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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 web sites and our Google Network members' web sites, particularly with those members to
whom we have guaranteed minimum revenue share payments.

Our international revenues have grown as a percentage of our total revenues from 52% in the three months ended
June 30, 2008 to 53% in the three months ended June 30, 2009. This increase in the portion of our revenues derived
from international markets results largely from increased acceptance of our advertising programs, and our continued
progress in developing localized versions of our products in these international markets. The increase in the proportion of
international revenues derived from international markets increases our exposure 1o fluctuations in foreign currency to
U.S. dollar exchange rates. For example, in the second quarter of 2009, the general strengthening of the U.S. dollar
relative to foreign currencies (primarily the British pound and the Euro) as compared to the second quarter of 2008 had
an untavorable impact on our revenues. We have a foreign exchange risk management program that is designed to
reduce our exposure to fluctuations in foreign currencies; however, this program will not fully offset the effect of
fluctuations on our revenues and earnings.

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

Three Months Ended June 30, Six Months Ended June 30,
2008 2009 2008 2009
b B b b e , o (unaudited)
Consolidated Statements of Income Data: - R S EENRDU B
Re s ~100.0%  100.0% 100.0% 100.0%
Costsantiexpenses: o0 s L T T e R
. Costofrevenues 40.0 382 40.4 38.2
“ Research:and development. ~ © PRI - 4 1287 12.8 C {22
ind marketing _ ‘ 9.0 8.5 8.8 8.2
“@eneral and administrative- - - AR - 1 SR _66: . __ 84 - .73
Tptal costs and expenses N _ _ 70.6 66.1 70.4 65.9
ingome fromyopérations. .~ . U0 s 2940 389 296 .34
Interest gpd other income (expense), net _ 1.1 (0.3) 2.1 g0.1)
Jefore indome taxes & il e U 8008 .- 336 31.7 - 34.0
rincome taxes | | 13 6.7 75 7.6
S i e L T T o e T 06 0% 248%  _264%

Revenues

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

Three Months Ended June 30, Six Months Ended June 30,

2008 2009 2008 2008

e (unaudited)

Advertising revenues: © i - T T B T e - - '

~ Google web sites | - $ 35301 $ 36526 $ 69306 $ 7,3455
L GhogleNework web sites 0 T e 18568 (16885 - 8,3414 . 3,3215
Total advertising revenues L _ _ 5,185.4 5,336.1 10,2720 10,667.0
Licensing and other revenues:~ NI L4818 186.8 0 281.3- - 364.9
Revenues $ 53672 $ 55229 $10,553.3 $ 11,031.9
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The following table presents our revenues, by revenue source, as a percentage of total revenues for the periods
presented:

Three Months Ended June 30, Slx Months Ended June 30,
2008 2009 2008 2009
e . e (unaudited) : :
Google web sites . ee%  e6%  66% 7%
L Gobglé Netwdrk web:sites - o8 e 0 8 31 - 30
Total advertising revenues o 97 97 a7 97
es as.% of advertising. - e e T ,
85 Tl S R SRRt ;- B BB BRI <Y 4 S . 69
Google Network web sites as % of
L Bdvertising revenues L = | 32 33 31
Licehsihgand otherrevenues - < 0L 8% U -B8% - o 8% _ 3%

The growth in our advertising revenues from the three months ended June 30, 2008 to the three months ended
June 30, 2009, and from the six months ended June 30, 2008 to the six months ended June 30, 2009 resulted from an
increase in the number of paid clicks generated through our advertising programs as well as hedging gains recognized
from our foreign currency risk management program, partially offset by a decrease in the average cost-per-click paid by
our advertisers. The inctease 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, our
advertiser base, and our user base. 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 (primarily the British pound and the
Euro), as well as changes in geographical mix due to traffic growth in emerging markets compared to more mature
markets. In addition, the decrease in the average cost-per-click was due to how we believe advertisers managed their
advertising costs in response to continuing weak economic conditions. Specifically, we believe that as a result of the
general economic downturn, advertisers, in aggregate, have lowered their bids for keywords in response to a decrease in
the sales they are able to make per paid click.

From the three months ended June 30, 2008 to the three months ended June 30, 2009, advertising revenue growth
for Google web sites and Google Network members' sites resulted primarily from an increase in aggregate traffic, certain
monetization improvements, and the continued global expansion of our products, our advertiser base and our user base.
From the six months ended June 30, 2008 to the six months ended June 30, 2009, advertising revenue growth for Geogle
web sites resulted primarily from an increase in aggregate traffic, certain monetization improvements, and the continued
global expansion of our products, our advertiser base and our user base. From the six months ended June 30, 2008 to
the six months ended June 30, 2009, revenues generated from Google Network members’ sites were relatively
unchanged.

Improvements in our ability to ultimately monetize increased traffic primarily refate to enhancing the end user
experience, including providing end users with ads that are more relevant to their search queries or to the content on the
Google Network members’ web sites they visit. These improvements have included, for instance, continued
enhancements to the web search results page, a reduction in minimum cost-per-click to show more good quality ads, a
change to the formula used to determine which ads appear at the top of our search results pages, and a change to the
clickable area around our AdSense for content text-based ads to only the title and URL to reduce the number of
accidental clicks. In addition, these improvements have included certain changes to further enhance the accuracy of our
quality scoring, which is our measurement of an ad's click-through rate and other relevancy factors.

Aggregate paid clicks on Google web sites and our Google Network members’ web sites increased 15% from the
three months ended June 30, 2008 io the three months ended June 30, 2009 and 16% from the six months ended
June 30, 2008 to the six months ended June 30, 2009 and decreased 2% from the three months ended March 31, 2009
to the three months ended June 30, 2009. Average cost-per-click on Google web sites and our Google Network
members’ web sites decreased 13% from the three and six months ended June 30, 2008 to the three and six months
ended June 30, 2009 and increased 5% from the three months ended March 31, 2009 to the three months ended
June 30, 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 or may in the future fluctuate because of various factors including the revenue
growth rates on our web sites compared to those of our Google Network members, advertiser competition for keywords,
changes in foreign currency exchange rates, seasonality, the fees adverlisers are willing to pay based on how they
manage their advertising costs, and the recent economic downturn. In addition, traffic growth in emerging markets
compared to more

31



mature markets and across various advertising verticals also contributes to these ﬂu_ctuations.lChanggs in aggreggte 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.

Revenues by Geography

Domestic and international revenues as a percentage of consolidated revenues, determined based on the billing
addresses of our advertisers are set forth below:

Three Months Ended June 30, Six Months Ended June 30,
2008 2009 2008 2009
_ o ] {unaudited) ‘ )
- {1 AT T 4B% _ - 48%
4% Lo 18% 15% . 13%
e e A% 37% T 39%

The growth in international revenues (other than the United Kingdom) as a percentage of consolidated revenues
from the three and six months ended June 30, 2008 to the three and six months ended June 30, 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, as well as hedging gains recognized under our foreign exchange risk
management program, partially offset by the effect of the general economic downturn and a general strengthening of the
U.S dollar compared to foreign currencies (primarily the Euro). The decrease in revenues from the United Kingdom as a
percentage of consolidated revenues from the three and six months ended June 30, 2008 to the three and six months
ended Juns 30, 2009 resuited largely from the effect of the general economic downturn and a general strengthening of
the U.S. doliar compared to the British pound, parially offset by hedging gains recognized to revenues under our foreign
exchange risk management program during these periods.

The general strengthening of the U.S. dollar relative to foreign currencies {primarily the British pound and the Euro)
from the three months ended June 30, 2008 to the three months ended June 30, 2009 had an unfavorable impact on our
international revenues (international revenues increased $113.6 million during this period). Had foreign exchange rates
remained constant in these periods, our total revenues would have been approximately $497 million, or 9.0%, higher in
the three months ended June 30, 2009. This is before consideration of hedging gains recognized to revenues of
$123.7 million and $4.8 million in the three months ended June 30, 2009 and June 30, 2008.

The general strengthening of the U.S. doltar relative to foreign currencies (primarily the British pound and the Euro)
from the six months ended June 30, 2008 to the six months ended June 30, 2009 had an unfavorable impact on our
international revenues (international revenues increased $344.9 million during this period). Had foreign exchange rates
remained constant in these periods, our total revenues would have been approximately $926 million, or 8.4%, higher in
the six months ended June 30, 2009. This is before consideration of hedging gains recognized to revenues of
$277.8 million and $4.9 million in the six months ended June 30, 2009 and June 30, 2008.

Although we expect to continue to make investmenits in international markets, they may not result in an increase in
our international revenues as a percentage of total revenues in the remainder of 2009 or thereafter. See Note 13 of Notes
to Consolidated Financial Statements included in Part I, ltem 1 of this Quarterly Report on Form 10-Q for additional
information about geographic areas.

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 web site (collectively referred to as distribution arrangements). These amounts are primarily based
on the revenue share arrangements with our Google Network members and distribution partners.

Cenrain AdSense agreements obligate us to make guaranteed minimum revenue share payments to Google Network
members based on their achieving defined performance terms, such as number of search queries or advertisements
displayed. These fees may be paid in advance or in arrears and are non-refundable but are subject to adjustment based
on the achievement of the defined performance terms. In addition, the arrangements are terminable at will, although
under the terms of certain contracts we or our Google Network members may be subject to penalties in the
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