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• The Australian competition authority has cleared Google's proposed $3.1 billion acquisition of DoubleClick.
The European Commission is still gathering information after having extended its review of the
Google-DoubleClick merger by the allowable additional 10 working days, to November 13.

• The fact that opponents allege that Google and DoubleClick's market share is as high or higher in Europe
as compared to the United States, combined with the more aggressive stance of the European Commission
in investigating Microsoft, Qualcomm, and Intel, suggests to us that Europe is the place where investors
following the merger should pay the closest attention.

• There are some signals that the EC competition authority may extend its merger investigation into Phase II,
including: recent opposition by a number of European publishers; concern over exclusivity terms in certain
Google ad contracts; and the challenge in determining whether DoubleClick possesses a unique collection
of information that, when aggregated with Google's customer information, creates a barrier to entry, as
discussed in this note. However, we note that it is rare for there to be Phase II probes, with only 3-4% of
notified mergers over the last decade subject to the more intensive review.

• In the United States, we continue to believe the FTC will permit the merger to go forward, and at this point
we do not expect the agency will impose significant privacy conditions on this merger, though the privacy
concerns could lead to a broader policy initiative on the subject. We understand, however, that the agency
is continuing to meet with opponents and do not expect the FTC to announce a final decision before
December.

Google (GOOG) has received clearance of its acquisition of DoubleClick from the Australian competition authority, and
we continue to believe it will also obtain merger clearance from the Federal Trade Commission, the U.S. agency
reviewing the merger. But the situation in Europe remains less clear. The fact that opponents allege that Google and
DoubleClick's market share is as high or higher in Europe as compared to the United States, combined with the more
aggressive stance of the European Commission in investigating Microsoft, Qualcomm, and Intel, suggests to us that
Europe is the place where investors following the merger should pay the closest attention.

Google submitted its notification of the proposed acquisition with the European Commission on September 21,
following the customary period of pre-notification discussion with staff of the Directorate General for Competition ("DG
Competition") the Commission office responsible for reviewing mergers. Staff then broadly solicited public comment
and sent questionnaires to certain companies, seeking information on particular topics raised by the proposed merger.
Yahoo! (YHOO), eBay (EBAY), Verizon (VZ), AT&T (T), Microsoft (MSFT), as well as European publishers, including
the Financial Times and Reuters (RTRSY), and consumer groups have raised concerns about the merger on various
grounds.

At the heart of the analysis is whether Google's search advertising and DoubleClick's display advertising service are
comprised of particular inputs or assets, or have such dominance in their markets, that when combined, create
barriers to entry. Opponents charge that such barriers would be created, pointing to a number of features that they
argue together create the risk of foreclosing competition if the two are allowed to merge, including Google's practice of
giving away applications for free in order to acquire more customer information, exclusivity terms in contracts with
certain publishers who use Google's AdSense service, and the network effects created by the combination of the two
companies. Google in response notes that two of its opponents, Microsoft and Yahoo!, have recently acquired display
advertising firms that compete with DoubleClick, demonstrating that the market is competitive, that many of the alleged
harms raised by opponents are not anticompetitive, and in any event are not merger specific. Fundamentally, they
argue that Google and DoubleClick operate two distinct advertising services, which they liken to Fed Ex and Amazon.
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A number of the charges raised by consumer groups relate to privacy concerns, which both the U.S. and EC antitrust
authorities have suggested they would consider on an industry-wide basis, and not address by imposing conditions
specific to this merger.

We understand that on October 19, Google submitted a proposed package of commitments to DG Competition, which
at least initially received a lukewarm response from staff. The following Monday, the Commission announced that it
was extending its Phase I investigation by an additional 10 days, to November 13. We understand that since then it
has sent additional questionnaires to some companies, seeking more detailed information about DoubleClick,
particularly about the potency of DoubleClick's customer information and whether that information is unique and, when
combined with Google's customer information, creates barriers to entry.

To the best of our knowledge, DG Competition has not yet circulated Google's proposed conditions to opponents of
the merger -- the so-called "market test" -- which they typically do if they are preparing to close a merger review. This
could suggest that they do not find the offers to be sufficient, and at this stage are preparing to recommend the merger
be subjected to the second phase, in-depth investigation, which can take up to 90 working days.

We note, however, that it is rare for the Commission to extend merger investigations into Phase II. According to an EC
statistical report, of the 356 merger notifications they received in 2006, they initiated Phase II proceedings in only 13
cases, and that 3-4% rate has held steady over the past decade. This low benchmark rate, Google having a strong
team of advocates, including Berkeley economist Hal Varian, the difficulty of crisply articulating the case for barriers to
entry, and Microsoft being one the most vigorous opponents are among the factors suggesting to us that the EC will
clear the merger.

But given the complexity of this case and what we understand to be the relatively modest nature of the conditions that
Google has proposed, we believe there is a material likelihood that the merger will be subject to the more extensive
investigation. We note that, as the Commission emphasized in its October 8, 2007, decision to open a Phase II
investigation of the Thomson-Reuters merger, the decision to pursue an in-depth inquiry does not prejudge the final
result of the investigation.

Even in the rare cases where the EC conducts a Phase II investigation, it is even rarer for them to block outright a
merger. Turning again to the EC statistical report, over the past decade, of the 128 mergers sent to Phase II, only 12
were blocked. Sixty-three were approved with conditions. That said, the EC is not shy about opposing mergers
between U.S. companies, having moved to block Sprint-WorldCom in 2000, and more controversially, blocking
GE-Honeywell in 2005. And, unlike in the United States, the Commission does not have to file and win a court case to
block a merger.

Assuming the Commission concludes there are anticompetitive risks to allowing the Google-DoubleClick merger to
proceed, we believe it is more likely they would negotiate conditions with the firms. We understand that, similar to the
FCC process, it is common for the EC to look to the merger opponents in crafting conditions to address
anticompetitive concerns. Some of the opponents' objections, for example those related to the exclusivity terms in
some of Google's advertising contracts, could be readily addressed with conditions, although Google may not be
willing to adopt them. Others, primarily related to market power of the combined firm, are more difficult to address with
targeted conditions.

In the United States, we continue to believe that the Federal Trade Commission will likely allow the merger to proceed,
although we understand they are still meeting with opponents and we do not think a final decision is imminent. We
believe the FTC will not use this merger as a vehicle for developing privacy safeguards, but instead will consider the
issues in the larger context of online behavioral advertising, as teed up in this week's two days of hearings on the
matter. Thus, although the merger may ultimately be a factor triggering new privacy safeguards on Internet advertising
industry-wide, it does not appear to us at this time that either the U.S. or the EU will impose them on Google
specifically as a condition of approving the merger.
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I, Blair Levin, certify that the views expressed in this research report accurately reflect my personal views
about the subject securities or issuers; and I, Blair Levin, certify that no part of my compensation was, is, or
will be directly or indirectly related to the specific recommendation or views contained in this research report.

I, Rebecca Arbogast, certify that the views expressed in this research report accurately reflect my personal
views about the subject securities or issuers; and I, Rebecca Arbogast, certify that no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendation or views
contained in this research report.

I, David Kaut, certify that the views expressed in this research report accurately reflect my personal views
about the subject securities or issuers; and I, David Kaut, certify that no part of my compensation was, is, or
will be directly or indirectly related to the specific recommendation or views contained in this research report.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other factors)
Stifel Nicolaus' overall investment banking revenues.

Our investment rating system is three tiered, defined as follows:

BUY -We expect this stock to outperform the S&P 500 by more than 10% over the next 12 months. For higher-yielding
equities such as REITs and Utilities, we expect a total return in excess of 12% over the next 12 months.

HOLD -We expect this stock to perform within 10% (plus or minus) of the S&P 500 over the next 12 months. A Hold
rating is also used for those higher-yielding securities where we are comfortable with the safety of the dividend, but
believe that upside in the share price is limited.

SELL -We expect this stock to underperform the S&P 500 by more than 10% over the next 12 months and believe the
stock could decline in value.

Of the securities we rate, 40% are rated Buy, 57% are rated Hold, and 3% are rated Sell.

Within the last 12 months, Stifel, Nicolaus & Company, Inc. or an affiliate has provided investment banking services for
15%, 18% and 9% of the companies whose shares are rated Buy, Hold and Sell, respectively.

Additional Disclosures

Please visit the Research Page at www.stifel.com for the current research disclosures applicable to the companies
mentioned in this publication that are within Stifel Nicolaus' coverage universe.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, Nicolaus &
Company, Inc. or its affiliates may, at times, release written or oral commentary, technical analysis or trading strategies
that differ from the opinions expressed within.

Each of Stifel, Nicolaus & Company, Inc. and Ryan Beck & Co., Inc. is a multi-disciplined financial services firm that
regularly seeks investment banking assignments and compensation from issuers for services including, but not limited
to, acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as a placement
agent in private transactions. Moreover, Stifel Nicolaus, Ryan Beck and their respective shareholders, directors,
officers and/or employees, may from time to time have long or short positions in such securities or in options or other
derivative instruments based thereon.

These materials have been approved by Stifel Nicolaus Limited, authorized and regulated by the Financial Services
Authority (UK), in connection with its distribution to professional clients and eligible counterparties in the European
Economic Area. (Stifel Nicolaus Limited home office: London +44 20 7557 6030.) No investments or services
mentioned are available in the European Economic Area to retail clients or to anyone in Canada other than a
Designated Institution. This investment research report is classified as objective for the purposes of the FSA rules.
Please contact a Stifel Nicolaus entity in your jurisdiction if you require additional information.

Telecom, Media & Tech Regulatory November 1, 2007



Page 4

Additional Information Is Available Upon Request

© 2007 Stifel, Nicolaus & Company, Incorporated One South Street Baltimore, MD 21202

Telecom, Media & Tech Regulatory November 1, 2007


	Report_Stifell_Nicolaus_Google-DC_en.pdf

