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52-Week Price Range  $247.30-$602.45 

Market Capitalization (B) $115.53 

Shares Outstanding (M) 315.29 

60-Month Beta 1.19 

Dividend Yield NA 

Price/Earnings (ttm) 27.5 

Price/Book 4.13 

Price/Sales 5.35 

ROA (ttm) 14.52% 

ROE(ttm) 16.60% 

Projected 5-Year Growth 19.30% 

����� �  
Year 2006 2007 2008 2009E 2010E 2011E 

EPS 10.21 13.53 16.50 21.76 22.34 26.56 

All earnings represent earnings from operations and have been filtered 
from net nonrecurring gains.
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Discounted Cash Flow-EP $393.04 

Relative P-E 

Relative PEG 

$387.22 
$428.53 
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�  (+)Online Advertising - Google is the market leader 

in online advertising revenue. In the year 2008, online 

ad-revenues accounted 96.94% of its revenues. This 

was an increase of 28.73% as compared to 2007. We 

believe that Google’s ad revenues will be affected by 

the recession with a CAGR of 25% for the next couple 

of years and finally leveling out to a terminal value of 

15%. 

� (+)Product Innovation
1
 - Recognizing the need for 

product innovation, Google has been increasing its 
investing in R&D. As of 2008 its R&D expense was 
$2.8 Billion, 12.8% of its total revenue generated. The 
results of these investments have been visible with 
Google launching Google-Chrome, Google’s internet 
explorer. This  open-source internet browser will most 
definitely challenge the dominance of Microsoft's 
Internet Explorer, but more importantly heralds the 
dawn of cloud computing (Using distributed data 
centers across the internet as a composite data center 
for computing and data storage activities) - an 
innovation that looks set to make the PC redundant. 

� (-)Threat from new Innovations - Google's success 

has been driven by the simplicity and effectiveness of 

its search engine, which indexes searches by 

relevance for users in a very short space of time. 

Google's search engine is the world's most popular 

search engine and the term "to Google", meaning to 

search using the internet, has become part of the 

vernacular. A challenge that any technology company, 

particularly Google faces is the low entry barriers in the 

industry and the ability of an entrepreneur charting a 

similar path such as Google and developing a search 

engine which is smarter than the current offerings in 

the market.  

� (-)International Markets exposure - International 

revenues accounted for approximately 51% of Google’s 

total revenues in 2008, and more than half of its user 

traffic came from outside the U.S. during this period. 

This increases Google’s risk exposure because:  

- Some of the country in which Google operates 

have longer payment cycles 

- Increased uncertainty regarding liability of 

services and content. 
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The search engine industry includes organizations developing 

and operating search engines, internet portals and other 

websites that host advertising content. Normally these sorts of 

websites provide services such as internet search, electronic 

mail, online news, social networking portals and other forms 

of entertainment such as instant messaging and online 

gaming. The business model of such enterprises is based on 

the efficiency of their search algorithms and ad-sensing 

application. Websites earn the vast majority of their income 

from advertisements that are placed on their sites. Income is 

generated when a user clicks on an advertising link. This is 

known as a "paid click".
2 

We believe that the search engine industry has been and will 

continue to be affected by the recession. This is due to the 

decrease in revenue earned from advertising channels for 

such companies. This is a direct consequence of the 

decrease in overall business expenditure on advertising as 

companies look to cut costs in the face of declining household 

consumption.  
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The above data shows the relative strength of the sub-

Industry as compared to the S&P 500.  

Despite the negative outlook on the decreased ad spending 

by organizations, we also believe that the tightening 

marketing budgets will force companies to hasten the 

advertising migration trend from print, radio and television to 

search engines. The chart below shows the distinct shift 

towards more non-traditional sources of advertising. 
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To put more clarity on the break up of the advertising industry, 

the chart below lists out the various channels and the relevant 

advertising revenue as of 2008 for each channel. 
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The $23.4 billion in annual internet advertising spending 

exceeded advertising on cable TV for the first time (which was 

$21.4 billion), and took the No. 3 spot behind national and 

local TV ads ($29.8 billion) and newspaper ads ($34.4 billion). 

This trend is because the industry is a cheaper means of 

advertising, so the downturn will see search engines capture 

a greater share of the advertising dollar.  

As has been witnessed across business verticals, we 

envisage that the decreasing marginal revenues will force 

consolidations in the industry, creating opportunities for firms 

such as Yahoo, Google, AOL and Microsoft to capture 

increased market share. 

Google has transformed itself from a search engine company 

to be an integral part of any users “online experience”. From 
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being a technology company, to being included in the 

Webster dictionary as a verb, Google’s journey has been one 

of the highlights of the internet age. With revenues of nearly 

$17 billion, profits of $5 billion and a global workforce of more 

than 19,000 employees, Google is a behemoth in the internet 

information providers industry. But we think that what makes 

Google unique and probably a more sustainable e-business 

company is its penchant for innovation and ability to invest 

and develop tangible user friendly products. The example of 

this would be Google’s internet browser – Chrome and its 

mobile operating system – Android.  

In addition to its strategy of investing in in-house development 

and organic growth, Google also has had major acquisition in 

the past, thus diversifying its online product offering. The most 

notable of these are the web video provider, YouTube 

(acquired 4
th

 quarter of 2006 fiscal year) and the ad-serving 

specialist DoubleClick. 
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Google is a technology leader in the internet information 

providing industry. The Google search engine is the single 

most powerful search engine on the World Wide Web. Google 

search engine has become more sophisticated, trying to 

incorporate almost human-level artificial intelligence in its 

algorithms, making search results more relevant to the 

requirements of the user. Search results are also no longer 

restricted to web-pages, they include images, videos, books, 

maps and more. 

Google’s other online product offerings are email (Gmail); 

Google News; a shopping search (Froogle – now known as 

Google Product Search); mapping services; a satellite 

imagery service (Google Earth) and many more. In fact 

Google often make products available early in their 

development stages by posting them on Google Labs, at test 

locations online or directly on Google.com. If Google’s users 

find a product useful, Google promotes it to “beta” status for 

additional testing. Once it is satisfied that a product is of high 

quality and utility, the product is removed from the beta label 

and turned into it a core Google product. This model ties in 

Google’s core principles of innovation and adding maximum 

value to the consumer’s online experience and we believe this 

strive for innovation is key to Google’s success. 

 

We believe that the key ingredient of Google’s success has 

been its superiority over its competition with respect to 

technology utilization and commercialization. Therefore it is 

necessary that we talk briefly about the technologies that are 

driving Google’s success in the search engine vertical and its 

innovation in development of various user products and 

services. 

 

Ranking of Website Searches - The technology used by 

Google for its web pages ranking is called PageRank. 

PageRank was developed at Stanford University with the 

involvement of Google’s founders and was therefore 

published as research. We think that the strength of 

PageRank lies in the fact that it is a query independent 

technique for determining the importance of web pages by 

looking at the link structure of the web. This enables 

PageRank to treat a link from a web page X to web page Y as 

a “vote” cast by page X in favor of page Y. The final web-page 

rank of a page is the sum of the pages that link to it. The 

PageRank of a web page also depends on the importance (or 

PageRank) of the other web pages casting the votes. Votes 

cast by important web pages with high PageRank weigh more 

heavily and are more influential in deciding the PageRank of 

pages on the web. This unique innovation has been 

instrumental in Google emerging as the market leader as far 

as web-based search engines are concerned.  

 

Search Text-Matching Techniques – Google’s text 

searching technology employs text-matching techniques that 

compare search queries with the content of web pages to 

help determine relevance. We believe that this text-based 

scoring technique determines the proximity of individual 

search terms to each other on a given page, and prioritizes 

the results that have the search terms near each other. We 

estimate that by combining query independent measures 

such as PageRank with the unique text-matching techniques, 

Google is to deliver search results that are most relevant to 

what people are trying to find. 

 

Hardware Infrastructure – We believe that the other key 

strength in Google’s business model is that it provides its 

products and services using its own homegrown software and 

hardware infrastructure, which provides substantial computing 

resources at low cost and negates the dependence on 3
rd

 

party data centers. We also believe the Google’s current 

infrastructure also shortens its product development cycle and 

ensures that it is able to pursue innovation more cost 

effectively. 

 

Despite all the technology innovations and engineering 

wizardry, what determines Google’s success is its ability to 

convert its technology edge over its rivals into strong cash 

flows. It might difficult for many old-economy analysts to 

grasp Google’s ability to maintain its cash balances despite 

any tangible product offering and supposedly driven just by 

advertising revenues. In fact to illustrate its dependence on 

ad-revenues, please refer to the below attached chart which 

clearly suggests that Google’s survival is critically dependant 

on its ability to cash in on all the online advertisements that it 

hosts. 
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Having determined the criticality of the advertising dollars for 

Google, it is imperative that briefly mention the technology 

that is driving this revenue model. The company’s AdWords 

program is a pay-per-click model where ads appear alongside 

search results. Businesses use its AdWords program to 

promote their products and services with targeted advertising. 

In addition, the thousands of third-party Web sites that 

comprise the Google Network use its AdSense program to 

deliver relevant ads that generate revenue and enhance user 

experience. 
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We believe that one of the critical factors that determine 

success and longevity in the technology sector is the ability to 

recognize growth areas and implement solutions to facilitating 

services in those areas. One of Google’s goodwill and growth 

cornerstones has been its ability to innovate. Some of the 

recent developments illustrate Google’s continuing 

commitment to its core principles. 

- Google’s Strengthening Health Platform
4
: With the new 

Obama administration focus on revamping the state 

healthcare offerings by proposing a $50 billion aid to the 

sector. This provides service providers in the healthcare 

industry with unprecedented growth opportunities. With the 

increased emphasis on leaner operations and cost cutting in 

all industries, the health care industry is no exception to this 

rule. This provides technology companies with the unique 

opportunity to implement process automations in the 

healthcare industry. We believe that Google has recognized 

this growth opportunity and hence its announcement of 

teaming up with CVS comes as no surprise. With this tie-up, 

millions of CVS customers would be able to easily transfer 

their prescription history to an online Google Health account. 

The success of this application will be key to Google’s entry 

into the technology healthcare sector. This deal is similar to 

Google’s project with IBM where IBM Corporation, in 

collaboration with Google Inc. and the Continua Health 

Alliance, announced new software that will enable personal 

medical devices used for patient monitoring, screening and 

routine evaluation to automatically stream data results into a 

patient's Google Health Account or other personal health 

record (PHR). 
 

- The recently released January comScore data shows that 
GoogTube (Google/YouTube) continues to lead its 
competition with  
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respect to online viewership. This clearly suggests that 
Google’s acquisition of YouTube has been a synergy which 
has added vertical and horizontal value to Google’s business. 
Above is attached a snap shot of January’s comScore results. 

To illustrate how Google’s web entertainment segment is 
outperforming the market, here is another chart displaying the  
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US web based video census per brand. YouTube continues to 
significantly overpower its competition.���������������
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We can infer from the data provided that Google’s 
diversification in the online video sector will continue to be 
beneficial for the firm. Also we need to note that the inflated 
numbers in the above chart is a reflection of the presidential 
elections and the inauguration. But despite that, GoogTube’s 
dominance in that sector cannot be denied. 

- The proposed merger of Microsoft with Yahoo, in a clear 
attempt by Microsoft to complete against Google in the online 
ad revenues market fell through. We think that Google’s 
entrenched position in the online ad revenues market will not 
be threatened in the near future. The chart below displays 
Google’s position as the market leader in the online ad 
revenues business. 
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- In addition to using Android on one of its cell phones, T-
Mobile is planning to further penetrate the retail consumer 
market by powering its various other communication devices 
with Android. We feel that this positions Google to compete 
with Microsoft, Apple and Symbian in the smart phone 
business vertical which we believe will be one the key drivers 
of growth in the technology sector in the years to come.6 

- To further testify Google’s mantra of continuing to diversify 
its product offerings, Google is believed to be in talks with 
Twitter for a proposed merger. This will not only broaden 
Google’s services, it will also add value to its application with 
Twitter’s real time algorithms. We believe the market will react 
favorably to this acquisition, causing Microsoft and yahoo 
increased strife. 
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We believe that the key driver of the search engine market in 
the US, will continue to be online advertising spending. 
According to eMarketer the estimated market for online 
advertising in the US in 2009 will be $29.5 billion. Below is 
attached a chart displaying the historical and forecasted 
figures for online ad spending. 
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Given this statistic, we believe that the trend in the search 
engine industry will be to streamline algorithms to capture the 
“pay-per-click” of online site visitors. 

We also believe that one of the key advantages that the 
Search Engines industry has over media substitutes such as 
television, radio and print is that it is still relatively a newer 
player in the entertainment industry. But the popularity of this 
medium continues to increase, particularly given the 
continued increase in broadband connections in the US. 
IBISWorld2 anticipates that broadband subscriptions will 
exceed 131 million in 2013 from around 109 million in 2008, 
with an increasing share being accounted for by fiber, high 
speed cable lines and most importantly, mobile wireless 
connections.  

We think that the mobile wireless market is particularly 
important for this industry especially for Google. According to 
Nielsen mobile Internet penetration is highest in the U.S., 
where 15.6% of wireless subscribers use the Internet on their 
mobile devices. The chart below shows the top 10 countries 
browsing the mobile web. This clearly shows the potential that 
these companies have in the US. 
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