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economic conditions as well as budgeting and buying patterns. For example, in 1999, advestisers spent heavily on internet
advertising. This was followed by a lengthy downturn in ad spending on the web. 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.

Ifwe 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 vesults 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 preducts 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 nsers
may become dissatisfied and move to a competitor’s products and services. 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 matket 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.

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

We generated approximately 99% of our revenues in 2007 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
advertising with us does not generate sales leads, and ultimately customers, or if we do not deliver their advertiserents in
an appropriate and effective manner. If we are unable to remain competitive and provide value to our advertisers, they may
stop placing ads with us, which would negatively harm onr revenues and business. In addition, expenditures by advertisers
tend to be cyclical, reflecting overall economic conditions and budgeting and buying patterns. Any decreases in or delays
in advertising spending due to general economic conditions could reduce our revenues or negatively impact cur ability to
GrOW OUr revenues.

We rely on our Google Wetwork members for a significant portion of our revenues, and we benefit from our association
with them. The loss of these members couldd adversely affect our business.

We provide advertising, web search and other services to members of our Google Network, which accounted for
35% of our revenues in 2007. Some of the participants in this network may compete with us in one or more areas. They
may decide in the future to terminate their agreements with us. If our Google Network members decide to use a
competitor’s or their own web search or advertising services, our revenues would decline. Our agreements with a few of
the fargest Google Network members account for a significant portion of revenues derived from our AdSense program.
our relationship with one or more laxge Google Network members were terminated or renegotiated on terms less

favorable to us, our business conld be adversely affected.

Also, certain of our key network members operate high-profile web sites, and we derive tangible and intangible
benefits from this affiliation. ¥ ene or more of these key relationships is terminated or not renewed, and is not replaced
with a comparable relationship, our business would be adversely atfected.

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

We have experienced, and continue to experience, rapid growth in our headeount 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
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brand and operating results. Our expansion and growth in international markets heightens these risks as a result of the
particular challenges of supporting a rapidly growing business in an environment of multiple languages, cultures, customs,
legal aystems, alternative dispute systems, regulatory systems and corumercial infrastructures. To effectively manage this
growth, we will need to continue to improve our operational, financial and management controls and our reporting
systerns and procedures. These systems enhancements and improvements will require significant capital expenditures and
matagemert resources. Failure to implement these improvements could hurt our ability to manage our growth and our
financial position.

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

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. If we fail to maintain 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 could vesult in opevating difficulties, dilution and other harmful conseguences.

We do not have a great deal of experience acquiring companies, and the companies we bave acquired have typically
been small. We frequently evaluate and enter into discussions regarding a wide array of potential strategic transactions.
Any of these transactions could be material to our financial condition and results of operations. In addition, the process of
integrating an acquired compary, business or technology may create unforeseen operating difficuities and expenditures
and is risky. The areas where we may face risks include:

o Dmplementation or remediation of controls, procedures and policies at the acquired company.

o Diversion of management timve and focus from operating our business to acquisition integration challenges.

»  Coordination of sales and marketing functions.

o Cultural challenges associated with integrating employees from the acquired company into our organization.

o Retention of employees from the businesses we acquire.

+  Integration of each company’s accounting, management information, human resource and other administrative

systems.

Foreign acquisitions involve anique risks in addition to those mentioned above, including those related to
integration of operations across different cultures and languages, currency risks and the particular economic, political and
regulatory risks associated with specific countries.

Future acquisitions or dispositions could also result in dilutive issnances of our equity securities, the incurrence of
debt, contingent liabilities or amortization expenses, or write-offs of goodwill, any of which could harmm our financial
condition. Future acquisitions may require us to obtain additional equity or debt financing, which may not be available on
favorable terms or at all. Also, the anticipated benefit of many of cur acquisitions may not materialize. For example, we
have yet to realize significant revenne benefits from our acquisitions of dMarc Broadcasting (Audio Ads}, YouTube or
Postini.

Our infernational operations ave subject to increased risks which could harn our business, operating vesults and
Jinancial condition.

International revenues accounted for approximately 48% of our total revenues in 2007, and more than half of our
user teaffic came from outside the U.S. during this period. We have limited experience with operations cutside the U.S.
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and our ability to manage our business and conduct our operations internationally requires considerable management
attention and resources and is subject to a number of risks, including the following:

o Challenges caused by distance, language and cultural differences and by doing business with foreign agencies
and governments.

o Difficulties in developing products and services in differert languages and for different cultures.

«  Longer payment cydes in some countries.

+  Credit risk and higher levels of payment fraud.

o Currency exchange rate fluctuations.

»  Foreign exchange controls that might prevent us from repatriating cash earmed in countries outside the 1.8,

o Dmport and export requirements that may prevent us from shipping products or providing services to a particular
market and may increase our operating costs.

o Political and economic instability.
s Potentially adverse tax consequences,

«  Higher costs associated with dsing business internationally.

In addition, compliance with complex foreign and U.S. laws and regulations that apply to our intersational
operations increases our cost of doing business in international jurisdictions and counld expose us or our eruployees to fines
and penalties. These numerous and sometimes conflicting laws and regulations include import and export requirements,
content requirements, trade restrictions, tax laws, sanctions, internal and disclosure control rules, data privacy
requirements, labor relations laws, U.S. laws such as the Foreign Cowrupt Practices Act, and local laws prohibiting corrupt
payments to governmental officials. Viclations of these laws and regulations could result in fines, criminal sanctions
against us, our officers or our employees, prohibitions on the conduct of our business and damage to our reputation.
Although we have implemented policies and procedures designed te ensure compliance with these laws, there can be no
assurance that our employees, contractors or agents will not violate our policies. Any such violations could incdude
probibitiens oo cur ability to offer cur products and services 1o one or more countries, and could also materially damage
our reputation, our brand, our international expansion efforts, our ability to attract axd retain employees, our business and
our operating results.

Our corporate culture has contributed to our success, and if we cannot maintain this culture as we grow, we could lose
the innovation, creativity and teamwork fostered by our culture, and our business may be harmed.

We believe that a critical contiibutor to our success has been our corporate culture, which we believe 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 intellectual property vights are valuable, and any inability fo protect them could reduce the value of our
products, services and brand,

Our patents, trademarks, trade secrets, copyrights and other intellectual property rights are huportant assets for us.
Various events outside of our control pose a threat to our intellectual property rights as well as to our products and
services. 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 owr
proprietary rights rnay not be sufficient or effective. Any significant impaiounent of cur intellectual property rights could
harm our business or 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.



Although we seek to obtain patent protection for our innovations, it is possible we may not be able to protect some
of these innovations. In addition, given the costs of obtaining patent protection, we may choose not to protect certain
inrovations that later turn out to be important. Furthenmore, there is always the possibility, despite our efforts, that the
scope of the protection gained will be insnfficient or that an issued patent may be deemed invalid or unenforceable.

We also face risks associated with our trademarks. For example, there is a sk that the word "Google” could become
so commenly used that it becomes synonymons 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.

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

We are, and may in the future be, subject to intellectual property vights claims, which are costly to defend, could
reguire us to pay damages and could limit our ability to use certain technologies in the future.

Companies in the internet, technology and media industries own large numbers of patents, copyrights, tradernarks
and trade secrets and frequently enter into litigation based on allegations of infringernent or other violations of intellectual
property rights. As we have grown, the intellectual property tghts claims against us have increased. Qur products, services
and technologies may not be able to withstand any third-party claims and regaxdless of the merits of the dlaim, intellectual
property claims are often time-consuming and expensive to litigate or settle. In addition, to the extent claims against us ave
successful, we may have to pay substantial monetary damages or discontinue any of our services or practices that are found
to be in violation of another party’s rights. We also may have to seek a license to continue such practices, which may
significartly increase our operating expenses. In addition, many of our agreements with members of our Google Network
and other partners require us to indemnify these members for certain thixd-party intellectual property infringement
claims, which would increase our costs as a result of defending such daims and may require that we pay damages if there
were ant adverse ruling in any such claims.

Companies have filed trademark infringement and related claims agaiost us over the display of ads in response to
user queries that include trademark terms. The outcomes of these lawsnits have differed from judsdiction to jurisdiction.
Courts in France have held us liable for allowing advertisers to select certain trademarked terms as keywords. We are
appealing those decisions. We were also subject to two lawsuits in Germany on similar matters where the courts held that
we are not Hable for the actions of our advertisers prior to notification of trademartk tghts. We are litigating or have
recently litigated similar issues in other cases in the U.S,, France, Germany, Israel, Italy, Austria and Australia.

We have also had copyright claims filed against us alleging that features of certain of our products and services,
including Google Web Search, Google News, Google Video, Google Image Search, Google Book Search and YouTube,
infringe another party’s rights. Adverse results in these lawsuits may include awards of substantial monetary damages,
costly royalty or licensing agreements or orders preventing us from offering certain functionalities, and may also resultina
change in our business practices, which could result in aloss of revenue for us or otherwise harm our business. In addition,
any time one of our products or services links to or hosts material in which others allegedly own copyrights, we face the
risk of being sued for copyright infringement or related claims. Because these products and services comprise the majority
of our products and services, the risk of harm from such lawsuits conld be substantial.

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

From time to time, concermns have been express;ed about whether our products and services coOmpromise 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
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policies, any failure or perceived failure to comply may resuit in proceedings or actions against us by government entities
ot others, which could potentially bave 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 i 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 busixess is likely to increase as we expand
the number of web based products and services we offer as well as increase the number of countries where we operate.

A number of legislative proposals pending before the U.S. Congress, various state legislative bodies and foreign
governments concern data protection. In addition, the interpretation and application of data protection laws in Europe
and elsewhere are still 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 possibiity of fines, this could result in an order requiring
that we change our data practices, which could have an adverse effect en 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.

Our business is subject to a vaviety of U.S. and foreign laws that 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. For example, the
faws relating to the liability of providers of online services are currently nnsettled both within the U.S. and abroad. Claims
have been threatened and filed under both U.S. and foreign law for defamation, libel, slander, invasion of privacy and other
tort claims, unlawfol activity, copyright and trademark infringerment, 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 curusers.

In addition, the Digital Millennium Copyright Act has provisions that limit, but do not necessarily eliminate, our
tability for listing or linking to third-party web sites that include materials that infringe copyrights or other rights, so long
as we comply with the statutory requirements of this act. The Child Online Protection Act and the Children’s Online
Privacy Protection Act restzict the distribution of materials considered barmful 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 fnternational rmarkets
and may be subject to additional regulations.

Any failure on our part to comply with these laws and regulations may subject us to additional liabilities.

We compete internationally with local information providers and with U.S. competitors who are currently more
successful than we are in various markets, and if we fail to compete effectively in international markets, our business will
be harmed.

We face different market characteristics and competition outside the U.S. In certain markets, other web search,
advertising services and internet companies have greater brand recognition, more users and more search traffic than we
have. Even in countries where we have a significant user following, we may not be as successtul in generating advertising
revenue due to slower market development, our inability to provide attractive local advertising services or other factors. In
order to compete, we need to improve our brand recognition and our selling efforts internationally and build stronger
relationships with advertisers. We also need to better understand our international users and their preferences. If we fail to
do so, our global expansion efforts may be more costly and less profitable thax we expect.
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Our business may be adversely affected by malicious applications that interfere with, or exploit security flaws in, our
products and services.

Our business may be adversely affected by malicious applications that make changes to our users’ computers and
interfere with the Google expedence. These applications have in the past attempted, and may in the future attempt, to
change our users’ internet experience, including hijacking queries to Google.com, altering ox replacing Google search
results, or otherwise interfering with our ability to connect with our users. The interference often occurs without
disclosure to or consent from users, resulting in a negative experience that users may associate with Google. These
applications may be difficult or impossible to uninstall or disable, may reinstall themselves and may circumvent other
applications’ efforts to block or remove them. In addition, we offer a number of products and services that our users
download to their computers or that they rely on to store information and transmit information to others over the
internet. These products and services are subject to attack by viruses, worms and other malicious software programs,
which could jeopardize the security of information stored in a user’s computer or in our computer systems and networks.
The ability to reach users and provide them with a superior experience is critical to our success. If our efforts to combat
these malicious applications are unsuccessful, or if our products and services have actual or perceived vulnerabilities, our
reputation may be harmed and our user traffic could decline, which would damage our business.

Proprietary document formats may limit the effectiveness of our search technology by preventing our technology from
accessing the content of documents in such formats, which could limii the effectiveness of our products and services.

Alarge amount of information on the internet is provided in proprietary document formats such as Microsoft Word.
The providers of the software application used to create these documents could engineer the document format to prevent
ot interfere with our ability to access the document contents with our search technology. This would mean that the
document contents would not be included in our search results even if the contents were directly relevant to a search. The
software providers may also seek to require us to pay them royalties in exchange for giving us the ability to search
documents in their format. If the software provider also competes with us in the search business, they may give their
search technology a preferential ability to search documents in their proprietary format. Any of these results could baom
our brand and our operating results.

New technologies could block our ads, which would harm our business.

Techuologies may be developed that can block the display of our ads. Most of our revenues are derived from fees
paid to us by advertisers in connection with the display of ads on web pages. As a result, ad-blocking technology could, in
the future, adversely affect our operating results.

Ifwe fail to detect click fraud or other invalid clicks, we could face additional litigation as well as lose the confidence
of our advertisers, which would cause our business to suffer.

We are exposed to the risk of fraudulent clicks and other invalid clicks on our ads from a variety of potential sources.
We have regularly refunded fees that our advertisers have paid to us that were later attributed to click fraud and other
invalid clicks, and we expect to do so in the future. Invalid clicks are clicks that we have determined are not intended by the
user to link to the underdying content, such as inadvertent clicks on the same ad twice and clicks resolting from dick frand.
Click fraud occurs when a user intentionally dicks on a Google AdWords ad displayed on a web site for a reason other
than to view the underlying content. If we are unable to stop these invalid clicks, these refunds may increase. If we find
new evidence of past invalid clicks we may issue refunds retroactively of amounts previously paid to our Google Network
merubers, This would negatively affect our profitability, and these invalid clicks could hurt our brand. I invalid dicks are
not detected, the affected advertisers may experience a reduced retum on their investment in cur advertising programs
becanse the invalid clicks will not lead to potential revenue for the advertisers. This could lead the advertisers to become
dissatisfied with our advertising programs, which has led to litigation alleging click fraud and could lead to further
litigation, as well as to a loss of sdvertisers and revenues.



Index spammers could harm the integrity of our web search vesults, which could damage our repusation and cause our
users to be dissatisfied with our products and services.

There is an ongoing and increasing effort by “index spammers” to develop ways to manipulate our web search results.
For example, because our web search technology ranks a web page’s relevance based in part ox the importance of the web
sites that link to it, people have attempted to link a group of web sites together to manipulate web search results. We take
this problem very seriously because providing relevant information to users is critical to our success. If onr efforts to
combat these and other types of index spamming are unsuccessful, our reputation for delivering relevant information
could be diminished. This could result in a decline in user traffic, which would damage our business.

Hwewere to lose the services of Evic, Larvy, Sergey or other members of our senior management team, we may not be
able to execute our business sirategy.

Our future snccess depends in a large part upon the continued service of key membews of our senior management
team. In particular, our CEQ, Eric Schmidt, and our founders, Larry Page and Sergey Brin, 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 barm our business.

We rely on highly skilled personnel and, if we are unable to retain or motivate key personnel or hive qualified
personnel, 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. Our continued ability to compete effectively depends on our ability to attract new employees and
to retain and motivate cur existing employees.

We have in the past maintained a rigorous, highly selective and time-consuming hiring process. We believe that our
approach to hiring has significantly contributed to our success to date. As we grow, our hiring process may prevent us from
hiring the personnel we need in a timely manner. In addition, as we become a more mature company, we may find our
recruiting efforts more challenging. The incentives to attract, retain and motivate employees provided by our equity award
grants may not be as effective as in the past. 1o addition, our other current and future compensation arrangements, which
include cash bonuses and our transferable stock option {TSO) program, may not be successfal in attracting new
employees and retaining and motivating our existing employees. If we do not succeed in attracting excellent personnel or
retaining or motivating existing personnel, we may be unable to grow effectively.

We have a short operating history and a velatively new business model in on emerging and rapidly evolving market.
This makes it difficult to evaluate our future prospects and may increase the visk that we will not continue fo be
successful.

We first derived revenue from our online search business in 1999 and from our advertising services in 2000, and we
have only a short operating history with our cost-per-click advertising model, which we lasached in 2002 and owr
cost-per-impression advertising model which we launched in the second quarter of 2005, As a result, we have little
operating history to aid in assessing our future prospects. Also, we derive nearly all of our revenues from online
advertising, which is an immature industry that has undergone rapid and dramatic changes in its short history. We will
encounter risks and difficulties as a company operating in a new axnd rapidly evolving market. We may not be able to
successfully address these risks and difficulties, which could materially harm our business and operating results.
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More individuals are using non-PC devices 1o access the internet. If users of these devices do not widely adopt versions
of our web search technology developed for these devices, onr business conld be adversely affected.

The number of people who access the internet through devices other than personal computers, including mobile
telephones, personal digital assistants (PDYAs), smart phones and handheld conputers and video game consoles, as well as
television set-top devices, has increased dramatically in the past few years. The lower resolution, functionality and memory
associated with alternative devices make the use of our products and services through such devices more difficult. If we are
unable to attract and retain a substantial number of alternative device users to our web search services or if we are slow to
develop products and technologies that are more compatible with non-PC communications 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.

We may have difficulty scaling and adapting our existing architectyre to accommeodate increased traffic and
technology advances or changing business vequirements, which could lead to the loss of users, advertisers and Google
Network members, and cause us to incur expenses to make architectural changes.

To be successtul, our network infrastructure has to perform well and be reliable. The greater the user traftic and the
greater the comuplexity of our products and services, the more computing power we will need. We bave spent and expect to
continue to spend substantial amounnts on the purchase and lease of data centers and equipment and the upgrade of our
technology and network infrastructure to handle increased traffic on our web sites and to roll out new products and
services. This expansion is expensive and complex and could result in inefficiencies or operational failures. If we do not
expand successfully, or if we experience inefficiencies and operational failures, the quality of our products and services and
our users’ experience could decline. This could damage our reputation and lead us to lose current and potential users,
advertisers and Google Network members. Cost increases, loss of traffic or failure to accommodate new technologies or
changing business requirements could harm our operating results and financial condition.

We rely on bandwidth providers, data centers and others in providing products and services fo our users, and any
Jailure or interruption in the seyvices and products provided by these third parties could damuge our reputation and
harm our ability to operate our business.

We rely on vendors, inchuding data center and bandwidth providers in providing products and services to our users.
Any disruption in the network access or colocation services provided by these providers or any failure of these providers to
handle current or higher volumes of use could significantly harm our business. Any financial or other difficulties our
providers face may have negative effects on our business. We exercise little control over these vendors, which increases our
vuluerability to problerms with the services they provide. We license technology and related databases to facilitate aspects
of our data center and connectivity operations including internet traffic management services. We have experienced and
expect to continue to experience interruptions and delays in service and availability for such elements. Any errors, fallures,
interruptions or delays in connection with these technologies and information services could harm our relationship with
users, adversely affect our brand and expose us to liabilities.

Our systems are also heavily reliant on the availability of electricity. If we were to experience 2 major power outage,
we would have to rely on back-up generators. These back-up generators may not operate properly and their fuel supply
could be inadequate during a major power outage. This could result in a disruption of our business.

Our business depends on continued and unimpeded access 1o the internel by us and our users. Infernct access
providers may be able fo block, degrade or charge for access to certain of our products and services, which coudd 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 significart bandwidth to work effectively. Currently, this access is provided by companies that have siguificant and
increasing market power in the broadband and intemet access marketplace, including incumbent telephone companies,
cable companies and mobile communications companies. Some of these providers have stated that they may take

27



measures that could degrade, disrupt or increase the cost of user access to certain of our products by restricting or
probibiting the use of their infrastructure to support or facilitate our offerings, or by charging increased fees to us or owr
users to provide our offerings. These activities may be permitted in the U.S. after recent regulatory changes, including
recent decisions by the ULS. Supreme Court and Federal Communications Comumission. While interference with access to
our popular products and services seems unlikely, such carrier 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
reverne and growth.

Interruption or failure of our information technology and communications systems could hurt our ability fo
effectively provide our products and services, which could damuge our reputation and harm our operating vesulfs.

The avadlability of our products and services depends on the continuing operation of our information technology and
communications systems. Any damage to or failure of our systems could result in interruptions in our service, which could
reduce our revenues and profits, and damage our brand. 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 systerus. 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 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.

Our business depends on increasing use of the internet by users searching for information, advertisers marketing
products and services and web sites seeking to earn vevenue to support their web content. If the internet infrastructure
does not grow and is not maintained to support these activities, our business will be harmed.

Our success will depend on the continued growth and maintenance of the internet infrastructure. This includes
maintenance of a reliable network backbone with the necessary speed, data capacity and security for providing reliable
internet services. Internet infrastructure may be nnabde to support the demands placed on it if the number of internet users
continues to increase, or if existing or future internet users access the internet more often or increase their bandwidth
requirements. In addition, viruses, worms and similar programs may haou the performance of the internet. The internet
has experienced a variety of outages and other delays as a result of damage to portions of its infrastructure, and could face
outages and delays in the future. These outages and delays could reduce the level of internet usage as well as our abiity to
provide our solutions.

Payments to certain of our Google Network members have exceeded the related fees we receive from our advertisers,

We are obligated under certain agreements to make non-cancelable 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. In these agreements, we promise to make these minimum payments to the Google Network
member for a pre-negotiated period of time. At December 31, 2007, our aggregate outstanding non-cancelable guaranteed
minimuim revenue share commitments totaled $1.75 billion through 2012 compared to $1.17 billion at December 31,
2006. 1t is difficalt to forecast with certainty the fees that we will earn under agreements with guarantees, and sometimes
the fees we earn fall short of the guaranteed minimum payment amounts.

We rely on outside providers for our worldwide billing, collection, payment processing and payroll. If these outside
service providers are not able to fulfill their service obligations, our business and operations could be disrupted, and our
operating resulis could be harmed.

Outside providers perform various functions for us, such as worldwide billing, collection, payment processing and
payroll. These functions are critical to our operations and involve sensitive interactions between us and our advertisers,
partuers {e.g., Google Network members) and employees. Although we have implemented service level agreements and
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have established monitoring controls, if we do not successfully manage our service providers or if the service providers do
not perform satisfactorily to agreed-upon service levels, our operations could be distupted resulting in advertiser, partner
or employes dissatisfaction. In addition, our business, reputation and operating results could be adversely affected.

To the extent our revenues are paid in foreign currencies, and currency exchange rates become unfavorable, we may
lose some of the economic value of the revenyes in U.S. dollar terms.

As we expand our intemational operations, more of our customers may pay us in foreign currencies. Conducting
business in currencies other than US. dollars subjects us to fluctuations in currency exchange rates. If the currency
exchange rates were to change unfavorably, the value of net receivables we receive in foreign currencies and later convert
to ULS. dollars after the unfavorable change would be diminished. This could have 3 negative imepact on our reported
operating results. Hedging strategies, such as forward contracts, options and foreign exchange swaps related to transaction
exposures, that we have implemented or may implement to mitigate this risk may not eliminate our exposure to foreign
exchange fluctuations. Additionally, hedging programs expose us to risks that could adversely affect our operating results,
including the following:

e We have limited experience in implementing or sperating hedging programs. Hedging programs are inherently
risky and we could lose money as a result of poor trades.

¢ We may be unable to hedge currency risk for some transactions or match the accounting for the hedge with the
exposure because of a high level of uncertainty or the inability to reasonably estimate cur foreign exchange
exposures.

s We may be unable to acquire foreign exchange hedging instruments in some of the geographic areas where we
do business, or, where these derivatives are available, we may not be able to acquire enough of them to fully
offset our exposure.

o We may deterruine that the cost of acquiring a foreign exchange hedging instrument outweighs the benefit we
expect to derive from the derivative, in which case we would not purchase the derivative and be exposed to
unfavorable changes in currency exchange rates.

We may have exposure to greater than anticipated tax labilities,

Our future income taxes could be adversely affected by eamings being lower than anticipated in jurisdictions where we
have lower statutory rates and higher than anticipated in jurisdictions where we have higher statutory rates, by changes in the
valuation of our deferred tax assets and lisbilities or by changes i tax laws, regulations, accounting principles or
interpretations thereof. Our determination of our tax liability is always subject to review by applicable tax authorities. Any
adverse outcome of such a review 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 uitimate 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 has been and may continue to be volatile.

The trading price of our Class A common stock has been volatile since our initial public offering and will likely
continue to be volatile. 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:

° Q»uartedy variations in our results of operations or those of our competitors.

s Announcements by us or our competitors of acquisitions, new products, significant contracts, commercial
relationships or capital commitments.
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e Recommendations by securities analysts or changes in earnings estimates.

s 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 sarnings.

»  Announcements by our competitors of their earnings that are not in line with analyst expectations.
o The volume of shares of Class A common stock available for public sale.
o BSales of stock by us or by our stockholders.

s Short sales, hedging and other derivative transactions on shares of our Class A common stock {including
derivative transactions under our TSO progtam)

[n addition, the stock market in general, and the market for techuology companies in particular, have experienced
extreme price and volume fluctnations that have often been unrelated or disproportionate to the operating performance of
those companies. These broad market and industry factors may seriously 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
compaxies. This litigation, if instituted against us, could result in substantial costs and a diversion of our management’s
attention and resources.

We do not intend to pay dividends on our common stock.

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

The concentration of our capital stock ownership with our founders, executive officers and our divectors and their
affiliates will limit onr stockholders” ability to influence corporate matiers.,

Our Class B common stock has 10 votes per share and our Class A common stock has one vote per share. As of
December 31, 2007, our founders, executive officers and directors (and their affiliates) together owned shares of Class A
common stock, Class B common stock and other equity interests representing approximately 70% of the voting power of our
outstanding capital stock. In particular, as of December 31, 2007, our two founders and our CEO, Lairy, Sergey and Eric,
owned approximately 88% 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 its assets, for the foreseeable future. This concentrated control limits our
stackholdess’ 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 cur Class A common stock could be adversely affected.

Provisions in our charter documents and under Delaware law could disconrage 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:

o QOur cestificate of incorporation provides for a dual class common stock structure. As a result of this structure our
founders, executives and employees have siguificant influence over all matters requiring stockbolder approval,
including the election of directors and significant corporate transactions, such as a merger or other sale of our
company or its 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.

e 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.



e 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 stockbelders’ meeting.

+  Ounr certificate of incorporation prohibits cumulative voting in the election of directors. This limits the ability of
minority stockholders to elect divector candidates.

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

+  Ounr board of divectors 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 atterupt to acquire us.

As a Delaware corporation, we are also subject to certain Delaware anti-takeover provisions. Under Delaware law, a
corporation may 1ot 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

We have received no written comments regarding our periodic or current reports from the staff of the Securities and
Exchange Commission that were issued 180 days or more preceding the end of our 2007 fiscal year and that remained
unresolved.

ITEM 2. PROPERTIES

We lease approximately 1.5 million square feet of space in our headquarters in Mountain View, California. We also
lease additional research and development, sales and support offices in the United States in Ann Arbor, Michigan, Atlanta,
Georgia, Austin, Texas, Birmingham, Michigan, Boulder, Colorado, Cambridge, Massachusetts, Chapel Hill, Noxth
Carolina, Chicago, Hlinois, Coppell, Texas, Dallas, Texas, Denver, Colorado, Herndon, Virginia, Irvine, California,
Kirkland, Washington, New York, New York, Overland Park, Kansas, Pittsburgh, Pennsylvania, Reston, Virginia, San
Bruno, California, 5an Francisco, California, Santa Monica, California, Seattle, Washington, Tempe, Arizona and
Washington, D.C.

We own land and buildings primarily near our headquarters in Mountain View, California. We own approximately
1.4 muiilion square feet of buildings and approximately 83 acres of developable land to accommodate anticipated future
growth.

‘We maintain leased facilities internationally in Argenting, Austria, Australia, Belgiurn, Brazil, Canada, China, Czech
Republic, Denmark, Egypt, England, Finland, France, Germany, Hungary, India, Ireland, Israel, Italy, Japan, Korea,
Mexico, New Zealand, Norway, Poland, Russia, Singapore, Spain, Sweden, Switzedand, Taiwan, Turkey and United Arab
Emirates.

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

ITEM 3. LEGALPROCEEDINGS

From time to time, we are involved in a variety of claims, suits, investigations and proceedings arising from the
ordinary course of our business, including actions with respect to intellectual property claims, breach of contract claims,
labor and employment claims, tax and other matters. Although claims, suits, investigations and proceedings are inherently



uncertain and their results cannot be predicted with certainty, we believe that the resolution of our current pending
matters will not have a material adverse effect on our business, consolidated financial position, results of operations or
cash flow. Regardless of the outcome, litigation can have an adverse impact on us because of defense costs, diversion of
management resources and other factors. In addition, it is possible that an unfavorable resolution of one or more such
proceedings could in the fature materially and adversely affect our financial position, results of operations or cash flows in
a particular period. See the risk factors “We are, and may in the future be, subject to intellectual property vights claims, which
are costly to defend, could vequire us to pay damages and could limit our ability to use certain technologies in the future” and “Our
intellectual property rights are valuable, and any inability to protect them could veduce the value of our products, services and
brand” in Item 1A of this Annual Report on Form 16-K.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our security holders during the fourth quarter 0f 2007.
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PARTII

ITEM 5. MARKET FOR REGISTRANT'S COMMON BEQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our Class A common stock has been listed on the Nasdaq Global Select Market under the symbol "GOOG” since
Aungust 19, 2004. Prior to that time, there was 1o 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 Nasdaqg Global Select
Market.

Fiscal Year 2007 Quarters Ended: High Low

March 31, 2007 o oo e e e $513.00 $437.00
June 30, 2007 534.99 45212
September 30, 2007 ... 57179 480.46
December 31, 2007 ..o ot e e e 74724 569.61
Fiscal Year 2006 Quarters Ended: High Low

March 31, 2006 . oo e $475.11  $331.55
June 30, 2000 .. 450.72 360.57
Septemuber 30, 2000 ... . 427.89  363.36
December 31, 2006 ... o $13.00  398.19

Qur Class B common stock is neither listed nor traded.

Holders of Record

As of January 31, 2008, there were approximately 2,776 stockholders of record of our Class A common stock, and the
closing price of our Class A common stock was $564.30 per share as reported by the Nasdaq 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 hiolders. As of January 31, 2008,
there were approeximately P11 stockholders of record of our Class B common steck.

Dividend Policy

‘We have never declared or paid any cash dividend on cur common stock. We currently intend to retain any future
earnings and do not expect to pay any dividends in the foreseeable future.



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 “Bachange Act”), or incorporated by reference into any filing of Google under the Securities Act of
1933, as wnended, or the Exchange Act, except as shall be expressly set forth by specific reference in such filing.

The following graph shows a comparison from Augnst 19, 2004 (the date our Class A common stock commenced
trading on the Nasdag Global Select Market) through December 31, 2007 of the cumulative total return for our Class A
commuon stock, The Nasdaq Composite Index, the RDG Intemet Composite Index and the S&P 300 Index. Such returns
are based on historical results and are not intended to suggest future performance. Data for The Masdaq Composite Index,
the RDG Intemet Composite Index and the S&P 500 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 40 MONTH CUMULATIVE TOTAL RETURN"
Among Google Inc,, The S & P 500 Index, The NASDAQ Composite Index
And The RDG Internet Composite Index
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* %100 invested on 8/19/04 in stock or on 7/31/04 in index-including reinvestment of dividends. Fiscal year ending
December 31.

Copyright® 2008, Standard & Poor’s, adivision of The McGraw-Hill Companies, Inc. All rights reserved.
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The stock price pesforsnance included in this graph is not necessarily indicative of future stock price performance.



