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SUMMARY

➤ Google management hosted an hour-long Q & A with the Street. No prepared
remarks. Just Q & A. While there were no thesis-changing/numbers-altering
disclosures, there were several incremental, interesting datapoints.

➤ On the recently announced Dell deal, Google disclosed that the 6-month trial
generated both new search users for Google as well as greater search usage
among existing Google users. On the overall search advertising market,
Google reiterated prior statements that keyword pricing still had significant
upside. And on the company's move into branded/display advertising, Google
stated that it was seeing very high click-thru rates for its new click-to-play
video ad format, but that it was still looking to develop an ROI accountable
solution for broad-branded advertising campaigns.

➤ We briefly detail these and other datapoints from the call in this note. We
reiterate our Buy and our $550 PT.

FUNDAMENTALS
P/E  (12/06E) ............................. 40.1x

P/E  (12/07E) ............................. 31.1x

TEV/EBITDA  (12/06E) ................ 23.6x

TEV/EBITDA  (12/07E) ................ 16.2x

Book Value/Share  (12/06E) ....... $41.98

Price/Book Value........................ 8.9x

Revenue (12/06E) ............ $9,985.7 mil.

Proj. Long-Term EPS Growth...... 26%

ROE  (12/06E)............................ 25.9%

Long-Term Debt to Capital(a) ..... 0.0%

      

(a) Data as of most recent quarter 

SHARE DATA   RECOMMENDATION  

Price (5/31/06) ....................... $371.82 Rating (Cur/Prev)........................ 1H/1H

52-Week Range ....... $471.63-$274.01 Target Price (Cur/Prev) .. $550.00/$550.00

Shares Outstanding(a) ............ 287.0 mil. Expected Share Price Return...... 47.9%

Div(E) (Cur/Prev) ..................... $0.00/$0.00 Expected Dividend Yield ............. 0.0%

  Expected Total Return ................ 47.9%

EARNINGS PER SHARE
FY ends 1Q 2Q 3Q 4Q Full Year
12/05A Actual $1.26A $1.33A $1.51A $1.54A $5.64A
12/06E Current $2.29A $2.18E $2.26E $2.54E $9.28E
 Previous $2.29A $2.18E $2.26E $2.54E $9.28E 

12/07E Current NA NA NA NA $11.96E
 Previous         NA          NA          NA          NA  $11.96E 

12/08E Current NA NA NA NA $15.16E
 Previous         NA          NA          NA          NA  $15.16E 

First Call Consensus EPS: 12/06E $9.45; 12/07E $12.56; 12/08E $15.83 
  

OPINION

1. Dell deal -- While management did not disclose any financial details on the transaction, it
stated that it was “ecstatic” with the results of the 6-month trial it conducted before formally
concluding the deal last week. Google stated that the deal contained no hardware barter
component, that it was multi-year in length, more comprehensive than other distribution
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deals, and that the impact of the trial was an increase in both Google search users and in
usage by existing Google users.

2. AOL Partnership -- Google stated that work was under way with AOL in terms of
developing display advertising solutions and that new products were expected to be rolled
out later this year.

3. Capex competitive advantage – Google defended its significant capex spending ramp
and declared that part of the company’s competitive advantage came from the fact that it
built, maintained, and owned its own IT infrastructure.

4. Product development wins & losses – Asked which new products had exceeded
management expectations and which had underperformed, Google highlighted the Keyhole
acquisition and the integration of Google Maps with Local Search as an example of better-
than-expected product development and pointed to the company’s limited print publishing
forays as an example of product development shortfall to date.

5. Municipal Wi-fi plans -- Management reiterated its interest in exploring further
municipal wi-fi deployments, but insisted that it would seek to do so through partnerships
similar to the one it currently has with EarthLink in San Francisco.

6. Branded advertising thoughts – Google commented that it was seeing significant
demand for Google-branded advertising solutions, but that it had yet to develop a broad-
scale ROI accountable solution that it felt comfortable with. Management did mention,
however, that it was seeing very high click-thru rates for its new click-to-play video ad
format.

7. Google Base -- Google mentioned that Google Base is really a way to get structured data
into Google’s index, which it then uses to enhance the overall Google experience for end-
users. The company stated that information on Google Base is growing by leaps and bounds
and is helping to enhance the overall end-user experience.

8. China – Asked whether Google needed to develop a new strategy in China given greater
competition in that market, management stated that it saw no reason to do so near-term.
Management also stated that it had not seen any evidence yet that indicated that search usage
in China was materially different than search usage in other markets.

9. Comments on Vista/Microsoft threat -- On competitive threats from Microsoft’s
Windows Vista and IE7, management mentioned that it wanted to make sure that use of
Windows was done in a proper and legal manner. As one example of concern, Google
pointed to the potential default setting in IE7 to MSN search.

10. Comments on headroom for keyword pricing – On the overall search advertising
market, Google reiterated prior statements that keyword pricing still had significant upside.

VALUATION
We arrive at our $550 target price based on a combination of EV/EBITDA and P/E analysis.
We acknowledge that the price target is intrinsically very high – as is the implied $170Bish
market cap. But this valuation is derived from our published estimates and from what we
believe are reasonable multiples given our estimated bottom-line growth projections for
Google. Our EV/EBITDA analysis generates a $533 price target, while our P/E analysis
generates a $562 price target. $550 is the average of these two targets.
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EV/EBITDA: We apply a 27X multiple to our 2007 EBITDA estimate of $5.95B ($18.43 per
share) to reach a $533 target price, adjusting for $10B ($35.27 per share) in cash. Our target
multiple is largely driven off of growth assumptions, but we usually also consider historical
multiple ranges, relative sector multiples, and intangibles like management’s execution track
record. In terms of our growth assumptions, we are assuming a 2007E-2010E compound
EBITDA growth of approximately 26%. Note that our target multiple of 27X is essentially
in-line with our assumed growth rate of 26%, which is consistent with how we have valued
other Internet stocks. In terms of historic multiple ranges, GOOG’s trading history is
relatively limited, but its current 2006 EBITDA multiple is 30X, so we are assuming no
multiple contraction. In terms of relative sector multiples, we are applying to GOOG the
highest multiple among the Net leaders (vs. 24X for EBAY, 20X for YHOO and 15X for
AMZN), which is consistent with our view that GOOG has the highest sustainable growth
rate among these companies (vs. 23% each for EBAY and YHOO and 16% for AMZN).
Over the past year Google has traded at a EV/EBITDA multiple between 22X-35X with an
average of 28X.

P/E: We apply a 47X multiple to our 2007 pro forma EPS estimate of $11.96 to reach a $562
target price. Our target multiple is largely driven off of growth assumptions, but we usually
also consider historical multiple ranges, relative sector multiples, and intangibles like
management’s execution track record. Relative to our 26% long-term growth projection (as
described above), our 47X multiple implies a 1.8X PEG, which is consistent with the 1.7-1.8
PEG range we have used with the other Net leaders. We also note that our 47X multiple is in
line with the 47X multiple that GOOG currently trades at on 2006 pro forma EPS, so we are
assuming no multiple expansion. Over the past year Google has traded at a P/E multiple
between 38X-57X with an average of 46X.

RISKS
Our High Risk rating on GOOG reflects the highly competitive landscape the company faces
and the intrinsically high valuation multiples of growth stocks, especially in the Internet
sector. These risks are somewhat offset by the company’s strong balance sheet ($8.0B in
cash) and by the liquidity of its shares. Note that the investment risks laid out below may
impede the stock from reaching our target price. Specific risks are: 1) Very significant
competition from Internet-related companies like Yahoo! and Microsoft; 2) Limited track
record and limited visibility; and 3) Potential exposure to concerns over aggressive industry
online advertising practices.

INVESTMENT THESIS
We rate the shares of Google Inc Buy / High Risk (1H). Our long-term thesis includes 1)
strong secular growth in online advertising; 2) direct exposure to search, the most robust
online ad segment; 3) clear market leadership; 4) underappreciated potential for expansion
beyond traditional search; and 5) the strongest outlook fundamentals in the sector. In
addition, we refocused on long-term risks such as 1) competition from Microsoft, Yahoo, and
others; 2) a limited execution record; and 3) headline risk around aggressive industry online
ad practices. But our long-term 25%-plus EPS growth forecast makes us buyers, even at
these levels.

COMPANY DESCRIPTION
Google Inc (GOOG) is a global technology company focused on improving the way people
connect with information. It is a leading global Internet brand and one of the most trafficked
Internet destinations worldwide. Google maintains the world's largest online index of
Websites and other content, and makes this information freely available to anyone with an
Internet connection. Google generates revenue by delivering relevant, cost-effective online
advertising. Businesses use Google's AdWords program to promote their products and
services with targeted advertising. In addition, thousands of third-party Websites that
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comprise the Google Network use the Google AdSense program to deliver relevant ads that
generate revenue and enhance the user experience.
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ANALYST CERTIFICATION APPENDIX A-1
I, Mark S. Mahaney, research analyst and the author of this report, hereby certify that all of the views expressed in this research report
accurately reflect my personal views about any and all of the subject issuer(s) or securities. I also certify that no part of my compensation
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.
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Closing
Price

1: 28 Sep 04 2S 130.00 126.86
2: 22 Oct 04 2S *170.00 172.43
3: 2 Feb 05 2S *210.00 205.96
4: 14 Mar 05 Coverage suspended
5: 8 Jun 05 *1H *360.00 279.56
6: 21 Jul 05 1H *375.00 313.94
7: 21 Oct 05 1H *430.00 339.90
8: 8 Dec 05 1H *490.00 410.65
9: 20 Apr 06 1H *550.00 415.00

*Indicates change.
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Customers of the Firm in the United States can receive independent, third-party research on the company or companies covered in this
report, at no cost to them, where such research is available. Customers can access this independent research at
http://www.smithbarney.com (for retail clients) or http://www.citigroupgeo.com (for institutional clients) or can call (866) 836-9542 to
request a copy of this research.

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Google Inc. This
position reflects information available as of the prior business day.

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of a public offering of
securities of Google Inc.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12
months from Google Inc.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services
from Google Inc in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s):
Google Inc.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services
provided were non-investment-banking, securities-related: Google Inc.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services
provided were non-investment-banking, non-securities-related: Google Inc.

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Google Inc.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global
Markets Inc. and its affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm
profitability, which includes revenues from, among other business units, the Private Client Division, Institutional Equities, and Investment
Banking.

The Firm is a market maker in the publicly traded equity securities of Google Inc.

Citigroup Investment Research Ratings Distribution
Data current as of 5 May 2006 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (2722) 41% 41% 17%

% of companies in each rating category that are investment banking clients 45% 42% 33%
Internet -- North America (14) 50% 43% 7%

% of companies in each rating category that are investment banking clients 29% 33% 0%
Guide to Fundamental Research Investment Ratings:
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating.
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative
(S).
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Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and
dividend yield within the next 12 months) and risk rating.
For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total
return of 10% or more for Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for
Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk stocks, 0%-20% for High-Risk stocks, and
0%-35% for Speculative stocks); and Sell (3) (negative total return).
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk
rating, or a change in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of
these ranges because of market price movements and/or other short-term volatility or trading patterns. Such interim deviations from
specified ranges will be permitted but will become subject to review by Research Management. Your decision to buy or sell a security
should be based upon your personal investment objectives and should be made only after evaluating the stock's expected performance
and risk.

Between September 9, 2002, and September 12, 2003, Citigroup Investment Research's stock ratings were based upon expected
performance over the following 12 to 18 months relative to the analyst's industry coverage universe at such time. An Outperform (1)
rating indicated that we expected the stock to outperform the analyst's industry coverage universe over the coming 12-18 months. An
In-line (2) rating indicated that we expected the stock to perform approximately in line with the analyst's coverage universe. An
Underperform (3) rating indicated that we expected the stock to underperform the analyst's coverage universe. In emerging markets, the
same ratings classifications were used, but the stocks were rated based upon expected performance relative to the primary market index
in the region or country. Our complementary Risk rating system -- Low (L), Medium (M), High (H), and Speculative (S) -- took into
account predictability of financial results and stock price volatility. Risk ratings for Asia Pacific were determined by a quantitative screen
which classified stocks into the same four risk categories. In the major markets, our Industry rating system -- Overweight, Marketweight,
and Underweight -- took into account each analyst's evaluation of their industry coverage as compared to the primary market index in
their region over the following 12 to 18 months.

OTHER DISCLOSURES
Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of a public offering of equity
securities of Google Inc.

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Google Inc.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial
instruments and may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments
linked to securities that may have been recommended in the Product. The Firm regularly trades in the securities of the subject
company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with the Product and,
with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not
deposits or other obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including
the possible loss of the principal amount invested. Although information has been obtained from and is based upon sources that the Firm
believes to be reliable, we do not guarantee its accuracy and it may be incomplete and condensed. Note, however, that the Firm has
taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures section of
the Product. In producing Products, members of the Firm's research department may have received assistance from the subject
company(ies) referred to in the Product. Any such assistance may have included access to sites owned, leased or otherwise operated or
controlled by the issuers and meetings with management, employees or other parties associated with the subject company(ies). Firm
policy prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of
the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and
estimates constitute the judgment of the author as of the date of the Product and are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Although Citigroup Investment Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment
Research to provide research coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer,
subject to applicable quiet periods and capacity constraints. The Product is for informational purposes only and is not intended as an
offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the Product must take into
account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with,
nor be subject to the reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information
available on foreign securities. Foreign companies are generally not subject to uniform audit and reporting standards, practices and
requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and their prices more volatile than
securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an
investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated,
using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend
computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup
Global Markets Inc. takes responsibility for the Product in the United States. Any orders by non-US investors resulting from the
information contained in the Product may be placed only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is
employed by. The Product is made available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN
64 003 114 832 and AFSL No. 240992) and to retail clients through Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL
No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2
Park Street, Sydney, NSW 2000. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets
(Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto,
Ontario M5J 2M3. The Product may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup
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Global Markets Deutschland AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). Frankfurt
am Main, Reuterweg 16, 60323 Frankfurt am Main. If the Product is made available in Hong Kong by, or on behalf of, Citigroup Global
Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.
Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Product is made available in
Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road,
Hong Kong. The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority. The Product is made
available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and Exchange Board of India.
Bakhtawar, Nariman Point, Mumbai 400-021. If the Product was prepared by Citigroup Investment Research and distributed in Japan by
Nikko Citigroup Ltd., it is being so distributed under license. Nikko Citigroup Limited is regulated by Financial Services Agency,
Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities
Exchange. Akasaka Park Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122. The Product is made available in Korea by
Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory
Service. Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061. The Product is made available in
Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission. Menara Citibank, 165
Jalan Ampang, Kuala Lumpur, 50450. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de
Bolsa, which is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand
the Product is made available through Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand Exchange Limited
and regulated by the New Zealand Securities Commission. Level 19, Mobile on the Park, 157 lambton Quay, Wellington. The Product is
made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja
Papierów Wartosciowych i Gield. Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa. The Product is made
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in
accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in
accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any information contained in
the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation or
outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian
Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047
Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services
Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its
registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities
Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein
are not available to private customers in South Africa. The Product is made available in Taiwan through Citigroup Global Markets Inc.
(Taipei Branch), which is regulated by Securities & Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by
the press or any other person. No. 8 Manhattan Building, Hsin Yi Road, Section 5, Taipei 100, Taiwan. The Product is made available in
Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F,
22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in United Kingdom by
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This material may relate to
investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf,
London, E14 5LB. The Product is made available in United States by Citigroup Global Markets Inc, which is regulated by NASD, NYSE
and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within
EU Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services
Authority. Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of
interest arising as a result of publication or distribution of investment research. The policy applicable to Citigroup Investment Research's
Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity research
management and Citigroup's senior management and is not linked to specific transactions or recommendations. The Product may have
been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be
construed as providing investment services in any jurisdiction where the provision of such services would be illegal. Subject to the nature
and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or
exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby
levels and basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser. Advice in the Product
has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors
should, before acting on the advice, consider the appropriateness of the advice, having regard to their objectives, financial situation and
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