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Google UK Limited

Directors’ Report for the year ended 31 December 2009

The directors present therr annual report and the audited financial statements of the company for the
year ended 31 December 2009

Principal activity and review of business
The pnncipal activity of the company duning the year was the provision of marketing services to
Google Ireland Limited and the provision of research and development services to Google Inc

In the prior year, the company vacated a property resulting in the need for an onerous lease provision,
the balance at the year end 1s £3,499,910 (2008 4,335,922) as detaled in note 14

There were no other significant new activities that had a matenal impact on the company’s results
during the financial year ended 31 December 2009

There were no new products and services introduced dunng the financial year ended 31 December
2009 that had a matenal impact on the financial statements

Principal nsks and uncertainties facing the business

As a prowvider of marketing and research and development services to Google Ireland Limited and
Google Inc , the company's prnincipal nsks and uncertainties relate to scaling back its operations due to
a reduchion in demand for its services The demand for its services would be impacted by the principal
risks and uncertainties faced by Google Ireland Limited and Google Inc , namely

. Competition from other internet companies, inciuding web search providers, internet access
providers, intemet advertising companies and destination websites that may also bundle their
services with internet access

. Competition from traditional media compames may not be included in the advertising budgets
of large advertisers, which in turn could harm its operating resulis

. Revenue I1s generated almost entirely from advertising, and the reduction in spending, or loss
of advertisers could sernously harm the business

. Google has a short operating history and a relatively new business model in an emerging and

rapidly evolving market This makes it difficult to evaluate future prospects and may increase
the nisk that the group will not continue to be successful

. New technologies could block advertisements, which would harm the business

. The business depends on a strong brand, and if the company 1S unable to maintan and
enhance the brand, the ability to expand the base of users, advertisers and Google Network
members will be iImpared and the business and operating results wiil be harmed

Key performance indicators

Turnover

Turnover increased from £149,696,428 to £169,486,065 1n 2009, an increase of £19,789,637 This
increase 15 due to a significant increase in employment and other costs impacting on the Cost Plus
Agreement

Admuristrative expenses

Administrative expenses (excluding exceptional items) increased from £160,179,549 to £181,819,850
an increase of £21,640,301 in 2009 This increase relates to an increase in demand for the company's
marketing services In the UK

The profit and loss account and balance sheet are set out on pages 6 and 7, respectively The loss
for the financial year, amounting to £9,656,717 has been deducted from reserves




Google UK Limited

Directors’ Report for the year ended 31 December 2009
(continued)

Research and development

The company continued to provide research and development services to its parent company, Google
Inc Duning the year, the company spent £21,313,771 (2008 £18,986,881) on research and
development Such expenses may fall into the following categones research, development
engineering and fixes or revisions

Future developments
There are no future changes anticipated in the business of the company at this time

Results and dividends
The profit and loss account for the year ended 31 December 2009 1s set out on page 6

The directors do not recommend the payment of a dividend {2008 £nil)

Charitable donations

Dunng the year the company made charntable donations of £28,237 (2008 £5,662), compnsing
£20,012 to purchase Android telephones donated to EU Universities, £8,000 donated to the
Newspaper Press Fund for sponsorship of a charnty event and £225 for sponsorship of the Stonewall
Equality conference in November

Directors
The directors who held office dunng the year and up to the date of this report are as follows

Nikesh Arora (resigned 6 July 2009)
John Herlhihy

Graham Law

Lloyd Hartley Martin

John Kent Walker

Qualifying third party indemnity provisions

A gualifying third party indemnity provision as defined in section 232(2) of the Companies Act 2006 Is
in force for the benefit of each of the directors in respect of liabiliies incurred as a resuit of their office,
to the extent permitted by law In respect of those habilities for which directors may not be indemnified,
a directors’ and officers’ liabibty insurance policy was maintained by the Google Inc group throughout
the financial year

Employees

The company has an active programme for inferming and involving its employees In addition to many
informal practices, the company operates active Social Clubs and Culture Clubs across the company's
sites which compnise representatives of the workfarce and management Regular briefings and other
opportunities for dialogue with senior management are conducted for employees The company also
has an intranet website which it updates regularly with company and industry news

The company 1s committed to the recruitment and retention of first-rate people, and therefore offers a
highly competitive compensation and benefits package It believes in rewarding performance and
encouraging employees to coninbute to and share in the success and growth of the business
Consequently, the company operates a Share Incentive Plan and Cash Bonus Plan that rewards all
employees for the success of the company and therr own personal performance




Google UK Limited

Directors’ Report for the year ended 31 December 2009
(continued)

Employees {(continued)

The company 1s an equal opportunity employer Applications for employment are considered without
regard to gender, race, age, nationahily or disabibty, taking into account the abihities of the indvidual
and the requrements of the vacant position All employees enjoy the same benefits, career
development, promotion prospects and comprehensive traiming The company continues to offer
employment and training to its employees who have become disabled whilst being employed by the
company

Statement of directors’ responsibilities
The drrectors are responsible for prepanng the annuai repert and the financial statements In
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financtal year Under that
law the directors have elected to prepare the financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice {(United Kingdom Accounting Standards and applicable law)
Under company {aw the directors must not approve the financial statements uniess they are satisfied
that they give a true and far view of the state of affairs of the company and of the profit or loss of the
company for that penod

In prepanng those financial statements, the directors are required to

« select suitable accounting pelicies and then apply them consistently,

. rmake judgments and estimates that are reasonable and prudent,

e« state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements, and

. prepare the finanoial statements on the going concern basis unless it 1s iInappropnate to presume
that the company will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006 They are also responsible for safeguarding the assets of the company and
hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

The directors confirm that they have complied with these requirements and, having a reasonable
expectation that the company has adequate resources to continue Iin operational existence for the
foreseeable future, continue to adopt the going concern basis in preparing the financial statements

Disclosure of information to auditors

The directors confirm that, so far as they are each aware, there 15 no relevant audit information of
which the company’s auditors are unaware The directors also confirm they have each taken all the
steps that they ought to have taken in order to make themselves aware of any relevant audit
information and to establish that the company's auditors are aware of that information

Auditors
The auditors, Ernst & Young, have indicated therr willingness to continue in office and a resclution
concerning their re-appointment will be proposed at the Annual General Meeting

By order bo:

Graham La
Director

90‘ mlﬂ 2010




Google UK Limited

Independent Auditors’ Report to the Members of
Google UK Limited

We have audsted the financial statements of Google UK Limited for the year ended 31 December 2009
which comprise the Profit and Loss Account, the Balance Sheet and the related notes 1 to 22 The
financial reporting framework that has been applied in their preparation is applicable law and United
Kingdom Accounting Standards {United Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company's members, as a body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006 Our audit work has been undertaken so that we might state to the
company's members those matters we are required to state to them in an auditor's report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company's members as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilites Statement set out on page 4, the directors
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view Qur responsibiity (s to audit the financial statements in accordance with applicable
law and International Standards on Auditing (UK and Ireland} Those standards require us to comply
with the Auditing Practices Board's Ethica! Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the company's crcumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant accounting estimates made by
the directors, and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements
¢ give a true and farr view of the state of the company's affarrs as at 31 December 2008 and of
its loss for the year then ended,
« have been properly prepared In accordance with United Kingdom Generally Accepted
Accounting Practice, and
« have been prepared In accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires
us to report to you If, in our cpinion
« adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us, or
the financial statements are not 1n agreement with the accounting records and returns, or
certain disclosures of directors’ remuneration specified by law are not made, or
+ we have not received all the information and explanations we require for our audit

Bt I ouna

Kerth Jess {(Senior statutory auditor)
for and on behalf of Ernst & Young, Statutory Auditor
Dublin

3o T«iy 2oc0




Google UK Limited

Profit and Loss Account
for the year ended 31 December 2009

2009 2008
Note £ £
Turnover 2 169,486,065 149,696,428
Administration expenses excluding exceptional items (181,819,850) {160,179,549)
Exceptional operating items 3 832,941 (16,356,068)
Administration expenses (180,986,909) (176,535,617)
Operating loss 4 (11,500,844) {26,839,189)
Interest recervable and similar income 5 43,790 502,268
Interest payable and similar charges 6 {14,682) -
Loss on ordinary activities before taxation (11,471,736) (26,336,921}
Tax on loss on ordinary activities 9 1,815,019 2,732,559
Loss for the financial year 17 (9,656,717} (23,604,362)

All above activities relate to continuing operations

The company has no recognised gains and losses other than those included in the profit and loss
account above and therefore no separate statement of total recognised gains and losses has been
presented

There are no material differences between the loss on ordinary activities before taxation and the loss
for the financial year stated above and therr histoncal cost equivalent




Google UK Limited

Balance Sheet
as at 31 December 2009

2009 2008
Note £ £
Fixed assets
Tangible assets 10 10,201,934 13,459,114
Investments 1 - -
10,201,934 13,459,114
Current assets
Debtors 12 24,671,518 17,189,679
Cash at bank and in hand 65,917,206 37,515,392
90,588,724 54,705,071
Creditors amounts falling due within one year 13 (59,419,300) (41,733,508)
Net current assets 31,169,424 12,971,563
Total assets less current hahilities 41,371,358 26,430,677
Provisions forillablhtles and charges 14 (3,499,910) (4,335,922)
Net assets 37,871,448 22,094,755
Capital and reserves
Called up share capital 16 1,000 1,000
Share option reserve 17 70,575,360 45,141,950
Profit and loss account - deficit 17 (32,704,912) (23,048,195)
Shareholder's funds 18 37,871,448 22,094,755

The financial statements on pages 6 to 22 were approved by the board of directors on
29 :)';\J 2010 and were signed on its behalf by

Graha
Director

Registered number 03977902




Google UK Limited

Notes to the financial statements for the year ended
31 December 2009

1 Principal accounting policies

Basis of preparation

The financial statements have been prepared on the going concern basis, under the historical cost
convention and in accordance with the Compames Act 2006 and applicable United Kingdom
accounting standards The principal accounting policies, which have been apphed consistently in the
current and previous financial year, are set out below

Consolidation

The financial statements contain information about Google UK Limited as an individual company and
do not contain consolidated financial information as the parent of a group The company 15 exempt
under section 401 of the Companies Act 2006 from the requirement to prepare consolidated financial
statements as it and its subsidiary undertakings are included in the consolidated financial statements
of its ultimate parent undertaking, Google Inc , a company incorporated in Delaware, USA

Cash flow statement
The company which 1s a wholly owned subsidiary, has taken advantage of the exemption in Financial
Reporting Standard 1 from the requirement to produce a cash flow statement

Tangible fixed assets and depreciation

Fixed assets are shown at cost less accumulated depreciation Depreciation 1s provided at rates
calculated to wnite off the cost less residual value of each asset over its expected useful Iife, as
follows

Leasehold improvements - 33% straight ne

Computer equipment and software - 50% straight line

Fixtures, fitings and equipment - 20% straight ne

Production and network equipment - 33% straight line

Assets In course of construction - no depreciation as assets not In use
Investments

Investments are stated at cost less any provision for impairment

Turnover

Turnover represents the amounts, excluding value added tax, recewvable dunng the year from Google
Inc and Google Ireland Limited The company recognises revenue on a cost plus basis, based on the
level of expenses incurred dunng the year

Pensions

The company operates a defined contrnibution pension scheme The expected cost of providing
pensions to employees 1s charged to the profit and loss account as incurred over the penod of
employment of pensionable employees The cost 1s calculated, with the benefit of advice from an
independent actuary, at what 1s expected to be a reasonably stable proportion of pensionable pay

Taxatian
The charge for taxation 1s based on the loss for the year

Deferred tax 1s provided on timing differences to the exient that it 1s expecled to become
payable/recoverable in the foreseeable fulure and any amount not provided for 1s disclosed as a
contingent liability/asset Deferred tax anses in respect of items where there i1s a timing difference
between therr treatment for accounting purposes and their treatment for taxation purposes Deferred
tax balances are not discounted



Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

1 Principal accounting policies (continued)

Foreign currencies

Monetary assets and llabilihes denominated in foreign currencies are translated at the rates ruling at
the balance sheet date and revenues, costs and non monetary assets at the exchange rates ruling at
the transaction date Profits and losses ansing from foreign currency translations and on setllement of
amounts receivable and payable in foreign currency are dealt with through the profit and loss account
Gains and losses for intercompany transactions and translations are borne by other group companies

Operating leases

Rentals under operating leases are charged on a straight ine basis over the lease term Lease
premiums and simiar incentives that are recewved or paid are treated as deferred or accrued income
and released to the profit and loss account on a straight ine basis over the lease term or, If shorter,
over the penocd to the next rent review

Research and development
Research and development expenditure 1s expensed {o the profit and loss account in the year in which
it 1s incurred

Share based payments

Equny settfed transactions

The cost of equity settled transactions with employees 1s measured by reference to the far value at
the date at which they are granted and i1s recognised as an expense over the vesting period, which
ends on the date on which the relevant employees become fully entitied to the award Farir value 1s
determined using an appropriate pricing model In valuing equity settled transactions, no account 1s
taken of any vesting conditions, other than conditions inked to the pnce of the shares of the company
{market conditions)

No expense 1s recogmsed for awards that do not ultimately vest, except for awards where vesting Is
conditional upon a market condition, which are treated as vesting irrespective of whether or not the
market condition 1s satisfied, provided that all other performance conditions are satisfied

At each balance sheet date before vesting, the cumulative expense 15 calculated, representing the
extent to which the vesting period has exprred and management’s best estimate of the achievement or
otherwise of non market condittons and of the number of equity instruments that will ultimately vest or
in the case of an instrument subject to a market condition, be treated as vesting as descnbed above
The movement in cumulative expense since the previous balance sheet date 1s recognised in the profit
and loss account, with a corresponding entry in equity (profit and loss account)

Where the terms of an equity settled award are modified or a new award 1s designated as replacing a
cancelled or settled award, the cost based on the onginal award terms continues to be recognised
over the onginal vesting pencd In additton, an expense 1s recognised over the remainder of the new
vesting penod for the incremental farr value of any modification, based on the difference between the
fair value of the onginal award and the farr value of the modified award, both as measured on the date
of the modification No reduction 1s recognised If this difference 1S negative

Where an equity settled award 1s cancelled, it i1s treated as if it had vested on the date of cancellation,
and any cost not yet recognised in the profit and loss account for the award i1s expensed immediately
Any compensation paid up to the far value of the award at the cancellation or settlement dale 1s
deducted from equity, with any excess over farr value being ireated as an expense in the profit and
loss account

Cash settled transactions
The company does not have share based payment resulting from cash settled transactions

9



Google UK Limited

Notes to the financial statements for the year ended

31 December 2009 (continued)

2 Turnover

The total turnover of the company for the year has been denved from its principal achivity

2009 2008
£ £

Geographical market
US cost plus revenue 23,445,148 20,885,569
Ireland cost plus revenue 146,040,917 128,810,859
169,486,065 149,696,428

3 Exceptional operating items

2009 2008
£ £
{Profit) / loss on acquisitions (927,429) 12,020,146
Provision for onerous lease (see note 14) 94,488 4,335,922
(832,941) 16,356,068

(Profit) / loss on acquisitions

In the pnor year, Google Inc acquired the DoubleChck Inc group Following this acquisitiocn a number
of companies within the DoubleClick group transferred therr net habihties to Google UK Limited This
resulted In a loss on acquisiions in 2008 of £12,020,146 Durning the year, further assets were
identffied, that existed at the date of transfer, in Digital Advertising and Marketing Limited of £384,814
and in DoubleClick Europe Limited of £542,615, resulting in a prefit on acquisiion 1in 2009 of
£927,429

Provision for onerous lease

In the prior year, the company acquired a leased property on the acquisition of the DoubleClick Inc
group and has been unable 1o sell the lease As a result, the company is hable for charges under the
lease entered into in 2007 and expinng in 2017 The company has therefore provided for the
unavoidable costs associated with the future lease commitments as an onerous lease provision
Further details are provided in note 14

4 Operating loss

2009 2008
£ £

Operating loss 1s stated after charging
Depreciation of tangible assets 4,777,288 4,517,386
Auditors’ remuneration — audit services 65,000 66,076
Operating lease charges — other 6,237,113 5,810,752
Research and development expenditure 21,313,771 18,986,881

10




Google UK Limited

Notes to the financial statements for the year ended

31 December 2009 (continued)

5 Interest receivable and similar income
2009 2008
£ £
Bank interest recevable 43,790 502,268
6 Interest payable and similar charges
2009 2008
£ £
Other interest payable 14,682 -
7 Employee information
The average monthly number of employees {(including directors) dunng the year was
2009 2008
Number Number
Marketing 502 496
Research and development 171 149
Management and administration 175 127
8438 772
Employment costs
2009 2008
£ £
Wages and salanes 82,883,508 70,069,864
Social secunty costs 11,762,485 10,020,037
Other pension costs 3,030,000 2,489,234
Cost of employee share schemes {see note 19} 25,433,410 25,023,804
123,109,403 107,622,939

11



Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

7 Employee information (continued)

Directors’ remuneration

2009 2008

£ £

Aggregate emoluments 1,399,698 1,061,179
Other pension costs 5,484 12,638

The directors’ remuneration stated above relates to one director, who 1s therefore also the highest paid
director The remaining directors received remuneration in respect of therr services to the company
from other group companies The cost of the services that they provided to this company cannot be
separately indentified Pension benefits are only accruing to the highest paid director, under the
company's defined contribution scheme (2008 one) Four (2008 four) directors hold share options in
the ultimate parent underiaking, Google Inc Three (2008 two} of the directors, including the highest
paid director, exercised options durnng the year

8 Pension costs

The company operates a defined contnibution scheme for certain employees The employees’ pension
entittements are secured by contributions by the company to a separately administered pension fund
Annual contributions are based on the advice of a professionally qualfied actuary The defined
contribution pension charge for the year was £3,030,000 (2008 £2,489,234)

As at 31 December 2009 pension contributions of £467,912 were outstanding (2008 £473,114)

9 Tax on loss on ordinary activities

2009 2008
£ £
Current tax
UK corporation tax at 28% (2008 28 5%) 2,988,920 141,519
Adjustments in respect of previous penods {11,200) -
Total current tax 2,977,720 141,519
Deferred tax
Ongination and reversal of iming differences (4,792,739) (2,874,078)
Total deferred tax (see note 15) (4,792,739) (2,874,078)
Tax credit on loss on ordinary activities (1,815,019) (2,732,559)

12




Google UK Limited

Notes to the financial statements for the year ended

31 December 2009 (continued)

9 Tax on loss on ordinary activities (continued)

The tax assessed for the year 1s higher (2008 higher) than the standard effective rate of corporation

tax in the United Kingdom of 28% (2008 28 5%) The differences are explained below

2009
£

2008
£

Loss on ordinary activities before tax

{11,471,736)

(26,336,921}

Tax on loss on ordinary activities at the standard rate of

corporation tax of 28% (2008 28 5%) {3,212,086) (7,506,022)
Effects of

Expenses not deductible for tax purposes 997,659 6,803,510
Share option timing differences 5,978,283 4,202,328
Other timing differences 389 38,985
Depreciation for the year in excess of capital allowances 115,303 615,172
Utihsation of brought forward losses - (2,935,378)
Exercised share options deductible for tax (890,628} {1,077,076)
Adjustments in respect of previcus periods (11,200) -
Total current tax 2,977,720 141,519

Factors affecting current and future tax charges

The standard rate of Corporation Tax in the UK changed from 30% to 28% with effect from 1 Apnl
2008 Accordingly, the company’s losses for the year ended 31 December 2009 are taxed at an

effective rate of 28% (2008 28 5%)

13
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Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

11  Investments

Investment
in subsidiary
undertakings

£
Cost
At 31 December 2009 and 2008 119,805
Impairment
At 31 December 2009 and 2008 (119,805)

Net book value

At 31 December 2009 and 2008

In the prior year, the company acquired the entire ordinary share capital of 100 shares at £1 each of
Digital Advertising and Marketing Limited and DoubleClick Europe Limited The investments in the
companies were iImpaired in 2008 and reduced to a value of Enl  The companies are in the process of

being hlquidated

12 Debtors
2009 2008
£ £
Amounts owed by group undertakings 5,215,143 3,563,383
Deferred tax (see note 15) 12,190,751 7,398,012
Other debtors 4,861,580 4. 049,569
Prepayments and accrued income 2,404,044 2,178,715
24,671,518 17,189,679

Amounts owed by group undertakings are unsecured, interest free and are repayable on demand

Other debtors include £540,000 (2008 £810,000) due after more than one year

15




Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

13 Creditors: amounts falling due within one year

2009 2008

£ £

Trade creditors 3,160,342 2,831,796
Amounts due to group undertakings 19,074,364 15,172,944
Corporation tax payable 2,972,695 289,558
Other taxes and soctal securty 6,778,680 5,002,661
Other creditors 95,238 96,991
Accruals and deferred income 27,337,981 18,339,558
59,419,300 41,733,508

Amounts due to group undertakings are unsecured, interest free and are repayable on demand

14 Provisions for liabilities and charges

2009 2008
£ £

Onerous lease provision
At 1 January 4,335,922 -
Charge to the profit and loss account 94,488 4,335,922
Utiised dunng the year (930,500) -
At 31 December 3,499,910 4,335,922

In the prior year, the company vacated a leased property and has been unable to sell the lease As a
result, the company 1s hable for charges under the lease entered into in 2007 and expinng in 2017
The company has therefore provided for the future lease commitments as an onerous lease provision
The provision represents the residual lease commitments, net of Income earned from sub lethng and
has been discounted on a pre lax basis

15 Deferred tax asset

2009 2008

£ £

At 1 January 7,398,012 4,523,934
Credit to profit and loss account (see note 9) 4,792,739 2,874,078
At 31 December 12,190,751 7,398,012

16



Google UK Limited

Notes to the financial statements for the year ended

31 December 2009 (continued)

15 Deferred tax asset (continued)

Deferred tax 1s analysed as follows

Unprovided Provided Unprovided Provided

2009 2009 2008 2008

£ £ £ £
Accelerated capial allowances - 2,012,019 - 867,920
Losses 1,429,982 - - 440,678
Short term timing differences 5,789 10,178,732 - 6,089,414
1,435,771 12,190,751 - 7,398,012

A deferred tax asset of £10,112,775 (2008 £5,956,943) has been recognised in respect of the share
options as the directors are of the opivton that a tax deduction will be hkely in the future The
remaining deferred tax asset recognised within the short term trming differences 1s pensions of
£65,957 (2008 £132,471)

In his budget of 22 June 2010, the Chancellor of the Exchequer announced Budget tax changes,
which, If enacted in the proposed manner, will have a significant effect on the company's future tax
position As at 31 December 2009, the tax changes announced n the Budget are not yet regarded as
‘'substantively enacted' and as such, in accordance with accounting standards, the changes have not
been reflected in the company's financial statements as at 31 December 2009

The budget proposed a decrease in the rate of UK corporation tax from 28% to 24% by 1% each year,
from Apnl 2011, which will be enacted annually The effect of the reduction in the tax rate to 24% on
the company's deferred tax asset would be to reduce the deferred tax asset by approximately
£1,000,000 The rate change will also impact the amount of the future cash tax payment to be made
by the company

The effect on the company of these proposed changes to the UK tax system will be reflected in the

company's financial statements in the future years, as appropnate, once the proposals have been
substantively enacted

16 Called up share capital

2009 2008
£ £
Authorised
1,000 ordinary shares of £1 each 1,000 1,000
Allotted, called up and fully paid
1,000 ordinary shares of £1 each 1,000 1,000
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Google UK Limited

Notes to the financial statements for the year ended

31 December 2009 (continued)

17 Reserves

Share Profit and

option loss

reserve account

£ £
At 1 January 2009 45,141,950 (23,048,195}
Loss for the financial year - (9,656,717)
Adjustment in respect of employee share schemes 25,433,410 -
At 31 December 2009 70,575,360 (32,704,912)

18 Reconciliation of movements in shareholder’s funds

2009 2008

£ £
Loss for the financial year (9,656,717) (23,604,362}
Adjustment in respect of employee share schemes 25,433,410 25,023,804
Net increase in shareholder's funds 15,776,693 1,419,442
Opening shareholder's funds 22,094,755 20,675,313
Closing shareholder’s funds 37,871,448 22,094,755

19 Share based payments

The ultimate parent undertaking, Google Inc , maintains the 1998 Stock Plan, the 2000 Stock Plan, the
2003 Stock Plan, the 2003 Stock Plan (No 2), the 2003 Stock Plan (No 3) and the 2004 Stock Plan,
and plans assumed through acquisitions, all of which are collectively referred to as the 'Stock Plans’
Under the Stock Plans, incentive and non qualified stock options or nghts to purchase common stock
may be granted to eligible participants Options are generally granted for a term of 10 years Except
for options granted pursuant to the Exchange discussed below, options granted under the Stock Plans
generally vest 25% after the first year of service and rateably each month over the remaining 36 month
penod, contingent upon employment with us on the vesting date Optlions granted under Stock Plans
other than the 2004 Stock Plan may be exercised pnor to vesting

Under the Stock Plans, Restncted Stock Units (RSUs) and restrnicted shares have been 1ssued  An
RSU award 1s an agreement to 1ssue shares of Google Inc stock at the time of vest RSUs issued to
new employees vest over four years wath a yearly cliff contingent upon employment with Google on the
dates of vest These RSUs vest from zero to 50 0 percent of the grant amount at the end of each of
the four years from date of hire based on the employee's performance RSU's under the Founders’
Award programs are issued to individuals on teams that have made extraordinary contributions to
Google These awards vest quarterty over four years contingent upon employment with Google on the
vesting dates

The exercise pnice disclosures are given in US$ as this 1s the currency in which the options are
exercisable and the underlying shares are quoted
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Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

19 Share based payments (continued)

Fair value of options granted in the year
The fair value of each option award on the date of grant was estimated using the Black-Scholes option
pricing model

Risk free interest rate
The nsk free interest rate for periods within the contractual Iife of the award 1s based on the U S
Treasury yteld curve in effect at the time of grant

Expected stock price volatility

Assumptions about stock price volatity have been based exclusively on the implied volatiities of
publicly traded options to buy Google Inc stock with contractual terms closest to the expected Iife of
options granted to Google employees

Expected life
Assumptions about the expecled term are estimated based upon the histonical exercise behaviour of
Google employees

The following table presents the weighted-average assumptions used to estimate the fair values of the
stock options granted {exciuding options granted in connection with the Exchange in certain employee
stock options as set out below) in the penod presented

2009 2008
Expected stock pnce volatiity 37% 35%
Option life (years) 10 10
Expected Iife (years) 58 53
Risk free interest rate 26% 32%
Expected dividends expressed as a dividend yeld - -
Weightad average far value per option granted — ordinary shares $229 91 $205 67
Weighted average far value per option granted - RSUs $459 19 $455 69

The company's ordinary share option and RSU activities consisted of the following

2009 2008
Ordinary share options Weighted Weighted
Number average Number average
of exercise of exercise
share price share price
options $ ophions b
Qutstanding at 1 January 350,839 441 46 295,501 416 18
Net transfer to other group undertakings (32,506) 441 46 (15,853) 316 71
Granted 277,264 32528 99,512 496 65
Exercised (29,180) 207 55 (15,424) 97 94
Forfeited / cancellations (230,126) 512 91 (12,897) 523 04
Outstanding at 31 December 336,291 311 06 350,839 441 46
Exercisable at 31 December 112,681 26873 146,902 34778
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Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

19 Share based payments (continued)

2009 2008
Restnicted Stock Units Number Weighted Number Weighted
of average of average
restricted exercise restricted exercise
stock price stock price
units $ units $
Outstanding at 1 January 128,385 456 32 51,276 470 36
Net transfer to other group undertakings (46,993) 456 32 (5,104) 527 95
Granted 146,311 459 19 103,221 455 69
Vested (33,507) 447 42 (17.503) 428 29
Forfeited / cancellations {9,864) 437 21 (3,505) 52170
Outstanding at 31 December 184,332 465 02 128,385 456 32

Transfers to other group undertakings relate to employees of Google UK Limited being re-employed
by other group undertakings

The table below summaries information regarding the company's outstanding share options

Ordinary share options

2009 2008

Weighted Weighted Weighted Weighted

average average average average

exercise Number remaining exercise Number remaining

Range of exercise price of share hfe price  of share Iife

price $ options (years) 3 options {years)
$0 30 - $94 80 5017 12,574 450 37 91 20,801 535
$117 84 - $198 41 181 69 19,426 507 181 96 26,787 603
$205 96 - $298 91 27078 8,478 573 268 04 9,707 6 66
$300 97 - $399 00 310 54 251,066 779 33777 48,834 711
$401 78 - $499 07 436,36 38,225 919 452 51 55,676 814
$500 03 - $594 05 53374 6,297 7.70 549 03 178,727 8 91
$615 95 - $699 35 648.11 225 7.97 650 58 8,517 8 86
$707 00 - $732 94 n/a nfa nfa 714 82 1,760 893
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Notes to the financial statements for the year ended
31 December 2009 (continued)

19 Share based payments (continued)

Restricted Stock Units

2009 2008

Weighted Number Weighted Weighted Number Weighted

average of average average of average

exercise restricted remaining exercise resincted remamning

Range of exercise price stock lIife price stock Iife

price $ units (years) $ units (years)
$180 00 - $180 00 nfa n/a n/a 180 00 243 025
$23129 - $298 99 283 21 272 283 283 16 3,115 126
$300 97 - $399 00 357 44 50,283 3.07 357 28 4,852 161
$402 00 - $499 07 44175 76,876 284 449 66 105,282 304
$500 03 - $597 76 588.95 53,974 364 537 27 10,088 277
$611 68 - $699 35 645.25 2,467 246 649 63 4,142 2786
$707 00- %741 79 714 66 460 187 714 82 663 289

In March 2009, Google completed an offer to exchange certain employee stock options issued under
the 2004 Stock Plan (“the Exchange™) Certain previously granted options were exchanged for new
options with a lower exercise price granted on a one-for-one basis Options for an aggregate of
approximately 7 6 million shares of the Class A common stock were exchanged Options granted
purseant to the Exchange have an exercise prnice of $308 57 per share, the closing price of the Class
A common stock as reported by The Nasdaq Global Select Market on 6 March 2009 Options granted
pursuant to the Exchange have a new vesting schedule determined by adding 12 months to each
vesting date under the exchanged options’ onginal vesting schedule

In addition, new options will vest no sooner than six months after the date of the Exchange The
Exchange resulted in a modification charge of £12,436,971 which 1s being recognised over the vesting
periods of the new options

The weighted average share pnce dunng the penod for options exercised over the year was
$399 42 (2008 $464 85) The total charge for the year relating to employee share based payment
plans was £25,433,410 (2008 £25,023,804), all of which related to equity share based payment
transactions After deferred tax, the total charge was £15,320,635 (2008 £19,066,861), as the related
deferred tax asset has been (2008 has been) recognised (see note 15)

20 Operating lease commitments

At 31 December 2009 the company had annual commiiments under non-cancellable operating leases
expinng as follows

2009 2008

Land and buildings £ £
Within one year 47,600 73,879
After five years 7,177,966 7,177,966
7,225,566 7,251,845
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Google UK Limited

Notes to the financial statements for the year ended
31 December 2009 (continued)

21 Related party transactions
The company has taken advantage of the exemplion avallable under Financial Repoerling Standard 8

“Refated Party Disclosures”, for wholly owned subsidianies from the requirement to give details of
transactions with entities that are part of the Google Inc group

22 Immediate and ultimate parent undertakings
The company’s immediate parent undertaking 1s Google Internationat LLC
The company's uftimate parent undertaking 1s Google Inc , a company incorporaled in Delaware, USA
The largest group in which the results of the company are consolidated is that headed by Google Inc

and the consoldated financial statements are availlable to the public and may be obtained from 1600
Amphitheatre Parkway, Mountain View CA 24043
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