UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF VIRGINIA
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AOL, INC. et al.,

Defendants.
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1825 Eye Strect NW | Washington, DC 20008-5403
i (2021 420-2200 | rax (202) 420 2201 | dicksteinshapiro.com:

March 9, 2012

Via E-mail

David Perlson, Esq.

Quinn Emanue] Urquhart & Sullivan, LLP
50 California Street, 22nd Floor

San Francisco, CA 94111

Re: /P Engine’s Proposed Search Terms

Dear David:
I write m response to Meg’s March 7, 2012 letter regarding search terms.

Regarding “keyword spam score,” I/P Engine believes this term is relevant
— which, as agreed by Google, is relevanti 1o this case. Alithough
I/P Engine cited the one Google document, that single document clearly sets forth the

and I/P Engine seeks information on
is calculated, how it is represented, how it is used in the AdWords system,

and how it is discussed at Google. This includes the system architecture and
operational/functional descriptions of each component of which clearly
incorporates . Hence, 1/P
Engine’s ability to determine these inquiries is relevant to this casc.

Regarding the terms “virtuous circle,” (*Rcelevance™ and “holy grail”), “conversion rate,” and
“revenue per search,” I/P Engine maintains that these terms are relevant to this case because they
are terms used by Google in 1ts ordinary course of business refated to the accused product. See
the attached publicly available documents — which I/P Engine will be producing with bates
ranges shortly.

For example, referring to G-IPE-0061318, Google states under the heading
“we will have achieved the “holy grail”
This is likely the
....7 Moreover, we refer you to the attached publicly
available document (Relevancy: The Holy Grail of PPC). Certainly, given Google's statements

refated to [ i tcr (“Relevance” and “holy grail”) is

relevant.
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Moreover, terms such as “conversion rate” and “revenue per search” are used in publicly
available documents such as the attached AdWords Help page (JImprove your conversion rale —
AdWords Help) and article (Google’s Revenue per Search Overtakes Microsofl’s). These appear
to be measures used to evaluate Google’s search advertising systems.

In regards to “virtuous circle,” we aftach an article discussing Google and the “virtuous circle”
(Reverse Engineering Google’s innovation machine). Additionally, a corresponding search term
may be (virtuous w/5 cycle). Referring to G-IPE-0011256, Google states under the heading
“MOTIVATION™:

If Google agrees to the foregoing search ferms, then /P Enginc will agree to withdraw ‘JJJJJF
and [l as proposed scarch terms.

I/P Engine awaits the results of your investigation with respect to ((“LPQ” or “Landing Page
Quality”) and score), [ . /¢ Shard”, and
“Empirical Media.” We also await word on the term (“Relevance” and (“Inventory” or “Ads
Coverage™)). We understand that you will be providing us with those results in the next few
days.

We remain willing to discuss these issucs.

vyt ) /1 ]
~pakin) ,Lj\//{—
Ir.

LCharles J. Monteny
(202) 420-5167
MonterioC@dicksteinshapiro.com

CIM/

cc:  Stephen E. Noona
David Bilsker
* Kenneth W. Brothers
Jeffrey K. Sherwood
DeAnna Allen

Confidential Outside Counsel Only
DSMDB-3037402
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Relevancy: The Holy Grail Of PPC

¥m guing % 10cus iy first pus! o whal | beleve 1S e MOSL TUNARMERt) CONTEP D PEC: ;  Tweet'] 23
relevancy. Giving users what faoy are ivoking for. Dvecting them to whers they want togo.,
Answaering thew quastions.

Why? Becsuse paid search relevancy can pay massive dividends. Nol only is 2 highly relevant pay per click
[PPG) campalgn more likely tc receive a higher dick-browgh rate (CTR). higher Quality Stnra, higher sd
rankings, lowar costs pur click {CPC) mow boenof from [oes wased spens, Lot ubsis will more qualified so
botmce rates a Tkely tofall (he number «f people who inediately ‘bounce” hack). conversion ratas incisase
And relum on invesiment (ROY) wik uidmoalely imgrove. So a highty relevant paid searchcampaign is definitely 8
geod hing.

W ackigve PPC relevancy, keywords, 3ds and tanding poges need W work pgeiher In ndem. Messages in
ads nead 1o meich Lsers” sparch queries, landing papes need to maich mesasgesin acs anif landing pages
nsed o relale to usels’ ofiginal searchas. (For 2 more delsiled explanation of how sach component igertinks,
you Mgt IKe 10 COMSUIt ACQUISKO'S (NI INWW. 2CAL 510, C0 MINIOQNRE P VANEY. PerN|eTH Ry 01 CIC ACCOURL:
iite-scaced) great artice on AdWorda relevancy and Cuality Score).

Closely meiching ads end londing pogsos to keywords 1o only lerg and Jifiod 15068 O visl]
yeur sile is a simpio theodry, and ane that's been srourd since the dewn of Coogle AdWanls,

So nething new then — dees hat mean relevancy is no longor relevant?

Wil nat exaclly, for tws rsasons..

Impossible to achieve

Firstly, relevancy can peved be adweved in its pedect fonn. There wii always e woys 2 PPC advertiser can
improva his keywort soleclion, negative keywaord list, match lype strategy, ad copy madching and landing page
swlecton (v give tho usey 8 mare engeging Wnd personalised cxperiento, Jual like there wilkacve be 2 190 fim
on VDB shitn:aewn i db,comichatiton. there will never to 8 perfectly relevars PPC compaign, One can only
sirive Iowards pevfeciton - towaris o Holy Grai of relevancy,

Higher expectations

L ly, he bar ol el y is y being ralsod, As seurch engine sontinunlly improve Dwir algorthms
te provide users with moo rolevant arganic search resuits, so paid seacch ads will have to improve: Yo keep up
with the growing expectations of searthiors. Ads which mighl have bean considered ‘quite relevanl last year
may be consigered HD1 o Relavant’ now. Ads which sufficiontly answer the grestiens of searchers (oaay may

not de 50 FRXt year when people Slart to demant a move eronalized and tajored servies.

So not only ia the Hely Grail of (el Y {= perfectly palgn) impossibic 10 sehiove, but itis olting
mote and mene tmpessbio to achieve es we spask. :

Eul at is pot fosl. No-bne expects perfection, afier all. Just being better than the cempesilion canresp massive \
bonchls for adverbsers. And &z 'niabuit ta poinl oul, getting belderthan e compitlition dossa'tnevd fotu
difficagt, There o cpporamties Sverywhere.

! Opportunities

Say you'rr interested in visHing Sydney and wan; somewtere B stay. Load up (Soogle. search To 'Sikdiaey
otais” sy pwvy Banmiliiell Ccom.RuMninad 2009k 2esyanay.howls prig) andlock attha paid search resulis.

OF the 10 PPC ads, 3 mentios: the words ‘Sydney” and “hotels’. Most of the ads are calfing oet 1o the user, ™
have botels in Sydneyl Conm lo Mel” Mast of the ads are relevant © your search.

Rut let's say you know 2 ditle bt mere about yous Sydnay hatel requiremants, Altar all. you £2n be botheras
Clcking thiougn eath of 08 hundseds of pag sesieh msulls (o the 22,900,000 organic resuits for that magerg,
i Comi o think of i, YOu 8% Interested in going to Sydnay next weekend, you your refine your search Guury.

Search for ‘wyckpnd bissks i Sydnny’ op-Juunw, alawsicehal remcwuplong sA000 T aleand. beaabes.
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includes ihe words ‘woekend” o ‘Dreak’ in thel ads. No-one is shouting out to the user, *Ves! § have waskend
bresks In Sydneyl Come to mel® Every ac appear 1o be a generic 'Sydney Holul® ad that mey or may not be
relgvant Io your waekerd requisements.

Suppose. Instead. when searching lor ‘weekent breaks in Sydney'. you s3w one of the following ads:

Yeeckend Rregks i Sydney
, Great Friday, Saturday & Sunday
R ’ rates at the Luxury Hotel, Sydney.
www lwxuryhoteld.com. av/sydney

B e oTan R S0 TLINT NN REDNIMIEE AL 08 MR £ QIR MDA AG ORI o srkentnncexy
wisidney-ae-1 1pgh

Svdney Weekend Break?

Stay a¥ the Sydney Luxury Hotel

any Friday - Sunday for only $389pp!
wre boxuryhotel.com.at/sydney

{htbp:eewrr glzamiichail comsuthbpa v alan mitchel.coen ausaipscontrpluioads 208318 iveekend

ey ad 2 jog)

Suppose they 100k you thaaugh te a special waekend break’ page, speciiically designed for people looking lo
slay at Lhe hotel over the weskend. Along with supgesiions of locat Sydney sights, activities and rstaurans
that could easily be fited in over a weekend were reviews from people slaying al tha holel on Friday and
Satusday righis,

Wauld you be maore likefy Yo consider Bitg hotel in your pians? | know | might.

More opportunities

Okay. aniy 3B prople searched for weokend breaks In Sydney’ In June But these wese 36 people who knesy
wha{ ihay were loaklag tor and were delivered poor, generic, one-messaps-fite-all ads,

‘Weekend braaks in Sydnay’ is pust one example. Imagine il the hundreds of similar qualified searches peaple

could make 16 Bnd your products or senvices. BED prople saarelsd for 'Sivdnau CBE holets i .
1Dt iy, alznegitchell £oa, SR DICRDEIZ00RDTI sy dney.s b hotets.ga0) I June. buf most adverisers [sl o '

manfion ‘CRD' or even thaif location in their ads. 2Sy(ney hote|s the yeus: st shwatw.alanmitehen i sy

IypinailsI20090T A ydhsy-okets snicocks pra) had 390 searches, but only one advertiser mentions the phrase

"The Rocks' in thelr ads, 73 peaple searchied for '3 siar hatels In Sydaey” thitp:itww slanrtehail, com.su

RN ERUIMLTIG star tits s dnge.ann] but only @ handtul of adverlisers mantion *3 sta” or 3™ in Iheic ads,

These are pzople who Xnow wha! Ihey want are willing to past with thel cash if they can Bt it

it dogsnt take long o find hundreds of other oxamples of keywords that have significent search woiums and are
being poorly served, Thera are opporunilics svonnwhere,

What's more, as demend far betior ssarch rasulls grows. peogle will start making mors of these 3.4, 5 and
6-wiord searches and cxpect beltes, relevant, mom personalised results. The winners wilt be the sdvedisers
who cater for themt. The 10sers will be the envs who don't.

55 how do | go about Impraving the relevancy of my AdwWorrs sampaipn?

Patience

I'm not peung to pretend thens is 8 quick avomight x (becayze there isn't). Ahighly ralovant AdWords campaign
takes patience, vonymitment and dedicaton.

Nor are thera tochniiues that wark for everyone. The whole purposs of this bog is to share with you the PPC.
thchmques § have found to work in my expor . although t ise ihoy will be far from the be-alk
and-and-ull of pald sesrch management so ! welcome your ideas and comments. Pald seardh is an ongoing
battlo lo bocome betor and better, and it isn'} going to stop ety Urk sovn.

But to keep things nice and simple, hera's a quick 5 minute Howh nf the ials of creatng 8 highty
relevanl PPC campaign:

Keyword Research

Research keywords that people are searching Jor. Thers ase fiee loois oul thers, such as Google'2 keyword
100 theips:#; de goutiluno ukisele ot d¥eulFatetnall. 50 use them. Build up a cornprubensive
Keyword fist. Not just with generl, high-volumie keyworns, such as ‘chaap Sydney hots”, but alvo wih long.tail
keywerds such as ‘theap hatels In Sydney CBUY and “cheap holels Sydney Daring Herbour', Long-lails can
coflectively be of significant volums and provide a graat opportenity for 1sllored ads,

Then resoarch negelive keywerds, lots of theem. Vihy wasie money on clicks you know are complalsly
intclevant? Use the keyword tool 10 identify keywards thar might broad mateh 1o “chenp Sydney holfs', Go
through edch resull, making a nole of anything you think is irrslevant, 1s your Sydnvy hotel wiites away o
Sydney Airpont? If 20, add 'Birport 83 a neg ¥ Keep braf ing negatives sl you have ¢ ieast
2 hundmd.

Ad Group Structure

20f5 3792012 1:07 PM
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Once you have sdone: your initial fescarch, Group your keywords imo smal, dosaty thamert ad groups of
generatly no more than 20-30 keywords sath, Wita sd deseriptions that are relevant to e ad group's
keywords and inCiude the a6 group's kaywores in your ads whers possible, if you think you could wrlte a more
televant ed for g keyword if the keyword was in its own ad group, split oul that keyword Inta s own ad group
3nd wiile & more felevant and iiloree ad for i

Thdnk of the keyword as the question and the ad as the answer. Keep asking yaursell, "} | searched fof this
koyword and saw this ad. is it answenng my question?” Il not, change 1t =0 it does.

Inddude oftcrs and prices that are relevant to Lhe keyword, In your *Sydney Hotals Christmas 2689° 20 goup,
how sbout mentening Christmas 2008 prices or early bogking discounts?

Spend Chrismas in Sydney

Grest Rates Tor 23-26 Dec 2003,

Book by 31 luly for $50 Discount.
wvw.iazuryhoted. com,au/christimas

ad,jpg)

You're trying o make your axds as misvant as possible [o the USEr's soarches s0 think abaul how you could
angle yous products or servicas 1o appeal (0 users sgarching each of your keywords.

Neod, derp-Ink yous keywords Iy the most selevant pege on your site. Don'l hava a roiovant landing page for
set of keywords? Write one.

Ringsg and repeat unbl you have hundreds of ad groups, each with ilored ads and 1anding pages that maich
the koywords they contain,
Optimization

Then get optimising. Yest new keywords. New ags New Isnding pagos. Two keywords [n Ihe sarw: 6d group
geimg a ol ol volumea? Spiit the two kaywords ol inte separate ad proups snd write new uds that beller match
thuse kuywoards.

Run search query reponts to highlight searches your keywoids have broad. hed and pheasa-matched 1o,
Ave they rdevant? i€ so, 84 thews as pew keywords in new ad groups and wilte lallased ads for them. I not, add
tham as negalive keywords to prevent your ads shawing for them again.

# may seem liko a lot of work but it's worth il With patlonce, your CTR will stant to increase. S0 Wil your Quality
Score, People wilk start 20 spend Jonger on your site and view more pages, Retuming visHors will rise a3 paopls
decide 1o come back. Conversion fatas will grow and sakes voiume witl increase.

The Holy Grait of y I8 not hing you can achi ight, or achieve alall for that matier. tis
only somathing you can strive towards. PPC success favours the dedicatad, So keep testing ang sptimising.

Alan thitchell is an experienced Google Adwords c tanl helping bus n A §a increase their
1010 m on investNEN] ID: Sew E lCulgiem s I ot nl-f g ey oopt 0320 Imdt (100 PPC masketing.
Fo: rore inforrmatinn on how a highly-relevan) and 1ailored approach to PPC can honefit your businoss, gyt ity
noeh [Bp e iat s s enarketing comic omact niriy joday for & iree tonsyitadon,

&0 9ropps Mite e saicutatmaareting combioataglad:qrougsit 205 tile v calslaenatelinacon
Soiogftagiade, Awards (hitp-faww. ol nemurketing.comdloohinfedoordal, Smpoions

(gt divwwwr calsutalemaskening com/bleofaeampatansd]. 1ol Qrail (it calouistamaskaing, oo
adoantaphaty Heaifi). keywords (hbts i sattylaternarketing comiblontaoieywords/), long:tails
ihtpditseew calerlxemarhotliv somfiziogiiagfiona-tatsld. Dersanalisalinn (oo ibvww caleulztemmisiijt.com;
tiogftagipersonalipstion)y, po¢ It lwwe.cisulfemrkoing gomlondauiopell, quality score.
Ihipittewwealtulaiemarisling.commioniaateuality-soorel), Yelevansy (hripfavy s aculziemareniing som

Mogagivmtey ancys], fusearch fhity fuwesalcuate masketing comiblogita nimsae 2
Iptp:hwww. calcsiatemarkeling. comblontapuliycdurat, (Riloring i, o 2gints COMDIOQIEIN

Aniariaw]. 451 IOUIARY, (hilp: s w coisiMenuriehag. ol puser

Tins €nuy was posted on Satunday, July 166, 2089 and |s fred tnder Technioues [Mapiiwwivcalowiaternas i, core

Riegriataqernachisguess. You can Iailow any Mapoasas ia this afiry Iough RES 2.0 (hap wwee caltyitgmarketing som
L] haigyee) the iole-grali-at-postieady). You can leave 3 19aporss {8 eanand] or frackback

{hrtptiwweer stculutemariating.comblagveinliguysitala v aney-tie Hobk groli-ol pprirackbaeig) #0m your own sy,

COMMENTS {10) TRACKBACKS (5}

RTAB-1) [#TAB-2}
#1 (dcapmsnl-5t by heammeout on Juty 256th,

http/fwww.calculatemarketing. com/blogftechnigues/relevancy-the-h...
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Improve your conversion rate

Are you getling a good amount of traffic from your ads but not such a good amount of people actually buying or signing up for
things? You can use Conversion Tracking to measure how many people are aciualy buying or signing up fer things (we call
these actions "conversions”) after they land on your website. Then, there are a number of things you can do to improve your
conversion rate, ke adding more specific keywords and negative keywords.

Track your success with Conversion Tracking

Before you start making any big changes to your account, if's probably a good idea to see how much business your ads are
currently generating. AdWords shows you the humber of impressions and clicks you get with your ads, but wouldn't if be great if
AdWords could also show you the number of conversions you're getiing? Wekl, AdWords can do that - with

Conversion Tracking

After setting up Conversion Tracking, you'll be able to see how effective your campaigns are once you make adjustments to
them. For example, If you make a change to 2 campaign and notice your conversion rate increasing, that's a good sign that yau
charge is leading 1o a better performing campaign.

Use specific keywords for better conversion rates

Once you're able to frack your conversions, you can then focus on improving your conversion rate. Specific keywords often tenc
to have a better conversion rate than general keywords. For example, consider the keywords below. Which one do you think
leads to a higher conversion rate?

A, Acme
B.  Acme printers

C. Acme710c

Generally, more specdific keywords Tke "Acme 710c¢" tend to lead to a better conversion rate than general keywords like "Acme.” ;
That's because people searching for specific models or product numbers have typically already researched their product and
want to make a purchase.

Keep in mind, however, that using more specific keywords can lead to fewer impressions, If your keywords are foo specific,
fewer people may end up searching for those terms. The trick is to find the right batance between being gereral enough to
match what people are searching for, and specific enough 10 lead to conversions.

Use negative keywords to refine your traffic

Another way to try 1o improve your conversion rate is fo use negative keywords . When you use negative keywords, your ad
won't show up when people search for those particular keywords. This is helpful when you're trying o limit your ad so that it
deesn't show up for people who are just browsing around and aren't ready to purchase anything yet.

For example, some advertisers use "free” as a negative keyword. Unlcss your site offers free products or trials, you might want
to acd this as a negative keyword to atract fewer people who are just Iooking for free products. People searching for free
products are probably less likely to make purchases.

Use the search terms report to reach the right customers

AdWords shows you how well your individual keywords are doing, but it can also show you the exact words that your cuslomers
searched for when your ad showed up. You can view this list of lerms in the search terms report

After reviewing this report, you can then decide to add or exdude certain keywords from your keyword list. Doing this can help

3/6/2012 1237 PM
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you target the right customers by either expanding or refining who can see your ad.

Example

Lel's say you sell video games on your website. After looking at the search ferms repod, you see that your ad showed
up when people searched for "video game magazine.” People searching for magazines probably aren't looking to buy
video games right now. In this case, you might want to consider adding "magazine” as a negative keyword so that
your ad won't show for these searches.

Meanwhile, you also see that your ad showed up for pegple searching for "video game figurines.”" And it just so
happens that you sell video game figurines too! In this case, you might want to consider adding "video game figurines”
as a specific keyword so that your ad has a better chance of showing up for this search.

Include prices in your ad to attract potential buyers

Another way to get more relevant traffic is to include prices in your ad text. If a customer sees the price of your product and still
clicks your ad, you know he's inierested in potentially buying that product at that price. If he doesn't like the price, he won't click
your ad, and you'll save yourself the cost of that click.

As an experiment, you might want 1o consider adding prices in your ad text to see if that helps your ads lead to a better
conversion rate. This can be especially effective when your prices are lower than your competitors’]

To test whether this will work for you, you can run an experiment by creating a new ad and rotating your ads. When using ad
rotation, you can compare the clickthrough rates and conversion rates of the ad that includes the price versus the one that
doesn't.

Next steps
= Learn how to add new keywords and use keyword matching options.

s Learn how to use ad rotation.

updated 02/28/201
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Reverse engineering Google’'s innovation machine

rinler version

FROM HARVARD BUSINESS SCHOOL PUBLISHING

Every piece of the business plays a part, every part is indispensable, every failure
breeds success, and every success demands improvement.

In the pantheon of internet-based companies, Google stands out as both particularly successful
and particularly innovative. Not since Microsoft has a company had so much suceess so quickly.
Google excels at IT and business architecture, experimentation, improvisation, analytical
decision making, participative product development, and other relatively unusual forms of
innovation. It balances an admittedly chactic ideation process with a set of rigorous,
data-driven methods for evaluating ideas. The company culture attracts the brightest technical
talent, and despite its rapid employee growth Google still gets 100 applicants for every open
position, It has developed or acquired a wide variety of new offerings to augment the core
search product. Its growth, profitability, and shareholder equity are at unparalleled levels. This
highly desirable situation may not last forever, but Ggogle has clearly dong something right.

Indeed, Google has heen the ereator or a leading exponent of new approaches to business and
management innovation. Much of what the company does is rooted in its legendary IT
infrastructure, but technology and strategy at Google are inseparable and mutually permeable
—making it hard to say whether technology is the DNA of its strategy or the other way around.
Whichever it is, Google seems to embody the decades-old, rarely fulfilled vision of IT pundits
that technology should do more than just support the business; it should engender strategic
opportunity and be architected with that purpose in mind. As such, Google may well be the
internet-era heir to such companies as General Electric and IBM as an exemplar of management
practice.

We haven't spent a ot of time in the Googleplex, and between us we've consumed only one of
the company’s tasty and free cafeteria meals. One of us impulsively tried to question Sergey
Brin in the Googleplex courtyard, but he beat a hasty retreat and came close to calling security.
Fortunately, however, the company is quite open (there are scores of official and unofficial blogs
accessible through the company’s website, for example), and non-insiders can find countless
clues as to how the company approaches innovation. Many of those clues we unearthed,
appropriately enough, through Google searches. Based on our years of observing how Google
does what it does 50 well, we have identified a number of key innovation practices that others
can profitably adopt. To be sure, some of Google’s attributes—two are its category-killing
search engine and a massive, scalable IT infrastructure—would be very hard and very costly to
emulate. But others--technology explicitly architected for innovation coupled with 3
well-considered organizational and cultural strategy—can be applied diligently and successfully
by businesses across many industries.

Practice Strategic Patience

Google’s mission “te organize the world's information and make it universally accessible and
useful” is so broad as to be imperial, yet Google clearly takes it seriousty. Beyond its core
search and advertising capabilities, the company has embarked on ventures involving online
productivity, blogging, radio and television advertising, online payments, social networks,
mobile phone operating systems, and many more information domains.

What information management tools the company hasn‘t developed it has acquired: Picasa for
photo management; YouTube for online videos; DoubleClick for web ads; Keyhole for satellite
photos (now Google Earth}; Urchin for web analytics (now Google Analytics). Google seeks to
master not only bits but also electrons: It recently announced an ambitious project to generate
low-cost green electricity. While few of these ventures make money today, they are all bricks in
the wall of its ambitious strategy, and few doubt Google’s resolve or its ability to make progress
toward the uitimate goal. Almost every day the company announces a new product or feature
that chips away at information disorganization.
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With such a farsighted mission, the short-term profitability of a new offering doesn’t seem to
matter as much to Google as it might to other businesses. The company’s managers are
strategically patient. CEQ Eric Schmidt has estimated that it will take 300 years to achieve the
mission of organizing the world’s information. His 1,200-quarter forecast might invite smirking;
still, it ilustrates Google’s long-term approach to building value and capability. Google, unlike
many companies, ¢an afford its broad mission and collection of inncvations simply because its
search-based adgvertising is a fantastically profitable product that provides cover for many
unprofitable ones. The company certainly cares about accumulating customers, but its
executives believe that over time the business model and the money will take care of
themselves. At a 2007 Bear Stearns conference, Schmidt put it this way: “Ubiquity first,
revenues later....If you ¢an build a sustainable eyeball business, you can atways find clever ways
to monetize them.”

In other words, not everything witl take 300 years. If Google's expressed mission is to organize
the world’s informatlon, it has a somewhat less exalted but equally important unexpressed
commercial mission: to monetize consumers’ intentions as revealed by their searches and cther
online behavior. Search-based advertising is the first highly successful instantiation of this
mission.

What makes strategic patience work for Google are the company’s clasity of purpose and
attention to detail. Everything Google does extends its reach. It is informational kudzu, always
putting down new roots based on the thoroughly internalized principle that information shall be
organized by analyzing users’ intentions. Companies aiming to learn from Google must first
understand that clear, simple directives underlie the vast infrastructure and ostensible chaos
that we'll describe here.

Exploit an Infrastructure “Built to Build”

Google has spent billions of dollars creating its internet-based operating platform and
developing proprietary technology. The investment in infrastructure allows the company to
guarantee specified service levels and sub-second response times. Tt also allows Google to
rapidly develep and roll out new services of its own or its partners’ devising. The proprietary
technology gives the company unprecedented control over the design and evolution of its
infrastructure {and emergent strategy}. The main attributes of Google’s infrastructure are
these:

Scalability.

While the internet is of course available to every company, Google has made major investments
to get more out of it and to construct a proprietary platform that supports new and growing
online services. According to unofficial but widely reported statistics, Google owns a network
infrastructure consisting of approximately one million computers; these run an operating
system that allows new computer clusters to plug in and be globally recognized and instantly
available for use, The operating software that performs this magic is a custornized version of
open source Linux (which itself is builk to make it easy for third parties to add features of
competitive value).

Another aspect of the infrastructure Is that the internet platform is built to scale. For example,
when Google needs more data centers, the proprietary operating system makes them easy to
add. And the company ¢an move data around the world seamlessly to meet changing user
demand. Managing the petabytes of data Google accumulates requires special database-
management tools, Because existing commercial systems couldn’t efficiently support such large
volumes of data, Google developed a proprietary database called Bigtable, which is tuned to
work with Google’s operating system to process growing volumes of data quickly and efficiently,

Ap accelerated product-development life cycle.

Google's infrastructure is well suited to executing an entire product-development life cycle
rapidly and efficiently. Google engineers prototype new applications on the platform; if any of
these begin to get users’ attention, developers can Iaunch beta versions to see whether the
company's vast captive customer base responds enthusiastically. If one of the applications
becomes 2 hit, Google’s enormous “cloud” of computing capability can make room for it. In the
process of moving products from the alpha to the beta phase, Google simultaneously tests and
markets them to the user community. In fact, testing and marketing are virtually
indistinguishable from one another. This creates a unique relationship with consumers, who
become an essential part of the development team as new products take shape and grow.
Googie does more than just alpha and beta test applications—it can host them on its
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infrastructure. Google’s customers then transition seamlessly from testing to using products as
they would any other commercial offering.

Support for third-party development and mashups.

Google created its proprietary infrastructure to be a more efficient and reliable alternative to the
internet, ensuring a better user experience and higher quality of service. These purposeful
nvestments in hardware, operating systems, and database management epable the company
to exert control from end to end and to enhance such services as Gmail, Maps, AdWords, and
the advertising placement system AdSense. When Google creates an application, it pays
attention to the way it will fit into the infrastructure. Google Maps was therefore architected as
a service so that either the company’s own engineers or those of third parties could use it as a
module to enrich additional services.

Indeed, Google's flexible infrastructure acts as an innovation hub where third parties cen share
access and create new applications that incorporate elements of Google functionality. These
outsiders can easily test and launch applications and have them hosted in the Google world,
where there is an enormous target sudience—132 million customers globally—and a practically
untimited capacity for customer interactions. This benefits both parties: Google gets its product
widely adopted, and its partners can devote their energies 1o developing product functionality
important to their customers. For instance, a real estate company like Zillow.com can focus on
getting high-quality data on properties that have been bought and sold, and leave the maps and
display elements to Google or Micrasoft,

In exactly this way, third parties browsing Google's infrastructure began creating what are
known as mashups—IT applications that combine data and program functionality from more
than one external source into an integrated customer experience. For example,
Housingmaps.com combines data from Craigslist with Google Maps to create an application that
allows users to see apartments for rent or houses for sale plotted on a map of the local area.
This notion of allowing useful services to be mixed and matched with relative ease across
organizational boundaries has interesting implications for the competitive environment and for
organizational efficiency, engendering a “just try it” class of iean innovation. (Technically, it is
made possible by web protocols such as XML and industry standards such as RosettaNet; these
allow for the level of interoperability among systems that IT users have long demanded.)

This model is attractive on several counts: The interactions provide continuous feedback for
iteratively improving or adding features to Google’s product cfferings. Moreover, the operating
platform furthers the goals of Google’s advertisers by getting their messages in front of relevant
customers whose interests are revealed through their search terms. The dynamic interplay of
Google, its third-party innovators, users, and advertisers creates a virtuous circle with benefits
for all—and especially for Google (see the exhibit “Google’s Innovation Ecosystem”).
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While few organizations can match the magnitude of Google’s infrastructure investments, many
can achieve the kind of purposeful design that allows the company to roll out innovations very
rapidly. For example, the engineers in Bangalore, India, who Jaunched Google Finance combined
preexisting components scavenged frem the Google infrastructure to create their new product.
Following this model, a company could create reusable software components, bake them into its
infrastructure, and make them accessible to the enterprise—or to members of the extended
enterprise who might be inspired to use them in building and delivering their own applications.

Rule Your Own Ecosystem

In the ecosystem we’ve just described, Google plays the role of a keystone—the component
that holds all others in place, as Marca Iansiti and Roy Levien describe in their book Fhe
Keystone Advantage. As owner and operator, Google can control the evolution of its ecosystemn
and claim a disproportionate percentage of the value created within it. Because every
transaction is performed through the Gocgle platform, the company has perfect, continuous
awareness of, and access to, by-product information and is the hub of all germinal revenue
streams. There’s no need for Google to do market surveys and statistical analyses to forecast
trends in the ecosystem; the information is already in Google’s database.

While the sheer scale of Google’s platform and the dominance of its search technology are
uniquely powerful assets, it's still possible to emulate a model built expressly to foster
innovation. Other companies can provide platforms that facilitate interactions with the partners
within their value systems, becoming the hub of exchanges between and among them. Li &
Fung, founded in Guangzhou, China, in 1906, has done just that within the apparel industry.
Once it understood its hub position, Li & Fung ceased teo be a trading company and became an
orchestrator of highly customized end-to-end supply chains, 1t now participates in myriad
decisions ranging from sourcing raw materials to manufacturing garments and managing supply
chain logistics for the delivery of finished goods. Li & Fung’s global platform has created a
standardized way for several thousand partners to instantaneously interact and coordinate
activities.

Within the enterprise software market, Salesforce.com has used its AppExchange platform to
build an ecosystem of individial developers, independent software vendors (ISVs), and end
users. Its infrastructure hosts applications, integrates them, and supports users’ database and
data-center requirements. Because of its position as the hub of all activities within its
application domain, Salesforce.com can sell more subscriptions to its product. Developers
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benefit from the AppExchange infrastructure and access to customers.
Exercise Architectural Control

Under the right conditions, a company can Create and exercise architectural control. As we've
discussed, Google has demonstrated the feasibility of tracking the performance of mashups—a
testament to the strength of its infrastructure. However, even companies lacking such
infrastructure can maintein a firm hand in managing their ecosystems.

In executing an ecosystem strategy, it’s critical to negotiate relationships from a strong
competitive position, particularly when using an internet-based operating platform. Consider
Amazon, which allows third parties to bundle its capabitities into their branded services. Amazon
benefits from the ease with which it can track web behavior and closely monitor the
performance of those services. For example, it allows a third-party developer, Amazon Light
4.0, to affix a different user interface to Amazon’s database of books. In addition, AL4 combines
news from Yahoo, blogging from Google, tagging from del.icio.us, and search from eBay into
the same service. When a user decides to buy a book, the service directs the request to
Amazon, AL4 initially included links to Netflix and iTunes; but since Amazon was providing an
impartant service resulting in transactions and revenues for AL4, it was able to exercise its
power to remove those competitors from the ecosystem.

The promise of revenues for everyone fuels these opportunistic alliances. However, during the
early phases of innovation, revenues are speculative. Neither Google nor the third party building
an application knows whether customers will find it useful. Given this uncertainty, third parties
may prefer to innovate and test the application without first engaging in contract and revenue-
sharing negotiations {delaying complicated and potentially entangling discussions until a critical
mass of users embraces a product appreciably reduces the risk of failure). Customers benefit
from faster access to more profuse innovations; Google benefits because it creates additional
options for driving incremental traffic to its platform; the developer benefits if one of its
applications creates enough value to warrant negotiations with Google to arrange a revenue-
sharing deal. In the end, though, architectural control resides in Google’s ability to track the
significance of any new service, its ability to choose to provide or not provide the service, and
its role as a key contributor to the service’s functional value.

But control and ambition are not things you flaunt, Ecosystem-oriented innovators strive to
avold the appearance of competition by claiming to help everyone. For example, Google
executives seldom miss an opportunity to remind the world that they don't compete with media
and content companies. Instead, they characterize media companies as their partners. Not
everyone is so sure: Sir Martin Sorrell, chief executive of the advertising giant WPP Group,
noted in the firm’s 2006 annual report that it's not clear whether Google is friend or foe. The
deals Google is doing suggest that its ambitions are far broader than just online advertising.
Google hopes to use its platform, with applications relevant to ad buying, to help media
companies track the effectiveness of campaigns and help advertisers allocate their marketing
dollars effectively across print newspapers and magazines, radio, television, mobile devices, and
the web. It is quite possible that what Google learns across varicus media as it solves problems
for the ecosystem partners may position it to become the competitor that it now claims not to
be.

This model has vulnerabilitics, of course. As the infrastructure provider, Google has to prove
itself constantly to keep its legions of users from being tempted by rivals. Gtherwise, many
might defect—and take Google’s coveted advertisers with them. Likewise, if Googlce were to
violate customers’ trust by not properly securing their data or if its platform suffered significant
downtime, those derelictions, too, could trigger a large-scale loss of customers. Innovation and
continuous improvement are strategies to hedge against those prospects. And at Google,
there’s more to innovation than technology and infrastructure. Google’s organizational culture
plays a key role.

Build Innovation into Organizational Design

Companies wishing to emulate Google should also look to its organizational design. Many
aspects are importable; let's take a look at the key ones.

Who Should Use Google as a Role Model?

If your company aims to improve innovation capacity, consider emulating these key attributes
that have contributed to Google’s success.
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One clear reason for Google's success at innovation is that the company does what many others
do not: budgets for it in employee time, New ideas at Google are often generated by
employees, from the bottom up, in 8 prescribed system of time allocalion. Technical employees
are required to spend 80% of their time on the core search and advertising businesses, and
20% on technical projects of their own choosing. As one new Google engineer put it in a blog:
“This isn't a matter of doing something in your spare time, but more of actively making time for
it. Heck, 1 don't have a gocd 20% project vet and 1 need one. If I don’t come up with something
I'm sure it could negatively impact my review.”

Managers, too, are required to spend some of their time on innovation, dedicating 70% to the
core business, 20% to related but different projects, and 10% to entirely new businesses and
products. The company recently created a new position—"Director of Other”"~to help manage
the 10% time requirement. {Nontechnical, nonmanagerial employees have no discretionary
time—a regrettable omission, we believe.) These percentages—particularly the 20% slice for
engineers—are closely managed, although the allocation is not necessarily weekly or even
monthly. For example, an engineer might spend six months on the core business, and work for
2 couple of months on a discretionary project. Even CEO Eric Schmidt and founders Sergey Brin
and Larry Page try 1o adhere to the scheme. This explicit investment in innovation—supported
by the management strategy—has produced streams of new products and features. During one
six-month period, Marissa Mayer, Google’s head of search products and user experience,
explained at a talk at Stanford, more than 50 new products resulted from Google engineers’
20% time investments—accounting for half of ali new products and features (including Gmail,
AdSense, and Google News) developed during that period.

Eliminate friction at every turn.

Before becoming an authorized project, an idea must pass through a qualification process. It
must be prototyped, piloted, and tested with actual users in a controlled experiment. Yet it
would be a mistake to assume that Google's process is slow and bureaucratic. As another
engineer-blogger put it, change can still happen quickly and efficiently:

In my first month at Google, I complained to a friend on the Gmail team about a couple of smafl
things that I disliked about Gmall, I expected him to point me to the bug database. But he told
me to fix it myseli, pointing me to a document on how to bring up the Gmait development
environment on my workstation. The next day my code was reviewed by Gmail engineers, and
then I submitted it. A week fater, my change was live. I was amazed by the freedom to work
across teams, the ability to check in code [submit workable programs] to another project, the
trust [placed] in engineers to work on the right thing, and the excitement and speed of getting
things done for our users....I didn’t have Lo ask for anyone’s permission to work on this,

Google’s approach to innovation is highly improvisational. Any engineer in the company has a
chance to create a new product or feature. That individuals can have such influence has allowed
Google not only to attract high-quality employees (including some of the world’s best computer
scientists, statisticians, and economists) but also to create a large volume of new ideas and ‘
products. A recent New York Times article, which explored Google's perceived assault on
Microsoft’s hegemony in business software applications, quoted former Microsoft engineer Vic
Gundotra on what drew him to defect to Goagle: "It became obvious that Google was the place
where 1 could have the biggest impact. For guys like me, who have a love affair with software,
being able to ship a product in weeks—that’s an irresistible draw.” Google appears to be adept
at stripping away nonessential process while still preserving important checks and balances for
value, gquality, and usabilily.

Let the market choose.

There is no grand design for how new offerings fit together. Instead, Google executives assume
that users will determine the success of innovations and thal the company’s strategy will
emerge as particular offerings prosper and build on each other—or else wither. In effect, Google
has “crowdsourced” its product strategy.

The emphasis in this process is not on identifying the perfect offering, but rather on creating
multiple potentially useful offerings and letting the market decide which are best. Even a
modest fraction of Google’s more than 132 million users constitutes a massive test bed and
focus group for evaluating the potential of new products. Among the company’s design
principles are “ubiquily first, revenues later,” and “usefulness first, usability later.” When Google
can’t build ubiquity, it buys it—as seen in its enormous investments in YouTube and DoubleClick
to acquire those already pervasive web franchises.
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Cultivate a taste for failure and chaos.

Google is on the lookout for its third major commercial hit, after search and advertising. Its
approach is to release many products and hope that some of them will become blockbusters.
It’s not entirely clear how many preducts Google currently supports (a Wikipedia entry lists 123
as of February 2008}). Schmidt admitted in an interview that even he didn’t know how many
offerings Google had on the market; at another point, he conceded that the number of new
products is “confusing to almost everyone.” While more than 100 products might not impress
executives at Procter & Gamble, it is @ breakneck pace of technology innovation for an
organization thal’s less than a decade old. {Indeed, Brin hopes to have Google launch fewer
products with maore features, lest customers have to use Google's own search engine to hunt
down the company’s offerings.)

Given the strategy to let a thousand flowers bloom, many products are bound to fail. However,
Google executives appear to be undeterred by failure. In fact, Schmidt encourages it: "Please
fail very quickly—so that you can try again” is how he described his outlook to the Economist.
Similarly, Page told Fortune that he had praised an executive who made a several-million-dollar
blunder: ™'I'm so glad you made this mistake. Because I want to run a company where we are
movtng too quickly and doing too much, not being too cautious and doing too little. If we don't
have any of these mistakes, we're just not taking enough risk.”™ Needless to say, that level of
risk tolerance is rare in corporations, despite the widespread belief that error and innovation go
hand in hand.

The word “chaos” comes to mind when reflecting on innovation at Google. Shona Brown, before
she became Google’s senior vice president of business operations, coauthored a book that was
subtitled “Strategy as Structured Chaos.” Laszdo Bock, whao reports to Brown as head of
personnel, told the Economist, “We kind of like the chaos. Creativity comes out of people
bumping into each other and not knowing where to go.” This means that a revolutionary new
product emerging from the Google soil might not get noticed for a while—but recall that Google
is in no hurry.

1t is too early to say whether this approach to innovation will be a demonstrably superior way of
creating numerous highly successful products. It’s not too early, however, to conclude that the
strategy yields an impressive number of new products and product features. Google's
commitment to budgeted innovation and g frenzied, low-friction product-development process is
already worthy of emulation by firms that simply need more new products and services to offer
the marketplace.

Support Inspiration with Data

Innovation need not be entirely chaotic, and it isn't at Google. A key ingredient of innovation at
the company is the extensive, aggressive use of data and testing to support ideas. In a talk
given at Stanford in 2006, Marissa Mayer stated that presentations about new products made to
the executive team had better contain plenty of supporting data. This is not surprising in a
company founded by two highly analytical Stanford computer-science graduate students.
Google’s focus on analytics and data goes far beyond that of most companies. Still, it's within
the reach of most organizations to adopt an analytics-driven approach to evaluating innovation.

Google has a massive amount of data available. For example, insight gleaned from the vast
clickstreams of its own and its partners’ websites can be used to test and support any new idea
or product offering {unless it relates to such offline ventures as the green-energy initistive).
Google takes an analytical, fact-based approach not only to its core business of page-rank
algorithms but also to making any change in its web pages and deciding what new services Lo
offer. It's relatively easy to perform randomized experiments on the internet: Simply offer
multiple versions of a page design, an ad, or a word choice. Every day Google does thousands
of experiments for its own benefit. It also offers customers the ability to do them. For example,
to help customers understand the value of their advertising with Google, the company bought a
web analytics company, renamed it Google Analytics, and now offers customers free tools for
assessing online ad effectiveness. Google is dearly competing through anatytics.

Another order of analysis involves Google’s use of nearly 300 prediction markets consisting of
panels of employees. It uses the panels to assess customer demand for new products (*How
many Gmail users will there be on January 1, 200977); company and product performance
(*“When will the first Android phone hit the market?”); competitor performance (“Bow many
iPhones will Apple sell in the first year?”); and some just for fun ("Who will win the World
Series?”). Prediction markets can be surprisingly accurate dedsion-support tools. One caveat,
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however: Senior executives who embrace their use should be prepared to hear the truth rather
than the answers that will most gratify them.

Google also employs an idea management system whereby employees can e-mail ideas for new
products, processes, and company improvements to 3 companywide suggestion box. Every
employee can then comment on and rate the ideas. This, too, is a form of prediction market,
though without the monetary bets (artificial cusrency, in Google’s case). Google's founders and
senior leadership seem to be saying, "We're smart, but we're not smart enough to ignore data.
Noer are we smarter than thousands of our bright, motivated employees.”

From a technological and data standpoint, most companies would face few obstacles in adopting
the sorts of analytic and democratic approaches o innovation decision making that Google
uses. What truly sets Google apart from most businesses in this regard is its culture,

Create a Culture Built to Build

Soogle has an unusual culture of which only some aspects are shared by other internet-based
businesses. I is largely technocratic, in that individuals prosper based on the quality of their
ideas and their technological acumen. Google’s use of prediction markets suggests it places a
high value on the intellect and opinions of employees. Likewise, giving them budgeted time for
innovation shows high regard for their creativity. Google also attempts to provide plenty of
intellectual stimulation, which, for a company founded on technology, can be the opportunity to
learn from the best and brightest technologists. One employee told the “Google Jobs” website
that his favorite perk was the series of regular “Tech Talks” given *by distinguished researchers
from around the world....I've come to really appreciate the level of commitment Google has to
continued learning and education for their engineers.” That same employee, demonstrating that
stimulation spans broader interests, told the website that the *most amazing experience” he'd
had at Google was a single day during which “the chef Mario Batali came to give away copies of
his new book and [the cafeteria served] one of his menus for lunch. Then in the afternoon
Thomas Friedman gave a talk about the flattening world, and Robin Williams gave an
impromptu comedy sketch to close out the day.”

If a company actually embraced—rather than merely paid lip service to—the idea that its people
are its maost important asset, it would treat employees in much the way Google does. Google’s
founders and executives have thought through many different aspects of the knowledge-work
environment, inciuding the design and occupancy of offices (jam-packed for better
communication); the frequency of ali-hands meetings {every Friday, with beer); and the
approach to interviewing and hiring new employees (rigorous, with many interviews). None of
these principles is rocket science, but in combination they suggest an unusually high level of
recognition for the human dirmensions of innovation. Brin, Page, and Schmidt have visited and
appropriated ideas from other organizations—such as the software firm SAS Institute—that are
celebrated for how they treat their knowledge workers.

in exchange for the privileged treatment, Google expects hard, almaost ohsessive, work. It
therefore devotes considerable effort to identifying the best peopie, both before and after they
are hired. Employees are scored on 25 performance metrics, from how frequently they host
Tech Talks to the variability of their interview assessments for potential recruits (an interviewer
with variable ratings is considered goad, because all recruits are not equally strong).
Management alsc systematically models the attributes of high-performing employees. It
continually modifigs its hiring approach based on an ongoing analysis of which employees
perform best and most embody the qualities of “Googleness.” Few organizations are both so
paternalistic and so highly analytical in evaluating performance. Another enterprise might try to
create such a culture, but that would require a rare degree of self-confidence on the part of its
executives.

L A

As Google grows, wiil it continue to attract such talented and highly motivated people? Can it
retain its sheen? Newer startups like Facebook now compete for the same talent pool and may
boast cooler technologies and trendier products. Furthermore, Google may need to find new
financial incentives for employees, since its stock options are unlikely to keep growing at the
rate that has held since its IPO.

Innovating on internet time requires dynamic capabilities to anticipate market changes and offer
new products and functions quickly. Google has made substantive investments in developing
the capacity to innovate successfully in this fast-changing business environment, The company

3/9/2012 1:16 PM




Views Wire http://viewswire eiu.con/index.aspZlayoul=EBPrint VW 3&article_{d=15...

is pioneering approaches to organizational culture and innovation processes that centinue to
attract high-quality employees. At the moment, Google sets the standard for twenty-first-
century productivity and growth. If your company employs knowledge workers and needs to
innovate, can you afford to wait and see whether Google’s approaches pay off over the long
term? We doubt it.

By Bala Iver and Thomas H. Davenport (Baia Iyer (hiver@babson,.gdu) is an associate professor
of technology operations and information management at Babson College in Wellesiey,
Professor of Information Technology an-&_l\*fénagement at Babson College. His most recent book,
with Jeanne Harris, is Competing on Analytics: The New Sdence of Winning (Harvard Business
Scheol Press, 2607).)
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