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Founders' Letter

My father did not have the freedom to pursue the
career of his choice in the Soviet Union. Nevertheless,
he produced copious research on dynamical systems,
a branch of mathematics, in his spare time.

When I was four years old, there was an international conference on the
subject in Warsaw—a rare event in any scientific field behind the Iron Curtain.
Even though he was not officially allowed to attend and it was challenging

to get permission to travel, my father was able to make the trip with the help of
supporters in Poland. What he learned there went well beyond mathematics,

and dramatically changed the course of our lives.

Contrary to what my father had been taught, the mathematicians from the
other side of the Iron Curtain were not monsters. They were fellow scientists
who shared the same passions. The key difference was that they were free:

free to pursue the career of their choice, free to voice their opinions, free



to travel, and above all they were free from fear of their own government.
That small but powerful piece of information drove my family to flee the

Soviet Union two years later and start a new life in the United States.

Today the vast majority of the world's population has access to mobile
phones, and over two billion people are connected to the Internet. As a result,
the trickle of information that made its way into closed societies such as the
USSR when I was a child has now become a torrent—and millions of people
living under totalitarian regimes are able to glimpse freedom every day of

their lives, albeit virtually.

While the trends in technology and communication that made this all possible
have been clear for decades, I believe we have now reached an important
inflection point. As I write this letter, a wave of change is passing through the
Middle East and North Africa. I cannot predict what countries it will touch,

or what the state of the world will be by the time you read this in two months.

But I can be certain of one thing: access to information will play a key role.

Access to Information

We founded Google to help connect people to the information they need—
and we have been obsessively focused on that goal ever since. Today,
hundreds of millions of people rely on Google to search through many
petabytes of the world’s knowledge. We do it across nations, languages
and cultures, for information that's both online and offline, on PCs and
tablets, phones and televisions, with text and images and video and sound...
whatever it takes.



Over the past year, the whole web experience has become richer, thanks to
faster processors and improved software in both client computers and data
centers. For example, Google Instant (launched late last year) starts searching
with every keystroke, thereby saving users time on every search. To date,
Google Instant has now saved our users over 100 billion keystrokes and
counting. Going forward, this is just the tip of the iceberg in terms of the kind

of interactivity one should expect to see in search.

Because we serve users in nearly every country and 146 languages, the
best available information is not always in a language that they understand.
To that end, our translation systems have been very important ever since
we introduced them five years ago. Google Translate now works in 58
languages including Hindi, Persian and Swabhili, and can offer translations
between 3,306 language pairs. It's still far from perfect, but we've come a
long, long way, thanks to improved algorithms and scaled computing power.
For geographic information, we literally cover the globe with imagery from
satellites, airplanes, and cars, and we've made street maps available of

nearly 100 countries.

Some of the best information in the world across many cultures was not
born on the web, but resides in the world’s books. This is why we launched
our books project in 2004 and we've now scanned (and enable searchers to
discover) more than 15 million books, which we estimate to be more than
10 percent of all the books published since Gutenberg—and we're still going
strong. These books span hundreds of languages and over three million are

already available online as Google eBooks. In the past year, we expanded



Sal Khan quit his job as a
hedge fund manager to
create an online academy on

YouTube that tutors people in
subjects from mathematics to
chemistry. His 2,000 videos have
been viewed 45 million times.

our scanning efforts to encompass other kinds of physical content,
such as Yad Vashem'’s Holocaust archives, Nelson Mandela’s personal
documents, and minutely-detailed scans of some of the world’s greatest

paintings as part of the Art Project.

A Video is Worth a Million Words

There is rarely a more compelling way to capture and convey something
than by video, and thanks to advances in processors, networks and
storage, video is quickly becoming as ubiquitous as text. YouTube,
which is only six years old, now serves over two billion videos per day
from a selection of over 500 million. While it may have been known for
its “lolcats” videos several years ago, YouTube is now used for citizen
engagement (such as interviews with President Obama), documenting
human rights violations (such as in Tunisia, Egypt, and Libya),

full-length movies, education, and much more.

Although it seemed a dream a decade ago, today YouTube enables
viewers to watch what they want, when they want, on the device of their
choosing, and to post their own videos for the world to see. The ability to
easily publish video has leveled the playing field between the select few
and the rest of the world in terms of being able to communicate using

this powerful medium.

Power in Every Pocket
Nearly 10 percent of YouTube playbacks now happen on mobile
phones, which is remarkable given the technical hurdles that needed



to be overcome in order to stream video to small, low-power wireless
devices. Increasingly, technology is moving to the world's five-billion-
plus mobile phones, thereby democratizing information well beyond
the PC. The more sophisticated functionality is typically available on
the fast-growing smartphone segment, which shipped over 300 million
devices last year alone. Android, our own mobile operating system

for smartphones, first shipped only two years ago, and now it's the
most used in the world with over 300,000 devices activated daily.

New Internet-connected screens, such as tablets and televisions, also

provide an ever-growing base to deploy these technologies.

And new mobile applications are springing up everywhere. Just a

few years ago mapping and navigation were the domain of specialized
devices. Today, more than 150 million people use Google Maps every
month on their mobile phones, and nearly 10 million now use Google

Latitude to connect with their friends and families on maps.

Moreover, via mobile phones, what were once considered the far-

flung corners of artificial intelligence research have now reached the
mainstream. For example, Google Goggles utilizes leading edge machine
vision to identify and learn more about objects and places by sight. Our
Voice Actions feature enables millions of people to use state of the art
speech recognition to more easily interact with their phones to dictate
emails or searches. With Google Translate on mobile phones, people can

now—literally—speak in one language and have it repeated in another.



A panama hat maker in Bolivia
is now selling in 84 markets

and has grown to 50 employees
across Latin America using
AdWords.

The owner of a baby products
store in Nigeria had such a
response to her AdWords
campaign that she literally ran
out of stock.

A butcher in Warsaw using
AdWords saw that at Easter,
one of the busiest times of
the year, the queue of people
who came to pick up their

online orders was longer than
the queue of those shopping
in the store.

Displaced by Hurricane
Katrina, the founder of a
fitness bootcamp was able to
completely rebuild, and then
grow, his customer base with
AdWords when he returned to
New Orleans and started over.

Using AdWords to find new
customers in the wake of

the recession, a son helped his
father turn around his ailing
home security business, now
the largest in El Paso.

The first Thai AdWords
customer, a third-generation
tailor, has grown his business

from 5,000 customers in
2002 to over 400,000 inter-
nationally today.

Making a Living Online

The technology revolution also has an economic impact: it is enabling
more and more people globally to make a living for themselves
entirely online. Worldwide, more than one million advertisers are now
using AdWords—and it's transforming the fortunes of businesses at
every scale. There are countless examples of entrepreneurs building
and growing businesses with AdWords as their sole marketing vehicle,
reaching new markets and finding new customers throughout the

world with just a couple of clicks.

Ads also enable publishers of all types to fund content creation and
make that content available for free. The AdSense program now
generates revenue for over two million publishers worldwide. In 2010,
we gave back over $6 billion to our AdSense partners, who range

from well-known newspapers to bloggers and niche websites.

Communication for All

Technology has also democratized communication and creation of
information. Capabilities that were once available only to the largest
corporations are now available to businesses, political movements,
governments, and individuals alike. There is no longer a need to
manage servers, updates, and patches; instead, users simply refresh
their browser. In addition to Gmail, our most-used communications
app, our broader suite of apps is now used by over three million
businesses and 10 million students.



Personal communications are increasingly complicated to manage, given the volume
of email people receive. Launching Priority Inbox, which uses machine learning to
rank and prioritize emails, we started to tackle this problem. We're encouraged by
indications that show its utility. Priority Inbox users spend 43 percent more time
reading important mail compared to unimportant, and 15 percent less time reading
email overall, compared to Gmail users who don't use Priority Inbox.

After a server crash took down its website, a city in Florida moved their site to
Google Apps, which has given them more time to focus on open government initiatives
like live-streaming city council meetings on YouTube.

y, a one-person software business in Perth, Australia, acquired more than
ustomers in its first seven months thanks to the Google Apps Marketplace.

What's Next?

Larry and I have always shared a profound belief in the potential for
technology to make the world a better place. It's why we've been
prepared, from the get-go, to place big bets on new technologies—with
the full knowledge that not all of these will always pay off. In the last year
we have seen Google Wave fail, but our browser Chrome has succeeded
beyond what we thought was possible. As always, we learn as much
from our failures as our successes, and are constantly reminded that

execution and delivery matter as much as great ideas.

Chrome (Google's web browser) was released two and a half years ago. Today, at

version 10 Chrome is over six times faster than it was then and over 120 million people
now use it. What's more, it's helping push browser standards forward everywhere.

For the last decade, Eric has done an unbelievable job as CEO steering

Google through rapid growth, while also managing two willful founders.



Clever, strategic, wise... it's hard to think of anyone on the planet who
could have done a better job than Eric has, and we would both like to
thank him from the bottom of our hearts. The good news is that as Larry
takes over as Chief Executive (again!), Eric is still very much involved as
Executive Chairman, and all three of us are just as excited about the next
10 years as we were about the last decade.

The Internet, mobile phones, and other technologies are having
profound effects on the spread of information and the lives of people
worldwide. It's a virtuous circle, with the information revolution

directly accelerating the pace of technical development as inventors

and entrepreneurs benefit from the increased demand for new products,
the opening of new markets and dramatic gains in productivity. As a
result, new technologies that emerge from research labs fall into the
hands of users within a few years; new online offerings reach tens of

millions of people in months; and startups spring up overnight.

Decades ago, my father had to make a journey to Poland for the
information that would shape my family’s life. Today, billions of people
can make that journey online every day—and the world will never

look the same. In the coming years, technology will evolve even more
rapidly, and what is still science fiction today will have worldwide

impact almost overnight.

Ao, Bin Fnsy oy

Sergey Brin Larry Page
Co-Founder Co-Founder; Chief Executive Officer
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NOTE ABOUT FORWARD-LOOKING STATEMENTS
This Annual Report on Form 10-K 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;

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

e 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;

e thedecline 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;

e 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;

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

e 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;

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

* the timing for the consummation of our acquisition of ITA Software, Inc.;

e continued investments in international markets;

e our future stock-based compensation expenses;

* theincrease 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;

e 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: Item 1 “Business,” Item 1A “Risk Factors,” and Item 7 “Management’s Discussion and Analysis
of Financial Condition and Results of Operations.” Forward-looking statements generally can be identified by
words such as “anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” “will be,” “will
continue,” “will likely result,” 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 Annual Report on Form 10-K, and in

particular, the risks discussed under the caption “Risk Factors” in 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
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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.



PART I

ITEM1. BUSINESS
Overview

Google is a global technology leader focused on improving the ways people connect with information. We
aspire to build products that improve the lives of billions of people globally. Our mission is to organize the world’s
information and make it universally accessible and useful. 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.

We generate revenue primarily by delivering relevant, cost-effective online advertising. Businesses use our
AdWords program to promote their products and services with targeted advertising. In addition, the third parties
that comprise the Google Network use our AdSense program to deliver relevant ads that generate revenue and
enhance the user experience.

We were incorporated in California in September 1998 and reincorporated in Delaware in August 2003. Our
headquarters are located at 1600 Amphitheatre Parkway, Mountain View, California 94043, and our telephone
number is (650) 253-0000. We completed our initial public offering in August 2004 and our Class A common
stock is listed on the Nasdaq Global Select Market under the symbol “GOOG.”

Corporate Highlights

Effective April 4, 2011, Larry Page, our Co-Founder and President, Products, will become our Chief Executive
Officer, Eric E. Schmidt, our current Chief Executive Officer, will continue as the chairman of our board of directors
and will serve as our Executive Chairman, and Sergey Brin, our Co-Founder and President, Technology, will
continue as Co-Founder.

In 2010, we continued to reap the rewards of the growth of the digital economy. The shift of consumers and
advertisers from offline to online continued unabated, which fueled good growth in our core business of search
advertising. We continued to invest heavily, and rapidly innovate in our search technologies to expand the
comprehensiveness of our index, the relevance of our results, and the speed with which we deliver search results.
Some recent notable enhancements to search include Google Instant, Instant Previews, and Place Search. We
believe that search will only become more intelligent, personal, and interactive, delivering the information most
relevant to users, in their language, and relevant to their location and interests.

In addition, in the past year we have also invested aggressively in our newer businesses—namely display,
mobile, and enterprise—to lay the groundwork for future growth. We have also made strategic investments in
critical product areas, like Android, Chrome, and Chrome OS—following our core philosophy of building open
platforms with optionality, and creating infrastructure that allows everyone on the web to succeed. We also believe
that an active acquisition program is an important element of our business strategy. During 2010, we invested $1.8
billion to acquire companies, products, services, and technologies.

Our business is primarily focused around the following key areas: search, advertising, operating systems and
platforms, and enterprise.

Search

We maintain a vast index of websites and other online content, and make it available through our search
engine to anyone with an internet connection. Our search technologies sort through an ever-growing amount of
information to deliver relevant and useful search results in response to user queries. We integrate innovative
features into our search service and offer specialized search services to help users tailor their search. In addition,
we are constantly improving and adding to our products and services, to provide users with more relevant results
so that users find what they are looking for faster.



Advertising

Google Search. The goal of AdWords, our primary auction-based advertising program, is to deliver ads that
are so useful and relevant to search queries or web content that they are a form of information in their own right.
With AdWords, advertisers create simple text-based ads that then appear beside related search results or web
content on our websites and on thousands of partner websites in our Google Network, which is the network of third
parties that use our advertising programs to deliver relevant ads with their search results and content. 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.

Our AdSense program enables websites that are part of the Google Network to deliver ads from our AdWords
advertisers that are relevant to the search results or content on their websites. We share the majority of the
revenues generated from these ads with the Google Network members that display the ads. The AdSense program
enables advertisers to extend the reach of their ad campaigns, improves our partners’ ability to generate revenue
from their content, and delivers relevant ads for their users.

Google Display. 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. The Google Display Network provides advertisers services related to the delivery of display
advertising across publishers participating in our AdSense program, publishers participating in the DoubleClick Ad
Exchange, and Google-owned sites such as YouTube and Google Finance.

Through our DoubleClick advertising technology, we provide to publishers, agencies, and advertisers the ad
serving technology, which is the infrastructure that enables billions of ads to be served each day across the
web. Our DoubleClick Ad Exchange creates a real-time auction marketplace for the trading of display ad space. We
aim to simplify display advertising so it is easier for advertisers and publishers to manage campaigns across
different formats, on different websites, and for different devices.

In addition, YouTube provides a range of video, interactive, and other ad formats for advertisers to reach their
intended audience. YouTube’s video advertising solutions give advertisers a way to promote their content to the
YouTube community, as well as to associate with content being watched by their target audience. YouTube also
offers analytic tools to help advertisers understand their audience and derive general business intelligence. In the
past year, YouTube has experienced strong growth in mobile viewers and has established key partnerships with
content companies to help monetize mobile video.

Google Mobile. Mobile advertising is still in relative infancy, though the mobile device is quickly becoming the
world’s newest gateway to information. Google is focused on developing easy to use ad products to help
advertisers extend their reach, help create revenue opportunities for our publisher partners, and deliver relevant
and useful ads to users on the go.

Google Mobile extends our products and services by providing mobile-specific features to mobile device
users. Our mobile-specific search technologies include search by voice, search by sight, and search by location.
Google Mobile also optimizes a large number of Google’s applications for mobile devices in both browser and
downloadable form. In addition, we offer advertisers the ability to run search ad campaigns on mobile devices with
popular mobile-specific ad formats, such as click-to-call ads in which advertisers can include a phone number
within ad text. In 2010, we acquired AdMob, Inc. (AdMob), which offers effective ad units and solutions for
application developers and advertisers. We continue to invest in improving users’ access to Google services
through their mobile devices.

Google Local. Consumers are changing the way they look for local information on the web, and Google is
committed to providing users relevant local information. Our products and services also help local business owners
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manage their presence on the web and grow their services. We are organizing information around real-world
places, and any business can use Google Places to add a new listing or edit an existing one. These listings appear
for free when potential customers search for products, services, and businesses on www.google.com or Google
Maps. Claiming a business listing ensures that people can quickly and easily receive the most accurate and current
information about a business, such as location, phone number, and hours of operation. Business owners can also
edit and check their information at any time to find out how many people have seen or clicked on their free listing.
Because the ability to target advertising to a specific region is a key part of building a local business, in addition to
local targeting through AdWords, we offer Google Tags, a simple flat-fee advertising program for business owners
to highlight their listings with details on their key differentiators. Thousands of business owners are using tag types
such as coupons, custom messages, photos, and videos to make their listings stand out. In addition, by using
Google Boost, a quick and easy way to participate in the ads auction, small businesses can let Google manage their
advertising campaigns on the web.

Operating Systems and Platforms

Android. Working closely with the Open Handset Alliance, a business alliance of more than 75 technology and
mobile companies, we developed Android, a free, fully open source mobile software platform that any developer
can use to create applications for mobile devices and any handset manufacturer can install on a device. We believe
Android will drive greater innovation and choice in the mobile device ecosystem, and provide consumers with a
more powerful mobile experience.

Google Chrome OS and Google Chrome. Google Chrome OS is an open source operating system with the
Google Chrome web browser as its foundation. Both the Google Chrome OS and the Google Chrome browser are
built around the core tenets of speed, simplicity, and security. Designed for people who spend most of their time on
the web, the Google Chrome OS is a new approach to operating systems. We are working with several original
equipment manufacturers to bring computers running Google Chrome OS to users and businesses. The Chrome
browser runs on Windows, Mac, and Linux computers.

Google TV. Google TV is a platform that gives consumers the power to experience television and the internet
on a single screen, with the ability to search and find the content they want to watch. The Google TV platform is
based on the Android operating system and runs the Google Chrome browser.

Google Books. The Google Books platform (including reading applications, an electronic bookstore
(eBookstore), book search, and personal library management) is designed to help people discover, search, and
consume content from printed books online. Through the Google eBookstore, we make available for sale popular
books in electronic book format to complement our large collection of free public domain books.

Enterprise

Google’s enterprise products provide familiar, easy-to-use Google technology for business settings. Through
Google Apps, which includes Gmail, Google Docs, Google Calendar, and Google Sites, among other features, we
provide hosted, web-based applications that people can use on any device with a browser and an internet
connection. In addition, we provide our search technology for use within enterprises through the Google Search
Appliance (real-time search of business applications, intranet applications, and public websites), on their public-
facing sites with Google Site Search (custom search engine), and Google Commerce Search (for online retail
enterprises). We also offer Google Checkout, a service for our users, merchants, and advertisers to make online
shopping and payments more streamlined and secure. We also provide versions of our Google Maps Application
Programming Interface (API) for businesses (including fully interactive Google Maps for public and internal
websites), as well as Google Earth Enterprise (a behind-the-company-firewall software solution for imagery and
data visualization). Our enterprise solutions have been adopted by a variety of businesses, governments, schools,
and non-profit organizations. Google Apps is the first cloud computing suite of message and collaboration tools to
receive U.S. government security certification.



Research

We continue to develop new products and services and to enhance our existing ones through research and
product development and the licensing and acquisition of third-party businesses and technology. Our product
development philosophy is to launch innovative products early and often, and then iterate rapidly to make those
products even better. We often post early stage products on Google Labs, at test locations online, or directly on
Google.com. We then use data and user feedback to decide if and how to invest further in those products.

Our research and development expenses were $2.8 billion, $2.8 billion, and $3.8 billion in 2008, 2009, and
2010, respectively, which included stock-based compensation expense of $732 million, $725 million, and $S861
million, respectively. We expect to continue to invest in building the employee and systems infrastructures needed
to support the development of new products and services and to improve existing ones.

Intellectual Property

We rely on a combination of intellectual property laws, as well as confidentiality procedures and contractual
provisions, to protect our proprietary technology and our brand. We have registered, and applied for the registration
of, U.S. and international trademarks, service marks, domain names, and copyrights. Additionally, we have filed
U.S. and international patent applications covering certain of our proprietary technology. Over time, we have
assembled a portfolio of patents, trademarks, service marks, copyrights, domain names, and trade secrets
covering our products and services. Our proprietary technology is not dependent on any single patent or copyright
or groups of related patents or copyrights. We believe the duration of our patents is adequate relative to the
expected lives of our products. Although we rigorously protect our proprietary technology, any significant
impairment of, or third-party claim against, our intellectual property rights could harm our business or our ability to
compete.

Sales and Support

We continue to develop and grow our sales and support infrastructure. We have over 85 offices in over 40
countries, the large majority of which include sales people. Our global sales and support infrastructure has
specialized teams across vertical markets. We bring businesses into our advertising network through direct,
remote, and online sales channels, using technology and automation wherever possible to improve our customers'
experience and to grow our business cost-effectively. Our direct advertising and sales teams focus on building
relationships with the largest advertisers and leading internet companies. In 2010, we invested in building a multi-
product sales force, with teams selling campaigns that include search, display (including DoubleClick and
YouTube), and mobile advertising.

We provide customer service to our advertiser base through our global support organization. Our global
support organization concentrates on helping our advertisers and Google Network members get the most out of
their relationship with us.

No individual customer or groups of affiliated customers represented more than 10% of our revenues in
2008, 2009, or 2010.

Government Contracts

No material portion of our business is subject to renegotiation of profits or termination of contracts or
subcontracts at the election of the U.S. government.



Marketing

Google’s global brand is well known. We believe that building a trusted, highly-recognized brand begins with
providing high-quality products and services that make a notable difference in people’s lives. Marketing is
responsible for generating advertiser revenue through marketing campaigns to small businesses, as well as
providing thought leadership to chief marketing officers through industry insight, research, and analysis. Our
marketing, promotional, and public relations activities are designed to promote Google’s brand image and
differentiate it from competitors.

Competition

Our business is characterized by rapid change and converging, as well as new and disruptive, technologies.
We face formidable competition in every aspect of our business, particularly from companies that seek to connect
people with information on the web and provide them with relevant advertising. We face competition from:

*  General purpose search engines, such as Yahoo and Microsoft’'s Bing.

« \Vertical search engines and e-commerce websites, such as Kayak (travel queries), Monster.com (job
queries), WebMD (for health queries), and Amazon.com and eBay (e-commerce). Some users will
navigate directly to such websites rather than go through Google.

* Social networks, such as Facebook and Twitter. Some users are relying more on social networks for
product or service referrals, rather than seeking information through general purpose search engines.

»  Other forms of advertising, such as television, radio, newspapers, magazines, billboards, and yellow pages,
for ad dollars. Our advertisers typically advertise in multiple media, both online and offline.

* Commercial software companies, such as Microsoft and Apple, and mobile applications. Users are
increasingly accessing e-commerce and other sites through stand-alone mobile applications embedded
in the operating system of the device, instead of through search engines.

* Providers of online products and services. A number of our online products and services, including Gmail,
YouTube, and Google Docs, compete directly with new and established companies, which offer
communication, information, and entertainment services integrated into their products or media
properties.

We compete to attract and retain users, for whom other products and services are literally one click away,
primarily on the basis of the relevance and usefulness of our search results and the features, availability, and ease
of use of our products and services.

We also compete to attract and retain content providers (Google Network members, as well as other content
providers for whom we distribute or license content), primarily based on the size and quality of our advertiser base,
our ability to help these partners generate revenues from advertising, and the terms of our agreements with them.

Government Regulation

We are subject to a number of domestic and foreign laws and regulations. New laws or new interpretations of
existing laws will also impact our business. The costs of compliance with these laws may increase in the future and
any failure on our part to comply with these laws may subject us to significant liabilities.

Culture and Employees

We take great pride in our culture. We embrace collaboration and creativity, and encourage the iteration of
ideas to address complex technical challenges. Transparency and open dialog are central to us, and we like to
ensure that company news reaches our employees first through internal channels.
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Despite our rapid growth, we still cherish our roots as a startup and give employees the freedom to act on
their ideas regardless of role or function within the company. We strive to hire the best employees, with
backgrounds and perspectives as diverse as our global users. We provide an environment where these talented
people can have fulfilling careers working on some of the biggest challenges in technology, and have a huge,
positive impact on the world.

At December 31, 2010, we had 24,400 full-time employees, consisting of 9,508 in research and
development, 8,778 in sales and marketing, 3,346 in general and administrative, and 2,768 in operations. All of
Google’s employees are also equityholders, with significant collective employee ownership. Although we have
workers’ councils and statutory employee representation obligations in certain countries, our employees are not
represented by a labor union and we consider our employee relations to be good. Competition for qualified
personnel in our industry is intense, particularly for software engineers, computer scientists, and other technical
staff.

Global Operations and Geographic Data

We provide our products and services in more than 100 languages and in more than 50 countries, regions,
and territories. On www.google.com or one of our other Google domains, users can find information in many
different languages and in many different formats. The United States accounted for approximately 48% of our
revenues in 2010. Information regarding financial data by geographic areas is set forth in Item 7 and Item 8 of this
Annual Report on Form 10-K. See Note 16 of Notes to Consolidated Financial Statements under ltem 8.

Seasonality

Our business is affected by both seasonal fluctuations in internet usage and traditional retail seasonality.
Internet usage generally slows during the summer months, and commercial queries typically increase significantly
in the fourth quarter of each year. These seasonal trends have caused and will likely continue to cause, fluctuations
in our quarterly results, including fluctuations in sequential revenue growth rates.

Available Information

Our website is located at www.google.com, and our investor relations website is located at http://
investor.google.com. The following filings are available through our investor relations website after we file them
with the SEC: Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, and our Proxy Statements for our
annual meetings of stockholders, for the last three years. These filings are also available for download free of
charge on our investor relations website. We also provide a link to the section of the SEC’s website at www.sec.gov
that has all of our public filings, including Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K, all amendments to those reports, our Proxy Statements, and other ownership related filings.
Further, a copy of this Annual Report on Form 10-K is located at the SEC’s Public Reference Room at 100 F Street,
NE, Washington, D.C. 20549. Information on the operation of the Public Reference Room can be obtained by
calling the SEC at 1-800-SEC-0330.

We webcast our earnings calls and certain events we participate in or host with members of the investment
community on our investor relations website. Additionally, we provide notifications of news or announcements
regarding our financial performance, including SEC filings, investor events, press and earnings releases, and blogs
as part of our investor relations website. Investors and others can receive notifications of new information posted
on our investor relations website in real time by signing up for email alerts and RSS feeds. Further corporate
governance information, including our certificate of incorporation, bylaws, governance guidelines, board
committee charters, and code of conduct, is also available on our investor relations website under the heading
“Corporate Governance.” The contents of our websites are not intended to be incorporated by reference into this
Annual Report on Form 10-K or in any other report or document we file with the SEC, and any references to our
websites are intended to be inactive textual references only.
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ITEM1A. RISKFACTORS

Our operations and financial results are subject to various risks and uncertainties, including those described
below, which could adversely affect our business, financial condition, results of operations, cash flows, and the
trading price of our Class A common stock.

Risks Related to Our Business and Industry
We face intense competition.

Our business is rapidly evolving and intensely competitive, and is subject to changing technology, shifting
user needs, and frequent introductions of new products and services. We have many competitors in different
industries, including general purpose search engines, vertical search engines and e-commerce sites, social
networking sites, traditional media companies, and providers of online products and services. Our current and
potential competitors range from large and established companies to emerging start-ups. Established companies
have longer operating histories and more established relationships with customers and users, and they can use
their experience and resources against us in a variety of competitive ways, including by making acquisitions,
investing aggressively in research and development, and competing aggressively for advertisers and websites.
Emerging start-ups may be able to innovate and provide products and services faster than we can. If our
competitors are more successful than we are in developing compelling products or in attracting and retaining
users, advertisers, and content providers, our revenues and growth rates could decline.

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

Our success depends on providing products and services that make using the internet a more useful and
enjoyable experience for our users. Our competitors are constantly developing innovations in web search, online
advertising, and web-based products and services. As a result, we must continue to invest significant resources in
research and development in order to enhance our web search technology and our existing products and services,
and introduce new products and services that people can easily and effectively use. If we are unable to provide
quality products and services, then our users may become dissatisfied and move to a competitor’s products and
services. In addition, these new products and services may present new and difficult technology challenges, and
we may be subject to claims if users of these offerings experience service disruptions or failures or other quality
issues. Our operating results would also suffer if our innovations are not responsive to the needs of our users,
advertisers, and Google Network members, are not appropriately timed with market opportunities, or are not
effectively brought to market. As search technology continues to develop, our competitors may be able to offer
search results that are, or that are seen to be, substantially similar to or better than ours. This may force us to
compete in different ways and expend significant resources in order to remain competitive.

Our ongoing investment in new business strategies and new products, services, and technologies is
inherently risky, and could disrupt our ongoing businesses.

We have invested, and in the future may invest, in new business strategies, and new products, services, and
technologies. Such endeavors may involve significant risks and uncertainties, including distraction of management
from current operations, insufficient revenues to offset liabilities assumed and expenses associated with these
new investments, inadequate return of capital on our investments, and unidentified issues not discovered in our
due diligence of such strategies and offerings. Because these new ventures are inherently risky, no assurance can
be given that such strategies and offerings will be successful and will not materially adversely affect our
reputation, financial condition, and operating results.

We generate our revenues almost entirely from advertising, and the reduction in spending by or loss
of advertisers could seriously harm our business.

We generated 96% of our revenues in 2010 from our advertisers. Our advertisers can generally terminate
their contracts with us at any time. Advertisers will not continue to do business with us if their investment in
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advertising with us does not generate sales leads, and ultimately customers, or if we do not deliver their
advertisements in an appropriate and effective manner. In addition, expenditures by advertisers tend to be cyclical,
reflecting overall economic conditions and budgeting and buying patterns. If we are unable to remain competitive
and provide value to our advertisers, they may stop placing ads with us, which would negatively harm our revenues
and business.

We expect our revenue growth rate to decline and anticipate downward pressure on our operating
margin in the future.

We believe our revenue growth rate will generally decline as a result of a number of factors, including
increasing competition, the inevitable decline in growth rates as our revenues increase to higher levels, and the
increasing maturity of the online advertising market. We believe our operating margin will experience downward
pressure as a result of increasing competition and increased expenditures for many aspects of our business. Our
operating margin will also experience downward pressure if a greater percentage of our revenues comes from ads
placed on our Google Network members’ websites compared to revenues generated through ads placed on our
own websites or if we spend a proportionately larger amount to promote the distribution of certain products,
including Google Chrome. The margin on revenues we generate from our Google Network members is significantly
less than the margin on revenues we generate from advertising on our websites. Additionally, the margin we earn
on revenues generated from our Google Network members could decrease in the future if we pay an even larger
percentage of advertising fees to our Google Network members.

We are subject to increased regulatory scrutiny that may negatively impact our business.

The growth of our company and our expansion into a variety of new fields implicate a variety of new
regulatory issues and may subject us to increased regulatory scrutiny, particularly in the U.S. and Europe.
Legislators and regulators, including those currently conducting investigations in the U.S. and Europe, may make
legal and regulatory changes, or interpret and apply existing laws, in ways that make our products and services less
useful to our users, require us to incur substantial costs, or change our business practices. These changes or
increased costs could negatively impact our business.

We are involved in legal proceedings that may result in adverse outcomes.

From time to time, we are involved in 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 employment claims, commercial claims, and other
matters. Such claims, suits, government investigations, and proceedings are inherently uncertain and their results
cannot be predicted with certainty. Regardless of the outcome, such legal proceedings can have an adverse
impact on us because of legal costs, diversion of management resources, and other factors. In addition, it is
possible that a resolution of one or more such proceedings could result in substantial fines and penalties, criminal
sanctions, consent decrees, or orders preventing us from offering certain features, functionalities, products, or
services, requiring a change in our business practices, or requiring development of non-infringing products or
technologies, which could in the future materially and adversely affect our financial position, results of operations,
or cash flows in a particular period.

Our business depends on a strong brand, and failing to maintain and enhance our brand would hurt
our ability to expand our base of users, advertisers, Google Network members, and other partners.

The brand identity that we have developed has significantly contributed to the success of our business.
Maintaining and enhancing the “Google” brand is critical to expanding our base of users, advertisers, Google
Network members, and other partners. We believe that the importance of brand recognition will increase due to the
relatively low barriers to entry in the internet market. Our brand may be negatively impacted by a number of
factors, including data privacy and security issues, service outages, and product malfunctions. If we fail to maintain
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and enhance the “Google” brand, or if we incur excessive expenses in this effort, our business, operating results,
and financial condition will be materially and adversely affected. Maintaining and enhancing our brand will depend
largely on our ability to be a technology leader and continue to provide high-quality products and services, which
we may not do successfully.

Acquisitions and investments could result in operating difficulties, dilution, and other harmful
consequences that may adversely impact our business and results of operations.

Acquisitions are an important element of our overall corporate strategy and use of capital, and we expect our
current pace of acquisitions to continue. These transactions could be material to our financial condition and results
of operations. We also expect to continue to evaluate and enter into discussions regarding a wide array of potential
strategic transactions. The process of integrating an acquired company, business, or technology has created, and
will continue to create, unforeseen operating difficulties and expenditures. The areas where we face risks include:

* Diversion of management time and focus from operating our business to acquisition integration
challenges.

* Implementation or remediation of controls, procedures, and policies at the acquired company.

* Integration of the acquired company’s accounting, human resource, and other administrative systems,
and coordination of product, engineering, and sales and marketing functions.

» Transition of operations, users, and customers onto our existing platforms.

* Cultural challenges associated with integrating employees from the acquired company into our
organization, and retention of employees from the businesses we acquire.

* Liability for activities of the acquired company before the acquisition, including patent and trademark
infringement claims, violations of laws, commercial disputes, tax liabilities, and other known and unknown
liabilities.

e Litigation or other claims in connection with the acquired company, including claims from terminated
employees, customers, former stockholders, or other third parties.

* In the case of foreign acquisitions, the need to integrate operations across different cultures and
languages and to address the particular economic, currency, political, and regulatory risks associated with
specific countries.

* Failure to successfully further develop the acquired technology.

» Failure to obtain required approvals from governmental authorities under competition and antitrust laws
on a timely basis, if it all, which could, among other things, delay or prevent us from completing a
transaction, or otherwise restrict our ability to realize the expected financial or strategic goals of an
acquisition.

Our failure to address these risks or other problems encountered in connection with our past or future
acquisitions and investments could cause us to fail to realize the anticipated benefits of such acquisitions or
investments, incur unanticipated liabilities, and harm our business generally.

Future acquisitions could also result in dilutive issuances of our equity securities, the incurrence of debt,
contingent liabilities, or amortization expenses, or write-offs of goodwill, any of which could harm our financial
condition. Also, the anticipated benefit of many of our acquisitions may not materialize.

A variety of new and existing U.S. and foreign laws could subject us to claims or otherwise harm our
business.

We are subject to a variety of laws in the U.S. and abroad that are costly to comply with, can result in negative
publicity and diversion of management time and effort, and can subject us to claims or other remedies. Many of
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these laws were adopted prior to the advent of the internet and related technologies and, as a result, do not
contemplate or address the unique issues of the internet and related technologies. The laws that do reference the
internet are being interpreted by the courts, but their applicability and scope remain uncertain. For example, the
laws relating to the liability of providers of online services are currently unsettled both within the U.S. and abroad.
Claims have been threatened and filed under both U.S. and foreign laws for defamation, invasion of privacy and
other tort claims, unlawful activity, copyright and trademark infringement, or other theories based on the nature
and content of the materials searched and the ads posted by our users, our products and services, or content
generated by our users.

In addition, the Digital Millennium Copyright Act has provisions that limit, but do not necessarily eliminate, our
liability for hosting, or for listing or linking to, third-party websites that include materials that infringe copyrights or
other rights, so long as we comply with the statutory requirements of this act. Various U.S. and international laws
restrict the distribution of materials considered harmful to children and impose additional restrictions on the ability
of online services to collect information from minors. In the area of data protection, many states have passed laws
requiring notification to users when there is a security breach for personal data, such as California’s Information
Practices Act. We face similar risks and costs as our products and services are offered in international markets and
may be subject to additional regulations.

Privacy concerns relating to our technology could damage our reputation and deter current and
potential users from using our products and services.

From time to time, concerns have been expressed about whether our products and services compromise the
privacy of users and others. Concerns about our practices with regard to the collection, use, disclosure, or security
of personal information or other privacy related matters, even if unfounded, could damage our reputation and
operating results. While we strive to comply with all applicable data protection laws and regulations, as well as our
own posted privacy policies, any failure or perceived failure to comply may result, and has resulted, in proceedings
or actions against us by government entities or others, or could cause us to lose users and customers, which could
potentially have an adverse effect on our business.

In addition, as nearly all of our products and services are web based, the amount of data we store for our users
on our servers (including personal information) has been increasing. Any systems failure or compromise of our
security that results in the release of our users’ data could seriously limit the adoption of our products and services,
as well as harm our reputation and brand and, therefore, our business. We may also need to expend significant
resources to protect against security breaches. The risk that these types of events could seriously harm our
business is likely to increase as we expand the number of web-based products and services we offer, and operate
in more countries.

Regulatory authorities around the world are considering a number of legislative and regulatory proposals
concerning data protection. In addition, the interpretation and application of consumer and data protection laws in
the U.S., Europe and elsewhere are often uncertain and in flux. It is possible that these laws may be interpreted and
applied in a manner that is inconsistent with our data practices. If so, in addition to the possibility of fines, this could
result in an order requiring that we change our data practices, which could have an adverse effect on our business.
Complying with these various laws could cause us to incur substantial costs or require us to change our business
practices in a manner adverse to our business.

If our security measures are breached, or if our services are subject to attacks that degrade or deny
the ability of users to access our products and services, our products and services may be perceived as
not being secure, users and customers may curtail or stop using our products and services, and we may
incur significant legal and financial exposure.

Our products and services involve the storage and transmission of users’ and customers’ proprietary
information, and security breaches could expose us to a risk of loss of this information, litigation, and potential
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liability. Our security measures may be breached due to the actions of outside parties, employee error,
malfeasance, or otherwise, and, as a result, an unauthorized party may obtain access to our data or our users’ or
customers’ data. Additionally, outside parties may attempt to fraudulently induce employees, users, or customers
to disclose sensitive information in order to gain access to our data or our users’ or customers’ data. Any such
breach or unauthorized access could result in significant legal and financial exposure, damage to our reputation,
and a loss of confidence in the security of our products and services that could potentially have an adverse effect
on our business. Because the techniques used to obtain unauthorized access, disable or degrade service, or
sabotage systems change frequently and often are not recognized until launched against a target, we may be
unable to anticipate these techniques or to implement adequate preventative measures. If an actual or perceived
breach of our security occurs, the market perception of the effectiveness of our security measures could be
harmed and we could lose users and customers.

We are, and may in the future be, subject to intellectual property or other claims, which are costly to
defend, could result in significant damage awards, and could limit our ability to use certain technologies
in the future.

Internet, technology, and media companies own large numbers of patents, copyrights, trademarks, and trade
secrets and frequently enter into litigation based on allegations of infringement or other violations of intellectual
property rights. In addition, patent holding companies may continue to seek to monetize patents they have
purchased or otherwise obtained. As we have grown, the intellectual property rights claims against us have
increased and may continue to increase as we develop new products, services, and technologies.

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 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 result in a change in 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.

Regardless of the merits of the claims, intellectual property claims are often time-consuming, expensive to
litigate or settle, and cause significant diversion of management attention. To the extent such intellectual property
infringement claims are successful, they may have an adverse effect on our business, consolidated financial
position, results of operations, and cash flow.

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

Our patents, trademarks, trade secrets, copyrights, and other intellectual property rights are important assets
for us. Various events outside of our control pose a threat to our intellectual property rights, as well as to our
products, services and technologies. For example, effective intellectual property protection may not be available in
every country in which our products and services are distributed or made available through the internet. Also, the
efforts we have taken to protect our proprietary rights may not be sufficient or effective.

Although we seek to obtain patent protection for our innovations, it is possible we may not be able to protect
some of these innovations. Moreover, because of our long-term interests in open source, we may not have
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adequate patent protection for certain innovations that later turn out to be important. Furthermore, there is always
the possibility, despite our efforts, that the scope of the protection gained will be insufficient or that an issued
patent may be deemed invalid or unenforceable.

We also seek to maintain certain intellectual property as trade secrets. The secrecy could be compromised by
outside parties, or by our employees, which would cause us to lose the competitive advantage resulting from these
trade secrets.

We also face risks associated with our trademarks. For example, there is a risk that the word “Google” could
become so commonly used that it becomes synonymous with the word “search.” If this happens, we could lose
protection for this trademark, which could result in other people using the word “Google” to refer to their own
products, thus diminishing our brand.

Any significant impairment of our intellectual property rights could harm our business and our ability to
compete. Also, protecting our intellectual property rights is costly and time consuming. Any increase in the
unauthorized use of our intellectual property could make it more expensive to do business and harm our operating
results.

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

Our operating results may fluctuate as a result of a number of factors, many outside of our control. As a
result, comparing our operating results on a period-to-period basis may not be meaningful, and you should not rely
on our past results as an indication of our future performance. Our quarterly, year-to-date, and annual expenses as
a percentage of our revenues may differ significantly from our historical or projected rates. Our operating results in
future quarters may fall below expectations. Any of these events could cause our stock price to fall. Each of the
risk factors listed in this section and the following factors may affect our operating results:

»  QOur ability to continue to attract users to our websites and satisfy existing users on our websites.

«  Our ability to monetize (or generate revenues from) traffic on our websites and our Google Network
members’ websites.

e QOur ability to attract advertisers to our AdWords program, and our ability to attract websites to our
AdSense program.

* The mix in our revenues between those generated on our websites and those generated through our
Google Network.

* The amount of revenues and expenses generated and incurred in currencies other than U.S. dollars, and
our ability to manage the resulting risk through our foreign exchange risk management program.

« The amount and timing of operating costs and expenses and capital expenditures related to the
maintenance and expansion of our businesses, operations, and infrastructure.

e Our focus on long-term goals over short-term results.

* The results of our investments in risky projects, including new business strategies and new products,
services, and technologies.

»  Our ability to keep our websites operational at a reasonable cost and without service interruptions.
«  Our ability to generate significant revenues from services in which we have invested considerable time

and resources, such as Google Checkout.

Because our business is changing and evolving, our historical operating results may not be useful to you in
predicting our future operating results. In addition, advertising spending has historically been cyclical in nature,
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reflecting overall economic conditions, as well as budgeting and buying patterns. Also, user traffic tends to be
seasonal. Our rapid growth has tended to mask the cyclicality and seasonality of our business. As our growth rate
has slowed, the cyclicality and seasonality in our business has become more pronounced and caused our operating
results to fluctuate.

More individuals are using devices other than personal computers to access the internet. If users of
these devices do not widely adopt versions of our web search technology, products, or operating
systems developed for these devices, our business could be adversely affected.

The number of people who access the internet through devices other than personal computers, including
mobile phones, smart phones, handheld computers such as netbooks and tablets, video game consoles, and
television set-top devices, has increased dramatically in the past few years. The lower resolution, functionality, and
memory associated with some alternative devices make the use of our products and services through such
devices more difficult and the versions of our products and services developed for these devices may not be
compelling to users, manufacturers, or distributors of alternative devices. Each manufacturer or distributor may
establish unique technical standards for its devices, and our products and services may not work or be viewable on
these devices as a result. We have limited experience to date in operating versions of our products and services
developed or optimized for users of alternative devices, such as Google Mobile and Android, or in designing
alternative devices. As new devices and new platforms are continually being released, it is difficult to predict the
problems we may encounter in developing versions of our products and services for use on these alternative
devices and we may need to devote significant resources to the creation, support, and maintenance of such
devices. If we are unable to attract and retain a substantial number of alternative device manufacturers,
distributors, and users to our products and services, or if we are slow to develop products and technologies that are
more compatible with alternative devices, we will fail to capture a significant share of an increasingly important
portion of the market for online services, which could adversely affect our business.

Web spam and content farms could decrease our search quality, which could damage our reputation
and deter our current and potential users from using our products and services.

“Web spam” refers to websites that attempt to violate a search engine’s quality guidelines or that otherwise
seek to rank higher in search results than a search engine’s assessment of their relevance and utility would rank
them. Although English-language web spam in our search results is less than half of what it was five years ago, and
web spam in most other languages is even lower than in English, we have nonetheless seen an increase in web
spam in recent months. As part of our efforts to combat web spam, we recently launched new indexing technology
that makes it harder for spam-like, less useful web content to rank highly. We have also improved our ability to
detect hacked websites, which were a major source of web spam in 2010. We face new challenges from low-
quality and irrelevant content websites, including “content farms,” which are websites that generate large
quantities of low-quality content to help them improve their search rankings. In 2010, we launched two algorithmic
changes focused on low-quality websites. If web spam and content farms continue to increase on Google, this
could hurt our reputation for delivering relevant information or reduce user traffic to our websites. In addition, as
we continue to take actions to improve our search quality and reduce low-quality content, this may in the short run
reduce our AdSense revenues, since some of these websites are AdSense partners.

Interruption or failure of our information technology and communications systems could hurt our
ability to effectively provide our products and services, which could damage our reputation and harm
our operating results.

The availability of our products and services depends on the continuing operation of our information
technology and communications systems. Our systems are vulnerable to damage or interruption from
earthquakes, terrorist attacks, floods, fires, power loss, telecommunications failures, computer viruses, computer
denial of service attacks, or other attempts to harm our systems. Some of our data centers are located in areas
with a high risk of major earthquakes. Our data centers are also subject to break-ins, sabotage, and intentional acts
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of vandalism, and to potential disruptions if the operators of these facilities have financial difficulties. Some of our
systems are not fully redundant, and our disaster recovery planning cannot account for all eventualities. The
occurrence of a natural disaster, a decision to close a facility we are using without adequate notice for financial
reasons, or other unanticipated problems at our data centers could result in lengthy interruptions in our service. In
addition, our products and services are highly technical and complex and may contain errors or vulnerabilities. Any
errors or vulnerabilities in our products and services, or damage to or failure of our systems, could result in
interruptions in our services, which could reduce our revenues and profits, and damage our brand.

Our business and operations are experiencing rapid growth. If we fail to effectively manage our
growth, our business and operating results could be harmed.

We have experienced rapid growth in our headcount and operations, which has placed, and will continue to
place, significant demands on our management, operational, and financial infrastructure. If we do not effectively
manage our growth, the quality of our products and services could suffer, which could negatively affect our brand
and operating results. Our expansion and growth in international markets heighten these risks as a result of the
particular challenges of supporting a rapidly growing business in an environment of multiple languages, cultures,
customs, legal systems, alternative dispute resolution systems, regulatory systems, and commercial
infrastructures. To effectively manage this growth, we will need to continue to improve our operational, financial
and management controls, and our reporting systems and compliance procedures. These systems enhancements
and improvements will require significant capital expenditures and management resources. Failure to implement
these improvements could hurt our ability to manage our growth and our financial position.

Our international operations expose us to additional risks which could harm our business, operating
results, and financial condition.

Our international operations are significant to our revenues and net income, and we plan to further expand
internationally. International revenues accounted for approximately 52% of our total revenues in 2010, and more
than half of our user traffic has been coming from outside the U.S. In certain international markets, we have limited
operating experience and may not benefit from any first-to-market advantages or otherwise succeed. In addition
to risks described elsewhere in this section, our international operations expose us to additional risks, including the
following:

* Changesin local political, economic, social, and labor conditions, which may adversely harm our business.

* Restrictions on foreign ownership and investments, and stringent foreign exchange controls that might
prevent us from repatriating cash earned in countries outside the U.S.

* Import and export requirements that may prevent us from offering products or providing services to a
particular market and may increase our operating costs.

» Currency exchange rate fluctuations and our ability to manage these fluctuations through our foreign
exchange risk management program.

* Longer payment cycles in some countries, increased credit risk, and higher levels of payment fraud.

e Uncertainty regarding liability for services and content, including uncertainty as a result of local laws and
lack of legal precedent.

« Different employee/employer relationships, existence of workers’ councils and labor unions, and other
challenges caused by distance, language, and cultural differences, making it harder to do business in
certain jurisdictions.

In addition, compliance with complex foreign and U.S. laws and regulations that apply to our international
operations increases our cost of doing business in international jurisdictions. These numerous and sometimes
conflicting laws and regulations include internal control and disclosure rules, data privacy and filtering
requirements, anti-corruption laws, such as the Foreign Corrupt Practices Act, and other local laws prohibiting
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corrupt payments to governmental officials, and anti-competition regulations, among others. Violations of these
laws and regulations could result in fines and penalties, criminal sanctions against us, our officers, or our
employees, prohibitions on the conduct of our business and on our ability to offer our products and services in one
or more countries, and could also materially affect our brand, our international expansion efforts, our ability to
attract and retain employees, our business, and our operating results. Although we have implemented policies and
procedures designed to ensure compliance with these laws and regulations, there can be no assurance that our
employees, contractors, or agents will not violate our policies.

Furthermore, since we conduct business in currencies other than U.S. dollars but report our financial results in
U.S. dollars, we face exposure to fluctuations in currency exchange rates. Although we hedge a portion of our
international currency exposure, significant fluctuations in exchange rates between the U.S. dollar and foreign
currencies may adversely affect our net income. Additionally, hedging programs are inherently risky and could
expose us to additional risks that could adversely affect our financial condition and results of operations.

If we were to lose the services of Larry, Sergey, Eric, or other members of our senior management
team, we may not be able to execute our business strategy.

Our future success depends in a large part upon the continued service of key members of our senior
management team. In particular, Larry Page, Sergey Brin, and Eric E. Schmidt are critical to the overall
management of Google, as well as the development of our technology, our culture, and our strategic direction. All
of our executive officers and key employees are at-will employees, and we do not maintain any key-person life
insurance policies. The loss of any of our management or key personnel could seriously harm our business.

We rely on highly skilled personnel and, if we are unable to retain or motivate key personnel, hire
qualified personnel, or maintain our corporate culture, we may not be able to grow effectively.

Our performance largely depends on the talents and efforts of highly skilled individuals. Our future success
depends on our continuing ability to identify, hire, develop, motivate, and retain highly skilled personnel for all areas
of our organization. Competition in our industry for qualified employees is intense, and certain of our competitors
have directly targeted our employees. In addition, our compensation arrangements, such as our equity award
programs, may not always be successful in attracting new employees and retaining and motivating our existing
employees. Our continued ability to compete effectively depends on our ability to attract new employees and to
retain and motivate our existing employees.

In addition, we believe that our corporate culture fosters innovation, creativity, and teamwork. As our
organization grows, and we are required to implement more complex organizational management structures, we
may find it increasingly difficult to maintain the beneficial aspects of our corporate culture. This could negatively
impact our future success.

Our business depends on continued and unimpeded access to the internet by us and our users.
Internet access providers may be able to block, degrade, or charge for access to certain of our products
and services, which could lead to additional expenses and the loss of users and advertisers.

Our products and services depend on the ability of our users to access the internet, and certain of our
products require significant bandwidth to work effectively. Currently, this access is provided by companies that
have significant market power in the broadband and internet access marketplace, including incumbent telephone
companies, cable companies, mobile communications companies, and government-owned service providers.
Some of these providers have taken, or have stated that they may take, measures that could degrade, disrupt, or
increase the cost of user access to certain of our products by restricting or prohibiting the use of their
infrastructure to support or facilitate our offerings, or by charging increased fees to us or our users to provide our
offerings. Such interference could result in a loss of existing users and advertisers, and increased costs, and could
impair our ability to attract new users and advertisers, thereby harming our revenues and growth.
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New technologies could block our ads, which would harm our business.

Technologies have been developed that can block the display of our ads and that provide tools to users to opt
out of our advertising products. Most of our revenues are derived from fees paid to us by advertisers in connection
with the display of ads on web pages for our users. As a result, such technologies and tools could adversely affect
our operating results.

We are exposed to fluctuations in the market values of our investment portfolio.

Although we have not recognized any significant losses to date on our cash, cash equivalents, and
marketable securities, any significant future declines in the market values of our marketable securities could
materially adversely affect our financial condition and operating results. Given the global nature of our business,
we have investments both domestically and internationally. Credit ratings and pricing of these investments can be
negatively impacted by liquidity, credit deterioration or losses, financial results, or other factors. As a result, the
value or liquidity of our cash, cash equivalents, and marketable securities could decline and result in a material
impairment, which could materially adversely affect our financial condition and operating results.

We may have exposure to greater than anticipated tax liabilities.

Our future income taxes could be adversely affected by earnings being lower than anticipated in jurisdictions
where we have lower statutory tax rates and higher than anticipated in jurisdictions where we have higher
statutory tax rates, by changes in the valuation of our deferred tax assets and liabilities, as a result of gains on our
foreign exchange risk management program, or changes in tax laws, regulations, and accounting principles. We are
subject to regular review and audit by both domestic and foreign tax authorities. Any adverse outcome of such a
review or audit could have a negative effect on our operating results and financial condition. In addition, the
determination of our worldwide provision for income taxes and other tax liabilities requires significant judgment,
and there are many transactions and calculations where the ultimate tax determination is uncertain. Although we
believe our estimates are reasonable, the ultimate tax outcome may differ from the amounts recorded in our
financial statements and may materially affect our financial results in the period or periods for which such
determination is made.

Risks Related to Ownership of Our Common Stock
The trading price for our Class A common stock may continue to be volatile.

The trading price of our Class A common stock has at times experienced substantial price volatility and may
continue to be volatile. For example, in 2010, the price of our Class A common stock ranged from $433.63 per
share to $630.85 per share. The trading price of our Class A common stock may fluctuate widely in response to
various factors, some of which are beyond our control. These factors include:

e Quarterly variations in our results of operations or those of our competitors.

e Announcements by us or our competitors of acquisitions, new products, significant contracts,
commercial relationships, or capital commitments.

* Recommendations by securities analysts or changes in earnings estimates.

* Announcements about our earnings that are not in line with analyst expectations, the risk of which is
enhanced because it is our policy not to give guidance on earnings.

*  Announcements by our competitors of their earnings that are not in line with analyst expectations.
*  The volume of shares of Class A common stock available for public sale.
« Sales of stock by us or by our stockholders (including sales by our directors, executive officers, and other

employees).
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» Short sales, hedging, and other derivative transactions on shares of our Class A common stock (including
derivative transactions under our transferable stock option program).

In addition, the stock market in general, and the market for technology companies in particular, have
experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the
operating performance of those companies. These broad market and industry factors may harm the market price
of our Class A common stock, regardless of our actual operating performance. In the past, following periods of
volatility in the overall market and the market price of a company’s securities, securities class-action litigation has
often been instituted against these companies. This litigation, if instituted against us, could result in substantial
costs, and a diversion of our management’s attention and resources.

The concentration of our stock ownership limits our stockholders’ ability to influence corporate
matters.

Our Class B common stock has 10 votes per share and our Class A common stock has one vote per share. As
of January 31, 2011, Larry, Sergey, and Eric owned approximately 91% of our outstanding Class B common stock,
representing approximately 67% of the voting power of our outstanding capital stock. Larry, Sergey, and Eric
therefore have significant influence over management and affairs and over all matters requiring stockholder
approval, including the election of directors and significant corporate transactions, such as a merger or other sale
of our company or our assets, for the foreseeable future. This concentrated control limits our stockholders’ ability
to influence corporate matters and, as a result, we may take actions that our stockholders do not view as
beneficial. As a result, the market price of our Class A common stock could be adversely affected.

Provisions in our charter documents and under Delaware law could discourage a takeover that
stockholders may consider favorable.

Provisions in our certificate of incorporation and bylaws may have the effect of delaying or preventing a
change of control or changes in our management. These provisions include the following:

e Our certificate of incorporation provides for a dual class common stock structure. As a result of this
structure, Larry, Sergey, and Eric have significant influence over all matters requiring stockholder
approval, including the election of directors and significant corporate transactions, such as a merger or
other sale of our company or our assets. This concentrated control could discourage others from
initiating any potential merger, takeover, or other change of control transaction that other stockholders
may view as beneficial.

« Our board of directors has the right to elect directors to fill a vacancy created by the expansion of the
board of directors or the resignation, death, or removal of a director, which prevents stockholders from
being able to fill vacancies on our board of directors.

*  QOur stockholders may not act by written consent. As a result, a holder, or holders, controlling a majority of
our capital stock would not be able to take certain actions without holding a stockholders’ meeting.

« Our certificate of incorporation prohibits cumulative voting in the election of directors. This limits the
ability of minority stockholders to elect director candidates.

»  Stockholders must provide advance notice to nominate individuals for election to the board of directors or
to propose matters that can be acted upon at a stockholders’ meeting. These provisions may discourage
or deter a potential acquirer from conducting a solicitation of proxies to elect the acquirer’s own slate of
directors or otherwise attempting to obtain control of our company.

e Our board of directors may issue, without stockholder approval, shares of undesignated preferred stock.
The ability to issue undesignated preferred stock makes it possible for our board of directors to issue
preferred stock with voting or other rights or preferences that could impede the success of any attempt to
acquire us.
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As a Delaware corporation, we are also subject to certain Delaware anti-takeover provisions. Under Delaware
law, a corporation may not engage in a business combination with any holder of 15% or more of its capital stock
unless the holder has held the stock for three years or, among other things, the board of directors has approved the
transaction. Our board of directors could rely on Delaware law to prevent or delay an acquisition of us.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We own buildings and land near our headquarters in Mountain View, California, where we own approximately
2.6 million square feet of office space in buildings and approximately seven acres of developable land to
accommodate anticipated future growth. We also own a 2.9 million square feet office building in New York, New
York.

In addition, we lease approximately 1.7 million square feet of office space and approximately 56 acres of
undeveloped land for our headquarters in Mountain View, California. We also lease additional research and
development, and sales and support offices in the United States in Ann Arbor, Michigan; Atlanta, Georgia; Austin,
Texas; Birmingham, Michigan; Boulder, Colorado; Cambridge, Massachusetts; Chapel Hill, North Carolina; Chicago,
llinois; Clifton Park, New York; Irvine, California; Kirkland, Washington; Lexington, Massachusetts; Madison,
Wisconsin; New York, New York; Palo Alto, California; Philadelphia, Pennsylvania; Pittsburgh, Pennsylvania;
Portland, Oregon; Reston, Virginia; San Bruno, California; San Francisco, California; Santa Monica, California;
Seattle, Washington; Thornton, Colorado; White River Junction, Vermont; and Washington, D.C.

We maintain leased facilities internationally in Argentina, Australia, Austria, Belgium, Brazil, Canada, Chile,
China, Columbia, the Czech Republic, Denmark, Egypt, Finland, France, Ghana, Germany, Greece, Hong Kong,
Hungary, India, Ireland, Israel, Italy, Japan, Kenya, Korea, Malaysia, Mexico, the Netherlands, New Zealand, Nigeria,
Norway, Peru, Poland, Portugal, Romania, Russia, Senegal, Singapore, South Africa, Spain, Sweden, Switzerland,
Taiwan, Thailand, Turkey, Uganda, Ukraine, the United Arab Emirates, and the United Kingdom.

We also operate and own data centers in the U.S., the European Union, and Asia pursuant to various lease
agreements and co-location arrangements.

ITEM 3. LEGAL PROCEEDINGS

For a description of our material pending legal proceedings, please see Note 12 “Commitments and
Contingencies—Legal Matters” of the Notes to Consolidated Financial Statements included in ltem 8 of this
Annual Report on Form 10-K, which is incorporated herein by reference.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Our Class A common stock has been listed on the Nasdag Global Select Market under the symbol “GOOG”
since August 19, 2004. Prior to that time, there was no public market for our stock. The following table sets forth
for the indicated periods the high and low sales prices per share for our Class A common stock on the Nasdag
Global Select Market.

Fiscal Year 2010 Quarters Ended: High Low

March 31, 2070 o S 629.51 $520.00
JUNE B0, 2010 o 597.84 44472
September 30, 2010 ..t 536.85 433.63
December 31, 2010 ..ottt 630.85 518.85
Fiscal Year 2009 Quarters Ended: High Low

March 31,2000 ... $381.00 $282.75
JUNE B0, 20000 . 44734 340.61
September 30, 2000 ... 507.00 395.98
December 31,2000 ..o i 625.99 482.60

Our Class B common stock is neither listed nor traded.

Holders of Record

As of January 31, 2011, there were approximately 3,074 stockholders of record of our Class A common stock,
and the closing price of our Class A common stock was $S600.36 per share as reported by the Nasdag Global
Select Market. Because many of our shares of Class A common stock are held by brokers and other institutions on
behalf of stockholders, we are unable to estimate the total number of stockholders represented by these record
holders. As of January 31, 2011, there were approximately 88 stockholders of record of our Class B common stock.

Dividend Policy

We have never declared or paid any cash dividend on our common stock. We intend to retain any future
earnings and do not expect to pay any dividends in the foreseeable future.
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Stock Performance Graph

This performance graph shall not be deemed "filed” for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended (the Exchange Act), or incorporated by reference into any filing of Google under the
Securities Act of 1933, as amended, or the Exchange Act, except as shall be expressly set forth by specific
reference in such filing.

The following graph shows a comparison from December 31, 2005 through December 31, 2010 of the
cumulative total return for our Class A common stock, the S&P 500 Index, the Nasdag Composite Index, and the
RDG Internet Composite Index. Such returns are based on historical results and are not intended to suggest future
performance. Data for the S&P 500 Index, the Nasdag Composite Index, and the RDG Internet Composite Index
assume reinvestment of dividends. We have never paid dividends on our Class A common stock and have no
present plans to do so.

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN*
Among Google Inc., S&P 500 Index,
Nasdag Composite Index and RDG Internet Composite Index
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*$100 invested on December 31,2005 in stock or index, including reinvestment of dividends.

Copyright © 2011 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.
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Results of Google’s Transferable Stock Option (TSO) Program

Under our TSO program, which we launched in April 2007, eligible employees are able to sell vested stock
options to participating financial institutions in an online auction as an alternative to exercising options in the
traditional method and then selling the underlying shares. The following table provides information with respect to
sales by our employees of TSOs during the three months ended December 31, 2010:

Aggregate Amounts Weighted-Average Per Share Amounts
Number of Shares Sale Exercise Sale
Underlying Price of TSO Price of Price of TSO
Period (1) TSOs Sold TSOsSold Premium(2) TSOsSold TSOsSold Premium (2)
(in thousands)
October1-31.................. 73,127 $18,818 $804 $364.20 $257.33 $11.00
November1-30 ............... 57,796 15,792 467 337.45 273.25 8.07
December1-31................ 0] 0 0 0 0 0
Total (except weighted-average
per share amounts) ........... 130,923 $34,610 $1,271 $352.39 $264.36 S 9.71

(1)  The TSO program is generally active during regular trading hours for the Nasdaqg Stock Market when Google’s
trading window is open. However, we have the right to suspend the TSO program at any time for any reason,
including for maintenance and other technical reasons.

(2) The TSO 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.

In April 2009, we amended our TSO program to allow participation by executive officers (other than Larry,
Sergey, and Eric) in our TSO program. The following table provides information with respect to sales by our
executive officers of TSOs during the three months ended December 31, 2010:

Aggregate Amounts
Number of Shares Sale
Underlying Price of TSO
Executive Officer TSOs Sold TSOs Sold Premium
(in thousands)
NIKESN ATOTE oot et e e 16,607 54,818 S116
Alan EUStace ... 3,000 877 23
Patrick Pichette ........ 4,961 1,412 45
Total o 24,568 $7,107 S184
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ITEM 6. SELECTED FINANCIAL DATA

You should read the following selected consolidated financial data in conjunction with Item 7 *Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and the related notes appearing in Item 8 “Financial Statements and Supplementary Data” of this
Annual Report on Form 10-K.

The consolidated statements of income data for the years ended December 31, 2008, 2009, and 2010 and
the consolidated balance sheet data at December 31, 2009, and 2010 are derived from our audited consolidated
financial statements appearing in Item 8 of this Annual Report on Form 10-K. The consolidated statements of
income data for the years ended December 31, 2006 and 2007, and the consolidated balance sheet data at
December 31, 2006, 2007, and 2008, are derived from our audited consolidated financial statements that are not
included in this Annual Report on Form 10-K. The historical results are not necessarily indicative of the results to
be expected in any future period.

Year Ended December 31,
2006 2007 2008 2009 2010
(in millions, except per share amounts)

Consolidated Statements of Income Data:

REVENUES . et e et $10,605 $16,594 $21,796 S 23,651 $29,321
Costs and expenses:
Costofrevenues ..........ccoiiiiiiiineo... 4,225 6,649 8,622 8,844 10,417
Researchand development ...................... 1,229 2,120 2,793 2,843 3,762
Salesandmarketing ............... . oo 850 1,461 1,946 1,984 2,799
General and administrative ...................... 751 1,280 1,803 1,668 1,962
Total costsandexpenses ..., 7,055 11,510 15,164 15,339 18,940
Income fromoperations ............. i 3,650 5,084 6,632 8,312 10,381
Impairment of equity investments .................... 0 0 (1,095) 0 0
Interest and otherincome,net ........................ 461 590 316 69 415
Income beforeincometaxes ................ ... .. ... 4,011 5,674 5,853 8,381 10,796
Provision forincometaxes .................oooii 934 1,470 1,626 1,861 2,291
Netincome ... S 3077 S 4204 S 4227 S 6520 S 8505
Net income per share of Class A and Class B common
stock
BasiC ... S 1021 S 13563 S 1346 S 2062 S 26.69
Diluted ... S 994 S 1329 S 1331 S 2041 S 26.31

As of December 31,

2006 2007 2008 2009 2010
(in millions)
Consolidated Balance Sheet Data:
Cash, cash equivalents, and marketable securities ...... SN,244 S 14219 $15,846 $24,485 $34,975
Total@ssets v 18,473 25,336 31,768 40,497 57,851
Total long-term liabilities ............................ 129 611 1,227 1,746 1,614
Total stockholders’equity . ...l 17,040 22,690 28,239 36,004 46,241
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ITEM7. 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 under Item 8 of this Annual Report
on Form 10-K.

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:

e 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 97% of our revenues in 2008 and 2009, and 96% of our revenues in 2010.
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.
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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.

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 the negotiated agreements require us to share with the Google Network member most of the
advertiser fees generated by users clicking on ads on the Google Network member’s website or, for advertisers
who choose our cost-per-impression pricing, as the ads are displayed on the Google Network member’s website.
For example, under our standard agreements, we pay 51% and 68% of the fees collected from advertisers to our
Google Network members in AdSense for search and AdSense for content, respectively.

Google ads for televisions enable advertisers, operators, and programmers to buy, schedule, deliver, and
measure ads on television. We recognize as revenue the fees charged to advertisers each time an ad is displayed
on television in accordance with the related agreements.

We also offer display advertising management services such as media planning, buying, implementation, and
measurement tools for advertisers and agencies, and forecasting and reporting tools for publishers. We recognize
the related fees as other revenues in the period advertising impressions are delivered.

In January 2010, we launched, and in July 2010, we discontinued, our direct-to-consumer web store channel
of distributing our Nexus One mobile phone. We had recognized fees derived from the sale of these phones as
other revenues in the period in which they were delivered. We do not expect to recognize any additional revenue
associated with the sale of these phones in the future.
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We have entered into arrangements with certain content providers under which we distribute or license their
video and other content. Our agreements with content providers are typically standard agreements with no stated
term and are terminable at will. Agreements with our larger members are individually negotiated. Both the standard
agreements and the negotiated agreements require us to pay the content providers for the content we license. In a
number of these arrangements, we display ads on the pages of our websites and our Google Network members’
websites from which the content is viewed and share most of the fees these ads generate with the content
providers and Google Network members. We recognize these advertiser fees as revenue. We recognize the portion
of the advertiser fees we pay to our content providers as content acquisition costs under cost of revenues and the
portion we pay to our Google Network members as traffic acquisition costs.

We believe the factors that influence the success of our advertising programs include the following:

* Therelevance, objectivity, and quality of our search results and the relevance and quality of ads displayed
with each search results page.

e The number of searches initiated at our websites and our Google Network members’ websites and the
underlying purpose of these searches (for instance, whether they are for academic research, to find a
news article, or to find a product or service).

e The number and prominence of ads displayed on our websites and our Google Network members’
websites.

e The number of visits to, and the content of, our Google Network members’ websites and certain of our
websites and the relevance and quality of the ads we display next to this content.

e The advertisers’ return on investment from advertising campaigns on our websites or our Google Network
members’ websites compared to other forms of advertising.

* The total advertising spending budgets of each advertiser.
¢ The number of advertisers and the breadth of items advertised.

e The amount we ultimately pay our Google Network members, distribution partners, and our content
providers for traffic, access points, and content, compared to the amount of revenues we generate.

«  Our ability to increase searches on our websites and our Google Network members’ websites via new ad
formats on devices other than personal computers, including mobile devices.

Trends in Our Business

Advertising transactions continue to shift from offline to online as the digital economy evolves. This has
contributed to the rapid growth of our business since inception, resulting in substantially increased revenues, and
we expect that our business will continue to grow. However, our revenue growth rate has generally declined over
time, and we expect it will continue to do so as a result of a number of factors, including increasing competition,
the difficulty of maintaining growth rates as our revenues increase to higher levels, and increasing maturity of the
online advertising market. In addition, we plan to continue to invest aggressively in our core areas of strategic
focus.

The main focus of our advertising programs is to provide relevant and useful advertising to our users,
reflecting our commitment to constantly improve their overall web experience. As a result, we expect to continue
to take steps to improve the relevance of the ads displayed on our websites and our Google Network members’
websites. These steps include not displaying ads that generate low click-through rates or that send users to
irrelevant or otherwise low quality websites, and terminating our relationships with those Google Network
members whose websites do not meet our quality requirements. We may also continue to take steps to reduce the
number of accidental clicks by our users. These steps could negatively affect the growth rate of our revenues.
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Both seasonal fluctuations in internet usage and traditional retail seasonality have affected, and are likely to
continue to affect, our business. Internet usage generally slows during the summer months, and commercial
queries typically increase significantly in the fourth quarter of each year. These seasonal trends have caused, and
will likely continue to cause, fluctuations in our quarterly results, including fluctuations in sequential revenues, as
well as aggregate paid click and average cost-per-click growth rates.

The operating margin we realize on revenues generated from ads placed on our Google Network members’
websites through our AdSense program is significantly lower than the operating margin we realize from revenues
generated from ads placed on our websites because most of the advertiser fees from ads served on Google
Network members’ websites are shared with our Google Network members. For the past five years, growth in
advertising revenues from our websites has generally exceeded that from our Google Network members’ websites.
This trend has had a positive impact on our operating margins, and we expect that this will continue for the
foreseeable future, although the relative rate of growth in revenues from our websites compared to the rate of
growth in revenues from our Google Network members’ websites may vary over time.

We also continue to invest aggressively in our systems, data centers, corporate facilities, information
technology infrastructure, and employees. We expect to increase our hiring in 2011 and provide competitive
compensation programs for our employees. For instance, effective January 1, 2011, we increased base salaries for
all of our non-executive employees by 10%, as well as shifted a portion of the bonus into base salary. Our full-time
employee headcount was 19,835 at December 31, 2009 and 24,400 at December 31, 2010. Acquisitions will also
remain an important component of our strategy and use of capital, and we expect our current pace of acquisitions
to continue. We expect our cost of revenues will increase in dollars and may increase as a percentage of revenues
in future periods, primarily as a result of forecasted increases in traffic acquisition costs, data center costs, credit
card and other transaction fees, content acquisition costs, and other costs. In particular, traffic acquisition costs as
a percentage of advertising revenues may increase in the future if we are unable to continue to improve the
monetization or generation of revenues from traffic on our websites and our Google Network members’ websites.

As we expand our advertising programs and other products to international markets, we continue to increase
our exposure to fluctuations in foreign currency to U.S. dollar exchange rates. For example, in 2010, the general
strengthening of the U.S. dollar relative to foreign currencies (primarily the Euro) had an unfavorable impact on our
revenues as compared to 2009. We have a foreign exchange risk management program that is designed to reduce
our exposure to fluctuations in foreign currency exchange rates. However, this program will not fully offset the
effect of fluctuations on our revenues and earnings.
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Results of Operations

The following table presents our historical operating results as a percentage of revenues for the periods
indicated:

Year Ended December 31,

2008 2009 2010

Consolidated Statements of Income Data:

RV MU .\ttt et 100.0% 100.0% 100.0%
Costs and expenses:
CoSt Of TBVENUES . i 396 374 355
Researchand development ... ... 12.8 12.0 12.8
Salesand marketing ... 8.9 8.4 9.5
Generaland administrative . ... o i 8.3 7.0 6.8
Total CoStS @Nd BXPENSES v v\ttt 69.6 648 64.6
INCOME frOmM OPEIatioNS . . 304 352 354
Impairment of equity INVESTMENTS .. ... .. e (5.0) 0 0
Interest and otherincome, net .. .. ..o 1.5 0.3 1.4
Income before INCOME taXES . . ..ottt 269 3bb 368
Provision for iNCoOmME taxes ... . ot 7.5 7.9 7.8
N IMCOMIE .« 19.4% 27.6% 29.0%
Revenues

The following table presents our revenues, by revenue source, for the periods presented (in millions):

Year Ended December 31,
2008 2009 2010

Advertising revenues:

G00gIE WEDSIEES ..ttt S14,414 $15,723 $19,444

Google Network websites ... ..o 6,715 7,166 8,792
Total advertiSing reVENUES . ...ttt 21129 22,889 28,236
OtNBr TBVBNUEBS ottt 667 762 1,085
REVEIMUES . vttt ettt e $21,796 $23,6561 $29,321

The following table presents our revenues, by revenue source, as a percentage of total revenues for the
periods presented:

Year Ended December 31,
2008 2009 2010

Advertising revenues:

GO0gIE WEDSIEES ..t 66% 67% 66%
Google Network Websites ... 31 30 30
Total advertising revenues . ... 97 97 96
Google websites as % of advertising revenues .................o L 68 69 69
Google Network websites as % of advertising revenues ................. 32 31 31

O eI TEVENUEBS . . . ettt e e 3% 3% 4%

The increase in our revenues from 2009 to 2010 resulted primarily from an increase in advertising revenues
generated by Google websites and Google Network members’ websites and, to a lesser extent, an increase in other
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revenues, largely as a result of the launch of our mobile phone business in the first quarter of 2010. The increase in
advertising revenue for Google websites and Google Network members’ websites from 2009 to 2010 resulted
primarily from an increase in the number of paid clicks through our advertising programs and, to a lesser extent, an
increase in the average cost-per-click paid by our advertisers. The increase in the number of paid clicks generated
through our advertising programs was due to an increase in aggregate traffic, certain monetization improvements,
including new ad formats, and the continued global expansion of our products, and our advertiser and user base, as
well as an increase in the number of Google Network members. The increase in the average cost-per-click paid by
our advertisers was primarily driven by the increased spending from advertisers, partially offset by the changes in
geographical mix due to traffic growth in emerging markets, where the average cost-per-click is typically lower,
compared to more mature markets.

Growth in our revenues from 2008 to 2009 resulted primarily from growth in advertising revenues generated
by Google websites, and to a lesser extent, Google Network members’ websites. Our advertising revenue growth
for Google websites and Google Network members’ websites resulted primarily from an increase in the number of
paid clicks through our advertising programs, partially offset by a decrease in the average cost-per-click paid by
our advertisers. In addition, the growth in advertising revenues benefited from more hedging gains recognized
under our foreign exchange risk management program. The increase in the number of paid clicks generated
through our advertising programs was due to an increase in aggregate traffic, certain monetization improvements,
and the continued global expansion of our products, advertiser base, and user base, as well as an increase in the
number of Google Network members. The decrease in the average cost-per-click paid by our advertisers was
primarily the result of the general strengthening of the U.S. dollar relative to foreign currencies (principally the
British pound and the Euro), as well as changes in geographical mix due to traffic growth in emerging markets,
where the average cost-per-click is typically lower, compared to more mature markets. In addition, the decrease in
the average cost-per-click was due to changes in how we believe advertisers managed their advertising costs in
response to the uncertain economic conditions in 2008 and 2009. Specifically, we believe that, as a result of the
economic downturn and the economic uncertainty, advertisers, in aggregate, lowered their bids for keywords in
response to a decrease in sales they were able to make per paid click.

Improvements in our ability to ultimately monetize increased traffic primarily relate to enhancing the user
experience, including moving the search result URL (uniform resource locator) to a separate line to improve users’
readability, providing users with ads that are more relevant to their search queries or to the content on the Google
Network members’ websites they visit. For instance, these improvements include enabling previously promoted
high quality ads to be shown on subsequent pages, adding merchant ratings information to improve users’ ability
to evaluate ads, providing users with multiple ad site links for certain web search ad results, reducing the minimum
cost-per-click which results in the display of more relevant ads, and changing the clickable area around our
AdSense for content text-based ads to only the title and URL to reduce the number of accidental clicks.

Aggregate paid clicks on Google websites and Google Network members’ websites increased approximately
16% from 2009 to 2010 and approximately 15% from 2008 to 2009. Average cost-per-click on Google websites
and Google Network members’ websites increased approximately 5% from 2009 to 2010 and decreased
approximately 7% from 2008 to 2009. The rate of change in aggregate paid clicks and average cost-per-click,
and their correlation with the rate of change in revenues, has fluctuated and may fluctuate in the future because of
various factors including the revenue growth rates on our websites compared to those of our Google Network
members, advertiser competition for keywords, changes in foreign currency exchange rates, seasonality, the fees
advertisers are willing to pay based on how they manage their advertising costs, and general economic conditions.
In addition, traffic growth in emerging markets compared to more mature markets and across various advertising
verticals also contributes to these fluctuations. Changes in aggregate paid clicks and average cost-per-click may
not be indicative of our performance or advertiser experiences in any specific geographic market, vertical, or
industry.

We believe that the increase in the number of paid clicks on Google websites and Google Network members’
websites is substantially the result of our commitment to improving the relevance and quality of both our search
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results and the advertisements displayed, which we believe results in a better user experience, which in turn results
in more searches, advertisers, and Google Network members and other partners.

Revenues by Geography

The following table presents our domestic and international revenues as a percentage of consolidated
revenues, determined based on the billing addresses of our customers:

Year Ended December 31,
2008 2009 2010

United States ... 49%  47% 48%
United KiINgdom ... o 14% 13% 1%
Restof the world ... 37%  40% 41%

The growth in international revenues (other than the United Kingdom) as a percentage of consolidated
revenues from 2009 to 2010 resulted largely from increased acceptance of our advertising programs and our
continued progress in developing localized versions of our products for these international markets. The growth in
revenues from the United States as a percentage of consolidated revenues from 2009 to 2010 resulted largely
from the recovery of certain key verticals such as retail, travel, finance, and insurance. The decline in revenues
from the United Kingdom as a percentage of consolidated revenues from 2009 to 2010 resulted primarily from a
less robust economic recovery relative to the United States and the rest of world, as well as a decrease in hedging
gains recognized during 2010.

The growth in international revenues (other than the United Kingdom) as a percentage of consolidated
revenues from 2008 to 2009 resulted largely from increased acceptance of our advertising programs and our
continued progress in developing localized versions of our products for these international markets, partially offset
by the net effect of the general strengthening of the U.S. dollar compared to foreign currencies (primarily the Euro)
and the related hedging gains. The decrease in revenues from the United Kingdom as a percentage of consolidated
revenues from 2008 to 2009 resulted largely from the effect of the general strengthening of the U.S. dollar
compared to the British pound, partially offset by more hedging gains realized from our foreign exchange risk
management program in 2009 as compared to 2008.

The general strengthening of the U.S. dollar relative to certain foreign currencies (primarily the Euro) from
2009 to 2010 had an unfavorable impact on our international revenues. Had foreign exchange rates remained
constant in these periods, our revenues from the United Kingdom would have been approximately S10 million, or
0.3% higher, and our revenues from the rest of the world would have been approximately $25 million, or 0.2%
higher in 2010. This is before consideration of hedging gains of $S42 million and $161 million recognized to
revenues from the United Kingdom and the rest of the world in 2010.

The general strengthening of the U.S. dollar relative to certain foreign currencies (primarily the British pound
and the Euro) from 2008 to 2009 had an unfavorable impact on our international revenues. Had foreign exchange
rates remained constant in these periods, our revenues from United Kingdom would have been approximately
$543 million, or 18.2% higher, and our revenues from the rest of the world would have been approximately $484
million, or 5.1% higher in 2009. This is before consideration of hedging gains of $182 million and $143 million
recognized to revenues from the United Kingdom and the rest of the world in 2009.

Although we expect to continue to make investments in international markets, these investments may not
result in an increase in our international revenues as a percentage of total revenues in 2011 or thereafter. See
Note 16 of Notes to Consolidated Financial Statements included in Item 8 of this Annual Report on Form 10-K for
additional information about geographic areas.
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Costs and Expenses
Cost of Revenues

Cost of revenues consists primarily of traffic acquisition costs. Traffic acquisition costs consist of amounts
ultimately paid to our Google Network members under AdSense arrangements and to certain other partners (our
distribution partners) who distribute our toolbar and other products (collectively referred to as access points) or
otherwise direct search queries to our website (collectively referred to as distribution arrangements). These
amounts are primarily based on the revenue share arrangements with our Google Network members and
distribution partners.

Certain distribution arrangements require us to pay our distribution partners based on a fee per access point
delivered and not exclusively—or at all—based on revenue share. The fees are non-refundable. Further, these
distribution arrangements are terminable at will, although under the terms of certain contracts, we or our
distribution partners may be subject to penalties in the event of early termination. We recognize fees under these
distribution arrangements over the estimated useful lives of the access points (approximately two years) to the
extent we can reasonably estimate those lives and they are longer than one year, or based on any contractual
revenue share, if greater. Otherwise, we expense the fees as incurred. The estimated useful life of the access points
is based on the historical average period of time they generate traffic and revenues.

Cost of revenues also includes the expenses associated with the operation of our data centers, including
depreciation, labor, energy and bandwidth costs, content acquisition costs, amortization of acquired intangible
assets, and credit card and other transaction fees related to processing customer transactions. We have entered
into arrangements with certain content providers under which we distribute or license their video and other
content. In a number of these arrangements we display ads on the pages of our websites and our Google Network
members’ websites from which the content is viewed and share most of the fees these ads generate with the
content providers and the Google Network members.

The following tables present our cost of revenues and cost of revenues as a percentage of revenues, and our
traffic acquisition costs, and traffic acquisition costs as a percentage of advertising revenues, for the periods
presented (dollars in millions):

Year Ended December 31,
2008 2009 2010

COSt Of TBVBNUEBS ..ottt $8,622 $8,844 310,417
Cost of revenues as a percentage of revenues ..., 396% 37.4% 355%

Year Ended December 31,
2008 2009 2010

Traffic acquisition costs related to AdSense arrangements ...................... $5,284 $5265 S 6,162
Traffic acquisition costs related to distribution arrangements .................... 655 904 1,165
Total traffic acqUISItION COSTS ..ttt 85,939 $6,169 S 7,317
Traffic acquisition costs as a percentage of advertisingrevenues ................. 281% 27.0% 25.9%

Cost of revenues increased $1,573 million from 2009 to 2010. The increase was primarily related to an
increase in traffic acquisition costs of $897 million resulting largely from more advertiser fees generated through
our AdSense program. The increase was also related to an increase in traffic acquisition costs of $251 million from
our distribution arrangements as a result of more traffic directed to our websites, as well as more distribution fees
paid. The decrease in traffic acquisition costs as a percentage of advertising revenues was primarily due to more
revenues realized from Google Network members to whom we pay less revenue share, and expiration of an
AdSense arrangement under which we paid guaranteed minimum revenue share. In addition, there was an increase
in content acquisition costs of $169 million primarily related to content displayed on YouTube and an increase in
mobile phone costs.
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Cost of revenues increased $222 million from 2008 to 2009. The increase was primarily related to an
increase in traffic acquisition costs of $249 million from our distribution arrangements as a result of more
distribution fees paid and more traffic directed to our websites. This was partially offset by a decrease in traffic
acquisition costs of $19 million from our AdSense arrangements, primarily as a result of more revenue realized
from Google Network members to whom we paid less revenue share. The decrease in traffic acquisition costs as a
percentage of advertising revenues was primarily due to an increase in the proportion of advertising revenues from
our websites compared to our Google Network members’ websites, as well as more revenue realized from Google
Network members to whom we paid less revenue share.

We expect cost of revenues will increase in dollar amount and may increase as a percentage of revenues in
2011 and in future periods, primarily as a result of forecasted increases in traffic acquisition costs, data center
costs, credit card and other transaction fees, content acquisition costs, and other costs. Traffic acquisition costs
as a percentage of advertising revenues may fluctuate in the future based on a number of factors, including the
following:

e The relative growth rates of revenues from our websites and from our Google Network members’
websites.

*  Whether we are able to enter into more AdSense arrangements that provide for lower revenue share
obligations or whether increased competition for arrangements with existing and potential Google
Network members results in less favorable revenue share arrangements.

*  Whether we are able to continue to improve the monetization of traffic on our websites and our Google
Network members’ websites.

* Therelative growth rates of expenses associated with distribution arrangements and the related revenues
generated, including whether we share with certain existing and new distribution partners proportionately
more of the aggregate advertising fees that we earn from paid clicks derived from search queries these
partners direct to our websites.

Research and Development

The following table presents our research and development expenses, and research and development
expenses as a percentage of our revenues for the periods presented (dollars in millions):

Year Ended December 31,
2008 2009 2010
Research and development BXPENSES ... .v vttt e 82,793 $2,843 $3,762
Research and development expenses as a percentage of revenues ................ 12.8% 12.0% 12.8%

Research and development expenses consist primarily of compensation and related costs for personnel
responsible for the research and development of new and existing products and services. We expense research
and development costs as they are incurred.

Research and development expenses increased $919 million from 2009 to 2010. This increase was primarily
due to an increase in labor-related costs of $578 million, largely as a result of a 28% increase in research and
development headcount, including headcount from acquisitions. In addition, there was an increase in stock-based
compensation expense of $136 million.

Research and development expenses increased S50 million from 2008 to 2009. This increase was primarily
due to an increase in labor-related costs of $138 million, largely as a result of a 14% increase in research and
development headcount, partially offset by a decrease in professional services costs of $74 million, the majority of
which were related to consulting costs, and a decrease in amortization of intangible assets of $23 million as certain
intangible assets have been fully amortized.
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We expect that research and development expenses will increase in dollar amount and may increase as a
percentage of revenues in 2011 and future periods because we expect to continue to invest in building the
necessary employee and systems infrastructures required to support the development of new, and improve
existing, products and services.

Sales and Marketing

The following table presents our sales and marketing expenses, and sales and marketing expenses as a
percentage of revenues for the periods presented (dollars in millions):

Year Ended December 31,
2008 2009 2010
Sales and Marketing EXPENSES . . ..ttt et 31,946 $1,984 $2,799
Sales and marketing expenses as a percentage of revenues .............. ... 8.9% 8.4% 9.5%

Sales and marketing expenses consist primarily of compensation and related costs for personnel engaged in
customer service, sales, and sales support functions, as well as advertising and promotional expenditures.

Sales and marketing expenses increased $815 million from 2009 to 2010. This increase was primarily due to
an increase in advertising and promotional expense of $S387 million. In addition, there was an increase in labor-
related costs of $254 million, largely as a result of a 20% increase in sales and marketing headcount, and higher
commission expense.

Sales and marketing expenses increased $38 million from 2008 to 2009. This increase was primarily due to
an increase in advertising and promotional expense of $S104 million, partially offset by a decrease in travel,
conference, and related expenses of S50 million.

We expect that sales and marketing expenses will increase in dollar amount and may increase as a
percentage of revenues in 2011 and future periods, as we expand our business globally, increase advertising and
promotional expenditures in connection with new and existing products, and increase the level of service we
provide to our advertisers, Google Network members, and other partners.

General and Administrative

The following table presents our general and administrative expenses, and general and administrative
expenses as a percentage of revenues for the periods presented (dollars in millions):

Year Ended December 31,

2008 2009 2010
General and administrative 8XPeNSES .. ...ttt 31,803 $1,668 $1,962
General and administrative expenses as a percentage of revenues ................. 8.3% 7.0% 6.8%

General and administrative expenses consist primarily of compensation and related costs for personnel and
facilities, and include costs related to our facilities, finance, human resources, information technology, and legal
organizations, and fees for professional services. Professional services are principally comprised of outside legal,
audit, information technology consulting, and outsourcing services.

General and administrative expenses increased $294 million from 2009 to 2010. This increase was primarily
due to increases in professional services of $137 million, the majority of which were related to legal and temporary
services costs. In addition, there was an increase in labor-related costs of $64 million largely as a result of a 14%
increase in general and administrative headcount, and an increase in charitable contributions of S64 million.
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General and administrative expenses decreased $135 million from 2008 to 2009. This decrease was
primarily related to the settlement agreement with the Authors Guild and the Association of American Publishers
(AAP) under which we recognized $95 million of expense in 2008. In addition, consulting costs decreased by S60
million.

As we expand our business and incur additional expenses, we expect general and administrative expenses will
increase in dollar amount and may increase as a percentage of revenues in 2011 and future periods.

Stock-Based Compensation

The following table presents our stock-based compensation, and stock-based compensation as a percentage
of revenues for the periods presented (dollars in millions):

Year Ended December 31,
2008 2009 2010

Stock-based ComMpPeNSation . ... ...t $1,120 S1,164  $1,376
Stock-based compensation as a percentage of revenues ... 51% 4.9% 4.7%

Stock-based compensation increased $212 million from 2009 to 2010. This increase was largely due to
additional stock awards issued to existing and new employees.

Stock-based compensation increased $44 million from 2008 to 2009. This increase was largely due to the
modification charge recognized in 2009 related to our stock option exchange program completed in March 2009,
as well as additional stock awards issued to existing and new employees. This increase was partially offset by lower
stock-based compensation expense as a result of a significant amount of equity awards which fully vested in
2008, as well as an increase to the overall estimated forfeiture rate.

We estimate stock-based compensation to be approximately $1.6 billion in 2011 and $1.9 billion thereafter.
This estimate does not include expenses to be recognized related to employee stock awards that are granted after
December 31, 2010 or non-employee stock awards that have been or may be granted. In addition, to the extent
forfeiture rates are different from what we have anticipated, stock-based compensation related to these awards
will be different from our expectations.

Impairment of Equity Investments

In the fourth quarter of 2008, we recorded a non-cash impairment charge of $1.1 billion, which was primarily
comprised of $726 million and $355 million related to our investments in America Online, Inc. (AOL) and Clearwire
Corporation (Clearwire), respectively. We sold our investment in AOL in the second quarter of 2009.

Interest and Other Income, Net

Interest and other income, net increased $346 million from 2009 to 2010. This increase was primarily driven
by an increase in interest income of $349 million due to an increase in our cash and investment balances and
higher yields, as well as an increase in net realized gains on sales of marketable securities of $88 million. These
increases were partially offset by an increase in net foreign exchange related costs of $95 million primarily related
to our foreign exchange risk management program.

Interest and other income, net decreased $S247 million from 2008 to 2009. This decrease was primarily
driven by a decrease in interest income of $160 million due to lower yields on our cash and investment balances
and an increase in net foreign exchange related costs of S88 million primarily due to more hedging activities under
our foreign exchange risk management program.
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The costs of our foreign exchange hedging activities that we recognized to interest and other income, net are
primarily a function of the notional amount of the option and forward contracts and their related duration, the
movement of the foreign exchange rates relative to the strike prices of the contracts, as well as the volatility of the
foreign exchange rates.

As we expand our international business, we believe costs related to hedging activities under our foreign
exchange risk management program may increase in dollar amount in 2011 and future periods.

Provision for Income Taxes

The following table presents our provision for income taxes, and effective tax rate for the periods presented
(dollars in millions):

Year Ended December 31,

2008 2009 2010
Provision for iNCOME TAXES ..\ttt ettt e et e e e $1,626  $1,861 $2,291
Effectivetaxrate ... .. 27.8% 222% 21.2%

Our provision for income taxes increased from 2009 to 2010, primarily as a result of increases in federal and
state income taxes, driven by higher taxable income year over year. Our effective tax rate decreased from 2009 to
2010, primarily because we released certain tax reserves as a result of the settlement of our 2005 and 2006 tax
audits in 2010. This decrease was partially offset by proportionately higher earnings in countries where we have
higher statutory tax rates.

Our provision for income taxes increased from 2008 to 2009, primarily as a result of increases in federal and
state income taxes, driven by higher taxable income year over year. Our effective tax rate decreased from 2008 to
2009, primarily as a result of the amount of the impairment charge of equity investments recorded in 2008
compared to the related benefit.

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, and accounting principles. In addition, we are subject
to the continuous examination of our income tax returns by the Internal Revenue Service (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.

See Critical Accounting Policies and Estimates included later in this Item 7 for additional information about
our provision for income taxes.

A reconciliation of the federal statutory income tax rate to our effective tax rate is set forth in Note 15 of
Notes to Consolidated Financial Statements included in Item 8 of this Annual Report on Form 10-K.
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Quarterly Results of Operations

You should read the following tables presenting our quarterly results of operations in conjunction with the
consolidated financial statements and related notes included in Item 8 of this Annual Report on Form 10-K. We
have prepared the unaudited information on the same basis as our audited consolidated financial statements. You
should also keep in mind that our operating results for any quarter are not necessarily indicative of results for any
future quarters or for a full year.

The following table presents our unaudited quarterly results of operations for the eight quarters ended
December 31, 2010. This table includes all adjustments, consisting only of normal recurring adjustments, that we
consider necessary for fair presentation of our financial position and operating results for the quarters presented.
Both seasonal fluctuations in internet usage and traditional retail seasonality have affected, and are likely to
continue to affect, our business. Internet usage generally slows during the summer months, and commercial
queries typically increase significantly in the fourth quarter of each year. These seasonal trends have caused and
will likely continue to cause, fluctuations in our quarterly results, including fluctuations in sequential revenue
growth rates.

Quarter Ended
Mar 31, Jun 30, Sep 30, Dec 31, Mar 31, Jun 30, Sep 30, Dec 31,
2009 2009 2009 2009 2010 2010 2010 2010
(in millions, except per share amounts)
(unaudited)
Consolidated Statements of
Income Data:
Revenues .................... $5,609 $5523 $5945 $6,674 S$6,775 $6,820 $7,286  $8,440
Costs and expenses:
Costofrevenues.......... 2,102 2108 2226 2408 2452 2,467 2552 2,946
Research and
development ........... 642 708 758 736 818 898 994 1,051
Sales and marketing ...... 434 469 498 583 607 629 661 902
General and
administrative .......... 447 364 389 466 410 461 532 559
Total costs and expenses . ... ... 3,625 3,649 3,871 4193 4287 4455 4739 5,458
Income from operations ........ 1,884 1,874 2,074 2481 2,488 236b 2547 2,982
Interest and other income
(expense),net .............. 6 (18) (7) 88 18 69 167 160
Income before income taxes . . .. 1,890 1,856 2,067 2,569 2506 2,434 2,714 3,142
Provision for income taxes ..... 467 371 428 595 551 594 547 599
Netincome ................... $1,423 $1485 $1639 S$1974 $1955 $1,840 $2,167 $2543
Net income per share of Class A
and Class B common stock:
Basic.................... S 451 S 470 $ 518 $ 622 S 6156 S 578 $680 S 7.95
Diluted .................. S 449 S 466 S 513 $ 613 $606 S 571 §$672 § 781
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The following table presents our unaudited quarterly results of operations as a percentage of revenues for the
eight quarters ended December 31, 2010:

Quarter Ended

Mar 31, Jun30, Sep30, Dec31, Mar31, Jun30, Sep30, Dec31,
2009 2009 2009 2009 2010 2010 2010 2010

REVENUBS ..\t 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Costs and expenses:
Costofrevenues .................. 38.1 38.2 37.4 36.1 36.2 36.2 35.0 34.9
Research and development ......... 1.6 12.8 12.7 1.0 12.1 13.2 13.6 12.5
Salesand marketing ............... 7.9 8.5 8.4 8.7 9.0 9.2 9.1 10.7
General and administrative ......... 8.2 6.6 6.6 7.0 6.0 6.7 7.3 6.6
Total costsand expenses ............... 65.8 66.1 65.1 62.8 63.3 65.3 65.0 64.7
Income from operations ................ 342 339 34.9 37.2 36.7 34.7 356.0 36.3
Interest and other income (expense),

Net o 0.1 (0.3) (0.1 1.3 0.3 1.0 2.2 1.9
Income beforeincometaxes ............ 34.3 33.6 34.8 38.5 37.0 3b.7 37.2 37.2
Provision forincometaxes .............. 8.5 6.7 7.2 8.9 8.1 8.7 75 7.1
Netincome ..............ccciiiin. 25.8% 26.9% 27.6% 29.6% 289% 27.0% 29.7% 30.1%

Liquidity and Capital Resources

In summary, our cash flows are as follows (in millions):

Year Ended December 31,

2008 2009 2010
Net cash provided by operating activities ..., $7,853 $9316 S 11,081
Net cash used ininvesting activities .. ...ttt (5,319) (8,019) (10,680)
Net cash provided by financing activities .......... ... ... ..o 87 233 3,050

At December 31, 2010, we had $35.0 billion of cash, cash equivalents, and marketable securities. Cash
equivalents and marketable securities are comprised of highly liquid debt instruments of the U.S. government and
its agencies, municipalities in the U.S., debt instruments issued by foreign governments, time deposits, money
market and other funds, including cash collateral received related to our securities lending program, mortgage-
backed securities, and corporate securities.

As of December 31, 2010, $16.7 billion of the $35.0 billion of cash, cash equivalents, and marketable
securities was held by our foreign subsidiaries. If these funds are needed for our operations in the U.S., we would be
required to accrue and pay U.S. taxes to repatriate these funds. However, our intent is to permanently reinvest
these funds outside of the U.S. and our current plans do not demonstrate a need to repatriate them to fund our U.S.
operations.

Our principal sources of liquidity are our cash, cash equivalents, and marketable securities, as well as the cash
flow that we generate from our operations. At December 31, 2010, we had unused letters of credit for
approximately S65 million. We believe that our sources of funding will be sufficient to satisfy our currently
anticipated cash requirements through at least the next 12 months. Our liquidity could be negatively affected by a
decrease in demand for our products and services. In addition, we may make acquisitions or license products and
technologies complementary to our business and may need to raise additional capital through future debt or equity
financing to provide for greater flexibility to fund any such acquisitions and licensing activities. Additional financing
may not be available at all or on terms favorable to us.
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On July 1, 2010, we signed a definitive agreement to acquire ITA Software, Inc., a privately-held flight
information software company, for $S700 million in cash, subject to adjustments. The completion of this
transaction is subject to customary closing conditions. We expect this transaction to close in the first half of 2011.

On July 15, 2010, we announced 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 December 31, 2010, we had $3.0 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. Average
commercial paper borrowings during the quarter were $2.3 billion, and the maximum amount of commercial paper
borrowings outstanding during the quarter was $3.0 billion. In conjunction with this program, we established a
$3.0 hillion revolving credit facility expiring on June 30, 2013. Interest rate for the credit facility is determined
based on a formula using certain market rates. As of December 31, 2010, we were in compliance with the financial
covenant in the credit facility. No amounts were outstanding under the credit facility as of December 31, 2010.

In December 2010, we issued a secured promissory note in the amount of $468 million with an interest rate
of 1.0% that matures in one year. Proceeds were used for the acquisition of an office building in New York City.

Cash provided by operating activities consisted of net income adjusted for certain non-cash items, including
amortization, depreciation, deferred income taxes, excess tax benefits from stock-based award activities, stock-
based compensation expense, and the effect of changes in working capital and other activities. Cash provided by
operating activities in 2010 was $11,081 million, and consisted of net income of $8,505 million, adjustments for
non-cash items of $2,675 million, and cash used in working capital and other activities of S99 million. Adjustments
for non-cash items primarily consisted of $1,376 million of stock-based compensation expense, $1,067 million of
depreciation and amortization expense on property and equipment, and $329 million of amortization of intangible
and other assets, partially offset by $94 million of excess tax benefits from stock-based award activities. In
addition, the decrease in cash from changes in working capital activities primarily consisted of an increase of
$1,129 million in accounts receivable due to the growth in fees billed to our advertisers and an increase of $414
million in prepaid revenue share, expenses and other assets. These increases were partially offset by an increase in
accrued expenses and other liabilities of $745 million, an increase in accounts payable of $272 million, an increase
in accrued revenue share of $214 million, an increase in deferred revenue of S$111 million, and a net increase in
income tax payable and deferred income taxes of $102 million, which includes the same $94 million of excess tax
benefits from stock-based award activities included under adjustments for non-cash items. The increase in
accrued expense and other liabilities, accounts payable, accrued revenue share, and deferred revenues are
primarily a result of the growth in our business and headcount. The increase in net income taxes payable and
deferred income taxes was primarily a result of additional tax obligations accrued, partially offset by the release of
certain tax reserves as a result of the settlement of our tax audits for our 2005 and 2006 tax years.

Cash provided by operating activities in 2009 was $9,316 million, and consisted of net income of $6,520
million, adjustments for non-cash items of $2,310 million, and cash provided by working capital and other activities
of $486 million. Adjustments for non-cash items primarily consisted of $1,240 million of depreciation and
amortization expense on property and equipment, $1,164 million of stock-based compensation expense, and $284
million of amortization of intangible and other assets, partially offset by $S268 million of deferred income taxes on
earnings and S90 million of excess tax benefits from stock-based award activities. In addition, changes in working
capital activities primarily consisted of a decrease of $262 million in prepaid revenue share, expenses, and other
assets, an increase in accrued expenses and other liabilities of $243 million which is a direct result of the growth of
our business, and a net increase in income taxes payable and deferred income taxes of $217 million, which includes
the same $S90 million of excess tax benefits from stock-based award activities included under adjustments for
non-cash items, and an increase in accrued revenue share of $158 million. These increases were partially offset by
an increase of $504 million in accounts receivable due to the growth in fees billed to our advertisers. The increase
in net income taxes payable and deferred income taxes was primarily a result of additional tax obligations accrued,
partially offset by an increase in the amount of estimated income taxes we paid during the year. The increase in
accrued revenue share was due to the growth in our AdSense and distribution programs and the timing of
payments made to our partners.
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Cash provided by operating activities in 2008 was $7,853 million, and consisted of net income of $4,227
million, adjustments for non-cash items of $3,299 million, and cash provided by working capital and other
activities of $327 million. Adjustments for non-cash items primarily consisted of $1,212 million of depreciation and
amortization expense on property and equipment, $1,120 million of stock-based compensation expense, and
31,095 million of impairment charges of equity investments, partially offset by $225 million of deferred income
taxes on earnings, and $159 million of excess tax benefits from stock-based award activities. In addition, changes
in working capital activities primarily consisted of a net increase in income taxes payable and deferred income
taxes of $626 million, which includes the same $159 million of excess tax benefits from stock-based award
activities included under adjustments for non-cash items, and an increase in accrued expenses and other liabilities
of $339 million. The increases in accrued expenses are a direct result of the growth of our business and an
increase in headcount. These increases to working capital activities were partially offset by an increase of $334
million in accounts receivable due to the growth in fees billed to our advertisers, a decrease of $212 million in
accounts payable due to the timing of invoice processing and payments and an increase of $147 million in prepaid
revenue shares, expenses, and other assets.

As we expand our business internationally, we have offered payment terms to certain advertisers that are
standard in their locales but longer than terms we would generally offer to our domestic advertisers. This may
increase our working capital requirements and may have a negative effect on cash provided by our operating
activities.

Cash used in investing activities in 2010 of $10,680 million was primarily attributable to net purchases of
marketable securities of $6,886 million, capital expenditures of $4,018 million of which $1.8 billion was for the
purchase of an office building in New York City in December 2010, and remaining amounts related principally to
our data centers and related equipment, and cash consideration used in acquisitions and other investments of
31,067 million. Also, in connection with our securities lending program, we received $2,361 million of cash
collateral which was invested in reverse repurchase agreements. Of the $2,361 million, $1,611 million was classified
as cash and cash equivalents, and $S750 million was classified as receivable under reverse repurchase agreements
on the accompanying Consolidated Balance Sheet. See Note 3 of Notes to Consolidated Financial Statements
included in Item 8 of this Annual Report on Form 10-K for further information about our securities lending
program.

Cash used in investing activities in 2009 of $8,019 million was primarily attributable to net purchases of
marketable securities of $7,036 million and capital expenditures of $810 million.

Cash used in investing activities in 2008 of $5,319 million was primarily attributable to cash consideration
used in acquisitions and other investments of $3,367 million primarily related to the acquisition of DoubleClick and
capital expenditures of $2,359 million, partially offset by net maturities and sales of marketable securities of $407
million including our investment in Clearwire.

In order to manage expected increases in internet traffic, advertising transactions, and new products and
services, and to support our overall global business expansion, we expect to make significant investments in our
systems, data centers, corporate facilities, information technology infrastructure, and employees in 2011 and
thereafter. However, the amount of our capital expenditures has fluctuated and may continue to fluctuate on a
quarterly basis.

In addition, we expect to spend a significant amount of cash on acquisitions and other investments from time
to time. These acquisitions generally enhance the breadth and depth of our expertise in engineering and other
functional areas, our technologies, and our product offerings.

Cash provided by financing activities in 2010 of $3,050 million was primarily driven by $3,463 million of net
cash proceeds from the issuance of commercial paper and a promissory note. This was partially offset by S801
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million in stock repurchases in connection with our acquisitions of AdMob and On2 Technologies, Inc. (On2), as
well as net proceeds from stock-based award activities of $294 million, and excess tax benefits from stock-based
award activities of $94 million.

Cash provided by financing activities in 2009 of $233 million was primarily due to net proceeds related to
stock-based award activities of $143 million. In addition, there were excess tax benefits of S90 million from stock-
based award activities during the period which represented a portion of the $260 million reduction to income taxes
payable that we recorded in 2009 related to the total direct tax benefit realized from the exercise, sale, or vesting
of these awards.

Cash provided by financing activities in 2008 of S87 million was primarily due to excess tax benefits of $159
million from stock-based award activities during the period which represents a portion of the $251 million
reduction to income tax payable that we recorded in 2008 related to the total direct tax benefit realized from the
exercise, sale, or vesting of these awards, partially offset by net payments related to stock-based award activities
of $72 million.

Contractual Obligations as of December 31,2010

Payments due by period
Less than 1-3 3-5 More than
Total 1year years  years 5years

(unaudited, in millions)

Operating lease obligations ..., 82,305 $310 8567 S385 $1,043
Purchase obligations ......... ... .o i 565 214 207 87 57
Other long-term liabilities reflected on our balance sheet ........ 264 54 17 15 24
Total contractual obligations .............cciviiiiiiin.. §$3134 Sh78 $S945 $487  S$1,124

The above table does not include future rental income of $812 million related to the leases that we assumed in
connection with our purchase of an office building in New York City.

Operating Leases

We have entered into various non-cancelable operating lease agreements for certain of our offices, land, and
data centers throughout the world with original lease periods expiring between 2011 and 2063. We are committed
to pay a portion of the related operating expenses under certain of these lease agreements. These operating
expenses are not included in the above table. Certain of these leases have free or escalating rent payment
provisions. We recognize rent expense under such leases on a straight-line basis over the term of the lease. Certain
leases have adjustments for market provisions.

Purchase Obligations

Purchase obligations represent non-cancelable contractual obligations at December 31, 2010. In addition, we
had $2.4 billion of open purchase orders for which we have not received the related services or goods at
December 31, 2010. This amount is not included in the above table because we have the right to cancel the
purchase orders prior to the date of delivery. The majority of our non-cancelable contractual obligations are related
to data center operations and facility build-outs.
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Other Long-Term Liabilities

Other long-term liabilities consist of cash obligations, primarily the legal settlement with the Authors Guild
and the AAP, and milestone and royalty payments owed in connection with certain acquisitions and licensing
agreements.

In addition, we recorded additional long-term taxes payable of $289 million in 2010 related to tax positions for
which the timing of the ultimate resolution is uncertain. At this time, we are unable to make a reasonably reliable
estimate of the timing of payments in individual years beyond 12 months due to uncertainties in the timing of tax
audit outcomes. As a result, this amount is not included in the above table.

Off-Balance Sheet Entities

At December 31, 2010, we did not have any off-balance sheet arrangements, as defined in Item 303(a)(4)(ii)
of Regulation S-K promulgated by the SEC, that have or are reasonably likely to have a current or future effect on
our financial condition, changes in our financial condition, revenues, or expenses, results of operations, liquidity,
capital expenditures, or capital resources that is material to investors.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in accordance with accounting principles generally
accepted in the U.S. (U.S. GAAP). In doing so, we have to make estimates and assumptions that affect our reported
amounts of assets, liabilities, revenues, and expenses, as well as related disclosure of contingent assets and
liabilities. In some cases, we could reasonably have used different accounting policies and estimates. In some
cases, changes in the accounting estimates are reasonably likely to occur from period to period. Accordingly,
actual results could differ materially from our estimates. To the extent that there are material differences between
these estimates and actual results, our financial condition or results of operations will be affected. We base our
estimates on past experience and other assumptions that we believe are reasonable under the circumstances, and
we evaluate these estimates on an ongoing basis. We refer to accounting estimates of this type as critical
accounting policies and estimates, which we discuss further below. We have reviewed our critical accounting
policies and estimates with the audit committee of our board of directors.

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.

Although we believe we have adequately reserved for our uncertain tax positions, no assurance can be given
that the final tax outcome of these matters will not be different. We adjust these reserves in light of changing facts
and circumstances, such as the closing of a tax audit or the refinement of an estimate. To the extent that the final
tax outcome of these matters is different than the amounts recorded, such differences will impact the provision for
income taxes in the period in which such determination is made. The provision for income taxes includes the
impact of reserve provisions and changes to reserves that are considered appropriate, as well as the related net
interest.

Our effective tax rates have differed from the statutory rate primarily due to the tax impact of foreign
operations, state taxes, certain benefits realized related to stock option activities, and research and
experimentation tax credits. The effective tax rates were 27.8%, 22.2%, and 21.2% for 2008, 2009, and 2010. Our
future effective tax rates could be adversely affected by earnings being lower than anticipated in countries where
we have lower statutory rates and higher than anticipated in countries where we have higher statutory rates, 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, changes in the valuation of our deferred tax
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assets or liabilities, or changes in tax laws, regulations, and accounting principles. 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.

Loss Contingencies

We are involved in claims, suits, government investigations, and proceedings arising from the ordinary course
of our business. We record a provision for a liability when we believe that it is both probable that a liability has been
incurred, and the amount can be reasonably estimated. Significant judgment is required to determine both
probability and the estimated amount. Such legal proceedings are inherently unpredictable and subject to
significant uncertainties, some of which are beyond our control. Should any of these estimates and assumptions
change or prove to have been incorrect, it could have a material impact on our results of operations, financial
position and cash flows. See Note 12 of Notes to Consolidated Financial Statements included in Iltem 8 of this
Annual Report on Form 10-K for additional information regarding legal contingencies.

Stock-Based Compensation

Our stock-based compensation expense is estimated at the grant date based on the award’s fair value as
calculated by the Black-Scholes-Merton (BSM) option pricing model and is recognized as expense over the
requisite service period. The BSM model requires various highly judgmental assumptions including expected
volatility and expected term. If any of the assumptions used in the BSM model changes significantly, stock-based
compensation expense may differ materially in the future from that recorded in the current period. In addition, we
are required to estimate the expected forfeiture rate and only recognize expense for those shares expected to vest.
We estimate the forfeiture rate based on historical experience. To the extent our actual forfeiture rate is different
from our estimate, stock-based compensation expense is adjusted accordingly.

Impairment of Marketable and Non-Marketable Securities

We periodically review our marketable securities and our non-marketable equity securities for impairment. If
we conclude that any of these investments are impaired, we determine whether such impairment is other-than-
temporary. Factors we consider to make such determination include the duration and severity of the impairment,
the reason for the decline in value, the potential recovery period, and our intent to sell, or whether it is more likely
than not that we will be required to sell, the investment before recovery. If any impairment is considered other-
than-temporary, we will write down the asset to its fair value and take a corresponding charge to our Consolidated
Statement of Income.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to financial market risks, including changes in currency exchange rates and interest rates.

Foreign Currency Exchange Risk
Economic Exposure

We transact business in various foreign currencies and have significant international revenues, as well as
costs denominated in foreign currencies. This exposes us to the risk of fluctuations in foreign currency exchange
rates. We purchase foreign exchange option contracts to reduce the volatility of cash flows related to forecasted
revenues denominated in certain foreign currencies. The objective of the foreign exchange contracts is to better
ensure that the U.S. dollar-equivalent cash flows are not adversely affected by changes in the U.S. dollar/foreign
currency exchange rates. These contracts are designated as cash flow hedges. The gain on the effective portion of
a cash flow hedge is initially reported as a component of accumulated other comprehensive income and
subsequently reclassified into revenues when the hedged revenues are recorded or as interest and other income,
net, if the hedged transaction becomes probable of not occurring. Any gain after a hedge is de-designated or
related to an ineffective portion of a hedge is recognized as interest and other income, net, immediately.

At December 31, 2009, the notional principal and fair value of foreign exchange contracts to purchase U.S.
dollars with Euros were €1.6 billion (or approximately $2.2 billion) and $S59 million; the notional principal and fair
value of foreign exchange contracts to purchase U.S. dollars with British pounds were £809 million (or
approximately $1.3 billion) and $39 million; and the notional principal and fair value of foreign exchange contracts
to purchase U.S. dollars with Canadian dollars were CS306 million (or approximately $268 million) and $6 million.
At December 31, 2010, the notional principal and fair value of foreign exchange contracts to purchase U.S. dollars
with Euros were €3.0 billion (or approximately $4.1 billion) and $227 million; the notional principal and fair value of
foreign exchange contracts to purchase U.S. dollars with British pounds were £1.5 billion (or approximately $2.3
billion) and $S97 million; and the notional principal and fair value of foreign exchange contracts to purchase U.S.
dollars with Canadian dollars were CS407 million (or approximately $382 million) and $S6 million. These foreign
exchange options have maturities of 36 months or less. There are no other foreign exchange contracts designated
as cash flow hedges. However, we may enter into similar contracts in other foreign currencies in the future.

We considered the historical trends in currency exchange rates and determined that it was reasonably
possible that changes in exchange rates of 20% for our foreign currencies instruments could be experienced in the
near term.

If the U.S. dollar weakened by 20%, the amount recorded in accumulated other comprehensive income
before tax effect would have been approximately $S15 million and $140 million lower at December 31, 2009 and
2010, and the total amount of expense recorded as interest and other income, net, would have been approximately
3$68 million and $134 million higher in the years ended December 31, 2009 and 2010. If the U.S. dollar
strengthened by 20%, the amount recorded in accumulated other comprehensive income before tax effect would
have been approximately $555 million and $1.2 billion higher at December 31, 2009 and 2010, and the total
amount of expense recorded as interest and other income, net, would have been approximately S75 million and
$175 million higher in the years ended December 31, 2009 and 2010.

Transaction Exposure

Our exposure to foreign currency transaction gains and losses is the result of certain net receivables due from
our foreign subsidiaries and customers being denominated in currencies other than the functional currency of the
subsidiary, primarily the Euro, the British pound, and the Japanese yen. Our foreign subsidiaries conduct their
businesses in local currency. We have entered into foreign exchange contracts to offset the foreign exchange risk
on certain monetary assets and liabilities denominated in currencies other than the local currency of the subsidiary.
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The notional principal of foreign exchange contracts to purchase U.S. dollars with foreign currencies was $2.4
billion and $1.0 billion at December 31, 2009 and 2010. The notional principal of foreign exchange contracts to sell
U.S. dollars for foreign currencies was $115 million and $84 million at December 31, 2009 and 2010. The notional
principal of foreign exchange contracts to purchase Euros with other currencies was €618 million (or
approximately $889 million) and €991 million (or approximately $1.3 billion) at December 31, 2009 and 2010. The
notional principal of foreign exchange contracts to sell Euros for other foreign currencies was €8 million (or
approximately $11 million) and €6 million (or approximately S8 million) at December 31,2009 and 2010.

We considered the historical trends in currency exchange rates and determined that it was reasonably
possible that adverse changes in exchange rates of 20% for all currencies could be experienced in the near term.
These changes would have resulted in an adverse impact on income before income taxes of approximately $102
million and $20 million at December 31, 2009 and 2010. The adverse impact at December 31, 2009 and 2010 is
after consideration of the offsetting effect of approximately $594 million and S467 million from forward exchange
contracts in place for the months of December 2009 and 2010. These reasonably possible adverse changes in
exchange rates of 20% were applied to total monetary assets and liabilities denominated in currencies other than
the local currencies at the balance sheet dates to compute the adverse impact these changes would have had on
our income before income taxes in the near term.

Interest Rate Risk

We invest our excess cash primarily in highly liquid debt instruments of the U.S. government and its agencies,
municipalities in the U.S., debt instruments issued by foreign governments, time deposits, money market and other
funds, mortgage-backed securities, and corporate securities. By policy, we limit the amount of credit exposure to
any one issuer.

Investments in both fixed rate and floating rate interest earning securities carry a degree of interest rate risk.
Fixed rate securities may have their fair market value adversely impacted due to a rise in interest rates, while
floating rate securities may produce less income than predicted if interest rates fall. Due in part to these factors,
our income from investments may decrease in the future.

We considered the historical volatility of short-term interest rates and determined that it was reasonably
possible that an adverse change of 100 basis points could be experienced in the near term. A hypothetical 1.00%
(100 basis points) increase in interest rates would have resulted in a decrease in the fair values of our marketable
securities of approximately $291 million and S895 million at December 31,2009 and 2010.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Google Inc.
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The supplementary financial information required by this Item 8 is included in Item 7 under the caption
“Quarterly Results of Operations.”
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of Google Inc.

We have audited the accompanying consolidated balance sheets of Google Inc. as of December 31,2009 and
2010, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2010. Our audits also included the financial statement schedule
listed in the Index at Item 15(a)2. These financial statements and schedule are the responsibility of the company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Google Inc. at December 31, 2009 and 2010, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31, 2010, in conformity with
U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the
information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Google Inc.'s internal control over financial reporting as of December 31, 2010, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated February 11, 2011 expressed an unqualified opinion thereon.

/s/  ERNST & YouNG LLP

San Jose, California
February 11, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Google Inc.

We have audited Google Inc.’s internal control over financial reporting as of December 31, 2010, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). Google Inc.'s management is responsible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting included in the accompanying Management’s Report on Internal Control
over Financial Reporting. Our responsibility is to express an opinion on the company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Google Inc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2010, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Google Inc. as of December 31, 2009 and 2010, and the
related consolidated statements of income, stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2010 of Google Inc. and our report dated February 11, 2011 expressed an unqualified
opinion thereon.

/s/  ERNST & YOUNG LLP
San Jose, California
February 11, 2011
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Google Inc.

CONSOLIDATED BALANCE SHEETS
(In millions, except share and par value amounts which are reflected in thousands,
and par value per share amounts)

As of As of
December 31, December 31,
2009 2010
Assets
Current assets:
Cash and cash eqUIVAIENTS . ... ..ttt $ 10,198 $13,630
Marketable SECUNtIES ...\t 14,287 21,345
Total cash, cash equivalents, and marketable securities (including securities loaned of SO
ANA S4,031) o 24,485 34,975
Accounts receivable, net of allowance of $79and S10T ... . ..., 3,178 4,252
Receivable under reverse repurchase agreements ..., 0 750
Deferred income taxes, Net ... oo 644 259
Income taxes receivable, Net ... ... 23 0
Prepaid revenue share, expenses and otherassets ......... ..., 837 1,326
Total current @ssets ...ttt 29,167 41,562
Prepaid revenue share, expenses and other assets, non-current .............. ... ..., 415 442
Deferred income taxes, net, NON-CUIreNnt . ... ..t e 263 265
Non-marketable equity SECUMTIES ... 129 523
Property and equipment, net ... ..o 4,845 7,759
Intangible @ssets, Net ... . 775 1,044
GOOAWIIl e 4,903 6,256
Tt BSOS ittt $40,497 $ 57,851
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable . ... ... . S 216 S 483
Short-term debt ..o 0 3,465
Accrued compensationand benefits . ........ ..o 982 1,410
Accrued expenses and other current liabilities . ... 570 961
AcCrued revVenUE SNare ... .o 694 885
Securities lending payable .. ... 0 2,361
DEferred rEVENUE . ot 285 394
Income taxes payable, net ... 0 37
Total current liabilities ... 2,747 9,996
Deferred revenue, NON-CUMENt .. .ttt 42 35
Income taxes payable, NON-Current . . ... 1,392 1,200
Other long-term labilities ... ..ot 312 379

Commitments and contingencies
Stockholders’ equity:
Convertible preferred stock, S0.001 par value per share, 100,000 shares authorized; no
sharesissued and outstanding . ... 0 0
Class A and Class B common stock and additional paid-in capital, $0.001 par value per
share: 9,000,000 shares authorized; 317,772 (Class A 243,611, Class B 74,161) and
par value of $S318 (Class A $244, Class B $74) and 321,301 (Class A 250,413, Class B
70,888) and par value of $321 (Class A $250, Class B $71) shares issued and

OUtSEANAING .o 15,817 18,235
Accumulated other comprehensive iNCoOME . ... 105 138
Retained earnings .. ... 20,082 27,868

Total stockholders’ equity . ... 36,004 46,241
Total liabilities and stockholders’ equity . ........ ... $40,497 $ 57,851

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF INCOME
(In millions, except per share amounts)

Year Ended December 31,

2008 2009 2010
REVEMUES . . o ittt et e 821,796 $23,651 $29,321
Costs and expenses:
Cost of revenues (including stock-based compensation expense of $41, $47,
OB ) 8,622 8,844 10,417
Research and development (including stock-based compensation expense
Of S732, 8725, 8861) . .ot i it 2,793 2,843 3,762
Sales and marketing (including stock-based compensation expense of
S206, 8231, 8261 . 1,946 1,984 2,799
General and administrative (including stock-based compensation expense
Of S141, 8161, S187) it 1,803 1,668 1,962
Total costs and EXPENSES ..o vttt 15,164 15,339 18,940
INcome from OpPerationS . ... .v ittt 6,632 8,312 10,381
Impairment of equity INVESTMENTS . ... ..ot (1,095) 0 0
Interest and otherincome,net ........... o i 316 69 415
Income before income taxes . ... 5,853 8,381 10,796
Provision for INCOME taXES . . vttt 1,626 1,861 2,291
Nt INCOMIE ottt S 4227 $6520 S 8505
Net income per share of Class A and Class B common stock:
BaSIC i S 1346 $20.62 S 26.69
DilUtEd . oo S 1331 S 2041 S 2631

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(In millions, except for share amounts which are reflected in thousands)

Balance at January 1,2008 . ..
Common stockissued .......

Stock-based compensation expense .........

Stock-based compensation tax

benefits ......

Tax withholding related to vesting of restricted

stockunits ...
Comprehensive income:
Netincome .................

Change in unrealized gains (losses) on
available-for-sale investments, net of tax ...
Change in foreign currency translation

adjustment ...............

Change in unrealized gains on cash flow

hedges, netoftax .........
Total comprehensive income .

Balance at December 31,2008
Common stockissued .......

Stock-based compensation expense .........

Stock-based compensation tax

benefits ......

Tax withholding related to vesting of restricted

stockunits .......... ...,
Comprehensive income:
Netincome .................

Change in unrealized gains (losses) on
available-for-sale investments, net of tax ...
Change in foreign currency translation

adjustment ...............

Change in unrealized gains on cash flow

hedges, netoftax .........
Total comprehensive income .

Balance at December 31,2009
Common stockissued .......
Common stock repurchased . .

Stock-based compensation expense .........

Stock-based compensation tax

benefits ......

Tax withholding related to vesting of restricted

stockunits .......... ... ..
Comprehensive income:
Netincome .................

Change in unrealized gains (losses) on
available-for-sale investments, net of tax ...
Change in foreign currency translation

adjustment ...............

Change in unrealized gains on cash flow

hedges, netoftax .........
Total comprehensive income .
Balance at December 31,2010

Class A and Class B
Common Stock and

Accumulated

ot ? ] Other Total
Additional Paid-In Capital Comprehensive Retained Stockholders’
Shares Amount Income Earnings Equity

312,917 13,242 13 9,335 22,690
2,197 98 0 0] 98
1,120 0 0 1,120

134 0 0] 134
(144) 0 0 (144)

0 0 4,227 4,227

0 (12) 0] (12)

0 (84) 0 (84)

0 210 0] 210

0 0 0] 4,341

315,114 14,450 227 13,562 28,239
2,658 351 0 0] 351
1,164 0 0] 1,164

59 0 0] 59

(207) 0 0] (207)

0 0 6,520 6,520

0 2 0] 2

0 77 0] 77

0 (207) 0 (201)

0 0 0] 6,398

317,772 $ 15,817 $105 $20,082 $36,004
5,126 1,412 0 0] 1,412
(1,597) (82) 0 (719) (801)
1,376 0 0] 1,376

72 0 0] 72

(360) 0 0 (360)

0 0 8,505 8,505

0 81 0] 81

0 (124) 0 (124)

0 76 0] 76

0 0 0] 8,538

321,301 $18,235 $138 $27,868 S 46,241

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

Year Ended December 31,
2008 2009 2010
Operating activities
Nt iNCOME © i S 4227 S 6520 S 8505
Adjustments:
Depreciation and amortization of property and equipment ................... 1,212 1,240 1,067
Amortization of intangible and otherassets ................ ... ... ... ... 288 284 329
Stock-based compensation BXPENSE . ...ttt 1,120 1,164 1,376
Excess tax benefits from stock-based award activities ...................... (159) (90) (94)
Deferred iINCOME LAXES . . v vttt e (225) (268) 9
Impairment of equity investments ............ .. 1,095 0 0
O BT e (32) (20) (12)
Changes in assets and liabilities, net of effects of acquisitions and divestiture:
ACCOUNES TECEIVADIE vttt (334) (504) (1,129)
Income taxes, Net .. ... 626 217 102
Prepaid revenue share, expenses and otherassets ..................... (147) 262 (414)
ACCOUNES PAYADIE . 'ttt (212) 34 272
Accrued expenses and other liabilities ...............cco oo oo 339 243 745
AcCCrued reVeNUE Share . .ot 14 158 214
Deferred revenue ... 41 76 m
Net cash provided by operating activities ............. ... . i 7,853 9,316 11,081
Investing activities
Purchases of property and equipment . ...t (2,359) (810) (4,018)
Purchases of marketable SECUMtIES . . ..ottt (15,356) (29,139) (43,98b)
Maturities and sales of marketable securities ... 15,763 22,103 37,099
Investments in non-marketable equity securities ........... ... ... L 47) (65) (320)
Cash collateral received from securitieslending .............. ... 0 0 2,361
Investments in reverse repurchase agreements ... 0 0] (750)
Acquisitions, net of cash acquired and proceeds received from divestiture, and
purchases of intangible and otherassets ... (3,320) (108) (1,067)
Net cash used in investing activities ...t (5,319) (8,019) (10,680)
Financing activities
Net proceeds (payments) from stock-based award activities . ..................... (72) 143 294
Excess tax benefits from stock-based award activities ............. ... ... ... 159 90 94
Repurchase of common stock in connection with acquisitions .................... 0 0] (801)
Proceeds from issuance of short-termdebt .. ... 0 0 5,246
Repayment of short-termdebt ... 0 0 (1,783)
Net cash provided by financing activities .......... ... .. o i i i 87 233 3,050
Effect of exchange rate changes on cash and cash equivalents ................... (46) " (19)
Net increase in cash and cashequivalents ............ . ... i i i, 2,575 1,541 3,432
Cash and cash equivalents at beginningofyear ............... ... .. oot 6,082 8,657 10,198
Cash and cash equivalentsatendofyear ...ttt S 8657 $10,198 $ 13,630
Supplemental disclosures of cash flow information
Cash Paid for tAXES ..ttt ettt e e S 1224 S 1896 S 2175
Non-cash financing activity:
Fair value of common stock issued and vested options assumed in connection
WIth @CqUISItIONS . . 0 0 750

See accompanying notes.
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Google Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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.

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.

Revenue Recognition

The following table presents our revenues by revenue source (in millions):

Year Ended December 31,
2008 2009 2010

Advertising revenues:
GO0EIE WEDSITES .\ttt $14,414 $15,723 $19,444
Google Network websites ... .o 6,715 7,166 8,792
Total advertisSing revenues . ... 21129 22,889 28,236
OtNBr TBVBNUES .ot 667 762 1,085
REVENUES vttt e e e e 321,796 $23,661 $29,321

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.

Google AdSense refers to the online programs through which we distribute our advertisers’ AdWords ads for
display on our Google Network members’ websites, as well as programs to deliver ads on television broadcasts.
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We recognize as revenues the fees charged advertisers each time a user clicks on one of the text-based ads
that are displayed next to the search results pages on our website or on the search results pages or content pages
of our Google Network members’ websites and, for those advertisers who use our cost-per impression pricing, the
fees charged advertisers each time an ad is displayed on our members’ websites. We report our Google AdSense
revenues on a gross basis principally because we are the primary obligor to our advertisers.

Google ads for televisions enable advertisers, operators, and programmers to buy, schedule, deliver, and
measure ads on television. We recognize as revenue the fees charged advertisers each time an ad is displayed on
television in accordance with the terms of the related agreements.

We also offer display advertising management services such as media planning, buying, implementation, and
measurement tools for advertisers and agencies, and forecasting and reporting tools for publishers. We recognize
the related fees as other revenues in the period advertising impressions are delivered.

Google Checkout is our online shopping payment processing system for both consumers and merchants. We
recognize as revenues any fees charged to merchants on transactions processed through Google Checkout.
Further, cash ultimately paid to merchants under Google Checkout promotions, including cash paid to merchants
as a result of discounts provided to consumers on certain transactions processed through Google Checkout, are
accounted for as an offset to revenues.

We generate fees from search services on a per-query basis. Our policy is to recognize revenues from
per-query search fees in the period we provide the search results.

We also generate fees from the sale and licensing of our Search Appliance products, which include hardware,
software, and post-contract support primarily for two years. Prior to 2010, as the deliverables were not sold
separately, sufficient vendor-specific objective evidence did not exist for the allocation of revenue. As a result, we
recognized the entire fee for the sale and license of these products ratably over the term of the post-contract
support arrangement. Beginning the first quarter of 2010, we adopted the new accounting guidance which
requires us to allocate the consideration of the arrangement to each of the deliverables based on our best estimate
of their standalone selling prices as there is no vendor-specific objective or third-party evidence of the selling
prices. As a result, we now recognize revenue allocated to the hardware and software at the time of sale and
revenue allocated to post-contract support ratably over the term of the service arrangement. The adoption of this
new accounting guidance did not have a material impact on our consolidated financial statements.

In addition, we generate fees through the licensing of our Google Apps products. We recognize as revenue the
fees we charge customers for hosting the related enterprise applications and services ratably over the term of the
service arrangement.

Revenues realized through display advertising management services, Google ads for televisions, Google
Checkout, search services, Search Appliance, and Google Apps were not material in any of the years presented.

We recognize revenues as described above because the services have been provided, the fees we charge are
fixed or determinable, we and our advertisers or other customers understand the specific nature and terms of the
agreed upon transactions and collectability is reasonably assured.

We record deferred revenue upon invoicing or when cash payments are received in advance of our
performance in the underlying agreement on the accompanying Consolidated Balance Sheets.

Cost of Revenues

Cost of revenues consists primarily of traffic acquisition costs. Traffic acquisition costs consist of amounts
ultimately paid to our Google Network members under AdSense arrangements and to certain other partners (our
distribution partners) who distribute our toolbar and other products (collectively referred to as access points) or
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otherwise direct search queries to our website (collectively referred to as distribution arrangements). These
amounts are primarily based on the revenue share arrangements with our Google Network members and
distribution partners.

Certain distribution arrangements require us to pay our distribution partners based on a fee per access point
delivered and not exclusively—or at all—based on revenue share. These fees are non-refundable. Further, these
distribution arrangements are terminable at will, although under the terms of certain contracts we or our
distribution partners may be subject to penalties in the event of early termination. We recognize fees under these
distribution arrangements over the estimated useful lives of the access points (approximately two years) to the
extent we can reasonably estimate those lives and they are longer than one year, or based on any contractual
revenue share, if greater. Otherwise, the fees are charged to expense as incurred. The estimated useful life of the
access points is based on the historical average period of time they generate traffic and revenues. Further, we
review the access points for impairment by distribution partner, type, and geography, and we have not made any
impairment to date.

Prepaid revenue share and distribution fees are included in prepaid revenue share, expenses, and other assets
on the accompanying Consolidated Balance Sheets.

Cost of revenues also includes the expenses associated with the operation of our data centers, including
depreciation, labor, energy, bandwidth costs, credit card and other transaction fees related to processing customer
transactions including Google Checkout transactions, amortization of acquired intangible assets, as well as
content acquisition costs. We have entered into arrangements with certain content providers under which we
distribute or license their video and other content. In a number of these arrangements, we display ads on the pages
of our websites and our Google Network members’ websites from which the content is viewed and share most of
the fees these ads generate with the content providers and the Google Network members.

Stock-based Compensation

We have elected to use the BSM option pricing model to determine the fair value of stock options on the dates
of grant. Restricted stock units (RSUs) are measured based on the fair market values of the underlying stock on
the dates of grant. Shares are issued on the vesting dates net of the statutory withholding requirements to be paid
by us on behalf of our employees. As a result, the actual number of shares issued will be fewer than the actual
number of RSUs outstanding. Furthermore, we record the liability for withholding amounts to be paid by us as a
reduction to additional paid-in capital when paid. Also, we recognize stock-based compensation using the straight-
line method.

We include as part of cash flows from financing activities the benefits of tax deductions in excess of the
tax-effected compensation of the related stock-based awards for options exercised and RSUs vested during the
period. During the years ended December 31, 2008, 2009, and 2010, the amount of cash received from the
exercise of stock options was $73 million, S350 million, and $656 million, and the total direct tax benefit realized,
including the excess tax benefit, from stock-based award activities was $251 million, $260 million, and $355
million. We have elected to account for the indirect effects of stock-based awards—primarily the research and
development tax credit—through the Consolidated Statements of Income.

In the years ended December 31, 2008, 2009, and 2010 we recognized stock-based compensation and
related tax benefits of $1,120 million and $232 million, $1,164 million and $264 million, and $1,376 million and $314
million.

Certain Risks and Concentrations

Our revenues are principally derived from online advertising, the market for which is highly competitive and
rapidly changing. In addition, our revenues are generated from a multitude of vertical market segments in countries
around the world. Significant changes in this industry or changes in customer buying or advertiser spending
behavior could adversely affect our operating results.
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Financial instruments that potentially subject us to concentrations of credit risk consist principally of cash
equivalents, marketable securities, foreign exchange contracts, and accounts receivable. Cash equivalents and
marketable securities consist primarily of highly liquid debt instruments of the U.S. government and its agencies,
municipalities in the U.S., debt instruments issued by foreign governments, time deposits, money market and other
funds, including cash collateral received related to our securities lending program, mortgage-backed securities,
and corporate securities. Foreign exchange contracts are transacted with various financial institutions with high
credit standing. Accounts receivable are typically unsecured and are derived from revenues earned from
customers located around the world. In 2008, 2009, and 2010 we generated approximately 49%, 47%, and 48%
of our revenues from customers based in the U.S., with the majority of customers outside of the U.S. located in
Europe and Japan. Many of our Google Network members are in the internet industry. We perform ongoing
evaluations to determine customer credit and we limit the amount of credit we extend, but generally we do not
require collateral from our customers. We maintain reserves for estimated credit losses and these losses have
generally been within our expectations.

No individual customer or groups of affiliated customers represented more than 10% of our revenues in
2008, 2009, and 2010.

Fair Value of Financial Instruments

The carrying amounts of our financial instruments, including cash and cash equivalents, accounts receivable,
accounts payable, short-term debt, and accrued liabilities, approximate fair value because of their generally short
maturities. We carry marketable securities and foreign currency contracts at fair value. See Notes 3 and 6 for more
information.

Cash, Cash Equivalents, and Marketable Securities

We invest our excess cash primarily in highly liquid debt instruments of the U.S. government and its agencies,
municipalities in the U.S., debt instruments issued by foreign governments, time deposits, money market and other
funds, including cash collateral received related to our securities lending program, mortgage-backed securities,
and corporate securities. We classify all highly liquid investments with stated maturities of three months or less
from date of purchase as cash equivalents and all highly liquid investments with stated maturities of greater than
three months as marketable securities.

We determine the appropriate classification of our investments in marketable securities at the time of
purchase and reevaluate such designation at each balance sheet date. We have classified and accounted for our
marketable securities as available-for-sale. We may or may not hold securities with stated maturities greater than
12 months until maturity. After consideration of our risk versus reward objectives, as well as our liquidity
requirements, we may sell these securities prior to their stated maturities. As we view these securities as available
to support current operations, we classify securities with maturities beyond 12 months as current assets under the
caption marketable securities in the accompanying Consolidated Balance Sheets. We carry these securities at fair
value, and report the unrealized gains and losses, net of taxes, as a component of stockholders’ equity, except for
unrealized losses determined to be other-than-temporary which we record as interest and other income, net. We
determine any realized gains or losses on the sale of marketable securities on a specific identification method, and
we record such gains and losses as a component of interest and other income, net.

Non-Marketable Equity Securities

We have accounted for non-marketable equity security investments primarily at cost because we do not have
significant influence over the underlying investees.

Impairment of Marketable and Non-Marketable Securities

We periodically review our marketable securities, as well as our non-marketable equity securities, for
impairment. If we conclude that any of these investments are impaired, we determine whether such impairment is
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other-than-temporary. Factors we consider to make such determination include the duration and severity of the
impairment, the reason for the decline in value and the potential recovery period, and our intent to sell, or whether it
is more likely than not that we will be required to sell, the investment before recovery. If any impairment is
considered other-than-temporary, we will write down the asset to its fair value and take a corresponding charge to
our Consolidated Statements of Income.

Accounts Receivable

We record accounts receivable at the invoiced amount and we do not charge interest. We maintain an
allowance for doubtful accounts to reserve for potentially uncollectible receivables. We review the accounts
receivable by amounts due by customers which are past due to identify specific customers with known disputes or
collectability issues. In determining the amount of the reserve, we make judgments about the creditworthiness of
significant customers based on ongoing credit evaluations. We also maintain a sales allowance to reserve for
potential credits issued to customers. We determine the amount of the reserve based on historical credits issued.

Property and Equipment

We account for property and equipment at cost less accumulated depreciation and amortization. We compute
depreciation using the straight-line method over the estimated useful lives of the assets, generally two to five
years. We depreciate buildings over periods up to 25 years. We amortize leasehold improvements over the shorter
of the remaining lease term or the estimated useful lives of the assets. Construction in progress is related to the
construction or development of property (including land) and equipment that have not yet been placed in service
for their intended use. Depreciation for equipment commences once it is placed in service and depreciation for
buildings and leasehold improvements commences once they are ready for their intended use. Land is not
depreciated.

Software Development Costs

We expense software development costs, including costs to develop software products or the software
component of products to be marketed to external users, before technological feasibility of such products is
reached. We have determined that technological feasibility was reached shortly before the release of those
products and as a result, the development costs incurred after the establishment of technological feasibility and
before the release of those products were not material, and accordingly, were expensed as incurred. Software
development costs also include costs to develop software programs to be used solely to meet our internal needs.
The costs we incurred during the application development stage for these software programs were not material in
the years presented.

Long-Lived Assets Including Goodwill and Other Acquired Intangible Assets

We review property and equipment and intangible assets, excluding goodwill, for impairment whenever events
or changes in circumstances indicate the carrying amount of an asset may not be recoverable. We measure
recoverability of these assets by comparing the carrying amounts to the future undiscounted cash flows the assets
are expected to generate. If property and equipment and intangible assets are considered to be impaired, the
impairment to be recognized equals the amount by which the carrying value of the asset exceeds its fair market
value. We have made no material adjustments to our long-lived assets in any of the years presented. In addition, we
test our goodwill for impairment at least annually or more frequently if events or changes in circumstances
indicate that this asset may be impaired. Our tests are based on our single operating segment and reporting unit
structure. We found no impairment in any of the years presented.

Intangible assets with definite lives are amortized over their estimated useful lives. We amortize our acquired
intangible assets on a straight-line basis with definite lives over periods ranging from one to 12 years.
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Income Taxes

We recognize income taxes under the liability method. We recognize deferred income taxes for differences
between the financial reporting and tax bases of assets and liabilities at enacted statutory tax rates in effect for the
years in which differences are expected to reverse. We recognize the effect on deferred taxes of a change in tax
rates in income in the period that includes the enactment date.

Foreign Currency

Generally, the functional currency of our international subsidiaries is the local currency. We translate the
financial statements of these subsidiaries to U.S. dollars using month-end rates of exchange for assets and
liabilities, and average rates of exchange for revenues, costs, and expenses. We record translation gains and losses
in accumulated other comprehensive income as a component of stockholders’ equity. We recorded $84 million of
net translation losses in 2008, S77 million of net translation gains in 2009, and $124 million of net translation
losses in 2010. We record net gains and losses resulting from foreign exchange transactions as a component of
interest and other income, net. These gains and losses are net of those realized on forward foreign exchange
contracts. We recorded $S36 million of net losses in 2008, $8 million of net gains in 2009, and $29 million of net
losses in 2010.

Legal Costs

Legal costs are expensed as incurred.

Advertising and Promotional Expenses

We expense advertising and promotional costs in the period in which they are incurred. For the years ended
December 31, 2008, 2009, and 2010 advertising and promotional expenses totaled approximately $266 million,
$353 million, and $772 million.

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

We compute net income per share of Class A and Class B common stock using the two-class method. Basic
net income per share is computed using the weighted-average number of common shares outstanding during the
period except that it does not include unvested common shares subject to repurchase or cancellation. Diluted net
income per share is computed using the weighted-average number of common shares and, if dilutive, potential
common shares outstanding during the period. Potential common shares consist of the incremental common
shares issuable upon the exercise of stock options, warrants, restricted shares, restricted stock units, and unvested
common shares subject to repurchase or cancellation. The dilutive effect of outstanding stock options, restricted
shares, restricted stock units, and warrants is reflected in diluted earnings per share by application of the treasury
stock method. The computation of the diluted net income per share of Class A common stock assumes the
conversion of Class B common stock, while the diluted net income per share of Class B common stock does not
assume the conversion of those shares.

The rights, including the liquidation and dividend rights, of the holders of our Class A and Class B common
stock are identical, except with respect to voting. Further, there are a number of safeguards built into our
certificate of incorporation, as well as Delaware law, which preclude our board of directors from declaring or paying
unequal per share dividends on our Class A and Class B common stock. Specifically, Delaware law provides that
amendments to our certificate of incorporation which would have the effect of adversely altering the rights,
powers, or preferences of a given class of stock (in this case the right of our Class A common stock to receive an
equal dividend to any declared on our Class B common stock) must be approved by the class of stock adversely
affected by the proposed amendment. In addition, our certificate of incorporation provides that before any such
amendment may be put to a stockholder vote, it must be approved by the unanimous consent of our Board of
Directors. As a result, the undistributed earnings for each year are allocated based on the contractual participation
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rights of the Class A and Class B common shares as if the earnings for the year had been distributed. As the
liguidation and dividend rights are identical, the undistributed earnings are allocated on a proportionate basis.
Further, as we assume the conversion of Class B common stock in the computation of the diluted net income per
share of Class A common stock, the undistributed earnings are equal to net income for that computation.

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):

Year Ended December 31,
2008 2009 2010
Class A Class B Class A Class B Class A Class B

Basic net income per share:
Numerator
Allocation of undistributed earnings ....... S 3209 S 1018 S 4981 S 1,639 S 6569 S 1,936
Denominator
Weighted-average common shares
outstanding ................ 238,473 75614 241575 74,651 246,168 72,534
Less: Weighted-average unvested
common shares subject to repurchase

orcancellation ..................... (120) 8) (5) 0 0 0

Number of shares used in per share
computation ... o 238,353 75606 241570 74,651 246,168 72,5634
Basic netincomepershare ................... S 1346 S 1346 S 2062 S 2062 S 2669 S 26.69

Diluted net income per share:
Numerator
Allocation of undistributed earnings for

basic computation .................... S 3209 S 1,018 S 4981 S 1539 S 6569 S 1936

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

shares ... 1,018 0 1,539 0 1,936 0
Reallocation of undistributed earnings to

ClassBshares ........c.oooviiiiii.. 0 (8) 0 (13) 0 26)
Allocation of undistributed earnings .. .. ... S 4227 $ 1,010 S 6520 $ 1526 § 8505 S 1,910

Denominator
Number of shares used in basic
computation ... o 238,353 75606 241570 74,651 246,168 72,534
Weighted-average effect of dilutive
securities ...
Add:
Conversion of Class B to Class A
common shares outstanding .... 75,606 0 74,651 0 72534 0
Unvested common shares subject
to repurchase or cancellation ... 128 8 5 0] 0 0
Employee stock options, including
warrants issued under
Transferable Stock Option

PrOZram . .vvveeiieeiinens 2,810 223 2,569 14 3,410 71
Restricted sharesand RSUs . ... ... 617 0 621 0 1,139 0
Number of shares used in per
share computation .......... 317,514 75,837 319416 74,765 323,251 72,605
Diluted net income pershare ................. S 1331 S 1331 S 2041 S 2041 S 2631 S 26.31
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of each class are legally entitled to equal per share distributions whether through dividends or in liquidation.

The net income per share amounts are the same for Class A and Class B common stock because the holders

Note 3. Cash and Investments

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

As of December 31,

2009 2010
Cash and cash equivalents:

CaSh o S 4303 S 4,652

Cash equivalents:
TIME ABPOSIES L\ 3,740 973
Money market and other funds® ........ ... ... 2,153 7,547
U.S. gOVernmeNnt @genCiBs ...t 2 0
U.S.government notes . ... i 0 300
Foreign governmentbonds ......... 0 150
Corporate debt securities . ... e 0 8
Total cash and cashequivalents ......... ... i, 10,198 13,630

Marketable securities:
TIMe depPOSIES oot 1,250 304
Money market mutual funds ... 28 3
U.S. OVErNMENt @ENCIES ..\ttt 3,703 1,857
U.S. government NOteS ... oo 2,492 3,930
Foreign government bonds . ... .o 37 1172
MuniCipal SECUNEIES ..ottt 2,130 2,603
Corporate debt secUrties ... 2,822 5,742
Agency residential mortgage-backed securities . ....... .. o o oo 1,578 5,673
Commercial mortgage-backed securities ... 48 0
Marketable equity SECUTItY ... 199 161
Total marketable securities . ... 14,287 21,345
Total cash, cash equivalents, and marketable securities ................... 524,485 $34,975

The balance at December 31, 2010 includes $1.6 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. No similar amounts were outstanding as of

December 31, 2009.
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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 31,2009

Gross Gross

Adjusted  Unrealized Unrealized Fair

Cost Gains Losses Value
TiME dEPOSIES .ttt ettt $12560 $ O S O S 1,250
Money market mutual funds ...........c o 28 0 0 28
U.S. government agencies . ....o.vv v 3,700 5 2) 3,703
U.S. government notes . ...t 2520 0 (28) 2,492
Foreign governmentbonds ... 37 0 0 37
Municipal securities . ... 2,100 30 0] 2,130
Corporatedebtsecurities . . ...t 2,826 13 a7 2,822
Agency residential mortgage-backed securities .................. 1,585 5 (12) 1,578
Commercial mortgage-backed securities . .................. .. ... a7 1 0 48
Marketable equity security ... 145 54 0 199
Total 314,238 $108 S(69)  $14,287

As of December 31,2010

Gross Gross

Adjusted Unrealized Unrealized Fair

Cost Gains Losses Value
TIME dBPOSIES .+ .ttt e e S 304 S O S 0 S 304
Money market mutual funds ... i 3 0 0 3
U.S. government agencies ... 1,864 1 (8) 1,857
U.S. government notes ...ttt 3,950 30 (50) 3,930
Foreign governmentbonds ............. ... i 1,154 23 (5) 1,172
Municipal SeCUNtiES . ..o vt 2,492 16 (5) 2,503
Corporatedebt securities ... 5,600 167 (25) 5,742
Agency residential mortgage-backed securities .................. 5,649 56 (32) 5,673
Marketable equity security ....... ... i 150 " 0 161
Total o $21,166 $304 S(125)  $21,345

Gross unrealized gains and losses on cash equivalents were not material at December 31, 2009 and
December 31, 2010.

We recognized gross realized gains of $118 million and $212 million for the years ended December 31, 2009
and 2010. Gross realized losses for the year ended December 31, 2009 were not material. Gross realized losses for
the year ended December 31, 2010 were $27 million. We determine realized gains or 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 our accompanying Consolidated Statements of Income.
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The following table summarizes the estimated fair value of our investments in marketable securities,
excluding the marketable equity security, designated as available-for-sale and classified by the contractual
maturity date of the security (in millions):

As of

December 31,

2010
DUB M T Y BAE oottt et e e S 1,452
Dueinlyear through D years . ... ..o 6,836
Duein b years through 10 YEars ... 5174
DUE @B 10 YBAIS vttt ettt 7,722
L] €= S $21,184

The following tables present gross unrealized losses and fair values for those investments that were in an
unrealized loss position as of December 31, 2009 and 2010, aggregated by investment category and the length of
time that individual securities have been in a continuous loss position (in millions):

As of December 31,2009
Less than 12 Months

Unrealized

Security Description Fair Value Loss

U.S. OVEIMMENT GZENCIES .\ o'\ttt ettt et e e $1,273 S (2)
U.S. BOVEIMMENT NOTES .ttt et e e 2,492 (28)
Corporate debt SECUMtIES . ...ttt 1,175 (17)
Agency mortgage-backed SECUNLIES .. ...\ttt 1,040 (12)
TOtal o $5,980 S(59)

As of December 31,2010
Less than 12 Months

Unrealized

Security Description Fair Value Loss

U.S. SOVEIMMENT GZENCIES . . . oottt e ettt e e e e e S 831 S (8)
U.S. BOVEIMMENT NOTES . . oottt e e e e 2,225 (50)
Foreign government bonds . ... ... i 129 (5)
MUNICIPAl SECUNLIES . .\ttt ettt e et e e e 962 (5)
Corporate debt SECUNtIES ... i i 1,061 (25)
Agency mortgage-backed SECUNLIES . .. ...\ttt 1,675 (32)
TOtal e $6,883 3(125)

As of December 31,2009 and 2010, we did not have any investments in marketable securities that were in an
unrealized loss position for 12 months or greater.

Auction Rate Securities

At December 31, 2010, we held $153 million of auction rate securities (ARS). The assets underlying these 29
individual investments are primarily student loans which are mostly AAA rated and substantially guaranteed by the
U.S. government under the Federal Family Education Loan Program. Historically, these securities have provided
liquidity through a Dutch auction process that resets the applicable interest rate at pre-determined intervals every
7 to 49 days. However, these auctions began to fail in the first quarter of 2008. Since these auctions have failed,
we have realized higher interest rates for many of these ARS than we would have otherwise. Although we have
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been receiving interest payments at these generally higher rates, the related principal amounts will not be
accessible until a successful auction occurs, a buyer is found outside of the auction process, the issuer calls the
security, or the security matures according to contractual terms. Maturity dates for these ARS investments range
from 2025 to 2047. Since these auctions have failed, $S98 million of the related securities were called at par by
their issuers.

As a result of the auction failures, these ARS do not have a readily determinable market value. To estimate
their fair values at December 31, 2010, 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 2.6% per annum, which is based on the forward swap curve at the end of
December 2010 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 1,700 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 December 31, 2010, the estimated fair value of these ARS was $20 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 accumulated other comprehensive income on the accompanying Consolidated Balance Sheet at
December 31, 2010.

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 December 31, 2010.

Securities Lending Program

From time to time, we enter into securities lending agreements with financial institutions to enhance
investment income. We loan selected securities that are secured by collateral in the form of cash or securities.
These loaned securities continued to be classified as cash equivalents or marketable securities on the
accompanying Consolidated Balance Sheets. Cash collateral is invested in reverse repurchase agreements. A
reverse repurchase agreement is an agreement under which a buyer agrees to purchase an asset with a
simultaneous agreement to resell the same asset on a given date at a specified price. 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.

Investment in Marketable and Non-Marketable Equity Securities

In 2008, we recorded other-than-temporary impairment charges of $726 million and $355 million related to
our investments in AOL and Clearwire. In 2009, we sold our investment in AOL to Time Warner Inc. for $283
million and recognized a gain of $S9 million.

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 December 31, 2010,
we had $3.0 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
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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 December 31, 2010, we were in compliance with the financial covenant in
the credit facility. No amounts were outstanding under the credit facility as of December 31, 2010.

In December 2010, we issued a secured promissory note in the amount of $468 million with an interest rate
of 1.0% that matures in one year. Proceeds were used for the acquisition of an office building in New York City (see
Note 7).

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. 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 occurring.

At December 31, 2010, the effective portion of our cash flow hedges before tax effect was $144 million, of
which $99 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 €1.6 billion (or
approximately $2.2 billion) and €3.0 billion (or approximately $4.1 billion) at December 31, 2009 and 2010; the
notional principal of foreign exchange contracts to purchase U.S. dollars with British pounds was £809 million (or
approximately $1.3 billion) and £1.5 billion (or approximately $2.3 billion) at December 31, 2009 and 2010; and the
notional principal of foreign exchange contracts to purchase U.S. dollars with Canadian dollars was C$306 million
(or approximately $268 million) and CS407 million (or approximately $S382 million) at December 31, 2009 and
2010. 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

In November 2009, we began using 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 $37 million and $787 million at December 31, 2009
and 2010.
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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 $2.4 billion and $1.0 billion at
December 31, 2009 and 2010. The notional principal of foreign exchange contracts to sell U.S. dollars for foreign
currencies was $115 million and $84 million at December 31, 2009 and 2010. The notional principal of foreign
exchange contracts to purchase Euros with other currencies was €618 million (or approximately $889 million) and
€991 million (or approximately $1.3 billion) at December 31, 2009 and 2010. The notional principal of foreign
exchange contracts to sell Euros for other foreign currencies was €8 million (or approximately $11 million) and
€6 million (or approximately S8 million) at December 31,2009 and 2010.

The fair value of our outstanding derivative instruments at December 31, 2009 and 2010 is summarized
below (in millions):

Fair Value of Derivative Instruments

As of December 31, As of December 31,
Balance Sheet Location 2009 2010

Derivative Assets
Derivatives designated as hedging instruments:
Foreign exchange option contracts ........... Prepaid revenue
share, expenses and
other assets, current
and non-current 3104 3330
Foreign exchange forward contracts .......... Prepaid revenue
share, expenses and

other assets, current 1 _12
TOtal v $105 $342
Derivative Liabilities
Derivatives designated as hedging instruments:
Foreign exchange forward contracts .......... Accrued expenses
and other current
liabilities S 0 S b5
Derivatives not designated as hedging instruments:
Foreign exchange forward contracts .......... Accrued expenses
and other current
liabilities 0 3
Total o S O S 8

The effect of derivative instruments in cash flow hedging relationship on income and other comprehensive
income for the years ended December 31, 2008, 2009, and 2010 is summarized below (in millions):

Increase (Decrease) in Gains Recognized in AOCI
on Derivatives Before Tax Effect (Effective Portion)

Year Ended December 31,
Derivatives in Cash Flow Hedging Relationship 2008 2009 2010

Foreign exchange optioncontracts ................ccovviini... $522 S(14) S331
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Gains Reclassified from AOCI into Income (Effective Portion)

Year Ended December 31,
Derivatives in Cash Flow Hedging Relationship Location 2008 2009 2010
Foreign exchange option contracts . .................. Revenues 3168 $325 3203

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

Year Ended December 31,
Derivatives in Cash Flow Hedging Relationship Location 2008 2009 2010

Foreign exchange optioncontracts ................. Interest and
other income, net 3(136) S(268) $(320)

1 Gains (losses) related to the ineffective portion of the hedges were not material in all periods presented.

The effect of derivative instruments in fair value hedging relationship on income for the years ended
December 31,2009 and 2010 is summarized below (in millions):

Gains (Losses) Recognized in Income on Derivatives®
Year Ended December 31,

Derivatives in Fair Value Hedging Relationship Location 2009 2010
Foreign exchange forward contracts .......................... ... Interest and

otherincome, net $2 3(35)
Hedged item ... o Interest and

other income, net 2) 29

—
@)

=
@
>
(@]
U
©)

2 Losses related to the amount excluded from effectiveness testing of the hedges were none and $S6 million for
the years ended December 31, 2009 and 2010.

The effect of derivative instruments not designated as hedging instruments on income for the years ended
December 31,2008, 2009, and 2010 is summarized below (in millions):

Gains (Losses) Recognized in Income on Derivatives
Year Ended December 31,

Derivatives Not Designated As Hedging Instruments Location 2008 2009 2010
Foreign exchange forward contracts .................... Interest and
otherincome, net  $145 $(78) S(40)

Note 6. Fair Value Measurements

We measure our cash equivalents, marketable securities, foreign currency derivative contracts, and ARS 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.
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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 classify 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 foreign currency derivative contracts within Level 2 as
the valuation inputs are based on quoted prices and market observable data of similar instruments. We classify our
investments in ARS within Level 3 because they are valued using valuation techniques (see Note 3). Some of the
inputs to these models are unobservable in the market and are significant.

Assets and liabilities measured at fair value on a recurring basis are summarized below (in millions):

Fair value measurement at reporting date using

Quoted Prices Significant Other Significant

As of in Active Markets Observable Unobservable
December 31, for Identical Assets Inputs Inputs
Description 2009 (Level 1) (Level 2) (Level 3)
Assets
Cash equivalents:
Time deposits .........coovvvieiii.n.. S 3,740 S 0 S 3,740 S0
Money market mutual funds ............ 2,163 2,163 0 0
U.S. government agencies ............. 2 0] 2 0
Marketable securities:
Timedeposits ....... ...l 1,250 0] 1,250 0
Money market mutual funds ............ 28 0] 28 0
U.S. government agencies ............. 3,703 0] 3,703 0
U.S.governmentnotes ................ 2,492 2,492 0 0
Foreign governmentbonds ............. 37 0] 37 0
Municipal securities ................... 2,130 0] 2,130 0
Corporate debt securities .............. 2,822 0] 2,822 0
Agency residential mortgage-backed
SECUrties . ..ovvv 1,578 0 1,578 0
Commercial mortgage-backed
SECUNties ..o 48 0 48 0
Marketable equity security ............. 199 199 0 0
Foreign currency derivative contracts ........ 105 0] 105 0
Auction rate securities ......... ..o 182 0 0 182
Total oo $20,469 $4,844 $15,443 3182
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Fair value measurement at reporting date using

Quoted Prices Significant Other Significant

As of in Active Markets Observable Unobservable
December 31, for Identical Assets Inputs Inputs
Description 2010 (Level 1) (Level 2) (Level 3)
Assets
Cash equivalents:
Time deposits .........covvvveeiii.n.. S 973 S 0 S 973 S 0
Money market and other funds ......... 7,547 5,936 1,6110 0
U.S.governmentnotes ................ 300 300 0 0]
Foreign governmentbonds ............. 150 0 150 0]
Corporate debt securities .............. 8 0 8 0]
Marketable securities:
Timedeposits ....... ...l 304 0 304 0]
Money market mutual funds ............ 3 0 3 0]
U.S. government agencies ............. 1,857 0 1,857 0]
U.S.governmentnotes ................ 3,930 3,930 0 0]
Foreign governmentbonds ............. 1172 0 1172 0]
Municipal securities ................... 2,603 0 2,503 0]
Corporate debt securities .............. 5,742 0 5,742 0]
Agency residential mortgage-backed
SECUNties ..o 5,673 0 5673 0
Marketable equity security ............. 161 161 0 0]
Foreign currency derivative contracts ........ 342 0 342 0]
Auction rate securities ........ ... o 153 0 0 153
Total oo $30,818 $10,327 $20,338 $153
Liabilities
Foreign currency derivative contracts ........ S 8 0 S 8 0
Total oot S 8 S 0 S 8 SENO)

M This balance represents the cash collateral received in connection with our securities lending program, which
was invested in reverse repurchase agreements maturing within three months.

The following table presents reconciliations for our assets measured and recorded at fair value on a recurring
basis, using significant unobservable inputs (Level 3) (in millions):

Level 3
Balance at January 1, 2008 ... . i S 0
Transfers to Level B . 31
Change in unrealized loss included in other comprehensiveincome ........................ (35)
Net SEttlemMENtS . (79)
Balance at December 31,2008 . ...ttt $197
Change in unrealized loss included in other comprehensiveincome ........................ 12
Net SEHIEMENTS oottt (27)
Balance at December 31,2000 ... ... 182
Change in unrealized loss included in other comprehensive income ........................ 4
Net St emMENtS . oo (33)
Balance at December 31,2010 ...ttt 3153
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Note 7. Property and Equipment

Property and equipment consist of the following (in millions):

As of December 31,
2009 2010

Information technology @SSES . ... 'ttt 33,868 $4,670
CONStIUCH ON N PrOZIESS . o o vttt ettt e e e 1,644 2,329
Land and buildings . . ..ot 1,907 3,969
Leasehold ImpProVemMENTS ... 646 738
Furniture and fiXTUIES . 65 65

) 7 P 8,130 1,771
Less accumulated depreciation and amortization .......... ... 3,285 4,012
Property and equipmMent, Nt ... ...t $4,845 $7,759

In December 2010, we completed an acquisition of an office building in New York City for total cash
consideration of $1.8 billion, of which approximately S700 million was allocated to land and $1.1 billion was
allocated to building. This purchase was accounted for as a business combination in accordance with the U.S.
GAAP. We occupy a portion of the building and lease out the remaining portion. We depreciate the building on a
straight-line basis over the estimated useful life of 25 years. In connection with this purchase, we issued a secured
promissory note in the amount of $468 million with an interest rate of 1.0% that matures in one year.

Note 8. Acquisitions

In December 2010, we completed the acquisition of Widevine Technologies, Inc. (Widevine), a privately-held
content protection and video optimization technology company for a cash consideration of $158 million.

In August 2010, we completed the acquisition of Slide, Inc. (Slide), a privately-held social technology company
for a cash consideration of $179 million.

In May 2010, we completed the acquisition of AdMob, a privately-held mobile display ads technology provider.
The purchase price was S681 million, consisting of the issuance of approximately 1.2 million shares of our Class A
common stock and assumed vested options valued at $655 million, and cash of $26 million. The issued shares
were valued based on the closing price of our Class A common stock on May 27, 2010. The fair values of stock
options assumed were estimated using the BSM option pricing model.

In February 2010, we completed the acquisition of On2, a publicly-held company, and developer of video
compression technology. The purchase price was $123 million, consisting of the issuance of approximately
174,000 shares of our Class A common stock valued at $S95 million, based on the closing price of our Class A
common stock on February 19, 2010, and cash of $28 miillion.

To offset the dilutive impact of issuing shares in connection with the AdMob and On2 acquisitions, we also
repurchased and subsequently retired 1.6 million shares of our Class A common stock for S801 million.

During the year ended December 31, 2010, we also completed 44 other acquisitions for a total cash
consideration of approximately S669 million. These acquisitions were not material individually or in the aggregate.

69



The following table summarizes the allocation of the purchase price for all the acquisitions (in millions):

On2 AdMob Slide Widevine Other Total

GoodWill . $87 S572 S1564 $95  $433 $1,341
Patents and developed technology ........................ 27 20 10 53 197 307
Customerrelationships ... 2 97 10 31 26 166
Tradenamesandother ........ ... o i 0 15 8 5 33 61
Net assets acquired (liabilities assumed) .................... (9) 12 (20) 10 20 13
Deferred tax assets (liabilities) . ..., 16 (35) 17 (36) (40) (78)
Total o $123  $681 $179  $158 $669  $1,810

For all acquisitions completed during the year ended December 31, 2010, patents and developed technology
have a weighted-average useful life of 4.9 years, customer relationships have a weighted-average useful life of 3.6
years and trade names and other have a weighted-average useful life of 3.8 years. The amount of goodwill
expected to be deductible for tax purposes is $35 million.

Note 9. Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill are as follows (in millions):

Balance as of December 31,2000 ...ttt $4,903
GoodWill BCQUITEA . .o o 1,341
Goodwill adJUSTMIENt ..o 12
Balance as of December 31, 2010 ..ot $6,256

Information regarding our acquisition-related intangible assets that are being amortized is as follows (in
millions):

As of December 31,2009
Gross Net
Carrying Accumulated Carrying
Amount  Amortization Value
Patents and developed technology ....... ...t S 566 S 380 S 186
Customer relationships ... o 784 258 526
Trade namesand other ... 21 148 63
Total o $ 1,561 S 786 S 775
As of December 31,2010
Gross Net

Carrying Accumulated Carrying
Amount  Amortization Value

Patents and developed technology ....... ...t S 915 S 506 S 409
Customer relationships ..o 950 400 550
Tradenames and Other ... ..o 283 198 85

Total o $2,148 $1,104 $1,044
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Patents and developed technology, customer relationships, and trade names and other have weighted-
average useful lives from the date of purchase of 4.3 years, 5.9 years, and 4.2 years. Amortization expense of
acquisition-related intangible assets for the years ended December 31, 2008, 2009, and 2010 was $280 million,
$266 million, and $314 million. As of December 31, 2010, expected amortization expense for acquisition-related
intangible assets for each of the next five years and thereafter was as follows (in millions):

20T L S 344
20T i 285
20T L 184
20T 131
201D 41
LT L= 59

$1,044

Note 10. Interest and Other Income, Net

The components of interest and other income, net are as follows (in millions):

Year Ended December 31,
2008 2009 2010

INEErESt INCOME ottt et e e e 8390 $230 $579
Realized gains on marketable securities,net ... 94 97 185
Foreign currency exchange l0SSes, Net ... .t (172) (260) (355)
(11 =T 4 2 6

Interest and other iNCoOmMe, NBt ... ottt §$316 S 69 S 415

Note 11. Comprehensive Income

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

Year Ended December 31,
2008 2009 2010

NEt INCOMIE L et $4,227 $6,520 $8,505
Change in unrealized gains (losses) on available-for-sale investments, net of
EAXES ) L (12) 2 81
Change in foreign currency translation adjustment ................. ... .. ... ..., (84) 77 (124)
Change in unrealized gains on cash flow hedges, net of taxes@ ................... 210 (201) 76
Total comPrenensiVe INCOME ..ottt et e e $4,341 $6,398 $8,538

M Change in unrealized gains (losses) on available-for-sale investments is recorded net of taxes of $9 million,
S6 million, and $52 million for the years ended December 31, 2008, 2009, and 2010.

@ Change in unrealized gains on cash flow hedges is recorded net of taxes of $144 million, $138 million, and $52
million for the years ended December 31,2008, 2009, and 2010.
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The components of accumulated other comprehensive income are as follows (in millions):

As of December 31,

2009 2010
Unrealized net gains on available-for-sale investments, netof taxes ......................... S 13 $94
Foreign currency translation adjustment . ...t 83 (41)
Unrealized gains on cash flow hedges, netoftaxes .......... ... i, 9 85
Accumulated other comprehensive iNCOME . ... ..ot S105  $138

Note 12. Commitments and Contingencies
Operating Leases

We have entered into various non-cancelable operating lease agreements for certain of our offices, land, and
data centers throughout the world with original lease periods expiring between 2011 and 2063. We are committed
to pay a portion of the actual operating expenses under certain of these lease agreements. These operating
expenses are not included in the table below. Certain of these arrangements have free or escalating rent payment
provisions. We recognize rent expense under such arrangements on a straight-line basis.

At December 31, 2010, future minimum payments under non-cancelable operating leases, along with
sublease income amounts, were as follows over each of the next five years and thereafter (in millions):

Net
Operating  Sub-lease  Operating
Leases Income Leases

20l S 323 S13 S 310
201 319 16 303
20 279 15 264
201 223 14 209
201D 189 13 176
TRerEa el ot 1,058 ﬁ 1,043
Total minimum payments required . ..........o i $2,391 $86 $2,305

Certain leases have adjustments for market provisions. Amounts in the above table represent our best
estimates of future payments to be made under these leases. In addition, the above table does not include future
rental income of $812 million related to the leases that we assumed in connection with our purchase of an office
building in New York City. Rent expense under operating leases, including co-location arrangements, was $314
million, $323 million, and $293 million in 2008, 2009, and 2010.

Purchase Obligations

We had $565 million of other non-cancelable contractual obligations, principally for data center activities, and
$2.4 billion of open purchase orders for which we had not received the related services or goods at December 31,
2010. We have the right to cancel these open purchase orders prior to the date of delivery.

Letters of Credit
At December 31, 2010, we had unused letters of credit for $65 million.

Indemnifications

In the normal course of business to facilitate transactions of our services and products, we indemnify certain
parties, including advertisers, Google Network members, and lessors with respect to certain matters. We have

72



agreed to hold certain parties harmless against losses arising from a breach of representations or covenants, or
out of intellectual property infringement or other claims made against certain parties. Several of these agreements
limit the time within which an indemnification claim can be made and the amount of the claim. In addition, we have
entered into indemnification agreements with our officers and directors, and our bylaws contain similar
indemnification obligations to our agents.

It is not possible to determine the maximum potential amount under these indemnification agreements due to
the limited history of prior indemnification claims and the unique facts and circumstances involved in each
particular agreement. Historically, the payments we have made under these agreements have not had a material
impact on our operating results, financial position, or cash flows.

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 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 result in a change in 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 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 employment claims, commercial claims, and other
matters.

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 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 administrative action. We
believe this matter will not have a material adverse effect on our business, consolidated financial position, results
of operations, or cash flows.
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Income Taxes

We are under audit by the 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
Convertible Preferred Stock

Our Board of Directors has authorized 100,000,000 shares of convertible preferred stock, SO.001 par value,
issuable in series. At December 31,2009 and 2010, there were no shares issued or outstanding.

Class A and Class B Common Stock

Our Board of Directors has authorized two classes of common stock, Class A and Class B. At December 31,
2010, there were 6,000,000,000 and 3,000,000,000 shares authorized and there were 250,413,518 and
70,887,939 shares outstanding of Class A and Class B common stock. The rights of the holders of Class A and
Class B common stock are identical, except with respect to voting. Each share of Class A common stock is entitled
to one vote per share. Each share of Class B common stock is entitled to 10 votes per share. Shares of Class B
common stock may be converted at any time at the option of the stockholder and automatically convert upon sale
or transfer to Class A common stock. We refer to Class A and Class B common stock as common stock
throughout the notes to these financial statements, unless otherwise noted.

Stock Plans

We maintain the 1998 Stock Plan, the 2000 Stock Plan, the 2003 Stock Plan, the 2003 Stock Plan (No. 2),
the 2003 Stock Plan (No. 3), the 2004 Stock Plan, and plans assumed through acquisitions, all of which are
collectively referred to as the “Stock Plans.” Under our Stock Plans, incentive and nonqualified stock options or
rights to purchase common stock may be granted to eligible participants. Options are generally granted for a term
of 10 years. Except for options granted pursuant to our stock option exchange program completed in March 2009
(the Exchange), options granted under the Stock Plans generally vest 25% after the first year of service and
ratably each month over the remaining 36-month period contingent upon employment with us on the vesting date.
Options granted under Stock Plans other than the 2004 Stock Plan may be exercised prior to vesting.

Under the Stock Plans, we have also issued RSUs and restricted shares. An RSU award is an agreement to
issue shares of our stock at the time of vest. RSUs issued to new employees vest over four years with a yearly cliff
contingent upon employment with us on the dates of vest. These RSUs vest from zero to 50.0% of the grant
amount at the end of each of the four years from date of hire based on the employee’s performance. RSUs under
the Founders’ Award programs are issued to individuals on teams that have made extraordinary contributions to
Google. These awards vest quarterly over four years contingent upon employment with us on the vesting dates.

At December 31, 2009 and December 31, 2010, there were 27,042,948 and 27,329,837 shares of common
stock reserved for future issuance under our Stock Plans.
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We estimated the fair value of each option award on the date of grant using the BSM option pricing model.
Our assumptions about stock-price volatility have been based exclusively on the implied volatilities of publicly
traded options to buy our stock with contractual terms closest to the expected life of options granted to our
employees. We estimate the expected term based upon the historical exercise behavior of our employees. The risk-
free interest rate for periods within the contractual life of the award is based on the U.S. Treasury yield curve in
effect at the time of grant.

The following table presents the weighted-average assumptions used to estimate the fair values of the stock
options granted (excluding options granted in connection with the Exchange discussed below) in the periods
presented:

Year Ended December 31,

2008 2009 2010
Risk-freeinterestrate ...... ... i 3.2% 2.6% 1.9%
Expected volatility ... 35% 37% 35%
Expected life (INYEars) . ....ovi'ut e 5.3 5.8 5.4
Dividend yield ... o 0 0 0
Weighted-average estimated fair value of options granted during the year ... ... $203.58 $160.63 $216.43

The following table summarizes the activities for our options for the year ended December 31, 2010:

Options Outstanding

Weighted-
Average
Remaining Aggregate
Weighted- Contractual Intrinsic
Number of Average Term Value
Shares Exercise Price (in years) (in millions)®
Balance at December 31,2009 ...................... 12,776,488 $298.73
Optionsgranted ..o, 1,743195  $464.08
Exercised ... (2,518,223) $259.95
Canceled/forfeited ...............ooiiuit (476,038) $357.52
Balance at December 31,2010 .. ...t 11,625,422 $330.24 6.3 $3,040
Vested and exercisable as of December 31,2010 .. 6,004,433 $283.46 5.8 $1,865
Vested and exercisable as of December 31, 2010
and expected to vest thereafter@ .. ............ 10,950,756  $327.58 6.3 $2918

M The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying
awards and the closing stock price of $593.97 of our Class A common stock on December 31, 2010.

@ Options expected to vest reflect an estimated forfeiture rate.
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The following table summarizes additional information regarding outstanding, exercisable, and exercisable
and vested stock options and warrants at December 31, 2010:

Options Exercisable

Options Outstanding Options Exercisable and Vested
Weighted-
Average Weighted- Weighted- Weighted-
Remaining Average Average Average
Number of Life Exercise Number of Exercise Number of Exercise

Range of Exercise Prices Shares (Years) Price Shares Price Shares Price
S0.30-894.80 ......... 499,527 3.9 S 27.27 493,309 S 26.71 436,755 S 22.86
S117.84-5198.41 ....... 633,703 3.5 S 177.44 633,703 $177.44 633,703 S 177.44
$205.96-5298.86 ..... 685,001 4.1 $275.04 676,446 $274.87 676,446 $274.87
$300.97-8399.00 ..... 6,999,888 6.1 $309.65 3,765,387 $309.79 3,765,387 S$309.79
$401.78-5499.07 ...... 1,063,372 7.9 $438.35 382,125 S 437.31 382,125 S 437.31
$500.03-5594.97 ..... 1,602,979 9.2 $519.50 107,771  $543.97 107,771  $543.97
$605.49-3699.35 ..... 40,872 9.6 S 614.14 2,186 $633.85 2,186 $633.85
S71084 ...l 80 7.0 $710.84 60 $710.84 60 $710.84
$0.30-8710.84 ........ 11,625,422 6.3 $330.24 6,060,987 $281.34 6,004,433 $283.46

The above tables include approximately 1.1 million warrants held by selected financial institutions that were
options purchased from employees under our TSO program, with a weighted-average exercise price of $319.54
and a weighted-average remaining life of 1.2 years.

The total grant date fair value of stock options vested during 2008, 2009, and 2010 was $S693 million, S690
million, and $690 million. The aggregate intrinsic value of all options and warrants exercised during 2008, 2009,
and 2010 was $S503 million, $566 million, and $794 million. These amounts do not include the aggregate sales
price of options sold under our TSO program.

During 2010, the number of shares underlying TSOs sold to selected financial institutions under the TSO
program was 747,647 at a total value of $173 million, or an average of $231.81 per share, including an average
premium of $20.11 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.

In March 2009, we completed an offer to exchange certain employee stock options issued under our 2004
Stock Plan. Certain previously granted options were exchanged for new options with a lower exercise price granted
on a one-for-one basis. Options for an aggregate of approximately 7.6 million shares of our Class A common stock
were exchanged. Options granted pursuant to the Exchange have an exercise price of S308.57 per share, the
closing price of our Class A common stock as reported by the Nasdag Global Select Market on March 6, 2009.
Options granted pursuant to the Exchange have a new vesting schedule determined by adding 12 months to each
vesting date under the exchanged options’ original vesting schedule. In addition, new options will vest no sooner
than six months after the date of the Exchange. The Exchange resulted in a modification charge of approximately
$360 million which is being recognized over the vesting periods of the new options. These vesting periods range
from six months to five years. We recorded approximately $103 million and $86 million of the modification charge
during 2009 and 2010.

As of December 31, 2010, there was S889 million of unrecognized compensation cost related to outstanding
employee stock options. This amount is expected to be recognized over a weighted-average period of 2.6 years. To
the extent the actual forfeiture rate is different from what we have estimated, stock-based compensation related
to these awards will be different from our expectations.
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The following table summarizes the activities for our unvested RSUs and restricted shares for the year ended
December 31,2010:

Unvested Restricted Stock Units
and Restricted Shares

Weighted-

Average
Number of Grant-Date

Shares Fair Value
Unvested at December 31, 2000 ... .ot 4,626,487 $492.42
Granted ... 4,134,758 S 518.18
VBStBA Lo (1,748,951) $493.32
CancCeled ... (340,323) S$474.24
Unvested at December 31,2010 ... it 6,671,971 $509.04
Expected to vest after December 31,20100 ... ... ... .o 5,978,086  $509.04

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

As of December 31, 2010, there was $2,606 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
3.0 years. To the extent the actual forfeiture rate is different from what we have estimated, stock-based
compensation related to these awards will be different from our expectations.

Note 14. 401(k) Plan

We have a 401(k) Savings Plan (401(k) Plan) that qualifies as a deferred salary arrangement under
Section 401(k) of the Internal Revenue Code. Under the 401(k) Plan, participating employees may elect to
contribute up to 60% of their eligible compensation, subject to certain limitations. Employee and our contributions
are fully vested when contributed. We contributed approximately $73 million, $S83 million, and $S100 million during
2008, 2009, and 2010.

Note 15. Income Taxes

Income before income taxes included income from domestic operations of $2,059 million, $3,579 million,
and $4,948 million for 2008, 2009, and 2010, and income from foreign operations of $3,794 million, $4,802
million, and $5,848 million for 2008, 2009, and 2010. Substantially all of the income from foreign operations was
earned by an Irish subsidiary.

The provision for income taxes consists of the following (in millions):

Year Ended December 31,
2008 2009 2010

Current:
Federal ..o $1,348 $1531 $1,657
Sttt 468 450 458
FOreigN « o 91 148 167
Total o 1,907 2129 2,282
Deferred:
Federal ..o (198) (273) (25)
StatE L (63) 13 47
Y 1=11=] o T (20) 8) (13)
Total o (281) (268) 9
Provision for iNCOME TAXES ..\ttt ettt et e e e e e $1,626 $1,861 $2,291




The reconciliation of federal statutory income tax rate to our effective income tax rate is as follows (in
millions):

Year ended December 31,
2008 2009 2010

Expected provision at federal statutory tax rate (35%) ..., $2,049 $2,933 $3,779
State taxes, net of federalbenefit ... ... ... .. 263 302 322
Stock-based compensation eXpeNSe . ...t 91 63 79
Change invaluation allowanCe . ..........o.iiitie e 313 (41) (34)
Foreignrate differential ...t (1,020) (1,339) (1,769)
Federalresearch Credit .. ..o (52) (56) (84)
TaX EXEMPT NSt .\ ottt (52) (15) (12)
Other permanent differences ... ..o e 34 14 10
Provision for INCOME tAXES . . . vttt ettt et e e $1626 S 1861 S 2291

We have not provided U.S. income taxes and foreign withholding taxes on the undistributed earnings of
foreign subsidiaries as of December 31, 2010 because we intend to permanently reinvest such earnings outside
the U.S. If these foreign earnings were to be repatriated in the future, the related U.S. tax liability may be reduced by
any foreign income taxes previously paid on these earnings. As of December 31, 2010, the cumulative amount of
earnings upon which U.S. income taxes have not been provided is approximately $17.5 billion. Determination of the
amount of unrecognized deferred tax liability related to these earnings is not practicable.

Deferred Tax Assets

Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of our deferred tax assets and liabilities are as follows (in millions):

As of December 31,

2009 2010
Deferred tax assets:
Stock-based compensation BXPENSE . . ...ttt ettt e e S 274 S 299
AT tAXES o 162 207
Capital loss from impairment of equity investments ........... ... ... i 420 292
Settlement with the Authors Guild and AAP ... 39 39
Depreciation and amortization . ... i i 135 20
Vacation aCCruals .. ... 27 35
Deferred rent ..o 44 34
Accruals and reserves not currently deductible .......... ... 216 42
Unrealized losses oninvestmentsandother .......... ... . o i 52 95
Acquired net operating loSSeS ...ttt 61 132
1 T 17 26
Total deferred tax @SSets .. 1,447 1,221
Valuation allowanCe . ...t (326) (292)
Total deferred tax assets net of valuationallowance .............................. 1,120 929
Deferred tax liabilities:
Identified INtaNgibIES ...\t (210) (308)
Other Prepaids .. oot 0 (95)
@4 =Y (3) 2
Total deferred tax liabilities . ... (213)  (40b)
Net deferred tax aSSets . ...ttt S 907 524



As of December 31, 2010, our federal and state net operating loss carryforwards for income tax purposes
were approximately $362 million and $252 million. If not utilized, the federal net operating loss carryforwards will
begin to expire in 2018 and the state net operating loss carryforwards will begin to expire in 2015. The net
operating loss carryforwards are subject to various annual limitations under Section 382 of the Internal Revenue
Code.

In 2008, we recorded an impairment charge of $1.1 billion related primarily to our investments in AOL and
Clearwire. For income tax purposes, the impairment would generate an equal amount of capital loss when
recognized, a portion of which was recognized in 2009. As of December 31, 2010, our federal and state capital loss
carryforwards for income tax purposes were approximately $682 million and $936 million. If not utilized, the
recognized federal and state capital losses of $327 million and $581 million will begin to expire in 2014. We believe
it is more likely than not that a portion of the capital loss carryforwards will not be realized. Therefore, we have
recorded a valuation allowance on both our federal and state capital loss carryforwards in the amount of $292
million. We will reassess the valuation allowance quarterly and if future evidence allows for a partial or full release
of the valuation allowance, a tax benefit will be recorded accordingly.

Uncertain Tax Positions

The following table summarizes the activity related to our gross unrecognized tax benefits from January 1,
2008 to December 31,2010 (in millions):

Balance as of January 1, 2008 . ...ttt S 387
Increases related to prior year tax positions ... .. 12
Decreases related to prior year tax poSitions .. ... (15)
Increases related to current year tax poSitions ... .. 237
Balance as of December 31, 2008 ... ittt 721
Increases related to prior year tax positions ... ..o 222
Decreases related to prior year tax poSitions ... ..o (1)
Increases related to current year tax poSItionNs ... ... 246
Balance as of December 31,2000 ...t 1,188
Increases related to prior year tax POSItIONS ... vttt 37
Decreases related to prior year tax poSitionS .. ...t (197)
Decreases relating to settlement with tax authorities .......... .. .. i i (47)
Decreases as a result of a lapse of applicable statute of limitation ................. ... ... ... L. 97)
Increases related to current year tax positions . ... ... 256
Balance as of December 31,2070 ...t $1,140

Our total unrecognized tax benefits that, if recognized, would affect our effective tax rate were $S561 million,
$814 million, and $951 million as of December 31,2008, 2009 and 2010.

As of December 31,2009 and 2010, we had accrued $100 million and $S97 million for payment of interest and
penalties. Interest and penalties included in our provision for income taxes were not material in all the periods
presented.

We and our subsidiaries are routinely examined by various taxing authorities. Although we file U.S. federal,
U.S. state, and foreign tax returns, our two major tax jurisdictions are the U.S. and Ireland. During the three months
ended December 31, 2007, the IRS completed its examination of our 2003 and 2004 tax years. We have filed an
appeal with the IRS for certain issues related to this audit and no resolution of the issues has been achieved at this
time but we believe we have adequately provided for these items and any adverse results would have an
immaterial impact on our unrecognized tax benefit balance within the next 12 months. The IRS has completed its
examination of our 2005 and 2006 tax years. As a result, we settled and released certain tax reserves in the three
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months ended September 30, 2010. The IRS commenced its examination of our 2007 and 2008 tax years in early
2010. We do not expect the examination to be completed within the next 12 months. Therefore, we do not
anticipate any significant impact to our unrecognized tax benefit balance in 2011, related to our 2007 and 2008
tax years.

Our 2009 and 2010 tax years remain subject to examination by the IRS for U.S. federal tax purposes, and our
2003 through 2010 tax years remain subject to examination by the appropriate governmental agencies for Irish
tax purposes. There are various other ongoing audits in various other jurisdictions that are not material to our
financial statements.

Note 16. Information about Geographic Areas

Our chief operating decision-makers (i.e., chief executive officer, certain of his direct reports, and our
founders) 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.

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):

Year Ended December 31,
2008 2009 2010
Revenues:
United States . . oot e 310,636 S 11,194 $14,056
United Kingdom ... 3,038 2,986 3,329
Restoftheworld ... ... 8,122 9,471 11,936
Total TEVENUES .o $21796 $23,6561 $29,321

As of December 31,

2009 2010
Long-lived assets:
United States ..o $9,432 $14,000
International . ... 1,898 2,289
Total Iong-lived @SSES . ...\ttt $11,330 $16,289
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 under the Exchange Act, as of the
end of the period covered by this Annual Report on Form 10-K.

Based on this evaluation, our chief executive officer and chief financial officer concluded that, as of
December 31, 2010, our disclosure controls and procedures are designed at a reasonable assurance level and are
effective to provide reasonable assurance that information we are required to disclose in reports that we file or
submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods
specified in the SEC’s rules and forms, and that such information is accumulated and communicated to our
management, including our chief executive officer and chief financial officer, as appropriate, to allow timely
decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended
December 31, 2010 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rule 13a-15(f) of the Exchange Act. Our management conducted an evaluation of the
effectiveness of our internal control over financial reporting based on the framework in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on this evaluation, management concluded that our internal control over financial reporting was effective as of
December 31, 2010. Management reviewed the results of its assessment with our Audit Committee. The
effectiveness of our internal control over financial reporting as of December 31, 2010 has been audited by Ernst &
Young LLP, an independent registered public accounting firm, as stated in its report which is included in Item 8 of
this Annual Report on Form 10-K.

Limitations on Effectiveness of Controls and Procedures

In designing and evaluating the disclosure controls and procedures, management recognizes that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives. In addition, the design of disclosure controls and procedures must reflect
the fact that there are resource constraints and that management is required to apply its judgment in evaluating
the benefits of possible controls and procedures relative to their costs.

ITEM 9B. OTHER INFORMATION

None.
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PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item will be included under the caption “Directors, Executive Officers and
Corporate Governance” in our Proxy Statement for the 2011 Annual Meeting of Stockholders to be filed with the
SEC within 120 days of the fiscal year ended December 31, 2010 (2011 Proxy Statement) and is incorporated
herein by reference. The information required by this item regarding delinquent filers pursuant to Item 405 of
Regulation S-K will be included under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in
the 2011 Proxy Statement and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item will be included under the captions “Director Compensation,” “Executive
Compensation” and “Directors, Executive Officers and Corporate Governance—Corporate Governance and Board
Matters—Compensation Committee Interlocks and Insider Participation” in the 2011 Proxy Statement and is
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item will be included under the captions “Common Stock Ownership of
Certain Beneficial Owners and Management” and “Equity Compensation Plan Information” in the 2011 Proxy
Statement and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item will be included under the captions “Certain Relationships and Related
Transactions” and “Directors, Executive Officers and Corporate Governance—Corporate Governance and Board
Matters—Director Independence” in the 2011 Proxy Statement and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item will be included under the caption “Independent Registered Public
Accounting Firm” in the 2011 Proxy Statement and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(@) We have filed the following documents as part of this Annual Report on Form 10-K:

1. Consolidated Financial Statements

Reports of Independent Registered Public Accounting Firm ... ... i i 47
Financial Statements:
Consolidated Balance Sheets ... ..o 49
Consolidated Statements of INCOME ... 50
Consolidated Statements of Stockholders’ Equity ... i i 51
Consolidated Statements of Cash Flows ... .. 52
Notes to Consolidated Financial Statements . ........ .. 53
2. Financial Statement Schedules
Schedule Il: Valuation and Qualifying Accounts
Charged to
Balance at Expenses/  Write-Offs,
Beginning of Against Net of Balance at
Allowance for Doubtful Accounts and Sales Credits Year Revenue Recoveries End of Year
(In millions)
Year ended December 31,2008 ... ...t $33 S 161 S (114) $80
Year ended December 31,2009 . ...t $80 $149 S(150) S79
Year ended December 31,2010 ... S79 $200 S(178) $101

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

sales credits are charged against revenues.

All other schedules have been omitted because they are not required, not applicable, or the required

information is otherwise included.

3. Exhibits

See the Exhibit Index immediately following the signature page of this Annual Report on Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly
authorized.

Date: February 11, 2011

GOOGLE INC.

By: /s/ ERIC E. ScHMIDT

Eric E. Schmidt
Chairman of the Board of Directors and
Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Eric E. Schmidt and Patrick Pichette, jointly and severally, his or her attorney-in-fact, with the power
of substitution, for him or her in any and all capacities, to sign any amendments to this Annual Report on Form
10-K and to file the same, with exhibits thereto and other documents in connection therewith, with the Securities
and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or his or her
substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report on Form 10-K has been
signed below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/ ERiC E.ScHMIDT

Eric E. Schmidt

/s/ PATRICK PICHETTE

Patrick Pichette

/s/  SERGEY BRIN

Sergey Brin

/s/ LARRY PAGE

Larry Page

/s/ L.JOHN DOERR

L. John Doerr

John L. Hennessy

Ann Mather

/s/  PaAULS. OTELLINI

Paul S. Otellini

/s/  K.RAM SHRIRAM

K. Ram Shriram

/S/ SHIRLEY M. TILGHMAN

Shirley M. Tilghman

Chairman of the Board of Directors
and Chief Executive Officer
(Principal Executive Officer)

Senior Vice President and Chief

Financial Officer (Principal Financial

and Accounting Officer)

President, Technology and Director

President, Products and Director

Director

Director

Director

Director

Director

Director

February 11, 2011

February 11, 2011

February 11, 2011

February 11, 2011

February 11, 2011

February 11, 2011

February 11, 2011

February 11, 2011



Exhibit
Number

EXHIBIT INDEX

Description

Incorporated by reference herein

Form Date

1.01

1.011

1.02

1.02.1

301 *

3.02 *

4.01

4.02

4.02.1

Form of Distribution Agreement, dated
April 20, 2007, among Google Inc.,
Morgan Stanley & Co. Incorporated,
Citigroup Global Markets Inc., Credit
Suisse Securities (USA) LLC and UBS
Securities LLC (Distribution
Agreement)

Amendment No. 1 to the Distribution
Agreement among Google Inc. and J.P.
Morgan Securities Inc. entered into as
of July 20, 2007

Form of Bidding Rules Agreement,
dated April 20, 2007, among Google
Inc., Morgan Stanley & Co.
Incorporated, as Auction Manager and
Bidder, Citigroup Global Markets Inc. as
Warrant Agent and Bidder and Credit
Suisse Securities (USA) LLC and UBS
Securities LLC, as Bidders (Bidding
Rules Agreement)

Amendment No. 1to the Bidding Rules
Agreement among Google Inc. and J.P.
Morgan Securities Inc., as Bidder
entered into as of July 20, 2007

Third Amended and Restated
Certificate of Incorporation of
Registrant, as filed on August 24, 2004

Amended and Restated Bylaws of
Registrant, effective as of August 18,
2004

Specimen Class A Common Stock
certificate

Form of Warrant Agreement, dated
April 20, 2007, among Google Inc.,
Citigroup Global Markets Inc. as
Warrant Agent, and Morgan Stanley &
Co. Incorporated, Citigroup Global
Markets Inc., Credit Suisse
Management LLC, and UBS AG,
London Branch, as Warrantholders
(Warrant Agreement)

Amendment No. 1to the Warrant
Agreement among Google Inc. and J.P.
Morgan Securities Inc., as
Warrantholder entered into as of

July 20, 2007

Current Report on Form 8-K April 23,2007
(File No. 000-50726)

Quarterly Report on Form 10-Q August 9, 2007
(File No. 000-50726)

Current Report on Form 8-K April 23,2007
(File No. 000-50726)

Quarterly Report on Form 10-Q August 9,2007
(File No. 000-50726)

Registration Statement on Form S-1,as  August 18,2004
amended (File No. 333-114984)

Current Report on Form 8-K April 23,2007
(File No. 000-50726)

Quarterly Report on Form 10-Q August 9, 2007
(File No. 000-50726)



Description

Incorporated by reference herein

Form

Form of Indemnification Agreement
entered into between Registrant, its
affiliates and its directors and officers

Amended and Restated License
Agreement, dated October 13, 2003, by
and between The Board of Trustees of
the Leland Stanford Junior University
and Google Inc.

License Agreement, dated July 2, 2001,
by and between The Board of Trustees
of the Leland Stanford Junior University
and Google Inc.

Google Executive Bonus Plan

Letter Agreement, dated August 16,
2005, between Shirley M. Tilghman
and Google Inc.

Offer Letter, dated June 6, 2008,
between Patrick Pichette and Google
Inc.

1998 Stock Plan, as amended

1998 Stock Plan—Form of stock option
agreement

2000 Stock Plan, as amended

2000 Stock Plan—Form of stock
option agreement

2003 Stock Plan, as amended

2003 Stock Plan—Form of stock
option agreement

2003 Stock Plan (No. 2), as amended

2003 Stock Plan (No. 2)—Form of
stock option agreement

2003 Stock Plan (No. 3), as amended

2003 Stock Plan (No. 3)—Form of
stock option agreement

2004 Stock Plan, as amended

2004 Stock Plan—Form of stock
option agreement

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Current Report on Form 8-K (File No.
000-50726)

Current Report on Form 8-K (File No.
000-50726)

Current Report on Form 8-K (File No.
00050726)

Quarterly Report on Form 10-Q
(File No. 000-50726)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Quarterly Report on Form 10-Q
(File No. 000-50726)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Quarterly Report on Form 10-Q
(File No. 000-50726)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Quarterly Report on Form 10-Q (File
No. 000-50726)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Quarterly Report on Form 10-Q (File
No. 000-50726)

Registration Statement on Form S-1, as
amended (File No. 333-114984)

Current Report on Form 8-K
(File No. 000-50726)

Annual Report on Form 10-K
(File No. 000-50726)

July 12, 2004

March 28,2007

June 25,2008

August 9, 2006

April 29, 2004

August 9, 2006

April 29,2004

May 10, 2007

April 29,2004

May 10, 2007

April 29, 2004

May 10, 2007

April 29,2004

May 17, 2010

March 30, 2005



Incorporated by reference herein

Exhibit

Number Description Form Date

10.11.2 ¥ 2004 Stock Plan—Form of Annual Report on Form 10-K March 30, 2005
restricted stock unit agreement (File No. 000-50726)

10.11.3 ¥ 2004 Stock Plan—Amendment to Registration Statement on Form S-3 April 20,2007
stock option agreements (File No. 333-142243)

10.11.4 ¥ 2004 Stock Plan—Form of stock Registration Statement on Form S-3 April 20, 2007
option agreement (TSO Program) (File No. 333-142243)

1012 ¥ AdMob, Inc. 2006 Stock Plan and Registration Statement on Form S-8 June 9, 2010
UK Sub-Plan of the AdMob, Inc. filed (File No. 333-167411)
2006 Stock Plan

1013 ¥ Applied Semantics, Inc. 1999 Stock  Quarterly Report on Form 10-Q August 9,2006
Option/Stock Issuance Plan, as (File No. 000-50726)
amended

1014 ¥ Click Holding Corp. 2005 Stock Registration Statement on Form S-8 March 28,2008
Incentive Plan (File No. 333-149956)

1015 ¥ Keyhole, Inc. 2000 Equity Incentive  Quarterly Report on Form 10-Q (File August 9,2006
Plan, as amended No. 000-50726)

1016 ¥ Picasa, Inc. Employee Bonus Plan Registration Statement on Form S-8  September 29, 2004

(File No. 333-119378)
1017 ¥ YouTube, Inc. 2005 Stock Plan Registration Statement on Form S-8  November 20, 2006
(File No. 333-138848)

21.01 * Subsidiaries of the Registrant

23.01 *  Consent of Independent Registered
Public Accounting Firm

2401 * Power of Attorney (incorporated by
reference to the signature page of
this Annual Report on Form 10-K)

31.01 * Certification of Chief Executive
Officer pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as
adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

31.02 * Certification of Chief Financial
Officer pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as
adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

3201 i Certifications of Chief Executive
Officer and Chief Financial Officer
pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

101INS **  XBRL Instance Document

101.SCH **  XBRL Taxonomy Extension Schema
Document

101.CAL **  XBRL Taxonomy Extension

Calculation Linkbase Document



Exhibit Incorporated by reference herein
Number Description Form Date
101.DEF ** XBRL Taxonomy Extension Definition
Linkbase Document
101.LAB ** XBRL Taxonomy Extension Label
Linkbase Document
101.PRE ** XBRL Taxonomy Extension Presentation

Linkbase Document

¥ Indicates management compensatory plan, contract, or arrangement.
T Confidential treatment has been requested for portions of this exhibit.
* Filed herewith.

i Furnished herewith.

XBRL (Extensible Business Reporting Language) information is furnished and not filed or a part of a

registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended,
and otherwise is not subject to liability under these sections.



Exhibit 31.01

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

l, Eric E. Schmidt, certify that:

1.

2.

I have reviewed this Annual Report on Form 10-K of Google Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 11, 2011

/s/ ERiC E. ScHMIDT

Eric E. Schmidt
Chairman of the Board of Directors and
Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.02

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

|, Patrick Pichette, certify that:

1.

2.

| have reviewed this Annual Report on Form 10-K of Google Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 11, 2011

/s/ PATRICK PICHETTE

Patrick Pichette
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.01

CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Eric E. Schmidt, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 10-K of Google Inc. for the fiscal year ended
December 31, 2010, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 and that information contained in such Annual Report on Form 10-K fairly presents, in all material
respects, the financial condition and results of operations of Google Inc.

Date: February 11, 2011

By: /s/  ERIC E. SCHMIDT
Name: Eric E. Schmidt
Title: Chairman of the Board of Directors and

Chief Executive Officer
(Principal Executive Officer)

|, Patrick Pichette, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 10-K of Google Inc. for the fiscal year ended
December 31, 2010, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 and that information contained in such Annual Report on Form 10-K fairly presents, in all material
respects, the financial condition and results of operations of Google Inc.

Date: February 11, 2011
By: /S/ PATRICK PICHETTE
Name: Patrick Pichette

Title: Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

The foregoing certifications are not deemed filed with the Securities and Exchange Commission for purposes
of Section 18 of the Securities Exchange Act of 1934, as amended (Exchange Act), and are not to be incorporated
by reference into any filing of Google Inc. under the Securities Act of 1933, as amended, or the Exchange Act,
whether made before or after the date hereof, regardless of any general incorporation language in such filing.
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This Annual Report (including

the Founders’ Letter) contains
forward-looking statements within
the meaning of the federal securities
laws. These forward-looking
statements include, but are not
limited to, statements related to
improvements to our search engine,
advertising systems, and products
and services. These forward-

looking statements are based on
current expectations, forecasts, and
assumptions and involve a number
of risks and uncertainties that

could cause actual results to differ
materially from those anticipated by
these forward-looking statements.
Such risks and uncertainties include
a variety of factors, some of which
are beyond our control. In particular,
such risks and uncertainties include
our ability to innovate and risks
relating to successful development
and marketing of our technology,
products, and services. Additional
factors that could cause results to
differ materially from those described
in these forward-looking statements
are included in our Annual Report
on Form 10-K for the fiscal year
ended December 31, 2010 under
the heading "Item 1A. Risk Factors."
These forward-looking statements
should not be relied upon as
representing our views as of any
subsequent date, and we undertake
no obligation to update any forward-
looking statements to reflect events
or circumstances after the date they
were made.

Directors and Officers
as of April 4, 2011

Directors

Eric E. Schmidt

Executive Chairman of the
Board of Directors

Google Inc.

Larry Page
Chief Executive Officer
Google Inc.

Sergey Brin
Co-Founder
Google Inc.

L. John Doerr
General Partner
Kleiner Perkins Caufield & Byers

John L. Hennessy
President, Stanford University

Ann Mather

Former Executive Vice President
and Chief Financial Officer

Pixar

Paul S. Otellini
President & Chief Executive Officer
Intel Corporation

K. Ram Shriram
Managing Partner, Sherpalo Ventures

Shirley M. Tilghman
President, Princeton University

Executive Officers

Eric E. Schmidt

Executive Chairman of the
Board of Directors

Larry Page
Chief Executive Officer

Sergey Brin
Co-Founder

Nikesh Arora
Senior Vice President and
Chief Business Officer

Shona L. Brown
Senior Vice President, Business Operations

David C. Drummond
Senior Vice President, Corporate
Development and Chief Legal Officer

Alan Eustace
Senior Vice President, Engineering
& Research

Patrick Pichette
Senior Vice President and
Chief Financial Officer

Stockholder Information

For further information about Google,
contact:

Investor Relations

Google Inc.

1600 Amphitheatre Parkway
Mountain View, California 94043
irgoog@google.com

You may also visit the investor relations
portion of our website at:
http://investor.google.com

If you wish to receive stockholder
information online, you can register at:
http://google.client.shareholder.com/
alerts.cfm?

Google's Class A common stock trades
on the Nasdaq Global Select Market
under the ticker symbol “GOOG.”

Transfer Agent and Registrar
Computershare Trust Company, N.A.
P.O. Box 43078

Providence, Rhode Island 02940
866-298-8535

781-575-2879
http://www.computershare.com

Independent Registered Public
Accounting Firm
Ernst & Young LLP
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