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OPEN HEARING: SOCIAL MEDIA INFLUENCE
IN THE 2016 U.S. ELECTION
WEDNESDAY, NOVEMBER 1, 2017

SELECT COMMITTEE

U.S. SENATE,
ON INTELLIGENCE,

Washington, DC.
The Committee met, pursuant to notice, at 9:34 a.m. in Room
SH–216, Hart Senate Office Building, Hon. Richard Burr (Chairman of the Committee) presiding.
Committee Members Present: Senators Burr, Warner, Risch,
Rubio, Collins, Blunt, Lankford, Cotton, Cornyn, Feinstein, Wyden,
Heinrich, King, Manchin, Harris, and Reed.
OPENING STATEMENT OF HON. RICHARD BURR, CHAIRMAN, A
U.S. SENATOR FROM NORTH CAROLINA

Chairman BURR. I’d like to call the hearing to order. Good morning.
I’d like to welcome our witnesses today. Before I introduce them,
I want to say, on behalf of the full Committee, that our hearts and
our prayers go out to the individuals in New York, the families and
the friends of those who were affected by a senseless terror act. To
most on this Committee, we’ve come to expect this. We spend
countless hours working through the threats that exist to this
country and around the world, and it’s sad that we’ve come to the
point where, really, nothing can happen that surprises us.
But it’s the responsibility of this Committee to work hand-inhand with our intelligence community to help to keep America safe
by providing the tools that they need to accomplish their mission.
We will continue to do that.
As is the case that we’re here today, and I welcome our witnesses, Colin Stretch, Vice President and General Counsel at
Facebook; Sean Edgett, General Counsel at Twitter; and Kent
Walker, Senior Vice President, General Counsel at Google.
For several months now, the media has been fixated on the role
that social media platforms played in spreading disinformation and
discord during the 2016 elections. This is an opportunity for each
of you to tell your respective stories and, if necessary, correct the
record. My sense is that not all aspects of those stories have been
told accurately. I’ll note for the record that this Committee is now
having its seventeenth open hearing this year, and the twelfth at
which we’ll be discussing Russia and Russia’s activities.
Today, I’m hopeful we can provide the American people with an
informed and credible assessment of how foreign actors used your
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platforms to circulate lies and to agitate unrest during last year’s
elections.
I’m also hopeful you’ll share with us what your companies are
doing to make it harder for foreign actors to use your platforms’
automated accounts and falsified stories to influence sentiment in
the United States.
Very clearly, this kind of national security vulnerability represents an unacceptable risk, and your companies have a responsibility to reduce that vulnerability. While we’re on the topic of responsibility, I want to use this forum to push back on some narratives that have sprung up around the subject. A lot of folks, including many in the media, have tried to reduce this entire conversation to one premise; foreign actors conducted a surgical, executed covert operation to help elect a United States president.
I’m here to tell you this story does not simplify that easily. It is
shortsighted and dangerous to selectively focus on one piece of information and think that that somehow tells the whole story.
We’ve heard from the media how a series of, I quote, ‘‘Russianlinked Facebook ads were specifically aimed at Michigan and Wisconsin during the lead-up to last year’s presidential election,’’ unquote, and that, quote, ‘‘some of those ads targeted specific demographic groups in two states,’’ unquote. The narrative here is that
ads linked to Russia were targeted at pivotal states and directly influenced the election’s outcome.
What you haven’t heard is that almost five times more ads were
targeted at the State of Maryland than of Wisconsin, Maryland,
which is targeted by 262 ads in comparison to Wisconsin’s 55 ads,
and Maryland was not up for grabs. It was a State the Democrat
candidate carried by 26 percent; or that 35 of the 55 ads targeted
at Wisconsin ran prior to the Wisconsin primary, before there was
an identified Republican candidate; and moreover, that not one of
those 55 ads mentioned President Donald Trump by name; or that
the key election State of Pennsylvania had fewer ads targeted at
it than Washington, D.C., where 87 percent of the electorate voted
for Hillary Clinton; or that the three most heavily targeted states
in America—Maryland, Missouri, and New York—were all determined by at least 18-point margin, and two of them won by Hillary
Clinton.
One point the media has gotten correct is that more of these geographically targeted ads ran in 2015 than 2016—again, before
President Trump was identified as the Republican candidate for
president. But some of the context surrounding the more than
$100,000 worth of divisive ads on hot-button issues purchased by
Russian actors is missing. To add some detail here where the
media has failed to do it and put the $100,000 into a frame of reference, the total ad spend for the State of Wisconsin was $1,979,
with all but $54 being spent before the primary—again, before the
emergence of a Republican candidate. The ad spend in the State of
Michigan was $823; Pennsylvania, $300.
To believe the narrative, you have to accept that these sophisticated, well-resourced Russian actors studied our process, assessed
what states would be critical to the election result, then snuck and
invested all of $300 to execute their plan in Pennsylvania—$300.
More than five times as much money was spent on advertising in
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California, a State that hasn’t voted Republican in presidential
elections since 1988.
Even with the benefit of numbers and what can be calculated
and measured, this is an incredibly complex story. We can look at
the amount of money spent, the number of ads purchased, and
draw conclusions about priorities. We can look at the divisive content of the ads and the pages that they directed people towards,
the number of tweets and retweets, and the manipulated search results, and draw inferences about the intent of the information operation. What we cannot do, however, is calculate the impact that
foreign meddling in social media had on this election, nor can we
assume that it must be the explanation for an election outcome
that many didn’t expect.
I understand the urge to make this story simple. It’s human nature to make the complex manageable, find explanations, and interpret things in ways that conform to your conclusions. But that’s
biased. Pointing to a State and saying that no ads ran there after
the election doesn’t prove intent, or even motive. It just shows that
no ads ran there after the election.
This subject is complicated. There’s a whole new vocabulary that
comes with this stuff. Impressions are different than views. Views
are different than clicks. But there’s one thing that I’m certain of
and it’s this: Given the complexity of what we’ve seen, if anyone
tells you they’ve got this all figured out, they’re kidding themselves. And we can’t afford to kid ourselves about what happened
last year and continues to happen today.
That complexity, I’ll note, is exactly why we depend on you for
expert insight and reliable information. Sixty percent of the U.S.
population uses Facebook. A foreign power using that platform to
influence how Americans see and think about one another is as
much a public policy issue as it is a national security concern.
Crafting an elegant policy solution that is effective, but not overly
burdensome, demands good faith and partnership between companies and this Committee.
Just recently, on the basis of a more complete and sophisticated
analysis, the original estimate that 10 million Americans were exposed to Russian-origin content on Facebook was increased to 126
million. That tells me that your companies are just beginning to
come to grips with the scale and the depth of the problem.
That’s encouraging, but know this: we do better when you do better. I’d urge you to keep that in mind and to work with us
proactively to find the right solution to a very constant and complaining challenge.
I’ll take a moment here to stress what this hearing is and is not
about. This isn’t about relitigating the 2016 U.S. presidential election. This isn’t about who won or who lost. This is about national
security. This is about corporate responsibility, and this is about
the deliberative and multifaceted manipulation of the American
people by agents of a hostile foreign power.
I’ll say it again: agents of a hostile foreign power reached into
the United States, using our own social media platforms, and conducted an information operation intended to divide our society
along issues like race, immigration and Second Amendment rights.
What’s even more galling is that, to tear us apart, they’re using so-
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cial media platforms Americans invented, in connection with the
First Amendment freedoms that define an open and democratic society.
While it’s shocking to think that foreign actors use the social networking and communications mediums that are so central to our
lives today in an effort to interfere with the core of our democracy,
what is even more troubling is the likelihood that these platforms
are still being used today to spread lies, provoke conflict and drive
Americans apart.
Your three companies have developed platforms that have tremendous reach and, therefore, tremendous influence. That reach
and influence is enabled by the enormous amount of data you collect on your users and their activities. The American people now
need to understand how Russia used that information and what
you’re doing to protect them. Your actions need to catch up to your
responsibilities.
We have a lot to get to this morning. I’m going to stop here.
Again, I want to thank each of our briefers—our witnesses today,
and I turn to the vice chairman for any comments he might have.
OPENING STATEMENT OF HON. MARK R. WARNER, A U.S.
SENATOR FROM VIRGINIA

LAP51NQ082 with DISTILLER

Vice Chairman WARNER. Well, thank you, Mr. Chairman, and let
me also express our concerned thoughts about the tragedy yesterday in New York.
Let me get right at it. In the age of social media, you can’t afford
to waste too much time or, for that matter, too many characters,
in getting the point across. So I’ll get straight to the bottom line:
Russian operatives are attempting to infiltrate and manipulate
American social media to hijack the national conversation and to
make Americans angry; to set us against ourselves, and, at their
most basic, to undermine our democracy. They did it during the
2016 U.S. presidential campaign. They are still doing it now. And
not one of us is doing enough to stop it. That’s why we’re here
today.
In many ways, the threat is not new. Russians have been conducting information warfare for decades. But what is new is the
advent of social media tools with the power to magnify propaganda
and fake news on a scale that was unimaginable back in the days
of the Berlin Wall.
Today’s tools in many ways seem almost purpose-built for Russian disinformation techniques. Russia’s playbook is simple, but
formidable. It works like this.
First, disinformation agents set up thousands of fake accounts,
groups and pages across a wide array of platforms. These fake accounts populate content on Facebook, Instagram, Twitter,
YouTube, Reddit, LinkedIn, and many other platforms.
Each of these fake accounts spends literally months developing
networks of real people to follow and like their content, boosted by
tools like paid ads and automated bots. Most of the real-life followers have no idea that they are caught up in these webs. These
networks are later utilized to push an array of disinformation, including stolen e-mails, state-led propaganda like RT News and
Sputnik, fake news, and divisive content.
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The goal is pretty simple. It’s to get this so-called news into the
news feeds of many potentially receptive Americans and to covertly
and subtly push those Americans in the directions the Kremlin
wants to go.
As someone who deeply respects the tech industry and who was
involved in that industry for more than 20 years, it’s taken me
quite a bit of time—and I’m still learning—to truly understand the
nature of this threat. Even I struggle to keep up with the language
and the mechanics, the difference between bots, trolls, and fake accounts; how they generate likes, tweets, and shares; and how all
these players and actions are combined into an online ecosystem.
What is clear, however, is that this playbook offers a tremendous
bang for the disinformation buck. With just a small amount of
money, adversaries use hackers to steal and weaponize data, trolls
to craft disinformation, fake accounts to build networks, bots to
drive traffic, and ads to target new audiences. They can force propaganda into the mainstream and wreak havoc on our online discourse. And if you look back at the results, it’s a pretty good return
on investment.
So where do we go from here? I believe it will take all of us—
you, some of the platform companies, the United States government, and the American people—to deal with this new and evolving threat.
The social media and innovative tools each of you have developed
have changed our world for the better. You’ve transformed the way
we do everything from shopping for groceries to growing small
businesses.
But Russia’s actions are further exposing the dark underbelly of
the ecosystem you have created, and there is no doubt that their
successful campaign will be replicated by other adversaries—both
nation-states and terrorists—that wish to do harm to democracies
around the globe. This is not a unique American phenomenon.
As such, each of you here today needs to commit more resources
to identifying bad actors and, when possible, preventing them from
abusing our social media ecosystem. Thanks in part to pressure
from this Committee, each company has uncovered, I believe, only
some of the evidence of the ways Russians exploited their platforms
during the 2016 election.
For Facebook, much of the attention has been focused on the
paid ads that Russian trolls targeted to Americans. However, these
ads are just the tip of a very large iceberg. The real story is the
amount of misinformation and divisive content that was pushed for
free on Russian-backed pages, which was then spread widely on
news feeds of tens of millions of Americans.
According to the data Facebook has provided, 120 Russianbacked pages built a network of over 3.3 million people. From these
now-suspended pages, 80,000 organic unpaid posts reached an estimated 126 million real people—more than a third of the population.
This is an astonishing reach from just one group in St. Petersburg. And I doubt that the so-called Internet Research Agency in
St. Petersburg represents the only Russian trolls out there.
Facebook has more work to do to see how deep this goes, including into the reach that we’ve just found in the last 48 hours of in-
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formation you’ve provided, of IRA-backed Instagram posts, which,
again, if we just take for an example, 80,000 posts from IRA-based
trolls on Facebook, 120,000 pieces of content on Instagram, and we
don’t even have the data on how many—how much that content
reached.
The anonymity provided by Twitter and the speed by which it
shares news makes it an ideal tool to spread disinformation. According to one study, during the 2016 campaign, junk news actually outperformed real news in some battleground states, leading
up to Election Day. Another study found that bots generated one
out of every five political messages posted on Twitter over the entire presidential campaign.
I’m concerned, sir, that Twitter seems to be vastly underestimating the number of fake accounts and bots pushing
disinformation. Independent researchers, people who’ve testified
before this Committee, have estimated that up to 15 percent of active Twitter accounts, or potentially 45 million-plus accounts, are
fake or automated.
Despite evidence of significant incursion and outreach from researchers, Twitter has to date only uncovered a small piece of that
activity, although I will acknowledge that in the last few days your
numbers have gone from about 200 accounts to over 2,700 accounts. And again, I believe there’s more to be done.
Google search algorithms continue to have problems in surfacing
fake news or propaganda. Though we can’t necessarily attribute to
Russian efforts, false stories and unsubstantiated rumors were elevated on Google Search during the recent mass shootings in Las
Vegas.
Meanwhile, YouTube has become RT’s go-to platform. Google has
now uncovered 1,100 videos associated with this Russian campaign.
Much more of your content was likely spread through other platforms.
But it’s not just the platforms that need to do more. The United
States government has thus far proven incapable of meeting this
21st-century challenge. Unfortunately, I believe this effort is suffering in part because of lack of leadership at the top. We have a
President who remains unwilling to acknowledge the threat that
Russia poses to our democracy. President Trump should stop actively delegitimizing American journalism and acknowledge and
address this very real threat posed by Russian propaganda.
I believe that Congress, too, must do more. We need to recognize
that current law was not built to address these threats. I partnered
with Senators Klobuchar and McCain on what I believe is the most
light-touch legislative approach, which I hope all my colleagues on
this panel will review. The Honest Ads Act is a national security
bill intended to protect our elections from the foreign interference
we all want to avoid.
Finally, but perhaps most importantly, the American people also
need to be aware of what is happening to our news feeds. We all
need to take a more discerning approach to what we are reading
and sharing and who we’re connecting with online. We need to recognize the person at the other end of that Facebook or Twitter argument may not be a real person at all.
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The fact is that this Russian weapon has already proved its success and cost-effectiveness. We can be assured that other adversaries, including foreign intelligence operatives and potentially terrorist organizations, have read this playbook and are already taking action. It’s why we, collectively, must act.
To our witnesses today, I hope you will detail what we saw in
the last election and, most importantly, tell us what steps you will
undertake for us to get ready for the next one. We welcome your
participation and encourage your commitment to addressing this
shared responsibility.
Thank you, Mr. Chairman.
Chairman BURR. Thank, Senator Warner.
I’d like to notify Members we will have seven-minute rounds
today by seniority.
Gentlemen, if I could ask you to please stand and raise your
right hand. Do you solemnly swear to tell the truth, the whole
truth, and nothing but the truth?
Mr. STRETCH. Yes.
Mr. WALKER. I do.
Mr. EDGETT. Yes.
Chairman BURR. Please be seated.
Mr. Stretch, we’re going to recognize you, then Mr. Edgett, then
Mr. Walker. Mr. Stretch, the floor is yours.
STATEMENT OF COLIN STRETCH, VICE PRESIDENT AND
GENERAL COUNSEL, FACEBOOK

LAP51NQ082 with DISTILLER

Mr. STRETCH. Chairman Burr, Vice Chairman Warner and distinguished Members of the Committee, thank you for this opportunity to appear before you today. My name is Colin Stretch and
since July 2013 I’ve served as the General Counsel of Facebook. We
appreciate this Committee’s hard work to investigate Russian interference in the 2016 election.
At Facebook, our mission is to create technology that gives people the power to build community and bring the world closer together. We are proud that each of you uses Facebook to connect
with your constituents, and we understand that the people you represent expect authentic experiences when they come to our platform to share and connect.
We also believe that we have an important role to play in the
democratic process and a responsibility to protect it on our platform. That’s why we take what’s happened on Facebook so seriously.
The foreign interference we saw during the 2016 election is reprehensible. That foreign actors hiding behind fake accounts abused
our platform and other internet services to try to sow division and
discord and to try to undermine our election process is directly contrary to our values and everything we stand for. Our goal at
Facebook is to bring people closer together. These foreign actors
sought to drive people apart.
In our investigation, which continues to this day, we have found
that these actors used fake accounts to place ads on Facebook and
Instagram that reached millions of Americans over a two-year period, and that those ads were used to promote pages which in turn
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posted more content. People shared these posts, spreading them
still further.
Many of these ads and posts are inflammatory. Some are downright offensive. We know that much of this content is particularly
hurtful to members of the Facebook community that engaged with
this content believing it was authentic. People should believe content on Facebook is authentic, and should not have to worry that
they are being exploited in a cynical effort to prey on painful fault
lines in our society in order to inflame discourse in this country.
In aggregate, the ads and posts we are here today to discuss
were a very small fraction of the overall content on Facebook, but
any amount is too much. All of these accounts and pages violated
our policies, and we removed them.
Going forward, we are making significant investments. We’re hiring more ad reviewers, doubling or more our security engineering
efforts, putting in place tighter ad content restrictions, launching
new tools to improve ad transparency, and requiring documentation from political ad buyers.
We’re building artificial intelligence to help locate more banned
content and bad actors. We’re working more closely with industry
to share information on how to identify and prevent threats, so
that we can all respond faster and more effectively. And we’re expanding our efforts to work more closely with law enforcement.
We know bad actors aren’t going to stop their efforts. We know
we’ll all have to keep learning and improving to stay ahead of
them. We also know we can’t do this alone. That’s why I want to
thank you for this investigation. We look forward to the conclusions
you will ultimately share with the American public. And I look forward to your questions.
[The prepared statement of Mr. Stretch follows:]
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HEARING BEFORE THE UNITED STATES SENATE SELECT COMMITTEE ON
INTELLIGENCE
November I, 2016
Testimony of Colin Stretch
General Counsel, Facebook

I.

INTRODUCTION

Chairman Burr, Vice Chairman Warner, and distinguished members of the Committee, thank
you for this opportunity to appear before you today. My name is Colin Stretch, and since July
2013, I've served as the General Counsel ofFacebook. We appreciate this Committee's hard
work to investigate Russian interference in the 20 16 election.
At Face book, our mission is to create technology that gives people the power to build community
and bring the world closer together. We don't take for granted that each one of you uses
Facebook to connect with your constituents, and that the people you represent expect authentic
experiences when they come to our platform to share.
We also believe we have an important role to play in the democratic process-and a
responsibility to protect it on our platform. That's why we take what's happened on Facebook so
seriously. The foreign interference we saw is reprehensible and outrageous and opened a new
battleground for our company, our industry, and our society. That foreign actors, hiding behind
fake accounts, abused our platform and other internet services to try to sow division and
discord-and to try to undermine our election process--is an assault on democracy, and it
violates all of our values.
In our investigation, which continues to this day, we've found that these actors used fake
accounts to place ads on Facebook and Instagram that reached millions of Americans over a twoyear period, and that those ads were used to promote Pages, which in tum posted more content.
People shared these posts, spreading them further. Many of these ads and posts are
inflammatory. Some are downright offensive.
In aggregate, these ads and posts were a very small fraction of the overall content on Facebookbut any amount is too much. All of these accounts and Pages violated our policies, and we
removed them.
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Going forward, we're making some very significant investments-we're hiring more ad
reviewers, doubling or more our security engineering efforts, putting in place tighter ad content
restrictions, launching new tools to improve ad transparency, and requiring documentation from
political ad buyers. We're building artificial intelligence to help locate more banned content, and
bad actors. We're working more closely with industry to share information on how to identify
and prevent threats so that we can all respond faster and more effectively. And we are expanding
our efforts to work more closely with law enforcement.
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I'm here today to share with you what we know so far about what happened-and what we're
doing about it. At the outset, let me explain how our service works and why people choose to use
it.
II.

FIGHTING ELECTION INTERFERENCE ON FACEBOOK
A.

Understanding what you see on Facebook

1. The News Feed Experience: A Personalized Collection of Stories. When people come to
Face book to share with their friends and discover new things, they see a personalized homepage
we call News Feed. News Feed is a constantly updating, highly personalized list of stories,
including status updates, photos, videos, links, and activity from the people and things you're
connected to on Facebook. The goal of News Feed is to show people the stories that are most
relevant to them. The average person has thousands of things on any given day that they could
read in their News Feed, so we use personalized ranking to determine the order of stories we
show them. Each person's News Feed is unique. It's shaped by the friends they add; the people,
topics, and news sources they follow; the groups they join; and other signals like their past
interactions. On average, a person in the US is served roughly 220 stories in News Feed each
day. Over the time period in question, from 2015 to 2017, Americans using Facebook were
exposed to, or "served," a total of over 33 trillion stories in their News Feeds.
2. Advertising and Pages as Sources of Stories in News Feed. News Feed is also a place where
people see ads on Face book. To advertise in News Feed, a person must first set up a Facebook
account-using their real identity-and then create a Facebook Page. Facebook Pages represent
a wide range of people, places, and things, including causes, that people are interested in. Any
user may create a Page to express support for or interest in a topic, but only official
representatives can create a Page on behalf of an organization, business, brand, or public figure.
It is against our terms for Pages to contain false, misleading, fraudulent, or deceptive claims or
content. Face book marks some official Pages-such as for a public figure, media company, or
brand-with a "verified" badge to let people know they're authentic. All Pages must comply
with our Community Standards and ensure that all the stories they post or share respect our
policies prohibiting hate speech, violence, and sexual content, among other restrictions. People
can like or follow a Page to get updates, such as posts, photos, or videos, in their News Feed. The
average person in the US likes 178 Pages. People do not necessarily see every update from each
of the Pages they are connected to. Our News Feed ranking determines how relevant we think a
story from a Page will be to each person. We make it easy for people to override our
recommendations by giving them additional controls over whether they see a Page's updates
higher in their News Feed or not at all. For context, from 2015 to 2017, people in the United
States saw 11.1 trillion posts from Pages on Face book.
3. Advertising to Promote Pages. Page administrators can create ads to promote their Page and
show their posts to more people. The vast majority of our advertisers are small- and mediumsized businesses that use our self-service tools to create ads to reach their customers. Advertisers
choose the audience they want to reach based on demographics, interests, behaviors or contact
information. They can choose from different ad formats, upload images or video, and write the
text they want people to see. Advertisers can serve ads on our platform for as little as $0.50 per
day using a credit card or other payment method. By using these tools, advertisers agree to our
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Self-Serve Ad Terms. Before ads appear on Facebook or lnstagram, they go through our ad
review process that includes automated checks of an ad's images, text, targeting and positioning,
in addition to the content on the ad's landing page. People on Facebook can also report ads, find
more information about why they are being shown a particular ad, and update their ad
preferences to influence the type of ads they see.

B.

Promoting Authentic Conversation

Our authenticity policy is the cornerstone of how we prevent abuse on our platform, and was the
basis of our internal investigation and what we found.
From the beginning, we have always believed that Facebook is a place for authentic dialogue,
and that the best way to ensure authenticity is to require people to use the names they are known
by. Fake accounts undermine this objective, and are closely related to the creation and spread of
inauthentic communication such as spam-as well as used to carry out disinformation campaigns
like the one associated with the Internet Research Agency (IRA).
We build and update technical systems every day to better identify and remove inauthentic
accounts, which also helps reduce the distribution of material that can be spread by accounts that
violate our policies. Each day, we block millions of fake accounts at registration. Our systems
examine thousands of account attributes and focus on detecting behaviors that are very difficult
for bad actors to fake, including their connections to others on our platform. By constantly
improving our techniques, we also aim to reduce the incentives for bad actors who rely on
distribution to make their efforts worthwhile.
Protecting authenticity is an ongoing challenge. As our tools and security efforts evolve, so will
the techniques of those who want to evade our authenticity requirements. As in other areas of
cybersecurity, our security and operations teams need to continually adapt.

C.

Protecting the Security of the 2016 Election and Learning Lessons Quickly

1. The Evolution of Facebook's Security Protections. From its earliest days, Facebook has
always been focused on security. These efforts are continuous and involve regular contact with
law enforcement authorities in the United States and around the world. Elections are particularly
sensitive events for our security operations, and as the role our service plays in promoting
political dialogue and debate has grown, so has the attention of our security team.
As your investigation has revealed, our country now faces a new type of national cyber-security
threat--one that will require a new level of investment and cooperation across our society. At
Face book, we're prepared to do our part. At each step ofthis process, we have spoken out about
threats to internet platforms, shared our findings, and provided information to investigators. As
we learn more, we will continue to identify and implement improvements to our security
systems, and work more closely with other technology companies to share information on how to
identify and prevent threats and how to respond faster and more effectively.

2. Security Leading Up to the 2016 Election.
a. Fighting Hacking and Malware. For years, we had been aware of other types of activity that
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appeared to come from Russian sources-largely traditional security threats such as attacking
people's accounts or using social media platforms to spread stolen information. What we saw
early in the 2016 campaign cycle followed this pattern. Our security team that focuses on threat
intelligence--which investigates advanced security threats as part of our overall information
security organization-was, from the outset, alert to the possibility of Russian activity. In several
instances before November 8, 2016, this team detected and mitigated threats from actors with
ties to Russia and reported them to US law enforcement officials. This included activity from a
cluster of accounts we had assessed to belong to a group ("APT28") that the US government has
publicly linked to Russian military intelligence services. This activity, which was aimed at
employees of major US political parties, fell into the normal categories of offensive cyber
activities we monitor for. We warned the targets who were at highest risk, and were later in
contact with law enforcement authorities about this activity.
Later in the summer we also started to see a new kind of behavior from APT28-related
accounts-namely, the creation of fake personas that were then used to seed stolen information
to journalists. These fake personas were organized under the banner of an organization that
called itself DC Leaks. This activity violated our policies, and we removed the DC Leaks
accounts.
b. Understanding Fake Accounts and Fake News. After the election, when the public
discussion of "fake news" rapidly accelerated, we continued to investigate and learn more about
the new threat of using fake accounts to amplify divisive material and deceptively influence civic
discourse. We shared what we learned with government officials and others in the tech industry.
And in April2017, we shared our findings with the public by publishing a white paper that
described the activity we detected and the initial techniques we used to combat it.
As with all security threats, we have also been applying what we learned in order to do better in
the future. We use a variety of technologies and techniques to detect and shut down fake
accounts, and in October 2016, for example, we disabled about 5.8 million fake accounts in tbe
United States. At the time, our automated tooling did not yet reflect our knowledge of fake
accounts focused on social or political issues. But we incorporated what we learned from the
2016 elections into our detection systems, and as a result of these improvements, we disabled
more than 30,000 accounts in advance of the French election. This same technology helped us
disable tens of thousands more accounts before the German elections in September. In other
words, we believe that we're already doing better at detecting these forms of abuse, although we
know that people who want to abuse our platform will get better too and so we must stay
vigilant.
3. Investigating the Role of Ads and Foreign Interference. After the 2016 election, we learned
from press accounts and statements by congressional leaders that Russian actors might have tried
to interfere in the election by exploiting Face book's ad tools. This is not something we had seen
before, and so we started an investigation that continues to this day. We found that fake accounts
associated with the IRA spent approximately $100,000 on more than 3,000 Facebook and
Instagram ads between June 2015 and August 2017. Our analysis also showed that these
accounts used these ads to promote the roughly 120 Facebook Pages they had set up, which in
turn posted more than 80,000 pieces of content between January 2015 and August 2017. The
Face book accounts that appeared tied to the IRA violated our policies because they came from a
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set of coordinated, inauthentic accounts. We shut these accounts down and began trying to
understand how they misused our platform.
a. Advertising by Accounts Associated with the IRA. Below is an overview of what we've
learned so far about the IRA's ads:
•

Impressions (an ''impression" is how we count the number of times something is
on screen, for example this can be the number of times something was on screen
in a person's News Feed):
o 44% oftotal ad impressions were before the US election on November 8, 2016.
o 56% of total ad impressions were after the election.

•

Reach (the number of people who saw a story at least once):
o We estimate 11.4 million people in the US saw at least one of these ads between
2015 and 2017.

•

Ads with zero impressions:
o Roughly 25% of the ads were never shown to anyone. That's because advertising
auctions are designed so that ads reach people based on relevance, and certain ads
may not reach anyone as a result.

•

Amount spent on ads:
o For 50% of the ads, less than $3 was spent.
o For 99% ofthe ads, less than $1,000 was spent.
o Many ofthe ads were paid for in Russian currency, though currency alone is a
weak signal for suspicious activity.

•

Content of ads:
o Most of the ads appear to focus on divisive social and political messages across
the ideological spectrum, touching on topics from LGBT matters to race issues to
immigration to gun rights.
o A number of the ads encourage people to follow Pages on these issues, which in
turn produced posts on similarly charged subjects.

b. Content Posted by Pages Associated with the IRA. We estimate that roughly 29 million
people were served content in their News Feeds directly from the IRA's 80,000 posts over the
two years. Posts from these Pages were also shared, liked, and followed by people on Facebook,
and, as a result, three times more people may have been exposed to a story that originated from
the Russian operation. Our best estimate is that approximately 126 million people may have been
served content from a Page associated with the IRA at some point during the two-year period.
This equals about four-thousandths of one percent (0.004%) of content in News Feed, or
approximately I out of 23,000 pieces of content.
Though the volume of these stories was a tiny fraction of the overall content on Facebook, any
amount is too much. Those accounts and Pages violated Facebook's policies-which is why we
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removed them, as we do with all fake or malicious activity we find. We also deleted roughly 170
lnstagram accounts that posted about 120,000 pieces of content.
Our review of this activity is ongoing. Many of the ads and posts we've seen so far are deeply
disturbing-seemingly intended to amplify societal divisions and pit groups of people against
each other. They would be controversial even if they came from authentic accounts in the United
States. But coming from foreign actors using fake accounts they are simply unacceptable.
That's why we've given the ads and posts to Congress-because we want to do our part to help
investigators gain a deeper understanding of foreign efforts to interfere in the US political system
and explain those activities to the public. These actions run counter to Facebook's mission of
building community and everything we stand for. And we are determined to do everything we
can to address this new threat.

D.

Mobilizing to Address the New Threat

We are taking steps to enhance trust in the authenticity of activity on our platform, including
increasing ads transparency, implementing a more robust ads review process, imposing tighter
content restrictions, and exploring how to add additional authenticity safeguards.
1. Promoting Authenticity and Preventing Fake Accounts. We maintain a calendar of
upcoming elections and use internal and external resources to best predict the threat level to
each. We take preventative measures based on our information, including working with election
officials where appropriate. Within this framework, we set up direct communication channels to
escalate issues quickly. These efforts complement our civic engagement work, which includes
voter education. In October 2017, for example, we launched a Canadian Election Integrity
Initiative to help candidates guard against hackers and help educate voters on how to spot false
news.

Going forward, we're also requiring political advertisers to provide more documentation to
verify their identities and disclose when they're running election ads. Potential advertisers will
have to confirm the business or organization they represent before they can buy ads. Their
accounts and their ads will be marked as political, and they will have to show details, including
who paid for the ads. We'll start doing this with federal elections in the US and then move onto
other elections in the US and other countries. For political advertisers that don't proactively
identify themselves, we're building machine learning tools that will help us find them and
require them to verify their identity.
Authenticity is important for Pages as well as ads. We'll soon test ways for people to verify that
the people and organizations behind political and issue-based Pages are who they say they are.

2. Partnering with Industry on Standards. We have been working with many others in the
technology industry, including with Google and Twitter, on a range of elements related to this
investigation. Our companies have a long history of working together on other issues such as
child safety and counter-terrorism.
We are also reaching out to leaders in our industry and governments around the world to share
information on bad actors and threats so that we can make sure they stay off all platforms. We
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are trying to make this an industry standard practice.
3. Strengthening Our Advertising Policies. We know that some of you and other members of
Congress are exploring new legislative approaches to political advertising-and that's a
conversation we welcome. We are already working with some of you on how best to put new
requirements into law. But we aren't waiting for legislation. Instead we're taking steps where we
can on our own, to improve our own approach to transparency, ad review, and authenticity
requirements.
a. Providing Transparency. We believe that when you see an ad, you should know who ran it
to be able to understand what other ads they're running-which is why we show you the Page
name for any ads that run in your News Feed.
To provide even greater transparency for people and accountability for advertisers, we're now
building new tools that will allow you to see the other ads a Page is running as well-including
ads that aren't targeted to you directly. We hope that this will establish a new standard for our
industry in ad transparency. We try to catch material that shouldn't be on Face book before it's
even posted-but because this is not always possible, we also take action when people report ads
that violate our policies. We're grateful to our community for this support, and hope that more
transparency will mean more people can report violating ads.
b. Enforcing Our Policies. We rely on both automated and manual ad review, and we're now
taking steps to strengthen both. Reviewing ads means assessing not just what's in an ad but also
the context in which it was bought and the intended audience-so we're changing our ads review
system to pay more attention to these signals. We're also adding more than 1,000 people to our
global ads review teams over the next year and investing more in machine learning to better
understand when to flag and take down ads. Enforcement is never perfect, but we will get better
at finding and removing improper ads.
c. Restricting Ad Content. We hold people on Facebook to our Community Standards, and we
hold advertisers to even stricter guidelines. Our ads policies already prohibit shocking content,
direct threats and the promotion of the sale or use of weapons. Going forward, we are expanding
these policies to prevent ads that use even more subtle expressions of violence.
Ill.

CONCLUSION

Any attempt at deceptive interference using our platform is unacceptable, and runs counter to
everything we are working toward. What happened in the 2016 election cycle was an affront to
us, and, more importantly, to the people who come to Face book every day to have authentic
conversations and to share. We are committed to learning from these events, and to improving.
We know we have a responsibility to do our part-and to do better. We look forward to working
with everyone on this Committee, in the government, and across the tech industry and civil
society, to address this important national security matter so that we can prevent similar abuse
from happening again.
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Chairman BURR. Mr. Edgett, the floor is yours.
STATEMENT OF SEAN EDGETT, GENERAL COUNSEL, TWITTER
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Mr. EDGETT. Chairman Burr, Vice Chairman Warner and Members of this Committee, Twitter understands the importance of the
Committee’s inquiry into Russia’s interference in the 2016 election,
and we appreciate the opportunity to appear here today. The
events underlying this hearing have been deeply concerning to our
company and the broader Twitter community. We are committed to
providing a service that fosters and facilitates free and open democratic debate and that promotes positive change in the world.
We are troubled by reports that the power of Twitter was misused by a foreign actor for the purpose of influencing the U.S. presidential election and undermining public faith in the democratic
process. The abuse of our platform to attempt state-sponsored manipulation of elections is a new challenge for us and one we are determined to meet. Today we intend to show the Committee how serious we are about addressing this new threat by addressing the
work we are doing to understand what happened and to ensure
that it does not happen again.
At the time of the 2016 election, we observed and acted on instances of automated and malicious activity. As we learned more
about the scope of the broader problem, we resolved to strengthen
our systems, going forward. Elections continue all the time, so our
first priority was to do all we could to block and remove malicious
activity from interfering with our users’ experience. We created
dedicated teams within Twitter to enhance the quality of information our users see and to block malicious activity whenever and
wherever we find it.
Those teams continue to work every day to ensure Twitter remains a safe, open, transparent and positive platform. We have
also launched a retrospective review to find Russian efforts to influence the 2016 election through automation, coordinated activity,
and advertising.
While that review is still underway, we have made the decision
to review and share what we know today, in the interest of transparency and out of appreciation for the urgency of this matter. We
do so recognizing that our findings may be supplemented as we
continue to work with the Committee staff and other companies,
discover more facts, and gain a greater understanding of these
events.
My written testimony details the methodology and current findings of our retrospective review in detail. We studied tweets from
the period September 1st to November 15th, 2016. During that
time, we did find automated and coordinated activity of interest.
We determined that the number of accounts we could link to Russia and that were tweeting election-related content was comparatively small: about one one-hundredth of a percent of total Twitter
accounts at the time we studied.
One-third of one percent of the election-related tweets people saw
came from Russian-linked automated accounts. We did, however,
observe instances where Russian-linked activity was more pronounced, and have uncovered more accounts linked to the Russianbased Internet Research Agency as a result of our review.
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We have also determined that advertising by Russia Today in
seven small accounts was related to the election and violated either
the policies in effect at the time or that have since been implemented. We have banned all of those users as advertisers, and we
will donate that revenue to academic research into the use of Twitter during elections and for civic engagement.
We are making meaningful improvements based on our findings.
Last week, we announced industry-leading changes to our advertising policies that will help protect our platform from unwanted
content.
We are also enhancing our safety systems, sharpening our tools
for stopping malicious activity, and increasing transparency to promote public understanding of all of these areas. Our work on these
challenges will continue for as long as malicious actors seek to
abuse our system and will need to evolve to stay ahead of new tactics.
We have heard concerns about Russia actors’ use of Twitter to
disrupt the 2016 election and about our commitment to addressing
that issue. Twitter believes that any activity of that kind, regardless of magnitude, is unacceptable, and we agree that we must do
better to prevent it. We hope that our appearance today and the
description of the work we have undertaken demonstrates our commitment to working with you, our industry partners, and other
stakeholders to ensure that the experience of 2016 never happens
again.
Cooperation to combat this challenge is essential. We cannot defeat this evolving, shared threat alone. As with most technologybased threats, the best approach is to combine information and
ideas to increase our collective knowledge. Working with the broader community, we will continue to test, to learn, to share, and to
improve so that our product remains effective and safe.
I look forward to answering your questions.
[The prepared statement of Mr. Edgett follows:]
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United States Senate Select Committee on Intelligence
Testimony of Sean J. Edgett
Acting General Counsel, Twitter, Inc.
November 1, 2017
Chairman Burr, Ranking Member Warner, and Members of the Committee:
Twitter understands the importance of the Committee's inquiry into Russia's interference
in the 2016 election, and we appreciate the opportunity to appear here today.
The events underlying this hearing have been deeply concerning to our company and the
broader Twitter community. We are committed to providing a service that fosters and facilitates
free and open democratic debate and that promotes positive change in the world. We take
seriously reports that the power of our service was misused by a foreign actor for the purpose of
influencing the U.S. presidential election and undermining public faith in the democratic process.
Twitter is familiar with problems of spam and automation, including how they can be
used to amplify messages. The abuse of those methods by sophisticated foreign actors to attempt
state-sponsored manipulation of elections is a new challenge for us-and one that we are
determined to meet. Today, we intend to demonstrate the seriousness of our commitment to
addressing this new threat, both through the effort that we are devoting to uncovering what
happened in 2016 and by taking steps to prevent it from happening again.
We begin by explaining the values that shape Twitter and that we aspire as a community
to promote and embody. We then describe our response to reports about the role of automation
in the 2016 election and on social media more generally. As we discuss, that response includes
the creation of a dedicated team within Twitter to enhance the quality of the information our
users see and to block malicious activity whenever and wherever we find it. In addition, we have
launched a retrospective analysis of activity on our system that indicates Russian efforts to
influence the 2016 election through automation, coordinated activity, and advertising. Although
the work of that review continues, we share what we know, today, in the interests of
transparency and out of appreciation for the urgency of this matter. We do so recognizing that
our findings may be supplemented as we work with Committee staff and other companies,
discover more facts, and gain a greater understanding of these events. Indeed, what happened on
Twitter is only one part of the story, and the Committee is best positioned to see how the various
pieces fit together. We look forward to continued partnership, information sharing, and
feedback.
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We also detail the steps we are taking to ensure that Twitter remains a safe, open,
transparent, and positive platform for our users. Those changes include enhanced safety policies,
better tools and resources for detecting and stopping malicious activity, tighter advertising
standards, and increased transparency to promote public understanding of all of these areas. Our
work on these challenges will continue for as long as malicious actors seek to abuse our system,
and will need to evolve to stay ahead of new tactics.
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We are resolved to continue this work in coordination with the government and our
industry peers. Twitter believes that this hearing is an important step toward furthering our
shared understanding of how social media platforms, working hand-in-hand with the public and
private sectors, can prevent this type of abuse both generally and, of critical importance, in the
context of the electoral process.
I.

Twitter's Values

Twitter was founded upon and remains committed to a core set of values that have guided
us as we respond to the new threat that brings us here today.
Among those values are defending and respecting the user's voice-a two-part
commitment to freedom of expression and privacy. Twitter has a history of facilitating civic
engagement and political freedom, and we intend for Twitter to remain a vital avenue for free
expression here and abroad. But we cannot foster free expression without ensuring trust in our
platform. We are determined to take the actions necessary to prevent the manipulation of
Twitter, and we can and must make sure Twitter is a safe place.
Keeping Twitter safe includes maintaining the quality of information on our platform.
Our users look to us for useful, timely, and appropriate information. To preserve that
experience, we are always working to ensure that we surface for our users the highest quality and
most relevant content first. While Twitter's open and real-time environment is a powerful
antidote to the abusive spreading of false information, we do not rest on user interaction alone.
We are taking active steps to stop malicious accounts and Tweets from spreading, and we are
determined that our strategies will keep ahead of the tactics of bad actors.
Twitter is founded on a commitment to transparency. Since 2012, we have published the
Twitter Transparency Report on a semiannual basis, providing the public with key metrics about
requests from governments and certain private actors for user information, content removal,
copyright violations, and most recently, Terms of Service ("TOS") violations. We are also
committed to open communication about how we enforce our TOS and the Twitter Rules, and
about how we protect the privacy of our users.
Following through on those commitments takes both resolve and resources. And the
fight against malicious activity and abuse goes beyond any single election or event. We work
every day to give everyone the power to create and share ideas and information instantly, without
barriers.
II.

Background on Twitter's Operation

Understanding the steps we are taking to address election-related abuse of our platform
requires an explanation of certain fundamentals of Twitter's operation. We therefore tum now to
a description of the way our users interact with our system, how we approach automated content,
and the basics of advertising on Twitter.
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A.

User Interaction

Twitter has 330 million monthly active users around the world, 67 million of which are
located in the United States. Users engage with our platform in a variety of ways. Users choose
what content they primarily see by following (and unfollowing) other user accounts. Users
generate content on the platform by Tweeting original content, including text, hashtags, photos,
GIFs, and videos. They may also reply to Tweets, Retweet content already posted on the
platform, and like Tweets and Retweets; the metric we use to describe such activity is
"engagement"-the different ways in which users are engaged with the content they are viewing.
Users can also exchange messages with users and accounts they follow (or, if their privacy
settings permit, with any other user) through direct messaging ("DM").
The volume of activity on our system is enormous: Our users generate thousands of
Tweets per second, hundreds of thousands of Tweets per minute, hundreds of millions of Tweets
per day, and hundreds of billions of Tweets every year.
Another metric we use is how many times a specific piece of content such as a Tweet is
viewed. That metric-which we refer to as "impressions"---does not require any additional
engagement by the user; viewing content generates an impression, although there is no guarantee
that a user has actually read the Tweet. Impressions are not "unique," so multiple impressions
may be created by one account, by a single person using multiple accounts, or by many accounts.
A third important concept is "trends." Trends are words, phrases, or hashtags that may
relate to an event or other topic (e.g., #CommitteeHearing). Twitter detects trends through an
advanced algorithm that picks up on topics about which activity is growing quickly and thus
showing a new or heightened interest among our users. Trends thus do not measure the
aggregate popularity of a topic, but rather the velocity of Tweets with related content. The trends
that a user sees may depend on a number of factors, including their location and their interests.
If a user clicks on a trend, the user can see Tweets that contain that hashtag.
B.

Malicious Automation and Responsive Measures

Automation refers to a process that generates user activity-Tweets, likes, or following
behavior-without ongoing human input. Automated activity may be designed to occur on a
schedule, or it may be designed to respond to certain signals or events. Accounts that rely on
automation are sometimes also referred to as "hots."
Automation is not categorically prohibited on Twitter; in fact, it often serves a useful and
important purpose. Automation is essential for certain informational content, particularly when
time is of the essence, including for law enforcement or public safety notifications. Examples
include Amber Alerts, earthquake and other storm warnings, and notices to "shelter in place"
during active emergency situations. Automation is also used to provide customer service for a
For example, as of April 11, 2017, users are able to Tweet
range of companies.
@TwitterSupport to request assistance from Twitter. If a user reports a forgotten password or
has a question about our rules, the initial triage of those messages is performed by our automated
system-a Twitter-developed program to assist users in troubleshooting account issues.
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But automation can also be used for malicious purposes, most notably in generating
spam-unwanted content consisting of multiple postings either from the same account or from
multiple coordinated accounts. While "spam" is frequently viewed as having a commercial
element since it is a typical vector for spreading advertising, Twitter's Rules take an expansive
view of spam because it negatively impacts the user experience. Examples of spam violations on
Twitter include automatically Retweeting content to reach as many users as possible,
automatically Tweeting about topics on Twitter in an attempt to manipulate trends, generating
multiple Tweets with hashtags unrelated to the topics of those hashtags, repeatedly following and
unfollowing accounts to tempt other users to follow reciprocally, tweeting duplicate replies and
mentions, and generating large volumes of unsolicited mentions.
Our systems are built to detect automated and spam accounts across their Iifecycles,
including detection at the account creation and login phase and detection based on unusual
activity (e.g., patterns of Tweets, likes, and follows). Our ability to detect such activity on our
platform is bolstered by internal, manual reviews conducted by Twitter employees. Those
efforts are further supplemented by user reports, which we rely on not only to address the content
at issue but also to calibrate our detection tools to identify similar content as spam.
Once our systems detect an account as generating automated content or spam, we can
take action against that account at either the account level or the Tweet level. Depending on the
mode of detection, we have varying levels of confidence about our determination that an account
is violating our rules. We have a range of options for enforcement, and generally, the higher our
confidence that an account is violating our rules, the stricter our enforcement action will be, with
immediate suspension as the harshest penalty. If we are not sufficiently confident to suspend an
account on the basis of a given detection technique, we may challenge the account to verify a
phone number or to otherwise prove human operation, or we may flag the account for review by
Twitter personnel. Until the user completes the challenge, or until the review by our teams has
been completed, the account is temporarily suspended; the user cannot produce new content (or
perform actions like Retweets or likes), and the account's contents are hidden from other Twitter
users.
We also have the capability to detect suspicious activity at the Tweet level and, if certain
criteria are met, to internally tag that Tweet as spam, automated, or otherwise
suspicious. Tweets that have been assigned those designations are hidden from searches, do not
count toward generating trends, and generally will not appear in feeds unless a user follows that
account. Typically, users whose Tweets are designated as spam are also put through the
challenges described above and are suspended if they cannot pass.
For safety-related TOS violations, we have a number of enforcement options. For
example, we can stop the spread of malicious content by categorizing a Tweet as "restricted
pending deletion," which requires a user to delete the Tweet before the user is permitted to
continue using the account and engaging with the platform. So long as the Tweet is restrictedand until the user deletes the Tweet-the Tweet remains inaccessible to and hidden from all
Twitter users. The user is blocked from Tweeting further unless and until he or she deletes the
restricted Tweet. This mechanism is a common enforcement approach to addressing less severe
content violations of our TOS outside the spam context; it also promotes education among our
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users. More serious violations, such as posting child sexual exploitation or promoting terrorism,
result in immediate suspension and may prompt interaction with law enforcement.

C.

Advertising Basics

Advertising on Twitter generally takes the form of promoted Tweets, which advertisers
purchase to reach new groups of users or spark engagement from their existing followers.
Promoted Tweets are clearly labeled as "promoted" when an advertiser pays for their placement
on Twitter. In every other respect, promoted Tweets look and act just like regular Tweets and
can be Retweeted, replied to, and liked.
Advertisers can post promoted Tweets through a self-service model on the Twitter
platform or through account managers, who manage relationships with advertising partners.
When purchasing a promoted Tweet, an advertiser can target its audience based on information
such as interests, geography, gender, device type, or other specific characteristics. For most
campaigns, advertisers pay only when users engage with the promoted Tweet, such as following
the advertiser; liking, replying to, or clicking on the Tweet; watching a Tweet's video; or taking
some other action.
Because promoted Tweets are presented to our users from accounts they have not yet
chosen to follow, Twitter applies to those Tweets a robust set of policies that prohibit, among
other things, ads for illegal goods and services, ads making misleading or deceptive claims, ads
for drugs or drug paraphernalia, ads containing hate content, sensitive topics, and violence, and
ads containing offensive or inflammatory content.
Twitter relies on two methods to prevent prohibited promoted content from appearing on
the platform: a proactive method and a reactive method. Proactively, Twitter relies on custombuilt algorithms and models for detecting Tweets or accounts that might violate its advertising
policies. Reactively, Twitter takes user feedback through a "Report Ad" process, which flags an
ad for manual human review. Once our teams have reviewed the content, typically one of three
decisions will be made: if the content complies with our policy, we may approve it; if the
content'account violates the policy, we may stop the particular Tweet from being promoted to
users; or, if Twitter deems the account to be in repeated violation of our policies at the Tweet
level, we may revoke an account's advertising privileges (also known as off-boarding the
advertiser).

III.

Malicious Automation in the 2016 Election: Real-Time Observations and Response

Although Twitter has been fighting the problem of spam and malicious automation for
many years, in the period preceding the 2016 election we observed new ways in which accounts
were abusing automation to propagate misinformation on our platform. Among other things, we
noticed accounts that Tweeted false information about voting in the 20 16 election, automated
accounts that Tweeted about trending hashtags, and users who abused their access to the
platform we provide developers.
At the time, we understood these to be isolated incidents, rather than manifestations of a
larger, coordinated effort at misinformation on our platform. Once we understood the systemic
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nature of the problem in the aftermath of the election, we launched a dedicated initiative to
research and combat that new threat.
A.

Malicious Automation and Misinformation Detected in 2016

We detected examples of automated activity and deliberate misinformation in 2016,
including in the run-up to the 2016 election, that in retrospect appear to be signals of the broader
automation problem that came into focus after the election had concluded.
On December 2, 2016, for example, we learned of @PatrioticPepe, an account that
automatically replied to all Tweets from @realDonaldTrump with spam content. Those
automatic replies were enabled through an application that had been created using our
Application Programming Interface ("API"). Twitter provides access to the API for developers
who want to design Twitter-compatible applications and innovate using Twitter data. Some of
the most creative uses of our platform originate with applications built on our API, but we know
that a large quantity of automated spam on our platform is also generated and disseminated
through such applications. We noticed an upward swing in such activity during the period
leading up to the election, and @PatrioticPepe was one such example. On the same day we
identified @PatrioticPepe, we suspended the API credentials associated with that user for
violation of our automation rules. On average, we take similar actions against violative
applications more than 7,000 times per week.
Another example of aberrant activity we identified and addressed during this period
involved voter suppression efforts. In particular, Twitter identified, and has since provided to the
Committee, examples of Tweets with images in English and Spanish that encouraged Clinton
supporters to vote online, vote by phone, or vote by text.
In response to the attempted "vote-by-text" effort and similar voter suppression attempts,
Twitter restricted as inaccessible, pending deletion, 918 Tweets from 529 users who proliferated
that content. Twitter also permanently suspended I 06 accounts that were collectively
responsible for 734 "vote-by-text" Tweets. Twitter identified, but did not take action against, an
additional286 Tweets of the relevant content from 239 Twitter accounts, because we determined
that those accounts were seeking to refute the "text-to-vote" message and alert other users that
the information was false and misleading. Notably, those refuting Retweets generated
significantly greater engagement across the platform compared to the Tweets spreading the
misinformation-8 times as many impressions, engagement by I 0 times as many users, and
twice as many replies.
Before the election, we also detected and took action on activity relating to hashtags that
have since been reported as manifestations of efforts to interfere with the 2016 election. For
example, our automated spam detection systems helped mitigate the impact of automated Tweets
promoting the #PodestaEmails hashtag, which originated with Wikileaks' publication of
thousands of emails from the Clinton campaign chairman John Podesta's Gmail account. The
core of the hashtag was propagated by Wikileaks, whose account sent out a series of 118 original
Tweets containing variants on the hashtag #PodestaEmails referencing the daily installments of
the emails released on the Wikileaks website. In the two months preceding the election, around
57,000 users posted approximately 426,000 unique Tweets containing variations of the
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#PodestaEmai!s hashtag. Approximately one quarter (25%) of those Tweets received internal
tags from our automation detection systems that hid them from searches. As described in greater
detail below, our systems detected and hid just under half (48%) of the Tweets relating to
variants of another notable hashtag, #DNCLeak, which concerned the disclosure of leaked emails
from the Democratic National Committee. These steps were part of our general efforts at the
time to fight automation and spam on our platform across all areas.

B.

Information Quality Initiative

After the election, we followed with great concern the reports that malicious actors had
used automated activity and promoted deliberate falsehoods on social media as part of a
coordinated misinformation campaign. Along with other platforms that were focused on the
problem, we realized that the instances our automated systems had detected in 2016 were not
isolated but instead represented a broader pattern of conduct that we needed to address in a more
comprehensive way.
Recognizing that elections continue and that the health and safety of our platform was a
top priority, our first task was to prevent similar abuse in the future. We responded by launching
an initiative to combat the problem of malicious automation and disinformation going forward.
The objective of that effort, called the Information Quality initiative, is to enhance the strategies
we use to detect and deny bad automation, improve machine learning to spot spam, and increase
the precision of our tools designed to prevent such content from contaminating our platform.
Since the 2016 election, we have made significant improvements to reduce external
attempts to manipulate content visibility. These improvements were driven by investments into
methods to detect malicious automation through abuse of our API, limit the ability of malicious
actors to create new accounts in bulk, detect coordinated malicious activity across clusters of
accounts, and better enforce policies against abusive third-party applications.
Our efforts have produced clear results in terms of our ability to detect and block such
content. With our current capabilities, we detect and block approximately 450,000 suspicious
logins each day that we believe to be generated through automation. In October 2017, our
systems identified and challenged an average of 4 million suspicious accounts globally per week,
including over three million challenged upon signup, before they ever had an impact on the
platform-more than double our rate of detection at this time last year.
We also recognized the need to address more systematically spam generated by thirdparty applications, and we have invested in the technology and human resources required to do
so. Our efforts have been successful. Since June 2017, we have suspended more than 117,000
malicious applications for abusing our API. Those applications are collectively responsible for
more than 1.5 billion Tweets posted in 2017.
We have developed new techniques for identifying patterns of activity inconsistent with
legitimate use of our platform (such as near-instantaneous replies to Tweets, non-random Tweet
timing, and coordinated engagement), and we are currently implementing these detections across
our platform. We have improved our phone verification process and introduced new challenges,
including reCAPTCHAs (utilizing an advanced risk-analysis engine developed by Google), to
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give us additional tools to validate that a human is in control of an account. We have enhanced
our capabilities to link together accounts that were formed by the same person or that are
working in concert. And we are improving how we detect when accounts may have been hacked
or compromised.
In the coming year, we plan to build upon our 2017 improvements, specifically including
efforts to invest even further in machine-learning capabilities that help us detect and mitigate the
effect on users of fake, coordinated, and automated account activity. Our engineers and product
specialists continue this work every day, further refining our systems so that we capture and
address as much malicious content as possible. We are committed to continuing to invest all
necessary resources into making sure that our platform remains safe for our users.
We also actively engage with civil society and journalistic organizations on the issue of
misinformation. Enhancing media literacy is critical to ensuring that voters can discern which
sources of information have integrity and which may be suspect. We are creating a dedicated
media literacy program to demonstrate how Twitter can be an effective tool in media literacy
education. Moreover, we engage in collaborations and trainings with NGOs, such as Committee
to Protect Journalists, Reporters without Borders, and Reporters Committee for Freedom of the
Press. We do so in order to ensure that journalists and journalistic organizations are familiar
with how to utilize Twitter effectively and to convey timely information around our policies and
practices.
IV.

Retrospective Reviews of Malicious Activity in the 2016 Election

In addition to the forward-looking efforts we launched in the immediate aftermath of the
election, we have initiated a focused, retrospective review of malicious Russian activity
specifically in connection with last year's presidential election. Those reviews cover the core
Twitter product as well as the advertising product. They draw on all parts of the company and
involve a significant commitment of resources and time. We are reporting on our progress today
and commit to providing updates to the Committee as our work continues.
A.

Malicious Automated and Human-Coordinated Activity

For our review of Twitter's core product, we analyzed election-related activity from the
period preceding and including the election (September 1, 2016 to November 15, 2016) in order
to identify content that appears to have originated from automated accounts or from
human-coordinated activity associated with Russia. We then assessed the results to discern
trends, evaluate our existing detection systems, and identify areas for improvement and
enhancement of our detection tools.

1.

Methodology

We took a broad approach for purposes of our review of what constitutes an electionrelated Tweet, relying on annotations derived from a variety of information sources, including
Twitter handles, hashtags, and Tweets about significant events. For example, Tweets mentioning
@HillaryClinton and @rea!DonaldTrump received an election-related annotation, as did Tweets
that included #primaries and #feelthebem. In total, we included more than 189 million Tweets
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annotated in this way out of the total corpus of more than 16 billion unique Tweets posted during
this time period (excluding Retweets ).
To ensure that we captured all relevant automated accounts in our review, Twitter
analyzed the data not only using the detection tools that existed at the time the activity occurred,
but also using newly developed and more robust detection tools that have been implemented
since then. We compared the results to determine whether our new detection tools are able to
capture automated activity that our 2016 techniques could not. These analyses do not attempt to
differentiate between "good" and "bad" automation; they rely on objective, measurable signals,
such as the timing of Tweets and engagements, to classify a given action as automated.
We took a similarly expansive approach to defining what qualifies as a Russian-linked
account. Because there is no single characteristic that reliably determines geographic origin or
affiliation, we relied on a number of criteria, including whether the account was created in
Russia, whether the user registered the account with a Russian phone carrier or a Russian email
address, whether the user's display name contains Cyrillic characters, whether the user
frequently Tweets in Russian, and whether the user has logged in from any Russian IP address,
even a single time. We considered an account to be Russian-linked if it had even one of the
relevant criteria.
Despite the breadth of our approach, there are technological limits to what we can
determine based on the information we can detect regarding a user's origin. In the course of our
analysis-and based in part on work conducted by our Information Quality team-we observed
that a high concentration of automated engagement and content originated from data centers and
users accessing Twitter via Virtual Private Networks ("VPNs") and proxy servers. In fact, nearly
12% of Tweets created during the election originated with accounts that had an indeterminate
location. Use of such facilities obscures the actual origin of traffic. Although our conclusions
are thus necessarily contingent on the limitations we face, and although we recognize that there
may be other methods for analyzing the data, we believe our approach is the most effective way
to capture an accurate understanding of activity on our system.

2.

Analysis and Key Findings

We began our review with a universe of over 16 billion Tweets--the total volume of
original Tweets on our platform during the relevant period. Applying the methodology described
above, and using detection tools we currently have in place, we identified 36,746 accounts that
generated automated, election-related content and had at least one of the characteristics we used
to associate an account with Russia.
During the relevant period, those accounts generated approximately 1.4 million
automated, election-related Tweets, which collectively received approximately 288 million
impressions.
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Because of the scale on which Twitter operates, it is important to place those numbers in
context:
•

The 36,746 automated accounts that we identified as Russian-linked and tweeting
election-related content represent approximately one one-hundredth of a percent
(0.012%) of the total accounts on Twitter at the time.

•

The 1.4 million election-related Tweets that we identified through our retrospective
review as generated by Russian-linked, automated accounts constituted less than three
quarters of a percent (0.74%) of the overall election-related Tweets on Twitter at the
time. See Appendix 1.

•

Those 1.4 million Tweets received only one-third of a percent (0.33%) of impressions
on election-related Tweets. In the aggregate, automated, Russian-linked, electionrelated Tweets consistently underperformed in terms of impressions relative to their
volume on the platform. See Appendix 2.

In 2016, we detected and labeled some, but not all, of those Tweets using our thenexisting anti-automation tools. Specifically, in real, time we detected and labeled as automated
over half of the Tweets (791,000) from approximately half of the accounts (18,064), representing
0.42% of overall election-related Tweets and 0.14% of election-related Tweet impressions.
Thus, based on our analysis of the data, we determined that the number of accounts we
could link to Russia and that were Tweeting election-related content was small in comparison to
the total number of accounts on our platform during the relevant time period. Similarly, the
volume of automated, election-related Tweets that originated from those accounts was small in
comparison to the overall volume of election-related activity on our platform. And those Tweets
generated significantly fewer impressions as compared to a typical election-related Tweet.

3.

Level of Engagement

In an effort to better understand the impact of Russian-linked accounts on broader
conversations on Twitter, we examined those accounts' volume of engagements with electionrelated content.
We first reviewed the accounts' engagement with Tweets from @HillaryCiinton and
@realDonaldTrump. Our data showed that, during the relevant time period, a total of I ,625
@HillaryCiinton Tweets were Retweeted approximately 8.3 million times. Of those Retweets,
Tweets from
32,254----or 0.39%--were from Russian-linked automated accounts.
@HillaryCiinton received approximately 18 million likes during this period; 111,326-or
0.62o/o--were from Russian-linked automated accounts. The volume of engagements with
@reaiDonaldTrump Tweets from Russian-linked automated accounts was higher, but still
relatively small. The 851 Tweets from the @realDonaldTrump account during this period were
Retweeted more than 11 million times; 416,632---or 3.66o/.--of those Retweets were from
Russian-linked, automated accounts. Those Tweets received approximately 27 million likes
across our platform; 480,346---or 1.8o/.--of those likes came from Russian-linked automated
accounts.
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We also reviewed engagement between automated or Russia-linked accounts and the
@Wikileaks, @DCLeaks_, and @GUCCIFER_2 accounts. The amount of automated
engagement with these accounts ranged from 47% to 72% of Retweets and 36% to 63% of likes
during this time--substantially higher than the average level of automated engagement,
including with other high-profile accounts. The volume of automated engagements from
Russian-linked accounts was lower overall. Our data show that, during the relevant time period,
a total of 1,010 @Wikileaks tweets were retweeted approximately 5.1 million times. Of these
retweets, 155,933--or 2.98o/o--were from Russian-linked automated accounts. The 27 tweets
from @DCLeaks_ during this time period were Retweeted approximately 4,700 times, of which
1.38% were from Russian-linked automated accounts. The 23 tweets from @GUCCIFER_2
during this time period were Retweeted approximately 18,000 times, of which 1.57% were from
Russia-linked automated accounts.
We next examined activity surrounding hashtags that have been reported as potentially
connected to Russian interference efforts. We noted above that, with respect to two such
hashtags--#PodestaEmails and #DNCLeak--our automated systems detected, labeled, and hid a
portion of related Tweets at the time they were created. The insights from our retrospective
review have allowed us to draw additional conclusions about the activity around those hashtags.
We found that slightly under 4% of Tweets containing #PodestaEmails came from
accounts with potential links to Russia, and that those Tweets accounted for less than 20% of
impressions within the first seven days of posting. Approximately 75% of impressions on the
trending topic were views by U .S.-based users. A significant portion of these impressions,
however, are attributable to a handful of high-profile accounts, primarily @Wikileaks. At least
one heavily-retweeted Tweet came from another potentially Russia-linked account that showed
signs of automation.
With respect to #DNCLeak, approximately 23,000 users posted around 140,000 unique
Tweets with that hashtag in the relevant period. Of those Tweets, roughly 2% were from
potentially Russian-linked accounts. As noted above, our automated systems at the time
detected, labeled, and hid just under half (48%) of all the original Tweets with #DNCLeak. Of
the total Tweets with the hashtag, 0.84% were hidden and also originated from accounts that met
at least one of the criteria for a Russian-linked account. Those Tweets received 0.21% of overall
Tweet impressions. We learned that a small number of Tweets from several large accounts were
principally responsible for the propagation of this trend. In fact, two of the ten most-viewed
Tweets with #DNCLeak were posted by @Wikileaks, an account with millions of followers.

4.

Human-Coordinated Russian-Linked Accounts

We separately analyzed the accounts that we have thus far identified through information
obtained from third-party sources as linked to the Internet Research Agency ("IRA"). We have
so far identified 2,752 such accounts. Those 2,752 accounts include the 201 accounts that we
previously identified to the Committee. In responding to the Committee and through our
cooperation with its requests, we have since linked the 20 I accounts to other efforts to locate
IRA-linked accounts from third-party information. We discovered that we had found some of
the 201 accounts as early as 2015, and many had already been suspended as part of these
previous efforts. Our retrospective work, guided by information provided by investigators and
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others, has thus allowed us to connect the 201 accounts to broader Russian election-focused
efforts, including the full set of accounts that we now believe at this point are associated with the
IRA. This is an active area of inquiry, and we will update the Committee as we continue the
analysis.
The 2,752 IRA-linked accounts exhibited a range of behaviors, including automation. Of
the roughly 131,000 Tweets posted by those accounts during the relevant time period,
approximately 9% were election-related, and many of their Tweets-over 47%--were
automated.
While automation may have increased the volume of content created by these accounts,
IRA-linked accounts exhibited non-automated patterns of activity that attempted more overt
forms of broadcasting their message. Some of those accounts represented themselves as news
outlets, members of activist organizations, or politically-engaged Americans. We have seen
evidence of the accounts actively reaching out to journalists and prominent individuals (without
the use of automation) through mentions. Some of the accounts appear to have attempted to
organize rallies and demonstrations, and several engaged in abusive behavior and harassment.
All 2, 752 accounts have been suspended, and we have taken steps to block future registrations
related to these accounts.

B.

Advertising Review

In the second component of our retrospective review, we focused on determining whether
or how malicious Russian actors may have sought to abuse our platform using advertising.
1.

Methodology

To evaluate the scope and impact of election-related advertisements, we used a custombuilt machine-learning model that we refined over a number of iterations to maximize accuracy.
That model was designed to detect all election-related content in the universe of Englishlanguage promoted Tweets that appeared on our system in 2016.
Our model yielded 6,493 accounts. We then divided those accounts into three categories
of high, medium, and low interest based on a number of factors: the number of promoted Tweets
the account had purchased in 2016, the percentage of promoted Tweets from the whole that our
model suggested were election-related (a concept known as "election density"), whether the
account had Russian-specific characteristics, and whether the account had non-Russian
international characteristics.
For the purpose of this review, we deemed an account to be Russian-linked if any of the
following criteria were present: (I) the account had a Russian email address, mobile number,
credit card, or login IP; (2) Russia was the declared country on the account; or (3) Russian
language or Cyrillic characters appeared in the account information or name. (As in the coreproduct review, here too, we encountered technological challenges associated with VPNs, data
centers, and proxy servers that do not allow us to identify location.) We treated as electionrelated any promoted Tweets that referred to any candidates (directly or indirectly), political
parties, notable debate topics, the 2016 election generally, events associated with the election, or
any political figures in the United States.
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Experienced advertising policy content reviewers then engaged in a manual evaluation of
each account to determine whether they had promoted violative content in 2016. While we
reviewed every account, the level of review corresponded to the category in which the account
belonged. For high-interest accounts (197), we reviewed 100% percent of the account's
promoted content, as well as information about the account itself, including location and past
advertising activity. For other types of accounts, we adjusted our level of manual review
according to the interest category of the account. For the medium interest accounts (I ,830), we
reviewed approximately three quarters of the promoted content associated with the account,
together with the account information. For the low interest accounts (4,466), we reviewed about
one quarter of the promoted content, together with other account information. For each Tweet
our reviewers examined, the reviewers evaluated its contents, including any attached media,
geographical and keyword targeting, and account-level details, such as profile, avatar, and nonpromoted Tweets. Reviewers looked at the Russian signals connected to any account, regardless
of its interest category.
Finally, we tested our results against accounts we knew to be Russian, such as Russia
Today accounts, to ensure that our methodology was sound. As we did with the retrospective
review of election-related Tweets, we evaluated the advertising data both using the policies in
place at the time and using our new policies that we have since introduced. That permitted us to
compare what we would have detected and stopped promoting during the relevant time period
had the more recent improvements been in place.

2.

Analysis and Key Findings

We identified nine accounts that had at least one of the criteria for a Russian-linked
account and promoted election-related content Tweets that, based on our manual review, violated
existing or recently implemented ads policies, such as those prohibiting inflammatory or lowquality content.
Two of those accounts were @RT_COM and @RT_America. Those two accounts
represented the vast majority of the promoted Tweets, spend and impressions for the suspect
group identified in our review. Together, the two accounts spent $516,900 in advertising in
2016, with $234,600 of that amount devoted to ads that were served to users in the U.S. During
that period, the two accounts promoted 1,912 Tweets and generated approximately 192 million
impressions across all ad campaigns, with approximately 53.5 million representing impressions
generated by U.S.-based users.
On Thursday, October 26, 2017, Twitter announced that it would no longer accept
advertisements from RT and will donate the $1.9 million that RT had spent globally on
advertising on Twitter to academic research into elections and civil engagement.
The remaining seven accounts that our review identified represented small, apparently
unconnected actors. Those accounts spent a combined total of $2,282 on advertising through
Twitter in 2016, with $1,184 of this amount spent on ads that were served to users in the U.S.
Our available impressions data indicates that in 2016, those accounts ran 404 promoted Tweets
and generated a total of 2.29 million impressions across all ad campaigns. Approximately
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222,000 of those impressions were generated by U.S.-based users. We have since off-boarded
these advertisers.

V.

Post-Election Improvements and Next Steps

While Russian, election-related malicious activity on our platform appears to have been
small in comparison to overall activity, we find any such activity unacceptable. Our review has
prompted us to commit ourselves to further enhancing our policies and to tightening our systems
to make them as safe as possible. Over the coming months, we will be focusing on a series of
improvements both to our user safety rules and our advertising policies that we believe will
advance the progress we have already made this year.

Enhancements to User Safety and Prevention of Abuse

A.

In 2017, Twitter prioritized work to promote safety and fight abuse across much of the
platform. Our engineering, product, policy, and user operations teams worked with urgency to
make important and overdue changes designed to shift the burden of reporting online abuse away
from the victim and to enable Twitter proactively to identify and act on such content.
As a result of that focus, we have:
•

Improved Twitter's detection of new accounts created by users who have been
permanently banned;

•

Introduced safer search, which is activated by default and limits potentially sensitive
and abusive content from search results;

•

Limited the visibility and reach of abusive and low-quality Tweets;

•

Provided additional user controls both to limit notifications from accounts without
verified email or phone numbers and/or profile photos and to allow more options to
block and mute; and

•

Launched new forms of enforcement to interrupt abuse while it is happening.

While we have made progress on many of our goals, our CEO recently acknowledged
that much work remains and that we recognize the need for greater openness about the work we
are doing. We are therefore increasing our efforts on safety. Consistent with our commitment to
transparency-and to offer full visibility to the Committee, the public, and the Twitter
comrnunity---()n October 19, 2017, we published a calendar of our immediate plans. That
calendar identifies dates for upcoming changes to the Twitter Rules that we plan to make in the
next three months. These changes will enhance our ability to remove non-consensual nudity,
glorification of acts of violence, use of hate symbols in account profiles, and various changes to
See https://blog.twitter.com/official/en_us/topics/
user-reported Twitter Rules violations.
cornpany/2017/safetycalendar.html. We plan to offer periodic, real-time updates about our
progress.
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We are implementing these safety measures alongside the enhanced techniques and tools
that the Information Quality initiative has generated for stopping malicious automated content.
As described above, we have recently made enhancements to our enforcement mechanisms for
detecting automated suspicious activity and have more improvements planned for the coming
weeks and months. One of our key initiatives has been to shorten the amount of time that
suspicious accounts remain visible on our platform while pending verification-from 35 days to
two weeks-with unverified accounts being suspended after that time. While these suspicious
accounts cannot Tweet while they are pending verification, we want to further reduce their
visibility. We will also introduce new and escalating enforcement mechanisms for suspicious
logins, Tweets, and engagements, leveraging our improved detection methods from the past year.
Such changes are not meant to be definitive solutions, but they will further limit the reach of
malicious actors on the platform and ensure that users have less exposure to harmful or malicious
content.
These new threats to our system require us to continually reevaluate how to counter them.
As the role of social media in foreign disinformation campaigns comes into focus, it has become
clearer that attempts to abuse technology and manipulate public discourse on social media and
the Internet through automation and otherwise will not be limited to one election--or indeed to
elections at all. We will provide updates on our progress to Congress and to the American
people in real time.
B.

Enhancements to Advertising Policy

Last week, we announced a new policy to increase transparency regarding advertising on
Twitter. We will soon launch an industry-leading transparency center that will provide the
public with more detail than ever before about social media and online advertisers. The
enhancements include the ability to see what advertisements are currently running on Twitter,
how long the advertisements have been running, and all creative pieces associated with an
advertising campaign.
Users will also have greater insight into and control over their experience with
advertising on Twitter. Individual users will be able to see all advertisements that have been
targeted to them, and all advertisements that the user is eligible to see based on a campaign's
targeting. We will also make it possible for users to provide negative feedback regarding an
advertisement, whether or not the user has been targeted by the campaign.
Our new policy also changes how Twitter treats electioneering advertisements, or
advertisements that clearly identify a candidate or party associated with a candidate for any
elected office. Electioneering advertisers will be required to identify themselves to Twitter, and
they will be subject to stricter requirements for targeting and harsher penalties for violations of
our policies. Any campaign that an electioneering advertiser runs will be clearly marked on the
platform to allow users to easily identify it. In addition to the information provided about all
advertisements on Twitter, this disclosure will include current and historical spending by an
electioneering advertiser, the identity of the organization funding the campaign, and targeting
demographics used by the advertiser, such as age, gender, or geographic location.
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We recognize that not all political advertising is electioneering advertising. While there
is not yet a clear industry definition for issue-based advertisements, we will work with our
industry peers and with policymakers to clearly define them and develop policies to treat them
similarly to electioneering advertisements.

*
We have heard the concerns about Twitter's role in Russian efforts to disrupt the 2016
election and about our commitment to addressing this issue. Twitter believes that any activity of
that kind-regardless of magnitude--is intolerable, and we agree that we must do better to
prevent it. We hope that our appearance today and the description of the work we have
undertaken demonstrates our commitment to working with you, our industry partners, and other
stakeholders to ensure that the experience of 2016 never happens again.
Indeed, cooperation to combat this challenge is essential. We cannot defeat this novel,
shared threat alone. As with most technology-based threats, the best approach is to share
information and ideas to increase our collective knowledge. Working with the broader
community, we will continue to test, to learn, to share, and to improve, so that our product
remains effective and safe.
We look forward to answering your questions and working with you in the coming
months.
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Chairman BURR. Thank you, Mr. Edgett.
Mr. Walker, the floor is yours.
STATEMENT OF KENT WALKER, SENIOR VICE PRESIDENT AND
GENERAL COUNSEL, GOOGLE

LAP51NQ082 with DISTILLER

Mr. WALKER. Thank you very much, Chairman Burr, Vice Chairman Warner, Members of the Committee, for the opportunity to
speak with you today. My name is Kent Walker. I’m Senior Vice
President and General Counsel at Google. I oversee our legal, our
policy, our trust and safety, and our Google.org teams. I’ve worked
at the intersection of technology, security, and the law for over 25
years, starting my career as an assistant U.S. attorney for the U.S.
Department of Justice focused on technology crimes.
Let me start my conversation with you today by joining your earlier comments, acknowledging the victims and families of the awful
attack in New York yesterday. As a New York employer, we know
how strong and tough New Yorkers are and we look forward to do
anything we can to help.
Turning to the issues before the Committee today, Google believes that we have a responsibility to prevent the misuse of our
platforms, and we take that very seriously. Google was founded
with the mission of organizing the world’s information and making
it universally accessible and useful. The abuse of the tools and
platforms we build is antithetical to that mission.
Google is deeply concerned about attempts to undermine the
democratic elections. We are committed to working with Congress,
law enforcement, others in our industry, and the NGO community
to strengthen protections around elections, to ensure the security
of users, and to help combat disinformation. We recognize the importance of this Committee’s mandate, and we appreciate the opportunity to share information and talk about solutions.
Of course, disinformation and propaganda campaigns aren’t new
and have involved many types of media and publications over the
years. And for many years, we’ve seen attempts to interfere with
our online platforms. We take these threats very seriously. We’ve
built industry-leading security systems, and we’ve put those tools
into our consumer products as well.
Back in 2007, we launched the first version of our Safe Browsing
tool, which helps protect users from phishing, malware, and other
attacks. Today, Safe Browsing is used on more than 3 billion devices worldwide.
If we suspect that users are subject to government-sponsored attacks, we warn them about that. And last month, we launched our
Advanced Protection Program, which helps protect those at greatest risk of attack, like journalists, business leaders, and politicians.
We face motivated and resourceful attackers, and we are continually evolving our tools to stay ahead of ever-changing threats. Our
tools don’t just protect our physical and network security, but they
also detect and prevent attempts to manipulate our systems. On
Google News, for example, we use fact-check labels to help users
spot fake news. For Google search, we have updated our quality
guidelines and evaluations to help surface more authoritative content from the web. We’ve updated our advertising guidelines as
well to prohibit ads on sites that misrepresent themselves.
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And on YouTube, we employ a sophisticated spam and security
breach detection system, designed to detect anomalous behavior
and catch people trying to inflate view counts of videos or numbers
of subscribers. And as threats evolve, we will continually adapt in
order to understand and prevent new attempts to misuse our platforms.
With respect to the Committee’s work on the 2016 election, we’ve
looked across our products to understand whether governmentbacked entities were using our products to disseminate information
in order to interfere with the U.S. election. While we did find some
deceptive activities on our platform associated with suspected government-backed accounts, that activity appears to have been relatively limited. Of course, any activity like this is more than we
would like to see. We’ve provided the relevant information to the
Committee, have issued a public summary of the results of our review, and we will continue to cooperate with the Committee’s investigation.
Going forward, we will continue to expand our use of cuttingedge technology to protect our users and will continue working
with governments to ensure that our platforms aren’t abused. We
will also be making political advertising more transparent, easier
for users to understand, and even more secure. In 2018, we’ll release a transparency report showing data about who is buying election ads on our platform and how much money is being spent. We’ll
pair that transparency report with a database, available for public
research, of election and ad content across our ads products.
We’re also going to make it easier for users to understand who
bought the election ads they see on our networks. Going forward,
users will be able to easily find the name of any advertiser running
an election ad on Search, YouTube, or the Google Display Network
through an icon on the ad. We’ll continue enhancing our existing
safeguards to ensure that we permit only U.S. nationals to buy
U.S. election ads.
We already tightly restrict which advertisers can serve ads to audiences based on political leanings. Moving forward, we’ll go further by verifying the identity of anyone who wants to run an election ad or use our political interest-based tools, and confirming that
that person is permitted to run that ad.
We certainly can’t do this alone. We’ll continue to work with
other companies to better protect the collective digital ecosystem.
And even as we take our own steps, we remain open to working
on legislation that promotes electoral transparency.
Moreover, our commitment to addressing these issues extends
beyond our services. We’ve offered in-person briefings and introduced a suite of digital tools designed to help election websites and
political campaigns protect themselves from phishing, unauthorized
account access, and other digital attacks. We’re also increasing our
long-standing support for the bipartisan Defending Digital Democracy Project.
Let me conclude by recognizing the importance of the work of
this Committee. Our users, advertisers, and creators must be able
to trust in their security and safety. We share the goal of identifying bad actors who attempted to interfere with our systems and
abuse the electoral process.
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We look forward to continued cooperation both with the Members
of this Committee and with our fellow companies to provide access
to tools that help citizens express themselves, while avoiding
abuses that undercut the integrity of elections.
Thank you again for the opportunity to tell you about our ongoing efforts. We look forward to our continuing work with Congress
on these important issues, and we are happy to answer any questions you might have.
[The prepared statement of Mr. Walker follows:]
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Chairman Burr, Vice-Chair Warner, and members of the Committee, thank you for the
opportunity to appear before you this morning.

My name is Kent Walker. I am Senior Vice President and General Counsel at Google and
I lead our Legal, Policy, Trust and Safety, and Philanthropy teams.l've worked at the
intersection of technology, security, and the law for over 25 years, including a tour early in my
career as an Assistant US Attorney at the Department of Justice focusing on technology crimes.

We believe that we have a responsibility to prevent the misuse of our platforms and we
take that very seriously. Google was founded with a mission to organize the world's information
and make it universally accessible and useful. The abuse of the tools and platforms we build is
antithetical to that mission.
Google is deeply concerned about attempts to undermine democratic elections. We are
committed to working with Congress, law enforcement, others in our industry, and the NGO
community to strengthen protections around elections, ensure the security of users, and help
combat disinformation.
We are dealing with difficult questions that balance free expression issues,
unprecedented access to information, and the need to provide high quality content to our users.
There are no easy answers here, but we are deeply committed to getting this right. We recognize
the importance of this Committee's mandate, and we welcome the opportunity to share
information and talk about solutions.
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Of course disinformation and propaganda campaigns aren't new, and have involved
many different types of media and publications. When it comes to online platforms, for many
years we have seen nation states and criminals attempt to breach our firewalls, game our search
results, and interfere with our platforms. These attempts range from large-scale threats, such as
distributed denial of service attacks, which we are able to identify and thwart quickly, all the way
down to small-scale, extremely targeted attacks, such as attempts to gain access to email
accounts of high-profile individuals.

We take these threats very seriously. We serve billions of users every day, so our
solutions need to work at scale. We've built industry-leading security systems and we've put
these tools into our consumer products. Back in 2007, we launched the first version of our Safe
Browsing tool, which helps protect users from phishing, malware, and other attack vectors.
Today, Safe Browsing is used on more than three billion devices worldwide. If we suspect that
users are subject to government-sponsored attacks we warn them. And last month, we launched
our Advanced Protection Program, which integrates physical security keys to protect those at
greatest risk of attack, like journalists, business leaders, and politicians. We face motivated and
resourceful attackers, and we are continually evolving our tools to stay ahead of ever-changing
threats.

Our tools don't just protect our physical and network security, but also detect and
prevent artificially boosting content, spam, and other attempts to manipulate our systems. On
Google News, for example, we label links so users can see if the content is locally sourced, an
OpEd, or an in-depth piece. For Google Search, we have updated our quality guidelines and
evaluations to help identify misleading information, helping surface more authoritative content
from the web. We have updated our advertising guidelines to prohibit ads on sites that
misrepresent themselves. And on YouTube we employ a sophisticated spam and security-breach
detection system to detect anomalous behavior and catch people trying to inflate view counts of
videos or numbers of subscribers.

We have deployed our most advanced technologies to increase security and fight
manipulation, but we realize that no system is going to be 100% perfect. It is hard to rapidly
identify all untruthful content at massive scale, and harder yet to understand the motives and
potential connections of the people posting that content. But we have made substantial progress
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in preventing and detecting abuse, and we are seeing continued success in stopping bad actors
attempting to game them. And as threats evolve, we will continue to adapt in order to
understand and prevent new attempts to misuse our platforms.
With respect to the Committee's work on the 2016 election, we have looked across our
products to understand whether individuals apparently connected to government-backed
entities were using those products to disseminate information with the purpose of interfering
with the US election. We based this review on research into misinformation campaigns from
Alphabet's Jigsaw group, our information security team's own methods, and leads provided by
other companies.
While we did find activity associated with suspected government-backed accounts, that
activity appears to have been limited on our platforms. Of course, any activity like this is more
than we would like to see. We have provided the relevant information to the Committee, have
issued a public summary of the results of our review, and will continue to cooperate with the
Committee's investigation.
Starting with our ads products, we found two accounts that appear to be associated with
this effort. These accounts spent approximately $4700 dollars in connection with the 2016
presidential election, representing less than 0.0002 percent of the total amount spent on that
race. We believe that the activity we found was limited because of various safeguards that we
had in place in advance of the 2016 election, and the fact that Google's products didn't lend
themselves to the kind of micro-targeting or viral dissemination that these actors seemed to
prefer.
As part of our investigation, we also looked at our other services. Let me share a few key

points. On YouTube, we did find 18 channels on YouTube with roughly 1,100 videos, a total of 43
hours of content, uploaded by individuals who we suspect are associated with this effort and
which contained political content. That compares with the 400 million hours ofYouTube
content uploaded every minute, and the over one billion hours of YouTube content watched
every day. These videos generally had very low view counts; only around 3% percent had more
than s,ooo views. The videos were not targeted to any particular sector of the US population as
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that's not feasible on YouTube. Additionally, we found a limited number of Gmail accounts that
appear to have been primarily used to to set up accounts on social media platforms.
We continue to expand our use of cutting-edge technology to protect our users and will
continue working with governments to ensure that our platforms aren't used for nefarious
purposes.
We will also be making political advertising more transparent, easier for users to
understand, and even more secure.

•

In 2018 well release a transparency report for election ads, sharing data about who is
buying election ads on our platforms and how much money is being spent. Well pair our
transparency report with a database of election ad creatives from across our ads
products. And we will make the database available for public research.

•

We're also going to make it easier for users to understand who bought the election ads
they see on our networks. Going forward, users will be able to find the name of any
advertiser running an election ad on Search, YouTube, and the Google Display Network
with one click on an icon above the ad.

•

We will continue enhancing our existing safeguards to ensure that we only permit US
nationals to buy US election ads. We already tightly restrict which advertisers can serve
ads to audiences based on their political leanings. Moving forward, we'll go further by
verifying the identity of anyone who wants to run an election ad or use our
political-interest-based tools and confirming that person is permitted to run that ad.
We certainly can't do this alone. Combating disinformation campaigns requires efforts

from across the industry. We'll continue to work with other companies to better protect the
collective digital ecosystem, and, even as we take our own steps, we are open to working with
governments on legislation that promotes electoral transparency.
Our commitment to addressing these issues extends beyond our services. Google has
supported significant outreach to increase security for candidates and campaigns across the
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United States, France, Germany, and other countries. We've offered in-person briefings and
introduced a suite of digital tools designed to help election websites and political campaigns
protect themselves from phishing, unauthorized account access, and other digital attacks. We've
partnered with the National Cyber Security Alliance to fund and advise on security training
programs that focus specifically on elected officials, campaigns, and staff members. We are also
increasing our long-standing support for the bipartisan Defending Digital Democracy Project at
the Belfer Center for Science and International Affairs at Harvard Kennedy School.

Let me conclude by recognizing the importance of the work of this Committee. Our users,
advertisers, and creators must be able to trust in their security and safety. We share the goal of
identifying bad actors who have attempted to interfere with our systems and abuse the electoral
process. We look forward to continued cooperation, both with the members of this Committee
and with our fellow companies, to both provide access to tools that help citizens express
themselves while avoiding abuses that undercut the integrity of elections.

Thank you for the opportunity to tell you about our ongoing efforts in this space. We look
forward to continuing to work with Congress on these important issues, and I'm happy to
answer any questions you might have.
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Chairman BURR. Mr. Walker, thank you for your testimony.
The Chair would recognize himself and share with Members that
I’m going to talk about one specific ad that—it’s not going to count
to my seven minutes, and the Vice Chairman is going to do the
same at the beginning of his, to sort of set the stage for much of
what we’ll talk about today.
As an example, I’d like to highlight one specific case with realworld implications involving two different Facebook groups, both of
which are associated with the Russian Internet Research Agency.
You’ll see the first board that is up.
[The material referred to follows:]
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The first group’s called ‘‘The Heart of Texas,’’ with over 250,000
followers. This account promoted pro-Texas causes and included
posts many would characterize as anti-immigration or anti-Muslim.
The tagline for this group, as referenced in the top left-hand corner
of the first chart, is ‘‘Texas: homeland of guns, barbecue, and your
heart,’’ with the words ‘‘time to secede’’ emboldened on the Texas
flag.
Turning to the second group, which is in the bottom right-hand,
it’s called ‘‘The United Muslims of America,’’ with over 328,000 followers. This account claimed to be pro-Islamic themes. The tagline
for this group, as referenced in the bottom-right corner of the first
chart, is ‘‘I’m a Muslim and I’m proud.’’
So, if I could have the second board up. The Heart of Texas
group created a public event on Facebook, to occur at noon, May
21st, 2016, at the Islamic Center in Houston, Texas, to stop, quote,
‘‘to stop the Islamization of Texas,’’ unquote. The same group then
placed an advertisement on Facebook to promote their event, with
over 12,000 people viewed.
The United Muslims of America subsequently created an event
on Facebook to occur at noon, May 21st, 2016, at the Islamic Center in Houston, Texas, to, I quote, ‘‘save Islamic knowledge’’—same
time, same place as the Heart of Texas event. The group then
placed an advertisement, targeting people in Houston, Texas, area
to promote their event to support the Islamic Center. More than
2,700 people viewed this ad.
If I could have the third board.
On May 21st, 2016, local news captured the events as they unfolded, reporting on the protest stage by the Heart of Texas group
and resulting counter-protest. The pictures you see on the third
board are from the streets in front of the Islamic Center in Houston, Texas.
What neither side could have known is that Russia trolls were
encouraging both sides to battle in the streets and create division
between real Americans. Ironically, one person who attended stated, ‘‘The Heart of Texas promoted this event, but we didn’t see one
of them.’’ We now know why. It’s hard to attend an event in Houston, Texas, when you’re trolling from a site in St. Petersburg, Russia. Establishing these two competing groups, paying for the ads,
and causing this disruptive event in Houston cost Russia about
$200.
Mr. Stretch, you commented yesterday that your company’s goal
is bringing people together. In this case, people were bought together to foment conflict, and Facebook enabled that event to happen. I would say that Facebook has failed their goal. From a computer in St. Petersburg, Russia, these operators can create and promote events anywhere in the United States and attempt to tear
apart our society. I’m certain that our adversaries are learning
from the Russian activities and even watching us today. Simply
put, you must do better to protect the American people and, frankly, all of your users from this kind of manipulation.
My time can start now. I have one simple question, yes or no
from each of you. I’ll start with Mr. Stretch and work my way to
your left.
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The Federal Election Campaign Act prohibits any foreign national from spending funds in connection with any Federal, State,
or local elections in the United States. Doesn’t this law prohibit
your publication of this content?
Mr. Stretch.
Mr. STRETCH. Prohibit publication of the content we’ve seen?
Chairman BURR. Does FEC law apply to Facebook?
Mr. STRETCH. Certainly, FEC law, yes, applies to——
Chairman BURR. Prohibits foreign dollars influencing an election?
Mr. STRETCH. It prohibits foreign actors from using really any
medium, including Facebook, to influence a foreign—a U.S. election.
Chairman BURR. So FEC law applies to Facebook?
Mr. STRETCH. Yes, it does.
Chairman BURR. Mr. Edgett.
Mr. EDGETT. It applies to Twitter as well.
Chairman BURR. It applies Twitter.
Mr. Walker.
Mr. WALKER. Yes, sir.
Chairman BURR. Great.
The prevalence of social media use among military members,
who spend so much time outside the country, deployed away from
friends, away from family, seems a likely target for foreign intelligence agencies who want to collect details on U.S. force movements, deployments, and other sensitive insight. Do you monitor
your platforms for indications that your users in the U.S. military
are targeted in any way?
Mr. Stretch.
Mr. STRETCH. Senator, yes, and I would say that that sort of—
that sort of security work really falls into the traditional cybersecurity work that we’ve long been focused on. We’ve had a threat intelligence team for years now that has been focused on tracking foreign actors, and it’s exactly that sort of threat that we believe has
historically been an area of focus for our adversaries, and likewise
an area of focus for us on the defensive side.
Chairman BURR. Mr. Edgett.
Mr. EDGETT. Similar to Mr. Stretch, we’ve been focused on that
type of threat for years. We’re also focused on education on the
other side and helping law enforcement and military personnel understand how to use Twitter and both its benefits and its risks.
Chairman BURR. Mr. Walker.
Mr. WALKER. We’ve been looking at cyber espionage for some
years, and so this is all in focus. Because we’re not a social network, we may not have as much visibility as to whether individual
users of our service are veterans or not, but that would certainly
be an area of concern.
Chairman BURR. These questions are for Facebook, Mr. Stretch.
In a blog published September 6th, 2017, Alex Stamos, Facebook’s
Chief Security Officer, wrote that the company had discovered
about 3,000 political ads that were paid for through 470 fake accounts and pages that likely operated out of Russia. Facebook shut
down these accounts on the grounds that they were inauthentic.
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Had these accounts not violated Facebook’s prohibition against fake
accounts, would they have been shut down?
Mr. STRETCH. Senator, many of them would have, because many
of them violated other policies related to the type of content that’s
permitted on the platform. The authenticity issue is the key.
Referring to the content you surfaced earlier, it pains us as a
company, it pains me personally, to see that we were—that our
platform was abused in this way. People in this country care deeply
in—about issues of public concern, and it’s one of the strengths of
our country that people are so willing to speak freely about them.
The fact that foreign actors were able to use our platform to exploit
that openness is a deeply painful lesson for us, and one we’re focused on learning from going forward.
Chairman BURR. Does it trouble you that it took this Committee
to get you to look at the authentic nature of the users and the content?
Mr. STRETCH. Senator, we are certainly troubled—I’d say more
than troubled—by the evidence of abuse of our platform during
2016, and we’re certainly grateful for the Committee’s investigation
and the attention you’re bringing to this issue. We think it’s very
important.
We do believe that it’s a larger issue than any one company, and
we believe that, going forward, there are opportunities, not just for
us to do better, but for us to work together to make sure we’re all
addressing this threat appropriately.
Chairman BURR. What characteristics would indicate that an account or a page is likely operated out of Russia?
Mr. STRETCH. There are a number of characteristics that can signal potential location. The most obvious one that is typically the
most reliable is location information that’s transmitted by the
user’s browser when they access Facebook. It’s also the most easily
manipulable.
There are many other signals that similarly will suggest location,
but, because of the way the internet is architected, can also be
faked. Our job is to look not just for the signals that are in plain
sight, but understand how they can be manipulated, and look for
patterns of activity that reveal efforts to abuse our platform that
are shrouded, both geographically and in other ways.
Chairman BURR. Mr. Edgett, your vice president at Twitter stated that Twitter’s expanding its team and resources and building
new tools and processes to combat automated Twitter accounts, or
bots. What is Twitter’s process for identifying a bot?
Mr. EDGETT. We have a lot of data behind sort of the things you
see on Twitter that looks at the activity of an account—and remember, there are hundreds of millions of accounts—the activity of an
account as it relates to other accounts. So as you or I, Senator,
tweet, our activity looks pretty normal. As an automated account
tweets thousands of times an hour, or logs in thousands of times
a day, that looks pretty suspicious.
So our technology is looking for that anomaly that differentiates
sort of normal accounts from automated accounts. But spammers
and bad actors are getting better at making themselves look more
real.
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Chairman BURR. So what percentage of accounts on Twitter are
actually bots and not real people?
Mr. EDGETT. So we do a monthly audit of this and investigation,
and determined that for years less than 5 percent of our accounts
are false accounts or spam.
Chairman BURR. What happens to accounts on Twitter that are
suspended by Twitter? Is there an indefinite status?
Mr. EDGETT. Once we suspend an account, they’re—especially an
automated account—they’re typically permanently banned from the
platform. And we also do work to link those accounts with new accounts that may pop up. So the more we investigate and look into
this and build the web of information around the signals we’re seeing from these accounts, the better we get at linking those accounts
and stopping them before they get on the platform.
Chairman BURR. My time has expired, but I’m going to ask you
to submit in writing for the record Twitter’s assessment of why
independent assessments of the number of bots on Twitter constantly, consistently, are higher than the 5 percent that you’ve
stated today, if you would provide that for the record.
Mr. EDGETT. Happy to provide that for the record and address
it today.
Chairman BURR. Thank you.
Vice Chairman.
Vice Chairman WARNER. Thank you, Mr. Chairman.
I also want to demonstrate, but I’d also—as we’re getting ready—
we have had testimony before this Committee from a representative of NATO that fake and bot accounts on Twitter are more in
the 12 percent to 15 percent account. A vast number of research
studies—you know, 320 million active Twitter accounts—even if
you assume 10 percent, you’re still talking 30-plus million potential
accounts that could be misused and abused.
If we could put up the chart here, this is another example of how
people are kind of lured in.
[The material referred to follows:]
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Vice Chairman WARNER. The first ad is an ad that is pretty benign. It’s obviously targeted towards Christians. It’s a—it’s an
‘‘Army of Jesus’’ Facebook ad, 217,000 followers. You like that
page, and here’s what happens: you would get a series of, for the
most part, relatively benign Bible quotes or other items. This ad
appeared in October of 2016.
Late October, early November, suddenly, this benign site, in addition to your Bible quotes, suddenly we’re getting these other
posts, not paid ads, but posts from this organization. This message,
obviously the bottom one would’ve gone to the 217,000 followers.
We have no idea how many times it was liked or shared with other
individuals.
Again, we’ve got two different examples of the type of tools, how
people are lured in, and then once they’re lured into what they
think is a pro-Texas or pro-Muslim or here pro-Jesus account—and
then they are manipulated by foreign actors and foreign agents.
Go ahead and start my time.
First of all, I hear all your words, but I have more than a little
bit of frustration that many of us on this Committee have been
raising this issue since the beginning of this year, and our claims
were frankly blown off by the leaderships of your companies, dismissed, said, there’s no possibility, nothing like this happening,
nothing to see here.
It bothers me, if you’re really committed to trying to work with
us to resolve this, that it took until this Committee continually
went at you, and it was July and early August when you made
your first presentations. And, candidly, your first presentations
were less than sufficient and showed in my mind a lack of resources, a lack of commitment, and a lack of genuine effort.
Candidly, your companies know more about Americans in many
ways than the United States government does. And the idea that
you had no idea any of this was happening strains your credibility.
So my first question is this, and I want a yes or no answer, not
a filibuster. Will you commit to continue to work with this Committee to provide additional information and additional documents
as needed as we continue to explore this challenge and threat on
a going-forward basis?
We go right down the line. Mr. Stretch.
Mr. STRETCH. Yes.
Vice Chairman WARNER. Mr. Edgett.
Mr. EDGETT. Absolutely.
Vice Chairman WARNER. Mr. Walker.
Mr. WALKER. Absolutely.
Vice Chairman WARNER. Next, one of the things that I continue—again, and I will commend you here—that from the first our
friends at Facebook, you identified 470 accounts, 3,000 ads. And
most of the work, at least it appears to me, from at least Twitter
and Facebook, has all been derivative of that initial data dump.
And again, this is a yes or no question: Do you believe that any
of your companies have identified the full scope of Russian active
measures on your platform? Yes or no?
Mr. STRETCH. Senator, our investigation continues. So I would
have to say no, certainly not with certainty.
Vice Chairman WARNER. Mr. Edgett.
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Mr. EDGETT. No, and we’re still working on this.
Vice Chairman WARNER. Mr. Walker.
Mr. WALKER. I believe we haven’t done a comprehensive investigation, but, as Mr. Stretch says, these are ongoing issues, and we
continue to investigate.
Vice Chairman WARNER. Let me start again with Facebook here.
You’ve identified 470 accounts from one troll farm in St. Petersburg. There have been plenty of press reports of other troll farms
in Russia. There have been reports of other activities that were
Russian-controlled in Central Europe and Eastern Europe. In meetings with your leadership, as you became more aware of this problem, you aggressively promoted the fact, for example, that you took
down 30,000 accounts around the French elections. Now, you say
not all of those were Russian-related.
Have you gone back and cross-checked those Russian-related accounts that you took down in France to see if any of those accounts
were active in the American election?
Mr. STRETCH. Senator, the 30,000 accounts that we took down
in——
Vice Chairman WARNER. The accounts that were related to Russian accounts that you took down. Your leadership in fact bragged
about how proactive you were in the French election process. Did
you check those accounts to see if any of them were active in the
American elections?
Mr. STRETCH. Senator, the system that ran to take down those
accounts, which were fake accounts of, really, all type and for any
purpose, has—is now active worldwide——
Vice Chairman WARNER. Have you——
Mr. STRETCH [continuing]. And has been operated——
Vice Chairman WARNER. Just please answer my question. Have
you reviewed the accounts you took down in France that were Russian-related to see if they had played any role in the American
election?
Mr. STRETCH. Senator, I apologize. I’m trying to answer the question.
Vice Chairman WARNER. Well, the answer is yes or no. I don’t
want a long explanation. I want to know if you have done this. I’ve
been signaling this to you for some time. We wanted to make sure
that you would review those accounts. We wanted to make sure—
the 470 accounts that paid for the 3,000 ads, you said these were
all accounts, except for one, that were paid for in rubles. Did you
even run those accounts to see if any of those accounts were paid
for with dollars or euros or other currencies?
Mr. STRETCH. Senator, those—let me try to state it——
Vice Chairman WARNER. Yes or no?
Mr. STRETCH. So we have, and we continue——
Vice Chairman WARNER. Mr. Stretch, yes or no?
Mr. STRETCH. Yes, we are looking and have looked at every possible indication of Russian activity in the 2016 election, and the investigation continues.
Vice Chairman WARNER. Sir——
Mr. STRETCH. That includes any evidence we’ve identified from
those 30,000 accounts, as well as a number of——
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Vice Chairman WARNER. All those accounts have been run, that
database has been run, to see if any of those accounts were active
in the United States?
Mr. STRETCH. I will have to come back to you on that, Senator.
Vice Chairman WARNER. Sir, we’ve had this hearing scheduled
for months. I find your answer very, very disappointing.
On the question of—we just discovered, and I appreciate this,
you had 80,000 views in terms of Russian—views on Facebook. We
now discovered in the last 48 hours 120,000 Russian-based posts on
Instagram. Have you done any of the similar analysis on those
120,000 posts? We know the 80,000 ended up reaching 126 million
Americans. Have you done that same analysis on the 120,000 posts
on Instagram?
Mr. STRETCH. Yes, Senator, we have.
Vice Chairman WARNER. And how many Americans did those
touch?
Mr. STRETCH. The data on Instagram is not as complete, but the
data that we do have indicates that, beginning in October of 2016,
those Instagram posts reached an additional 16 million people, in
addition to the 126 million people that we identify——
Vice Chairman WARNER. So now we’re seeing the Russian activities roughly at 150 million-plus Americans, without knowing how
many times they were re-shared.
Mr. STRETCH. If I can add that the time period prior to October
16th, where our data is less reliable, would yield an incremental
4 million. So all told, that gets you to approximately a little less
than 150 million. That’s correct, Senator.
Vice Chairman WARNER. Mr. Edgett, on the Twitter account,
you—there was one activity—and this was not something that happened during 2016. Again, I agree with the Chairman. We’re not
here to relitigate 2016. But there was a fake Tennessee Republican
account, TEN–GOP. The irony was this account had 154,000 followers; the real Tennessee GOP party had 13,000—13,400 followers, I believe, based on your numbers.
I find very interesting, there have been some people who have
said, ‘‘Well, people should be able spot these fake accounts.’’ Well,
if they’re able to spot these fake accounts, you had the President’s
communications director retweeting this account, Kellyanne
Conway. You had the President’s son, Donald Trump, Jr.,
retweeting this account.
My question is, why did it take so long to take this down when
the Tennessee Republican party was asking you repeatedly?
Mr. EDGETT. Yeah, that—and that was an absolute miss, and
we’ve gotten better since. We’ve refined our policies around impersonation and parody accounts——
Vice Chairman WARNER. Let me just close with this. My time’s
about up.
Mr. EDGETT. Sure.
Vice Chairman WARNER. We’ve looked on this subject, on political information and disinformation. But the same way that these
bots and trolls and click farms and fake pages, groups, algorithm
gaming can be used in politics, these same tools can and have been
used, I believe, to assist financial frauds around stock schemes. I
think there is a lot of this activity in broad-based digital adver-
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tising. I think we’ve seen some of this in schemes to sell counterfeit
prescription drugs, as well as the ability to encourage folks to
download malware. I believe this is a real challenge, and to get this
right we’re going to need your ongoing cooperation.
Thank you, Mr. Chairman.
Chairman BURR. Senator Risch.
Senator RISCH. Thank you.
Gentlemen, thank you for coming today. By now it’s probably
pretty obvious to everyone that this Committee has spent lots and
lots and lots of time on this, both as it relates to the election and
on these kinds of things not related to the political process here in
the country. But we have spent a lot of time, and I think have been
able to reach some conclusions on this.
No-one’s exempt. I come from a State that’s a lot smaller, Idaho.
They tried to do exactly in Idaho exactly what was done in Texas,
where they tried to promote a meeting where they had two conflicting sides, and no one showed up. So there was no success.
In Idaho, just like Texas, it had absolutely nothing to do with the
2016 presidential election. It was simply a cultural type of acrimony that they were attempting to promote.
The Chairman talked about the news reports that allege that the
Russians used social media to promote a particular candidate, and
may even, some of those, suggest that it changed the result of the
election. But this whole thing goes a lot deeper than that. One of
the things we’ve discovered—and I think you probably are aware
of this—that you can’t look at those ads and say, ‘‘Okay, they were
all promoting one particular candidate.’’ There were ads going both
ways, for and against both candidates, by the Russians. I’m going
to get back to that in just a second.
But the other thing that I think that we’ve come to a conclusion
on, and very early, is that the U.S. isn’t the only country suffering
from this. The Europeans, France, Austria, Germany, just among
others, have suffered from the exact same thing, and that is Russian attempted interference with their domestic affairs.
I put a section in the sanctions bill, the Iran, Russia, North
Korea sanctions bill, that requires the Executive Branch to do a
study on this, on the effect in Europe, because they were much
more overt in Europe than they were here—most of the work they
did here was covert—and probably because in European countries
there is actually a fair amount of Russian sympathy where they
can mobilize these people, not so much here in the United States.
Obviously some, but not nearly, what is there.
So I want to come at this from a different perspective. The 2016
elections got a lot of the politicians riled up because it went after
the political process. But my conclusion is, and I think most people
here would agree with me, that—and indeed, Senator Warner referred to this—that this is a lot deeper than just the elections.
There are a lot of things that the Russians are trying to do, and
not just inject themselves into the electoral process. It seems to me
that, after you step back and look at this and say, ‘‘What’s going
on here? What is the motivation? What are they doing?’’ I always
look at something from an objective standpoint—‘‘What is their objective? What are they trying to accomplish?’’ And you walk away
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from it just shaking your head, because we Americans don’t think
the same way they think about promoting our country.
So the conclusion I’ve reached is that the Russians are doing
what they’ve done all along, long before your technology even existed, and that is trying to sow discord, simply trying to sow discord.
My question to each of you is: have you tried to analyze what the
Russians were trying to accomplish here, not only in the 2016 elections, but in these other kinds of ads, with the discord? What are
your personal views on that, whether they’ve—what they’re trying
to accomplish?
Mr. Stretch.
Mr. STRETCH. Senator, it’s very difficult for us to ascribe motive.
It’s I think why this Committee’s work is so important. We’ve tried
to provide you as much information as we can, and we hope that,
with your visibility into other sources of information, you will be
able to help the American people have a better assessment of what
the motive is. We think that’ll help all of us do better to prevent
this sort of activity in the future.
Senator RISCH. Would you agree with me that the motive isn’t
obvious here, given the difference in the way they handle these
things?
Mr. STRETCH. Yes, I would agree with that.
Senator RISCH. Mr. Edgett.
Mr. EDGETT. I would agree with that, as well. I mean, based on
what we’ve seen, the advertisements from Russia Today, the types
of content that was being put out by the IRA, also the automated
account content, looks as if it’s merely focused on divisiveness. But
we’re still investigating this issue, and look forward to working
with this Committee to help put the whole picture together.
Senator RISCH. Mr. Walker.
Mr. WALKER. The large majority of the material we saw was in
the socially divisive side, rather than direct electoral advocacy, yes.
Senator RISCH. And that has really been the focus of the media,
that, oh, this was all about the 2016 election. You agree with me
that this is much broader than that and is, as you say, divisive—
aimed at divisiveness, or aimed at discord? Would you all agree
with that?
Mr. EDGETT. Yes, and that’s a problem we’re trying to tackle
every day.
Senator RISCH. Mr. Stretch, do you agree with that?
Mr. STRETCH. Yes, I would agree and note that the time period
in question and the activity we saw even continued after the election.
Senator RISCH. Mr. Walker.
Mr. WALKER. That seems reasonable, hard for us to know and,
again, ultimately for the Committee to decide.
Senator RISCH. I appreciate that. And as I said, my view of this
is this a whole lot broader than simply the 2016 election.
Mr. Walker, I have a specific question for you. I think I heard
you say that you’re enacting a policy where only a U.S. national
can buy an election ad. Is that correct?
Mr. WALKER. That’s correct.
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Senator RISCH. Okay. What about other countries? Obviously,
you operate in places other than the United States. Can a U.S. national buy an ad, for instance, for a French or German or Austrian
campaign?
Mr. WALKER. I haven’t studied the laws of individual countries,
but we are not confining our work to the U.S. We are looking at
other elections around the world to make sure that we do whatever
we can to minimize electoral inference.
Senator RISCH. So what you’re going to do is try to confine people
to their own elections in their own countries? Is that pretty much
your objective?
Mr. WALKER. Certainly that’s the case for the United States, and
any other country around the world where that’s the law that’s
true, yes.
Senator RISCH. I think that’s going to be a big challenge for you,
but good luck, and I wish you well in that endeavor.
Thank you, Mr. Chairman.
Chairman BURR. Senator Feinstein.
Senator FEINSTEIN. Thanks, Mr. Chairman.
I sat in the Judiciary hearing yesterday. It was a subcommittee
hearing, but was able to ask some questions. And I want to just
make a personal comment, because I’ve been very proud, and I
know Senator Harris is as well, to represent this tech community
from California. But I must say, I don’t think you get it—I think
the fact that you’re general counsels, you defend your company—
that what we’re talking about is a cataclysmic change. What we’re
talking about is the beginning of cyber warfare. What we’re talking
about is a major foreign power with the sophistication and ability
to involve themselves in a presidential election and sow conflict
and discontent all over this country.
We are not going to go away, gentlemen, and this is a very big
deal. I went home last night with profound disappointment. I asked
specific questions. I got vague answers, and that just won’t do.
You have a huge problem on your hands, and the United States
is going to be the first of the countries to bring it your attention,
and others are going to follow, I’m sure, because you bear this responsibility. You’ve created these platforms and now they are being
misused, and you have to be the ones to do something about it, or
we will.
And this Committee is Intelligence. It’s different from yesterday,
so they’re privy to different facts, and they’re very potent facts.
Let me go back to a couple of questions that I asked yesterday.
Mr. Edgett, yesterday, you testified that Twitter only began to remove voter suppression posts that told people they could vote by
texting or tweeting after you found out about them from other
Twitter users.
These were illegal tweets. Waiting for users to alert Twitter isn’t
sufficient. I’ll give you another chance. What is Twitter doing to
proactively identify illegal voter suppression tweets?
Mr. EDGETT. Thank you for letting me address that. We’re constantly improving, not only on our technology around automated
accounts that are trying to amplify these types of messages——
Senator FEINSTEIN. That’s not enough.
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Mr. EDGETT [continuing]. But also on putting people and technology on the content and the behavior and trying to make our
workflows, our reporting flows, more efficient and using artificial
intelligence to prioritize things like the illegal voter suppression
ads and other things that we see on the platform, and taking those
down faster.
We are getting better, but this is a problem that we are focused
on getting better at every day.
Senator FEINSTEIN. Well, you have to find a way to prevent them
from going up.
Mr. EDGETT. That’s right. And that’s why we tend to——
Senator FEINSTEIN. That’s the problem.
Mr. EDGETT. Right. That’s why we tend to focus on behavior behind the accounts, to know before the content goes up. We’ve
seen—we’ve seen great strides in other areas not related to that,
and so we’re trying to take that same solution to this problem set.
Senator FEINSTEIN. Mr. Walker, I asked your colleague yesterday
why Google didn’t immediately revoke Russia Today’s preferred
status after the intelligence community determined and publicly
stated that RT was a part of the Russian government’s efforts to
interfere in our election.
Mr. Salgado told me that RT only lost its preferred status because of a, quote, ‘‘drop in viewership,’’ end quote, not because it
was part of the Kremlin’s propaganda machine. This response was
deeply troubling, and frankly, did not answer my question. So here
it is again. Why didn’t Google take any action regarding RT after
the intelligence community assessment came out in January of
2017?
Mr. WALKER. Let me start by——
Senator FEINSTEIN. I’m sorry, your mic isn’t on.
Mr. WALKER. Senator, let me start by responding to your initial
comments to assure you we take this and have taken this issue
very seriously. The question of cyber espionage is one that we have
been working on for some years, publicly and privately, working
with other companies and working on our own to identify some of
these threats. This is one manifestation of that, but not the only
one.
With regard to RT, we recognize the concerns that have been expressed about RT and concerns about its slanted coverage. This is
of course a question that goes beyond the internet. RT is covered—
its channel is on major cable television stations, on satellite television stations. Its advertising appears in newspapers, magazines,
airports. It’s run in hotels in pretty much every city in the United
States.
We have carefully reviewed the content of RT to see that it complies with the policies that we have against hate speech, incitement
to violence, et cetera. So far, we have not found violations, but we
continue to look.
Beyond that, we think that the key to this area is transparency—
that Americans should have access to information from a wide variety of perspectives, but they should know what they’re getting. And
so we already on Google provide information about the governmentfunded nature of RT. We’re looking at ways to expand that to
YouTube and potentially other platforms.
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Senator FEINSTEIN. Well, as you might guess, I’m really not satisfied with that. That’s been the trend of the testimony all along.
I think we’re in a different day now. We’re at the beginning of what
could be cyber war. And you all, as a policy matter, have to really
take a look at that and what role you play.
I think my time is almost up. Let me try one more. A British report recently concluded that social media platforms such as
Facebook, Twitter, and YouTube failed to remove extremist material posted by banned jihadist and neo-Nazi groups, even when that
material was reported. The source for this is the British Parliament Home Affairs Select Committee.
Last night, we saw a horrific attack on innocent people in New
York by an individual who may have been radicalized online. We
know one person, who is Anwar al-Awlaki, with 75,000 hits, the
major radicalizer in the United States on the internet.
I’m working on legislation to require tech companies to report
known terrorist activity on their platforms to law enforcement and
to provide law enforcement with civil injunction authority.
So thank you, Mr. Chairman.
Chairman BURR. Thank you, Senator Feinstein.
Senator Rubio.
Senator RUBIO. Thank you.
Thank you all for being here.
Mr. Stretch, I want to ask you—and it relates to all this in the
following way, but let me work there. Guo Wengui is a whistleblower and a critic of the Chinese government, and his Facebook
account was blocked, and Facebook has informed us and has said
publicly that he violated terms of service. I think he published personal identifying information about individuals, and that violated
the terms of service, so—and I understand that argument.
My question—so what I want to be clear is, was there any pressure from the Chinese government to block his account?
Mr. STRETCH. No, Senator. We reviewed a report on that account
and analyzed it through regular channels using our regular procedures. The blocking was not of the account in its entirety, but I believe was of specific posts that violated our policy.
Senator RUBIO. But you can testify today that you did not come
under pressure from the Chinese government or any of its representatives, or people working for them, to block his account or to
the block whatever it is you blocked?
Mr. STRETCH. I want to make sure I’m being precise and clear.
We did receive a report from representatives of the Chinese government about the account. We analyzed that report as we would any
other and took action solely based on our policies.
Senator RUBIO. Facebook is not allowed to operate in China. Is
that correct?
Mr. STRETCH. Yes, that’s correct. Our consumer services are
blocked in China, that’s correct.
Senator RUBIO. Okay. There have been press reports that
Facebook may have potentially developed software to suppress
posts from appearing in people’s news feeds in specific geographic
areas. And the speculation is it’s being done for the purposes of getting into the Chinese market.
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Is that accurate? Has Facebook developed software to suppress
posts from appearing in people’s news feeds in specific geographic
areas?
Mr. STRETCH. Senator, as you know, we are—we are blocked in
China, so any software we have is certainly not operative there. We
do have many instances where we have content reported to us from
foreign governments that is illegal under the laws of those governments. So a great example of this is Holocaust denial in Germany,
for example. And our position with respect to reports like that is,
if there is content that’s visible in a country that violates local law
and we’re on specific notice of that content, we deploy what we call
geoblocking, or I.P. blocking, so that the content will not be visible
in that country, but remains available on the service.
Senator RUBIO. So, for example, if criticizing a government is illegal in that country, you have the capability to block them from
criticizing the government and thereby gaining entry into that
country and being allowed to operate?
Mr. STRETCH. We have the capability to ensure that our service
complies with local law, that’s accurate. We take a very nuanced
approach to reports of illegal content. We believe our mission is to
enable people to share and connect, and we believe that political
expression is at the core of what we provide. And so——
Senator RUBIO. What if that political expression is illegal in the
country?
Mr. STRETCH. So, in the vast majority of cases where we are on
notice of locally illegal content, it has nothing to do with political
expression. It’s things like blasphemy in parts of the world that
are—that prohibit blasphemy.
Senator RUBIO. We could probably do a whole hearing on that
topic. But here’s why that’s related to what we’re talking about
today: terms of service is the reason why he was knocked off. All
of your companies have terms of service.
Is a foreign influence campaign a violation of the terms of service
of any of the three companies represented here today? If you can
prove that someone is doing it on behalf of a foreign government,
seeking to interfere in an election, does that violate your terms of
service?
[Pause.]
Any of you? Any of the three companies, in terms of being able
to operate or post things, and particularly Twitter and Facebook?
Mr. EDGETT. Generally, it would violate a number—we don’t
have state-sponsored manipulation of elections as one of our rules.
But generally the other types of rules, like inflammatory ads content, would take down most of these, these posts. So we don’t outright ban it, but——
Senator RUBIO. Well, let me ask you this. I’ve read that you can
buy a bot army from between $45 to $100. Is buying and—if you
can prove that someone’s bought up and put together a bot army,
would that be a violation of terms of service?
Mr. EDGETT. Those would violate our terms of service around the
use of automated accounts, and those are the things that we’re
catching every day. We’re blocking 450,000 suspicious logins a day.
We’re challenging 4 million accounts every week, to make sure that
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they’re actually real people. But we have—we have terms of service
around——
Senator RUBIO. I didn’t get an answer on the face—is that a violation of terms of service, to buy for a foreign influence campaign
or to put together a bunch of fake ads and put them together?
Mr. STRETCH. That campaign violates our terms and our policies
in a number of ways. And we do not permit automated means for
accessing the site, so using the bots likewise would be a violation.
Senator RUBIO. Okay. If someone goes on and posts the Social
Security number and date of birth of an individual, that’s a violation of terms of service, correct?
Mr. STRETCH. For Facebook it is, yes.
Senator RUBIO. I would imagine for all the platforms.
Mr. EDGETT. It is.
Senator RUBIO. What about if someone goes online and posts
classified information, illegally obtained, that threatens the lives of
individuals or methods, or potentially disrupts the ability to disrupt a plot that can endanger the lives of people? Is posting that
online or posting that in one of your platforms a violation of terms
of service? It happens sometimes. I don’t know if you’re aware of
it.
Mr. EDGETT. We work with law enforcement all the time on matters like that, and balance free speech rights, obviously, with those
of—obviously, an imminent threat, we would—we would take very
seriously and act on right away.
Senator RUBIO. I guess my point is, personal identifying information is illegal to post it, right? It threatens someone’s identity. It’s
also illegal to steal and reveal classified information. And I’m just
curious if that’s also a violation of terms of service, since in fact
it could have real-life implications on individuals who could be compromised because of that release.
Do we have any evidence that Russian accounts uploaded U.S.
voter registration data and used it in conjunction with custom audiences to target specific voters by name? Do any of you have any
information that registered voter data was uploaded and used to
customize advertising or messaging to individual voters?
Mr. EDGETT. We haven’t seen evidence of that.
Mr. STRETCH. The same is true for Facebook.
Senator RUBIO. And my last question is—the scope of this was
not limited to 2016 or even the presidential race. As an example,
I think, with the help of some of the companies here, we’ve identified Being Patriotic, LGBT United, United Muslims of America,
Stop A.I., Heart of Texas; all were used to attack my campaign
during the primary. What’s interesting, though, is on the 3rd of
July and on the 8th of August, after the primary but when I chose
to run for reelection, one of those, LGBT United, attacked again.
So my point being these operations, while we’re talking about the
2016 presidential race, they’re not limited to 2016, and they were
not limited to the presidential race, and they continue to this day.
They are much more widespread than one election. It is about our
general political climate. Is that correct?
Mr. STRETCH. I would certainly agree with that statement, Senator.
Senator RUBIO. Okay. Thank you.
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Chairman BURR. Senator Wyden.
Senator WYDEN. Thank you, Mr. Chairman.
With the current fascist leadership of Russia enthusiastically undermining our democracy, America must defend the values that
made us great and aggressively confront this espionage and the enemies that sponsor it. The tools of the espionage range from political ads, to issue ads, sock puppets to fictional news stories, and
from rallies, to protests, to marches, all presented under false pretenses.
While the Supreme Court has ruled that Congress may place
some limits on strictly political advertising, the other activities I
just mentioned are beyond the reach of government and government regulation in a free society.
To fight back against this espionage, Americans have to rely on
our marketplace of ideas and the institutions that support it. Gentlemen, today you three represent those institutions.
Now, you’ve discussed your response to these attacks, but it is
self-evident, in relation to the power your platforms now have, in
the past election you failed. And this is especially troubling because
the same Federal law that allowed your companies to grow and
thrive, the Section 230 law, gives you absolute legal protection to
take action against those who abuse your platforms to damage our
democracy.
The same algorithms that power your companies can be used to
identify the behavior indicative of these attacks, including fake accounts and fake news stories, and identify the source of money purchasing your ads.
Now, I’m of the view ads are a small part of a much bigger problem. Fake users posting stories on Facebook, videos on YouTube,
links on Twitter can be used by foreign and domestic enemies to
undermine our society. You need to stop paying lip service to shutting down bad actors using these accounts. You’ve got the power
and Congress has given you the legal protection to actually act and
deal with this.
So I want to start with a couple of quick yes or no questions and
just go right down the row for the three of you. Mr. Walker, are
you satisfied with your platform’s response to foreign interference
in the 2016 election? Yes or no? Just yes or no.
Mr. WALKER. We—we are constantly doing better.
Senator WYDEN. Is the answer no?
Mr. WALKER. We could have done more, but I think we are doing
more today and have done more since the election.
Senator WYDEN. I’ll take that as a no.
Mr. Edgett.
Mr. EDGETT. No, we need to do more.
Senator WYDEN. Mr. Stretch.
Mr. STRETCH. The same is true.
Senator WYDEN. Okay.
Do you all have—and we’ll start with you, Mr. Walker—the technical ability and resources to better respond to future misinformation campaigns? Yes or no?
Mr. WALKER. Yes. The safe harbors and the Good Samaritan
laws are important underpinnings for all of this. And we are doing
more, we have done more to combat fake news——
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Senator WYDEN. Mr. Edgett, yes or no?
Mr. WALKER. Yes.
Mr. EDGETT. Yes.
Senator WYDEN. Mr. Stretch.
Mr. STRETCH. Yes, and I would add, though, that I do believe we
need information-sharing among industry, as well as working with
the government, to enable us to do this effectively.
Senator WYDEN. All right.
Gentlemen, specifically now describe the changes you’re going to
pursue that respond to not just the ads, but the sock puppets, the
hoaxes, and the confidence operations? We’d like to walk out of
here knowing the changes you’re going to support going forward.
Mr. Walker.
Mr. WALKER. Sure. Let me give you four on the ad side and three
on the non-ad side.
Senator WYDEN. Quickly.
Mr. WALKER. Absolutely. The transparency report that we talked
about for ads; an archive of content that—of all ads’ content that’s
available; icons that make information on the site available to
users as to who sponsors an ad; and enhanced verification techniques.
When it comes to non-ads material, fake news, we’re improving
our algorithms, our rater guidelines, and the signals we use. We’re
using fake news fact-check labels to improve users’ ability to evaluate fake news, and we’re looking at our ads policies to improve and
toughen rules against sites that misrepresent their nature.
Senator WYDEN. Mr. Edgett.
Mr. EDGETT. Coming out of the 2016 election and early this year,
our CEO asked our entire engineering product and design teams,
which make up a large majority of the company, to tackle the problem of safety, abuse, and misinformation on our platform, and to
drop everything else that we’re doing and to figure this out. We
formed we call an information quality team.
Senator WYDEN. Those are three sentences. What are the
changes?
Mr. EDGETT. Yes. We formed an information quality team focused on looking at both behavior and content and seeing how we
could stop bad actors from using automated activity to amplify
their message. We have just announced new transparency rules
around not just political ads, but all advertisements, to educate not
just American citizens, but our worldwide users.
We are also continuing to collaborate with law enforcement and
committees like this to make sure we’re putting the right——
Senator WYDEN. I know very few specifics from that answer.
Mr. Stretch.
Mr. STRETCH. Senator, let me try four things.
First, today there are 10,000 people working at Facebook on safety and security across our security product and community operations teams. By the end of 2018, there will be more than 20,000.
Second, we announced last week a series of ad transparency
steps, drawing on the ideas in the Honest Ads Act that Senator
Warner talked about earlier, that will bring much greater visibility
to advertising generally and particularly to political advertising.
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Third, we are tightening our ad policies to limit divisiveness and
to limit violence in the use of our ad tools.
And fourth, we’re standing up an organization to enable better
industry sharing of threat information and also to help us work
better with law enforcement so that we can share information and
expertise in order to address this threat going forward.
Senator WYDEN. My last question is, it’s not clear that you all
or the public understand the degree of this sophisticated and manipulative intelligence operation. The Russians created Facebook
pages, posted YouTube videos, all trying to appeal to specific audiences.
Some of the content wasn’t fake. It was intended to gather an audience and gain trust. It told people that they were already receptive to that, after gaining that trust, you could execute the espionage, for example, by gathering liberals and then discouraging
them from voters.
Mr. Stretch, I’d like you to confirm that this technique was used
in the election.
Mr. STRETCH. Senator, we’ve provided all the information we can
about the content that we’ve identified on the system. I think to
make the sort of assessment you’re describing really requires this
Committee’s work to look at all of the online and offline activity
that would be necessary to effectuate a campaign like that.
Senator WYDEN. My time has expired. We have specific cases
that that was used. I would like in writing, within a week, what
you’re doing about it.
Thank you, Mr. Chairman.
Chairman BURR. Senator Collins.
Senator COLLINS. Thank you, Mr. Chairman.
It is very clear that Russian activities on your social media platforms go far beyond the paid political ads that appeared last year.
The primary purpose of Russia’s active measures is to exploit and
to aggravate the divisions in American society and to undermine
public confidence in our democratic institutions. And those efforts
have not stopped. They continue to this very day. As Senator Risch
has pointed out, no area of the country is immune.
So let me give you an example, and we’ve passed it out to you,
by describing three unpaid posts from Facebook pages created by
the Russians that refer to the governor of Maine, Paul LePage.
[The material referred to follows:]
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Posts on Russian-Linked Facebook Pages Referenced by Senator Collins
Facebook Page: Williams & Kalvin
Date Posted: August 29,2016
Video in Post: Video Link

Text Content:
"GOVERNER OF MAINE SAYS PEOPLE OF COLOR ARE 'THE EMENY'
In a Friday press conference, Maine Governor Paul LePage called people of color and people of
Hispanic origin 'the enemy' and implied they should be shot.
LePage called up white people to kill Blacks! Does he want to repeat Rwandan genocide?
After this statement, we can clearly see what kind of people serve in American government!
White racist supremacy, that is for sure!
The only way to avoid mass killings of Black people is to fire LePage and all who have the same
racist beliefs from American government!"
Facebook Page: Williams & Kalvin
Date Posted: September 8, 2016

Text Content:
"MAINE GOVERNOR PAUL LEPAGE WAS DRAWN WEARING A KU KLUX KLAN
CAPE AND HOOD
LePage faced a lot of criticism over the past two weeks after his racial statements. And the
murals of LePage in a Ku Klux Klan cape and hood appeared over the weekend. We can clearly
see the reference to the white supremacist group.
But as for me, this graffiti reflect the real situation in American government! That is not a secret
that America is the country of white supremacy! And people like LePage must be replaced from
their positions in the government.
America doesn't need racist politicians. Black people are tired of white supremacy!"
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Facebook Page: Being Patriotic

70
Date Posted: August 25, 2017

Text Content:
"Maine Gov. Paul LePage says he received death threats after comparing the removal of
Confederate statues to the removal of a 9/11 memorial.
The Republican governor made the comparison a week ago during a radio appearance on
WGAN-AM. He appeared on the same station Thursday to say he's gotten letters "threatening to
kill me" and "threatening my personal life and my family."
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When even the governor is not safe from leftists hate then what can we say about ordinary
citizens. Liberals now are acting like terrorists. They try to intimidate everyone who disagrees
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Senator COLLINS. There are two negative posts related to the
governor on one Russian Facebook page, called Williams & Calvin,
that appeared in August of 2016. There’s a video of comments
made by Maine’s governor from that same month. And the post in
part says the following: ‘‘LePage called up white people to kill
blacks. After this statement, we can clearly see what kind of people
serve in American government: white racist supremacy—that’s for
sure. The only way to avoid mass killings of black people is to fire
LePage and all who have the same racist beliefs from American
government.’’
There was a second post on the same website about 10 days
later. Let me just read part of that: ‘‘It is not a secret that America
is the country of white supremacy, and people like LePage must be
replaced from their positions in the government. America doesn’t
need racist politicians. Black people are tired of white supremacy.’’
Then, this year, this year, in August of 2017, Maine’s governor
was the subject of a positive post on a different Russian-backed
Facebook page, called Being Patriotic. In this case, the post defended comments that the government made at the time about
Confederate monuments.
The post ends with its own incendiary conclusion. It says: ‘‘When
even the governor is not safe from leftist haters, then what can we
say about ordinary citizens? Liberals are now acting like terrorists.
They try to intimidate everyone who disagrees with them. Hope
our police will take appropriate measures against these cowards.’’
Now, let me point out something. Our governor was not up for
reelection last year; he is term-limited. He cannot run for reelection
as governor. And yet these comments were made both last year and
just a few months ago.
And the posts are just three among 80,000 that reveal the Russian playbook of playing both sides off against each other and of
sowing discord and division with inflammatory rhetoric. And there
were other posts that involved lower-level officials in the State of
Maine that we found as well. And the Russians continue to push
this kind of divisive rhetoric to this very day.
So my question to you is: what are you, as American companies,
doing to effectively counter unpaid content posted by the Russians
that is clearly designed to specifically polarize and anger the American people? And I would argue that you have a special obligation
here, given your reach in American society and the fact that you
are patriotic American companies.
Mr. Stretch.
Mr. STRETCH. Senator, we agree that we have a special responsibility here. We value the trust that users place in our services. And
when they show up to connect with friends and family and to discuss issues, they need to know that the discourse they see is authentic.
What is so painful about this type of content is that it exploits
truly and passionately held views and then inflames them to create
more discord and more distrust.
To prevent this, we are investing much more heavily in authenticity. We believe that one of the cornerstones of Facebook is that
users are known by their real names and so that creates a level
of authenticity in the discourse that users can trust when they
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come to the platform. This sort of content erodes that trust and it’s
contrary to everything we stand for as a company. As Americans,
it’s particularly painful because it is so exploitative of the openness
of our society.
And so the investment we are making and the commitment we
are making is to ensure that our authenticity policy is more effectively policed and monitored to prevent exactly this sort of behavior.
Senator COLLINS. Mr. Edgett, what is Twitter doing?
Mr. EDGETT. We’re focusing on a number of things. The one we
see the greatest strides in and where we see the greatest effect and
protections from our users is on the amplification side, in the use
of automated accounts. These bad actors need an audience for their
voice, and generally they don’t have a followership. So they are trying to use activity on the platform to automate and amplify their
voices.
So we’re looking behind the message and behind the content at
the behavior of doing that, and have been successful in doubling
our effectiveness of doing that, year over year, and looking at the
behavior, taking down millions of accounts every single week because they’re not actually humans, they’re actually——
Senator COLLINS. Well, this just happened in August of this year.
This isn’t something old.
Mr. EDGETT. Right. We continue to try to stay ahead of their activities. We’re also looking at things like coordinated human activity, where real people are coming together, like the IRA, and actually putting out divisive content like this. We are able to link those
accounts and take action on them as we learn, not just what
they’re saying, but what’s behind. What’s behind it only we can see
on the Twitter side. We’ve had great strides on the terrorism front
in that regard, and we believe we can apply the same techniques
and methodologies to this, this problem.
Senator COLLINS. Mr. Walker. Thank you.
Mr. WALKER. We’re also very concerned about this kind of deceptive and divisive content. We remove it immediately from our services and we have removed these.
Going forward, and actually already, we have engaged a number
of things to avoid the problem of fake news: changes to our algorithms, improving the training that our raters get in evaluating
quality, labeling fake news where we can find it, working with
third parties, et cetera.
Senator COLLINS. Thank you.
Chairman BURR. Senator Heinrich.
Senator HEINRICH. Thank you, Chairman.
Mr. Stretch, I want to start with you. Last month, President
Trump called Russian-purchased Facebook ads a hoax. I’ve looked
at those Russian-sponsored Facebook ads. I certainly hope you’ve
had a chance to review them. Are they in fact a hoax?
Mr. STRETCH. All the information we’ve provided to the Committee did run on Facebook, so——
Senator HEINRICH. It’s a yes or no answer. I know you’re a lawyer; it’s hard. But——
[Laughter.]

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00078

Fmt 6633

Sfmt 6633

C:\DOCS\27398.TXT

SHAUN

73

LAP51NQ082 with DISTILLER

Mr. STRETCH. No. The existence of—those ads were on Facebook
and were not a hoax.
Senator HEINRICH. So in the interest of just clearing this up and
giving the American people some transparency into this, so that
they can see the nature of what typically gets used to divide the
American populace, why not simply release those Russian-financed
Facebook ads to the public? Redact the pictures, but release the
contents, so that people can understand how this works?
Mr. STRETCH. Senator, we believe this Committee is really best
placed to determine what information to release. We stand ready
to assist in that, in that effort. We agree that the more people can
see the type of content that ran and the divisions that were sought
to be exploited, the better.
Senator HEINRICH. Well, I think we have a disagreement on this
Committee as to whether or not to release those. I would urge all
of you as platforms to consider that kind of activity as well.
I want to move on to Russia’s RBC magazine, which recently revealed that St. Petersburg’s troll factory employed hundreds of
trolls, including 90 at the, quote-unquote, ‘‘U.S. desk’’ alone, and
spent about $2.3 million in 2016 to meddle in U.S. politics, actually
contacted U.S. activists directly and offered them thousands of dollars to organize protests.
Your platform—your platforms are all global. They’re not just
U.S. platforms. And there is substantial open-source reporting
right now suggesting that similar divisive activity may be occurring, for example, in the Catalonian region of Spain right now.
What are each of you doing right now to make sure that your
platforms aren’t being used in similarly divisive ways across the
globe, to sow discord in Western democracies? And in particular
with the Catalonian example, are you familiar with what you’re
doing there?
Mr. STRETCH. Senator, we are focused on preventing this form of
abuse globally. So when we say we have an obligation to protect
the platform from being used for abuse, that’s a global obligation.
So we are focused on elections as they appear on the calendar, including the Catalonian election that occurred recently, as well as
the other elections that are on the calendar going forward.
We’re focused on ensuring that all actors on the platform comply
with local law, as Mr. Walker suggested earlier, and we are focused
on making sure that any foreign threat actors that are seeking to
undermine democracy anywhere are removed from the platform.
Senator HEINRICH. Have each of you taken, had to take corrective action against actors in that debate who are not who they purported to be?
Mr. Stretch.
Mr. STRETCH. Senator, the key I’d say progress we’ve made
is——
Senator HEINRICH. That’s a yes or no, once again.
Mr. Edgett.
Mr. EDGETT. I believe so, but I’ll need to follow up with your
staff.
Senator HEINRICH. Thank you.
Mr. Walker.
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Mr. WALKER. We’re constantly removing fraudulent and deceptive accounts from our services. I’m not familiar with the specifics
there.
Senator HEINRICH. You can get back to us.
Mr. Edgett, given the discussion we’ve had about automated
Twitter accounts and bots—and the range is obviously very wide,
but we know that’s a problem. And you made an assertion earlier
that I want to come back to and just make sure it’s accurate. Do
you require at Twitter, by service agreement, that profiles are
linked to real names, real people, or some other way to make sure
that those go back to real human beings, from Social Security numbers to other unique identifiers?
Mr. EDGETT. We do not. We require some information at sign-up,
but we don’t require you to verify your identity. We have services
that verify identities on the platform.
Senator HEINRICH. Why on Earth not?
Mr. EDGETT. Because we see the power of Twitter being used by
folks like political dissidents, embedded journalists in difficult
countries who use the ability to not have to identify themselves by
name, like on other platforms, to speak their truth to power. We
see that——
Senator HEINRICH. So the reason is for social dissidents and people in third world countries or where there is a hostile government
regime? It is not your business model? You’re not reliant, for example, on those automated accounts to generate revenue?
Mr. EDGETT. We don’t rely on—there’s some good automation on
the platform and I’m happy to talk about that. But we do not rely
on this, the bad, malicious automation that we’re talking about
here.
Senator HEINRICH. If I were running a political campaign today
and I were to advertise on local television, on cable television, in
print or on the radio, or even through the mail, I would have to
have a ‘‘paid for by’’ disclaimer on those ads. Now, Mr. Walker I
believe has already addressed this issue. But is there any policy
reason that online social media ads, given how effective and influential they have clearly become, shouldn’t meet that same level of
transparency?
Mr. EDGETT. We agree with the transparency efforts and last
week announced that we’re creating a transparency center, not just
for political ads, which will have even more information than all
ads, but a transparency center for all ads, so that you can see not
just the ad that you’ve seen and why it’s been targeted to you, but
all of the other ads created from that same advertiser.
On the election front, you’ll also be able to see who’s paying for
the ad, how much they’ve spent on this ad campaign and all ad
campaigns, and you’ll—able to see what the targeting criteria are,
so to better educate around why these ads are on the platform.
Senator HEINRICH. I appreciate that, Mr. Edgett.
Mr. Stretch.
Mr. STRETCH. The same is true for Facebook. We are working
both on political ad transparency, enabling more visibility into
campaign ads by third parties, and also enabling campaigns to
meet their disclosure obligations in their—in their online communications.
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Senator HEINRICH. Thank you, Mr. Chairman.
Chairman BURR. Senator Blunt.
Senator BLUNT. Thank you, Mr. Chairman.
So, Mr. Edgett, in response to Mr. Heinrich’s question, there was
a lot of information that you could get based on that policy, if you
pursue it, like all the other ads they ran, how much. Would you
get that by going to another spot? Surely that’s not all right there
on the ad.
Mr. EDGETT. Obviously we’re a character-constrained platform,
so we will be identifying very clearly whether or not something is
a political ad, so that you can—you can see it right away. And
then, depending on if you’re on a web browser or on a mobile
phone, you’ll have to hover over or click on a spot to then see a sort
of a full transparency center that gives you all that information
right away.
Senator BLUNT. So would you be able, on the ad itself, to go
ahead and put enough of a disclosure there that it’s clear, when
you’re looking at the ad, who paid for it and how to find more information out about who paid for it?
Mr. EDGETT. We’re still working through the technical details,
but believe we’ll be able to get that in front of——
Senator BLUNT. Mr. Walker, are you trying to do anything similar to that?
Mr. WALKER. We are. Our idea is to have an icon that a user can
click on, so it’s immediately available to them when they see the
ad.
Senator BLUNT. But it wouldn’t necessarily be—would any information be on the ad except the icon?
Mr. WALKER. It depends on the format of the ad. There may be,
in display context or video context, where it makes more sense. In
a very small amount of space, the FEC has struggled with figuring
out appropriate disclosure requirements. We continue to look at
that.
Senator BLUNT. And you’re looking at the other disclosure requirements that other ads have to have on other media as you’re
considering this?
Mr. WALKER. Of course, broadcast, newspapers, and online.
Senator BLUNT. Mr. Stretch.
Mr. WALKER. Yes.
Mr. STRETCH. The same is true for Facebook.
Senator BLUNT. Looking at this same thing.
Well, on—when you’re talking—and I think I’ll start with Mr.
Edgett on this. When you’re talking about Russians, are you referring to the Russian government, or any Russian citizen, or people
who paid in rubles?
You mentioned the IRA, which I assume is not either your individual retirement account or the Irish Republican Army. So how do
you know they’re Russians? And what are you looking for there
when you’re talking about Russians in retrospect?
Mr. EDGETT. Right. That’s a great question. We are looking for
signals. Not everyone identifies themselves as a Russian, especially
these malicious actors. So we’re looking at things like whether they
registered in country in Russia. Do they have a Russian phone
number? Are they on a Russian mobile carrier? Do they have a
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Russian email address? Are they coming in from a Russian I.P.?
Have they ever logged in—you’ll see in our retrospective work, we
looked at have you ever logged in at any time from Russia.
There are some technical—some technical challenges with that.
The trail sometimes goes cold at data centers, where information
is being processed. We saw about 14——
Senator BLUNT. Okay. Looking back at what the so-called—the
Russians, however we’re defining that, did during the election,
when you’re saying the Russians paid for these ads, these are ads
paid for by the Russians because you’ve now gone back and
checked groups like the Internet Research Agency, and you now
know that’s a Russian group?
Mr. EDGETT. Well, on the advertising side we also have some additional data around banking information, because folks are paying
for these ads. But we didn’t link the IRA accounts to advertising
in the election. But what we did was found nine advertisers, based
on the signals I talked about and also banking information. Largely
it was Russia Today, who we have since removed as advertisers
from the platform.
Senator BLUNT. Let’s see if they got their money’s worth. Everybody here has been involved in one way or another in buying advertising. I’ve always had some sense that in advertising you pretty
much got what you paid for.
Mr. Stretch, how much money did the Russians spend on ads
that we now look back as either disruptive or politically intended?
Is that $100,000? Is that——
Mr. STRETCH. It’s approximately $100,000.
Senator BLUNT. I meant from your company.
Mr. STRETCH. Yes, approximately $100,000.
Senator BLUNT. How much of that did they pay before the election?
Mr. STRETCH. The——
Senator BLUNT. I’ve seen the number 44,000. Is that right, 56
after, 44 before?
Mr. STRETCH. The ad impressions ran 46 percent before the election, the remainder after the election.
Senator BLUNT. Forty six percent? Well, if I had a consultant
that was trying to impact an election and spent only 46 percent of
the money before Election Day, I’d be pretty upset about that, I
think.
So they spent $46,000. How much did the Clinton and Trump
campaigns spend on Facebook during—I assume before the election?
Mr. STRETCH. Yes.
Senator BLUNT. They were more organized than the other group.
Mr. STRETCH. Combined, approximately $81 million.
Senator BLUNT. Eighty one million dollars. And before the election?
Mr. STRETCH. Yes.
Senator BLUNT. So $81 million. I’m not a great mathematician,
but $46,000 out of $81 million, would that be like five one-thousandths of one percent? It’s something like that.
Mr. STRETCH. It’s a—it’s a small number by comparison, certainly.
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Senator BLUNT. Very small number by comparison. So the fact
that we’re talking about it today, it certainly seems like they got
their money’s worth after the election, whether they got it before
or not. We’re still talking about five one-thousandths of one percent
of the Facebook money spent. And that was just by Clinton and
Trump? Or was that all the presidential candidates put together?
Mr. STRETCH. No, those were the——
Senator BLUNT. The $81 million?
Mr. STRETCH. Those were the Clinton and Trump campaigns,
combined.
Senator BLUNT. Well, probably got more attention here than they
did.
I know Ferguson, Missouri, and Baltimore were a couple of big
targets in a lot of these ad campaigns. Is there a way you could
do this to where you principally target viewers in the St. Louis
area for Ferguson or in Maryland, for Baltimore?
Mr. STRETCH. It’s important to distinguish between our ad tools
and the organic tools. Our ad—our ad tools do permit geographic
targeting of content. Approximately 25 percent of the ads that
we’ve identified and turned over to the Committee were geographically targeted to a region smaller than the United States. Most of
them were targeted on a State basis.
Organic content—unpaid posts, if you will—are not geographically targeted.
Senator BLUNT. And some of those targeted dollars were spent
in states where the election turned out not to be close at all. Is that
right?
Mr. STRETCH. That’s correct.
Senator BLUNT. The other questions that we’ll get to, maybe in—
maybe in writing later, but this—on the free media, I think we
have to be very thoughtful here about who decides what’s voter
suppression and what’s not; who decides what level of speech is acceptable and what’s not. It’s an unbelievable obligation that the
government’s never been very good at, and an unbelievable obligation that it sounds like to me your companies are all being asked
to assume. And that’ll be an ongoing discussion, I think, of whether
that’s possible or not, and the questions and problems that arise
when somebody does begin to decide what’s acceptable to talk
about and what’s not, and what discourages voters and what
doesn’t.
I would think the general election process these days would discourage voters from participating, so maybe that would just mean
none of it could be discussed. But we will see how that goes.
Thank you, Mr. Chairman.
Chairman BURR. Senator King.
Senator KING. Thank you, Mr. Chairman.
Gentlemen, you’ve done a good job this morning. I must say,
though, I’m disappointed that you’re here and not your CEOs, because we’re talking about policy and the policies of the companies.
And it’s fine to send general counsel, but I think, if you could take
a message back from this Committee, if we go through this exercise
again, we would appreciate seeing the top people who are actually
making the decision.
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I want to begin with two quotes, and I generally don’t read
quotes, but these are so apt. The first one says this: ‘‘Nothing was
more to be desired than that every practicable obstacle should be
opposed to cabal, intrigue, and corruption. These most deadly adversaries of republican government might naturally have been expected to make their approaches from more than one quarter, but
chiefly from the desire of foreign powers to gain an improper ascendant in our councils.’’ That’s Alexander Hamilton in the 68th
Federalist. He saw this coming.
The other is a more recent quote from a fellow named Vladimir
Kvachkov, who’s a former GRU officer. And he said: ‘‘A new type
of war has emerged in which armed warfare has given up its decisive place in the achievement of the military and political objectives of war to another kind of warfare: information warfare.’’ And
that is exactly what we’re talking about here today.
I appreciate the Chair and the Vice Chair giving us the context
of what we’re doing. Their visual demonstrations I think were very
vivid. And the warfare is the division of our society. And it’s not
only us; it’s the entire West.
We know that the Russians were involved in the French election.
We know that they were involved in the German elections. We are
now learning that they’re involved in the separation of Spain, and
my understanding is they’ve set up shop in Scotland, which is talking about an independence vote from Great Britain. So this is a sophisticated, worldwide strategy that applied here in 2016.
There is one other piece I’d like to add to what the Chair and
the Vice Chair did, and that is that it’s still happening. This is a
service of the German Marshall Fund called, interestingly, ‘‘Hamilton 68,’’ that follows hashtags on a daily basis. And I just picked
a day in September to show. These are the hashtags that are being
propagated, not created by Russians, but these are 600 Russian
websites that are using these are the hashtags on these particular
days.
[The material referred to follows:]
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September 23-24, 2017
Top Hashtags

nfl
boycottnf!

standl'omuranthern
maga
russia
takealmee
us

isis
takethelmee
500

Number or times used in the last 4811oms

Source: http://dashboard.securingdemocracy.org/
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Senator KING. The interesting thing, Syria’s up there; clearly,
Russia has an interest there. But then we have the NFL; and then
we have ‘‘boycott the NFL’’; then we have ‘‘Stand for our anthem’’;
we have, ‘‘Make America great again’’; Russia, ‘‘Take a knee.’’ In
other words, they were tweeting on both sides of the NFL dispute
in order to exacerbate the divisions.
One witness said to this Committee that their strategy is to take
a crack in our society and turn it into a chasm. And that’s exactly
what we saw in 2016. My point here is it hasn’t stopped and it
won’t stop.
So we have to figure out what to do about it. And it seems to
me that there are three possibilities, one of which you can make
a significant contribution to; the other two, frankly, are up to us.
The first is a technical defense, the kind of thing you’ve already
been talking about today: checking identities, identifying the source
of this kind of information. I want to pursue that in a minute.
The second is we as a society have to understand when we’re
being conned. I spent some time a year ago in Eastern Europe, before our election. And the Eastern European politicians, all they
wanted to talk about was Russian meddling in their elections. And
I said, ‘‘How do you defend yourself? You can’t undo the internet.
You can’t turn off the TV.’’
They said, ‘‘All of our people now get it, that this is what the
Russians are doing. And when they see one of these postings, they
say, ‘Oh, it’s just the Russians again.’ ’’
We have to develop that level of sophistication so that we know
when we’re being misled. And to me, this is the mentality we all
apply at the checkout counter of the supermarket and we see a tabloid that says a movie star had a two-headed baby. We say, ‘‘Oh,
that’s just a tabloid.’’ We need to apply that same kind of sensibility to these kinds of fake news, misleading and purposeful distortions.
The third thing that we have to determine, I think, is that this
country has to have some kind of cyber warfare deterrent capacity.
Right now, there’s no price to be paid for meddling in our democracy; and our adversaries have to understand that, if they’re going
to undertake a campaign like this, there will be a price to be paid;
there will be results; and if they do X, we are going to do Y to
them. Right now, that doesn’t exist, and all of what the Russians
did last year has basically been a free pass. And I think that’s a
very difficult problem.
Now, let me ask the technical question. Mr. Stretch, can you
guys—could you, for example, require a date line on a posting that
said where it comes from, just like a news story says ‘‘Moscow, September 23rd’’? Is there some way to identify the source of information as it comes across your news feeds?
Mr. STRETCH. Senator, it’s a great—it’s a great question. We do
permit users to identify the geographic location of the post. We
don’t require it. There are oftentimes privacy considerations that
would prevent a user from——
Senator KING. You could require it by country, couldn’t you?
That’s——
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Mr. STRETCH. There are many uses of our services, Senator,
where requiring people to designate their physical location could be
problematic.
I would make two other points. One is, because of the way the
internet is architected, your geographic location is—can be disguised. That’s something we need to work on in order to make sure
we’re not being fooled, because I think your larger point is an excellent one. The geography of the location of the user, paired with
the content they’re serving——
Senator KING. It’s part of the information.
Mr. STRETCH [continuing]. Is part of the information, and we
need to do a better job tuning our system to be more sensitive to
that.
Senator KING. Mr. Walker, you said the people should know
what they’re getting. When we get information, we know it’s in a—
it’s in a newspaper, we see the name of the author, we see the date
line. We’re in a new information distribution world here, and we
need to think about how to apply some of the principles that have
helped us to assess that information. And I hope that you all will
continue to develop policies, just as the newspaper business did 100
years ago, that help your customers to analyze and assess the validity of the data. The problem now is we’re just taking what comes
as it comes.
I’ll end with this: I have a quote on my kitchen wall that my wife
found, and it says, ‘‘The great problem with quotes on the internet
is determining whether they’re authentic.’’ Abraham Lincoln.
[Laughter.]
Thank you, Mr. Chairman.
Chairman BURR. Senator Lankford.
Senator LANKFORD. Gentlemen, thank you for being here. I hope
you hear loud and clear from this Committee there are lots of questions. You’re asking lots of questions. This is not an opposition to
free speech, though. This is actually a battle to try to protect free
speech.
We want to have good American dialogue, and the fear is that
your platforms are being used by foreign actors that want to abuse
our free speech. If two Americans have a disagreement, let’s have
at it. Let’s walk it through as two Americans. If an outsider wants
to be able to come do it, we do have a problem with that. And we’re
trying to be able to work through that.
So we’re grateful that you’re here and to be able to walk through
this, and we look forward to cooperation together and to be able to
figure out how we actually resolve some of these extremely complicated issues.
I do want to be able to push on a little bit this issue about the
type of ads and the type of content. Mr. Edgett, you mentioned
from your testimony that in Twitter, of the 131,000 tweets posted
during the time—and I assume that means that September to November time period that you were tracking—only 9 percent of those
tweets from those Russia-targeted accounts were actually electionrelated; the others were all social engagement, other issues. And I
think that’s being lost in the conversation, that only 9 percent of
the tweets were election-related.
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Now, my question is, for all of your platforms, what are you seeing from Russian-related accounts that you’re tracking now and
trying to be able to pull down or identify? What are the social
issues that are being discussed right now from those sites?
You can go back for the last six months if you want to. But give
me some examples of the type of social issues that they’re engaging
with. One has already been mentioned by Senator King and that’s
the NFL, either boycott the NFL or take a knee on that. Has that
been actively pursued on your sites? Give me examples of topics
here.
Mr. STRETCH. So one example we saw following the election was
an effort by the accounts we’ve identified to inflame some of the
post-election demonstrations we saw. So some of the accounts
turned to questioning the Electoral College, as an example.
Senator LANKFORD. Okay. So let me walk through multiple examples here. So Electoral College is one of them. Some of them, it’s
been publicly reported that the site was used to try to organize
events that were election protest events in certain cities, that—was
sending out messages saying, ‘‘We’re all going to protest at this
spot,’’ but obviously it was created by a Russian group.
What else? NFL? Yes or no on that?
Mr. EDGETT. We’ve seen that activity.
Senator LANKFORD. Okay. What else? What other issues?
Mr. WALKER. We’ve seen more limited use of our services, Senator, but among that I would say police shootings and racial issues.
Senator LANKFORD. Okay. What else?
Mr. STRETCH. Certainly immigration has remained a topic
throughout.
Senator LANKFORD. Okay. Any other issues?
[No response.]
This is part of the reason that multiple members—and Senator
Heinrich mentioned it earlier—we really do want these ads to get
out in the public space. We think there’s great value for all of your
platforms to be able to say, ‘‘This is the type of content that foreign
actors are actually trying to put out, that are divisive content.
When we put it out, that’s one thing; when you put it out, it’s completely different.’’
We think there’s a great benefit for you to be able to say, when
you’re aware of things, ‘‘Please note, this is the type of issue that’s
been coming out, that’s coming out, and this is what it looks like,’’
and so people can say, ‘‘That’s the type of thing I’ve seen before,’’
or they can say, ‘‘I’ve actually liked on that before and didn’t have
any idea that that was Russian-related.’’ That’d be helpful.
Can I ask a question? When were you aware of Russian activities
on your platform during the election time? During the election or
before your election? When were you aware that entities within the
Russian government, whether that be the Internet Research Agency or other individuals that you knew of that were Russian, either
government-related or at least policy-related, were involved in election issues on your platform? Before or after the election? And all
three of you can say. Before or after?
Mr. STRETCH. We were aware of Russian state actors active on
the platform prior to and through the election, separate from the
Internet Research Agency. And we communicated with law enforce-
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ment about our concerns at the time. These actors were engaged
in more traditional cyber threat activity, focusing on account compromise, as well as trying to direct attention to stolen information
that was hosted on other sites.
Senator LANKFORD. How far back? Early 2016, 2015?
Mr. STRETCH. We had seen activity as early as 2015.
Senator LANKFORD. Okay. Mr. Edgett.
Mr. EDGETT. Twitter also saw activity from the IRA on our platform and took large-scale action to take down accounts in 2015. We
generally are aware of intelligence community reports, so became
aware of the activity in the report that came out in January of this
year; and then obviously, through the retrospective of work, have
uncovered what we think is the full extent. We’re continuing to
look and to research that issue.
Senator LANKFORD. Okay. Mr. Walker.
Mr. WALKER. We’ve been looking at cyber espionage issues, accounts compromise issues, for many years. It was only after the
issuance of the report in January that we took a deeper dive on the
particular kinds of things we’re talking about here today.
Senator LANKFORD. One of the things that we’re trying to address is getting additional information. Getting the ads I mentioned before would be very helpful. Getting the type of posts that
have been done would be very helpful to the American people to
be able to see.
Getting the statistical information would also be helpful. The statistics that you’ve given us are the number of accounts that are related to this, but it’s not giving us the breadth and the depth of
those accounts once they’re activated. So for instance, it’s helpful
to know that one percent of those accounts were Russian-related.
But what we’re not getting statistically is was that one percent the
first one percent? They actually created it, launched it, and then
millions of people saw it after that? Are they in the middle, stirring
it and advancing it? Or were they beginning it?
That would be helpful to us as well. And I know you have that
data to be able to see if they started it or were they in the middle
of broadcasting it. So just giving us the percentage of users that
shared it doesn’t help us. Knowing when in that process and what
happened after that is what helps us.
You all have done a lot of work on terrorism, on Islamic extremism, on the advance of ISIS. You’ve done a lot of work on child
pornography, on human trafficking, on the sales of illegal drugs on
your sites. We’re asking for help on this area as well. And this is
something that I would hope that we do not have to engage legislatively or, if we do, it’s the lightest possible touch. This is something
you have been actively engaged in with other topics, and we look
forward to cooperation in this as well, so that you all are managing
that.
But I do hope in the days ahead we continue to protect a platform for free speech, to allow individuals to be able to speak their
opinions, whether its agreed or disagreed on by other Americans,
so Americans can engage in that dialogue. Thank you.
Chairman BURR. Senator Manchin.
Senator MANCHIN. Thank you, Mr. Chairman.
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Thank you all. RT, the Russian state news organization that
Federal intelligence officials call the Kremlin’s principal international propaganda outlet, RT America TV broadcasts negative
programs, derogatory information about the United States. It’s essentially information warfare directed against the United States.
According to the unclassified intelligence report released on the
2016 elections, the Kremlin staffs RT and closely supervises RT’s
coverage, recruiting people who can convey Russian strategic messaging.
Additionally, the Kremlin spends $190 million a year on the distribution and dissemination of RT programming. Can you all answer, do any of your organizations allow RT to purchase space or
advertise on your accounts?
Mr. EDGETT. We’ve off-boarded, which means we’ve banned, Russia Today and their related accounts from advertising on the Twitter platform.
Senator MANCHIN. That’s effective as of when?
Mr. EDGETT. That was effective as of a week or so ago.
Mr. WALKER. We have reviewed the RT accounts. As you know,
RT advertises extensively in newspapers, magazines, airports
across the United States. We’ve not found violations of our accounts. But we are focused on making sure that there is enhanced
transparency with regard to government-funded broadcasting of all
kinds, whether that’s RT or Al Jazeera or other sources.
Senator MANCHIN. Mr. Stretch.
Mr. STRETCH. The same is true for Facebook, Senator.
Senator MANCHIN. Well, it says here that RT uses Google’s
YouTube, Facebook, and Twitter as the main distributors of their
content. So you all have been the main go-to to get their propaganda out to the United States and do harm to us.
Mr. WALKER. That may be true online, Senator, but of course, RT
is covered by—RT channels are included on major cable television
networks, satellite television networks, hotel television choices, et
cetera. So it is a problem that goes beyond the web.
Senator MANCHIN. Let me ask you this question, if I may.
Kaspersky Labs, their antivirus software, do any of you all have it
on your personal computers? Your personal computers, are you
using Kaspersky Labs?
Mr. WALKER. No, sir.
Senator MANCHIN. Does your company use Kaspersky?
Mr. WALKER. I do not believe so.
Senator MANCHIN. Could you check and find out?
Mr. WALKER. We will—we will follow up.
Senator MANCHIN. How about any of the other two?
Mr. EDGETT. Not aware, but we’ll follow up with your staff.
Mr. STRETCH. Likewise.
Senator MANCHIN. Do you all have any doubts about Russia’s involvement to interfere in our 2016 presidential election? Do you
have any doubts at all that Russia intervened, interfered, had a
profound outcome, basically, on our outcome to our election? Do you
all have any thoughts on that? Do you have any doubts about that?
Mr. STRETCH. We have no doubt that there were attempted efforts at interference. It’s something we’re focused on addressing
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going forward. In terms of whether it had an effect on the outcome,
that’s not something we’re in a position to judge.
Senator MANCHIN. Well, let me ask this: Are you or your CEOs
concerned about the threat and damage your companies can do to
the U.S. with your far-reaching power, and that you have been
identified as the major distributors of fake news? Are you concerned about that? Do your CEOs talk about the threats to the
United States of America, where you’re domiciled? Or is it basically
just a business model that you’re worried about?
Mr. EDGETT. We’re deeply concerned. This is an issue that we
talk about constantly. As I said earlier, the first part of this year,
we pointed our entire engineering product and design team on
tackling the issues of information quality, abuse of our systems and
protecting our users.
Mr. WALKER. I’d join that. It’s absolutely a very serious issue.
The North Star of Google is to provide accurate, comprehensive,
relevant information to people. We don’t always get that right. But
we have tens of thousands of engineers who are trying to improve
our algorithms, improve the rating guidelines we use for individuals, address the problem of breaking news, which is a very challenging one to get right when there’s just not a lot of content out
there. So we take this very seriously.
Senator MANCHIN. You all would agree, then, I guess, with the
legislation that’s been introduced by different members and bipartisan Members of this Committee and other committees, that you
all should be regulated and overseen the same as we do other news
medias?
Mr. Stretch, you have any idea, a comment? Are you all going to
fight back on that, lobby against it, or are you going to basically
support the legislation that’s going to be needed to make sure that
the American people are getting the facts and not fake news?
Mr. EDGETT. Senator, we stand ready to work with the Committee on legislation. Any particular pieces of legislation, we’re certainly happy to talk about.
Senator MANCHIN. You’ve seen the legislation that we’ve put out
there. You all three are lawyers. I’m sure you’re watching it very
closely, you know, the legislation that we have. Do you agree with
the exemption? Would you support a change in law that treats all
political advertising on the internet the same as print and broadcast ads, to require identification of sponsors, basically the legislation we’re putting forth?
Mr. EDGETT. We’re very supportive of the direction of the Honest
Ads Act, and have had really productive conversations——
Senator MANCHIN. You all we will be speaking in support of
these pieces of legislation?
Mr. EDGETT. Yeah, we have some fine-tuning that we’d love to
talk about. But we, as you saw, put out our own transparency center that very much aligns with the information that the Honest
Ads Act was asking us to provide to you.
Senator MANCHIN. According to an Oxford University study released in October, Russian trolls are now targeting American military personnel and veterans on Twitter and Facebook. Allegedly,
these trolls are pushing fake news and injecting them into veterans
groups and to active-duty personnel.
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In fact, one fake Facebook page was highlighted in a Stars &
Stripes article from October the 18th. The page was called ‘‘Vietnam Vets of America,’’ and it had attracted a follower network of
nearly 200,000. The real veterans organization, Vietnam Veterans
of America, called it an impostor page and another example of how
military and veterans are being targeted with disinformation.
A week after the original article was reported on October 18th,
Facebook reportedly took down the site, ostensibly for violating intellectual property of the real veterans service organization.
So I would ask Facebook and Twitter, is the story accurate? Did
you all know about this? And are you seeing our military and our
veterans being targeted? And how come it took so long to take it
down?
Mr. STRETCH. Senator, we’re intensely proud of the use of
Facebook by our military. You asked——
Senator MANCHIN. We’re not talking about that——
Mr. STRETCH. Right.
Senator MANCHIN. We’re talking about the people who are targeting them.
Mr. STRETCH. Yes. And we are very focused on making sure that
it remains an authentic experience for them. We receive many reports of inauthentic behavior. We try to act on them quickly. We’re
trying to improve our tools to detect it even before it’s reported to
us. I’m not familiar with the particular—the particular page you’ve
described.
Senator MANCHIN. Stars and Stripes?
Mr. STRETCH. Yes, but I——
Senator MANCHIN. I hope you will check into that.
Mr. STRETCH. I will certainly check into it, Senator.
Senator MANCHIN. Let me just say this, as my time’s wrapping
up. You can see this is not a Democrat or Republican issue. This
is an American issue that we’re concerned about, the security of
our Nation.
We’re getting hit from every way you possibly can imagine. And
you all are the largest, one of the largest distributors of news. And
there can be no doubt that it has to be authentic and true. You
cannot allow what’s going on against the United States of America.
You are on the front lines with us, and we’re doing everything
we can to support our military, our veterans, all the people who
put their lives on the line. And what you’re doing by allowing this
fake stuff to come across, this misleading, this damaging information, is really threatening the security and the sovereignty of our
nation.
I would hope that your CEOs—and I agree with Senator King.
I wish that your CEOs would be here. They need to answer for
this. It can’t be a business model. It’s got to be a security issue.
Thank you.
Chairman BURR. Senator Cotton.
Senator COTTON. Thank you, gentlemen, for your appearance this
morning.
Mr. Edgett, I want to discuss Twitter’s history of cooperation
with our intelligence community. Last year, in an open hearing before this Committee, I asked then-CIA director John Brennan
about Twitter’s decision to prohibit a subsidiary called Data Miner
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from working with our intelligence community. Director Brennan
stated that he was disappointed in Twitter’s decision.
But at the same time that we learned that Twitter was refusing
to work with the CIA and the rest of the intelligence community,
we also learned that Twitter was pitching Russia Today and Sputnik, propaganda arms of the Kremlin, to sell advertisements for
profit.
So, in essence, last year Russia was beginning its covert influence campaign against the United States, and Twitter was on the
side of Russia, as opposed to the national security interests of the
United States. How can your company justify this pattern of behavior to its fellow citizens?
Mr. EDGETT. We work frequently and hard with law enforcement
all the time. We do have global policies that prohibit the use of our
data hoses or publicly available data around tweets for purposes of
surveillance. But we allow law enforcement to use Data Miner and
Twitter products around news alerts, first response technology to
see what’s going on in an area if a 911 call is made and an emergency responder is going somewhere. But we do not allow surveillance based on Twitter data.
Senator COTTON. Did Twitter cut off the CIA and the intelligence
community from Data Miner last year?
Mr. EDGETT. We asked that our policy of surveillance be applied
consistently to all organizations, and I believe that Data Miner has
been enforcing that policy.
Senator COTTON. Has it cut off RT and Sputnik?
Mr. EDGETT. As to Russia Today, when we approached Russia
Today last year to talk about our advertising products and to sell
them our advertising services, they were approached as a regular
media organization like a BBC or an NPR.
Senator COTTON. Do you consider RT to be a regular media organization?
Mr. EDGETT. Obviously not now. Coming out of the DNI report
earlier this year and the retrospective work that we’ve done most
recently, we don’t. And that’s why we have banned Russia Today
from advertising on the Twitter platform.
Senator COTTON. So there’s a difference, though, between the advertising question, which was improvident, and the use of Data
Miner. According to a Wall Street Journal report to which Director
Brennan was responding, Twitter CEO Jack Dorsey vetoed the
Data Miner-CIA contract at the last minute because he objected to
the, quote, ‘‘optics’’ of continuing to help U.S. intelligence agencies.
That Wall Street Journal report also said, though, that customers still getting Data Miner include RT. Is that an accurate report? John Brennan had no reason to doubt its accuracy.
Mr. EDGETT. I’m—I don’t—I don’t have the information, but will
follow up on Russia Today’s use of Data Miner’s products, which
is the third party where we have a relationship. I believe Mr. Dorsey wanted to make sure that our policies were being applied consistently around surveillance.
Senator COTTON. Do you see an equivalency between the Central
Intelligence Agency and the Russian intelligence services?
Mr. EDGETT. We’re not offering our service for surveillance to any
government.
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Senator COTTON. So you will apply the same policy to our intelligence community that you apply to an adversary’s intelligence
services?
Mr. EDGETT. As a global company, we have to apply our policies
consistently.
Senator COTTON. This reminds me of the old line from the Cold
War of one who did not see a distinction between the CIA and the
KGB on the other hand, because the KGB officer pushed an old
lady in front of an oncoming bus, the CIA officer pushed the old
lady out from the path of the oncoming bus, because they both go
around pushing old ladies.
I hope that Twitter will reconsider its policies when it’s dealing
with friendly intelligence services in countries like the United
States and the U.K. as opposed to adversarial countries like Russia
and China.
Would Twitter entertain the possibility of once again allowing
the intelligence community to use Data Miner?
Mr. EDGETT. We do today, for purposes of news alerts and first
response technology, getting information on certain areas. We do
not allow anyone—our policy is not to allow anyone, for the purposes of user privacy, to use our technology to run surveillance.
Senator COTTON. Okay, let’s move on to another hostile intelligence service. Other than Vladimir Putin and Russia, I can’t
think of anyone who was more involved in efforts to influence our
election last year than Julian Assange and WikiLeaks. The current
director of the CIA, Mike Pompeo, as well as this Committee in our
annual Intelligence Authorization Act, has labeled WikiLeaks a
non-state hostile intelligence service who aids hostile foreign powers like the Kremlin. Yet, to my knowledge, Twitter still allows
them to operate uninhibited. Is that accurate?
Mr. EDGETT. We have terms of service and rules that apply to
all users and will apply those consistently and without bias. We
take action on accounts like WikiLeaks——
Senator COTTON. Is it bias to side with America over our adversaries?
Mr. EDGETT. We’re trying to be unbiased around the world. We’re
obviously an American company and care deeply about the issues
that we’re talking about today. But as it relates to WikiLeaks or
other accounts like it, we make sure that they’re in compliance
with our policies, just like every other account, and have and will
continue, if we need to take———
Senator COTTON. So you’ll be unbiased towards WikiLeaks and
Julian Assange, but you’ll take down videos of people like Marsha
Blackburn, a Republican running for the United States Senate?
Mr. EDGETT. Marsha Blackburn’s video was never removed from
the Twitter platform. She ran that tweet and that video as an advertisement, and we have different standards for our advertisements than we do for the organic tweets and content on our platform, because we’re serving ads to users who haven’t asked to follow Representative Blackburn or others and we want to make sure
that that’s a positive experience. And so our policies have a different standard. And in that case, we had users reporting that it
was inflammatory and upsetting, and it was initially taken down.
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We’re making these tough calls all of the time, and in that case
we reversed the decision and allowed the advertisement to continue
to run. But we never took down Representative Blackburn’s tweet
or allowed her not to convey that message to those who were following her and to engage in the dialogue with her.
Senator COTTON. Mr. Edgett, I know that you’re the acting general counsel, not the general counsel. And if you were the general
counsel, these decisions are made at the CEO and the board of directors level. But I have to say most American citizens would expect American companies to be willing to put the interests of our
country above, not on par with, our adversaries—countries like
Russia and China, or non-state actors like WikiLeaks, or individuals like Julian Assange.
As many other Members of this Committee have expressed, I
think your companies have accomplished amazing things for our
country and its citizens, and made our lives better in many ways.
I also support the channels that you’ve created for free speech, especially for some oppressed or persecuted people around the world.
But this kind of attitude I would submit is not acceptable to the
large majority of Americans, and it’s going to be part of what would
lead to unwise or imprudent regulation, not sensible and smart
regulation.
My time’s expired.
Chairman BURR. Senator Harris.
Senator HARRIS. Thank you.
California is home to many of the world’s most successful technology companies and we’re proud of that. And we also know that
with that great success comes great responsibility. Your companies,
therefore, have a great responsibility to the American public.
And, as you know, you are the modern town square and the modern postmaster. You are the phone company and the Yellow Pages.
You are the newspaper and the radio broadcaster and the television station, and you are the emergency alert system. Your decisions fundamentally inform public discourse.
So our Nation’s enemies have used your platforms in a way that
has been designed to create and disseminate and advertise hateful
rhetoric, with the intent and the effect of disrupting our democracy.
And that, of course, is why we’re all here.
I have several questions, but I’d like to start with what I think
is, frankly, an elephant in the room. And I’m holding up the SEC
Form 10–Q that has been filled out by each of your companies. And
your response to this is pretty much the same, but I have in front
of me that from Facebook. But Twitter and Alphabet have the
same information.
There’s a section here which requests, ‘‘What are the risks related to the business?’’ And it reads, ‘‘If we fail to retain existing
users or add new users, that will be a problem for us.’’ It goes on
to say, ‘‘We generate substantially all of our revenue from advertising. The loss of marketers or reduction in spending by marketers
could seriously harm our business.’’
It goes on to say, ‘‘Our advertising revenue could also be adversely affected by a number of other factors, including adverse
legal developments relating to advertising, including legislative and
regulatory developments, and developments in litigation.’’
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So my question to you is about American ads, not the Russian
ads, American ads that run on your platforms. There are legitimate
ads that appeared alongside of the Russian placement and propaganda pages on Facebook, on Twitter and even on YouTube.
So can you please tell me that, as it relates to those advertisements on Facebook, on Twitter or in YouTube, how you are addressing that, and in particular, how much money did you make off
of the legitimate ads that ran alongside the Russia propaganda?
And we can start with Alphabet or with Google, please. And that
would be the advertisements that ran before your videos on
YouTube.
Mr. WALKER. Sure. The total amount of advertising we discovered across our platforms was $4,700 from the Russian sources.
Senator HARRIS. That’s not my question.
Mr. WALKER. I understand.
Senator HARRIS. My question is American advertising or legitimate advertising. How much money did you make from legitimate
advertising that ran alongside the Russia propaganda?
Mr. WALKER. A de minimis amount, Senator. I don’t have it in
front of me. We’d be happy to follow up.
Senator HARRIS. Okay. What about for Twitter?
Mr. EDGETT. I don’t have the data, but I will follow up and———
Senator HARRIS. Have you not looked into that?
Mr. EDGETT. I believe—are you asking how much advertising
revenue we made for the period, totally? Or——
Senator HARRIS. I’m asking how much advertising revenue did
you receive from legitimate advertisers that advertised alongside or
in connection with Russian propaganda?
Mr. EDGETT. We haven’t done that analysis, but we’ll follow up
and work on that.
Senator HARRIS. Okay. What about Facebook?
Mr. STRETCH. The same is true for Facebook, Senator.
Senator HARRIS. You’ve not done that calculation?
Mr. STRETCH. We’ve not done that analysis.
Senator HARRIS. I find that difficult to understand, because it
would seem to me that we would figure out how much you’ve profited from Russian propaganda on your platforms. So please do follow up with us as soon as possible on that.
And also, it is critically important that this Committee have access to all of the information it needs to understand the Russia
propaganda in the 2016 election. So will you each commit to retaining records, as you are required to do from the minimum standard
of media rating research, but do that and extend it beyond the 11
months that they require and extend it through the completion of
our investigation into Russia’s interference in the 2016 election?
Will you commit to keeping those records during the duration of
our investigation?
Mr. WALKER. We will commit—we will keep all relevant records
to this investigation and provide them to the Committee, yes.
Mr. EDGETT. Same goes for Twitter.
Senator HARRIS. Thank you.
Mr. WALKER. Yes.
Senator HARRIS. And as for all three of you, can you please name
the senior executive who is responsible in your operation for coun-
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tering state-sponsored information operations? And if you do not
have one, please indicate that, as well.
Mr. WALKER. It’s a challenging question, because we have a
number of people across different teams, including our cyber espionage teams, as well as our trust and safety teams. I would say our
chief security officer is one such person. Another person would be
the head of our trust and safety team. Then we also have separate
teams at YouTube who work in these areas.
Senator HARRIS. So I take it you have not designated an individual as part of your executive team who’s responsible specifically
for state-influence operations?
Mr. WALKER. I will take responsibility for that, Senator.
Senator HARRIS. Okay, I appreciate that.
Mr. EDGETT. That role—there’s two people filling that role at
Twitter. The first is our general counsel. I’m currently our acting
general counsel, so currently it is me. But also our head of our
Twitter product, the Twitter product that we all use, has taken responsibility for safety, abuse, and information quality on the platform. So I feel like that’s directly related to your question.
Senator HARRIS. Okay. But I’d like you each to appreciate and
everyone to appreciate that this is a very specific issue with its own
pathology, requiring a great amount of resources, because we are
talking about state-sponsored activity. This is not about an individual conducting this activity and then you need to review it.
So as it relates to state-sponsored information operations, I’m requesting that you name whoever is responsible now, but as we go
forward that you designate in your operation someone at the executive level who is responsible specifically for those types of operations, understanding that, as we know now, there are governments that are willing to put incredible amount of resources into
manipulating the American public.
And it is beyond what you might need to review in terms of activity on your sites that involves issues of posting inappropriate images and things of that nature.
Mr. Stretch.
Mr. STRETCH. Senator, we have a chief security officer and a
threat intelligence team that’s acutely focused on this threat. I will
take responsibility for our overall response to this threat.
Senator HARRIS. And how many of your employees are dedicated
to addressing state-sponsored operations specifically? And if there
aren’t, please follow up in terms of what you’re prepared to dedicate to that.
Mr. STRETCH. This is a—it’s a harder question, because there are
so many vectors that we’re investing in. I stated earlier that we
have 10,000 people at Facebook across a number of teams who are
focused on safety and security generally, and we’re doubling that
number. The number of people who think of this as their full-time
job is something I’ll have to come back to you on.
Senator HARRIS. Okay, I appreciate that. And for each of the
companies, we’d appreciate that.
You can create automated systems that detect foreign propaganda. For example, you can determine whether a user is active
during Moscow business hours, or connects through a VPN, or registers with a fishy voice over an IP telephone number. And you can
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feed those signals into a machine that can actually create an algorithm that can allow us to indicate or figure out if propaganda is
actually being pushed through. Have you done that as it relates to
state-sponsored manipulation of elections?
Mr. EDGETT. So our technology is agnostic. We have the technology you’re talking about, which is an algorithm that helps us
catch the bad actors based on their pattern and behavior, and also
connect accounts so that if they start new accounts or new networks of accounts, we get those before they tweet.
We want to catch that activity all over Twitter. That, having
automated accounts, malicious actors on Twitter, is a bad experience for our users. So we’ve been tackling that problem for years,
and the challenge is as we get better, these actors get better. And
so it’s a constant game of cat and mouse and one-upmanship.
But we are committed every single day to making sure that we
are removing those actors from our platform.
Senator HARRIS. My time is running out, so perhaps we can just
have quick answers for the remaining folks.
Mr. WALKER. Our answer would be similar.
Mr. STRETCH. The same.
Senator HARRIS. Thank you.
Chairman BURR. Members should be aware that there has been
a series of votes started about seven minutes ago, two votes. We’ve
got two Members left. We’re going to move through those and wrap
up.
And at this time, I would ask unanimous consent that all Members be allowed for seven days to submit questions to our witnesses
today.
[No response.]
Without objection, so ordered.
Senator Cornyn.
Senator CORNYN. Thank you for being here.
It strikes me that the United States is operating at a tremendous
disadvantage. We are a free and open society. We believe in freedom of the press, freedom of expression, and we respect the privacy
rights of individual—of individuals. Our opponents have the opposite view. They view information as a tool of warfare, while denying their own citizens access to the sort of freedoms—the press, individual thought, and expression—that we celebrate in this country. But it seems to me that you’re at the intersection of this problem, which brings us to why you’re here today.
I’ll restate the Chairman’s comments when he started by quoting
H.L. Mencken who said, ‘‘For every complex problem, there is a
clear, simple, and wrong answer.’’ And so we need to be very careful, I think, in how we deal with this.
But I do think the public needs to understand how your platforms operate. My friend Senator Harris talked about your being
the town square and the newspaper, the radio station. But you are
more than just a publisher of information. As you point out, most
of the income that your companies earn is from data mining. You
know more about individual Americans than anybody else, including their own government. And, of course, you vow to protect that
information and their privacy at the same time.
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But you use it in order to target ads. Many of us here on the
panel have used your platforms in political campaigns to make sure
that our message gets to voters who we think might be receptive
to our point of view or our platform.
But I’d like to know as a general matter how do you distinguish
between somebody, like Senator Feinstein alluded to, using social
media as a means to recruit and incite lone-wolf terrorists like the
one that plowed down unsuspecting New Yorkers yesterday, killing
8 and injuring 11 others, between that person and a foreign government using your platforms in order to pursue the sort of
disinformation and active measures that caused so much confusion
and polarization in our election?
And how do you distinguish between the way you treat those
people on your platforms and how you treat sex traffickers, who are
targeting young girls and selling them, in essence, for sex? How do
you distinguish between those three?
Mr. WALKER. Senator, I’d say none of those activities are acceptable on our platforms. We have strong policies against abuse of
platforms to promote hate, hate speech, incitement of violence, sex
trafficking, human trafficking, et cetera. In addition, when you
have the added layer of a deceptive actor, like a foreign government, trying to push its points of view in deceptive ways, without
identifying itself, etcetera, that separately violates another layer of
our policies.
Mr. EDGETT. It goes back to what we talked about earlier. We
also have the same policies prohibiting all of this. We’ve had the
best success so far looking at the behavior and the signals we see
only on the Twitter side, around how accounts are linked and the
activity of those accounts, where they’re logging in from, what
they’re doing with each other, to stop these bad actors before
they’re even able to tweet.
A good example of this is on the terrorism side. We are now able
to automatically detect and take down 95 percent of terrorist accounts, 75 percent of those before they tweet for the first time. So
because we’re focusing on behavior and not the content, we don’t
have to wait for them to get their messages out. We take those
down proactively before they’re able to speak.
Mr. STRETCH. I would just add, Senator, that of the three forms
of abuse of the platform you describe—child safety, terrorism, and
foreign interference in elections—the first two we’ve been working
on for quite a long time as an industry and with government, and
I think we have a proven track record of working well together, as
an industry and with government, to make sure we’re taking appropriate steps to address those abuses. We have work to do, but
we have made progress.
This threat of foreign interference in the elections is something
where we do need to up our game, I think, as a company and as
an industry and working with government. But the success we’ve
made or the successes we’ve had on those first two forms of abuse
gives me some reason for optimism going forward, with respect to
our ability to address the foreign interference threat.
Senator CORNYN. For each of you, have the terms of service of
your company changed at all since the 2015, 2016 actions of Russia? Your terms of service?
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Mr. WALKER. Yes. We have changed our policies with regard to
ads that are appropriate, as well as content that’s available on
YouTube.
Senator CORNYN. Focused on active measures or on other matters?
Mr. WALKER. Our terms have to do with terms around advertising and terms about what acceptable content is. We are simultaneously using additional tools behind the scenes to identify material.
Mr. EDGETT. It’s very similar at Twitter.
Mr. STRETCH. The same is true for Facebook.
Senator CORNYN. Why should your companies be treated any different than the press from a legal accountability standpoint?
Mr. EDGETT. We believe, as a user-generated content platform,
that the rules around Section 230 provide a platform to our users
around free speech and expression, and don’t require us to take a
bias on removing content that we fear will violate certain rights.
And so we work actively to prohibit things like violence and terrorism and abuse and harassment. And you’ll see how we were
tackling this problem with urgency and seriousness.
But we believe that, as a user-generated content platform, we
want to allow the free expression and debate without the interference of some of the things you’re talking about.
Senator CORNYN. So you believe you should be treated from a
legal standpoint differently than a newspaper, cable TV show, or
a radio show?
Mr. EDGETT. Yes. We’re not producing the content; we’re allowing
users to upload. We have a lot of great journalists and news organizations who are putting content on our platform to share, linking
back to their sites. We’re offering the service to allow that interchange, that information sharing.
Senator CORNYN. That may well be a distinction that is lost on
most of us, that you’re just a platform for other people to express
their views, as opposed to being a publisher in your own right of
those, of those views.
Finally, let me just ask each of you, please, to continue to work
with us on the Stop Enabling Sex Traffickers Act of 2017. As you
know, this deals with the Communications Decency Act, which has
been used as a legal bar to those who have been victims of sexual
abuse, when they seek to bring the people who facilitated that sex
trafficking to justice. And I think there is a way that, working together, we can come up with something that protects the victims,
but also maintains the freedom of the internet. And I would just
encourage each of you to continue working with us on that, so we
can reach an acceptable outcome.
Thank you, Mr. Chairman.
Chairman BURR. Senator Reed.
Senator REED. Thank you, Mr. Chairman.
For all the panelists, but starting with Mr. Stretch: When you
discover a deceptive foreign government presentation on your platform, my presumption is from what you’ve said today you’ll stop it
and take it down. Do you feel an obligation in turn to notify those
people who have accessed that? And can you do that? And
shouldn’t you do that?
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Mr. STRETCH. Senator, we feel an obligation, as you say, first to
stop the activity; second, to investigate it further, to fan out, essentially, from the account to make sure we’re taking an expansive
view of the investigation to try to capture any related activity;
third, to share threat information with the industry and with the
government so we can all do a better job; and then, fourth, to bring
the issue to the attention of, in this case, this Committee.
And the content itself, we’ve said we’re supportive of this Committee making it publicly available. The question of reaching out
to individuals who may have seen it is a much more difficult and
complex one. But we believe our commitment to transparency on
this issue generally should address that.
Senator REED. Well, potentially you could do that, I presume, or
you could invest the resources to do it. And as a result, frankly, reporting to us about the nefarious activities of Russia is not going
to immediately translate to the thousands or apparently 126 million people who saw the message and thought it was legit.
You have the, I presume, the technical skill to do that. Again, apropos Senator Cornyn, you know, you’ll see in the newspaper, ‘‘We
correct the statement we made the other day; it was wrong,’’ or ‘‘It
was deliberately wrong.’’ And I think you, given the First Amendment, you can live with that, I hope.
Mr. STRETCH. I’m sorry, Senator. Could you repeat the question?
Senator REED. Well, the question goes back to having an obligation under the First Amendment to notify people who you know
have been deliberately misled by a foreign government—not just
us, not just law enforcement.
Mr. STRETCH. The technical challenges associated with that undertaking are substantial, particularly because much of the data
work underneath our estimate of the number of people who may
have been exposed to this relies on data analysis and modeling.
That said, we do believe transparency in this area is important,
and we are supportive of making as much of this information available to the public as the Committee deems warranted.
Senator REED. Mr. Edgett. I deem it warranted, for whatever
that’s worth.
Mr. Edgett.
Mr. EDGETT. It’s an interesting proposition. We have a team
dedicated to information quality and how we present information
on the platform. We see, as an open platform, active dialogue
around a lot of this false information, fake information right away.
So when you’re seeing the tweets, you’re also seeing a number of
replies to it, showing people where to go, where other information
is that’s accurate. But we will definitely take that idea back to explore how we could implement a process like that.
Senator REED. Mr. Walker, your platform?
Mr. WALKER. We’re somewhat differently positioned in that, because were not primarily a social network, many of our users are
not logged in at the time they access content. So it’s difficult for
us to know exactly who has seen what. But we too will take it
under consideration.
Senator REED. Thank you.
With respect to bots, what I’ve gleaned from the testimony is
that you can technically identify a bot system operating on your
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platform; and then, am I right to assume that you will shut them
down? Any bot system, you will shut down? Particularly a government-related bot system?
Mr. WALKER. When we refer to bots, it’s primarily a Twitter
issue. I’m not familiar with bots on Google per se.
Senator REED. Well, let’s go to Twitter. I’m not the technical expert, but YouTube is your subsidiary, I presume.
Mr. WALKER. That’s correct, yes.
Senator REED. And a lot of the hits on YouTube I presume were
generated by electronic devices, not people, so that the RT program
that was attacking Secretary of State Clinton had a 2 percent overthe-air audience, but a huge number of hits on YouTube. And as
a result, you know, you are being unwittingly or wittingly used by
bot systems all of the time.
Mr. WALKER. A bot, an automation, an automated view of content, really isn’t sort of the core issue. What people tend to do on
YouTube is try to drive up their perceived view counts to make
themselves appear to be more popular than they are.
Senator REED. And they do it by using electronic networks.
Mr. WALKER. That’s certainly right. And so we—yes, across—and
this is a problem not limited to this context. Many people would
like to make themselves appear more popular than they are. So we
have a lot of sophisticated tools that are precisely designed to combat that kind of phenomenon, yes.
Senator REED. And you will, if you find it, reduce the number of
hits so it’s no longer trending?
Mr. WALKER. Either that or remove people from our services for
abuses of our terms of service, yes.
Senator REED. So you do have to deal with these bot networks,
and you’re dealing with it.
Mr. WALKER. In that sense, that’s correct, yes.
Senator REED. Okay.
Bots?
Mr. EDGETT. Similarly, we remove as many bad automated accounts as we can find. As I said earlier, some of these bad actors
are trying to get more sophisticated, and so we’re staying ahead of
that by learning from the automated accounts that we’re seeing.
But we will remove them, and have technology to make sure that
automated accounts aren’t gaming trends, so that—the trending
hashtags that people are seeing on the platform. We will remove
their content from search and from the timelines, and we will remove them permanently from the system, you know, once we are
able to investigate.
Senator REED. Mr. Stretch, please.
Mr. STRETCH. Senator, we—apologies.
We prohibit automated account creation, and in doing so we’re
always looking for evidence of accounts being created en masse and
engaging in either of the behaviors that Mr. Walker and Mr.
Edgett identified.
Senator REED. Thank you.
Just a quick question, because my time is going. This is a
daunting effort. We’re being attacked, and you have to go on the
offense, the counter-offense, because the way we’ve structured this
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system, we have very limited government role in your regulation,
your activities, et cetera.
And it comes down ultimately to resources. So I would like to follow up officially. But what percent of your revenue are you devoting to these activities? I mean proactive activities, not, you know,
just if someone complains enough we’ll take it down, but finding
bots, thinking about notifying recipients of clearly bad information.
So what percent do you think, Mr. Stretch, right now?
Mr. STRETCH. Senator, I cannot give you a percentage. I can tell
you that the company is committed to getting this right. Our most
expensive resources are—resources are people and, as I stated earlier, we are doubling the amount of people who will be focused on
these efforts in the coming year.
Senator REED. Can you get us a number, please, in writing?
Mr. STRETCH. Yes.
Senator REED. Thank you.
Mr. Edgett, please.
Mr. EDGETT. We also dedicate a lot of resources to this, and I’ll
follow up with your staff.
Senator REED. Mr. Walker, similarly?
Mr. WALKER. Similarly.
Senator REED. Thank you.
Thank you.
Chairman BURR. The Chair recognizes the Vice Chair.
Vice Chairman WARNER. Thank you, Mr. Chairman. I’ll be very
brief. I know our time is limited.
One, I want to acknowledge Senator Reed I think raised a very
good question. And if you were in a medical facility and you got exposed to a disease, the medical facility would have to tell the folks
who were exposed. The comment as well about TV and radio making corrections. I do think it’s an interesting question about what
obligation you might have.
I just have to tell you, I think there has been some progress
made and I appreciate some of your efforts. I still find it very disturbing that it appears that, at least from Twitter and Facebook,
the sense is that all the Russian active measures only originated
with one single troll farm in St. Petersburg, and it still appears
that most of the work that you have provided us is derivative of
your initial reports.
I was hoping very much that you would come in today and either
say that was absolutely all of it or we’ve identified other troll farms
or other entities. And I think we’ve got a lot more work to do.
Thank you so much, Mr. Chairman, for this hearing.
Chairman BURR. Thank you. Thank you, Senator Warner.
We’ve come to the close of this and let me just make a couple
of statements, if I can. If, for some reason, you need antitrust waivers to collaborate with each other, please let us know. More importantly, seek for the waiver yourself. This is going to take an overall
effort to minimize—I’m not going to use the term ‘‘eliminate’’—to
minimize the damage and, more importantly, the impact of what
Russia is doing, did do, and what others will do next year.
I firmly believe that all three of your companies have a new perspective on security and that you’ve got your varying degrees of
changes that are good. The challenge is if it fails the impact of that
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failure is significantly different than it was in the 2016 elections.
I need you to know that up front.
You all acknowledge that FEC law applies to you, but it hasn’t
been lost on me that all of you asked for an exemption from the
applicable FEC law. So I sort of am reminded that a portion of the
content posted on Facebook by foreign actors appeared to support
one candidate or another. Clearly, it falls within the lines of what
the FEC law was there for. And, as you know, Federal campaign
law requires disclosures of sources for ads. I have to put that little
thing, ‘‘Paid for by.’’
Mr. Edgett, you said your guys are adopting something similar.
I applaud you on that. And I’m sure, if I asked why you didn’t
apply it, you might have told me before that the FEC law didn’t
apply to you because they had a hung jury at the FEC. They didn’t
decide it did, and they didn’t decide it didn’t. Or maybe it’s the excuse that it was small, impractical items, therefore they had an exception to the disclosure.
Let me make it perfectly clear: There is no exception to the disclosure as it relates to foreign money used to influence U.S. elections. That is a national security issue. It is a direct attempt to infiltrate the democracy that we have here. And if it’s not stated in
the law, it should be your company’s responsibility to take it on
head-on.
So in the future I hope that, if there’s a takeaway from this, it’s
that everybody’s going to adhere to FEC law. If you’re a media outlet and you’ve known that it applied to you; if for some reason you
ever questioned whether it was foreign money, then you probably
didn’t run the ad. I hope that none of your platform is conditional
upon you not verifying where that money’s coming from.
So the one thing that I didn’t hear today, and I hope you will
take it back, is the effort to certify who’s paying for these things.
I, like others, do not want the government to stipulate to any of
you what content, especially political content, should look like. By
the same token, you’re the front line before anything else has to
kick in to certify that foreign money is not finding its way into influencing U.S. elections.
I wish I could leave today and believe the only thing we have to
worry about are elections. The truth is we’ve spent a tremendous
amount of time as two old guys trying to figure out what bots were
and things that I don’t use. But I have to understand them in a
way that as a policymaker makes decisions that are best for the
future of my kids and my grandchildren, to make sure they’ve got
access to your platforms, to make sure that they can experience
things I never dreamed about experiencing and am too old to understand.
But I recognize the fact that I can’t be influenced just because
I don’t understand it, because I’ve got to match my capital with the
intellect of all of you at the table and the people that work at all
your companies. That is our future.
Don’t let nation-states disrupt our future. And you’re the front
line of defense for it. Please take that back to your companies.
This hearing is adjourned.
[Whereupon, at 12:30 p.m., the hearing was adjourned.]
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January 8, 2018
VIA EMAIL

Chairman Richard Burr
U.S. Senate Select Committee on Intelligence
211 Hart Senate Office Building
Washington, D.C. 20510

Dear Chairman Burr, Vice Chairman Warner, and Members of the Committee:

1bank you for your questions for the n:cord from the November I, 2017
Committee Hearing on Social Media Influence in the 2016 U.S. Elections. Per your
request, attached are the answers for the reoord to your questions, as well as our hearing
testimony.
Please let us know if you have any further questions.

Regards,

~~

Colin Stretch
General Counsel, Facebook

Address:

1601 Willow Road
Menlo Part, CA 94025
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Chairman Burr
1.

What procedures must the Russian government follow to compel the
production of customer-created content or personally identifiable
information from your company?

As part of official investigations, government officials sometimes request data about
people who use Facebook. We have strict processes in place to handle these government
requests, and we disclose account records solely in accordance with our terms of service
and applicable law. We require officials to provide a detailed description of the legal and
factual basis for their request, and we push back if the request appears to be legally
deficient or is overly broad, vague, or otherwise inconsistent with our policies. Further,
with respect to government requests for disclosure from outside the United States, a
Mutual Legal Assistance Treaty request or letter rogatory may be required to compel the
disclosure of the contents of an account. Facebook has never produced customer-created
content or personally identifiable information in response to a request from the Russian
government.

2.

Has the Russian government compelled the production of customer created
content or personally identifiable information from your company?

As part of our ongoing effort to share information about the requests we have received
from governments around the world, Face book regularly produces a Transparency Report
about government requests to Face book. Our Transparency Report contains historical
information about Russian requests for data going back to 2013. In summary, we
received 28 requests from the Russian government between 2013 and 2017. We did not
provide any data in response to these requests.
See https://transparency.facebook.com/country/Russia/20 17 -Hll.

3.

If so, has your company complied with such efforts by the Russian

government to compel the production of customer-created content or
personally identifiable information?
See response to question 2.

4.

Has your company ever refused to comply with efforts by the Russian
government to compel the production of customer-created content or
personally identifiable information? If so, have any of these efforts been
successful?

See response to question 2.

5.

Has your company provided any content created by a U.S. person or
personally identifiable information about a U.S. person to the Russian
government?

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00107

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 34 here 27398.034

LAP51NQ082 with DISTILLER

See response to question 2.

102

6.

More specifically, bas your company provided to the Russian government the
content of any direct messages sent to or from a U.S. person?

See response to question 2.
7.

Has your company provided to the Russian government any information that
could be used to determine the location of a U.S. person?

See response to question 2.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00108

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 35 here 27398.035

LAP51NQ082 with DISTILLER

2

103
Vice Chairman Warner
1.

Facebook took some action to curb activity on tens of thousands of nefarious
accounts in the lead-up to this year's French election.
a.

What were the lessons learned by Facebook and the French election
authorities in the aftermath of that election, where Russian
propaganda did not appear to be particularly effective?

While we cannot speak to lessons learned by French election authorities, we are
encouraged that improvements to our fake account detection systems allowed us to
disable more than 30,000 additional accounts in connection with the French electionthough these accounts were most commonly used for financially-motivated spam, not
organized propaganda campaigns from a particular country. In addition, after reports of
foreign interference in the run-up to the French-and U.S.~Iections, we worked closely
with German officials on a number of initiatives to fight disinformation and make
Face book a safer and more secure environment for genuine civic engagement. As with all
security threats, we have been continuously incorporating new insights into our models
for detecting fake accounts, including information specific to fake accounts focused on
social, political, or election issues. We believe that we were more effective at taking
down fake accounts connected to the French and German elections as a result.

2.

Does Facebook intend to notify unwitting American users who shared, liked,
or commented on content published by Russian-backed users? For example,
informing users that they followed or interacted with a Facebook community
that was actually a Russian front. Why or why not?

We recently launched a portal to enable people on Facebook to learn which of the IRA
Face book Pages or Instagram accounts they may have liked or followed between January
2015 and August 2017. This tool is available in the Facebook Help Center at
https://www.facebook.com/actionplan.
In the coming weeks, we will take significant steps to make users aware of this new tool,
including a notification in their News Feed. We will be promoting this tool alongside our
efforts to educate people about changes that we are making to strengthen our platform's
resistance to inauthentic and malicious behavior, including increasing ads transparency,
implementing a more robust ads review process, imposing tighter content restrictions,
and exploring how to add additional authenticity safeguards. These efforts complement
ongoing work to help promote news literacy by giving people information so they can
make smart choices about the news they read. This work includes partnerships with
organizations like the News Literacy Project, support for the News Integrity Initiative,
and collaboration with academics and researchers around the world.
We have also worked to notify people about this issue, broadly, through our white paper
in April 2017, Information Operations on Face book, and our disclosures this past fall.

3.

What are your policies regarding the hosting and distribution of hacked and
stolen emails from your platform?
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We prohibit any content that is claimed or confirmed to have come from a hacked source.
In rare situations and on a case-by-case basis, we may choose to allow content that is
newsworthy, significant, or important to the public interest even if it otherwise violates
our policies.

4.

Reports suggest that in 2014 and 2015, Facebook was alerted by Ukranian
activists and politicians-and reportedly even Ukraine's President-about
an active campaign by Russian trolls to push disinformation on Facebook.
a.

What actions did you take in response to address the threat at the
time?

Those reports are incorrect to the extent that they imply that we were warned of
information operations similar to those that we have described to this Committee in
connection with the 2016 election.
In Russia and Ukraine, like in many countries, we've seen people use slang to refer to
people of other countries. For example, some people in Ukraine refer to Russians as
"moskal" (literally "Muscovites") and some in Russia call Ukrainians "khokhol" (literally
"topknot"). After conflict started in the region in 2014, people in both countries started to
report posts containing these words as hate speech. We conducted a review and
concluded that these words were indeed being used in some cases as hate speech that
violates our Community Standards. We removed reported content, a decision that was
initially unpopular on both sides. Anyone can report content to us if they think it violates
our policies, and one report is enough for us to remove something. Multiple reports will
not lead to the removal of content if it meets our standards.
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Senator Collins
1.

Several independent researchers have said that Facebook has the ability to
search for content or metadata that could substantiate or disprove
allegations of possible collusion between the Russian disinformation
operation and the Trump campaign's own social media efforts, such as
timing of certain posts and sharing of content.
a.

Is this true, and if so, has Facebook found any information relevant to
these allegations?

Face book does not believe it is in a position to substantiate or disprove allegations of
possible collusion. Facebook is, however, providing investigators, including this
Committee, with information it has regarding the scope and nature of Russian
information operations on our platform so that those investigators have information that
may be relevant to their inquiries. We are happy to schedule a meeting with your staff to
discuss our findings in more detail.

2.

Facebook has an automated engine for recommending content to users.
a.

Did this recommendation engine suggest to any Facebook user that
they view, follow, or join any of the Russian-linked pages?

This happened in some cases. Because we were not aware that these Pages were not
legitimate, they were sometimes recommended when people followed similar Pages, for
example. However, these recommendations were not the primary way that the Pages
attracted their audience.

3.

What provision in your Terms of Service ensures that political
advertisements targeted towards the United States are purchased by an
American citizen?

Facebook's Statement of Rights and Responsibilities (the terms that govern all use of our
services) prohibit using Facebook to do anything that is unlawful, misleading, or
malicious. In addition, advertisers must comply with Facebook's Advertising Policies,
including acknowledging that they are responsible for understanding and complying with
all applicable laws and regulations. Therefore, violating the Federal Election Campaign
Act also violates our terms.
We also support efforts to promote greater transparency in political advertising online
and recently announced steps to make advertising on Facebook more transparent,
increase requirements for authenticity, and strengthen our enforcement against ads that
violate our policies. See https://newsroom.fb.com/news/2017/l 0/update-on-ouradvertising-transparency-and-authenticity-efforts/.

4.

Do your Terms of Service prohibit users from influencing elections in other
countries?
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Facebook requires advertisers and users to comply with all applicable laws and
regulations, including laws related to electoral activity. We also require advertisers and
users to comply with our policies, which require that people use their authentic name and
identity. Our advertising policy also prohibits misleading or false content, stating: "Ads,
landing pages, and business practices must not contain deceptive, false, or misleading
content, including deceptive claims, offers, or methods."

5.

If a foreign national working on behalf of a foreign intelligence service was
an authentic user in real name on your platform, could be post divisive, but
non-violent content related to a U.S. election without violating your Terms of
Service? Would be be able to purchase political advertising?

If the person was engaged in coordinated inauthentic behavior on behalf of a foreign
intelligence service, that would violate our terms even if he or she was using his or her
real name. In addition, our terms prohibit ads that are illegal, so if the advertising was
prohibited by the Federal Election Campaign Act or any other law, that would also
violate our terms.
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Senator Feinstein
1.

Facebook has conceded that the number of people exposed to content from
foreign groups online is far more pronounced through organic traffic and
fake accounts than it is through paid advertising. Troublingly, it does not
appear there is a proven method for combating the spread of fake accounts
created to sow division in society. Although Facebook has indicated
authenticity activity measures are in development, as recently as August
2017, divisive foreign unpaid content designed to polarize and anger the
American people could be found on Facebook.
a.

What specific actions is Facebook taking to combat this type of
divisive, unpaid activity on an on-going basis?

We are constantly improving our technical systems to identify and remove inauthentic
accounts and reduce the distribution of material that can be spread by accounts that
violate our policies, and we do have a track record of success and improvement in this
area. Each day, we block millions of fake accounts at registration, as our systems
examine thousands of account attributes and focus on detecting behaviors that are
difficult for bad actors to mask or fake, including their connections to others on our
platform. For example, we are encouraged that recent improvements to our fake account
detection systems focused on social and political content allowed us to disable more than
30,000 additional accounts in connection with the French election. However, these
accounts were most commonly used for financially-motivated spam, not organized
propaganda campaigns from a particular country.
Facebook also removes hate speech, which includes content that directly attacks people
based on their protected characteristics. We don't allow any organizations or individuals
that are engaged in terrorist activity, organized violence or criminal activity, or organized
hate groups to have a presence on Facebook. We also remove content that expresses
support for groups that are involved in violent or criminal behavior. And, we remove
credible threats of physical harm to individuals and specific threats of theft, vandalism, or
other financial harm.
We have deployed a variety of tools in this fight to find and remove bad content,
including artificial intelligence, specialized human review, and industry cooperation, as
well as supporting important corrective measures such as counter-speech training. We are
more than doubling the number of people who work on safety and security at Facebook.

2.

One of the more troubling findings from this investigation is the number of
targeted voter disengagement efforts promoted through social media.
a.

Can you say with certainty that foreign actors did not use the U.S.
voter registration data to target individuals through both paid and
unpaid activity?

Facebook is not in a position to know everything that foreign actors did in their online
activities, but to date we have uncovered no evidence that the IRA used U.S. voter
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registration data for ad targeting on Facebook. The targeting for the IRA ads that we have
identified and provided to the Committee was relatively rudimentary, targeting broad
locations and interests, and did not use a tool known as Contact List Custom Audiences.
That tool (which can be used for ad targeting, but not organic, unpaid content) is the one
that a candidate's campaign might use (in connection with their own vendors) to develop
customized targeting based on voter profile information. More information about
Facebook's targeting options in general is publicly available on our website
at https://www.facebook.com/business/products/ads/adtargeting.

3.

Between June 2015 and August, an estimated 126 million Americans were
exposed to Facebook content generated by Russian troll farms.
a.

Are you keeping a database of accounts exposed?

We recently launched a portal to enable people on Facebook to learn which of the IRA
Face book Pages or Instagram accounts they may have liked or followed between January
2015 and August 2017. This tool is available in the Facebook Help Center at
https://www.facebook.com/actionplan.
In the coming weeks, we will take significant steps to make users aware of this new tool.
We will be promoting this tool alongside our efforts to educate people about changes that
we are making to strengthen our platform's resistance to inauthentic and malicious
behavior, including increasing ads transparency, implementing a more robust ads review
process, imposing tighter content restrictions, and exploring how to add additional
authenticity safeguards.

4.

Facebook confirmed in the House Intelligence committee hearing that they
found no overlap in the groups targeted by the Trump campaign's
advertisements, and the advertisements tied to the Russia-linked accounts
identified thus far.
a.

Does this targeting assessment extend to the content used by the
Trump campaign and the Russia-related accounts?

b.

Does this assessment extend to both the content used and groups
targeted by the companies associated with the campaign-like
Cambridge Analytica-and Russian accounts?

We have seen only what appears to be insignificant overlap between the targeting and
content used by the IRA and that used by the Trump campaign (including its third-party
vendors). We are happy to schedule a meeting with your staff to discuss our findings in
more detail.
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Senator Cotton
1.

Do Facebook's Terms of Service prohibit collaboration with Russian
intelligence services intended to influence a U.S. election?

Such conduct would violate our policies requiring users not to use Facebook to do
anything unlawful, misleading, or malicious, and prohibiting the use of inauthentic
accounts. We have processes designed to identify inauthentic and suspicious activity, and
we also maintain a sanctions compliance program to screen advertisers.
That said, the challenge of attributing online activities to specific governments or
organizations is widely recognized in the intelligence and Jaw enforcement communities.
It is extremely difficult to definitively attribute online activity to particular threat actors,
and we often rely on information from others, like information included in the January 6,
2017 DNI report, to identify actors behind abuse that we observe and to better understand
these issues.

2.

Provided an individual or entity does not violate Facebook's Terms of
Service, will they be allowed to use your platform to work with hostile,
foreign intelligence services to potentially influence the 2018 and 2020 U.S.
elections?

We do not believe an individual or entity could engage in this kind of activity without
violating our policies-including our policy prohibiting coordinated inauthentic activityor the law, and we are working to improve detection and enforcement in this area. We are
also making significant investments across all of our safety and security teams, which
means that we will have more people dedicated to finding this type of abuse among many
others.
We support efforts to promote greater transparency in political advertising online
and recently announced steps to make advertising on Facebook more transparent,
increase requirements for authenticity, and strengthen our enforcement against ads that
violate our policies. See httos://newsroom.tb.com/news/2017/10/update-on-ouradvertising-transparency-and-authenticity-efforts/. We'll require more thorough
documentation from advertisers who want to run election-related ads. We are starting
with federal elections in the U.S., and will progress from there to additional contests and
elections in other countries and jurisdictions. As part of the documentation process,
advertisers may be required to identify that they are running election-related advertising
and verify both their entity and location. Once verified, these advertisers will have to
include a disclosure in their election-related ads, which reads: "Paid for by." When users
click on the disclosure, they will be able to see details about the advertiser, and we will
maintain a searchable archive of information. Like other ads on Facebook, they will also
be able to see an explanation of why they saw that particular ad. For political advertisers
that do not proactively disclose themselves, we are building machine learning tools that
will help us find them and require them to verify their identity.
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3.

What is Facebook's justification for allowing entities and individuals such as
WikiLeaks, Julian Assange, and Edward Snowden to maintain Facebook
pages?

Facebook is a place where people are empowered to communicate, and we make our
services available to everyone who complies with our policies. We take seriously our role
in keeping abuse off our services. These individuals and organizations can maintain a
presence on Facebook as long as they comply with our policies. We take action on
activity that violates these policies, including blocking the accounts of repeat offenders.
In addition, when governments believe that something on Facebook violates their laws,
they may ask us to restrict access to that content. We scrutinize these requests, and if we
determine the specified content does indeed violate local laws, we may make it
unavailable in the relevant country or territory.
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Senator Heinrich
1.

What percent of Facebook content reviews are conducted by an actual
human being rather than via automated review?

We don't have an either-or approach to reviewing content. All content goes through some
degree of automated review, and we use human reviewers to check some content that has
been flagged by that automated review or reported by people that use Facebook. We also
use human reviewers to perform reviews of content that was not flagged or reported to
check the accuracy and efficiency of our automated review systems. The percentage of
content that is reviewed by a human varies widely depending on the type and context of
the content, and we don't target a specific percentage across all content on Facebook.

2.

Are Facebook's content review processes the same now as they were during
the 2016 election? If not, how have they changed?

Our content review processes are fundamentally the same, but we are more than doubling
the number of people who work on safety and security at Facebook and have already
hired thousands more content reviewers. They will be engaged in processes that we are
continuously refining, but this significant investment of resources will help us to perform
those processes more accurately, quickly, and thoroughly. One improvement that we
believe will help to address more subtle kinds of abuse is that our ad review team will do
more to assess not just the content, but also the overall context of an ad, including the
buyer and intended audience. We will also significantly expand the number of people
who work specifically on election integrity before the 2018 U.S. federal elections this
fall, including people who investigate this specific kind of abuse by foreign actors.
Additionally, we have begun testing a program where people will be able to click "View
Ads" on a Page and view advertisements a Page is running on Face book, Instagram and
Messenger-whether or not the person viewing it is in the intended target audience for
the ad. All Pages will be part of this effort, and we will require that all ads be associated
with a Page as part of the ad creation process. Finally, we continue to make
improvements to our efforts to more effectively detect and deactivate fake accounts to
help reduce the spread ofspam, false news, and misinformation. We continually update
our technical systems to identify, checkpoint, and remove inauthentic accounts, and we
block millions of attempts to register fake accounts every day. These systems examine
thousands of detailed account attributes and prioritize signals that are more difficult for
bad actors to disguise, such as their connections to others on our platform. As with all
security threats, we have been incorporating new insights into our models for detecting
fake accounts, including information specific to election issues.
We are determined to do everything that we can to protect our platform. The investments
that we are making to address these issues and other security issues will be so significant
that we have informed investors that we expect that the amount that we will spend will
impact our profitability.

3.

How does accountability work when an algorithm makes bad
recommendations? For example, as recently as mid-September, anybody
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could target ads towards anti-Semites using terms provided by Facebook
such as "Jew Hater" and "History of 'why Jews ruin the world."' Was
anybody held accountable for this?
In September 2017, we temporarily disabled some of our ad tools following news reports
that slurs or other offensive language could be used as targeting criteria for
advertising. In order to allow businesses--especially small ones-to find customers who
might be interested in their specific products or services, we offered them the ability to
target profile field categories like education and employer. So, if someone on Facebook
self-identified as a "Jew-hater" or said that they studied "how to bum Jews" in their
education or employer fields on their profile, those terms showed up as potential targeting
options for advertisers. These deeply offensive terms were used so infrequently in these
write-in fields that we did not discover this until a journalist brought it to our attention.
We have long prohibited hate on Facebook, and although we are not aware of instances in
which these terms were ever used to actually target ads, we take our failure to enforce
that policy with adequate caution and care in this instance extremely seriously. We never
intended or anticipated that this functionality would be used this way, and we did not find
it ourselves. We are accountable for these failures. We have tried to learn everything that
we can from this painful incident so that we can do better in the future. We have
tightened our ad policies and have taken steps to improve our enforcement, including by
adding more oversight of our automated review processes, and have been exploring how
best to implement tools for people to tell us when our systems may inadvertently enable
abuse. We have also used human reviewers to manually check existing targeting options
and reinstate the roughly 5,000 most commonly used targeting terms-terms like "nurse"
or "dentistry"--to ensure that they meet our Community Standards. We will do more
manual review of new targeting options going forward to help prevent offensive terms
from appearing.
Targeted advertising on Facebook has helped millions of businesses grow, find
customers, and hire people. Our systems match organizations with potential customers
who may be interested in their products or services. The systems have been particularly
powerful for small businesses, who can use tools that previously were only available to
advertisers with large budgets or sophisticated marketing teams. Our ads help make
meaningful connections between business and people, and the improvements we are
making to our ad policies will help us do this more effectively.

4.

In hiring more content reviewers, are your companies simply throwing
bodies at a specific problem, or are you fundamentally rethinking how to
prioritize which user interactions require additional human oversight and
review. If so, how? What other changes have you made in this regard?

We work continuously to make our platform safer and more secure, and our effort to do
so is a holistic one that involves not only hiring additional employees when issues arise,
but also a continual evaluation of our processes and policies. We rely on both automated
and manual ad review, and we're now investing in and taking steps to strengthen both.
Reviewing ads means assessing not just what's in an ad but also the context in which it
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was bought and the intended audience-so we're changing our ads review system to pay
more attention to these signals. We're also adding more than 1,000 people to our teams
dedicated to reviewing ads around the globe, and their work will be used to train our
automated review systems to be more efficient and effective at finding improper ads and
enforcing our policies. Enforcement is never perfect, but we will get better at finding and
removing improper ads.
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Senator Manchin
1.

Does Facebook or any Facebook affiliate use information security products
or services of Kaspersky Lab or any Kaspersky Lab affiliate?

We work with anti-malware companies to make available free malware cleanup software
to Facebook users when Facebook detects that the user is accessing Facebook from a
device that may be infected with malware. In October 2017, we removed Kaspersky's
anti-virus software from the list of products that we make available to these users.
We are also in the process of phasing out internal use of a different Kaspersky anti-virus
product. That product does not transmit data back to Kaspersky, and is not subject to the
security and privacy concerns that have been identified in recent months. We continue to
use a Kaspersky service that provides us with information about threat activity as a oneway feed.

2.

How many Facebook subscribers took advantage of your offer to
provide Kaspersky Lab malware detection products to clean up their
computer systems?

We no longer make available Kaspersky's anti-virus software to people with infected
devices. Unfortunately, we are unable to easily reconstruct how many Face book users
downloaded Kaspersky software.

3.

Does Facebook or any Facebook affiliate sell network space to RT or Sputnik
news agencies?

RT and Sputnik can maintain Pages on Facebook and use our advertising tools as long as
they comply with Facebook's policies, including complying with applicable law.

4.

If you recently terminated any agreements with RT or Sputnik, on what date
did the termination become effective?

Not applicable.

5.

Do either RT or Sputnik need to purchase advertising space on your
platform, or can they freely maintain a Page or distribute web content via
their own or affiliated Facebook accounts?

RT and Sputnik can maintain Pages on Face book for free, as long as they comply with
Face book's policies, including complying with applicable laws.

6.

Does Facebook prohibit, or have any concern about, foreign state-sponsored
news organizations positing content via the Facebook platform?

Many media organizations, including state-sponsored media organizations, have a
presence on Face book and use our advertising services to promote their content. Like
everyone on Facebook, these organizations are required to comply with Facebook's
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policies, including complying with applicable laws. They must also comply with our
policy requiring them to use their authentic names and identities. And, no entities that
advertise on Facebook, including media organizations, can use deceptive, false, or
misleading content in their ads. If we become aware that our policies are being violated,
we will take action.
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Senator Harris
1.

Facebook has produced information about Russian propaganda
advertisements. Your company has also produced information about Russian
propaganda that appeared as ordinary user content. You have not, however,
provided information about the legitimate advertisements that accompanied
Russian content.
a.

How long do you retain placement and billing records for
advertisements on your services?

Face book generally retains core billing and advertisement records for as long as it is
commercially reasonable and necessary for our business.

b.

Have you instructed relevant business units to retain these records of
advertisements that accompanies Russian propaganda? If you have
not, will you immediately issue that instruction?

Face book has taken appropriate steps to retain relevant information related to IRA
activity on Facebook.

c.

How much revenue do you estimate that you earned from the
advertising that accompanied Russian propaganda?

Ads generally did not run on IRA Pages, and we expect that any revenue from such ads
would be immaterial. Ads that appear in News Feed are not connected to or endorsed by
other pieces of content in an individual's News Feed.

d.

Have you notified the advertisers whose advertisements accompanied
Russian propaganda?

Facebook has notified all its users and vendors via publicly accessible postings about
general activity associated with the IRA. Ads generally did not run on IRA Pages, and
ads that appear in News Feed are not connected to or endorsed by other pieces of content
in an individual's News Feed.

e.

What do you plan to do with the revenue that you earned from the
advertisements that accompanied Russian propaganda?

Ads generally did not run on IRA Pages, and we expect that any revenue from such ads
would be immaterial. Ads that appear in News Feed are not connected to or endorsed by
other pieces of content in an individual's News Feed. We have contributed hundreds of
thousands of dollars to the Defending Digital Democracy Project, which is a bipartisan
project launched by the Harvard Kennedy School that works to secure democracies
around the world from external influence. In addition, the investments that we are making
to address election integrity and other security issues will be so significant that we have
informed investors that we expect that the amount that we will spend will impact our
profitability.
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2.

The problems of inauthentic, false, and hyper-partisan content are much
broader than Russian propaganda.
a.

How many of the accounts on your service do you estimate are
inauthentic?

We regularly evaluate metrics to estimate the number of"false" accounts among our
monthly active users. We divide "false" accounts into two categories. The first category
includes user-misclassified accounts, where users have created personal profiles for a
business, organization, or non-human entity such as a pet. Such entities are permitted on
Face book using a Page rather than a personal profile under our terms of service. The
second category includes undesirable accounts, which represent user profiles that we
determine are intended to be used for purposes that violate our terms of service, such as
spamming. We estimate that in the third quarter of 20 17, user-misclassified and
undesirable accounts may have represented approximately two to three percent of our
worldwide monthly active users. Our estimation of false accounts can vary as a result of
episodic spikes in the creation of such accounts. Additional information relating to our
estimate of false accounts is included in our quarterly filings with the Securities and
Exchange Commission.

b.

How much of the activity on your service do you estimate is
inauthentic or false?

See response to question 2(a).

c.

How much of your annual revenue do you estimate is attributable to
inauthentic or false content?

We believe that annual revenue that is attributable to inauthentic or false accounts is
immaterial.

d.

Do you have a policy of notifying advertisers when their
advertisements accompany inauthentic or false content?

Ads do not run on Pages, so there is no advertising that "accompanies" Pages on
Face book. Ads that appear in News Feed are not connected to or endorsed by other pieces
of content in an individual's News Feed.

e.

What do you do with the revenue that you earn from advertisements
that accompany inauthentic or false content?

See response to question 2(d).

f.

If you are aware of independent estimates of inauthentic or false
content on your platform, please provide those estimates. If you
disagree with the estimates, please explain why.
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We estimate that in the third quarter of2017, user-misclassified and undesirable accounts
may have represented approximately two to three percent of our worldwide monthly
active users. The estimates of these accounts are based on an internal review of a sample
of accounts, and we apply significant judgment in making this determination. Our
estimates may change as our methodologies evolve, including through the application of
new data signals or technologies, which may allow us to identify previously undetected
duplicate or false accounts and may improve our ability to evaluate a broader population
of our users.

g.

If the independent estimates were accurate, how much of your annual

revenue would be attributable to inauthentic or false content?
Not applicable.

h.

How much of the news content that is shared on your services do you
estimate is false?

We are taking steps to better understand the prevalence of content people find to be
wrong or misleading based on the sources they trust. We must better understand if people
trust that the information they see on Facebook is credible, and one of the areas we want
to better understand is the broader category of information that people find wrong or
misleading. Defining what is false news content is difficult and controversial. While it is
difficult to estimate a formal percentage, we believe that only a very small amount of
content on Facebook is false news.

i.

How much of the news content that is shared on your services do you
estimate is hyper-partisan?

Defining what is hyper-partisan is difficult and controversial, and we do not have an
estimate.

j.

Have you conducted any studies of bow false content performs on
your services? If yes, please describe those studies and provide copies.

As part of our efforts to reduce the spread of false news and misinformation, we routinely
track and analyze how such content is disseminated on our platform based on various
signals. We do not have formal written studies or reports.

k.

Have you conducted any studies of how hyper-partisan content
performs on your services? If yes, please describe those studies and
provide copies.

We are aware of the concern that our platform may contribute to polarization, and we
have been working to understand the role that we play in discourse and information
diversity. Defining what is hyper-partisan is difficult and controversial, and we have not
conducted any formal studies on how such content spreads on the platform.
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3.

In the area of state-sponsored hacking, each of your companies has a
responsible senior executive and dedicated technical experts.
a.

Who is the senior executive responsible for countering state-sponsored
information operations? When did that executive assume that
responsibility, and what is the scope of the responsibility?

Our Chief Security Officer manages a threat intelligence team that is acutely focused on
state-sponsored information operations. He reports to Colin Stretch, Facebook's General
Counsel, who is ultimately responsible for Facebook's overall response to this threat.

b.

As of November 2016, how many of your technical employees had the

primary day-to-day task of countering state-sponsored information
operations?
In 2014, we stood up a threat intelligence team dedicated to reviewing and monitoring
for, among other things, attacks from threat actors tied to nation states. That work was
mostly directed at traditional cybersecurity, such as account compromise, surveillance,
and the dissemination of stolen information, but we did have some people addressing
state-sponsored information operations. We are expanding our threat intelligence team,
and more broadly, we are working now to ensure that we will more than double the
number of people working on safety and security at Facebook, from I 0,000 to 20,000, by
the end of 2018. Many of the people we are adding to these efforts will join our ad review
team, and we also expect to add at least 3,000 people to Community Operations, which
reviews content that our users and automated tools flag as inappropriate, dangerous,
abusive, or otherwise violating our policies. These investments will help us to enforce our
policies, including our authenticity policy, and help us to counterthreats from malicious
actors, including those who are state-sponsored. We will also significantly expand the
number of people who work specifically on election integrity before the 2018 U.S.
federal elections this fall, including people who investigate information operations by
foreign actors.

c.

As oftoday, how many of your technical employees have the primary
day-to-day task of countering state-sponsored information
operations?

Many people at Facebook have a role in countering state-sponsored information
operations and other threats. We are working now to ensure that we will more than
double the number of people working on safety and security at Facebook, from 10,000 to
20,000, by the end of2018. Many of the people we are adding to these efforts will join
our ad review team, to assess not just the content but the entire context of an election ad,
including the buyer and the intended audience. We expect to add at least 3,000 people to
Community Operations, which reviews content that our users and automated tools flag as
inappropriate, dangerous, abusive, or otherwise violating our policies. These investments
will help us to enforce our policies, to identify new kinds of abuse on our platform, and to
respond quickly to reports from our community and from law enforcement. We will also
significantly expand the number of people who work specifically on election integrity
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before the 2018 U.S. federal elections this fall, including people who investigate
information operations by foreign actors.

4.

Much of what we know about Russian propaganda is because of academic
researchers and investigative journalists. These groups do not currently have
access to the data that they need to inform the public and to build tools for
detecting state-sponsored information operations. For example, these groups
generally cannot assess the full set of public user activity associated with
state-sponsored information operations. Providing access to this data need
not come at the expense of user privacy, since these groups could be bound
by non-disclosure agreements and use privacy-preserving algorithms to
conduct their studies.
a.

Will you commit to, by the end of the year, providing five or more
independent non-profit entities with access to the data they need to
understand and counter state-sponsored information operations? If
you will, please provide specifics and a timeline for how you plan to
honor the commitment. If you will not, please explain why.

Information operations can affect the entire information ecosystem, from individual
consumers of information and political parties to governments, civil society
organizations, and media companies. We recognize that an effective response requires a
whole-of-society approach and collaboration on matters of security, education,
governance, and media literacy. We are committed not only to addressing information
and other threats that directly involve our platform, but also supporting the efforts of
others to understand and counter these threats. That's why we are supporting the
Defending Digital Democracy Project, which is a bipartisan project launched by the
Harvard Kennedy School that works to secure democracies around the world from
external influence. We are the founding sponsor of Defending Digital Democracy's first
big project: building an information sharing and analysis organization with members in
various critical areas of the democratic process. We would need to evaluate any request
for data on a case-by-case basis that would include understanding the information
security practices and capabilities of a third-party organization.

5.

Similarly, much of what we know we now know about inauthentic, false, or
hyper-partisan content is because of independent groups.
a.

Will you commit to, by the end of the year, providing five or more
independent non-profit entities with access to the data they need to
understand the prevalence and performance of inauthentic, false, or
hyper-partisan content on your services? If you will, please provide
specifics and a timeline for how you plan to honor the commitment. If
you will not, please explain why.

At Facebook, we have been working on the issue of inauthentic and false content for a
long time, and we believe that tech companies, media companies, newsrooms, and
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educators all need to work together to address these societal problems. We are engaged
with partners across these industries to help create a more informed community.
Though we are committed to doing everything we can to reduce the spread of false news,
we also need to make sure we take steps to address the problem when people do
encounter hoaxes. To that end, we are exploring ways to give people more context about
stories so they can make more informed decisions about what to read, trust, and share; we
are also exploring ways to give people access to more perspectives about the topics about
which they're reading. We are committed to collaborating with news organizations to
develop products together, providing tools and services for journalists, and helping
people get better information so they can make smart choices about what they read. We
have also joined a group of over 25 funders and participants-including tech industry
leaders, academic institutions, non-profits and third-party organizations-to launch the
News Integrity Initiative, a global consortium focused on helping people make informed
judgments about the news they read and share online.
We are also committed to working with others to protect the political process more
generally. That's why we are supporting the Defending Digital Democracy Project,
which is a bipartisan project launched by the Harvard Kennedy School that works to
secure democracies around the world from external influence. We are the founding
sponsor of Defending Digital Democracy's first big project: building an information
sharing and analysis organization with members in the various critical areas of the
democratic process.
We would need to evaluate any request for data on a case-by-case basis that would
include understanding the information security practices and capabilities of a third-party
organization.

6.

Addressing state-sponsored information operations will continue to require
cooperation among private sector entities and with the government.
a.

Have you established a formal mechanism for promptly sharing
actionable information about the state-sponsored information
operations with other online services, similar to the mechanisms that

already exist for sharing information about state-sponsored
cybersecurity threats? If not, will you commit to developing such a
mechanism?
We agree that information-sharing among companies is critical to combating constantly
evolving cyber threats, including state-sponsored information operations. We have been
working with many others in the technology industry, including Google and Twitter, on
this issue, building on our long history of working together on issues like child safety and
counterterrorism. We are already sharing more but agree that there must be a formal,
enduring effort in this area, and are working to establish an independent organization
dedicated to these efforts.
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b.

The FBI is the federal agency responsible for countering foreign
propaganda. Do you have a written policy of promptly sharing what
you learn about state-sponsored information operations with the FBI?
If not, will you commit to developing such a policy?

We have a long history of working successfully with the DOJ, the FBI, and other law
enforcement to address a wide variety of threats to our platform, including threats
emanating from Russia. When appropriate, we share our understanding of abusive
behavior on our platform with these authorities, and when we learn of a situation
involving an imminent threat of harm to a person, we immediately report the situation to
first responders. Further, as part of official investigations, government officials
sometimes request data about people who use Facebook. We have strict processes in
place to handle these government requests, and we disclose account records solely in
accordance with our terms of service and applicable law.
7.

You currently have automated systems in place to detect spam and abuse.
a.

Do you have an automated system in place to detect state-sponsored
information operations? If yes, will you provide this to the Committee
with a private briefmg on the system's design and performance? If no,
why not?

We are constantly refining our technical systems to detect and remove abuse on our
platform. We have systems that identify and remove inauthentic accounts, and we
prioritize signals that are difficult for sophisticated bad actors to disguise. We have also
incorporated signals specifically related to accounts connected to social or political
issues. And we use automated systems to help identify hate speech, terrorist and
extremist content, and other forms of abusive activity on our platform.
These systems do not differentiate on the basis of whether the bad actor is or may be
state-sponsored. The challenge of attributing online activities to specific governments or
organizations is widely recognized in the intelligence and law enforcement communities.
It is extremely challenging to definitively attribute online activity to particular threat
actors, and we often rely on information from others, like information included in the
January 6, 2017 DNI report, to identify actors behind abuse that we observe and to better
understand these issues.
We do not share detailed descriptions of how our tools work in order to avoid providing a
road map to bad actors who are trying to avoid detection.
8.

You have promised to adopt additional transparency and verification
requirements for political advertising.
a.

Please detail the new requirements and your timeline for
implementing those requirements

We support efforts to promote greater transparency in political advertising online
and recently announced steps to make advertising on Facebook more transparent,
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increase requirements for authenticity, and strengthen our enforcement against ads that
violate our policies. See https://newsroom.fb.com/news/2017/10/update-on-ouradvertising-transparency-and-authenticity-efforts/. We'll require more thorough
documentation from advertisers who want to run election-related ads. We expect these
reforms to be in effect by the 2018 U.S. federal elections this fall, and will progress from
there to additional contests and elections in other countries and jurisdictions. As part of
the documentation process, advertisers may be required to identify that they are running
election-related advertising and verify both their entity and location. Once verified, these
advertisers will have to include a disclosure in their election-related ads, which reads:
"Paid for by." When users click on the disclosure, they will be able to see details about
the advertiser, and we will maintain a searchable archive of information. Like other ads
on Facebook, they will also be able to see an explanation of why they saw that particular
ad. For political advertisers that do not proactively disclose themselves, we are building
machine learning tools that will help us find them and require them to verify their
identity.

b.

How do you define the political advertisements that are covered by
the new requirements? Why did you adopt the definition that you
did?

We support efforts to promote greater transparency in political advertising online
and recently announced steps to make advertising on Facebook more transparent,
increase requirements for authenticity, and strengthen our enforcement against ads that
violate our policies. But our commitment to ad transparency is not limited to political ads.
While our most recent announcements have focused on election-related ads-although
not necessarily only ads that mention candidates by name-we are bringing greater
transparency to all ads by making sure that people can see all ofthe ads run by any Page,
regardless of whether those ads are targeted to them.

c.

Will you commit to including within your definition, at a minimum,
advertisements that advocate for or against a specific candidate,
political party, piece oflegislation, regulatory action, or ballot
referendum? If not, why not?

Our commitment to ad transparency is not limited to political ads. While our most recent
announcements have focused on election-related ads-although not necessarily only ads
that mention candidates by name-we are bringing greater transparency to all ads by
making sure that people can see all of the ads run by any Page, regardless of whether
those ads are targeted to them.

9.

Your platform offers a range of advertisement targeting criteria.
a.

Which types of targeting criteria, such as demographic, behavioral,
lookalike, or email matching did Russia use for its information
operations?

We have provided the targeting criteria to this Committee along with the ads themselves.
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10.

Have you seen any evidence of state-sponsored information operations
associated with American elections in 2017, including the gubernatorial
elections in Virginia and New Jersey?

We have learned from the 2016 election cycle and from elections worldwide this last
year. We have incorporated that learning into our automated systems and human review
and have greatly improved in preparation for the upcoming elections. We hope to
continue learning and improving through increased industry cooperation and dialogue
with law enforcement moving forward.

11.

User reports are an important signal of when an account is not authentic.
a.

How frequently do you receive user reports about inauthentic
accounts?

User reports are an important signal, and we rely on our community to help identify
inauthentic accounts. Facebook's Community Operations team receives millions of
reports each week about content that may violate our community standards, including
about potential inauthentic accounts.

b.

What is your process for responding to those reports? How often does
that process usually take?

Our community of users helps us by reporting accounts or content that may violate our
policies. Our Community Operations team-which is growing significantly over this
year-works around the world, 24 hours a day, and in dozens oflanguages to review
these reports.

c.

What proportion of those reports result in an account restriction,
suspension, or removal?

When we review accounts that have been reported, we look for any violation of our
policies, not just for the violation that may have been identified by the reporter. When our
review identifies a policy violation, remedies may include feature disabling, content
removal, checkpointing, or account disabling. The severity of the remedy is dictated by
the policy violation in question, as well as its frequency and whether the account is a
repeat offender.

d.

Among the reports that you decline to take action on, what proportion
involve reported accounts that you subsequently identify as
inauthentic?

Our automated processes for identifying fake accounts typically take effect before we
receive reports. Whether an account has been reported multiple times does not affect
whether it is disabled. Our reviewers are trained to look for violations and enforce our
policies consistently and as objectively as possible.
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e.

How many of the accounts that you have identified as associated with
Russian information operations were the subject of a user report?
Please provide all the user reports associated with these accounts and
the actions you took in response including the specific time for the
report and each action.

We are not aware that any of these accounts were reported as inauthentic.
12.

Much of the public discussion about state-sponsored information operations
on your platforms has centered on the Internet Research Agency. That is not
the only group surreptitiously spreading state-sponsored propaganda.
a.

What other groups are you tracking that are affiliated with the
Russian government?

We have used "the Internet Research Agency" or "the IRA" to describe a set of actors
that were active on our platform during the 2016 U.S. election cycle. We removed
accounts linked to those actors in August 2017, and we are continually on the lookout for
recidivist actors. These actors may have called themselves by other names, including
Glavset.
We have also tracked activity from a cluster of accounts we have assessed to belong to a
group, APT28, that the U.S. government has publicly linked to Russian military
intelligence services and the "DCLeaks" organization.
b.

What other countries do you believe are conducting state-sponsored
information operations on your platforms? Please describe the groups
that you are tracking for each country, including both government
agencies and affiliates.

It is extremely difficult to definitively attribute online activity to particular threat actors,
including state actors. We are constantly monitoring for threat actors who, like the IRA,
are engaged in state-sponsored information operations.
13.

According to news reports, Russia's propaganda is not just online. Russia
appears to have organized pro-Trump rallies across Florida during the 2016
campaign, for example, convened an anti-immigrant, anti-Muslim rally in
Idaho, and orchestrated a protest and a counter-protest at an Islamic center
in Texas.
a.

What data does Facebook possess about the real-world gatherings
that were associated with Russian propaganda?

A total of 129 events were created across 13 IRA Pages. Approximately 338,300 unique
accounts viewed these events. About 25,800 accounts marked that they were interested in
an event, and about 62,500 marked that they were going to an event. We do not have data
about the realization of these events.
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b.

Will Facebook make that data public to increase awareness of the
threat?

We believe we have a responsibility to be transparent about what we know regarding
foreign influence in our election, which is why, as we have discovered information, we
have come forward with it to this Committee and to share information publicly. In an
effort to provide additional transparency, we recently launched a portal to enable people
on Facebook to learn which of the IRA Facebook Pages or lnstagram accounts they may
have liked or followed between January 2015 and August 2017. This tool is available to
users in the Facebook Help Center.

c.

How many individuals checked-in at, liked, or shared event pages
associated with Russian propaganda?

See response to question 13(a).

14.

Recent news reports indicated that Facebook collects, analyzes, and uses a
range of information from consumers for purposes of the "Find Friends"
feature.
a.

What information does Facebook collect, analyze, and use for this
feature? How is the data collected, analyzed, and used?

b.

Is the information visible to a consumer? If not, will you commit to

making this information visible?
c.

Can a consumer edit or delete the information? If not, will you
commit to enabling consumers to edit or delete the information?

d.

Can an advertiser target ads based on this information?

e.

Is there any indication Russia may have used or attempted to use this

information to advance its information operations?
People You May Know can help Facebook users find friends on Facebook. People You
May Know suggestions come from things such as having friends in common, or mutual
friends; being in the same Face book group or being tagged in the same photo; users'
networks (for example, school or work); and contacts users have uploaded. We give
people context when we suggest someone with mutual friends. Users may delete contacts
that they have uploaded to Face book, in which case that information is no longer used for
People You May Know. Face book does not allow advertisers to target ads based on
People You May Know.

15.

Inauthentic accounts can be disabled subsequent to automated or manual
review.
a.

What role do automated and human review play in your decision to
disable a suspected inauthentic account?
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We rely on both automated and manual review, and we are now taking steps to strengthen
both. We continually update our technical systems to identify, checkpoint, and remove
inauthentic accounts. We block millions of attempts to register fake accounts every day.
These systems examine thousands of detailed account attributes and prioritize signals that
are more difficult for bad actors to disguise, such as their connections to others on our
platform. We do not share detailed descriptions of how our tools work in order to avoid
providing a road map to bad actors who are trying to avoid detection.

b.

Do you require that a human employee review a suspected inauthentic
account before it is disabled?

When we suspect that an account is inauthentic, we typically enroll the account in a
checkpoint that requires the account holder to provide additional information or
verification. We view disabling an account as a severe sanction, and we want to ensure
that we are highly confident that the account violates our policies before we take
permanent action. When we have confirmed that an account violates our policies, we
remove the account.

c.

If so, given the rate at which inauthentic accounts can be regenerated,

how do you anticipate remaining ahead of the problem?
We continually update our technical systems to identify, checkpoint, and remove
inauthentic accounts, and we block millions of attempts to register fake accounts every
day. These systems examine thousands of detailed account attributes and prioritize
signals that are more difficult for bad actors to disguise, such as their connections to
others on our platform. We also look for recidivists who repeatedly create inauthentic
accounts. We do not share detailed descriptions of how our tools work in order to avoid
providing a road map to bad actors who are trying to avoid detection.

d.

What are you doing to improve automation in the process of detecting
and disabling inauthentic accounts?

As explained above, we continue to learn common traits of bad actors and to update our
systems to better identify and remove inauthentic accounts.

e.

What are you doing to make it more difficult to establish inauthentic
accounts?

The combination of our constantly updated technical systems and human review aids us
in preventing the creation of fake accounts and in discovering and removing them if they
are created. It is an evolving process and as new methods are used by bad actors creating
inauthentic accounts, we will develop new solutions for identification and prevention.
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Senator McCain
1.

Current campaign finance law establishes disclosure standards for television,
radio, and print media. The Pew Research Center recently found that 65
percent of Americans identified an Internet-based source as their leading
source of information about the 2016 election.
a.

Under current law, to what extent is Face book responsible for
providing a similar quality of disclosure to the public?

Facebook requires advertisers to comply with all applicable laws and with our policies,
including our authenticity policy. We are also implementing new verification and
disclosure standards on Facebook that will bring greater transparency to political
advertising on our platform in general and make it easier for us to enforce our policies.
Starting with the 2018 U.S. federal elections this fall, we will require these advertisers to
identify who is paying for the ads to Facebook and to the public. For election advertisers
who do not self-identify, we are building automated tools that will help us identify these
ads proactively.

2.

The Honest Ads Act requires disclosures and disclaimers for entities engaging
in paid and intentional campaign activity, all in an effort to better
understand and detect illegal activity, like foreign interference. Given the
unique nature and accessibility of social media, bringing campaign finance
law into the digital realm poses some challenges.
a.

What can Facebook and Congress do to ensure that free speech is not
violated in this process?

Facebook is a platform for people to express themselves freely and openly, and we are
working to strike the right balance between enabling free expression and ensuring that
our platform is safe. Our policies are aimed at encouraging expression and respectful
dialogue. Facebook believes that transparency in political advertising and authentic
dialogue promotes open and effective democracies. We are taking several steps to make it
clear who is running election ads on Facebook and to identify and remove inauthentic
accounts. To ensure that advertising is as transparent on other platforms as it is on
Face book, we support industry-wide standards that provide clear and consistent guidance
to advertisers regarding their disclosure obligations.

3.

The public nature of television, radio, and print ensures that political
advertisements are subject to scrutiny of the press, fact-checkers, and
political opponents. Political advertisements sold on Face book, however, can
be targeted towards specific groups, and frequently bear no indication as to
the purchaser of the advertisement.
a.

Does Facebook have plans to create a permanent online record where
the public is able to monitor the content and ownership of certain
advertisements?
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We support efforts to promote greater transparency in political advertising online
and recently announced steps to make advertising on Face book more transparent,
increase requirements for authenticity, and strengthen our enforcement against ads that
violate our policies. See https://newsroom.fb.com/news/2017/10/update-on-ouradvertising-transparency-and-authenticity-efforts/. We'll require more thorough
documentation from advertisers who want to run election-related ads. We expect these
reforms to be in effect by the 2018 U.S. federal elections this fall and will progress from
there to additional contests and elections in other countries and jurisdictions. As part of
the documentation process, advertisers may be required to identify that they are running
election-related advertising and verify both their entity and location. Once verified, these
advertisers will have to include a disclosure in their election-related ads, which reads:
"Paid for by." When users click on the disclosure, they will be able to see details about
the advertiser, and we will maintain a searchable archive of information. Like other ads
on Facebook, they will also be able to see an explanation of why they saw that particular
ad. For political advertisers that do not proactively disclose themselves, we are building
machine learning tools that will help us find them and require them to verify their
identity.

4.

Facebook's Terms of Service require that paid advertisers use authentic
information in the purchase and promotion of their content.
a.

What steps has Facebook taken to monitor and enforce this
requirement?

Facebook builds and updates technical systems every day to better identify and remove
inauthentic accounts, which also helps reduce the distribution of material that can be
spread by accounts that violate our policies. Each day, we block millions of fake accounts
at registration. Our systems examine thousands of account attributes and focus on
detecting behaviors that are very difficult for bad actors to fake, including their
connections to others on our platform. By constantly improving our techniques, we also
aim to reduce the incentives for bad actors who rely on distribution to make their efforts
worthwhile.
We are also implementing new verification and disclosure standards on Facebook that
will bring greater transparency to political advertising on our platform in general and
make it easier for us to enforce our policies. Starting with the 2018 U.S. federal elections
this fall, we will require these advertisers to identify who is paying for the ads to
Facebook and to the public. For election advertisers who do not self-identify, we are
building automated tools that will help us identify these ads proactively.
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January 15,2018

Questions for the Record
Senate Select Committee on Intelligence
Hearing on Social Media Influence in the 2016 U.S. Elections
November 29, 2017
Questions for the Record for Mr. Sean Edgett, Acting General Counsel, Twitter.

[From Chairman Bu"]
1.

What procedures must the Russian government follow to compel the production of
customer-created content or personally identifiable information from your
company?

Twitter publishes global guidelines for law enforcement personnel that explain our
policies and the process for submitting requests for information. See https://help.twitter.com/en/
rules-and-policies/twitter-law-enforcement-support. Since 2012, Twitter has published bi-annual
Transparency Reports, reflecting the number of requests that we have received for user
information and content removal on a per-country basis, including requests from Russia. See
https://transparency.twitter.com/.
Although we have received requests for user information from Russian government
entities, the number of requests per reporting period has been relatively small compared to
requests from other jurisdictions. As the Transparency Reports indicate, Twitter has not
complied with any of those requests. See, e.g., Fig. I below (showing Twitter's Transparency
Report table reflecting 0% compliance for information requests from Russia).
Fig. I: Summary oflnformation Requests from Russia
Russia
Russia information reQuests
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2.

Has the Russian government compelled the production of customer-created content
or personally identifiable information from your company?

3.

If so, has your company complied with such efforts by the Russian government to
compel the production of customer-created content or personally identifiable
information?

4.

Has your company ever refused to comply with efforts by the Russian government
to compel the production of customer-created content or personally identifiable
information? If so, have any of these efforts been successful?

5.

Has your company provided any content created by a U.S. person or personally
identifiable information about a U.S. person to the Russian government?

6.

More specifically, has your company provided to the Russian government the
content of any direct messages sent to or from a U.S. person?

7.

Has your company provided to the Russian government any information that could
be used to determine the location of a U.S. person?
The answers to questions 2-7 are provided in response to question 1.

8.

The persona, GUCC1FER2.0 (@GUCCIFER_2), emerged in June 2016 and almost
immediately started to post material purportedly hacked from the Democratic
National Committee (DNC), linking to a seemingly related WordPress site.
•

When did Twitter become aware that the @GUCCIFER_2 account was posting
links to a site containing material hacked from the DNC?

•

What investigation, if any, did Twitter perform into the @GUCCIFER_2
account?

•

If an investigation was conducted, to whom were the results provided?

•

Did Twitter provide any information about @GUCCIFER_2 to U.S. law
enforcement or the U.S. Intelligence Community?

•

Why is the @GUCCIFER_2 permitted to remain active on Twitter?

Our ability to respond to these questions is limited because we are unable to comment on
whether or not we received requests related to any specific law enforcement investigations.
Twitter maintains a dedicated 24/7 team to respond to law enforcement requests. We
work closely with U.S. law enforcement agencies around the country and promptly respond to
properly scoped and valid legal process. To the extent we are permitted to do so by law, we
make available to the Twitter community and the general public bi-annual, high-level reports
summarizing the types of requests we receive and Twitter's responses, if any. See
https://transparency. twitter.com.
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Our Rules prohibit users from posting content that violates our private infonnation
policy, unless those individuals provide express authorization and pennission for Twitter users to
do so. An example of private infonnation covered by the policy includes, but is not limited to, a
non-public personal email address. Sharing private infonnation on the platfonn could pose
serious safety and security risks for the person whose infonnation is shared and is a violation of
the Twitter Rules, which we take very seriously.
When we receive a complaint that private infonnation was shared on our platfonn,
Twitter will take appropriate action under its policies, which can include temporarily suspending
the account in question pending removal of the private infonnation posted in violation of the
Twitter Rules. Subsequent violations of the Twitter Rules can result in a pennanent suspension.
Twitter applies these rules to all accounts, including the account referenced in the question, and
has taken action when that account or others do not comply with the Twitter Rules.

9.

Relatedly, another account, currently also named Guccifer2.0 (@Guccifer2) was one
of the first accounts to welcome @GUCCIFER_2 to Twitter, responding to the
latter's first Tweet. The @Guccifer2 account has been identified, through Twitter's
application programming interface (API), to have been created on June 9, 2016.
The moniker "Guccifer2.0" did not publicly exist until @GUCCIFER_2 emerged,
which did not occur until June 16, 2016.
•

Has Twitter conducted an investigation as to how the account @Guccifer2 and
the @GUCCIFER_2 account interacted?

•

Has the @Guccifer2 account used any other names or handles? If so, when did
the change to Guccifer2.0/@Guccifer2 occur?

•

What investigation, if any, did Twitter perform into the @Guccifer2 account?

•

If an investigation was conducted, to whom were the results provided?

•

Did Twitter provide any information about @GUCCIFER2 to U.S.Iaw
enforcement or the U.S. Intelligence Community?

Our ability to respond to these questions is limited because we are unable to comment on
whether or not we received requests related to any specific law enforcement investigations.
As noted above, Twitter works closely with U.S.law enforcement to promptly respond to
properly scoped and valid legal process. To the extent we are pennitted to do so by law, we
make available to the Twitter community and the general public bi-armual, high-level reports
summarizing the types of requests we receive and Twitter's responses, if any. See
https://transparency.twitter.com. Any law enforcement requests that Twitter received in
reference to this account would be addressed consistent with Twitter's Law Enforcement
Guidelines.
Twitter users are permitted to change their usemames (also referred to as their handles)
and display names over time while maintaining an account on our platform. Once a Twitter user
changes a usemame, the prior usemame and date of the change is no longer visible on Twitter or
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via our application programming interface ("API"). More information about how Twitter
account holders can update this information is available through Twitter's Help Center. See
https://help.twitter.com/en/managing-your-account/change-twitter-handle.
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[From Vice Chairman Warner]

10.

or 48 million
Outside researchers suggest that as much as 15% of the accounts
on Twitter are automated bots, while Twitter has consistently
accounts
contended the proportion of automated accounts is much lower.
•

If the researchers are inaccurate with respect to the number of fake accounts on
your platform, as you suggest, what steps will you commit to take to assist these
researchers with providing the real information?

We regularly receive and welcome input from researchers and Twitter users about ways
in which we can optimize our detection and enforcement methods with respect to false or spam
accounts. We are committed to continuing to work on refining those tools and to update the
public and the Twitter community periodically about our estimates and analysis. And Twitter is
unique in the transparency it provides about public Tweet data via our application programming
interface ("API"). Through our API, we provide developers, researchers, and other third parties
access to public Twitter content. This service is a hallmark of our commitment to transparency,
collaboration, and innovation.
Based on a review of a representative sample of accounts, we estimate that false or spam
accounts represent less than 5% of our MAUs. Our estimates are lower than those reported by
outside researchers because although we can make a significant amount of information public,
researchers do not have access to critical internal information necessary to make an accurate
determination of the scale of spam, false accounts or automated bots on Twitter. As a result,
reports from third-party researchers often overestimate the true volume of such accounts on our
platform-sometimes by large orders of magnitude.
While our detection tools for false or spam accounts rely on a number of inputs and
variables and do not operate with I 00% precision, they are informed by data not available
outside of Twitter. Our internal researchers have access to and can analyze a number of different
signals including, among other things, email addresses, phone numbers, login history, and other
non-public account and activity characteristics that enable us to conduct a more thorough review
and reach more accurate conclusions as to whether the account in question is fake or spam. We
keep such information confidential and do not make it available to researchers in order to protect
the privacy of our users.
Because third-party researchers do not have access to internal signals that Twitter can
access, their bot and spam detection methodologies must be based on public information and
often rely on human judgment, rather than on internal signals available to us. One common
model for determining whether an account is fake or automated is the "Botometer model," which
compares publicly available account features, such as Tweet count, follower count, and use of
language, to the characteristics exhibited by purportedly "known" bots. The initial evaluation of
whether an account is or is not a bot, however, relies on an individual assessment and is,
therefore, inherently imprecise.
The studies that rely on information from the Twitter API to identify automated accounts
similarly overestimate both the number and impact of these accounts because our internal
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detection tools and filtering techniques are not available to third parties. Those tools enable us to
remove from the platform malicious automated accounts (and content generated by such
accounts), but the accounts may nevertheless appear in the data stream that researchers access
through our API, thus inaccurately reflecting the traffic on Twitter.
A study conducted by the University of Southern California and Indiana University
estimated that as much as 15% of Twitter accounts are automated, spam accounts. That estimate,
however, was based on a prediction of whether a user may or may not be an automated account
and was derived from human judgments about an account's attributes. The authors of the study
acknowledge that detecting automated accounts "is a hard task. Many criteria are used in
determining whether an account is controlled by a human or a bot, and even a trained eye gets it
wrong sometimes." See https://botometer.iuni.iu.edu/#!/faq#bot-threshold.
In addition to our ongoing steps to promote transparency about our platform through the
API, as we have announced, we are also committed to donating the $1.9 million we projected to
have earned from RT advertising to support external research into the use of Twitter in civic
engagement and elections, including the use of malicious automation and misinformation.

11.

What are your policies regarding the distribution of hacked and stolen emails from
your platform?

The use of Twitter to distribute hacked or stolen emails or documents may implicate a
number of the Twitter Rules, including our prohibitions on posting private information,
infringement of intellectual property rights, and/or unlawful use. For example, users are
prohibited from posting other people's private information, unless those individuals provide
express authorization and permission for Twitter users to do so. This policy protects information
such as non-public personal email addresses and mobile phone numbers.
In addition, under the unlawful use provision of the Twitter Rules, users are prohibited
from using Twitter's "service for any unlawful purpose or in furtherance of illegal activities" and
"[i]nternational users agree to comply with all local laws regarding online conduct and
acceptable content." See Twitter User Agreement-Twitter Rules, https://twitter.corn/en/tos.
Twitter has processes in place for law enforcement and private parties to report Twitter Rules
violations to us and to submit legal requests and court orders for removal of illegal content.
When Twitter detects content posted in violation of our rules and policies, we may take a range
of enforcement actions, including requiring the deletion of specific content, withholding an
account or specific Tweets where they are unlawful, or suspending the account.

12.

We've seen that bad actors are working across the various platforms to spread their
disinformation. It has proven true in the past several months that identifying fake
accounts on one platform can facilitate identification on other platforms.
•

Do you share data with other firms?

•

What concrete steps are you taking to share information to improve detection?

Twitter has partnered with other platforms to make progress against common threats. In
June 2017, for example, we launched the Global Internet Forum to Counter Terrorism (the
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"GIFCT"), a partnership among Twitter, YouTube, Facebook, and Microsoft. The GIFCT
facilitates, among other things, information sharing; technical cooperation; and research
collaboration, including with academic institutions.
The GIFCT has created a shared industry database of"hashes"-unique digital
"fingerprints"-for violent terrorist imagery or terrorist recruitment videos or images that have
been removed from our individual services. The database allows a company that discovers
terrorist content on one of their sites to create a digital fingerprint and share it with the other
companies in the forum, who can then use those hashes to identify such content on their services
or platforms, review against their respective policies and individual rules, and remove matching
content as appropriate, or even block extremist content before it is posted in the first place. The
database now contains more than 40,000 hashes. lnstagram, Justpaste.it, Linkedln, Oath, and
Snap have also joined this initiative, and we are working to add several additional companies in
2018. Twitter also participates in the Technology Coalition, which shares images to counter
child abuse.
Twitter understands that, to succeed, we must combine information, knowledge, and
effort with industry partners, civil society, academic institutions, and government. We do not
compete against other companies on our ability to detect and label malicious content on our
platform; instead, we recognize that we will all be stronger if we view this as a shared threat.
We are committed to a continued collaborative approach and believe it will prove successful
going forward.

13.

Press investigations have found that for as little as $100 it is possible to buy a "bot
army" via unscrupulous underground online actors, enabling the coordinated
propagation of tweets, including of false information, to create trending topics. The
Daily Beast publication investigated and was able to buy 1000 Twitter accounts for
just $45. 1
•

Is it a violation of your Terms of Service to buy and sell bots?

•

What safeguards do you have in place to prevent this type of activity?

Twitter strictly prohibits the purchasing and selling of account interactions on our
platform. We advise our users that, by purchasing followers, Retweets, and likes, they are often
purchasing bots, fake, or hacked accounts. Accounts found to have purchased, sold, or promoted
the selling of followers, Retweets, and likes are in violation of the Twitter Rules and may be
subject to suspension. See https://help.twitter.com/en/rules-and-policies/twitter-rules.
The Twitter Rules prohibit using automation tools for the purpose of generating spamunwanted content consisting of multiple postings either from the same account or from multiple
coordinated accounts. While "spam" is frequently viewed as having a commercial element,
since it is a typical vector for spreading advertising, Twitter's Rules take an expansive view of
spam because it negatively impacts the user experience. Examples of spam violations on Twitter
include automatically Retweeting content to reach as many users as possible, automatically
1

https://www.thedailybeast.com/i-bought-a-russian-bot-anny-for-under-dollarl!OO
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Tweeting about topics on Twitter in an attempt to manipulate trends, generating multiple Tweets
with hashtags unrelated to the topics of those hashtags, repeatedly following and unfollowing
accounts to tempt other users to follow reciprocally, Tweeting duplicate replies and mentions,
and generating large volumes of unsolicited mentions.
Our systems are built to detect malicious automated and spam accounts across their
lifecycles, including detection at the account creation and login phase and detection based on
unusual activity (e.g., patterns of Tweets, likes, and follows). Our ability to detect such activity
on our platform is bolstered by internal, manual reviews conducted by Twitter employees. Those
efforts are further supplemented by user reports, which we rely on not only to address the content
at issue but also to calibrate our detection tools to identify similar content as spam.
Once our systems detect an account as generating spam, we can take action against that
account at either the account level or the Tweet level. Depending on the mode of detection, we
have varying levels of confidence about our determination that an account is violating our rules.
We have a range of options for enforcement; generally, the higher our confidence that an account
is violating our rules, the stricter our enforcement action will be, with immediate suspension as
the harshest penalty. If we are not sufficiently confident to suspend an account on the basis of a
given detection technique, we may challenge the account to verify a phone number or to
otherwise prove human operation, or we may flag the account for review by Twitter personnel.
Until the user completes the challenge, or until the review by our teams has been completed, the
account is temporarily suspended; the user cannot produce new content (or perform actions like
Retweets or likes), and the account's contents are hidden from other Twitter users.
We also have the capability to detect suspicious activity at the Tweet level and, if certain
criteria are met, to internally tag that Tweet as spam or otherwise suspicious. Tweets that have
been assigned those designations are hidden from searches, do not count toward generating
trends, and generally will not appear in feeds unless a user follows that account. Typically, users
whose Tweets are designated as spam are also put through the challenges described above and
are suspended if they cannot pass.
For safety-related Terms of Service ("TOS") violations, we have a number of
enforcement options. For example, we can stop the spread of malicious content by categorizing
a Tweet as "restricted pending deletion," which requires a user to delete the Tweet before the
user is permitted to continue using the account and engaging with the platform. So long as the
Tweet is restricted-and until the user deletes the Tweet-the Tweet remains inaccessible to and
hidden from all Twitter users. The user is blocked from Tweeting further unless and until he or
she deletes the restricted Tweet. This mechanism is a common enforcement approach to
addressing less severe content violations of our TOS outside the spam context; it also promotes
education among our users. More serious violations, such as posting child sexual exploitation or
promoting terrorism, result in immediate suspension and may prompt interaction with law
enforcement.
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14.

If Twitter feels it is important to allow for bots on its platform, then why not require
a disclosure that a bot account is non-human? Why not ensure that your real users
know when they are interacting with an automated bot?

Because automated content can originate with any type of account, such disclosure would
necessarily be both over-inclusive and under-inclusive. For example, certain automation tools
that do not violate our rules enable users to schedule their Tweets to post automatically at a
particular time or in response to specific activity. Since they may be utilized by individual users,
applying a categorical designation to accounts that employ those tools would not accurately
characterize such accounts.
It is important to note, moreover, that not all automation is malicious. Automation is
essential for certain informational content, particularly when time is of the essence, including for
law enforcement or public safety notifications. Examples include Amber Alerts, earthquake and
other storm warnings, and notices to "shelter in place" during active emergency situations.
Automation is also used to provide customer service for a range of companies. For example, as
of April 2017, users are able to Tweet @TwitterSupport to request assistance from Twitter. If a
user reports a forgotten password or has a question about our rules, the initial triage of those
messages is performed by our automated system-a Twitter-developed program to assist users in
troubleshooting account issues.

To maintain the integrity of our platform and to ensure a positive user experience,
Twitter's approach to addressing the spread of malicious automation is to focus on problematic
behavior and abuse, and on accounts that engage in such behavior. To that end, we monitor
various behavioral signals related to the frequency and timing of Tweets, Retweets, likes, and
other such activity, as well as to similarity in behavioral patterns across accounts, in order to
identify accounts which are likely to be automated and acting in a malicious automated and
coordinated fashion. When we identify such accounts or abusive activity, we take action to
prevent them from interfering with the integrity of the platform and detracting from the positive
experience of our users.
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[From Senator Collins/

15.

What provision in your Terms of Service ensures that political advertisements
targeted toward the United States are purchased by an American citizen?

As part of our ads transparency and electioneering ads efforts announced in October
2017, Twitter will require advertisers to go through an onboarding process, which will obligate
them to provide information about how they are funding their media buys. For advertisers who
do not self-identify but who run electioneering ads, we will use a combination of machinelearning models and human manual review to detect and halt these advertisers until they have
correctly onboarded with us as an electioneering advertiser.
While it is possible that foreign governments may attempt to purchase ads through
consultants or management companies, Twitter's upcoming Transparency Center is intended to
provide identifying information about any such companies and their other advertising activities
on Twitter. That information will better enable users and outside parties to conduct their own
research or evaluation regarding particular ads.
If Twitter concluded that any advertiser was running an unlawful ad on Twitter, Twitter
would restrict the user from such further action, remove the ad, or both as appropriate.
16.

Do your Terms of Service prohibit users from influencing elections in other
countries?

Twitter is a global platform with more than 330 million monthly active users around the
world. Facilitating organic, robust debate and commentary about important events around the
world is a core part of Twitter's mission. So long as our users do not violate the Twitter Rules or
the Twitter Terms of Service, we do not place restrictions on the organic content that they choose
to Tweet about and share with their followers, including when that content contains commentary
about elections in other countries.
By contrast, unlawful interference with elections is prohibited. As noted in the unlawful
use provision of the Twitter Rules, users are prohibited from using Twitter's "service for any
unlawful purpose or in furtherance of illegal activities" and "[i]ntemational users agree to
comply with all local laws regarding online conduct and acceptable content." Twitter User
Agreement-Twitter Rules, available at https://twitter.corn!en/tos. For example, during the
period leading up to the 2016 election, Twitter took action on Tweets that suggested to users that
they can vote by text message. Because the Tweets in question appeared to mislead users into
believing that they could vote online or vote by text, Twitter viewed them as an unlawful
interference with the voting process and took action against those accounts and Tweets.
17.

If a foreign national working on behalf of a foreign intelligence service was an
authentic user in real name on your platform, could be post divisive, but non-violent
content related to a U.S. election without violating your Terms of Service? Would be
be able to purchase political advertising?

Twitter is committed to providing a service that fosters and facilitates free and open
democratic debate and that promotes positive change in the world. Twitter has a history of
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facilitating civic engagement and political freedom, and we intend for Twitter to remain a vital
avenue for free expression here and abroad. As a global platform, we believe that our users
benefit from the exchange of ideas with other users around the world. Accordingly, unless an
account or a user violates the Twitter Rules or the Twitter Terms of Service-including by
engaging in abusive behavior, promoting violence, harassing individuals, or using the platform
for unlawful purposes-we do not restrict the type of content they choose to share with their
followers based on their nationality or citizenship.
Advertisements generally receive a different type of review than organic Tweets. This is
because organic Tweets are generally shown to people who choose to follow the user that sends
the Tweet, while ads-Promoted Tweets--can be served to a broader audience, including users
who have not chosen to follow the user or account that generated the ad. And Twitter places
greater limitations on the type of content that can be promoted with Twitter ads compared to
organic content that our users generate. In addition, foreign nationals may be subject to legal
restrictions governing campaign contributions and electioneering. If Twitter concluded that any
advertiser, including a foreign national, was running an unlawful ad on Twitter, Twitter would
restrict the user from such further action, remove the ad, or both as appropriate.
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{From Senator Feinstein}

18.

Twitter has conceded that the number of people exposed to content from foreign
groups online is far more pronounced through organic traffic and fake accounts
than it is through paid advertising. Troublingly, it does not appear there is a proven
method for combatting the spread of fake accounts created to sow division in
society. Although the Committee has heard testimony indicating that Twitter has a
number of ways to detect "bot-like" activity, as recently as August 2017, divisive
foreign unpaid content designed to polarize and anger the American people could be
found on Twitter.
•

What specific actions is Twitter taking to combat this type of divisive unpaid
activity on an on-going basis?

We are committed to addressing the spread of misinformation on our platform-and to
prevent future attempts to interfere with U.S. elections-but we recognize that spam and
malicious automation are not limited to political content and can undermine the positive user
experience we seek to offer regardless of content. Twitter's approach to addressing the spread of
malicious automation and inauthentic accounts on our platform is to focus on identifying
problematic behavior and abuse, not primarily on the content that such accounts attempt to
disseminate. This is not to say that the content is not important--or that content has no place in
our analysis-but we recognize that those who are seeking to influence a wide audience must
find ways to amplify their messages across Twitter. As with spam and terrorist content, these
behaviors frequently provide more precise signals than focusing on content alone.
Accordingly, we monitor various behavioral signals related to the frequency and timing
of Tweets, Retweets, likes, and other such activity, as well as to similarity in behavioral patterns
across accounts, in order to identify accounts that are likely to be maliciously automated or
acting in an automated and coordinated fashion in ways that are unwelcome to our users. We
monitor and review unsolicited targeting of accounts, including accounts that mention or follow
other accounts with which they have had no prior engagement. For example, if an account
follows I ,000 users within the period of one hour, or mentions I ,000 accounts within a short
period of time, our systems are capable of detecting that activity as aberrant and as potentially
originating from suspicious accounts.
Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
stop bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
Since the 2016 election, we have made significant improvements to reduce external
attempts to manipulate content visibility. These improvements were driven by investments in
methods to detect malicious automation through abuse of our API, limit the ability of malicious
actors to create new accounts in bulk, detect coordinated malicious activity across clusters of
accounts, and better enforce policies against abusive third-party applications.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00147

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 74 here 27398.074

LAP51NQ082 with DISTILLER

12

142
In addition, we have developed new techniques for identifying patterns of activity
inconsistent with legitimate use of our platform (such as near-instantaneous replies to Tweets,
nonrandom Tweet timing, and coordinated engagement), and we are currently implementing
these detections across our platform. We have improved our phone verification process and
introduced new challenges, including reCAPTCHA (utilizing an advanced risk-analysis engine
developed by Google), to give us additional tools to validate that a human is in control of an
account. We have enhanced our capabilities to link together accounts that were formed by the
same person or that are working in concert. And we are improving how we detect when
accounts may have been hacked or compromised.
With our improved capabilities, we are now detecting and blocking approximately
450,000 suspicious logins each day that we believe to be generated through automation. In
September 2017, our systems identified and challenged an average of four million suspicious
accounts per week, which represents more than double our rate of detection at this time last year.
Over three million of those accounts were challenged upon signup, before their content or
engagements could impact other users. Between June and September 2017, we also suspended
more than 117,000 malicious applications for API abuse. Those applications were collectively
responsible for more than 1.5 billion Tweets in 2017.
We plan to continue building upon our 2017 improvements, including through
collaboration with our peers and investments in machine-learning capabilities that help us detect
and mitigate the effect on users of fake, coordinated, and malicious automated account activity.
We have also observed the expansion of malicious activity on our platform from
automated accounts to human-coordinated activity, which poses additional challenges to making
our platform safe. We are determined to meet those challenges and have been successful in
addressing such abusive behavior in other contexts. We are committed to leveraging our
technological capabilities in order to do so again by carefully refining and building tools that
respond to signals in the account behavior. For example, as of September 2017, 95% of account
suspensions for promotion of terrorist activity were accomplished using our existing proprietary
detection tools-up from 74% in 2016. These tools focus on indicia of violating activity beyond
the content of the Tweet. We are confident that the combination of our dedicated teams, our
detection tools, and other technological advancements at our disposal will prove essential in
addressing malicious human-coordinated activity as well.

19.

One of the more troubling findings from this investigation is the number of targeted
voter disengagement efforts promoted through social media.
•

Can you say with certainty that foreign actors did not use U.S. voter registration
data to target individuals through both paid and unpaid activity?

As we explained in connection with the November 1, 2017, hearing before the
Committee, as a result of our retrospective review, we have identified ways in which Russian
actors engaged with our platform in the period leading up to the 2016 election. Although we
have no visibility into what information those actors had at their disposal, users posting organic
(unpaid) content cannot target other users based on any criteria, and voter registration is not an
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available targeting criterion for ads and promoted Tweets on our platform (i.e., paid Twitter
services).
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[From Senator Cotton]

20.

Do Twitter's Terms of Service prohibit collaboration with Russian intelligence
services to influence an election?

Unlawful interference with elections is strictly prohibited and users who engage in
malicious activity designed to exert artificial influence on an election are likely to violate any
number of Twitter's rules and policies. These may include our rules against spam, malicious
automation, abuse or harassment, posting private information, or advertising policies. In
addition, any illegal collaboration with Russian intelligence services to influence an election
would implicate Twitter's prohibition against use of the "service for any unlawful purpose or in
furtherance of illegal activities." Twitter's Rules specify that "international users agree to
comply with all local laws regarding online conduct and acceptable content." Twitter User
Agreement-Twitter Rules, available at https://twitter.corn!en/tos.
21.

Provided an individual or entity does not violate Twitter's Terms of Service, will
they be allowed to use your platform to work with hostile, foreign intelligence
services to potentially influence the 2018 and 2020 U.S. elections?
The answer to question 21 has been provided in response to question 20.

22.

What is Twitter's justification for allowing entities and individuals such as
WikiLeaks, Julian Assange, and Edward Snowden to maintain Twitter accounts?

One of Twitter's core purposes is to help advance the global, public conversation on
various topics of interest to our users. As we stated in connection with the Committee hearing,
Twitter's values include defending and respecting the user's voice--a two-part commitment to
freedom of expression and privacy. Twitter has a history of facilitating civic engagement and
political freedom, and we intend for Twitter to remain a vital avenue for free expression here and
abroad.
Consistent with our values and commitment to fostering an open exchange of ideas,
unless the activity or posted content violates our Terms of Service or Twitter Rules, we do not
bar controversial figures from our platform or prohibit accounts from posting controversial
content. We believe that barring controversial figures from our platform or removing their
controversial Tweets would hide important information that our users should be able to see and
debate and would detract from the public dialogue that our platform is intended to promote.
We take action against accounts for Terms of Service and Twitter Rules violations, and
we apply those rules consistently to all accounts. So long as those accounts remain in
compliance with our policies, we do not take action against their Tweets or suspend them from
the platform.
23.

Describe how Twitter came to acquire DataMinr.

Twitter did not acquire Dataminr. As has been publicly reported, Twitter owns a 5%
stake in Dataminr and maintains an ongoing commercial relationship with that company.
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24.

Is there any portion of the DataMinr platform that shows non-public facing tweets
or messages?

Twitter provides Dataminr only with Tweets that users choose to make public. We do
not share non-public facing Tweets or messages with Dataminr.

25.

What is Twitter's justification for labeling U.S. Intelligence Community access to
information sold by DataMinr as "surveillance"?

We prohibit the use of Twitter data for surveillance purposes by any entity whose
primary function is surveillance or the collection of intelligence. This is a longstanding Twitter
policy. Twitter is proud to work with a range of government and law enforcement agencies,
including the FBI, and to provide Twitter data for public safety, news alerting purposes, or in
response to valid legal process.

26.

Which Russian and Chinese entities currently have access to information sold by
DataMinr?

Dataminr and its business relationships with its end users are managed independently of
Twitter. Dataminr has notified Twitter that it does not have existing customers in China or
Russia.
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[From Senator Heinrich]

27.

On November 8, CNN reported that a Twitter account- MAGA Mike Kingtweeted more than a dozen times on Election Day, November 7, 2017, a graphic
purportedly instructing Virginians how to vote by text. This graphic included the
logos of the Democratic Party and its gubernatorial candidate, Ralph Northam.
According to CNN, the account remained active for almost three hours out of the 13
hours that the polls were open in Virginia.
•

Did Twitter devote additional resources to monitoring misinformation on
Election Day, November 7, 2017?

•

Why did Twitter take so long to suspend the account?

When we become aware of malicious uses of our platform, we take immediate action to
enforce our rules. We also recognize the importance of events such as elections, and we commit
additional resources to respond to law enforcement inquiries concerning abuse, spam, and other
malicious uses of our platform during campaign and election periods. We regularly reexamine
staffing and resources and adjust as needed, and we are launching a process to ensure that during
election periods we are positioned to respond in the most effective and efficient way.
Due to the high volume of content posted to Twitter and the real-time nature of the
platform, Twitter is not able to proactively monitor all Tweets posted in relation to those events.
Our main line of defense against malicious activity on our platform remains our technological
tools and systems, which are capable of detecting malicious automated and spam accounts across
their lifecycles, including at the account creation and login phase, as well as when those accounts
exhibit unusual activity (e.g., patterns of Tweets, likes, and follows). Our ability to detect such
activity on our platform is bolstered by internal, manual reviews conducted by Twitter
employees, as well as by information we obtain through third-party security vendors. Those
efforts are further supplemented by user reports, on which we rely not only to address the content
at issue but also to calibrate our detection tools to identify similar content as spam.
Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
stop bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform. Our efforts have
already allowed us to respond more quickly to automation, spam, and malicious activity during
high-profile events.
When Twitter received reports about the referenced account, we permanently suspended
the user. Our action against this account is consistent with the approach we took against illegal
voter suppression Tweets during the 2016 election. Here, however, and well before our manual
review of the account's activity resulted in its permanent suspension, Twitter's automated spam
detection systems identified malicious behavior originating from this account and took action to
hide that user's Tweets from appearing in searches and counting toward trends. Those
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automated systems, which we continue to invest in as part of our Information Quality initiative,
help us address emerging malicious behavior even before a human reviewer can assess the
content.

28.

What percentage of Twitter content reviews are conducted by an actual human
being rather than via automated review?

Twitter dedicates significant resources to addressing malicious automation, hots, and
other coordinated activities. We believe we have the right resources and strategies in place. We
dedicated nearly the entire engineering, product, and design teams to look at these issues at the
beginning of2017, and we regularly reexamine staffing and resources and adjust as needed.
Critical to the continued success of our efforts is our ability to leverage our technological
advancements and improvements to tackle this problem; given the scale, this is not something
that we or anyone else can review and address by hand.
But we do not depend on automated systems alone to address malicious automation, hots,
and other abusive content or activity on our platform. Our ability to detect such activity on our
platform is bolstered by internal, manual reviews conducted by Twitter employees. Those
efforts are further supplemented by user reports, which we rely on not only to address the
activity at issue but also to calibrate our detection tools to identify similar content as spam and to
enforce the Twitter Terms of Service and Twitter Rules.
While automation provides significant opportunities to scale enforcement activity, it
frequently performs better when it supplements, but does not supplant, human review of content.
For example, our automated systems flag accounts that engage in suspicious activity for further
manual review by Twitter personnel. Those systems also assist our staff in prioritizing manual
reviews of user reports. For accurate and consistent enforcement of the Twitter Rules, many of
the most sensitive and nuanced types of Twitter Rules violations are typically conducted by
Twitter employees. Sensitive reports of illegal activities, such as voter suppression, are subject
to review by a Twitter employee and in coordination with the legal department.
We also recognize that computer algorithms alone are not sufficient to address the
problem. Context matters, and Twitter's commitment to protecting users' opinions and
expression require that tooling alone does not try and solve these complex issues. Accordingly,
those tools are complemented by manual review teams, collaboration and information sharing
with industry peers and participants, reliance on data and intelligence from third-party security
vendors, and partnerships with other companies and civil society.
Twitter understands that, to succeed, we must combine resources, information,
knowledge, and effort with industry partners, civil society, and government. We do not compete
against other companies on our ability to detect and label malicious content on our platform;
instead, we recognize that we will all be stronger if we view this as a shared threat. We are
committed to a continued collaborative approach and believe it will prove successful going
forward.
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29.

Are Twitter's content review processes the same now as they were during the 2016
election? If not, how have they changed?

Twitter's approach to addressing the spread of malicious automation and inauthentic
accounts on our platform is to focus on problematic behavior and abuse, not primarily on the
content that such accounts attempt to disseminate. We are committed to addressing the spread of
misinformation on our platform-and to prevent future attempts to interfere with U.S.
elections-but we recognize that spam and malicious automation are not limited to political
content and can undermine the positive user experience we seek to offer irrespective of the
content.
Accordingly, we monitor various behavioral signals related to the frequency and timing
of Tweets, Retweets, likes, and other such activity, as well as to similarity in behavioral patterns
across accounts, in order to identify accounts that are likely to be automated or acting in an
automated and coordinated fashion in ways that are unwelcome to our users. We monitor and
review unsolicited targeting of accounts, including accounts that mention or follow other
accounts with which they have had no prior engagement. For example, if an account follows
1,000 users within the period of one hour, or mentions 1,000 accounts within a short period of
time, our systems are capable of detecting that activity as aberrant and as potentially originating
from suspicious accounts.
Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
deny bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
Since the 2016 election, we have made significant improvements to reduce external
attempts to manipulate content visibility. These improvements were driven by investments in
methods to detect malicious automation through abuse of our API, limit the ability of malicious
actors to create new accounts in bulk, detect coordinated malicious activity across clusters of
accounts, and better enforce policies against abusive third-party applications.
In addition, we have developed new techniques for identifying patterns of activity
inconsistent with legitimate use of our platform (such as near-instantaneous replies to Tweets,
nonrandom Tweet timing, and coordinated engagement), and we are currently implementing
these detections across our platform. We have improved our phone verification process and
introduced new challenges, including reCAPTCHA (utilizing an advanced risk-analysis engine
developed by Google), to give us additional tools to validate that a human is in control of an
account. We have enhanced our capabilities to link together accounts that were formed by the
same person or that are working in concert. And we are improving how we detect when
accounts may have been hacked or compromised.
With our improved capabilities, we are now detecting and blocking approximately
450,000 suspicious logins each day that we believe to be generated through automation. In
September 2017, our systems identified and challenged an average of four million suspicious
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accounts per week, which represents more than double our rate of detection at this time last year.
Over three million of those accounts were challenged upon signup, before their content or
engagements could impact other users. Between June and September 2017, we have also
suspended more than I 17,000 malicious applications for API abuse. Those applications were
collectively responsible for more than 1.5 billion Tweets in 2017.
We plan to continue building upon our 2017 improvements, including through
collaboration with our peers and investments in machine-learning capabilities that help us detect
and mitigate the effect on users of fake, coordinated, and malicious automated account activity.
We have also observed the expansion of malicious activity on our platform from
automated accounts to human-coordinated activity, which poses additional challenges to making
our platform safe. We are determined to meet those challenges and have been successful in
addressing such abusive behavior in other contexts. We are committed to leveraging our
technological capabilities in order to do so again. For example, as of September 2017, 95% of
account suspensions for promotion of terrorist activity were accomplished using our existing
proprietary detection tools-up from 74% in 2016. We are confident that the combination of our
dedicated teams, our detection tools, and other technological advancements at our disposal will
prove essential in addressing malicious human-coordinated activity as well.
As noted above, ability to detect malicious activity and spam on our platform is bolstered
by internal, manual reviews conducted by Twitter employees. Those efforts are further
supplemented by user reports, which allow us to refine and calibrate our detection tools and
carefully review content potentially in violation of the Twitter Rules and Twitter Terms of
Service. Twitter has also devoted resources to improving our process for reviewing user
reporting, including adding better technology to improve how we rank reports for review and
adopting policies to allow more reports filed by observers of abuse to be actioned.

30.

In hiring more content reviewers, are your companies simply throwing bodies at a
specific problem, or are you fundamentally rethinking how to prioritize which user
interactions require additional human oversight and review; if so, how? What other
changes have you made in this regard?
The answer to question 30 is provided in response to question 28.
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[From Senator Manchinj

31.

Does Twitter or any Twitter affiliate use the information security products or
services ofKaspersky Lab or any Kaspersky Lab affiliate?

Neither Twitter nor any entity controlled by Twitter uses any Kaspersky Lab or
Kaspersky Lab-affiliated products or services.

32.

Does Twitter or any Twitter affiliate sell network space to Russia Today or Sputnik
news agencies?

Twitter recently off-boarded Russia Today ("RT") and Sputnik and will no longer allow
those companies to purchase ad campaigns and promote Tweets on our platform. As we
announced in October 2017, Twitter will donate the $1.9 million that RT had spent globally on
advertising on Twitter to academic research into elections and civic engagement.

33.

If you recently terminated any agreements with Russia Today or Sputnik, on what
date did the termination become effective?
Twitter off-boarded RT and Sputnik as advertisers on October 26,2017.

34.

Do Russia Today or Sputnik need to purchase advertising space on your platform,
or can they freely maintain a Page or distribute web content via their own or
affiliated Twitter accounts?

As noted above, Twitter recently off-boarded RT and Sputnik as advertisers on the
platform. With respect to organic (non-paid) content, in contrast, unless those accounts violate
the Twitter Rules or the Twitter Terms of Service-including by engaging in abusive behavior,
promoting violence, harassing individuals, posting prohibited content, or using the platform for
unlawful purposes--we do not restrict the type of content they choose to share with their
followers. As a global platform, we believe that our users benefit from the exchange of ideas
with other users around the world.
Twitter places greater limitations on the type of content that can be promoted with
Twitter ads compared to organic content that our users generate. We draw this distinction
because organic Tweets are generally shown to people who choose to follow the user that creates
it, while ads-Promoted Tweets-are served to a broader audience, including users who have
not chosen to follow the user or account that generated the ad.

35.

Does Twitter prohibit, or have any concern about, foreign state-sponsored news
organizations posting content via the Twitter platform?

Twitter does not categorically prohibit state-sponsored news organizations from posting
organic content on our platform. Twitter is a global company with hundreds of millions of users
accessing and engaging with information on the platform from around the world. Access to
news and real-time media reports is an essential feature of our platform, regardless of location.
As with any other account, we permit news organizations to post content on our platform that is
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accessible to their followers, so long as they do not engage in illegal activity or otherwise violate
our Terms of Service.
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[From Senator Harris]

36.

Your company bas produced information about Russian propaganda
advertisements. Your company bas also produced information about Russian
propaganda that appeared as ordinary user content. You have not, however,
provided information about the legitimate advertisements that accompanied
Russian content.
•

How long do you retain placement and billing records for advertisements on
your services?

•

Have you instructed your relevant business units to retain the records of
advertisements that accompanied Russian propaganda? If you have not, will you
immediately issue that instruction?

Twitter maintains advertisers' billing records in the ordinary course of business. Those
records are and will be retained.

•

How much revenue do you estimate that you earned from the advertising that
accompanied Russian propaganda?

•

Have you notified the advertisers whose advertisements accompanied Russian
propaganda?

•

What do you plan to do with the revenue that you earned from the
advertisements that accompanied Russian propaganda?

Twitter's advertising revenue is primarily driven by our Promoted Products. The way in
which advertisers use our platform, and the nature of those Promoted Products, supports an
estimate that very little revenue was generated from advertising that "accompanied" Russian
propaganda on Twitter, as described below. Our Promoted Products are designed to be
incorporated into our platform as native advertising, ideally to be as compelling and useful to our
users as organic content on our platform. Given this design, Twitter's advertising differs from
other platforms and most Twitter advertising does not accompany particular content. For
example, Twitter does not display banner ads that accompany a news story.
Twitter's Promoted Products include Promoted Accounts, Promoted Trends, and
Promoted Tweets. Promoted Accounts appear in the same format and place as accounts
suggested by our Who to Follow recommendation engine, or in some cases, in Tweets in a user's
timeline. Promoted Accounts provide a way for our advertisers to grow a community of users
who are interested in their business, products or services.
Promoted Trends appear at the top of the list of trending topics for an entire day in a
particular country or on a global basis. When a user clicks on a Promoted Trend, search results
for that trend are shown in a timeline and a Promoted Tweet created by our advertisers is
displayed to the user at the top of those search results.
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Promoted Tweets, in the vast majority of cases, appear within a user's timeline or search
results just like an ordinary Tweet, and the advertisement is the Tweet itself. These Promoted
Tweets do not "accompany" any specific Tweet, nor are they otherwise linked to a particular
account.
A small percentage of Promoted Tweets or Accounts (approximately 7% during the 2016
election period) are served to user profiles and may appear within the profile page of an account
that a user chooses to visit. As with other Promoted Product placements, to protect user
experience, only a very limited number of Promoted Product impressions will render in a profile
when another user views it.
The results of our retrospective review allow reasonable estimates of how much revenue
could have been generated by Promoted Tweets served to profiles of accounts linked to the
Internet Research Agency ("IRA"). Our review has found that a very small fraction of the total
content on Twitter during the pre-20 16 election period originated from IRA accounts. Even in
the unlikely scenario in which ads appeared in each of the account profiles identified as linked to
the IRA, the maximum amount of revenue Twitter would have earned from those ads would be
very small, as described below.
The analysis we have conducted supports that estimate. We reviewed data from the
election time period concerning the number of impressions that were generally served on user
profiles available for ad impressions as well as the average revenue collected from those profiles.
Extrapolating from that data to a set of2,752 accounts such as those that Twitter previously
identified as linked to the IRA, would yield an estimate of approximately $400 total revenue
during the late 2016 election period for Promoted Products that would have accompanied that
number of accounts by appearing in those user profiles. While this is a rough estimate based
upon aggregate data, it provides a sense of scale for revenue from the types of ads that could
accompany this content given the nature of Twitter's advertising offerings during the relevant
time period.
Twitter has recently off-boarded Russia Today ("RT'') and Sputnik from running ad
campaigns on our platform on the basis of their efforts to disrupt the 2016 Presidential election
(as reported by the Intelligence Community) and due to violations of our advertising policies.
Twitter subsequently announced that we will donate the $1.9 million that RT had spent globally
on advertising on Twitter to academic research into elections and civic engagement.
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37.

The problems of inauthentic, false, and hyper-partisan content are much broader
than Russian propaganda.
•

How many of the accounts on your service do you estimate are inauthentic?

•

If you are aware of independent estimates of inauthentic or false content on your
platforms, please provide those estimates. If you disagree with the estimates,
please explain why.

•

How much of the activity on your service do you estimate is inauthentic or false?

Based on a review of a representative sample of accounts, we estimate that false or spam
accounts represent less than 5% of our MAUs. Our estimates are lower than those reported by
outside researchers because those researchers do not have access to critical internal information
necessary to make an accurate determination of the scale of spam, fake accounts or automated
hots on Twitter. As a result, reports from third-party researchers often overestimate the true
volume of such accounts on our platform-sometimes by large orders of magnitude.
While our detection tools for false or spam accounts rely on a number of inputs and
variables and do not operate with 100% precision, they are informed by information not
available outside of Twitter. Our internal researchers have access to and can analyze a number
of different signals including, among other things, email addresses, phone numbers, login
history, and other non-public account and activity characteristics that enable us to conduct a
more thorough review and reach more accurate conclusions as to whether the account in question
is fake or spam. We keep such information confidential and do not make it available to
researchers in order to protect the privacy of our users.
Because third-party researchers do not have access to internal signals that Twitter can
access, their bot and spam detection methodologies must be based on public information and
often rely on human judgment, rather than on internal signals available to us. One common
model for determining whether an account is fake or automated is the "Botometer model," which
compares publicly available account features, such as Tweet count, follower count, and use of
language, to the characteristics exhibited by purportedly "known" hots. The initial evaluation of
whether an account is or is not a bot, however, relies on an individual assessment and is,
therefore, inherently imprecise.
There are also studies that use the limited public Tweet data that we offer researchers
through an application programming interface ("API"). The studies that rely on information
from the Twitter API to identify automated accounts similarly overestimate both the number and
impact of these accounts because our internal detection tools and filtering techniques are not
available to third parties. Those tools enable us to remove from the platform malicious
automated accounts (and content generated by such accounts), but the accounts may nevertheless
appear in the data stream that researchers access through our API, thus inaccurately reflecting the
traffic on Twitter.
A study conducted by the University of Southern California and Indiana University
estimated that as much as 15% of Twitter accounts are automated, spam accounts. That estimate,
however, was based on a prediction of whether a user may or may not be an automated account
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and was derived from human judgments about an account's attributes. The authors of the study
acknowledge that detecting automated accounts "is a hard task. Many criteria are used in
determining whether an account is controlled by a human or a bot, and even a trained eye gets it
wrong sometimes." See https://botometer.iuni.iu.edu/#!lfaq#bot-threshold.
We are committed to continuing to work on refining our spam detection tools and to
update the Twitter community and the public periodically about our estimates and analysis of
these things on our platform. We regularly receive and welcome input from researchers and
Twitter users about ways in which we can optimize our detection and enforcement methods. In
addition, as we have announced, we are also committed to donating the $1.9 million we
projected to have earned from RT advertising to support external research into the use of Twitter
in civic engagement and elections, including the use of malicious automation and
misinformation.
Note that Twitter does not prohibit the use of pseudonymous accounts (accounts used by
real people for non-spam purposes under any name they choose) provided they comply with the
Twitter Rules. Many common and powerful uses of Twitter are enabled by this policy, including
allowing religious and/or political dissidents and others to engage in free expression without fear
of retribution from oppressive governments. It also allows users to have accounts focused on
specific interests and to keep those interests separate from a professional or other account
associated with their real name. Other users make creative use of this ability to Tweet in the
name of a pet or to engage in parody or satire. Such uses of Twitter do not violate our Rules.

•

lftbe independent estimates were accurate, bow much of your annual revenue
would be attributable to inauthentic or false content?

•

How much of your annual revenue do you estimate is attributable to inauthentic
or false content?

•

Do you have a policy of notifying advertisers when their advertisements
accompany inauthentic or false content?

•

What do you do with the revenue that you earn from advertisements that
accompany inauthentic or false content?

•

How much of the news content that is shared on your services do you estimate is
false?

•

How much of the news content that is shared on your services do you estimate is
hyper-partisan?

Twitter's approach to addressing the spread of malicious automation and inauthentic
accounts on our platform is to focus on problematic behavior and abuse, not primarily on the
content that such accounts attempt to disseminate. We are committed to addressing the spread of
misinformation on our platform-and to prevent future attempts of interfering with U.S.
elections-but we recognize that spam and malicious automation are not limited to political
content and can undermine the positive user experience we seek to offer irrespective of the
content.
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Accordingly, we monitor various behavioral signals related to the frequency and timing
of Tweets, Retweets, likes, and other such activity, as well as to similarity in behavioral patterns
across accounts, in order to identify accounts which are likely to be maliciously automated or
acting in an automated and coordinated fashion. We monitor and review unsolicited targeting of
accounts, including accounts that mention or follow other accounts with which they have had no
prior engagement. For example, if an account follows 1,000 users within the period of one hour,
or mentions 1,000 accounts within a short period of time, our systems are capable of detecting
that activity as aberrant and as potentially originating from suspicious accounts.
Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
deny bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
The spread of misinformation online is neither a new phenomenon nor unique to our
platform. Twitter takes this issue seriously, but we also recognize that our ability to monitor or
control the veracity of the content our users choose to share on the platform is limited. We
cannot prevent individuals from lying or exaggerating. And given the scale of activity on our
platform-where over 330 million users are Tweeting nearly half a billion Tweets per day in
scores of languages-we are not able to assess whether each of those Tweet contains arguably
inaccurate information (or assess revenue using that criterion).
We are open to examining new solutions to addressing this problem. But we also
recognize that the Twitter community itself remains one of the most powerful tools to addressing
the spread of misinformation. While it is true that false information and rumors can spread
quickly, accurate information-particular information directed at contesting untruthspropagates in a similarly high velocity.
We have observed our users engage with false information by refuting it: they Retweet
it, reply to it, and Tweet original content contradicting it. As we noted in connection with the
Committee hearing, in response to the attempted "vote-by-text" effort and similar voter
suppression attempts during the 2016 election, Twitter restricted as inaccessible, pending
deletion, 918 Tweets from 529 users who proliferated that content. Twitter also permanently
suspended 106 accounts that were collectively responsible for 734 "vote-by-text" Tweets.
Twitter identified, but did not take action against, an additional 286 Tweets of the relevant
content from 239 Twitter accounts, because we determined that those accounts were seeking to
refute the "text-to-vote" message and alert other users that the information was false and
misleading. Notably, those refuting Retweets generated significantly greater engagement across
the platform compared to the Tweets spreading the misinformation-8 times as many
impressions, engagement by 10 times as many users, and twice as many replies.
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•

Have you conducted any studies of how false content performs on your services?
If yes, please describe those studies and provide copies.

•

Have you conducted any studies of how hyper-partisan content performs on
your services? If yes, please describe those studies and provide copies.

Twitter has not conducted such studies. As noted above, our efforts to address malicious
activity on our platform focus on behavior rather than content.
38.

In the area ofstate-sponsored hacking, each of your companies has a responsible
senior executive and dedicated technical experts.
•

Who is the senior executive responsible for countering state-sponsored
information operations? When did that executive assume that responsibility, and
what is the scope of the responsibility?

The threats posed by state-sponsored misinformation operations have the potential to
impact many parts of our company, including consumer product, advertising, and information
security teams. Twitter's General Counsel and Head of Consumer Product, along with our Head
of Trust & Safety and Chief Information Security Officer, are generally responsible for ensuring
that the platform remains safe. That responsibility includes overseeing and directing Twitter's
response to state-sponsored misinformation and malicious human coordinated and automated
activity. Twitter's Information Quality team, formed in in early 2017, reports to Twitter's Head
of Consumer Product and is intensively focused on enhancing the strategies we use to detect and
stop bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
•

As of November 2016, how many of your technical employees had the primary
day-to-day task of countering state-sponsored information operations?

•

As of today, how many of your technical employees have the primary day-to-day
task of countering state-sponsored information operations?

Twitter dedicates significant resources to addressing malicious automation, bots, and
other coordinated activities. We believe we have the right resources and strategies in place. We
dedicated nearly the entire engineering, product, and design teams to look at these issues at the
beginning of 2017, and we regularly reexamine staffing and resources and adjust as needed.
Critical to the continued success of our efforts is our ability to leverage our technological
advancements and improvements to tackle this problem; given the scale, this is not something
that we or anyone else can review and address by hand alone. We have been successful at
addressing other challenges in other contexts and we believe we can meet this challenge as well.
For example, as of September 2017, 95% of account suspensions for promotion of terrorist
activity were accomplished using our existing proprietary detection tools-up from 74% in 2016.
We are confident that the combination of our dedicated teams and our ability to use our detection
tools and other technological advancements at our disposal equip us well to confront this
ongoing threat.
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We also recognize that, at this time, computer algorithms alone are not sufficient to
address the problem. Accordingly, those tools are complemented by manual review teams,
collaboration and information sharing with industry peers and participants, reliance on data and
intelligence from third-party security vendors, and partnerships with other companies and civil
society.
Twitter understands that, to succeed, we must combine resources, information,
knowledge, and effort with industry partners, civil society, and government. We do not compete
against other companies on our ability to detect and label malicious content on our platform;
instead, we recognize that we will all be stronger if we view this as a shared threat. We are
committed to a continued collaborative approach and believe it will prove successful going
forward.

39.

Much of what we now know about Russian propaganda is because of academic
researchers and investigative journalists. These groups do not currently have access
to the data that they need to inform the public and to build tools for detecting statesponsored information operations. For example, these groups generally cannot
assess the full set of public user activity associated with a specific topic, nor can they
analyze the behavior of accounts associated with state-sponsored infonnation
operations. Providing access to this data need not come at the expense of user
privacy, since these groups could be bound by non-disclosure agreements and use
privacy-preserving algorithms to conduct their studies.
•

Will you commit to, by the end of the year, providing five or more independent,
non-profit entities with access to the data they need to understand and counter
state-sponsored information operations? If you will, please provide specifics and
a time line for how you plan to honor the commitment. If you will not, please
explain why.

Twitter is working to deepen our partnership with independent researchers. An example
of this commitment is the significant resources we are dedicating to the effort. Twitter recently
off-boarded Russia Today ("RT") and Sputnik from running ad campaigns on our platform on
the basis of their efforts to disrupt the 2016 Presidential election (as reported by the Intelligence
Community) and due to violations of our advertising policies. Twitter subsequently announced
that we will donate the $1.9 million that RT had spent globally on advertising on Twitter to
academic research into elections and civic engagement.
We are also implementing changes to our data services that will make our public data
more accessible than before for research purposes. These changes include, for example, new
services which offer developers greater historical search access than was previously accessible.
Twitter's data services are unique in the industry, offering insights into the Twitter platform that
other companies do not provide.
In addition, Twitter is launching an industry-leading Transparency Center that will offer
the public better visibility into who is advertising on Twitter and how those ads are targeted.
That information will better enable users and outside parties to conduct their own research or
evaluation regarding particular ads.
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40.

Similarly, much of what we now know about inauthentic, false, or hyper-partisan
content is because of independent groups.
•

Will you commit to, by the end of the year, providing five or more independent,
non-profit entities with access to the data they need to understand the prevalence
and performance of inauthentic, false, or hyper-partisan content on your
services? If you will, please provide specifics and a timeline for how you plan to
honor the commitment. If you will not, please explain why.

The answer to question 40 has been provided in response to question 39.
41.

Addressing state-sponsored information operations will continue to require
cooperation among private sector entities and with the government.
•

Have you established a formal mechanism for promptly sharing actionable
information about state-sponsored information operations with other online
services, similar to the mechanisms that already exist for sharing information
about state-sponsored cybersecurity threats? If not, will you commit to
developing such a mechanism?

•

The FBI is the federal agency responsible for countering foreign propaganda.
Do you have a written policy of promptly sharing what you learn about statesponsored information operations with the FBI? If not, will you commit to
developing such a policy?

Twitter agrees that cooperation with other private-sector entities and the government is
necessary to address state-sponsored information operations. Twitter engages in information
sharing with its industry counterparts on a variety of threats and is committed to maintaining
such cooperative efforts.
Twitter has partnered with other platforms to make progress against common threats. In
June 2017, for example, we launched the Globallnternet Forum to Counter Terrorism (the
"GIFCT"), a partnership among Twitter, YouTube, Facebook, and Microsoft. The GIFCT will
facilitate, among other things, information sharing, technical cooperation, and research
collaboration, including with academic institutions.
The GIFCT announced a commitment to create a shared industry database of"hashes"unique digital "fingerprints"-for violent terrorist imagery or terrorist recruitment videos or
images that have been removed from our individual services. The database allows a company
that discovers terrorist content on one of their sites to create a digital fingerprint and share it with
the other companies in the forum, who can then use those hashes to identify such content on their
services or platforms, review against their respective policies and individual rules, and remove
matching content as appropriate, or even block extremist content before it is posted in the first
place. The database now contains more than 40,000 hashes. Instagram, Justpaste.it, Linkedln,
Oath, and Snap have also joined this joint initiative, and we are working to add several additional
companies in 2018.
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Twitter also engages in regular discussions with law enforcement agencies, including the
FBI. We respond promptly to properly scoped legal process and valid requests for information
from those agencies. Given the difficulty of identifying and labeling activity as state-sponsored,
we also recognize the important role of government information sharing efforts, such as the
Intelligence Community's Report about the 2016 U.S. election.
42.

You currently have automated systems in place to detect spam and abuse.
•

Do you have an automated system in place to detect state-sponsored information
operations? If yes, will you provide this Committee with a private briefing on the
system's design and performance? If no, why not?

Twitter's approach to addressing the spread of malicious, inauthentic automation on our
platform is to focus on problematic behavior and abuse, not primarily on the content that such
accounts attempt to disseminate. We are committed to addressing the spread of misinformation
on our platform-and to prevent future attempts to interfere with U.S. elections-but we
recognize that spam and malicious automation are not limited to political content and can
undermine the positive user experience we seek to offer irrespective of the content.
Accordingly, we monitor various behavioral signals related to the frequency and timing
of Tweets, Retweets, likes, and other such activity, as well as to similarity in behavioral patterns
across accounts, in order to identify accounts that are likely to be maliciously automated or
acting in an automated and coordinated fashion in ways that are unwelcome to our users. We
monitor and review unsolicited targeting of accounts, including accounts that mention or follow
other accounts with which they have had no prior engagement. For example, if an account
follows 1,000 users within the period of one hour, or mentions 1,000 accounts within a short
period of time, our systems are capable of detecting that activity as aberrant and as potentially
originating from suspicious accounts.
Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
stop bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
Since the 2016 election, we have made significant improvements to reduce external
attempts to manipulate content visibility. These improvements were driven by investments in
methods to detect malicious automation through abuse of our API, limit the ability of malicious
actors to create new accounts in bulk, detect coordinated malicious activity across clusters of
accounts, and better enforce policies against abusive third-party applications.
In addition, we have developed new techniques for identifying patterns of activity
inconsistent with legitimate use of our platform (such as near-instantaneous replies to Tweets,
nonrandom Tweet timing, and coordinated engagement), and we are currently implementing
these detections across our platform. We have improved our phone verification process and
introduced new challenges, including reCAPTCHA (utilizing an advanced risk-analysis engine
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developed by Google), to give us additional tools to validate that a human is in control of an
account. We have enhanced our capabilities to link together accounts that were formed by the
same person or that are working in concert. And we are improving how we detect when
accounts may have been hacked or compromised.
With our improved capabilities, we are now detecting and blocking approximately
450,000 suspicious logins each day that we believe to be generated through automation. In
September 2017, our systems identified and challenged an average of four million suspicious
accounts per week, which represents more than double our rate of detection at this time last year.
Over three million of those accounts were challenged upon signup, before their content or
engagements could impact other users. Between June and September 2017, we have also
suspended more than 117,000 malicious applications for API abuse. Those applications were
collectively responsible for more than 1.5 billion Tweets in 2017.
We plan to continue building upon our 2017 improvements, including through
collaboration with our peers and investments in machine-learning capabilities that help us detect
and mitigate the effect on users of fake, coordinated, and malicious automated account activity.
We have also observed the expansion of malicious activity on our platform from
automated accounts to human-coordinated activity, which poses additional challenges to making
our platform safe. We are determined to meet those challenges and have been successful in
addressing such abusive behavior in other contexts. We are committed to leveraging our
technological capabilities in order to do so again. For example, as of September 2017, 95% of
account suspensions for promotion of terrorist activity were accomplished using our existing
proprietary detection tools-up from 74% in 2016. We are confident that the combination of our
dedicated teams, our detection tools, and other technological advancements at our disposal will
prove essential in addressing malicious human-coordinated activity as well.

43.

You have promised to adopt additional transparency and verification requirements
for political advertising.
•

Please detail the new requirements and your timeline for implementing those
requirements.

•

How do you define the political advertisements that are covered by the new
requirements? Why did you adopt the definition that you did?

•

Will you commit to including within your definition, at a minimum,
advertisements that advocate for or against a specific candidate, political party,
piece of legislation, regulatory action, or ballot referendum? If not, why not?

Twitter's approach to greater transparency in political advertising centers on two
components: a new electioneering policy and an industry-leading Transparency Center. We
expect to roll out the new policy in the U.S. during the first quarter of 2018.
To make it clear when a user is viewing or engaging with content considered to be an
electioneering ad, our policy will require that advertisers that meet the definition of

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00167

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 94 here 27398.094

LAP51NQ082 with DISTILLER

32

162
electioneering identify their campaigns as such. We will also change the interface of such ads
and include a visual political ad indicator (see, e.g., Fig. 2 below).
Fig. 2: Template for New Electioneering Ad

Political Account

•

e

Pr omotod by Politk:iil Account

Twitter's definition of electioneering ads will be derived from the FEC regulations'
definition of that term, which includes any broadcast, cable, or satellite communication that
refers clearly to a candidate for federal office, is published 60 days before a general election or
30 days before a primary, convention, or caucus, and is targeted to the relevant electorate (if the
candidate is running for Congress).
The goal of the Transparency Center is to offer the public increased visibility into all
advertising on the platform, and to provide users with tools to share feedback with us. With
respect to electioneering ads and the Transparency Center, we intend to better enable users and
outside parties to conduct their own research or evaluation regarding particular ads.
Electioneering ads information accessible through the Transparency Center will include, among
other things, the identity of the organization funding the campaign, all ads that are currently
running or have run on Twitter, campaign spend, and targeting demographics for specific ads or
campaigns. We plan to launch the Transparency Center as soon as feasible after rolling out our
electioneering policy in the first quarter of 2018, and we are continuing to refine the tools we
will make available in conjunction launching the Transparency Center to ensure the best
experience for our users.
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44.

Your platform offers a range of advertisement targeting criteria.
•

Which types of targeting criteria, such as demographic, behavioral, lookalike, or
email matching, did Russia use for its information operations?

In connection with our retrospective review of Russian activity on our platform in 2016,
we identified nine accounts as being potentially linked to Russia that promoted election-related,
English-language content. Of the nine accounts that we identified as being potentially linked to
Russia and promoting election-related, English-language content, the most significant use of
advertising was by @RT_com and @RT_America. Those two accounts collectively ran 44
different ad campaigns, accounting for nearly all of the relevant advertising we reviewed.
Of all ofRT's ad campaigns, II were targeted exclusively at English-language speakers,
and several others-including all of@RT_America's seven campaigns--used geographic
targeting to focus on U.S. users. Though many of the campaigns did not include specialized,
non-geographic targeting, a subset of the @RT_com campaigns targeted followers of other R T
accounts or followers of other leading news organizations based in the U.S. and other countries.
A small number of short "quick promote" campaigns used keyword targeting to attempt to reach
audiences searching for particular words or phrases.
The remaining seven accounts, which collectively ran approximately 50 ad campaigns,
used a broad range of targeting strategies. We did not identify a trend across the targeting
criteria used by those accounts. The accounts sporadically used English-language targeting and
location targeting at the country level (including the U.S., Canada, the UK, France, and Ukraine).
A handful of campaigns also sought to reach followers of certain accounts.

45.

Have you seen any evidence of state-sponsored information operations associated
with American elections in 2017, including the gubernatorial elections in Virginia
and New Jersey?

Twitter is not aware of any specific state-sponsored attempts to interfere in any American
elections in 2017, including the Virginia and New Jersey gubernatorial elections. However, our
automated systems for detecting and preventing abuse of our services (including our spam and
malicious automation) continually operate with the goal of ensuring that all conversations on
Twitter-including those surrounding elections-are spam- and abuse-free. As was publicly
reported, we were made aware of a surge in automated followers for a candidate in a recent
Senate election, immediately took action, and do not have any indication that the activity was
state-sponsored.
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46.

User reports are an important signal of when an account is not authentic.
•

How frequently do you receive user reports about inauthentic accounts?

•

What is your process for responding to those reports? How often does that
process usually take?

•

What proportion of those reports result in an account restriction, suspension, or
removal?

•

Among the reports that you decline to take action on, what proportion involve
reported accounts that you subsequently identify as inauthentic?

Twitter receives approximately 5 million reports of spam content or malicious automated
Tweets, accounts, or interactions (e.g., follows) per month. The majority of those reports
automatically trigger a signal of potential inauthentic behavior by an account seeking to
manipulate our platform.
To prevent the misuse of reporting to trigger enforcement actions against users who are
not necessarily in violation of the Twitter Rules, user reports are not the sole factor that Twitter
considers when taking action against an account. Rather, we use a variety of signals-including
overall account behavior and interaction history-to determine whether a report of inauthentic
behavior warrants further review or action. Given the broad range of signals Twitter relies on in
determining whether an account should be restricted, suspended, or removed, we cannot with any
precision assess how many of the 5 million monthly reports directly result in action against the
reported account. In addition, Twitter accounts may be reported under different policies, for
different Tweets or content, and at different points in the account lifecycle. All of these factors
influence Twitter's review and enforcement decisions.
It is not uncommon for an account to be subject to enforcement action later even if
Twitter does not initially suspend the account based on the initial report. For example, if Twitter
does not take action in response to a user report, the reporting user may be able to submit further
information for Twitter to consider during its review. Such supplemental reports may result in
Twitter taking action where it may not have previously. In some instances, such as in reports of
impersonation or intellectual property infringement, Twitter may require that the report include
specific types of information in order to take action against the account. Twitter may not be able
to take action until it has received that information. Twitter may also continue to receive reports
from the same or other reporters regarding an account or specific content, which may result in
Twitter taking action on those new reports at some point after the initial report.

•

How many of the accounts that you have identified as associated with Russian
information operations were the subject of a user report? Please provide all the
user reports associated with these accounts and the actions that you took in
response, including the specific time for the report and each action.

We received user reports for a small minority of the IRA accounts previously identified
to the Committee, prior to the suspension of these accounts from Twitter. A large percentage of
those reports related to content from two accounts: @TEN_GOP and @SouthLoneStar. While
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many of these reports were not actio ned at the time, Twitter has since made substantial changes
to its operations and policies to respond more effectively to user reports. For example, in July of
2017, we announced that we are now taking action on 10 times the number of abusive accounts
every day compared to the same time last year. We also announced that we now limit account
functionality or place suspensions on thousands more abusive accounts each day.
47.

Much of the public discussion about state-sponsored information operations on your
platforms bas centered on the Internet Research Agency. That is not the only group
surreptitiously spreading state-sponsored propaganda.
•

What other groups are you tracking that are affiliated with the Russian
government?

•

What other countries do you believe are conducting state-sponsored information
operations on your platforms? Please describe the groups that you are tracking
for each country, including both government agencies and affiliates.

As we noted in connection with the Committee hearing, there are technological limits to
what we can determine based on the information we can detect regarding a user's origin. Based
in part on work conducted by our Information Quality team, we are aware of the fact that, among
other things, a high concentration of automated engagement and content originates from data
centers and users accessing Twitter via Virtual Private Networks ("VPNs") and proxy servers,
which obscure the user's location and affiliation. Twitter's abuse and spam detection and
prevention systems and enforcements mechanisms operate without regard to the specific country
of origin of an offending Tweet or malicious account. Users who violate the Twitter Rules
against abuse, spam, malicious automation, or other forms of prohibited behavior are subject to
enforcement, regardless whether they are affiliated with specific state actors.
Information we receive from third parties, including government agencies, security
research firms, and NGOs, may allow us to reliably associate certain accounts with particular
groups (such as the IRA). And we will continue working with the Committee and other groups
to help identify further state-sponsored actors that seek to abuse our services and manipulate
activity on our platform.
48.

You have confirmed that you have systems for assessing whether a specific account
is automated (i.e. a "bot") and whether a specific piece of content is being amplified
through automated means.
•

Twitter allows hots to operate on its social network. When and why did Twitter
make that decision?

Automation has not been categorically prohibited on Twitter for years, primarily because
we recognize that it often serves a useful and important purpose. Automation is essential for
certain informational content, particularly when time is of the essence, including for law
enforcement or public safety notifications. Examples include Amber Alerts, earthquake and
other storm warnings, and notices to "shelter in place" during active emergency situations.
Automation is also used to provide customer service for a range of companies. For example, as
of Aprilll, 2017, users are able to Tweet @TwitterSupport to request assistance from Twitter.
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If a user reports a forgotten password or has a question about our rules, the initial triage of those
messages is performed by our automated system-a Twitter-developed program to assist users in
troubleshooting account issues.
To maintain the integrity of our platform and to ensure a positive user experience, we
focus on addressing the spread of malicious automation, abusive content, and accounts that
engage in such behavior. To that end, we monitor various behavioral signals related to the
frequency and timing of Tweets, Retweets, likes, and other such activity, as well as to similarity
in behavioral patterns across accounts, in order to identify accounts which are likely to be
automated or acting in a malicious automated and coordinated fashion.

•

How does Twitter differentiate between permissible automated activity (i.e.
"benign bots") and impermissible automated activity (i.e. "bad bots")?

Twitter distinguishes between "good" and "bad" automation based on the behavior of the
account, using both algorithm-driven behavior detections and manual reviews. Many of our
spam enforcement targeting malicious automation take place automatically and look for signals
such as high-volume Tweeting, inhuman response times, and coordinated activities across
accounts.
Thus, we monitor and review unsolicited targeting of accounts, including accounts that
mention or follow other accounts with which they have had no prior engagement. For example,
if an account follows 1,000 users within the period of one hour, or mentions 1,000 accounts
within a short period of time, our systems are capable of detecting that activity as aberrant and as
potentially originating from suspicious accounts. An example of automation that typically does
not trigger our detection tools involves automatic customer service responses to user's Tweets
that include a company's handle.

•

When a user visits a profile page, Twitter does not currently indicate whether it
believes the profile belongs to a bot. Will you commit to providing a visual
indication to users that Twitter believes that the account is a bot, so that users
can better understand and evaluate the content that they see? If not, why not?

•

When a user encounters a piece of content, you do not currently indicate
whether the content is being amplified through automated means. Will you
commit to providing a visual indication to users of whether Twitter believes that
the content bas been amplified through automation? If not, why not?

Because automated content can originate with any type of account, such disclosure would
necessarily be both over-inclusive and under-inclusive. For example, certain automation tools
that do not violate our Rules enable users to schedule their Tweets to post automatically at a
particular time or in response to specific activity. Since they may be utilized by individual users,
applying a categorical designation to accounts that employ those tools would not accurately
characterize such accounts.
We are committed to keeping Twitter a safe environment, and we continue to invest in
improving our systems for detecting and preventing malicious uses of our platform to amplify
content using automation. We prohibit the use of automation to artificially amplify content.
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Once our systems detect an account as generating automated content or spam, we can take action
against that account at either the account level or the Tweet level (e.g., hiding the Tweet,
revoking a user's ability to post content on the platform until that user deletes the Tweet in
question, or temporarily or permanently suspending the account).

49.

Inauthentic accounts can be disabled subsequent to automated or manual review.
•

What role do automated and human employee review play in your decision to
disable a suspected inauthentic account?

Our systems are built to detect malicious automation and spam accounts across their
lifecycles, including detection at the account creation and login phase and detection based on
unusual activity (e.g., patterns of Tweets, likes, and follows). Our ability to detect such activity
on our platform is bolstered by internal, manual reviews conducted by Twitter employees. Those
efforts are further supplemented by user reports, which we rely on not only to address the content
at issue but also to calibrate our detection tools to identify similar content as spam.
Once our systems detect an account as generating malicious automated content or spam,
we can take action against that account at either the account level or the Tweet level. Depending
on the mode of detection, we have varying levels of confidence about our determination that an
account is violating our rules. We have a range of options for enforcement, and generally, the
higher our confidence that an account is violating our rules, the stricter our enforcement action
will be, with immediate suspension as the harshest penalty. If we are not sufficiently confident
to suspend an account on the basis of a given detection technique, we may challenge the account
to verify a phone number or to otherwise prove human operation, or we may flag the account for
review by Twitter personnel. Until the user completes the challenge, or until the review by our
teams has been completed, the account is temporarily suspended; the user cannot produce new
content (or perform actions like Retweets or likes), and the account's contents are hidden from
other Twitter users.
We also have the capability to detect suspicious activity at the Tweet level and, if certain
criteria are met, to internally tag that Tweet as spam otherwise suspicious. Tweets that have
been assigned those designations are hidden from searches, do not count toward generating
trends, and generally will not appear in feeds unless a user follows that account. Typically, users
whose Tweets are designated as spam are also put through the challenges described above and
are suspended if they cannot pass.
For safety-related TOS violations, we have a number of enforcement options. For
example, we can stop the spread of malicious content by categorizing a Tweet as "restricted
pending deletion," which requires a user to delete the Tweet before the user is permitted to
continue using the account and engaging with the platform. So long as the Tweet is restrictedand until the user deletes the Tweet-the Tweet remains inaccessible to and hidden from all
Twitter users. The user is blocked from Tweeting further unless and until they delete the
restricted Tweet. This mechanism is a common enforcement approach to addressing less severe
content violations of our TOS outside the spam context; it also promotes education among our
users. More serious violations, such as posting child sexual exploitation or promoting terrorism,
result in immediate suspension and may prompt interaction with law enforcement.
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•

Do you require that a human employee review a suspected inauthentic account
before it is disabled?

Our ability to detect such activity on our platform is bolstered by internal, manual
reviews conducted by Twitter employees. Those efforts are further supplemented by user
reports, which we rely on not only to address the activity at issue but also to calibrate our
detection tools to identify similar content as spam and to enforce the Twitter Terms of Service
and Twitter Rules.
While our automated systems provide significant opportunities to scale enforcement
activity on spam (though presenting far greater challenges in other areas where account level
signals are less direct and user content itself is the focus), they frequently perform better when
supplemented by human review of content. For example, our automated systems flag accounts
that engage in suspicious activity for further manual review by Twitter personnel. Those
systems also assist our staff in prioritizing manual reviews of user reports. However, the
majority of enforcement actions against spam and malicious automated accounts are assisted by
automated systems. We continue to invest in improving these systems while ensuring that we
maintain a low rate of false positives to protect our users. And where we do not have sufficient
confidence in an automated assessment to take immediate action against a suspicious account,
that account may be reviewed by a Twitter employee.

•

If so, given the rate at which inauthentic accounts can be regenerated, how do
you anticipate remaining ahead of the problem?

•

What are you doing to improve automation in the process of detecting and
disabling inauthentic accounts?

•

What are you doing to make it more difficult to establish inauthentic accounts?

Twitter is continuing its effort to detect and prevent malicious automation by leveraging
our technological capabilities and investing in initiatives aimed at understanding and addressing
behavioral patterns associated with such accounts. For example, in early 2017, we launched the
Information Quality initiative, an effort aimed at enhancing the strategies we use to detect and
stop bad automation, improve machine learning to spot spam, and increase the precision of our
tools designed to prevent such content from contaminating our platform.
Since the 2016 election, we have made significant improvements to reduce external
attempts to manipulate content visibility. These improvements were driven by investments in
methods to detect malicious automation through abuse of our API, limit the ability of malicious
actors to create new accounts in bulk, detect coordinated malicious activity across clusters of
accounts, and better enforce policies against abusive third-party applications.
In addition, we have developed new techniques for identifying patterns of activity
inconsistent with legitimate use of our platform (such as near-instantaneous replies to Tweets,
nonrandom Tweet timing, and coordinated engagement), and we are currently implementing
these detections across our platform. We have improved our phone verification process and
introduced new challenges, including reCAPTCHA (utilizing an advanced risk-analysis engine
developed by Google ), to give us additional tools to validate that a human is in control of an
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account. We have enhanced our capabilities to link together accounts tbat were formed by the
same person or that are working in concert. And we are improving how we detect when
accounts may have been hacked or compromised.
With our improved capabilities, we are now detecting and blocking approximately
450,000 suspicious Iogins each day tbat we believe to be generated through automation. In
September 2017, our systems identified and challenged an average of four million suspicious
accounts per week, which represents more tban double our rate of detection at tbis time last year.
Over three million of tbose accounts were challenged upon signup, before their content or
engagements could impact other users. Between June and September 2017, we have also
suspended more than 117,000 malicious applications for API abuse. Those applications were
collectively responsible for more than 1.5 billion Tweets in 2017.
We plan to continue building upon our 2017 improvements, including through
collaboration with our peers and investments in machine-learning capabilities that help us detect
and mitigate tbe effect on users of fake, coordinated, and malicious automated account activity.
50.

According to recent news reports, Twitter hosted content that was intended to
disenfranchise voters in the Virginia gubernatorial election by misleading them
about how to vote.
•

What automated and manual processes does Twitter have in place to identify
content that is intended to disenfranchise voters?

•

How quickly does Twitter remove content that is intended to disenfranchise
voters? Please provide a histogram or quantile data.

When Twitter receives reports of illegal voter suppression content, we review tbe Tweets
and accounts in question and, where appropriate, take action to remove tbe Tweets or suspend
the accounts for violating the Twitter Rules. We also employ tbe use of automated systems to
identify "lookalike" posts (i.e., posts which share a known misleading image) which were not
directly reported but which should be reviewed.
For example, during the period leading up to tbe 2016 election, in response to tbe
attempted "vote-by-text" effort and similar voter suppression attempts, Twitter restricted as
inaccessible, pending deletion, 918 Tweets from 529 users who proliferated that content. Twitter
also permanently suspended 106 accounts that were collectively responsible for 734 "vote-bytext" Tweets. Twitter took action against the first reports of those Tweets within a day or two;
once we calibrated our systems to detect the vote-by-text content, our response time decreased
and we were able to hide tbe content rapidly. Because such content removal takes place on a
case-by-case basis and involves a fact-specific inquiry and human review, there is not a uniform
frequency or pattern to such enforcement actions tbat we can depict with graphs.
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{From Senator McCain]

51.

Current campaign finance law establishes disclosure standards for television, radio,
and print media. The Pew Research Center recently found that 65 percent of
Americans identified an Internet-based source as their leading source of
information in the 2016 election.
•

Under current law, to what extent is Twitter responsible for providing a similar
quality of disclosure to the public?

Current campaign finance laws require advertisers to include disclosure language on
certain "public communications" and "electioneering communications." Compliance with FEC
regulations and guidance from advisory opinions rests with the advertiser, rather than on Twitter
or the television, radio, print or digital provider on which an advertiser runs an ad. The Federal
Election Commission-through its regulations and advisory opinions-has advised advertisers
who disseminate paid communications on digital platforms that they may be able to rely on
regulatory exceptions to the disclaimer requirements for "small items" or for communications
where including a disclaimer is "impracticable."
Twitter will take further steps to promote transparency and public understanding through
the Transparency Center that we publicly announced last year. The goal of the Transparency
Center is to offer the public increased visibility into advertising on the platform, and to provide
users with too Is to share feedback with us. With respect to electioneering ads and the
Transparency Center, we intend to better enable users and outside parties to conduct their own
research or evaluation regarding particular ads. Electioneering ads information that will be
accessible through the Transparency Center will include, among other things, the identity of the
organization funding the campaign, all ads that are currently running or have run on Twitter,
campaign spend, and targeting demographics for specific ads or campaigns. We plan to launch
the Transparency Center as soon as feasible after rolling out our electioneering policy in the first
quarter of2018, and we are continuing to refine the tools we will make available in conjunction
with launching the Transparency Center to ensure the best experience for our users.

52.

Your platform hosts thousands of tweets per second, or billions of tweets every year.
•

Given the challenge of monitoring such a vast amount of content, to what extent
is the monitoring of campaign advertisements automated?

•

Do you feel that this automation is sufficient in capturing bad actors?

Twitter relies on two methods to prevent prohibited promoted content from appearing on
the platform: a proactive method and a reactive method. Proactively, Twitter relies on custombuilt algorithms and models for detecting Tweets or accounts that might violate its advertising
policies. Reactively, Twitter takes user feedback through a "Report Ad" process, which flags an
ad for manual human review.
On the proactive side, an advertisement and advertiser account that is subject to manual
review is first reviewed by a set of machine classifiers that are built to detect Twitter Policy
violations; any suspicious ads that those models flag are subsequently reviewed by Twitter
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personnel. On the reactive side, when we receive reports through our "Report an Ad" service,
those ads are similarly subject to manual review.
We believe the balance of proactive and reactive review allows us to actively enforce our
policies through an effective process that incorporates user feedback. We continue to invest in
improving our detection tools and developing new machine-learning models to improve
detection accuracy and remain up-to-date with new trends and new Twitter policies.
As part of our ads transparency and electioneering ads efforts announced in October
2017, Twitter will require advertisers to go through an onboarding process, which will obligate
them to provide information about how they are funding their media buys. For advertisers who
do not self-identify but who run electioneering ads, we will use a combination of machinelearning models and human manual review to detect and halt these advertisers until they have
correctly onboarded with us as an electioneering advertiser. While it is possible that foreign
governments may attempt to purchase ads through consultants or management companies,
Twitter's upcoming Transparency Center is intended provide identifying information about any
such companies and their other advertising activities on Twitter. That information will better
enable users and outside parties to conduct their own research or evaluation regarding particular
ads.
With respect to organic content, Twitter dedicates significant resources to addressing and
blocking the use of malicious automation, bots, and other coordinated activities on our platform.
We believe we have the right resources and strategies in place. We dedicated nearly the entire
engineering, product, and design teams to look at these issues at the beginning of2017, and we
regularly reexamine staffing and resources and adjust as needed.
Critical to the continued success of our efforts is our ability to leverage our technological
advancements and improvements to tackle this problem; given the scale, this is not something
that we or anyone else can review and address by hand. We have been successful at addressing
other challenges in other contexts and we believe we can meet this challenge as well. For
example, as of September 2017, 95% of account suspensions for promotion of terrorist activity
were accomplished using our existing proprietary detection tools-up from 74% in 2016.
We also recognize that computer algorithms alone are not sufficient to address the
problem. Accordingly, those tools are complemented by manual review teams, collaboration and
information sharing with industry peers and participants, reliance on data and intelligence from
third-party security vendors, and partnerships with other companies and civil society.
Twitter understands that, to succeed, we must combine resources, information,
knowledge, and effort with industry partners, civil society, and government. We do not compete
against other companies on our ability to detect and label malicious content on our platform;
instead, we recognize that we will all be stronger if we view this as a shared threat. We are
committed to a continued collaborative approach and believe it will prove successful going
forward.
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•

What sort of appeals process is in place in order to prevent faulty sorting?

A user suspended from Twitter can file an appeal directly from the Twitter mobile
application or from our website. Twitter's Help Center, accessible at http://help.twitter.com,
provides additional information to users about how to an appeal of a suspension.
Suspended advertisers are also able to file appeals. In many cases, an advertiser will
work with their account representative in order to do so. If an advertiser does not have a Twitter
account representative, or if the advertiser prefers to proceed independently, the advertiser can
file an appeal through Twitter's advertiser support form.

53.

Twitter recently announced efforts to make campaign advertising more transparent,
including the development of a "transparency center," and harsher penalties for
electioneering advertisers that violate policies.
•

How do you plan to detect false disclosure information and enforce your
policies?

Twitter is developing mechanisms and processes for verifying the information we will
ask our advertisers to disclose, and policies governing enforcement of and compliance with the
applicable ads policies. For advertisers who do not self-identify, but who run electioneering ads,
we will use a combination of machine-learning models and human manual review to detect and
halt these advertisers until they have correctly onboarded with us as an electioneering advertiser.
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Responses to Questions for the Record for Mr. Kent Walker, Senior Vice President and
General Counsel, Google
Senate Select Committee on Intelligence hearing on Social Media Influence in the 2016 U.S.
Elections

[From Chairman Burr]
1. What procedures must the Russian government follow to compel the production of
customer-created content or personally identifiable information from your company?
We respond to Russian government requests for customer-created or personally identifiable
information only pursuant to valid U.S. legal process secured through Mutual Legal Assistance
Treaties (MLAT) with the United States and other diplomatic and cooperative arrangements. In
extraordinary circumstances, where Google has a good faith belief that disclosure of data without
delay is necessary to avert a threat to human life, Google, in consultation with an FBI legal
attache or an attorney with the Department of Justice's Computer Crime and Intellectual Property
Section, may also disclose information to the Russian government. In addition, we may produce
information pertaining to our Ads users who contract with our Ads business located in Russia
pursuant to valid legal process in Russia and according to Russian law.
2. Has the Russian government compelled the production of customer created content or
personally identifiable information from your company?
As discussed in response to Question l above, other than information pertaining to our Ads users
who contract with our Ads business located in Russia, the Russian government may compel
production of customer-related content or personally identifiable information only pursuant to
valid U.S. legal process secured through an MLAT or other diplomatic and cooperative
arrangements.
3. If so, has your company complied with such efforts by the Russian government to compel the
production of customer-created content or personally identifiable information?
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4. Has your company ever refused to comply with efforts by the Russian government to compel
the production of customer-created content or personally identifiable information? If so, have
any of these efforts been successful?
Yes. We review each request we receive to ensure it satisfies applicable legal requirements and
our policies. If we feel that a request is overbroad, we seek to narrow it. As you can see in our
transparency report, available at https://transparencyreport.fWo~le.com/user-daWoverview, we
have not complied with every request.
5. Has your company provided any content created by a U.S. person or personally identifiable
information about a U.S. person to the Russian government?
As stated in response to Question 3, our transparency report provides details regarding our
compliance with all government requests for customer data, by country, including requests by the
Russian government. The latest information is available at
https:/ltransparencyreport. google .com/user-data/overview.
6. More specifically, has your company provided to the Russian government the content of any
direct messages sent to or from a U.S. person?
As discussed in response to Question I above, other than information pertaining to our Ads users
who contract with our Ads business located in Russia, the Russian government may compel
production of customer related content or personally identifiable information only pursuant to
valid legal process secured through an MLAT or other diplomatic and cooperative arrangements.
Our transparency report details our compliance with Russian government requests for customer
data and is available at: https·//transparencmport.~oo~le.com/user-data/oyeryjew.
7. Has your company provided to the Russian government any information that could be used to
determine the location of a U.S. person?
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As discussed in response to Question I above, other than information pertaining to our Ads users
who contract with our Ads business located in Russia, the Russian government may compel
production of customer-related content or personally identifiable information only pursuant to
valid legal process secured through an MLAT or other diplomatic and cooperative arrangements.
Our transparency report details our compliance with Russian government requests for customer
data and is available at: https://transparencyrwort.~oogle.cornluser-data/oyeryiew.
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[From Vice Chairman Warner]
8. Your platform allows for the continuous showing of videos to a user. Once a video is done,
You Tube recommends and actually begins playing the next video based on your previous
interactions. This seems particularly susceptible to foreign influence -particularly for children or
young adults that use You Tube without parental supervision.

•

What are you doing to ensure the Recommendation algorithm - in the same
way as the Search algorithm - is not susceptible to malign incursion?
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Google has long had numerous systems in place, both automated and manual, to detect and
address manipulative and deceptive behavior across our products, including on YouTube.
You Tube employs a sophisticated spam and security-breach detection system to identify
anomalous behavior and malignant incursions, including attempts to inflate view counts of
videos or numbers of subscribers and other similar metrics used as inputs in recommendation
algorithms. In addition, while we do allow "auto-play" on You Tube, we also allow our users to
control their YouTube experience. If a user does not want a new video to play after the first
video has completed, he/she can tum off the "auto-play" mode with one click. Similarly, if users
do not like the recommendations they are receiving, or do not want a certain video to be included
as part of their history, they can delete specific videos or clear their watch history entirely.
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[From Senator Collins]
9. What provisions in Google's Terms of Service ensure that political advertisements targeted
toward the United States are purchased by an American citizen?
Our Terms of Service prohibit the use of our services to engage in activities that violate U.S.
laws, including laws that prohibit non-U.S. persons from purchasing election ads.
10. Do your Terms of Service prohibit users from influencing elections in other countries?
Google's Terms of Service specifically prohibit activity on our platforms that violate applicable
law. With respect to attempts to undermine democratic elections, we enforce policies that
prohibit a range of misconduct, including content that misrepresents the owner's origin or
purpose, engages in harassment, or involves posting hateful, extremist, or violent content.
We are committed to working with other governments and with Congress to strengthen
protections around elections, ensure the security of users, and help combat disinformation.
11. If a foreign national working on behalf of a foreign intelligence service was an authentic user
in real name on your platform, could he post divisive, but non-violent content related to aU .S.
election without violating your Terms of Service? Would he be able to purchase political
advertising?
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Google's Terms of Service specifically require that activity on our platforms complies with U.S.
law, including laws that require agents of a foreign government to label any "informational
materials" they disseminate on behalf of that foreign government and laws that prohibit non-US
persons from purchasing election ads. We also enforce policies that prohibit a range of
misconduct by those who place content on our platforms, including content that misrepresents
the uploader's origin or purpose.
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[From Senator Feinstein]
12. Google has conceded that the number of people exposed to content from foreign groups
online is far more pronounced through organic traffic and fake accounts than it is through paid
advertising. Troublingly, it does not appear there is a proven method for combating the spread of
fake accounts created to sow division in society. Although the Committee has heard testimony
indicating that social media platforms have developed a number of ways to detect "bot-like"
activity, as recently as August 2017, divisive foreign unpaid content designed to polarize and
anger the American people could be found on social media.

•

What specific actions is Google taking to combat this type of divisive unpaid
activity on an ongoing basis?

While the majority of our platforms are not "social media", and we saw only limited use of fake
accounts associated with the 2016 elections, we are deeply concerned about any attempts to use
our platforms to sow division. Our systems, for example, work hard to prevent the creation of
"bad" accounts by relying on a host of inputs about historical use and pattern recognition across
various services. In addition, we have developed robust protections to address attempts to
manipulate our systems by bots or other schemes, such as link farms. (Our webmaster guidelines
provide more information about this: https-!/sYP.POrt.f:COile.com/webmasters/auswer/35769.)
We use both algorithmic and manual methods, and we deploy these across our products,
including Search and YouTube. We have not, however, seen the same type of social media bots
as have been reported on other platforms.
We have also put significant effort into curbing misinformation on our unpaid products.
That includes better ranking algorithms in Search that prioritize authoritative sources,
tougher policies against the monetization of misrepresentative content by publishers. On
Google News, we mark up links with labels that help users understand what they are about
to read, whether it is local content, an op-ed, or an in-depth piece, and encourage them to be
thoughtful about the content they view. Publishers who review third-party claims or rumors
can showcase their work on Google News through fact-check labels and in Google Search
through fact-check cards. We will continue to work on promoting the access to high-quality
content, including partnering with the journalism industry to help people better understand
and contextualize what they see online.
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13. One of the more troubling findings from this investigation is the number of targeted voter
disengagement efforts promoted through social media.
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•

Can you say with certainty that foreign actors did not use U.S. voter
registration data to target individuals through both paid and unpaid
activity?
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Google did not provide U.S. voter registration data to any advertisers account.
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[From Senator Cotton]
14. What type of data have you collected on Internet Research Agency actors who were using
your platforms? Please be specific. Have you provided that data to law enforcement? How long
is that data retained?
We have conducted an extensive review of this issue including developing a list of actors we
know or suspect were involved in this effort from our research of publicly available information,
the work of our security team, as well as leads we received from others in the industry, and
applying those leads to nearly twenty of Google's products, including all Ads products. We have
responded to the law enforcement requests regarding the information we collected as part of our
review, and have and will continue to be committed to working with law enforcement and
Congress to provide information relevant to their investigations, in compliance with our policies
and the law.
15. Do you prevent delivery of ads to a mobile device that may be inside a polling place, where
other political ads would be illegal?
We do not allow ads to be targeted to polling places.
16. Have any of Google's companies been breached by foreign actors? How many times in the
last five years? What data has or could have been compromised?
Threats to our systems are continuously evolving. While we have not seen successful
compromise of Google's systems in the past five years, we have encountered campaigns to gain
access to the IP of companies we have acquired, and we continually address challenges from
motivated and resourceful attackers. We report attacks to law enforcement and other authorities,
as appropriate.
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We've built industry-leading security systems and we've put these tools into our consumer
products. Back in 2007, we launched the first version of our Safe Browsing tool, which helps
protect users from phishing, malware, and other attack vectors. Today, Safe Browsing is used on
more than three billion devices worldwide. If we suspect that users are subject to
government-sponsored attacks we warn them. And we recently launched our Advanced
Protection Program, which integrates physical security keys to protect those at greatest risk of
attack, like journalists, business leaders, and politicians. As threats evolve, we will continue to
adapt to understand and prevent new attempts to misuse our platforms and will continue to
expand our use of cutting-edge technology to protect our users.
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17. Have you mapped the WiFi networks on military bases or in other government buildings? Do
you collect information on individual Android users that may be in close proximity to, or
accessing these networks?
Google's location service collects anonymous data about nearby wifi access points from Android
users on an opt-in basis to improve Google's location services. We allow our users, including
Governments and military bases, to opt out of that mapping by sending us a 'nomap' request as
described in our help page found here: https:Usupport jWQ~Ie,com/maps/answerll725632?hl=en.
18. You have challenged the NSA for a lack of transparency and oversight, yet you collect large
amounts of data and have an opaque privacy policy.

• What types of information does Google collect?
• Does any non-biased third party oversee your use of personal information?
Google is committed to protecting the privacy of our users and to providing transparency
regarding the types of information we collect. In fact, Time Magazine and the Center for Plain
Language evaluated Google's privacy policy as to be the most accessible and easy to understand
of any leading technology company. See http:Utime corn/3986016/~:oo~le-facebook
twjtter-priyru.;y-pQiicies/. As described in our privacy policy, which you can find here:
htij1s://www.~ooile.cgm/policies/privacy/, we collect information to provide better services to all
of our users - from figuring out basic information about our users like which language they
speak, to more complex things like which ads they will find most useful or which YouTube
videos they might like. That includes information they give us and information about the
services they use and how they use them. We provide users with transparency and control
through easy-to-use tools that enable users to manage their privacy and security settings.
In addition to our own efforts to ensure our users can trust us with their information, Google is
subject to independent, governmental oversight in the jurisdictions within which it operates,
including by the Federal Trade Commission in the United States.
19. Have you ever returned revenue that was generated from advertising on webpages that
facilitated Russian attempts to influence the 20 I 6 election, terrorist propaganda, or online sex
trafficking (like "backpage.com")?
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Google enforces policies that prohibit a range of misconduct by those who place content on its
platforms, including misrepresenting the owner's origin or purpose, engaging in harassment, or
posting hateful, extremist, or violent content. We do not permit that content to be monetized on
our systems. With respect to the 2016 election, the activity on our platforms was limited, with
only $4700 dollars of revenue associated with ads we identified. We believe that was in large
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part due to the controls we had in place prior to the election. Google and Jigsaw have recently
donated considerably more funds ($750,000) to the Belfer Center for Science and International
Affairs and its Defending Digital Democracy project.
20. Please provide a list of all the sources of user data that your platforms collect. Where is this
data stored? How long is it retained?
As discussed in the response to Question 18, Google is committed to protecting the privacy of
our users and to providing transparency regarding the types of information we collect. Our
privacy policy is available here: https-flwww.J:OOf;le.com/policies/priyacy/. Any data we collect
is retained in accordance with our U.S. and international legal requirements.
21. According to Reuters, cyber actors linked to the Russian Government used malware
implanted on Android devices to track Ukrainian artillery units. This demonstrates that Russia is
not only using your platforms to influence elections, but to gain an advantage on the front lines
of a battlefield.

•

How do you believe that Russia was able to accomplish this and what is being
done to prevent it from occurring in the future?

We are aware of this report and we, although with others in the industry, have questioned its
accuracy. (See, e.g., https://www.yoanews.com/alcyber-firm-rewrites-part-disputed
-russian-hackin~-report/37814ll.html). For example, that the malware at issue was not
distributed through our Play Store. Regardless, as discussed in the response to Question 16, we
recognize that we face motivated and resourceful attackers, and we are continually evolving our
tools to stay ahead of ever-changing threats.
22. Google processes information on various servers all over the world.

•

Is information collected on U.S. Government employees being processed or
stored in countries like Russia and China?

We do not have data centers that store information collected on U.S.-based government
employees in Russia or China.
23. Has Google ever provided the governments of Russia or China access to data that it has not
provided to the U.S. Government?
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We respond to Russian and Chinese Government requests for customer-created or personally
identifiable information only pursuant to valid U.S. legal process secured through Mutual Legal
Assistance Treaties (MLATs) with the United States and other diplomatic and cooperative

182
arrangements. We may produce information pertaining to our Ads users who contract with our
local Ads businesses pursuant to valid local legal process and according to local law. In
extraordinary circumstances, we may also disclose information to the Russian and Chinese
governments where Google has a good faith belief that disclosure of data without delay is
necessary to avert a threat to human life, which is conducted in consultation with an FBI legal
attache or an attorney with the Department of Justice's Computer Crime and Intellectual Property
Section. Our transparency report details our compliance with Russian and Chinese requests for
customer data:

https·Utransparencyreport.~oo~le.com/user-data/oyeryiew.

24. Do any Google applications or services behave differently in the United States than they do
in Russia, China, or another country?
Google strives to provide our products and services in a consistent manner to our users. We may
make changes to our products in certain regions based on consumer interest or legal requirements
of a particular region.
25. Has Google provided information on a U.S. citizen to the government of China?
As discussed in Question 23, we respond to Chinese Government requests for U.S.
customer-created or personally identifiable information only pursuant to valid U.S. legal process
secured through Mutual Legal Assistance Treaties (MLATs) with the United States and other
diplomatic and cooperative arrangements. Our transparency report details our compliance with
Chinese requests for customer data:

https://transparencyreport.~<)Q~!e.com/user-data/overview.

26. Does Google share the personally identifiable information of its users with other countries'
foreign intelligence agencies absent legal process?
As discussed in Question 23, we respond to Russian and Chinese Government requests for
customer-created or personally identifiable information, only pursuant to valid legal process and
vis-a-vis the U.S. Department of Justice's MLATs, with limited exceptions. Our transparency
report details our compliance with these types oftequests for customer data:
https://transparencyreport.~:oo~:le.com/user-data!oyerview.

27. Is it possible that third party companies controlled by foreign intelligence agencies are
purchasing personally identifiable information from Goog!e?
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No. We do not sell personally identifiable information.
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[From Senator Heinrich/
28. In your testimony, you talked about finding 18 channels likely associated with Russian agents
who posted 1,100 misleading and divisive videos to YouTube. These videos received 309,000
views during the election cycle.

•
•

What systems exist to prevent intentionally misleading or illegal content from
appearing at the top of YouTube searches or YouTube video recommendations?
Can the same artificial intelligence or algorithms used to police terrorist
propaganda or pornography be used in this space? Why or why not?

On YouTube, we employ a sophisticated spam and security-breach detection system to identify
anomalous behavior and attempts to manipulate our systems. We remove any content that we
identify on YouTube that is attempting to spam or scam our users and respond to complaints by
our users. We are also working on greater transparency around news sources on our platform,
including disclosure of government funding.
While some tools may work for violent extremism and terrorism-related content in a scalable
way, the problem is very different for misleading or inauthentic content. Many times, the
misleading content looks identical to content uploaded by genuine activists. We are dealing with
difficult questions that require the balancing of free expression, access to information, and the
need to provide high quality content to our users. There are no easy answers here, but we are
deeply committed to getting this right.
29. The New York Times reported that YouTube played a crucial role in helping build and
expand RT. Until recently, RT was included in Google's "preferred" news lineups, which granted
them access to guaranteed revenue from premium advertisers.

• Why did Google favor RT content?
RT was available on YouTube's Preferred Lineup because it met our standard Preferred Lineup
criteria available at: bttps:l/www,youtube.corn/yt/lineyps/united-states.htrnl. Those criteria
include factors such as the number of view counts of a particular channel, the number of that
channel's subscribers, and the language of the channel. RT is no longer available on YouTube's
Preferred Lineup.
30. What percent of Google content reviews are conducted by an actual human being rather than
via automated review?
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We have a global team of thousands of policy experts, reviewers, product managers, and data
scientists focused on creating, maintaining, and enforcing our policies. We serve billions of
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users every day, so our solutions need to work at scale. We rely on highly-trained individuals
from our Trust and Safety and Security teams who work closely with machine learning tools and
our algorithms to ensure our platforms are protected and there is adherence to our policies.
Through a combination of sophisticated algorithms and other technologies and human review,
we both proactively look for violations and respond to complaints. Technology has helped us
accelerate and scale our removal process, with human review assisted by computerized
classifiers and computer classifiers informed by the results of human review.
31. Are Google's content review processes the same now as they were during the 2016 election?
If not, how have they changed?
We are constantly working to improve our processes and better ensure compliance with our
policies. Google enforces policies that prohibit a range of misconduct by those who place
content on our platforms, including misrepresenting the owner's origin or purpose, engaging in
harassment, or posting hateful, extremist, or violent content.
Over the past 18 months, we have undertaken a broad effort to highlight authoritative sources
and minimize the spread of misinformation on our platforms. On Google News, we mark up
links with labels that help users understand what they are about to read, whether it is local
content, an op-ed, or an in-depth piece, and encourage them to be thoughtful about the content
they are looking at. Publishers who review third-party claims or rumors can showcase their work
on Google News through fact-check labels and in Google Search through fact-check cards. To
help ensure Google does not monetize content designed to mislead users, we have implemented a
new policy for our AdSense publishers that explicitly bans ads on sites that misrepresent,
misstate, or conceal information about the publisher, the publisher's content, or the primary
purpose of the site. For Google Search, we updated our Search Quality Rater Guidelines and our
evaluation test sets to help identify misleading information and unexpected offensive results, and
have used this data to improve our search algorithms. This results in higher quality and more
authoritative Search results.
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As we announced in 2017, we are also enhancing the transparency of election ads by permitting
users to find the name of any advertiser running an election ad on Search, YouTube, and the
Google Display Network. We also will be releasing a transparency report for election ads,
sharing data about who is buying election ads on our platforms and how much money is being
spent. We will pair our transparency report with a publicly available repository of election ad
creatives from across our Ads products.
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We will continue to work on preventing the spread of misinformation by partnering with the
journalism industry to help people understand what they see online and to support the creation of
quality content.
32. In hiring more content reviewers, are your companies simply throwing bodies at a specific
problem, or are you fundamentally rethinking how to prioritize which user interactions require
additional human oversight and review. If so, how? What other changes have you made in this
regard?
We agree with the suggestion that it is important to thoughtfully triage various threats to the
content available on our platforms. Google was founded with a mission of organizing the
world's information and making it universally accessible and useful. The abuse of the tools and
platforms we build is antithetical to that mission. Google serves billions of users every day and
our solutions need to work at scale. We rely not only on the thousands of human reviewers we
have hired and trained, but we've also dedicated some of our top engineers to develop machine
learning tools and algorithms to protect our platforms and promote adherence to our policies,
focusing on key risk areas.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00191

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 118 here 27398.118

LAP51NQ082 with DISTILLER

We face motivated and resourceful attackers, and we are continually evolving our tools to stay
ahead of ever-changing threats, but we are committed to putting our talent and technology behind
addressing these problems, and will continue to build industry-leading security systems and
deploy those tools in our products.
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[From Senator Manchin]
33. Does Google or any Go ogle affiliate use the information security products or services of
Kaspersky Lab or any Kaspersky Lab affiliate?
Kaspersky Lab products have not been approved for use on our corporate systems. Google's
policy requires that before installation of software like that offered by Kaspersky Lab, the
software be reviewed by Google's security and privacy team. A review of our systems has not
detected any installation of Kaspersky Lab products.
34. Does Google or any Google affiliate sell network space to RT or Sputnik news agencies?
Both RT and Sputnik do purchase ads from Google. Like all other advertisers RT and Sputnik
are subject to our strict ads policies and community guidelines, including policies against
advertisers misrepresenting their origin or purpose. To date, we've seen no evidence that they
are violating these policies, but we continue to monitor all of our platforms to guard against
potential abuse.
35. If you recently terminated any agreements with RT or Sputnik, on what date did the
termination become effective?
We have not terminated any agreements with RT or Sputnik. RT was once available on You
Tube's Preferred Lineup because it met our standard Preferred Lineup criteria available at:
https://www.youtube.comLytJ!ineyps}unjted-states.html. Those criteria include factors such as
the number of view counts of a particular channel, the number of that channel's subscribers, and
the language of the channel. RT is no longer in our Preferred Lineup. That did not, however,
involve the termination of any agreement with RT.
36. Do either RT or Sputnik need to purchase advertising space on your platforms, or can they
freely maintain a presence or distribute web content via their own or affiliated accounts?
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RT and Sputnik do not need to purchase advertising space on our platforms. Google's mission is
to organise the world's information and make it universally accessible and useful. For example,
on Search, we index websites such as RT and Sputnik just as we do others. We are, however,
actively working to provide users and advertisers with more information about the content they
are seeing to allow them to make educated choices. We have labels on Search describing RT's
relationship with the Russian Government and we are working on disclosures to provide similar
transparency on YouTube.
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3 7. Does Google prohibit, or have any concern about, foreign state-sponsored news organizations
posting content via any Google platform?
The aim of our content platforms, like Search and YouTube, is to bring users a diverse range of
news views and opinions from across the ecosystem. Our Search results, for example, contain a
variety of partly or wholly government-backed news outlets, such as BBC or France Television.
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As discussed above, we are actively working to provide users and advertisers with more
information about the content they are seeing to allow them to make educated choices, including
whether they advertise on specific sites, such as RT. We take misinformation on our platforms
very seriously, and we have put significant effort into curbing misinformation in our products.
That includes a policy against news content by foreign state-sponsored news organization that
conceal their affiliations with foreign governments.
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[From Senator Harris}
38. Your company has produced information about Russian propaganda advertisements. Your
company has also produced information about Russian propaganda that appeared as ordinary
user content. You have not, however, provided information about the legitimate advertisements
that accompanied Russian content.

•
•

•
•
•

How long do you retain placement and billing records for advertisements on your
services?
Have you instructed your relevant business units to retain the records of
advertisements that accompanied Russian propaganda? If you have not, will you
immediately issue that instruction?
How much revenue do you estimate that you earned from the advertising that
accompanied Russian propaganda?
Have you notified the advertisers whose advertisements accompanied Russian
propaganda?
What do you plan to do with the revenue that you earned from the advertisements
that accompanied Russian propaganda?

We retain our Ads billing data and will continue to do so as is required by law, or when requested
by law enforcement, and in accordance with our policies. With respect to Ads revenues
associated with this effort, our extensive investigation identified very limited activity on our
platforms: we identified two accounts that purchased approximately $4 700 of Google ad
inventory. We paid less than $35 of revenue to those actors for ads served on their published
content; our earnings were a fraction of that amount. In addition, Go ogle and Jigsaw recently
donated approximately $750,000 to the Belfer Center for Science and International Affairs and
its Defending Digital Democracy Project as part of our commitment to enhance the protections
surrounding our democratic process.
39. The problems of inauthentic, false, and hyper-partisan content are much broader than Russian
propaganda.

•

LAP51NQ082 with DISTILLER

•
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•

If you are aware of independent estimates of inauthentic or false content on your
platforms, please provide those estimates. If you disagree with the estimates, please

•

If the independent estimates were accurate, how much of your annual revenue

explain why.

•
•
•
•

would be attributable to inauthentic or false content?
How much of the news content that is shared on your services do you estimate is
false?
How much of the news content that is shared on your services do you estimate is
hyper-partisan?
Have you conducted any studies of how false content performs on your services? If
yes, please describe those studies and provide copies.
Have you conducted any studies of how hyper-partisan content performs on your
services? If yes, please describe those studies and provide copies.
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Google serves billions of users every day. People watch over a billion hours ofYouTube content
a day, we index billions of web pages on Google Search, and there are billions of ernails sent
each day using Grnail. It is, therefore, effectively impossible to identify every single piece of
content that might be false or inauthentic. Inauthentic, false and misleading content is, however,
antithetical to Google's mission, and we are committed to preventing this type of content on our
platforms. Our systems rely on a host of methods to help ensure the legitimacy of accounts and
content on our platforms. Those methods include:
• Assessing historical use and pattern recognition across various services in an effort to
detect if an account creation or login is likely to be abusive and to prevent or detect and
close "bad" accounts.
• Preventing users from creating a large number of Google Accounts in a short time period
and, if we detect suspicious conduct, requiring verification.
• Curbing misinformation in our products-from better ranking algorithms that prioritize
authoritative sources, to tougher policies against the monetization of misrepresentative
content.
• On Google News, marking-up links with labels that help users understand what they are
about to read, whether it is local content, an op-ed, or an in-depth piece, and encourage
them to be thoughtful about the content they are looking at. Publishers who review
third-party claims or rumors can showcase their work on Google News through
fact-check labels and in Google Search through fact-check cards.
• Preventing monetization of content designed to mislead users by implementing our new
policy for our AdSense publishers that explicitly bans ads on any site that misrepresents,
misstates, or conceals information about the publisher, the publisher's content, or the
primary purpose of the site.

190
•

•

Updating our Search Quality Rater Guidelines and our evaluation test sets to help identify
misleading information and unexpected offensive results, and using this data to improve
our search algorithms.
Increasing transparency for our users, including adding "nutrition labels" on Search and
similar disclosures on YouTube and our recent transparency efforts around election ads.

40. In the area of state-sponsored hacking, each of your companies has a responsible senior
executive and dedicated technical experts.

• Who is the senior executive responsible for countering state-sponsored information
operations? When did that executive assume that responsibility, and what is the
scope of the responsibility?
• As of November 2016, how many of your technical employees had the primary
day-to-day task of countering state-sponsored information operations?
• As of today, how many of your technical employees have the primary day-to-day
task of countering state-sponsored information operations?
Protecting our platforms from state-sponsored interference is a challenge we began tackling as a
company long before the 2016 presidential election. We've dedicated significant resources to
help protect our platforms from such attacks by maintaining cutting-edge defensive systems and
by building advanced security tools directly into our consumer products.
We have a global team of thousands of policy experts, reviewers, product managers, and data
scientists focused on creating, maintaining, and enforcing our policies and, as Senior Vice
President and General Counsel of Google, leading our Legal, Policy, Trust & Safety and
Philanthropy teams, I oversee many of those efforts. While the activity on our platforms
associated with this effort was relatively limited- which we believe that was in large part due
to the controls we had in place prior to the 2016 election- we understand the importance of
maintaining and enhancing those controls as we go into the 2018 election season.
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4 I. Much of what we now know about Russian propaganda is because of academic researchers
and investigative journalists. These groups do not currently have access to the data that they need
to inform the public and to build tools for detecting state-sponsored information operations. For
example, these groups generally cannot assess the full set of public user activity associated with
a specific topic, nor can they analyze the behavior of accounts associated with state-sponsored
information operations. Providing access to this data need not come at the expense of user
privacy, since these groups could be bound by non-disclosure agreements and use
privacy-preserving algorithms to conduct their studies.
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•

Will you commit to, by the end of the year, providing five or more independent,
non-profit entities with access to the data they need to understand and counter
state-sponsored information operations? If you will, please provide specifics and a
timeline for bow you plan to honor the commitment. If you will not, please explain
why.

We agree that combating disinformation campaigns requires efforts from across the industry and
the public sector, and we are collaborating with technology and NGO partners to research and
address disinformation and, more broadly, election integrity. That includes our partnership with
the Belfer Center for Science and International Affairs on its Defending Digital Democracy
Project, to which Jigsaw and Google recently donated $750,000. We will continue our
long-established policy of routinely sharing threat information with our peers and work with
them to better protect the collective digital ecosystem. We also welcome input from law
enforcement, Congress, and independent entities.
In addition, our enhancements to transparency around election ads on our platforms will include
a transparency report for election ads, sharing data about who is buying election ads on our
platforms and how much money is being spent and a publicly available repository of election ad
creatives from across our Ads products. We will make that database available for public research
to all who are interested in learning or using it to conduct research, including NGOs.
42. Similarly, much of what we now know about inauthentic, false, or hyper-partisan content is
because of independent groups.
•

Will you commit to, by the end of the year, providing five or more independent,
non-profit entities with access to the data they need to understand the prevalence
and performance of inauthentic, false, or hyper-partisan content on your services?
If you will, please provide specifics and a timeline for bow you plan to honor the
commitment. If you will not, please explain why.
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We take misinformation on our platforms very seriously, and we have put a lot of effort into
curbing misinformation in our products, including partnering with NGOs through our trusted
flagger programs, programs like the Trust Project, and our partnership with the Belfer Center for
Science and International Affairs on its Defending Digital Democracy Project. We will continue
to work on preventing the spread of misinformation by partnering with the journalism industry to
help people understand what they see online and to support the creation of quality content. We
look forward to continuing to collaborate with non-profit entities to tackle disinformation and,
more broadly, election integrity.
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43. Addressing state-sponsored information operations will continue to require cooperation
among private sector entities and with the government.
•

•

Have you established a formal mechanism for promptly sharing actionable
information about state-sponsored information operations with other online
services, similar to the mechanisms that already exist for sharing information about
state-sponsored cybersecurity threats? If not, will you commit to developing such a
mechanism?
The FBI is the federal agency responsible for countering foreign propaganda. Do
you have a written policy of promptly sharing what you learn about state-sponsored
information operations with the FBI? If not, will you commit to developing such a
policy?

We are committed to working with Congress, law enforcement, others in industry, and the NGO
community to strengthen protections around elections, whether in a formal or informal setting.
44. You currently have automated systems in place to detect spam and abuse.
•

Do you have an automated system in place to detect state-sponsored information
operations? If yes, will you provide this Committee with private briefing on the
system's design and performance? If no, why not?

Protecting our platforms from state-sponsored interference is a challenge we began tackling as a
company long before the 2016 presidential election. We've dedicated significant resources to
help protect our platforms from such attacks by maintaining cutting-edge defensive systems and
by building advanced security tools directly into our consumer products. We have previously
provided a detailed briefing to Committee staff on this issue and are happy to provide additional
briefings as requested.
45. You have promised to adopt additional transparency and verification requirements for
political advertising.
•

Please detail the new requirements and your timeline for implementing those
requirements.
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Google is concerned about attempts to undermine democratic elections and we continue our
ongoing efforts in this area. We have updated our advertising guidelines to prohibit ads on sites
that misrepresent themselves. We are committed to working with Congress, law enforcement,
others in our industry, and the NGO community to strengthen protections around elections,
ensure the security of users, and help combat disinformation.
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In addition, we have announced a number of measures to enhance transparency within election

advertising:
•

•

•

•

•

Transparency Report. In 2018, we'll release a transparency report for election
ads, which will share data about who is buying election-related ads on our
platforms and how much money is being spent.
Creative Library. We'll also introduce a publicly accessible repository of election
ads purchased on AdWords and YouTube (with information about who bought
each ad). That means people will not only be able to learn more about who's
buying election-related ads on our platforms, they'll be able to see the ads
themselves, regardless of to whom they were shown.
In-ad disclosures. Going forward, we'll identify the names of advertisers running
election-related campaigns on Search, YouTube, and the Google Display
Network.
Verification program. U.S. law restricts entities outside the United States from
running election-related ads. We' II reinforce our existing protections by requiring
that advertisers proactively identify who they are and where they are based before
running any election-related ads. As they do, we'll verify that they are permitted
to run U.S. election campaigns through our own checks.

How do you define the political advertisements that are covered by the new
requirements? Why did you adopt the definition that you did?

We will apply the new requirements to political advertisements that either constitute "express
advocacy" or contain a reference to a clearly identified candidate, as each of those terms is
defined by the Federal Election Commission.

•

Will you commit to including within your definition, at a minimum, advertisements
that advocate for or against a specific candidate, political party, piece of legislation,
regulatory action, or ballot referendum? If not, why not?

As stated above, our political advertisement definition will reflect current FEC definitions of
express advocacy and electioneering communications.
46. Your platform offers a range of advertisement targeting criteria.
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•
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The $4,700 of ads attributable to suspected state-sponsored Russian actors were not narrowly
targeted to specific groups of users: for example, we found no evidence of targeting by
geography (e.g., certain states) or by users' inferred political preferences (e.g., right- or
left-leaning).
4 7. Have you seen any evidence of state-sponsored information operations associated with
American elections in 2017, including the gubernatorial elections in Virginia and New Jersey?
Protecting our platforms from state-sponsored interference is a challenge we began tackling as a
company long before the 2016 presidential election. While we have not specifically detected any
abuse of our platforms in connection with the 2017 state elections, our work is ongoing and we
will continue to develop tools and processes to combat evolving threats.
48. User reports are an important signal of when an account is not authentic.
•
•
•
•
•

How frequently do you receive user reports about inauthentic accounts?
What is your process for responding to those reports? How often does that process
usually take?
What proportion of those reports result in an account restriction, suspension, or
removal?
Among the reports that you decline to take action on, what proportion involve
reported accounts that you subsequently identify as inauthentic?
How many of the accounts that you have identified as associated with Russian
information operations were the subject of a user report? Please provide all the user
reports associated with these accounts and the actions that you took in response,
including the specific time for the report and each action.
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We are unaware of any inauthentic accounts linked to Russian information operations flagged by
our users. Our systems do rely on a host of inputs about historical use and pattern recognition
across various services in an effort to detect if an account creation or login is likely to be abusive.
The system operates to block "bad" account creation or to close groups of such accounts. We
prevent users from creating a large number of Google Accounts in a short time period if our
systems detect that the user might be abusive. If we detect suspicious conduct, we also require
verification, aimed at detecting if a bot is attempting to access or create an account. We have
also developed robust protections over the years to address attempts to manipulate our systems
by hots or other schemes, like link farms. (Our webmaster guidelines provide more information
about this: https·//slllWort.iOOile.com/wehmasters/answer/35769.) We use both algorithmic and
manual methods, and we deploy these across our products including Search and YouTube. We
have not, however, seen the same type of social media hots that have been reported on other
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platforms.
49. Much of the public discussion about state-sponsored information operations on your
platforms has centered on the Internet Research Agency. That is not the only group
surreptitiously spreading state-sponsored propaganda.

•
•

What other groups are you tracking that are affiliated with the Russian
government?
What other countries do you believe are conducting state-sponsored information
operations on your platforms? Please describe the groups that you are tracking for
each country, including both government agencies and affiliates.

The 2016 election is not the first time we have encountered state-sponsored entities trying to
abuse our systems. We face motivated and resourceful attackers, and we are continually
evolving our tools to stay ahead of ever-changing threats. We will continue to build
industry-leading security systems and deploy those tools in our products. Our tools will be
aimed at protecting our physical and network security, but also detecting and preventing the
artificial boosting of content, spam, and other attempts to manipulate our systems. As threats
evolve, we will continue to adapt to understand and prevent new attempts to misuse our
platforms and will continue to expand our use of cutting-edge technology to protect our users.
We are happy to continue working with law enforcement and the Committee on these matters.
50. Inauthentic accounts can be disabled subsequent to automated or manual review.

•
•
•

•
•

What role do automated and human employee review play in your decision to
disable a suspected inauthentic account?
Do you require that a human employee review a suspected inauthentic account
before it is disabled?
If so, given the rate at which inauthentic accounts can be regenerated, how do you
anticipate remaining ahead of the problem?
What are you doing to improve automation in the process of detecting and disabling
inauthentic accounts?
What are you doing to make it more difficult to establish inauthentic accounts?
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Technology has helped us accelerate and scale our removal of content that violates our policies,
but we also rely on highly-trained individuals from our Trust and Safety and Security teams who
work closely with machine learning tools and our algorithms to ensure our platforms are
protected and there is adherence to our policies. We both proactively look for violations and
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respond to complaints. We take this work very seriously; in 2016 alone we removed 1.7B ads for
violating policies.
As discussed in the answer to Question 4S, our systems rely on a host of inputs about historical
use and pattern recognition across various services in an effort to detect if an account creation or
login is likely to be abusive. We have not seen the same type of social media bots that have been
reported on other platforms. We understand, however, that these types of threats to our systems
are continuously evolving.
51. According to news reports, Google Search and YouTube results often surface false content in
response to public safety emergencies. For example, after the tragic mass shooting in Sutherland
Springs, Google Search highlighted false social media content and YouTube featured false videos
describing the shooter's motives. ·
•
•

•

What processes does Google have in place to identify and address false content
following public safety emergencies?
Has Google conducted any studies of false content following public safety
emergencies? If yes, please describe those studies and provide copies. If no, will you
commit to conducting such a study?
Have you identified any state-sponsored information campaigns that distributed
false content in response to a public safety emergency in the United States? If yes,
please describe the campaigns and provide the associated content. to the Committee.

We take misinformation on our platforms very seriously, and we have put a lot of effort into
curbing misinformation in our products-from better ranking algorithms that prioritize
authoritative sources, to tougher policies against the monetization of misrepresentative content.
We are aware of recent issues regarding content that has appeared in the immediate aftermath of
public safety events, although we have not found this material to be related to state-sponsored
efforts. That said, these results should not have appeared, and we continue to make algorithmic
improvements to improve the quality of our results and reduce the likelihood of this happening in
the future.
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Specifically regarding Google Search, we updated our Search Quality Rater Guidelines and our
evaluation test sets to help identify misleading information and unexpected offensive results, and
have used this data to improve our search algorithms. We regular monitor results on our
products after public safety events. In the last few months, we have altered our algorithm once
again to ensure irrelevant or unverified results are replaced by more relevant results.
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[From Senator McCain}
52. Current campaign finance law establishes disclosure standards for television, radio, and print
media. The Pew Research Center recently found that 65 percent of Americans identified an
internet-based source as their leading source of information about the 2016 election.

•

Under current law, to what extent is Google responsible for providing a similar
quality of disclosure to the public?

We are committed to working with the FEC in order to enhance the transparency of digital
political advertising. In a 2010 Advisory Opinion, the FEC stated that advertisers are not
required to include a disclosure on the small format of AdWords because of the size of the ad or
impractical nature of including additional language. (In practice, the vast majority of advertisers
provide a disclosure on the landing page for the ads.) We are, however, in favor of making
election advertising more transparent by implementing the following measures:

•

•

•
•

Transparency Report. In 2018, we'll release a transparency report for election ads, which
will share data about who is buying election-related ads on our platforms and how much
money is being spent.
Creative Library. We'll also introduce a publicly accessible database of election ads
purchased on AdWords and You Tube (with information about who bought each ad). That
means people will not only be able to learn more about who's buying election-related ads
on our platforms; they'll be able to see the ads themselves, regardless of to whom they
were shown.
In-ad disclosures. Going forward, we' II identify the names of advertisers running
election-related campaigns on Search, YouTube, and the Google Display Network.
Verification program. U.S. law restricts entities outside the United States from running
election-related ads. We' II reinforce our existing protections by requiring that advertisers
proactively identify who they are and where they are based before running any
election-related ads. As they do, we'll verify that they are permitted to run U.S. election
campaigns through our own checks.

In addition to these steps, we will continue working with the FEC and Congress to promote
transparency and better protect the integrity of U.S. elections.
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53. In your prepared testimony, you stated that Google was committed to enhancing existing
safeguards to ensure that only U.S. nationals can buy U.S. election advertisements.
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•

Please describe the vetting mechanism that will be used to determine the purchaser
of such advertisements.

As discussed above, we are committed to reinforcing our existing protections and requiring
increased transparency in election ads. This will include the requirement that advertisers
proactively identify who they are and where they are based before running any election-related
ads. We will also verify that they are permitted to run U.S. election campaigns through our own
checks of FEC reporting and registration.
54. In your prepared testimony, you announced Google's intention to release in 2018 a
transparency report on election advertisements.
• What information will be shared via this report?
The purpose of our report is to provide increased transparency with respect to election ads on our
platforms. To that end, we plan to share data about who is buying election-related ads on our
platforms and how much money is spent.
• Will the accompanying database be continuously updated for current and future
elections?
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Yes. We intend to update the database for current and future elections.
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DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant's Proxy Statement for the 2017 Annual Meeting of Stockholders are incorporated herein by reference in
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NOTE ABOUT FORWARD-LOOKING STATEMENTS

ThisAnnual Report on Form 1G-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. These statements include, among other things, statements regarding:
the growth of our business and revenues and our expectations about the factors that influence our success
and trends in our business;
our plans to continue to invest in new businesses, products, services and technologies, systems, facilities,
and infrastructure, to continue to hire aggressively and provide competitive compensation programs, as well
as to continue to invest in acquisitions;
seasonal fluctuations in internet usage and advertiser expenditures, underlying business trends such as
traditional retail seasonality, and macroeccnomic conditions, which are likely to cause fluctuations in our
quarterly results;
our expectation related to our renewable energy efforts;
the potential for declines in our revenue growth rate;
our expectation that we will continue to take steps to improve the relevance of the ads we deliver and to reduce
the number of accidental clicks;
fluctuations in the rate of change in revenue and revenue growth, as well as the rate of change in paid clicks
and average cost-per-click and various factors contributing to such fluctuations;
our expectation that our foreign exchange risk management program will not fully offset our net exposure to
fluctuations in foreign currency exchange rates;
the expected variability of costs related to hedging activities under our foreign exchange risk management
program;
our expectation that our cost of revenues, research and development expenses, sales and mar11eting expenses,
and general and administrative expenses will increase in dollars and may increase as a percentage of revenues;
our potential exposure in connection with pending investigations, proceedings, and other contingencies;
our expectation that our monetization trends will fluctuate, which could affect our revenues and margins in the
future;
our expectation that our traffic acquisition costs will increase in the future;
our expectation that our results will be impacted by our performance in international mar11ets as users in
developing economies increasingly come online;
our expectation that the portion of our revenues that we derive from non-advertising revenues will continue to

increase;
our expectation that our other income (loss), net, will fluctuate in the future as it is largely driven by market
dynamics;
estimates of our future compensation expenses;
fluctuations in our effective tax rate;
the sufficiency of our sources of funding;
our payment terms to certain advertisers, which may increase our working capital requirements;
fluctuations in our capital expenditures;
our expectations related to the new operating structure implemented pursuant to the Alphabet holding company
reorganization;
the expected timing and amount of Alphabet Inc.'s stock repurchases;
as well as other statements regarding our future operations, financial condition and prospects, and business
strategies. Forward-looking statements may appear throughout this report, including without limitation, the following
sections: Item 1 "Business," Item 1A "Risk Factors," and Item 7 "Management's Discussion and Analysis of Financial
Condition and Results of Operations.'' Forward-looking statements generally can be identified by words such as
"anticipates," "believes," "estimates," "expects," "intends," "plans," "predicts," "projects," "will be," "will continue," "will
likely result," and similar expressions. These forward-looking statements are based on current expectations and
assumptions that are subject to risks and uncertainties, which could cause our actual results to differ materially from
those reflected in the forward-looking statements. Factors that cculd cause or contribute to such differences include,
but are not limited to, those discussed in this Annual Report on Form 10-K, and in particular, the risks discussed under
the caption "Risk Factors" in Item 1A of this report and those discussed in other documents we file with the Securities
and Exchange Commission (SEC). We undertake no obligation to revise or publicly release the results of any revision
to these forward-looking statements, except as required by law. Given these risks and uncertainties, readers are
cautioned not to place undue reliance on such forward-looking statements.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00208

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 143 here 27398.143

LAP51NQ082 with DISTILLER

As used herein, "Alphabet," "the company," "we," "us," "our," and similar terms include Alphabet Inc. and its
subsidiaries, unless the context indicates otherwise.

203
Alphabet Inc.

Table of Contents

"Alphabet," "Google," and other trademarks of ours appearing in this report are our property. This report contains
additional trade names and trademarks of other companies. We do not intend our use or display of other companies'
trade names or trademarks to imply an endorsement or sponsorship of us by such companies, or any relationship with
any of these companies.
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PART I
ITEM 1.

BUSINESS

Overview

As our founders Larry and Sergey wrote in the original founders' letter, "Google is not a conventional company.
We do not intend to become one." That unconventional spirit has been a driving force throughout our history- inspiring
us to do things like rethink the mobile device ecosystem with Android and map the world with Google Maps. As part
of that, our founders also explained that you could expect us to make "smaller bets in areas that might seem very
speculative or even strange when compared to our current businesses." From the start, the company has always
strived to do more, and to do important and meaningful things with the resources we have.
Alphabet is a collection of businesses --the largest of which, of course, is Google. It also includes businesses
that are generally pretty far afield of our main Internet products such as Access, Calico, CapitaiG, GV, Nest, Verily,
Waymo, and X. We report all non-Google businesses collectively as Other Bets. Our Alphabet structure is about helping
each of our businesses prosper through strong leaders and independence.
Access and technology for everyone
The Internet is one of the world's most powerful equalizers, and we see it as our job to make it available to as
many people as possible. At its core, Google has always been an information company. We believe that technology
is a democratizing force, empowering people through information. We are helping people get online by tailoring
hardware and software experiences that suit the needs of emerging mar1<ets, primarily through Android and Chrome.
We're also making sure our core Google products are fast and useful, especially for users in areas where speed and
connectivity are central concerns. Other Alphabet companies are also pursuing initiatives with similar goals.
Moonshots
Many companies get comfortable doing what they have always done, making only incremental changes. This
incrementalism leads to irrelevance over time, especially in technology, where change tends to be revolutionary, not
evolutionary. People thought we were crazy when we acquired YouTube and Android and when we launched Chrome,
but those efforts have matured into major platforms for digital video and mobile devices and a safer, popular browser.
We continue to look toward the future and continue to invest for the long-term. We won't become complacent, relying
solely on small tweaks. As we said in the original founders' letter, we will not shy away from high-risk, high-reward
projects that we believe in because they are the key to our long-term success.
The power of machine learning
Across the company, machine learning and artificial intelligence (AI) are increasingly driving many of our latest
innovations. Within Google, our investments in machine learning over a decade are what have enabled us to build
Google products that get better over time, making them smarter and more useful -- it's what allows you to use your
voice to search for information, to translate the web from one language to another, to see better YouTube
recommendations, and to search for people and events that are important to you in Google Photos. Machine learning
is also showing great promise in helping us tackle big issues, like dramatically improving the energy efficiency of our
data centers. Across Other Bets, machine learning helps self-driving cars better detect and respond to others on the
road, and can also aid clinicians in detecting diabetic retinopathy.
Google

Serving our users
We have always been a company committed to making big bets that have the potential to improve the lives of
millions of people. As the majority of Alphabet's big bets continue to reside within Google, an important benefit of the
shift to Alphabet has been the tremendous focus that we're able to have on Google's many extraordinary opportunities.
Our innovations in areas like search and advertising have made our services widely used, and our brand one of the
most recognized in the world. We generate revenues primarily by delivering online advertising that consumers find
relevant and that advertisers find cost-effective.
Google's core products such as Search, Android, Maps, Chrome, YouTube, Google Play, and Gmail each have
over one billion monthly active users. But most important, we believe we are just beginning to scratch the surface. Our
vision is to remain a place of incredible creativity and innovation that uses our technical expertise to tackle big problems.
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ago. We used to show just ten blue links in our results, which you had to click through to find your answers. Now we
are increasingly able to provide direct answers -- even if you're speaking your question using Voice Search - which
makes it quicker, easier and more natural to find what you're looking for. We also introduced the Google Assistant,
which allows you to type or talk with Google in a natural conversational way to help you get things done. Over time,
we have also added other services that let you access information quickly and easily --like Google Maps, which helps
you navigate to a store while showing you current traffic conditions, or Google Photos, which helps you store and
organize all of your photos.
This drive to make information more accessible has led us over the years to improve the discovery and creation
of digital content. on the web and through platforms like Google Play and YouTube. And with the migration to mobile,
people are consuming more digital content by watching more videos, playing more games, listening to more music,
reading more books, and using more apps than ever before.
Fueling all of these great digital experiences are powerful platforms and hardware. That's why we continue to
invest in platforms like our Chrome browser, Android mobile operating system, Chrome operating system, and
Daydream virtual reality platform, as well as a new family of great hardware devices like the Pixel phone and Google
Home.
Google was a company built in the cloud and has been investing in infrastructure, data management, analytics,
and AI from the very beginning. We've taken those long-term investments and offer many of the same cloud services
to our enterprise customers. Because more and more of today's great digital experiences are being built in the cloud,
our enterprise cloud products help businesses of all sizes take advantage of the latest technology advances to operate
more efficiently.

How we make money
The goal of our advertising business is to deliver relevant ads at just the right time and to give people useful
commercial information, regardless of the device they're using. We also provide advertisers with tools that help them
better attribute and measure their advertising campaigns across screens. Our advertising solutions help millions of
companies grow their businesses, and we offer a wide range of products across screens and devices. We generate
revenues primarily by delivering both performance advertising and brand advertising.

Performance advertising creates and delivers relevant ads that users will click on, leading to direct
engagement with advertisers. Most of our performance advertisers pay us when a user engages in their ads.
Performance advertising lets our advertisers connect with users while driving measurable results.
For performance advertisers, AdWords, our primary auction-based advertising program, helps create simple
text-based ads that appear on Google properties and the properties of Google Network Members. In addition,
Google Network Members use our AdSense program to display relevant ads on their properties, generating
revenues when site visitors view or click on the ads. We continue to invest in our advertising programs and
make significant upgrades.

Brand advertising helps enhance users' awareness of and affinity with advertisers' products and services,
through videos, text, images, and other interactive ads that run across various devices. We help brand
advertisers deliver digital videos and other types of ads to specific audiences for their brand-building marketing
campaigns.
We have buill a world-class ad technology platform for brand advertisers, agencies, and publishers to power
their digital marketing businesses. We aim to ensure great user experiences by serving the right ads at the
right time and by building deep partnerships with brands and agencies. We also seek to improve the
measurability of brand advertising so advertisers know when their campaigns are effective.
Furthermore, we have invested significantly in programmatic advertising to help advertisers reach users when
and where it matters through automated ad buying, giving them access to top-tier inventory across screens and formats,
as well as the real-time insights that advertisers need to make their buys count.
We have allocated substantial resources to stopping bad advertising practices and protecting users on the web.
We focus on creating the best advertising experiences for our users and advertisers in many ways, ranging from
removing hundreds of millions of bad ads from our systems every year to closely monitoring the sites and apps that
show our ads and blacklisting them when necessary to ensure that our ads do not fund bad content.
Beyond our advertising business, we also generate revenues in emerging areas, such as digital content, cloud
services, and hardware.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00211

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 146 here 27398.146

LAP51NQ082 with DISTILLER

4

206
Alphabet Inc.

Table of Contents

Other Bets

Throughout Alphabet, we are also using technology to try and solve big problems across many industries.
Alphabet's Other Bets are early-stage businesses, which come with considerable uncertainty, but they are already
making important strides in their industries. Our goal is for them to become thriving, successful businesses in the
medium to long term. For instance, Nest products, led by their learning thermostat, remain top sellers in their categories,
and the team continues to successfully launch new products like the Nest Cam Outdoor. Also, life sciences and
healthcare company Verily has forged several partnerships with industry leaders as it works to create new solutions
in areas including diabetes and robotic surgery. Our self-driving car company, Waymo, is also making important progress
and is currently testing cars in four cities. We continue to build out these businesses thoughtfully and systematically
to capitalize on the opportunities ahead.
Competition

Our business is characterized by rapid change as well as new and disnuptive technologies. We face formidable
competition in every aspect of our business, particularly from companies that seek to connect people with online
information and provide them with relevant advertising. We face competition from:
General purpose search engines and information services, such as Microsoft's Bing, Yahoo, Yandex, Baidu,
Naver, and Seznam.
Vertical search engines and e-commerce websites, such as Amazon and eBay (e-commerce), Kayak (travel
queries), Unkedln Uob queries), and Web MD (health queries). Some users will navigate directly to such content,
websites, and apps rather than go through Google.
Social networks, such as Facebook and Twitter. Some users are increasingly relying on social networks for
product or service referrals, rather than seeking information through traditional search engines.
Other forms of advertising, such as television, radio, newspapers, magazines, and billboards. Our advertisers
typically advertise in multiple media, both online and offline.
Other online advertising platforms and networks, including Facebook, Criteo, and AppNexus, that compete
for advertisers with AdWords, our primary auction-based advertising program.
Providers of digital video services, such as Facebook, Netflix, Amazon, and Hulu.
Companies that design, manufacture, and market consumer electronics products, including businesses that
have developed proprietary platforms.
Providers of enterprise cloud services, including Amazon and Microsoft.
Digital assistant providers, such as Apple, Amazon, Facebook, and Microsoft.
Competing successfully in our advertising-related businesses depends heavily on our ability to deliver and
distribute innovative products and technologies to the marketplace so that we can attract and retain:
Users, for whom other products and services are literally one click away, primarily on the basis of the relevance
and usefulness of our search results and the features, availability, and ease of use of our products and services.
Advertisers, primarily based on our ability to generate sales leads, and ultimately customers, and to deliver
their advertisements in an efficient and effective manner across a variety of distribution channels.
Content providers (Google Network Members, the parties who use our advertising programs to deliver relevant
ads alongside their search results and content, as well as other content providers for whom we distribute or
license content), primarily based on the quality ofouradvertiser base, our ability to help these partners generate
revenues from advertising, and the terms of our agreements with them.
Intellectual Properity

We rely on various intellectual property laws, confidentiality procedures and contractual provisions to protect our
proprietary technology and our brand. We have registered, and applied for the registration of, U.S. and international
trademarks service marks, domain names and copyrights. We have also filed patent applications in the U.S. and foreign
countries covering certain of our technology, and acquired patent assets to supplement our portfolio. We have licensed
in the past, and expect that we may license in the future, certain of our rights to other parties.
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Culture and Employees
We take great pride in our culture. We embrace collaboration and creativity, and encourage the iteration of ideas
to address complex technical challenges. Transparency and open dialogue are central to how we work, and we like
to ensure that company news reaches our employees first through internal channels.
Despite our rapid growth, we still cherish our roots as a startup and wherever possible empower employees to
act on great ideas regardless of their role or function within the company. We strive to hire great employees, with
backgrounds and perspectives as diverse as those of our global users. We work to provide an environment where
these talented people can have fulfilling careers addressing some of the biggest challenges in technology and society.
Our employees are among our best assets and are critical for our continued success. We expect to continue
investing in hiring talented employees and to provide competitive compensation programs to our employees. As of
December 31, 2016, we had 72,053 full-time employees: 27,169 in research and development, 20,902 in sales and
marketing, 14,287 in operations, and 9,695 in general and administrative functions. Although we have work councils
and statutory employee representation obligations in certain countries, our U.S. employees are not represented by a
labor union. Competition for qualified personnel in our industry is intense, particularly for software engineers, computer
scientists, and other technical staff.
Seasonality
Our business is affected by seasonal fluctuations in Internet usage, advertising expenditures, and underlying
business trends such as traditional retail seasonality (e.g., commercial queries typically increase in the fourth quarter
of each year).
Other Items
Climate change is one of the most significant global challenges of our time, and we've long been committed to
improving our energy consumption. In 2012, we set along term goal to reach 100% renewable energy forouroperations,
and we expect to achieve that goal in 2017.
We continue to invest in our existing products and services as well as developing new products and services
through research and product development. We often release early-stage products. We then use data and user
feedback to decide if and how to invest further in those products. Research and development expenses include the
vast majority of engineering and technical headcount responsible for research and development of our existing and
new products and services, as well as their associated costs. For more information please refer to the Consolidated
Statements of Income included in Part II of this Annual Report on Form 10-K.
For information about segments and geographic areas, please refer to Note 15 of the Notes to Consolidated
Financial Statements included in Part II of this Annual Report on Form 10-K.
As part of the Alphabet reorganization, we expect to convert Google Inc. into a limited liability company.
Available Information
Our website is located at www.abc.xyz, and our investor relations website is located at www.abc.xyzlinvestor.
Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, and our Proxy Statements are available through
our investor relations website, free of charge, after we file them with the SEC. We also provide a link to the section of
the SEC's website at www.sec.gov that has all of the reports that we file or furnish with the SEC. You may read and
copy any materials we file with the SEC at the SEC's Public Reference Room at 100 F Street, NE, Washington, D.C.
20549. You can get information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.
We webcast via our investor relations website our earnings calls and certain events we participate in or host with
members of the investment community. Our investor relations website also provides notifications of news or
announcements regarding our financial performance, including SEC filings, investor events, press and earnings
releases, and blogs. Further corporate governance information, including our certificate of incorporation, bylaws,
governance guidelines, board committee charters, and code of conduct, is also available on our investor relations
website under the heading "Other." The content of our websites are not incorporated by reference into this Annual
Report on Form 10-K or in any other report or document we file with the SEC, and any references to ourwebsites are
intended to be inactive textual references only.
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ITEM 1A. RISK FACTORS
Our operations and financial results are subject to various risks and uncertainties. including but not limited to
those described below, which could adversely affect our business, financial condition, results of operations, cash flows,
and the trading price of our common and capital stock.
Risks Related to Our Businesses and Industries

We face intense competition. If we do not continue to innovate and provide products and services that
are useful to users, we may not remain competitive, and our revenues and operating results could be adversely
affected.
Our businesses are rapidly evolving, intensely competitive, and subject to changing technologies, shifting user
needs, and frequent introductions of new products and services. Competing successfully depends heavily on our ability
to accurately anticipate technology developments and deliver innovative products and technologies to the marketplace
rapidly and, for Google, provide products and services that make our search results and ads relevant and useful for
our users. As our businesses evolve, the competitive pressure to innovate will encompass a wider range of products
and services, including products and services that may be outside of our historical core business. As a result, we must
continue to invest significant resources in research and development, including through acquisitions, in order to enhance
our search technology and our existing products and services, and introduce new products and services that people
can easily and effectively use.
We have many competitors in different industries, including general purpose search engines and information
services; vertical search engines and e-commerce websites; social networks; other forms of advertising and online
advertising platforms and networks; companies that design, manufacture, and market consumer electronic products;
providers of enterprise cloud services and digital video services; and digital assistant providers. Our current and
potential domestic and international competitors range from large and established companies to emerging start-ups.
Some large companies have longer operating histories and more established relationships with customers and users,
and they can use their experiences and resources in ways that could affect our competitive position, including by
making acquisitions, continuing to invest heavily in research and development, aggressively initiating intellectual
property claims (whether or not mentorious), and continuing to compete aggressively for advertisers and websites.
Emerging start-ups may be able to innovate and provide products and services faster than we can or may foresee the
consumer need for products and services before us.
In addition, new products and services can sometimes present new and difficult technological and legal challenges,
which may negatively impact our brands and demand for our products and services and adversely impact ourrevenues
and operating results. Our operating results would also suffer if our innovations are not responsive to the needs of our
users, advertisers, and Google Network Members; are not appropriately timed with market opportunities; or are not
effectively broughtto market. As technology continues to develop, our competitors may be able to offer user experiences
that are, or that are seen to be, substantially similar to or better than ours. This may force us to compete in different
ways and expend significant resources in order to remain competitive. If our competitors are more successful than we
are in developing compelling products or in attracting and retaining users, advertisers, and content providers, our
revenues and operating results could be adversely affected.

~ea~~'llt~{qll!!'f~~ilij~'Q~~"\'t'Pll~ll\il\'~l}lf~l'Many of our advertisers, companies that distribute
our products and services, digital publishers, and content partners can terminate their contracts with us at any time.
Those partners may not continue to do business with us if we do not create more value (such as increased numbers
of users or customers, new sales leads, increased brand awareness, or more effective monetization) than their available
alternatives. If we do not provide superior value or deliver advertisements efficiently and competitively, we could see
a decrease in revenue and other adverse impacts to our business. In addition, expenditures by advertisers tend to be
cyclical, reflecting overall economic conditions and budgeting and buying patterns. Adverse macroeconomic conditions
can also have a material negative impact on user activity and the demand for advertising and cause our advertisers
to reduce the amounts they spend on advertising, which could adversely affect our revenues and business.
Our ongoing investment in new businesses and new products, services, and technologies is inherently
risky, and could disrupt our current operations.
We have invested and expect to continue to invest in new businesses, products, services, and technologies. The
creation of Alphabet as a new holding company in 2015 and the investments that we are making across various areas
in Google and Other Bets are a reflection of our ongoing efforts to innovate and provide products and services that
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are useful to users. Such endeavors may involve significant risks and uncertainties, including insufficient revenues
from such investments to offset any new liabilities assumed and expenses associated with these new investments,
inadequate return of capital on our investments, distraction of management from current operations, use of alternative
investment or compensation structures, and unidentified issues not discovered in our due diligence of such strategies
and offerings that could cause us to fail to realize the anticipated benefits of such investments and incur unanticipated
liabilities. Because these new ventures are inherently risky, no assurance can be given that such strategies and offerings
will be successful and will not adversely affect our reputation, financial condition, and operating results.

More people are using devices other than desktop computers to access the Internet and accessing new
devices to make search queries. If manufacturers and users do not widely adopt versions of our search
technology, products, or operating systems developad for these devices, our business could be adversely
affected.
The number of people who access the Internet through devices other than desktop computers, including mobile
phones, smartphones, handheld computers such as laptops and tablets, video game consoles, digital assistants, and
television set-top devices, is increasing dramatically. The functionality and user experience associated with some
alternative devices may make the use of our products and services through such devices more difficult(or just different)
and the versions of our products and services developed for these devices may not be compelling to users,
manufacturers, or distributors of alternative devices. Each manufacturer or distributor may establish unique technical
standards for its devices, and our products and services may not work or be viewable on these devices as a result.
Some manufacturers may also elect not to include our products on their devices. In addition, search queries are
increasingly being undertaken via "apps" tailored to particular devices or social media platforms, which could affect
our search and advertising business over time. As new devices and platforms are continually being released, it is
difficult to predict the problems we may encounter in adapting our products and services and developing competitive
new products and services. We expect to continue to devote significant resources to the creation, support, and
maintenance of products and services across multiple platforms and devices. If we are unable to attract and retain a
substantial number of alternative device manufacturers, suppliers, distributors, developers, and users to our products
and services, or if we are slow to develop products and technologies that are more compatible with alternative devices
and platforms, we will fail to capture the opportunities available as consumers and advertisers continue to exist in a
dynamic, multi-screen environment.

Our revenue growth rate could decline over time, and we anticipate downward pressure on our operating
margin in the future,
Our revenue growth rate could decline over time as a result of a number of factors, including:
increasing competition,
changes in property mix, platform mix, device mix, and geographical mix,
the challenges in maintaining our growth rate as our revenues increase to higher levels,
the evolution of the online advertising market, including the increasing variety of online platforms for advertising,
and the other markets in which we participate, and
the rate of user adoption of our products, services, and technologies.
We believe our margins could experience downwand pressure as a result of increasing competition and increased
costs for many aspects of our business as well as the continuing shift to mobile, changes in device mix, and the
contribution of new businesses to overall revenue. For instance, the margin on revenues we generate from our Google
Network Members is significantly less than the margin on revenues we generate from advertising on Google properties.
Consequently, our margins will experience downwand pressure if a greater percentage of our revenues comes from
ads placed on our Google Network Members' properties compared to revenues generated through ads placed on
Google properties. Additionally, the margin we earn on revenues generated from our Google Network Members could
decrease in the future if we pay an even larger percentage of advertising fees to our Google Network Members.
Furthermore, in our multi-device world, we generate our advertising revenues increasingly from mobile and newer
advertising formats, and the margins from the advertising revenues from these sources have generally been lower
than those from traditional desktop seanch. We also expect our traffic acquisition costs (TAC) paid to our distribution
partners to increase due to changes in device mix between mobile, desktop, and tablet, partner mix, partner agreement
terms, and the percentage of queries channeled through paid access points.
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We are subject to increasing regulatory scrutiny that may negatively impact our business. Additionally,
changes in policies governing a wide range of topics may adversely affect our business.
The growth of our company and our expansion into a variety of new fields involves a variety of new regulatory
issues, and we have experienced increased regulatory scrutiny as we have grown. For instance, various regulatory
agencies are reviewing aspects of our search and other businesses. We continue to cooperate with the European
Commission and other regulatory authorities around the world in investigations they are conducting with respect to

our business.
Legislators and regulators may make legal and regulatory changes, or interpret and apply existing laws or policies,
in ways that make our products and services less useful to our users, require us to incur substantial costs, expose us
to unanticipated civil or criminal liability, or cause us to change our business practices. Additionally, changes in social,
political, and regulatory conditions or in laws and policies governing a wide range of topics may disrupt our business
practices. These changes could negatively impact our business and results of operations in material ways.

'#~lflfi!:'filtrtWall;~fil!!li~~~!il~!fiJi'!il!fi~~!i!IJlS.;il~'ttii.iff(.ll~lJ:Iil;in;J.~~N~~~
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example, current and new patent laws such as U.S. patent laws and European patent laws may affect the ability of
companies, including us, to protect their innovations and defend against claims of patent infringement. Similarly,
changes to copyright laws being considered in Europe and elsewhere may increase costs or require companies,
including us, to change or cease offering certain existing services. The costs of compliance with these laws and
regulations are high and are likely to increase in the future.
Claims have been, or may be, threatened and filed against us under both U.S. and foreign laws for defamation,
invasion of privacy and other tort claims, unlawful activity, patent, copyright and trademark infringement, product liability,
or other theories based on the nature and content of the materials searched and the ads posted by our users, our
products and services, or content generated by our users. Furthermore, many of these laws do not contemplate or
address the unique issues raised by a number of our new businesses, products, services and technologies. In addition,
the applicability and scope of these laws, as interpreted by the courts, remain uncertain. For example, the laws relating
to the liability of providers of online services are currently unsettled both within the U.S. and abroad.
In addition, other laws that could subject us to claims or otherwise harm our business include, among others:
We rely on statutory safe harbors, as set forth in the Digital Millennium Copyright Act in the United States and
the E-Commerce Directive in Europe, against copyright liability for various linking, caching, and hosting
activities. Any legislation or court rulings impacting these safe harbors may adversely impact us.
The General Data Protection Regulation, coming into effect in Europe in May of2018, which creates a range
of new compliance obligations, and increases financial penalties for noncompliance significantly.
Court decisions such as the 'right to be forgotten' ruling issued by the European court, which allows individuals
to demand that Google remove search results about them in certain instances, may limit the content we can
show to our users and impose significant operational burdens.
Various U.S. and international laws that restrict the distribution of materials considered harmful to children and
impose additional restrictions on the ability of online services to collect information from minors.
Data protection laws passed by many states and by certain countries outside the U.S. that require notification
to users when there is a security breach for personal data, such as California's Information Practices Act.
Data localization laws, which generally mandate that certain types of data collected in a particular country be
stored and/or processed within that country.
We face risks and costs overseas as our products and services are offered in international markets and may be
subject to additional regulations. Any failure on our part to comply with these laws and regulations can result in negative
publicity and diversion of management time and effort and may subject us to significant liabilities and other penalties.

We are regularly subject to claims, suits, government investigations, and other proceedings that may
result In adverse outcomes.
We are regularly subjectto claims, suits, and government investigations involving competition, intellectual property,
privacy, consumer protection, tax, labor and employment, commercial disputes, content generated by our users, goods
and services offered by advertisers or publishers using our platforms, and other matters. The manufacturing and sale
of an expanded suite of hardware products further exposes us to the risk of product liability and other litigation as well
as consumer protection concerns related to product defects, as well as health and safety, hazardous materials usage,
and other environmental concerns. We may also be subject to claims, including product warranty claims, if users
experience service disruptions, failures, or other issues. In addition, our businesses face intellectual property litigation,
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as further discussed later, that exposes us to the risk of exclusion and cease and desist orders, which could limit our
ability to sell products and services.
Such claims, suits, and government investigations are inherently uncertain and their results cannot be predicted
with certainty. Regardless of the outcome, any of these types of legal proceedings can have an adverse impact on us
because of legal costs, diversion of management resources, and other factors. Determining reserves for our pending
litigation is a complex, fact-intensive process that requires significant judgment. It is possible that a resolution of one
or more such proceedings could result in substantial fines and penalties that could adversely affect our business,
consolidated financial position, results of operations, or cash flows in a particular period. These proceedings could
also result in reputational harm, criminal sanctions, consent decrees, or orders preventing us from offering certain
features, tunctionalities, products, or services, requiring a change in our business practices or product recalls or
corrections, or requiring development of non-infringing or otherwise altered products or technologies. Any of these
consequences could adversely affect our business and results of operations.

We may be subject to /ega/liability associated with providing online services or content.
We host and provide a wide variety of services and products that enable users to exchange information, advertise
products and services, conduct business, and engage in various online activities both domestically and internationally.
The law relating to the liability of providers of these online services and products for activities of their users is still
somewhat unsettled both within the U.S. and internationally. Claims have been threatened and have been brought
against us for defamation, negligence, breaches of contract, copyright or trademark infringement, unfair competition,
unlawful activity, tort, including personal injury, fraud, or other theories based on the nature and content of information
that we publish or to which we provide links or that may be posted online or generated by us or by third parties, including
our users.ln addition, we are and have been and may again in the future be subject to domestic or international actions
alleging that certain content we have generated or third-party content that we have made available within our services
violates U.S. and non-U.S. law.
We also place advertisements which are displayed on third-party publishers and advertising networks properties,
and we offer third-party products, services, or content. We may be subject to claims concerning these products,
services, or content by virtue of our involvement in marketing, branding, broadcasting, or providing access to them,
even if we do not ourselves host, operate, provide, or provide access to these products, services, or content. Defense
of any such actions could be costly and involve significant time and attention of our management and other resources,
may result in monetary liabilities or penalties, and may require us to change our business in an adverse manner.

Privacy concerns relating to our technology could damage our reputation and deter current and potential
users from using our products and services.
From time to time, concerns have been expressed aboutwhetherour products, services, or processes compromise
the privacy of users and others. Concerns about our practices with regard to the collection, use, disclosure, or security
of personal information or other privacy related matters, even if unfounded, could damage our reputation and adversely
affect our operating results.
In addition, as nearly all of our products and services are web-based, the amount of data we store for our users
on our servers (including personal information) has been increasing. Any systems failure or compromise of our security
that results in the release of our users' data could seriously harm our reputation and brand and, therefore, our business,
and impair our ability to attract and retain users. We expect to continue to expend significant resources to create worldclass security protections that shield against theft and security breaches. The risk that these types of events could
seriously harm our business is likely to increase as we expand the number of web-based products and services we
offer and operate in more countries, and as cyber attacks by third parties become more sophisticated and targeted.
Regulatory authorities around the world are considering a number of legislative and regulatory proposals
concerning data protection, including measures to ensure that our encryption of users' data does not hinder law
enforcement agencies' access to that data. In addition, the interpretation and application of consumer and data
protection laws in the U.S., Europe and elsewhere are often uncertain and in flux. It is possible that these laws may
be interpreted and applied in a manner that is inconsistent with our data practices. If so, in addition to the possibility
of fines, this could result in an order requiring that we change our data practices, which could have an adverse effect
on our business and results of operations. Complying with these various laws could cause us to incur substantial costs
or require us to change our business practices in a manner adverse to our business.
Recent legal developments in Europe have created compliance uncertainty regarding certain transfers of
information from Europe to the U.S. For example, the European Union and U.S. Privacy Shield framework was designed
to allow for legal certainty regarding transfers of data. However, the agreement itself faces a number of legal challenges
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and is subject to annual review. This has resulted in some uncertainty, and compliance obligations could cause us to
incur costs or require us to change our business practices in a manner adverse to our business.

If our security measures are breached resulting in the improper use and disclosure of user data, or if our

services are subject to attacks that degrade or deny the ability of users to access our products and services,
our products and services may be perceived as not being secure, users and customers may curtail or stop
using our products and services, and we may Incur significant legal and financial exposure.
Our products and services involve the storage and transmission of users' and customers' proprietary information,
and theft and security breaches expose us to a risk of loss of this information, improper use and disclosure of such
information, litigation, and potential liability. We experience cyber attacks of varying degrees on a regular basis. Our
security measures may also be breached due to employee error, malfeasance, system errors or vulnerabilities, including
vulnerabilities of our vendors, or otherwise. Such breach or unauthorized access, increased government surveillance,
or attempts by outside parties to fraudulently induce employees, users, or customers to disclose sensitive information
in order to gain access to our data or our users' or customers' data could result in significant legal and financial exposure,
damage to our reputation, and a loss of confidence in the security of our products and services that could potentially
have an adverse effect on our business. Because the techniques used to obtain unauthorized access, disable or
degrade service, or sabotage systems change frequently and often are not recognized until launched against a target,
we may be unable to anticipate these techniques or to implement adequate preventative measures. If an actual or
perceived breach of our security occurs, the market perception of the effectiveness of our security measures could be
harmed and we could lose users and customers.

We are, and may in the future be, subject to intellectual property or other claims, which are costly to
defend, could result in significant damage awards, and could limit our ability to use certain technologies in
the future.
Internet, technology, media, and other companies own large numbers of patents, copyrights, trademarks, and
trade secrets and frequently enter into litigation based on allegations of infringement or other violations of intellectual
property rights. In addition, patent holding companies may continue to seek to monetize patents they have purchased
or otherwise obtained. As we have grown, the intellectual property rights claims against us have increased and may
continue to increase as we develop new products, services, and technologies.
We have had patent, copyright, and trademark infringement lawsuits filed against us claiming that certain of our
products, services, and technologies infringe the intellectual property rights of others. Third parties have also sought
broad injunctive relief against us by filing claims in U.S. and international courts and the U.S. International Trade
Commission (lTC) for exclusion and cease and desist orders, which could limit our ability to sell our products or services
in the U.S. or elsewhere if our products or services or those of our customers or suppliers are found to infringe the
intellectual property subject to the claims. Adverse results in any of these lawsuits may include awards of substantial
monetary damages, costly royalty or licensing agreements (if licenses are available at all), or orders preventing us
from offering certain features, functionalities, products, or services, and may also cause us to change our business
practices, and require development of non-infringing products or technologies, which could result in a loss of revenues
for us and otherwise harm our business.
Many of our agreements with our customers and partners, including certain suppliers, require us to indemnify
them for certain intellectual property infringement claims against them, which could increase our costs as a result of
defending such claims, and may require that we pay significant damages if there were an adverse ruling in any such
claims. Such customers and partners may also discontinue the use of our products, services, and technologies, as a
result of injunctions or otherwise, which could result in loss of revenues and adversely impact our business. Moreover.
intellectual property indemnities provided to us by our suppliers, when obtainable, may not cover all damages and
losses suffered by us and our customers from covered products. Furthermore, in connection with our divestitures, we
have agreed, and may in the future agree, to provide indemnification for certain potential liabilities.
Regardless of the merits of the claims, intellectual property claims are often time consuming, expensive to litigate
or settle, and cause significant diversion of management attention. To the extent such intellectual property infringement
claims are successful, they may have an adverse effect on our business, consolidated financial position, results of
operations, or cash flows.

Our Intellectual propertY rights are valuable, and any Inability to protect them could reduce the value of
our products, services, and brand.
Our patents, trademarks, trade secrets, copyrights, and other intellectual property rights are important assets for
us. Various events outside of our control pose a threat to our intellectual property rights, as well as to our products,
services and technologies. For example, effective intellectual property protection may not be available in every country
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in which our products and services are distributed or made available through the Internet. Also, the efforts we have
taken to protect our proprietary rights may not be sufficient or effective. Although we seek to obtain patent protection
for our innovations, it is possible we may not be able to protect some of these innovations. Moreover, we may not have
adequate patent or copyright protection for certain innovations that later tum out to be important. Furthermore, there
is always the possibility, despite our efforts, that the scope of the protection gained will be insufficient or that an issued
patent may be deemed invalid or unenforceable.
We also seek to maintain certain intellectual property as trade secrets. The secrecy could be compromised by
outside parties, or by our employees, which could cause us to lose the competitive advantage resulting from these
trade secrets. We also face risks associated with our trademarks. For example, there is a risk that the word "Google"
could become so commonly used that it becomes synonymous with the word "search." If this happens, we could lose
protection for this trademark, which could result in other people using the word "Google" to refer to their own products,
thus diminishing our brand.
Any significant impairment of our intellectual property rights could harm our business and our ability to compete.
Also, protecting our intellectual property rights is costly and time consuming. Any increase in the unauthorized use of
our intellectual property could make it more expensive to do business and harm our operating results.

Acquisitions, joint ventures, investments, and divestitures could result in operating difficulties, dilution,
and other consequences that may adversely impact our business and results of operations.
Acquisitions, joint ventures, investments and divestitures, are important elements of our overall corporate strategy
and use of capital, and these transactions could be material to our financial condition and results of operations. We
expect to continue to evaluate and enter into discussions regarding a wide array of potential strategic transactions.
Effecting these potential strategic transactions could create unforeseen operating difficulties and expenditures. The
areas where we face risks include:
Diversion of management time and focus from operating our business to challenges related to acquisitions
and other strategic transactions.
Failure to successfully further develop the acquired business or technology.
Implementation or remediation of controls, procedures, and policies at the acquired company.
Integration of the acquired company's accounting, human resource, and other administrative systems, and
coordination of product, engineering, and sales and marketing functions.
Transition of operations, users, and customers onto our existing platforms.
Failure to obtain required approvals on a timely basis, if at all, from governmental authorities, or conditions
placed upon approval that could, among other things, delay or prevent us from completing a transaction, or
otherwise restrict our ability to realize the expected financial or strategic goals of an acquisition or other strategic
transaction.
In the case of foreign acquisitions, the need to integrate operations across different cultures and languages
and to address the particular economic, currency, political, and regulatory risks associated with specific
countries.
Cultural challenges associated with integrating employees from the acquired company into our organization,
and retention of employees from the businesses we acquire.
Liability for activities of the acquired company before the acquisition, including patent and trademark
infringement claims, privacy issues, violations of laws, commercial disputes, tax liabilities, and other known
and unknown liabilities.
Litigation or other claims in connection with the acquired company, including claims from terminated employees,
customers, former stockholders, or other third parties.
Our failure to address these risks or other problems encountered in connection with our past or future acquisitions
and other strategic transactions could cause us to fail to realize their anticipated benefits, incur unanticipated liabilities,
and harm our business generally.
Our acquisitions could also result in dilutive issuances of our equity securities, the incurrence of debt, contingent
liabilities, or amortization expenses, or impairment of goodwill and/or purchased long-lived assets, and restructuring
charges, any of which could harm our financial condition or results. Also, the anticipated benefits or value of our
acquisitions and other strategic transactions may not materialize. In connection with our divestitures, we have agreed,
and may in the future agree, to provide indemnification for certain potential liabilities, which may adversely impact our
financial condition or results.
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Our business depends on strong brands, and failing to maintain and enhance our brands would hurt our
ability to expand our base of users, advertisers, Google Network Members, and other partners.
Our strong brands have significantly contributed to the success of our business. Maintaining and enhancing the
brands of both Google and Other Bets increases our ability to enter new categories and launch new and innovative
products that better serve the needs of our users. Our brands may be negatively impacted by a number of factors,
including, among others, reputational issues and product/technical performance failures. Further, if we fail to maintain
and enhance equity in the Google brand, our business, operating results, and financial condition may be materially
and adversely affected. Maintaining and enhancing our brands will depend largely on our ability to remain a technology
leader and continue to provide high-quality, innovative products and services that are truly useful and play a meaningful
role in people's everyday lives.

We face a number of manufacturing and supply chain risks that, if not properly managed, could adversely
impact our financial results and prospects.
We face a number of risks related to manufacturing and supply chain management. We may enter into long term
contracts that commit us to significant terms and conditions of supply. We may be liable for material and product that
is not consumed due to market acceptance, technological change, obsolescences, quality, product recalls, and warranty
issues. For instance, the products we sell may have quality issues resulting from the design or manufacture of the
product, or from the software used in the product Sometimes, these issues may be caused by components we purchase
from other manufacturers or suppliers. If the quality of our products does not meet our customers' expectations or our
products are found to be defective, then our sales and operating earnings, and ultimately our reputation, could be
negatively impacted.
We rely on third parties to manufacture many of our assemblies and finished products, and we have third-party
arrangements for the design of some components and parts. Our business could be negatively affected if we are not
able to engage third parties with the necessary capabilities or capacity on reasonable terms, or if those we engage
fail to meet their obligations (whether due to financial difficulties or other reasons), or make adverse changes in the
pricing or other material temns of our arrangements with them.
We have in the past, and may experience in the future, supply shortages and price increases driven by raw
material availability, manufacturing capacity, labor shortages, industry allocations, natural disasters and significant
changes in the financial or business condition of our suppliers. We may experience shortages or other supply chain
disruptions in the future that could negatively impact our operations. In addition, some of the components we use in
our products are available only from a single source or limited sources, and we may not be able to find replacement
vendors on favorable terms or at all in the event of a supply chain disruption.
Additionally, because many of our supply contracts have volume-based pricing or minimum purchase
requirements, if the volume of our hardware sales decreases or does not reach projected targets, we could face
increased materials and manufacturing costs or other financial liabilities that could make our products more costly per
unit to manufacture and therefore less competitive and negatively impact our financial results. Further, certain of our
competitors may negotiate more favorable contractual terms based on volume and other commitments that may provide
them with competitive advantages and may impact our supply.
We also require our suppliers and business partners to comply with law and company policies regarding workplace
and employment practices, data security, environmental compliance and intellectual property licensing, but we do not
control them or their practices. If any of them violates laws or implements practices regarded as unethical, we could
experience supply chain disruptions, canceled orders, terminations of or damage to key relationships, and damage to
our reputation. If any of them fails to procure necessary license rights to third-party intellectual property, legal action
could ensue that could impact the saleability of our products and expose us to financial obligations to third parties.
The Dodd-Frank Wall Street Reform and Consumer Protection Act includes disclosure requirements regarding
the use of certain minerals mined from the Democratic Republic of Congo and adjoining countries (DRC)and procedures
pertaining to a manufacturer's efforts regarding the source of such minerals. SEC rules implementing these
requirements may have the effect of reducing the pool of suppliers who can supply DRC "conflict free" components
and parts, and we may not be able to obtain DRC conflict free products or supplies in sufficient quantities for our
operations. Since our supply chain is complex, we may face reputational challenges with our customers, stockholders
and other stakeholders if we are unable to sufficiently verify the origins for the minerals used in our products.

Web spam and content farms could decrease our search quality, which could damage our reputation and
deter our current and potential users from using our products and services.
"Web spam" refers to websites that attempt to violate a search engine's quality guidelines or that otherwise seek
to rank higher in search results than a search engine's assessment of their relevance and utility would rank them.
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Although English-language web spam in our search results has been significantly reduced, and web spam in
most other languages is limited, we expect web spammers will continue to seek ways to improve their rankings
inappropriately. We continuously combat web spam, including through indexing technology that makes it harder for
spam-like, less useful web content to rank highly. We face challenges from low-quality and irrelevant contentwebsites,
including "content farms", which are websites that generate large quantities of low-quality content to help them improve
their search rankings. We are continually launching algorithmic changes focused on low-quality websites. If our search
results display an increasing number of web spam and content farms, this could hurt our reputation for delivering
relevant information or reduce user traffic to our websites. In addition, as we continue to take actions to improve our
search quality and reduce low-quality content, this may in the short run reduce our AdSense revenues, since some of
these websites are Ad Sense partners.

Interruption or failure of our information technology and communications systems could hurt our ability
to effectively provide our products and services, which could damage our reputation and harm our operating
results.
The availability of our products and services depends on the continuing operation of our information technology
and communications systems. Our systems are vulnerable to damage or interruption from earthquakes, terrorist attacks,
natural disasters, the effects of climate change (such as sea level rise, drought, ftooding, wildfires, and increased storm
severity), power loss, telecommunications failures, computer viruses, computer denial of service attacks, or other
attempts to harm our systems. Some of our data centers are located in areas with a high risk of major earthquakes.
Our data centers are also subject to break-ins, sabotage, and intentional acts of vandalism, and to potential disruptions
ifthe operators of certain of these facilities have financial difficulties. Some of our systems are not fully redundant, and
our disaster recovery planning cannot account for all eventualities. The occurrence of a natural disaster, a decision to
close a facility we are using, or other unanticipated problems at our data centers could result in lengthy interruptions
in our service. In addition, our products and services are highly technical and complex and may contain errors or
vulnerabilities, which could result in interruptions in our services or the failure of our systems.

Our international operations expose us to additional risks that could harm our business, operating results,
and financial condition.
Our international operations are significant to our revenues and net income, and we plan to continue to grow
internationally. International revenues accounted for approximately 53% of our consolidated revenues in 2016. In
certain international markets, we have limited operating experience and may not benefit from any first-to-market
advantages or otherwise succeed.
In addition to risks described elsewhere in this section, our international operations expose us to other risks,
including the following:
Restrictions on foreign ownership and investments, and stringent foreign exchange controls that might prevent
us from repatriating cash earned in countries outside the U.S.
Import and export requirements, tariffs, trade disputes and barriers, and customs classifications that may
prevent us from offering products or providing services to a particular market and may increase our operating
costs.
Longer payment cycles in some countries, increased credit risk, and higher levels of payment fraud.
Still developing foreign laws and legal systems.
Uncertainty regarding liability for services and content, including uncertainty as a result of local laws and lack
of legal precedent.
Different employee/employer relationships, existence of workers' councils and labor unions, and other
challenges caused by distance, language, and cultural differences, making it harder to do business in certain
jurisdictions.
Additionally, changes in international local political, economic, regulatory, tax, social, and labor conditions may
adversely harm our business and compliance with complex foreign and U.S. laws and regulations that apply to our
international operations increases our cost of doing business. These numerous and sometimes conflicting laws and
regulations include, among others, internal control and disclosure rules, privacy and data protection requirements,
anti-corruption laws, such as the U.S. Foreign Corrupt Practices Act, and other local laws prohibiting corrupt payments
to governmental officials, and competition regulations, among others. Violations of these laws and regulations could
result in fines and penalties, criminal sanctions against us, our officers, or our employees, prohibitions on the conduct
of our business and on our ability to offer our products and services in one or more countries, and could also materially
affect our brand, our international growth efforts, our ability to attract and retain employees, our business, and our
operating results. Although we have implemented policies and procedures designed to ensure compliance with these
laws and regulations, there can be no assurance that our employees, contractors, or agents will not violate our policies.
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Finally, since we conduct business in currencies other than U.S. dollars but report our financial results in U.S.
dollars, we face exposure to fluctuations in currency exchange rates. Although we hedge a portion of our international
currency exposure, significant fluctuations in exchange rates between the U.S. dollar and foreign currencies may
adversely affect our revenues and earnings. Additionally, hedging programs are inherently risky and could expose us
to additional risks that could adversely affect our financial condition and results of operations.

Our operating results may fluctuate, which makes our results difficult to predict and could cause our
results to fall short of expectations.
Our operating results may fluctuate as a result of a number of factors, many outside of our control. As a result,
comparing our operating results on a period-to-period basis may not be meaningful, and you should not rely on our
past results as an indication of our future performance. Our quarterly, year-to-date, and annual expenses as a
percentage of our revenues may differ significantly from our historical or projected rates. Our operating results in future
quarters may fall below expectations. Any of these events could cause our stock price to fall. Each of the risk factors
listed in this section in addition to the following factors may affect our operating results:
Our ability to continue to attract users to our websites and retain existing users on our websites.
Our ability to monetize (or generate revenues from) traffic on Google properties and our Google Network
Members' properties across various devices.
Advertising revenue fluctuations caused by changes in property mix, platform mix, device mix, and geographical

mix.
The amount of revenues and expenses generated and incurred in currencies other than U.S. dollars, and our
ability to manage the resulting risk through our foreign exchange risk management program.
The amount and timing of operating costs and expenses and capital expenditures related to the maintenance
and expansion of our businesses, operations, and infrastructure.
Our focus on long-term goals over short-term results.
The results of our acquisitions, divestitures, and our investments in risky projects, including new businesses,
products, services, and technologies.
Our ability to keep our websites operational at a reasonable cost and without service interruptions.
Our ability to generate significant revenues from new products and services in which we have invested
considerable time and resources.
Because our businesses are changing and evolving, our historical operating results may not be useful to you in
predicting ourfutureoperating results. In addition, advertising spending has historically been cyclical in nature, reflecting
overall economic conditions, as well as budgeting and buying patterns. Also, user traffic tends to be seasonal. Our
rapid growth has tended to mask the cyclicality and seasonality of our business. As our growth rate has slowed, the
cyclicality and seasonality in our business has become more pronounced and caused our operating results to fluctuate.

If we were to lose the services of Larry, Sergey, Eric, Sundar, or other key personnel, we may not be able
to execute our business strategy.
Our future success depends in a large part upon the continued service of key members of our senior management
team. In particular, Larry Page and Sergey Brin are critical to the overall management of Alphabet and its subsidiaries,
and they, along with Sundar Pichai, the Chief Executive Officer of Google, play an important role in the development
of our technology. Along with our Executive Chairman Eric E. Schmidt, they also play a key role in maintaining our
culture and setting our strategic direction. All of our executive officers and key employees are at-will employees, and
we do not maintain any key-person life insurance policies. The loss of key personnel could seriously harm our business.

We rely on highly skilled personnel and, If we are unable to retain or motivate key personnel, hire qualified
personnel, or maintain our corporate culture, we may not be able to grow effectively.
Our performance largely depends on the talents and efforts of highly skilled individuals. Our future success
depends on our continuing ability to identify, hire, develop, motivate, and retain highly skilled personnel for all areas
of our organization. Competition in our industry for qualified employees is intense, and certain of our competitors have
directly targeted our employees. In addition, our compensation arrangements, such as our equity award programs,
may not always be successful in attracting new employees and retaining and motivating our existing employees. Our
continued ability to compete effectively depends on our ability to attract new employees and to retain and motivate
our existing employees.
In addition, we believe that our corporate culture fosters innovation, creativity, and teamwork. As our organization
grows, and we are required to implement more complex organizational management structures, particularly in light of
our holding company structure, we may find it increasingly difficult to maintain the beneficial aspects of our corporate
culture. This could negatively impact our future success.
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Our business depends on continued and unimpeded access to the Internet by us and our users. Internet
access providers may be able to restrict, block, degrade, or charge for access to certain of our products and

services, which could lead to additional expenses and the loss of users and advertisers.
Our products and services depend on the ability of our users to access the Internet, and certain of our products
require significant bandwidth to work effectively. Currently, this access is provided by companies that have significant
market power in the broadband and internet access marketplace, including incumbent telephone companies, cable
companies, mobile communications companies, and government-owned service providers. Some of these providers
have taken, or have stated thatthey may take measures, including legal actions, that could degrade, disrupt, or increase
the cost of user access to certain of our products by restricting or prohibiting the use of their infrastructure to support
or facilitate our offerings, or by charging increased fees to us or our users to provide our offerings. In addition, in some
jurisdictions, our products and services have been subject to government-initiated restrictions or blockages. Such
interference could result in a Joss of existing users and advertisers, and increased costs, and could impair our ability
to attract new users and advertisers, thereby harming our revenues and growth.

New and existing technologies could block ads online, which would harm our business.
Technologies have been developed that can block the display of ads online and that provide tools to users to opt
out of seeing ads online. Most of our Google revenues are derived from fees paid to us in connection with the display
of ads online. As a result, such technologies and tools could adversely affect our operating results.

We are exposed to fluctuations in the market values of our investments.
Given the global nature of our business, we have investments both domestically and internationally. Credit ratings
and market values of these investments can be negatively impacted by liquidity, credit deterioration or losses, financial
results, foreign exchange rates, changes in interest rates, or other factors. As a result, the value or liquidity of our cash
aquivalents and marketable securities could decline and result in a material impairment, which could materially
adversely affect our financial condition and operating results.

We could be subject to changes in tax rates, the adoption of new U.S. or international tax legislation, or
exposure to additional tax liabilities.
Our future income taxes could be adversely affected by earnings being lower than anticipated in jurisdictions that
have lower statutory tax rates and higher than anticipated in jurisdictions that have higher statutory tax rates, the net
gains and losses recognized by legal entities on certain hedges and related hedged intercompany and other transactions
under our foreign exchange risk management program, changes in the valuation of our deferred tax assets or liabilities,
or changes in tax laws, regulations, or accounting principles, as well as certain discrete items. Due to shifting economic
and political conditions, tax policies or rates in various jurisdictions may be subject to significant change.
In addition, we are subject to regular review and audit by both domestic and foreign tax authorities. As a result,
we have received, and may in the future receive, assessments in multiple jurisdictions on various tax-related assertions,
including transfer pricing adjustments or permanent establishment. Any adverse outcome of such a review or audit
could have a negative effect on our operating results and financial condition. In addition, the determination of our
worldwide provision for income taxes and other tax liabilities requires significant judgment, and there are many
transactions and calculations where the ultimate tax determination is uncertain. Although we believe our estimates are
reasonable, the ultimate tax outcome may differ from the amounts recorded in our financial statements and may
materially affect our financial results in the period or periods for which such determination is made.

Risks Related to Ownership of Our Stock
The trading price for our Class A common stock and non-voting Class C capital stock may continue to
be volatile.
The trading price of our stock has at times experienced substantial price volatility and may continue to be volatile.
For example, from January 1, 2016 through December 31, 2016, the closing price of our Class A common stock ranged
from $681.14 per share to $835.74 per share, and the closing price of our Class C capital stock ranged from $668.26
to $813.11 per share.
In addition to the factors discussed in this Annual Report on Form 10-K, the trading price of our Class A common
stock and Class C capital stock may fluctuate widely in response to various factors, many of which are beyond our
control, including, among others:
Quarterty variations in our results of operations or those of our competitors.
Announcements by us or our competitors of acquisitions, divestitures, investments, new products, significant
contracts, commercial relationships, or capital commitments.
Recommendations by securities analysts or changes in earnings estimates.
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Announcements about our earnings that are not in line with analyst expectations, the risk of which is enhanced
because it is our policy not to give guidance on earnings.
Announcements by our competitors of their earnings that are not in line with analyst expectations.
Commentary by industry and market professionals about our products, strategies, and other matters affecting
our business and results, regardless of its accuracy.
The volume of shares of Class A common stock and Class C capital stock available for public sale.
Sales of Class A common stock and Class C capital stock by us or by our stockholders (including sales by our
directors, executive officers, and other employees).
Short sales, hedging, and other derivative transactions on shares of our Class A common stock and Class C
capital stock.
The perceived values of Class A common stock and Class C capital stock relative to one another.
Our stock repurchase program.
In addition, the stock market in general, and the market for technology companies in particular, have experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of those companies. These broad market and industry factors may harm the market price of our Class A common stock
and our Class C capital stock regardless of our actual operating performance.

We cannot guarantee that our stock repurchase program will be fully consummated or that our stock
repurchase program will enhance long-term stockholder value, and stock repurchases could increase the
volatility of the price of our stock and could diminish our cash reserves.
In October 2016, our board of directors authorized our company to repurchase up to $7,019,340,976.83 of our
Class C capital stock. The repurchase program does not have an expiration date. Although our board of directors has
authorized a stock repurchase program, the share repurchase program does not obligate Alphabet to repurchase any
specific dollar amount or to acquire any specific number of shares. The stock repurchase program could affect the
price of our stock and increase volatility and may be suspended or terminated at any time, which may result in a
decrease in the trading price of our stock.

The concentration of our stock ownership limits our stockholders' ability to influence corporate matters.
Our Class 8 common stock has 10 votes per share, our Class A common stock has one vote per share, and our
Class C capital stock has no voting rights. As of December 31, 2016, Larry, Sergey, and Eric beneficially owned
approximately 92.4% of our outstanding Class 8 common stock, which represented approximately 56.8% ofthe voting
power of our outstanding capital stock. Larry, Sergey, and Eric therefore have significant influence over management
and affairs and over all matters requiring stockholder approval, including the election of directors and significant
corporate transactions, such as a merger or other sale of our company or our assets, for the foreseeable future. In
addition, because our Class C capital stock carries no voting rights (except as required by applicable law), the issuance
of the Class C capital stock, including in future stock-based acquisition transactions and to fund employee equity
incentive programs, could prolong the duration of Larry and Sergey's current relative ownership of our voting power
and their ability to elect all of our directors and to determine the outcome of most matters submitted to a vote of our
stockholders. Together with Eric, they would also continue to be able to control any required stockholder vote with
respect to certain change in control transactions involving Alphabet (including an acquisition of Alphabet by another
company).
This concentrated control limits or severely restricts our stockholders' ability to influence corporate matters and,
as a result, we may take actions that our stockholders do not view as beneficial. As a result, the market price of our
Class A common stock and our Class C capital stock could be adversely affected.

Provisions in our charter documents and under Delaware law could discourage a takeover that
stockholders may consider favorable.
Provisions in Alphabet's certificate of incorporation and bylaws may have the effect of delaying or preventing a
change of control or changes in our management. These provisions include the following:
Our certificate of incorporation provides for a tri-class capital stock structure. As a result of this structure, Larry,
Sergey, and Eric have significant influence over all matters requiring stockholder approval, including the election
of directors and significant corporate transactions, such as a merger or other sale of our company or our
assets. This concentrated control could discourage others from initiating any potential merger, takeover, or
other change of control transaction that other stockholders mayview as beneficial. As noted above, the issuance
of the Class C capital stock could have the effect of prolonging the influence of Larry, Sergey, and Eric.
Our board of directors has the right to elect directors to fill a vacancy created by the expansion of the board
of directors or the resignation, death, or removal of a director, which prevents stockholders from being able
to fill vacancies on our board of directors.
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Our stockholders may not act by written consent. As a result. a holder, or holders, controlling a majority of our
capital stock would not be able to take certain actions without holding a stockholders' meeting.
Our certificate of incorporation prohibits cumulative voting in the election of directors. This limits the ability of
minority stockholders to elect director candidates.
Stockholders must provide advance notice to nominate individuals for election to the board of directors or to
propose matters that can be acted upon at a stockholders' meeting. These provisions may discourage or deter
a potential acquirer from conducting a solicitation of proxies to elect the acquirer's own slate of directors or
otherwise attempting to obtain control of our company.
Our board of directors may issue, without stockholder approval, shares of undesignated preferred stock. The
ability to issue undesignated preferred stock makes it possible for our board of directors to issue preferred
stock with voting or other rights or preferences that could impede the success of any attempt to acquire us.
As a Delaware corporation, we are also subject to certain Delaware anti-takeover provisions. Under Delaware
law, a corporation may not engage in a business combination with any holder of 15% or more of its outstanding voting
stock unless the holder has held the stock for three years or, among other things, the board of directors has approved
the transaction. Our board of directors could rely on Delaware law to prevent or delay an acquisition of us.
Risks Related to Our Holding Company Reorganization
As a holding company, Alphabet is dependent on the operations and funds of its subsidiaries.
On October 2, 2015, we completed a reorganization pursuant to which Alphabet became a holding company with
no business operations of its own. Alphabet's only significant assets are the outstanding equity interests in Google
and any other current or future subsidiaries of Alphabet. As a result, we rely on cash flows from subsidiaries to meet
our obligations, including to service any debt obligations of Alphabet.
We may not obtain the anticipated benefits of our reorganization into

a holding company structure.

We believe that our holding company reorganization and the current operating structure increases management
scale and allows us to focus on running our diverse businesses independently with the goal of maximizing each of the
business' potential. The benefits of this reorganization may not be obtained if circumstances prevent us from taking
advantage of the strategic and business opportunities that we expect it may afford us. As a result, we may incur the
costs of a holding company structure without realizing the benefits, which could adversely affect our reputation, financial
condition, and operating results.
Alphabet's management is dedicating significant effort to the Alphabet operating structure. These efforts may
divert management's focus and resources from Alphabet's business, corporate initiatives, or strategic opportunities,
which could have an adverse effect on our businesses, results of operations, financial condition, or prospects.
Additionally, our subsidiaries may be restricted in their ability to pay cash dividends or to make other distributions to
Alphabet, as the new holding company.

ITEM 18. UNRESOLVED STAFF COMMENTS
There are no unresolved staff comments at December 31, 2016.

ITEM 2.

PROPERTIES

Our headquarters are located in Mountain View, California. We also own and lease office and building space in
the surrounding areas near our headquarters, which in the aggregate (including our headquarters) represent
approximately 7.86 million square feet of office/building space and approximately forty-five acres of developable land
to accommodate anticipated future growth. In addition, we own and lease office/building space and research and
development sites, around the world- primarily in North America, Europe, South America, and Asia. We operate and
own data centers in the U.S., Europe, South America, and Asia pursuant to various lease agreements and co-location
arrangements. We believe our existing facilities, both owned and leased, are in good condition and suitable for the
conduct of our business.

ITEM 3.

LEGAL PROCEEDINGS

For a description of our material pending legal proceedings, please see Note 10 "Commitments and Contingencies
-Legal Matters" of the Notes to Consolidated Financial Statements included in Item 8 of this Annual Report on Form
10-K, which is incorporated herein by reference.
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ITEM 4.

MINE SAFETY DISCLOSURES

Not applicable.
PART II
ITEM 5.

MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

As of October 2, 2015, Alphabet Inc. became the successor issuer of Google Inc. pursuant to Rule 12g-3(a) under
the Exchange Act.
Price Range of Common Stock and Capital Stock
Our Class A common stock has been listed on the Nasdaq Global Select Market under the symbol "GOOG" since
August 19, 2004 and under the symbol "GOOGL" since April 3, 2014. Prior to August 19, 2004, there was no public
market for our stock. The following table sets forth for the indicated periods the high and low sales prices per share
for our Class A common stock on the Nasdaq Global Select Market.
Low

High

Fiscal Year 2016 Quarters Ended:

$

Marc!:! 31l2G1.6
June 30, 2016
Septem!>E1r 30, 2016
December 31, 2016

780.91 c$
787.68
815.95
835.74

Low

High

Fiscal Year 2015 Quarters Ended:

$

Mar6h'31; 20.15'
June 30, 2015
September 30, 2015
December 31,2015

701.02
681.14
704.89
753.22

581.44 \$
573.66
. ~9.62
793.96

497.06
532.74
541.70
642.00

Our Class B common stock is neither listed nor traded.
Our Class C capital stock has been listed on the Nasdaq Global Select Market under the symbol "GOOG" since
April 3, 2014. The following table sets forth for the indicated periods the high and low sales prices per share for our
Class C capital stock on the Nasdaq Global Select Market.
Low

High

Fiscal Year 2016 Quarters Ended:

$

March31, 2016
June 30, 2016
September 30, 2016
December 31, 2016

764.65
766.61
787.21
813.11

$

$

tll!art;h 31, 2015
June 30, 2015
September 30, 2015
December 31,2015

668.26
694.49
736.08
Low

High

Fiscal Year 2015 Quarters Ended:

578.11

575.33. $
565.06
672:93
776.60

492.55
520.51
516.83
611.29

Holders of Record
As of December 31, 2016, there were approximately 2,178 and 2, 183 stockholders of record of our Class A
common stock and Class C capital stock, respectively, and the closing prices of our Class A common stock and Class
C capital stock were $792.45 and $771.82 per share, respectively, as reported by the NASDAQ Global Select Market.
Because many of our shares of Class A common stock and Class C capital stock are held by brokers and other
institutions on behalf of stockholders, we are unable to estimate the total number of stockholders represented by these
record holders. As of December 31, 2016, there were approximately 67 stockholders of record of our Class B common
stock.
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Dividend Policy

We have never declared or paid any cash dividend on our common or capital stock. We intend to retain any future
earnings and do not expect to pay any cash dividends in the foreseeable future.
Stock Performance Graph

The following graph compares the 5-year cumulative total return to shareholders on Alphabet Inc.'s common
stock relative to the cumulative total returns ofthe S&P 500 index, the RDG lnternetCompcsite index, and the NASDAQ
Composite index. An investment of $100 (with reinvestment of all dividends) is assumed to have been made in the
company's Class A common stock and in each index on December 31, 2011 and its relative performance is tracked
through December 31, 2016. The returns shown are based on historical results and are not intended to suggest future
performance.
COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN"

Among Alphabet Inc., the S&P 500 Index, the
NASDAQ Composite Index, and the RDG Internet Composite Index

$380
$360
$340
$320
$300 $280
$260
$240 $220
$200
$180
$160
$140
$120
$100
$80 $60
$40
$20
$0

Alphabet Inc. Class A

- - NASDAQ Composite

- - S&P500

RDG Internet Composite

"$1 00 invested an December 31, 2011 in stock or index, including reinvestment of dividends. Fiscal year ending December 31.
Copyrighte 2015 S&P, a division of The McGraw-Hill Companies Inc. AU rights reserved.

This performance graph shall not be deemed "filed" for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended (the Exchange Act), or incorporated by reference into any filing of Alphabet under the Securities
Act of 1933, as amended, or the Exchange Act, except as shall be expressly set forth by specific reference in such
filing.
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ITEM 6.

SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with Item 7 "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and our consolidated financial statements
and the related notes appearing in Item 8 "Financial Statements and Supplementary Data" of this Annual Report on
Form 10-K. The historical results are not necessarily indicative of the results to be expected in any future period.
Year Ended December 31,
2013
2014
2015
{in millions, except per share amounts)

2012

ConsoHdatedStatelnenll; oflhcome Data:
Revenues
Income fio'm operations··
Net income from continuing operations
Netmoome (lq~s}l[l)rndlscontinuen
opel'!!tions • > <
· ·
•:
Net income

$

46,039
13,834
11,435

$

(816)
10,619

55,519 $
1'5,403
13,160

66,001
16,496
13,620

(427).·
12,733

516
14,136

Basic net income (loss) per share of Class A and B common stock:
contlnuing operations
19,77 $
$
17.47 $
Discontinued operations
(1.25)
(0.64)
f!aslcnelilncom(;l per 11hare'Of Glas11A:itnil
B common stock. · ·
· $

' ,"~' "~,'

"·'

16.2,z-. $ •.

Basic·netlncoine,(loss) per share ofplass'c capital stock:
Continuing operations
17.47 $
$
(1.25).
Dlsc:On\in.ued:operations

$

2016

74,989 $
19,360
16,348

90,272
23;716
19,478

16,348

0
19,478

20.15 $
0.76

23.11
0.00

$

28.32
0.00

1'9;13 <$

20:91

$

2~;11

$

28,32.

19.77 $
(0:64)

20.15 $
0.76

24.63

$

28.32
0.00

$

24.63

$

28.32

$

22.8~. $

27:8.5
0.00

Basic net income per share of Class C
capital stock

cl.otl

Diluted net income (loss) per share of Class A and B common stock:
Cohti~uinQ operatio11s

.$

Discontinued operations
OIIPteft;r\llH(\Cpn:ie per Share. of class A
and camrnon· stoCk
· · · · · ·•• .. •··

e.

.

$

17.21 $
(1.23)

19.42 $
(0.63)

19.82
0.75

1&:98 : $

.18:7!)

$

20.57 $

22.84 .$

27.85

19.42 $
.(0.63)

19.82 $
0.75

24.34
0.00

$

27.85
0.00

18.79

20.57

24.34

$

27.85

DihJtectnetinc;i:lml! (loss) per share of Class C capital stock:
Continuing operations
17.21 $
$
Disoontf~u.ed operations
(1.23)
Diluted net income per share of Class C
15.98 $
capital stock
$

2012

consolidated Bala'n~Sheet.Oatat
Cash, cash equivalents, and marketable
securities

Jota!._.ts ·
Total long-term liabilities
Total stockh6JderS' equity

$

2013

48,088
92,711
6,662
71,570

$

58,717
109,050
6,165
86,97'7

$

0.00

$

As of December 31,
2014
(in millions)

$

64,395 $
129,187
8,548
103,860

2015

2016

73,066 $
141-,461
7,820
120,331

86,333
16'7,497
11,705
139,036
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ITEM 7.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Please read the following discussion and analysis of our financial condition and results of operations together
with our consolidated financial statements and related notes included under Item 8 of this Annual Report on Form 1OK.

Trends in Our Business
The following trends have contributed to the results of our consolidated operations, and we anticipate that they
will continue to impact our future results:

•

Users' behaviors and advertising continue to shift online as the digital economy evolves.

The continuing shift from an offline to online world has contributed to the growth of our business since inception,
resulting in increasing revenues, and we expect that this online shift will continue to benefit our business.

• As online advertising evolves, we continue to expand our product offerings which may impact our
monetization.
As interactions between users and advertisers change, we continue to expand and evolve our product offerings
to serve their changing needs. Over time, we expect our monetization trends to fluctuate. For example, we have seen
an increase in YouTube engagement ads, which monetize at a lower rate than traditional desktop search ads.
Additionally, we continue to see a shift to programmatic buying which presents opportunities for advertisers to connect
with the right user, in the right moment, in the right context. Programmatic buying has a different monetization profile
than traditional advertising buying on Google properties. These trends will continue to affect our revenues and margins
in the future.

• Users are increasingly using multiple devices to access our products and services, and our advertising
revenues are increasingly coming from mobile and other new formats.
Our users are accessing the Internet via multiple devices and want to feel connected no matter where they are
or what they are doing. We seek to expand our products and services to stay in front of this shift in order to maintain
and grow our business.
In this multi-device world, we generate our advertising revenues increasingly from mobile and newer advertising
formats, and the margins from the advertising revenues from these sources have generally been lower than those
from traditional desktop search. We also expect traffic acquisition costs (TAC) paid to our distribution partners to
increase due to changes in device mix between mobile, desktop, and tablet, partner mix, partner agreement terms,
and the percentage of queries channeled through paid access points. We expect these trends to continue to put
pressure on our overall margins.

• As users in developing economies increasingly come online, our revenues from international markets
continue to increase and movements in foreign exchange rates impact such revenues.
The shift to online, as well as the advent of the multi-device world, has brought opportunities outside of the U.S.,
including in emerging markets, and we continue to develop localized versions of our products and relevant advertising
programs useful to our users in these markets. This has led to a trend of increased revenues from international markets
over time and we expect that our results will continue to be impacted by our performance in these markets, particularly
as low-cost mobile devices become more available.
Ourintemational revenues represent a significant portion of our revenues and are subject to fluctuations in foreign
currency exchange rates relative to the U.S. dollar. While we have a foreign exchange risk management program
designed to reduce our exposure to these fluctuations, this program does not fully offset their effect on our revenues
and earnings.

•

The portion of our revenues that we derive from non-advertising revenues is increasing.

Non-advertising revenues have grown over time. We expect this trend to continue as we focus on expanding our
Google offerings to our users through products and services like Google Cloud, Google Play, and hardware products.
Across these initiatives, we currently derive non-advertising revenues primarily from hardware sales, sales of apps,
in-app purchases and digital content products, and service and licensing fees; the margins on these non-advertising
businesses vary significantly and may be lower than the margins on our advertising business. A number of our Other
Bets initiatives are in their initial development stages, and as such, the sources of revenues from these businesses
could change over time and the revenues could be volatile.
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• As we continue to look for new ways to serve our users and expand our businesses, we will invest
heavily in R&D and our capital expenditures will continue to fluctuate.
We continue to make significant research and development (R&D) investments in areas of strategic focus for
Google, such as search, advertising, and machine learning, as well as in new products and services across both
Google and Other Bets. The amount of our capital expenditures has fluctuated and may continue to fluctuate in the
long term as we invest heavily in our systems, data centers, real estate and facilities, and information technology
infrastructure.
In addition, acquisitions remain an important part of our strategy and use of capital, and we expect to continue
to spend cash on acquisitions and other investments. These acquisitions generally enhance the breadth and depth of
our offerings, as well as expand our expertise in engineering and other functional areas.
Our employees are critical to our success and we expect to continue investing in them.
Our employees are among our best assets and are critical for our continued success. Their energy and talent
drive Alphabet and create our success. We expect to continue hiring talented employees around the globe and to
provide competitive compensation programs to our employees.
Executive Overview of Results
Here are our key financial results for the f1scal year ended December 31, 2016 (consolidated unless otherwise
noted):
Revenues of $90.3 billion and revenue growth of 20% year over year, constant currency revenue growth of
24% year over year.
Google segment revenues of$89.5 billion with revenue growth of20% year over year and Other Bets revenues
of $0.8 billion with revenue growth of 82% year over year.
Revenues from the United States, the United Kingdom, and Rest of the world were $42.8 billion, $7.8 billion,
and $39.7 billion, respectively.
Cost of revenues was $35.1 billion, consisting of traffic acquisition costs of $16.8 billion and other cost of
revenues of $18.3 billion. Our traffic acquisition costs as a percentage of advertising revenues was 21%.
Operating expenses (excluding cost of revenues) were $31.4 billion.
Income from operations was $23.7 billion.
Effective tax rate was 19%.
Net income was $19.5 billion with diluted net income per share of $27.85.
Operating cash flow was $36.0 billion.
Capital expenditures were $10.2 billion.
Headcount increased to 72,053 as of December 31, 2016.
Information about Segments
We operate our business in multiple operating segments. Google is our only reportable segment. None of our
other segments meet the quantitative thresholds to qualify as reportable segments; therefore, the other operating
segments are combined and disclosed below as Other Bets.
Our reported segments are described below:
Google - Google includes our main internet products such as Search, Ads, Commerce, Maps, You Tube,
Google Cloud, Android, Chrome, and Google Play as well as our hardware initiatives. Our technical
infrastructure and some newer efforts like virtual reality are also included in Go ogle. Google generates revenues
primarily from advertising, sales of digital content, apps and cloud offerings, and sales of hardware products.
Other Bets -Other Bets is a combination of multiple operating segments that are not individually material.
Other Bets includes businesses such as Access, Calico, CapitaiG, GV, Nest, Verily, Waymo, and X. Revenues
from the Other Bets are derived primarily through the sales of internet and TV services through Google Fiber,
sales of Nest products and services, and licensing and R&D services through Verily.
Please refer to Note 15 of the Notes to Consolidated Financial Statements included in Part II of this Annual Report
on Form 10-K for further information. Prior period segment information has been recast to conform to the current period
segment presentation.
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Consolidated Revenues
The following table presents our consolidated revenues, by segment and revenue source, for the periods
presented (in millions):

Goog!e ~egmen'
Google properties
Google Network:Jvtembiirs' properties
Google advertising revenues

$

$

$

63,785
15,598
79,383

.w,oeo

Google 6therrelf!lllues
Google segment revenues

$

65,674

$

Other Bets
Other Bets revenues

$

~2:7

$

Consolidated:~lienues

$ . 66,001 .$

$

89,463

445 _$

809

$

90,272

74,544

74,989

Google segment
The following table presents our Google segment revenues (in millions), and changes in our aggregate paid
clicks and cost-per-click (expressed as a percentage) for the periods presented:

2014

Google segment revenues
Google segment revenues as a percentage of consolidated revenues

Year Ended December 31,
2016
2015

$ - 65,674
99.5%

$ 74;544

$ &9,463

99.4%

99.1%

2?%
(11)%

32%
(11)%

Aggrega~ paid !:licks change
Aggregate cost-per-dick change

Use of Monetization Metrics
When assessing our advertising revenue performance, we present information regarding the percentage change
in the number of"paid clicks" and "cost-per-click" for our Google properties and Google Network Members' properties.
Management views these as important metrics for understanding our business. We periodically review, refine and
update our methodologies for monitoring, gathering, and counting the number of paid clicks and for identifying the
revenues generated by click activity.
Paid clicks for our Google properties represent engagement by users and include clicks on advertisements by
end-users related to searches on Google.com, clicks related to advertisements on other owned and operated properties
including Gmail, Maps, and Google Play; and viewed YouTube engagement ads like TrueView (counted as an
engagement when the user chooses not to skip the ad) and certain trial ad formats. Paid clicks for our Google Network
Members' properties include clicks by end-users related to advertisements served on Google Network Members'
properties participating in our AdSense for Search, Ad Sense for Content and Ad Mob businesses. In some cases, such
as programmatic and reservation based advertising buying, we charge advertisers by impression; while growing, this
represents a small part of our revenue base.
Cost-per-click is defined as click-driven revenue divided by our total number of paid clicks and represents the
average amount we charge advertisers for each engagement by users.
Revenue growth and the change in revenue growth, as well as the change in paid clicks and cost-per-click on
Google properties and Google Network Members' properties and the correlation between these items, has fluctuated
and may continue to fluctuate because of various factors, including:
growth rates of our revenues from Google properties, including YouTube, compared to those of our revenues
from Google Network Members' properties;
advertiser competition for keywords;
changes in foreign currency exchange rates;
seasonality;
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the fees advertisers are willing to pay based on how they manage their advertising costs;
changes in advertising quality or fomnats;
changes in device mix;
traffic growth in emerging markets compared to more mature markets and across various advertising verticals
and channels;
a shift in the proportion of non-click based revenue generated on Google properties and Google Network
Members' properties, including an increase in programmatic and reservation based advertising buying; and
general economic conditions.
Our advertising revenue growth rate has fluctuated overtime as a result of a numberoffactors, including increasing
competition, query growth rates, challenges in maintaining our growth rate as our revenues increase to higher levels,
the evolution of the online advertising market, our investments in new business strategies, changes in our product
mix, and shifts in the geographic mix of our revenues. We also expect that our revenue growth rate will continue to be
affected by evolving user preferences, the acceptance by users of our products and services as they are delivered on
diverse devices, our ability to create a seamless experience for both users and advertisers, and movements in foreign
currency exchange rates.

Google properties
The following table presents our Google properties revenues (in millions), and changes in our paid clicks and
cost-per-click (expressed as a percentage) for the periods presented:
Year Ended December 31,

2014

.GpO{jle pto~ertt~
Google properties as a percentage of Google segment revenues

$ 45,085:

2016

2015

$ 52,357

68.6%

$ 63,785

70.2%

71.3%

33:Y.

40%
(13)%

F>aii:l.clickl\ change
Cost-per-click change

(15)%

Google properties revenues consist primarily of advertising revenue that is generated on:
Google search properties. This includes revenue from traffic generated by search distribution partners who
use Google.com as their default search in browsers, toolbars, etc.;
Other Google owned and operated properties like Gmail, Maps, and Google Play; and
You Tube, including but not limited to, YouTube TrueView and Google Preferred.
Our Google properties revenues increased $11,428 million from 2015 to 2016 and also increased as a percentage
of Google segment revenues. The growth was primarily driven by increases in mobile search most notably due to
ongoing improvements in ad formats and delivery launched during 2016. We also experienced growth in YouTube
revenue driven primarily by video advertising across TrueView with a growing contribution from ad buying on
DoubleCiick Bid Manager, as well as improvements in ad fomnats and delivery. The growth was partially offset by the
general strengthening of the U.S. dollar compared to certain foreign currencies.
The number of paid clicks through our advertising programs on Google properties increased from 2015 to 2016
due to growth in the adoption ofYouTube engagement ads, improvements we have made in ad formats and delivery,
and continued global expansion of our products, advertisers and user base across all platforms, particularly mobile.
The positive impact on our revenues from paid clicks was partially offset by a decrease in the cost-per-click paid by
our advertisers. The decrease in cost-per-click was primarily driven by continued growth in YouTube engagement ads
where cost-per-click remains lower than on our other advertising platforms, and also impacted by changes in device
mix, property mix, product mix, geographic mix, and ongoing product changes, and the general strengthening of the
U.S. dollar compared to certain foreign currencies.
Our Google properties revenues increased $7,272 million from 2014 to 2015 and also increased as a percentage
of Google segment revenues. Our Google properties revenue growth was primarily driven by increases in mobile
search due to ongoing improvements in ad formats, as well as growth in YouTube video advertising across TrueView
and Google Preferred, partially offset by the general strengthening of the U.S. dollar compared to certain foreign

currencies.
The number of paid clicks through our advertising programs on Google properties increased from 2014 to 2015
due to an increase in aggregate traffic on Google owned properties, the adoption of advertising fomnats such as
YouTube engagement ads, and continued global expansion of our products, advertisers, and user base across all
platforms, particularly mobile. The positive impact on our revenues from paid clicks was partially offset by a decrease
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in the cost-per-click paid by our advertisers. The decrease was primarily driven by continued growth in YouTube
engagement ads where cost-per-click remains lower than on our other advertising platforms, as well as changes in
property and device mix, product mix, geographic mix, and ongoing product changes, and the general strengthening
of the U.S. dollar compared to certain foreign currencies.
Google Network Members' properties
The following table presents our Google Network Members' properties revenues (in millions) and changes in our
paid clicks and cost-per-click (expressed as a percentage) for the periods presented:

2014

Year Ended December 31,
2016
2015

$, l4,539

Google N.etwork MQrr)beta' properties
Google Network Members' properties revenues as a percentage of
Google segment revenues

$ 15,033

22.1%

l:'afd clictka change\
Cost-per-click change

$ 15,598

20.2%
(7)'Y•

17.4%

(3)%

(13)%

3%

Google Network Members' properties revenues consist primarily of advertising revenues generated from ads
placed on Google Network Member properties through:
•
•

AdSense (such as AdSense for Search, AdSense for Content, etc.);
AdMob; and
DoubleCiick AdExchange.

Our Google Network Members' properties revenues increased $565 million from 2015 to 2016. The growth was
primarily driven by strength in programmatic advertising buying as well as strength in Ad Mob, offset by a decline in
our traditional AdSense business and the general strengthening of the U.S. dollar compared to certain foreign

currencies.
The increase in paid clicks from 2015 to 2016 resulted from the growth in Ad Mob offset by declines in AdSense.
The decrease in cost-per-click paid by our advertisers from 2015 to 2016 resulted from changes in the product mix of
Google Network Members advertising revenues, ongoing product and policy changes, changes in property and device
mix, geographic mix, and relative fluctuations of the U.S. dollar compared to certain foreign currencies.
Our Google Network Members' properties revenues increased $494 million from 2014 to 2015. The increase
was primarily driven by strength in programmatic advertising buying, offset by our continued AdSense advertising
policy changes aimed at enriching the experience for users and the general strengthening of the U.S. dollar compared
to certain foreign currencies. The decrease in Google Network Members' properties revenues as a percentage of
Google segment revenues is due to relatively slower growth of Google Network Members' properties revenues
compared to that of Google properties revenues as well as Google other revenues.
The decreases in both paid clicks and cost-per-click paid by our advertisers from 2014 to 2015 were primarily
driven by ongoing product and policy changes designed to reduce lower quality inventory on Ad Sense for Search,
changes in property and device mix, product mix, and geographic mix, and the general strengthening ofthe U.S. dollar
compared to certain foreign currencies.
Google other revenues
The following table presents our Google other revenues (in milli?ns) for the periods presented:
2014

l

GC:logle dllj~i'- revenues
Google other revenues as a percentage of Google segment revenues

Year Ended December 31,
2016
2015

6,050
9.3%

$

7' 154 $ 10;080
11.3%
9.6%

Google other revenues consist primarily of revenues and sales from:
Apps, in-app purchases, and digital content in the Google Play store;
Hardware;
Licensing-related revenue; and
Service fees received for our Google Cloud offerings.
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Our Google other revenues increased $2,926 million from 2015 to 2016 and increased as a percentage of Google
segment revenues. These increases were primarily due to the growth in revenues from Google Play, primarily relating
to in-app purchases (revenues which we recognize net of payout to developers), hardware sales, and Google Cloud
offerings.
Our Google other revenues increased $1,1 04 million from 2014 to 2015 and increased as a percentage of Google
segment revenues. These increases were primarily due to the growth of our sales of digital content products in the
Google Play store, primarily apps (revenues which we recognize net of payout to partners). In addition, there was an
increase in revenues from service fees received for Google Cloud offerings. These increases were partially offset by
the general strengthening of the U.S. dollar compared to certain foreign currencies.

Other Bets
The following table presents our Other Bets revenues (in millions) for the periods presented:
Year Ended December 31,

Other Bets revenues:
Other Bets revenues as a percentage of consolidated revenues

$

2016

2015

2014
~7$

445$809
0.6%

0.5%

0.9%

Other Bets revenues consist primarily of revenues and sales from:
•
•

Internet and TV services;
Licensing and R&D services; and
Nest branded hardware.

Our Other Bets revenues increased $364 million from 2015 to 2016 and increased as a percentage of consolidated
revenues. These increases were primarily driven by sales of Nest branded hardware and revenues from Fiber internet
and TV services. There was also an increase in revenues from Verily licensing and R&D services from 2015 to 2016.
Our other Bets revenues increased $118 million from 2014 to 2015 and remained relatively flat as a percentage
of consolidated revenues. The increase was primarily due to increases in revenues from sales of Nest branded hardware
and revenues from internet and TV services, partially offset by a decrease in licensing revenues. As Nest was acquired
in February 2014, the increase in our Nest revenues is impacted by a partial year of revenues in 2014 as compared
to a full year in 2015.
Due to the earty stage of our Other Bets businesses and because their revenues aggregates a number of
businesses operating in different industries, our Other Bets revenues may fluctuate in future periods. Additionally, our
other Bets revenues may fluctuate due to one-time items.
Consolidated Revenues by Geography
The following table presents our domestic and international revenues as a percentage of consolidated revenues,
determined based on the billing addresses of our customers:
Year Ended December 31,

United States
United Kingdom
Rest.dl the Wdrld

2016

2015

2014

45%

46%

47%

10%
45%

10%

9%
44%

44%

For the amounts of revenues by geography, please refer to Note 15 of the Notes to Consolidated Financial
Statements included in Part II of this Annual Report on Form 10-K.

Use of Constant Currency Revenues and Constant Currency Revenue Growth
The impact of currency exchange rates on our business is an important factor in understanding period to period
comparisons. Our international revenues are favorably impacted as the U.S. dollar weakens relative to other foreign
currencies, and unfavorably impacted as the U.S dollar strengthens relative to other foreign currencies. We use nonGAAP constant currency revenues and constant currency revenue growth for financial and operational decision-making
and as a means to evaluate period-to-period comparisons. We believe the presentation of results on a constant currency
basis in addition to GAAP results helps improve the ability to understand our performance because they exclude the
effects of foreign currency volatility that are not indicative of our core operating results.
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Constant currency information compares results between periods as if exchange rates had remained constant
period over period. We define constant currency revenues as total revenues excluding the impact of foreign exchange
rate movements and hedging activities, and use it to determine the constant currency revenue growth on a year-onyear basis. Constant currency revenues are calculated by translating current period revenues using prior period
exchange rates, as well as excluding any hedging impacts realized in the current period.
Constant currency revenue growth (expressed as a percentage) is calculated by determining the increase in
current period revenues over prior period revenues where current period foreign cumency revenues are translated
using prior period exchange rates and hedging benefits are excluded from revenues of both periods.
These results should be considered in addition to, not as a substitute for, results reported in accordance with

GMP. Results on a constant currency basis, as we present them, may not be comparable to similarly titled measures
used by other companies and are not a measure of performance presented in accordance with GMP.
The following table presents our foreign exchange impact on United Kingdom revenues, Rest of the world
revenues, and total consolidated revenues for the current period (in millions):
Year Ended December 31,

$

United Kingdom revenues
Exclude: Foreign exchange impact on current year revenues using
prior period rates
Exclude: Hedqiii~ {gains} rec:ognlzed
Constant currency United Kingdom revenues

6,483

$

N/A

$
$

6,480

$
$

$

30,036

$

(3)

UnltMKingdom.revenue'grovVtH rate
United Kingdom constant currency revenue growth rate
Rest of the world revenues

E~Ciu_de: ~oreigli extli'ln,ge impact an'"CUmmt ye~r revenu~sus)ng
·

· -·,.·..

• . •
• · · -·
·prlorperiod•ret.es.
Exclude: Hedging (gains) recognized

N/A

·

(169)
$ 29,867

Constant currency Rest,oftheworld revenues.
Rest of the world revenue growth rate
Rest of the IV¢rfd. l:Onstant currency re-<e[lue g[Owth Tale

$

29,482

Total consolidated revenues

$

66,001

Constlm~ c~~ri9)( !Qtal ccms~lidated reveou!ls

$ ~5,829

United Stales revenues

2016

2015

2014

United States revenue growth rate

7,067

$

N/A $
(133) $
6,934
$
9%
15%

33,112

$

7,7S7
826
(297)
8,316
10%
20%
39,704

447
(242)
(1,267)
$ 31,845 $ 39,90()
10%
20%
24%
25%
N!A

$

34,810
$ 42,781
18%
23%

Total consolidated revenue growth rate
Constant currency to!;31 c0nsqlidatett reve 0uegrowth rate

20%

24%

In 2016 and in 2015, our revenues from the United Kingdom were unfavorably impacted by changes in foreign
currency exchange rates over the prior year, primarily as the British pound weakened relative to the U.S. dollar.
In 2016, our revenues from the Rest of the world (excluding the United Kingdom) were unfavorably impacted by
changes in foreign currency exchange rates, primarily because the U.S. dollar strengthened relative to certain
currencies including the Euro and Argentine peso, partially offset by the impact of the U.S. dollar weakening relative
to the Japanese yen.
In 2015, our revenues from the Rest of the world (excluding the United Kingdom) were unfavorably impacted by
changes in foreign currency exchange rates, primarily because the U.S. dollar strengthened relative to the Euro,
Brazilian real, Australian dollar, and Japanese yen.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00235

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 170 here 27398.170

LAP51NQ082 with DISTILLER

28

230
Alphabet Inc.

Table of Contents

Consolidated Costs and Expenses
Cost of Revenues
Cost of revenues consists oftrafficacquisition costs ("JZ>.C)which are paid to Google Network Members primarily for
ads displayed on their properties and amounts paid to our distribution partners who make available our search access
points and services. Our distribution partners include browser providers, mobile carriers, original equipment
manufacturers, and software developers.
Additionally, other cost of revenues (which is the cost of revenues excluding traffic acquisition costs) includes
the following:
The expenses associated with the operation of our data centers (including depreciation, labor, energy,
bandwidth, and other equipment costs);
Content acquisition costs primarily related to payments to certain content providers from whom we license
their video and other content for distribution on YouTube and Google Play (we pay fees to these content
providers based on revenues generated or a flat fee);
Credit card and other transaction fees related to processing customer transactions;
Stock-based compensation expense;
Inventory related costs for hardware we sell; and
Amortization of certain intangible assets.
The following tables present our cost of revenues, including traffic acquisition costs, for the periods presented
(in millions):

2014

+raffle al)(jutsition (\Dsts

$

Other cost of revenues
Total cost of r:ever\ues
Total cost of revenues as a percentage of revenues

Year Ended December 31,
2016
2015

13;497
12,194

$

.$ •. 25;691

$

38.9%

$ ,16,79~
18,345
.Zc8;'16~' '>$ 35;1,38
38.9%
37.6%
14o;343
13,821

Year Ended December 31,

Traffic acquisition co!:ti:.to dis.tribution partners·.·
Traffic acquisition costs to distribution partners as a percentage of
Google properties revenues (Google properties TAC rate)

$

Traffic acquisition costs to Google Network Members

$

3,633

$

4,1.01

$

$

10,242

5;894
9.2%

7.8%

8.1%
9,864

2016

2015

2014

$

10,899

Ttllffic acql)i~itloii.~st$ to .GJ?agte Network Me.mbers as a percenta~ of
~fe')gle: NetWott~enillers'propertil"s ;re)ienue~ (/;!!1\VqrkMem~Jl!rs • ~c

Traffic a;cq\JisitiQn c.osts
Tra:ffic acquisition costs a:s a: percentage of advertising revenues
(Aggregate TAC rate)

·e~.t%

67.8%

$

13.41!7

$

14,343

22.6%

·.69.9%

'$ 16,793

21.3%

21.2%

The cost of revenues that we incur related to revenues generated from ads placed on the properties of our Google
Network Members are significantly higher than the costs of revenues we incur related to revenues generated from ads
placed on Google properties because most of the advertiser revenues from ads served on Google Network Members'
properties are paid as TAC to our Google Network Members.
Cost of revenues increased $6,974 million from 2015 to 2016 due to various factors including traffic acquisition
costs, data center costs, content acquisition costs, and hardware costs. The increase in traffic acquisition costs of
$2;450 million was due to increases in advertising revenues primarily from the growth of mobile search and
programmatic ad buying which carry higher TAC. The increase in other cost of revenues of$4,524 million was primarily
due to increases in ( 1) data centers costs including depreciation, labor, energy, bandwidth, and other equipment costs
as a result of business growth, (2) content acquisition costs as a result of increased activities related to YouTube, (3)
hardware costs associated with new hardware launches, and (4) stock-based compensation.
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The aggregate TAC rate remained relatively ftat from 2015 to 2016 primarily as a result of a shift of mix from
Google Network Members' properties revenue to Google properties revenue. Our aggregate TAC rate was also
impacted by the increase in mobile and programmatic advertising buying, which generally carry overall higher TAC.
The increase in Google properties TAC rate was primarily driven by a shift to mobile and more mobile searches
are subject to TAC. The increase in Network Members' TAC rate was primarily driven by the shift in advertising buying
from our traditional network business to programmatic advertising buying.
Cost of revenues increased $2,473 million from 2014 to 2015. The increase was primarily due to data center
costs and an increase in content acquisition costs as a result of increased activities related to YouTube and digital
content. The remaining increase was driven by increases in traffic acquisition costs of $846 million, resulting from more
advertiser fees generated through our AdSense program driven primarily by an increase in advertising revenues, as
well as more fees paid to our distribution partners for additional traffic directed to our websites. Additionally, there was
an impairment charge of $378 million recognized in 2014 related to a patent licensing royalty asset acquired in
connection with the Motorola acquisition that did not recur in 2015.
The decrease in aggregate TAC rate from 2014 to 2015 was primarily a result of a shift of mix from Google
Network Members' properties revenue to Google properties revenue.
We expect cost of revenues to increase in dollar amount and as a percentage of total revenues in 2017 and
future periods based on a number of factors, including the following:
The relative revenue growth rates of Google properties and our Google Network Members' properties;
Traffic acquisition costs paid to our distribution partners, which are affected by changes in device mix between
mobile, desktop, and tablet, partner mix, partner agreement terms such as revenue share arrangements, and
the percentage of queries channeled through paid access points;
Traffic acquisition costs paid to Google Network Members, which are affected by ongoing adoption of
programmatic advertising buying and changes in partner agreement terms;
The growth rates of expenses associated with our data center operations, content acquisition costs, as well
as our hardware inventory and related costs; and
Increased proportion of non-advertising revenues as part of our total revenues.
Research and Development
The following table presents our R&D expenses (in millions) for the periods presented:
Year Ended December 31,

2014

Research :and development expenses
Research and development expenses as a percentage of revenues

$

$
9,832
14.9%

2015

2016

$
12,282
16.3%

13,948
15.5%

R&D expenses consist primarily of:
Labor and facilities-related costs for employees responsible for R&D of our existing and new products and

services;
Depreciation and equipment-related expenses; and
Stock-based compensation expense.
R&D expenses increased $1,666 million from 2015 to 2016. The increase was primarily due to an increase in
stock-based compensation expense of $667 million and an increase in labor and facilities-related costs of $326 million
both largely as a result of a 16% increase in R&D headcount partially offset by higher expenses resulting from project
milestones in Other Bets in 2015. In addition, there was an increase in depreciation and equipment-related expenses
of approximately $388 million and an increase in professional services of $267 million due to additional expenses
incurred for consulting, outsourced services, and temporary services.
R&D expenses increased $2,450 million and increased as a percentage of revenues from 2014 to 2015.
These increases were primarily due to an increase in labor and facilities-related costs of $1 ,502 million and an increase
in stock-based compensation expense of $487 million, both largely as a result of a 16% increase in R&D headcount.
The increase in labor and facilities-related costs was also impacted by expenses resulting from project milestones in
Other Bets established several years ago. In addition, there was an increase in depreciation and equipment-related
expenses of approximately $248 million and an increase in professional services of $174 million due to additional
expenses incurred for consulting and outsourced services.
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We expect that R&D expenses will increase in dollar amount and may fluctuate as a percentage of revenues in
2017 and future periods.

Sales and Marketing
The following table presents our sales and marketing expenses (in millions) for the periods presented:
Year Ended December 31,

2014

S.ai!!$S~d matkiltif1S el(penses
Sales and marketing expenses as a percentage of revenues

$

2015

8; 131
$
12.3%

2016

9;047
$ 10,485
12.1%
11.6%

Sales and marketing expenses consist primarily of:
Labor and facilities-related costs for employees engaged in sales and marketing, sales support, and certain
customer service functions;
Advertising and promotional expenditures related to our products and services; and
Stock-based compensation expense.
Sales and marketing expenses increased $1,438 million from 2015 to 2016. The increase was primarily due to
an increase in advertising and promotional expenses of$679 million largely due to increases in marketing and promotion
related expenses for our hardware products. Additionally, there was an increase in labor and facilities-related costs of
$482 million and stock-based compensation expense of $179 million, both largely resulting from a 10% increase in
sales and marketing headcount.
Sales and marketing expenses increased $916 million and remained relatively flat as a percentage of revenues
from 2014 to 2015. The increase in dollar amount was primarily due to an increase in labor and facilities-related costs
of $329 million and an increase in stock-based compensation expense of $184 million, largely resulting from a 12%
increase in sales and marketing headcount.ln addition, there was an increase in advertising and promotional expenses
of $184 million and an increase in professional service fees of $158 million due to additional expenses incurred for
consulting and outsourced services.
We expect that sales and marketing expenses will increase in dollar amount and may fluctuate as a percentage
of revenues in 2017 and future periods.

General and Administrative
The following table presents our general and administrative expenses (in millions) for the periods presented:
Year Ended December 31,

2014

Ge.miral. and administrative expens!!SC.
General and administrative expenses as a percentage of revenues

$

5,851
8.9%

2015

$

6,136
$
8.2%

2016

6,985
7.7%

General and administrative expenses consist primarily of:
Labor and facilities-related costs for employees in our facilities, finance, human resources, information
technology, and legal organizations;
Depreciation and equipment-related expenses;
Professional services fees primarily related to outside legal, audit, information technology consulting, and
outsourcing services;
Amortization of certain intangible assets; and
Stock-based compensation expense.
General and administrative expenses increased $849 million from 2015 to 2016. The increase was primarily due
to increases in labor and facilities-related costs of $460 million and stock-based compensation expense of $421 million,
both largely resulting from a 15% increase in general and administrative headcount, as well as increases in other
miscellaneous expenses. These increases were offset by a decrease in professional service fees of $194 million due
to lower legal-related costs.
General and administrative expenses increased $285 million and decreased as a percentage of revenues from
2014 to 2015. The increase in dollar amount was primarily due to an increase in stock-based compensation expense
of $136 million and an increase in labor and facilities-related costs of $69 million, both largely resulting from a 15%
increase in general and administrative headcount. In addition, there was an increase in depreciation and equipment-
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related expenses of $121 million and an increase of $80 million of miscellaneous general and administrative expenses.
These factors were partially offset by a decrease in professional services fees and expenses of $128 million, primarily
due to lower legal-related costs.
We expect general and administrative expenses will increase in dollar amount and may ftuctuate as a percentage
of revenues in 2017 and future periods.

Stock-Based Compensation
The following table presents stock-based compensation expense for awards we expect to settle in equity (in
millions) for the periods presented:

2014

$

Stoi:l<·b&Sed ccimpensation
Stock-based compensation as a percentage of revenues

Year Ended December 31,
2016
2015

4;.175 $
6.3%

5,20§ $
6.9%

ll,703
7.4%

Stock-based ccmpensation related to awards we expected to settle in equity increased $1,500 million from 2015
to 2016 and $1,028 million from 2014 to 2015. These increases were primarily driven by headccunt growth.

We estimate stock-based compensation expense related to awards we expect to settle in equity to be
approximately $6.3 billion in 2017 and $8.3 billion thereafterrelated to stock-based awards outstanding as ofDecember
31, 2016. These estimates do not include expense related to stock-based awards granted after December 31, 2016.
Consolidated Other Income (Expense), Net
The following table presents other income (expense), net, (in millions) for the periods presented:

2014

Other in.eome (expel'\~e), n!'!t
Other inccme (expense), net, as a percentage of revenues

$

Year Ended December31,
2016
2015

763 $
1.1%

$<
291
0.4%

434
0.5%

Other income (expense), net, increased $143 million from 2015 to 2016. This increase was primarily driven by
an increase in interest income and decreased losses on non-marketable investments, partially offset by increased
losses from our foreign currency transactions and impairments for certain assets.
Other inccme (expense), net, decreased $472 million from 2014 to 2015. This decrease was primarily related to
a writedown of securities received in conjunction with the sale of a business as well as reduced gains on non-marketable
investments as compared to 2014. These decreases were partially offset by an increase in interest income as a result
of increased cash and fixed inccme investments.
The costs of our foreign exchange hedging activities recognized in other income (expense), net, are primarily a
function of the notional amount of the option and forward contracts and their related duration, the movement of foreign
exchange rates relative to the contract prices, the volatility of foreign exchange rates and forward points. As we began
using foreign currency forward contracts to hedge our forecasted revenues in the fourth quarter of 2016, we expect
the hedging costs expensed in other income (expense), net, will decrease in 2017 and future periods as a result of
less option premiums paid.
Consolidated Provision for Income Taxes
The following table presents our provision for income taxes (in millions) and effective tax rate for the periods
presented:

2014

Provision tor (nc()me taxes
Effective tax rate

$

Year Ended December 31,
2016
2015

$
3,639
21.1%

$
3,303
16.8%

4,672
19.3%

Our provision for income taxes and our effective tax rate increased from 2015 to 2016, largely due to proportionately
more earnings generated in jurisdictions that have higher statutory tax rates and discrete items in 2015 and 2016,
partially offset by the stock-based compensation benefits recQQnized resulting from the adoption of Accounting
Standards Update No. 2016-09 (ASU 2016-09).
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Our provision for income taxes and our effective tax rate decreased from 2014 to 2015, largely due to a discrete
benefit recognized in 2015 as a result of the resolution of a multi-year U.S. tax audit related to prior years and
proportionately more earnings generated in jurisdictions that have lower statutory tax rates.
Our future effective tax rate could be adversely affected by earnings being lower than anticipated in countries
that have lower statutory rates and higher than anticipated in countries that have higher statutory rates, the net gains
and losses recognized by legal entities on certain hedges and related hedged intercompany and other transactions
under our foreign exchange risk management program, changes in the valuation of our deferred tax assets or liabilities,
or changes in tax laws, regulations, or accounting principles, as well as certain discrete items.
Quarterly Results of Operations

The following tables presenting our quarterly results of operations should be read in conjunction with the
consolidated financial statements and related notes included in Item 8 of this Annual Report on Form 10-K. We have
prepared the unaudited information on the same basis as our audited consolidated financial statements. Our operating
results for any quarter are not necessarily indicative of results for any future quarters or for a full year.
The following table presents our unaudited quarterly results of operations for the eight quarters ended December

31, 2016. This table includes all adjustments, consisting only of normal recurring adjustments, that we consider
necessary for a fair presentation of our consolidated financial position and operating results for the quarters presented.
Both seasonal fluctuations in internet usage, advertising expenditures and underlying business trends such as
traditional retail seasonality have affected, and are likely to continue to affect, our business. Commercial queries
typically increase significantly in the fourth quarter of each year. These seasonal trends have caused, and will likely
continue to cause, fluctuations in our quarterly results, including fluctuations in sequential revenue growth rates.
Mar 31,

Jun 30,

Sep 30,

2~5

~5

2~5

Quarter Ended
Mar 31,
Dec 31,
2~6

~5

Jun 30,

Sep 30,

Dec 31,

2~6

2~6

2~6

- - - - - - ( I n millions, except persh~ts) (unaudited-)--- - - - -

Conllolidated s~tementll·of Income Oata;
$17,258 $17,727 $18,675 $21,329

Revenues

c;osts and ~llj:)~n-~ljs;
Cost of revenues
~eS:earelnirid ileveloptnen~
Sales and marketing
General and ai:lmlnistrative
Total costs and expenses
rncom.e floiJi ope lations
Other income (expense), net
lnCQooe fr~rn c!ln\t~uing

<

operatltn)s bel'P're Income taxes
Provision for income taxes
Net income
Less: Adjustment Payment to
Class C capital stockholders
.Nefii!CQIT'ie a~aii~!)Je to all
stdckhol.ders • · · ·
Basjc netinc»rne pEir.sh<Jreof
Class A and B con\rnon.
. .
. stock
.
Basic net income per share of
Class C capital stock

.

3,2$0
2,223
1,477
13,967

1,450

12,811

12,902

$21,500

$22,451

$26,064

7,648
3,367
2,387
1,513

8,130

8,699
3,5gs
2,565
1,824

10,661
3,622
3,118
2,024

8,188
3,510
2,679
1,572

7,037

6,583
2,789
2,080

6,356
2,75'3
2,065
1;637

$20,257

3,36:3

2,415
1,624
~ 15,532
5,342 . 5,968
§.3!!0

15:'949

4,447 • 4,825,' .'4;(08

16,68419,425
5;767 ·. 6,639

____JE_ __1_3_1--~ ~~ _ _1_5_1 ~-~

4,891

4;6o4.

4,9ee
912
1,025
1,089
.$ 3;515 $.3,931 ..$.3,ll79
0

522

----.

5,129
s,2oo
922
277
$ 4,923 $ 4,207
0

0

0

6,045
a,11s
984
1,242
$4.8F $ 5,061
0

0

---~------------

'$i515 $3,4o$'<$s,e79 $;-4,9as· $

=====:====="============

4:2o1

$4;a11 $5,o61·

~

e,8s7
1,524
$ 5,333

-.--0
$-1.a3a

$ 5,16 $ 4:99 $ 5.80 $ 7.16 $ 6.12 $ 7.11 $ 7.36 $ 7.73
$

5.16

Diluted net income per share of
$ 5.10
Class A and B common stock
Diluted net i.nciime per share of
· $ '5.10
Class .c capital stock'

$ 6.51

$

$ 5.80 $

4.93 $ 5.73

$

7.73

7.16

$ 6.12

$ 7.11

$ 7.36 $

7.06

$ 6.02

$ 7.00

$ 7.25 $ 7.56

$ 6..43 $ 5.73 '$ 7.06 $ 6.02 $ 7.00 $ 7.25 $ 7.56
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Capital Resources and Liquidity
As of December 31, 2016, we had $86.3 billion of cash, cash equivalents, and marketable securities. Cash
equivalents and marketable securities are comprised of time deposits, money market and other funds, highly liquid
debt instruments of the U.S. government and its agencies, debt instruments issued by foreign governments, debt
instruments issued by municipalities in the U.S., corporate debt securities, agency mortgage-backed securities, and
asset-backed securities. From time to time, we may hold marketable equity securities obtained through acquisitions
or strategic investments in private companies that subsequently go public.
As of December 31, 2016, $52.2 billion of the $86.3 billion of cash, cash equivalents, and marketable securities
was held by our foreign subsidiaries. If these funds were needed for our operations in the U.S., we would be required
to accrue and pay U.S. taxes to repatriate these funds. However, our intent is to permanently reinvest these funds
outside of the U.S. and our current plans do not demonstrate a need to repatriate them to fund our U.S. operations.
Our principal sources of liquidity are our cash, cash equivalents, and marketable securities, as well as the cash
flow that we generate from our operations. We have a short-term debt financing program of up to $5.0 billion through
the issuance of commercial paper. Net proceeds from this program are used for general corporate purposes. We had
no commercial paper outstanding as of December 31,2016. In conjunction with this program, we have a $4.0 billion
revolving credit facility expiring in February 2021. The interest rate for the credit facility is determined based on a
formula using certain market rates. As of December 31,2016, no amounts were outstanding under the credit facility.
We believe that our sources offunding will be sufficient to satisfy our currently anticipated cash requirements including
capital expenditures, working capital requirements, potential acquisitions and other liquidity requirements through at
least the next 12 months.
As of December 31, 2016, we have unsecured senior notes outstanding due in 2021,2024, and 2026 with a total
carrying value of $3.9 billion and a total estimated lair value of $3.9 billion.
In August 2013, we entered into a capital lease obligation on certain property expiring in 2028. In September
2016, we exercised our option to purchase the property for approximately $220 million.
In October2015, the board of directors of Alphabet authorized the company to repurchase up to $5,099,019,513.59
of its Class C capital stock, commencing in the fourth quarter of 2015. In January 2016, the board of directors of
Alphabet authorized the company to repurchase an additional amount of approximately 514 thousand shares. We
completed all authorized share repurchases under this repurchase program.
In October2016, the board of directors of Alphabet authorized the company to repurchase up to $7,019,340,976.83
of its Class C capital stock. The repurchases are expected to be executed from time to time, subject to general business
and market conditions and other investment opportunities, through open market purchases or privately negotiated
transactions, including through Rule 1Ob5-1 plans. No shares were repurchased in 2016 under this program.
In January 2017, Temasek, a Singapore-based investment company, signed a binding commitment to purchase
a non-controlling interest in Verily for an aggregate of $800 million in cash. We closed the first tranche of the investment
in February 2017 and anticipate closing the second and final tranche upon completion of certain terms in the second
half of 2017.
The following table presents our cash flows (in millions) for the periods presented.
Year Ended December 31,

2015111

2014111

Netcash proyiqed l:iy operating activille~
Net cash used in investing activities
Net cash used in •filiaricing activities
(1)

$

23,024
(21,055)

(2,087)

$

26,572 '$

2016

(23,711)

36,Q36
(31,165)

(4,225)

(8,332)

Prior period amounts have been adjusted for the impact of the adoption of ASU 2016-09. Refer to Note 1 of the Notes to
Consolidated Financial Statements included in Part II of this Annual Report on Fonm 10-K for further information.

Cash Provided by Operating Activities
Our largest source of cash provided by our operations are advertising revenues generated by Google properties
and Google Network Members' properties. Additionally, we generate cash through sales of apps, in-app purchases
and digital content, hardware products, licensing arrangements, and service fees received for Google Cloud offerings.
Our primary uses of cash from our operating activities include payments to our Google Network Members and
distribution partners, and payments for content acquisition costs. In addition, uses of cash from operating activities
include compensation and related costs, hardware costs, other general corporate expenditures, and income taxes.
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Net cash provided by operating activities increased from 2015 to 2016 primarily due to increases in cash received
from advertising revenues and Google other revenues, offset by increases in cash paid for cost of revenues and
operating expenses. Additionally, the timing of tax payments and refunds had a favorable impact to our cash flows
from operations for 2016 compared to 2015.
Net cash provided by operating activities increased from 2014 to 2015 primarily due to increased net income
adjusted for depreciation and stock-based compensation expense, and loss on sales of marketable and non-marketable
securities. This was partially offset by a net decrease in cash from changes in working capital.
Cash Used in Investing Activities

Cash provided by or used in investing activities primarily consists of purchases of property and equipment,
purchases, maturities, and sales of marketable securities in our investment portfolio, investments in reverse repurchase
agreements and the cash collateral received or returned from our securities lending program, as well as acquisitions
and divestitures of businesses and intangible assets.
Net cash used in investing activities increased from 2015 to 2016 primarily due to increases in purchases of
marketable securities, increases in cash collateral paid related to securities lending and increases in spend related to
acquisitions partially offset by increases in maturities and sales of marketable securities and decreases in purchases
of non-marketable investments.
Net cash used in investing activities increased from 2014 to 2015 primarily due to net increases in purchases of
marketable securities, activities related to securities lending and purchases of non-marketable investments. This
increase was partially offset by lower spend related to acquisitions, lower investments in reverse repurchase
agreements, and a decrease in capital expenditures related to our production equipment, data centers, and real estate
purchases.
Cash Used In Financing Activities

Cash used in financing activities consists primarily of net proceeds or payments from issuance or repayments of
debt, repurchases of capital stock, and net proceeds or payments from stock-based award activities.
Net cash used in financing activities increased from 2015 to 2016 primarily driven by decreases in proceeds from
issuance of debt, and increases in the repurchases of capital stock and net payments related to stock-based award
activities, partially offset by a decrease in debt repayments.
Net cash used in financing activities increased from 2014 to 2015 primarily driven by the repurchases of capital
stock and an increase in net payments related to stock-based award activities.
Contractual Obligations as of December 31, 2016

The following summarizes our contractual obligations, excluding open orders for purchases that support normal
operations, as of December 31, 2016 (in millions):
Payments Due By Period
Leas than

1-3

1 year

years

Total

Operatin(lleaae obliQl!tions,net.of sublease
· ·
income l!moonlsl1l · ·

$

Purchase obligations1' 1
L<:!QQ'term·!lebt qblibations13i
Other long-term liabilities reflected on our
balance sheet1' 1
Total. contractual obligations

$

7,937 $.
2,494
4,816
2,093
17,3(10 $

828
1,907
110

$

261

3,106 $

Mora than

3-5
years

Syears

1,801 $
274
22b

1;615 $
99
1,202

3,693
214
3,284

601
2,896

525
3,441

706
7,897

$

$

(1)

For further information, refer to Note 10 of the Notes to Consolidated Financial Statements included in Part II of this Annual
Report on Form 10-K.

(2)

Purchase obligations represent non~cance!able contractual obligations primarily related to data center operations and facility
build~outs, video and other content licensing revenue sharing arrangements, as well as purchases of inventory.
For further information, refer to Note 4 of the Notes to Consolidated Financial Statements included in Part II of this Annual
Report on Form 1 0-K.
Other long-term liabilities represent cash obligations recorded on our consolidated balance sheets, including the short-term
portion of these long-term liabilities and consist primarily of payments owed in connection with certain commercial agreements,
investments, and asset retirement obligations. In addition to the amounts above, we had long-term tax payable of $4.7 billion
as of December 31, 2016 primarily related to uncertain tax positions. At this time, we are unable to make a reasonably reliable

(3)

(<)
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estimate of the timing of payments in individual years beyond 12 months due to uncertainties in the timing of tax audit outcomes.
As a result, this amount is not included in the above table,

Off-Balance Sheet Arrangements
As of December 31, 2016, we did not have any off-balance sheet arrangements, as defined in Item 303(a)(4)(ii)
of Regulation S-K promulgated by the SEC, that have or are reasonably likely to have a current or future effect on our
financial condition, changes in our financial condition, revenues, or expenses, results of operations, liquidity, capital
expenditures, or capital resources that is material to investors.
Critical Accounting Policies and Estimates
We prepare our consolidated financial statements in accordance with U.S. Generally Accepted Accounting
Principles (GAAP). In doing so, we have to make estimates and assumptions that affect our reported amounts of
assets, liabilities, revenues, and expenses, as well as related disclosure of contingent assets and liabilities. In some
cases, we could reasonably have used different accounting policies and estimates. In some cases, changes in the
accounting estimates are reasonably likely to occur from period to period. Accordingly, actual results could differ
materially from our estimates. To the extent that there are material differences between these estimates and actual
results, our financial condition or results of operations will be affected. We base our estimates on past experience and
other assumptions that we believe are reasonable under the circumstances, and we evaluate these estimates on an
ongoing basis. We refer to accounting estimates of this type as critical accounting policies and estimates, which we
discuss further below. We have reviewed our critical accounting policies and estimates with the audit committee of our
board of directors.
Please see Note 1 of Part II, Item 8 of this Annual Report on Form 10-K for the summary of significant accounting
policies.

Income Taxes
We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required
in evaluating our uncertain tax positions and determining our provision for income taxes.
Although we believe we have adequately reserved for our uncertain tax positions, no assurance can be given
that the final tax outcome of these matters will not be different. We adjust these reserves in light of changing facts and
circumstances, such as the closing of a tax audit or the refinement of an estimate. To the extent that the final tax
outcome of these matters is different than the amounts recorded, such differences will impact the provision for income
taxes and the effective tax rate in the period in which such determination is made. The provision for income taxes
includes the impact of reserve provisions and changes to reserves that are considered appropriate, as well as the
related net interest and penalties. In addition, we are subject to the continuous examination of our income tax returns
by the IRS and other tax authorities which may assert assessments against us. We regularly assess the likelihood of
adverse outcomes resulting from these examinations and assessments to determine the adequacy of our provision
for income taxes.

Loss Contingencies
We are regularly subject to claims, suits, government investigations, and other proceedings involving competition
and antitrust, intellectual property, privacy, indirect taxes, labor and employment, commercial disputes, content
generated by our users, goods and services offered by advertisers or publishers using our platforms, and other matters.
Certain of these matters include speculative claims for substantial or indeterminate amounts of damages. We record
a liability when we believe that it is probable that a loss has been incurred and the amount can be reasonably estimated.
If we determine that a loss is reasonably possible and the loss or range of loss can be estimated, we disclose the
possible loss in the Notes to the Consolidated Financial Statements.
We evaluate, on a regular basis, developments in our legal matters that could affect the amount of liability that
has been previously accrued, and the matters and related reasonably possible losses disclosed, and make adjustments
and changes to our disclosures as appropriate. Significant judgment is required to determine both likelihood of there
being and the estimated amount of a loss related to such matters. Until the final resolution of such matters, there may
be an exposure to loss in excess of the amount recorded, and such amounts could be material. Should any of our
estimates and assumptions change or prove to have been incorrect, it could have a material impact on our business,
consolidated financial position, results of operations, or cash flows. See Note 10 of Notes to Consolidated Financial
Statements included in Item 8 of this Annual Report on Form 1O-K for additional information regarding contingencies.
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Business Combinations
We allocate the fair value of purchase consideration to the tangible assets acquired, liabilities assumed and
intangible assets acquired based on their estimated fair values. The excess of the fair value of purchase consideration
over the fair values of these identifiable assets and liabilities is recorded as goodwill. When determining the fair values
of assets acquired and liabilities assumed, management makes significant estimates and assumptions, especially with
respect to intangible assets.
Critical estimates in valuing centain intangible assets include but are not limited to future expected cash flows
from customer relationships and acquired patents and developed technology and discount rates. Management's
estimates of fair value are based upon assumptions believed to be reasonable, but which are inherently uncertain and
unpredictable and, as a result, actual results may differ from estimates.
Other estimates associated with the accounting for acquisitions may change as additional information becomes
available regarding the assets acquired and liabilities assumed, as more fully discussed in Note 6 of Notes to
Consolidated Financial Statements included in Item 8 of this Annual Report on Form 10-K.

Goodwill
Goodwill is allocated to reporting units expected to benefit from the business combination. We evaluate our
reporting units when changes in our operating structure occur, and if necessary, reassign goodwill using a relative fair
value allocation approach. We test goodwill for impairment at the reporting unit level at least annually, or more frequently
if events or changes in circumstances indicate that the asset may be impaired. Goodwill impairment tests require
judgment, including the identification of reporting units, assignment of assets and liabilities to reporting units, assignment
of goodwill to reporting units, and determination of the fair value of each reporting unit.

Long-lived Assets
Long-lived assets, including property and equipment, long-term prepayments, and intangible assets, excluding
goodwill, are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable. The evaluation is perfonmed at the lowest level of identifiable cash flows independent
asset
of an
of other assets. An impairment loss would be recognized when estimated undiscounted future cash flows generated
from the assets are less than their carrying amount. Measurement of an impairment loss would be based on the excess
of the carrying amount of the asset group over its fair value.

Impairment of Marketable and Non-Marketable Securities
We periodically review our marketable and non-marketable securities for impairment. If we conclude that any of
these investments are impaired, we determine whether such impairment is other-than-temporary. Factors we consider
to make such determination include the duration and severity of the impairment, the reason for the decline in value
and the potential recovery period and our intent to sell. For marketable debt securities, we also consider whether (1)
it is more likely than not that we will be required to sell the security before recovery of its amortized cost basis, and
(2) the amortized cost basis cannot be recovered as a result of credit losses. If any impainment is considered otherthan-temporary, we will write down the asset to its fair value and record the corresponding charge as other income
(expense), net.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
We are exposed to financial market risks, including changes in currency exchange rates and interest rates.
Foreign Currency Exchange Risk
We transact business globally in multiple currencies. Our international revenues, as well as costs and expenses
denominated in foreign currencies, expose us to the risk of fluctuations in foreign currency exchange rates against the
U.S. dollar. We are a net receiver of foreign currencies and therefore benefit from a weakening of the U.S. dollar and
are adversely affected by a strengthening of the U.S. dollar relative to the foreign currency. As of December 31,2016,
our most significant currency exposures are the British pound, Euro, and Japanese yen.
In the fourth quarter of 2016, we began using foreign exchange forward contracts in addition to the existing
foreign exchange option contracts, to protect our forecasted U.S. dollar-equivalent earnings from changes in foreign
currency exchange rates. When the U.S. dollar strengthens, gains from foreign currency options and forwards
reduce the foreign currency losses related to our earnings. When the U.S. dollar weakens, losses from foreign
currency forwards offset the foreign currency gains related to our earnings. These hedging contracts reduce, but do
not entirely eliminate, the impact of currency exchange rate movements. We designate these contracts as cash flow
hedges for accounting purposes. We record spot-to-spot foreign currency exchange rate changes of these
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contracts as a component of accumulated other comprehensive income (AOCI) and subsequently reclassify them
into revenues to offset the hedged exposures as they occur. We exclude the change in the time value and forward
points of these contracts from our assessment of hedge effectiveness. These excluded components are recognized
in other income (expense), net.
We considered the historical trends in currency exchange rates and determined that it was reasonably possible
that changes in exchange rates of 10% could be experienced in the near term. lithe U.S. dollar weakened by 10% as
of December 31, 2015 and December 31, 2016, the amount recorded in AOCI reflecting spot-to-spot foreign currency
rate changes related to our foreign exchange contracts before tax effect would have been approximately $221 million
and $920 million lower as of December 31, 2015 and December 31, 2016, and the total amount of expense recorded
as other income (expense), net, would have been approximately $203 million higher in the year ended December 31,
2015 and $14 million lower in the year ended December 31, 2016. If the U.S. dollar strengthened by 10% as of
December 31,2015 and December 31,2016, the amount recorded in accumulatedAOCI related to our foreign exchange
contracts before tax effect would have been approximately $1.5 billion and $1.0 billion higher as of December 31, 2015
and December 31, 2016, and the total amount of expense recorded as other income (expense), net, would have been
approximately $313 million and $13 million higher in the years ended December 31, 2015 and December 31,2016.
In both scenarios, the change in the value recorded in in AOCI would be expected to offset a corresponding foreign
currency change in forecasted hedged revenues when recognized.
In addition, we use foreign exchange forward contracts to offset the foreign exchange risk on our assets and
liabilities denominated in currencies other than the local currency of the subsidiary. These forward contracts reduce,
but do not entirely eliminate, the impact of currency exchange rate movements on our assets and liabilities. The foreign
currency gains and losses on the assets and liabilities are recorded in other income (expense), net, which are offset
by the gains and losses on the forward contracts.
We considered the historical trends in currency exchange rates and determined that it was reasonably possible
that adverse changes in exchange rates of 10% for all currencies could be experienced in the near term. These
reasonably possible adverse changes in exchange rates of 10% were applied to total monetary assets and liabilities
denominated in currencies other than the local currencies at the balance sheet dates to compute the adverse impact
these changes would have had on our income before income taxes in the near term. These changes would have
resulted in an adverse impact on income before income taxes of approximately $61 million and $40 million as of
December 31, 2015 and December 31, 2016. The adverse impact as of December 31, 2015 and December 31, 2016
is after consideration of the offsetting effect of approximately $539 million and $554 million from foreign exchange
contracts in place for the months of December 31, 2015 and December 31, 2016.

Interest Rate Risk
Our investment strategy is to achieve a return that will allow us to preserve capital and maintain liquidity
requirements. We invest primarily in debt securities including those of the U.S. government and its agencies, corporate
debt securities, agency mortgage-backed securities, money market and other funds, municipal securities, time deposits,
asset backed securities, and debt instruments issued by foreign governments. By policy, we limit the amount of credit
exposure to any one issuer. Our investments in both fixed rate and floating rate interest earning securities carry a
degree of interest rate risk. Fixed rate securities may have their fair market value adversely impacted due to a rise in
interest rates, while floating rate securities may produce less income than predicted if interest rates fall. As of December
31, 2015 and December 31, 2016, unrealized losses on our marketable debt securities were primarily due to temporary
interest rate fluctuations as a result of higher market interest rates compared to interest rates at the time of purchase.
We account for both fixed and variable rate securities at fair value with changes on gains and losses recorded in AOCI
until the securities are sold. We use interest rate derivative contracts to hedge gains and losses on our securities.
These derivative contracts are accounted for as hedges at fair value with changes in fair value recorded in other income
(expense), net.
We considered the historical volatility of short-term interest rates and determined that it was reasonably possible
that an adverse change of 100 basis points could be experienced in the near term. A hypothetical 1.00% (1 00 basis
points) increase in interest rates would have resulted in a decrease in the fair value of our marketable securities of
approximately $1.3 billion and $2.2 billion as of December 31, 2015 and December 31, 2016.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00245

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 180 here 27398.180

LAP51NQ082 with DISTILLER

38

240
Alphabet Inc.

Table of Contents

ITEM 8.

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Alphabet Inc.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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The supplementary financial information required by this Item 8 is included in Item 7 under the caption "Quarterly
Results of Operations."
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Alphabet Inc.

We have audited the acccmpanying consolidated balance sheets of Alphabet Inc. as of December 31, 2015 and
2016, and the related consolidated statements of inccme, comprehensive inccme, stockholders' equity and cash ftows
for each of the three years in the period ended December 31, 2016. Our audits also included the financial statement
schedule listed in the Index at Item 15(a)2. These financial statements and schedule are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements and schedule based
on our audits.
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Alphabet Inc. at December 31, 2015 and 2016, and the consolidated results of its operations and
its cash ftows for each of the three years in the period ended December 31, 2016, in conformity with U.S. generally
accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in
relation to the basic financial statements taken as a whole, presents fairly in all material respects the information set
forth therein.
As discussed in Notes 1 and 14 to the consolidated financial statements, the Company changed its method of
accounting for share-based payments to employees as a result of the adoption of the amendments to the FASB
Accounting Standards Codification resulting from Accounting Standards Update No. 2016-09, "Improvements to
Employee Share-Based Payment Accounting," effective January 1, 2016.
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Alphabet Inc.'s internal control over financial reporting as of December 31, 2016, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (2013 framework) and our report dated February 2, 2017 expressed an unqualified opinion
thereon.

lsi Ernst & Young LLP
San Jose, California
February 2, 2017
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Alphabet Inc.
We have audited Alphabet Inc.'s internal control over financial reporting as of December 31, 2016, based on
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (2013 framework) (the COSO criteria). Alphabet Inc.'s management is responsible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting included in the accompanying Management's Report on Internal Control over Financial
Reporting. Our responsibility is to express an opinion on the company's internal control over financial reporting based
on our audit.
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit included
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk,
and performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.
A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have
a material effect on the financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.
In our opinion, Alphabet Inc. maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2016, based on the COSO criteria.
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the 2016 consolidated financial statements of Alphabet Inc. and our report dated February 2, 2017
expressed an unqualified opinion thereon.

/sf Ernst & Young LLP
San Jose, California
February 2, 2017
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Alphabet Inc.
CONSOLIDATED BALANCE SHEETS
(In millions, except share and par value amounts which are reflected in thousands,
and par value per share amounts)
As of
December 31, 2016

·Assets
Current assets:

Cash and eas~. equiValent&

$

Marketable securities

Total Cashi' easll;equlva/ents; sod marketable securities .(Including securities
· ;
·
loaned of$4,531 and $Oj ·
Accounts receivable, net of allowance of $296 and $467
.Receivable;uniler.n\ve~e.repUtcflllseegreements•
Income taxes receivable, net

tiwenfoty
Prepaid revenue share, expenses and other assets

TOtal eurrimtassets ·
Prepaid revenue share, expenses and other assets, non·current

Non-marketable Investments
Deferred income taxes

Property and. equipment, net
Intangible assets, net

GoodWill
$

Total assets

16,549 $
56,517

12,918
73,415

73,066
11,556
450
1,903
491
2,648
90,114
3,181
5,183
251
29,016
3,847
15,869
147,461

86;333
14,137
0
95
288
4,575
105,408
1,819
5,878
383

1,931
3,225
3,539
4,768
2,329
2,428
788
302
19,310
1,995
151
3,663
189
1,822

n13o

'2;041
0
3,976
6,144
2,942
0
1,099
554
16,756
3,935
202
4,677
''226
2,665
28,461

32,982
(1,874)
89,223
120,331

36,307
(2,402)
•105,131
139,036

1'17,461 -~

•167;497

34;234
3,307
.16,468
167,497

Uab)lities and Slockholders' Equity
Current liabilities:

Ac.:<>uots payable

$

Short-term debt
.. Ac:crtle!f<:dmpensatlon ani! benefits
Accrued expenses and other current liabilities

ACt:rutSd reveh'ua share
Securities lending payable

Deferred revenue
Income taxes payable, net
TC?Ial:etliieillllabll.ities
long-term debt
Ol!fitir&d reveh'ue, non-current
Income taxes payable, non-current

tJetefrBd inco'rTie 'JilxeS
Other fong·term liabilities

Toialllabilmes
Commitments and Contingencies (Note 10)
·· · ·
~o'Ckltoll;ler~· eqllltYc ··
Convertible preferred stock, $0.001 par value per share, 100,000 shares
a~thorized; no s~a~es issued and outstanding

·

.c cepHal stcick and additlo~~~
.
• 687,348
~··;oog~osisi~!"'~j":s000,000);
"'
691,293 (Class A

las& c 346;864) shares issued and outstanding
Accumulated other comprehensive loss

Retained ear~l~gs
Total stockholders' equity
TQ!auiabilities and sto'Ckl)olders',equlty

~
See accompanying notes.
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Alphabet Inc.
CONSOLIDATED STATEMENTS OF INCOME
(In millions, except per share amounts)
Year Ended December 31,

2015

2014

R<;!vemjes
Costs and expenses:
Cost of reVE!flO'es
Research and development
Sates.and marketing
General and administrative
T9tal cqsts:ano exp~se&
Income from operations
.O!herint:O(I'le(expense}i net
Income before income taxes
RrovlSJon. tortrtt:orrie taxes
Net income from continuing operations
Net income lro.m disoonlitiued operations
Net income

74;989 $

90,272

28;164
12,282
9,047
6,136
55,629
19,360
291
19,651
3;303
16,348 $

$

25,691
9,832
8,131
5,851
49,505
16,496
763
17,259
3,639
13,620 $
516 '
14,136 $

$

14,136 $

35,138
13,948
10,485
6,985
66,556
23,716
434
24,150
4,672
19,478
0
19,478
0
19,478

$

20.15 $
0.76
20.91 .$

23.11
0.00
23.11

$

20.15
0:76
20.91

$

24.63

$

$

24.63

$

28.32
0.00
28.32

$

19.82 $
0.75
20.57 $

22.84 $
0.00
22.84 $

27.85
0.00
27.85

$

19.82

24.34

$

27.85

$

0.75
20.57

$

27.85

$

66,001

0

Less: AdjustrnentPaymentto'Ciass·c cal)ltal.stockholders
Net income available to all stockholders
Basic net income per share of Class A and B common stock:
c~ntinuing operations
Discontinued operations
Basic neOncome per share of Class A and B common stock
E!asic nel income per Sh~re of Class c capital stock:
Continuing operations
Oisco(itl~~~d oJ>eratiol'ls
Basic net income per share of Class C capital stock

$

$
$

Diluted net income per share of Class A and B common stock:
Continyin,g operatio!\~
Discontinued operations
Diluted .net ihc0me j)er•share .of Class A and B common stock
Diluted ~efineome per share Of Class C capital stock:
Continuing operations
Oisc0ntinued operations
Diluted net income per share of Class C capital stock

2016

$

$

$

$

0
16,348 $
522
15,826 $

$

28.32
0.00
28.32

0.00
$

24.34

See accompanying notes.
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Alphabet Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In millions)
Year Ended December 31,

2014

2015

2018
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Alphabet Inc.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In millions, except share amounts which are reflected in thousands)
Class A and Class B
Common Stock, Class c
Capital Stock and
Additional Pald~ln Capital
Shares

.Bal:i:nse as of Deeember 31; 2013
Common and capital stock issued

Accumulated
Other
Comprehensive
Income {loss)

Amount

671,664

$

25,922

8,508

$

125

$

60,930

465

Stock-based O'ompinsatiof\ expense
Stock-based compensation tax
benefits
TBX:')Vithl\()ltjiMrll!aled.to '-:esting of
restrihled .stock ur\ltS

4,279

0

625

0

(2,524)

Otljer comprefienSlve loss
ColnmQQ anq(;llp~al stpcklssued

680,172
8,714

Tax withholding related to vesting of
restricted stock units
f{epurt;llilse$ ~~ t::a~itel st9PJ<;
Adjustment Payment to Class C
capital stockholders
Netin<:Qme

(2,391)
853

Other comprehensive loss
Balance as of December 31, 2015
Cumulative effect of accounting
change
• common and capll$1 ~!O:Ck ~~~uid
Stock-based compensation expense

687,348

o•
0

664

5,151

0

0

5,151

815

0

0

815

(2,779)

0

(111)

0

475

0

0

0

0

(1,901)

32,982

(1,874)

(2,779)

0

(1,780)

(1;669)

(47)

(522)
16;348

16,348

0
• 89,223

120,331

(1,901)

0

180

0

(133)

47

298

.o

298

6,700

0
0

0

6,700

(3,597)

0

(5,161)

(256)

Netin~me
Other comprehensive loss

0
0
(528)

0
0

Balan~ as O!.December31,.2016

(98)
103,860

9,106

•· raxwlth~qldlng r~lated tovestlng ·of•
· testr)Cted:Stocll Ullit$
•. · · ·
Repurchases of capital stock

(2,524)
14,136

75,066

664

stock:based compensation tax
ben!lfitsc.

465
4,279

14,136

28,767

Stock-based compensation expense

86,977

0

0

0

0

Balance as of December 31, 2014

$

0

625

0

Net income

Total
Stockholders'
Equity

Retained
Earnings

691;293

$

·36,307

$

(2,402)

0

(3,597)

(3,437)

(3,693)

19,478

19,478
(528)

0

$

105,131

$

139,036

See accompanying notes.
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Alphabet Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

2016

dpat.tiJ!IJ actlvltl!ill,
Net income

$

14,136

$

16,348 $

19,478

Ailiils~iit5:
Oepreciation and impairment of property and equipment
AmOrt~aiJqQ i!Dd[rop!lilm:entQf Intangible assets
Stock-based compensation expense
Deferrea;ih'come taxes
Gain on divestiture of business
(Gain}!oss:on.matketable and non-marketable lnvestments,.net
Other
Cbanges1n aslie!$
li;ipilities, net of effect!;'ofl!cqulsitions:
Accounts receivable
ln"Come taxes; net
Prepaid revenue share, expenses and other assets
Accounts payable •
Accrued expenses and other liabilities
A'ccruec~•re~enuesh.are
Deferred revenue
!';Jet cash provided by operating activities
Investing activities
Purchases of property and equipment
Proceeds from disposals of property and equipment
Purchases of marketable securities
Maturities and sales of marketable securities
Purchases ofnon~marketable Investments
Maturities and sales of non-marketable investments
Cash oollateral related to seciJrlties lending
Investments in reverse repurchase agreements
Proceeds from diVa$t\ture of business
Acquisitions, net of cash acquired, and purchases of Intangible assets

3,523
1,456
4,279
(104)
(740)
(390)
192

4,132
931
5,203
(179)
0
334
212

5,267
877
6,703
(38)
0
275
174

(1,641)
591
459
436
757
245
(175)
23,024

(2,094)
(179)
(318)
203
1,597
339
43
26,572

(2,578)
3;125
312
110
1,515
593
223
36,036

(11,014)
55
(56,310)
51,315
(1,440)
213
1,403
(775)
386
(4,888)
(21,055)

(9,950)
35
(74,368)
62,905
(2;326)
154
{350)
425
0
(236)
(23,711)

(10,212)
240
(64,509)
66,895
.•(1,109)
494
(2,428)
450
0
(986)
(31,165)

ariel

NEjt ~sh, U~d ,In >nvesting activities
Financing activities
Net payme~ts related lo'.stoel<:based award activities
Adjustment Payment to Class C capital stockholders
Repur:chaseso(cepital stock
Proceeds from issuance of debt, net of costs
Repayments of debt
Net cash used in financing activities
Effect of exchange rate 'changes on cash and cash equivalents
Net decrease in cash and cash equivalents
Cash and Cash equlvillents 111 beginning of.peiiOd
Cash and cash equivalents at end of period
Supplemental disclosures of cash flow information
Cash paid fur taxes; net ofrefilnds
Cash paid for interest

(2,069)
0
0
11,625
(11,643)
(2,087)

$

$

(2,375)
(47)
(1,780)
13,705
. (13,728)
(4,225)
(434)
~433)
(1,798)
(551)
. 18;896
18,347
18 347 $
16 549 $

3,138
86

$

3,651
96

$

(3,304)
0
(;);693)
8,729
(10,064)
(8,332)
(170)
(3,631)
16,'549
12,918

1,643
84

See accompanying notes.
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Alphabet Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1.

Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations
Google was incorporated in California in September 1998 and re-incorporated in the State of Delaware in August
2003. We generate revenues primarily by delivering relevant, cost-effective online advertising.
On August 10,2015, we announced plans to create a new public holding company, Alphabet Inc. (Alphabet), and
a new operating structure. On October 2, 2015, we implemented the holding company reorganization, and as a result,
Alphabet became the successor issuer to Google Inc. (Google).
The implementation of the holding company reorganization on October 2, 2015 was accounted for as a merger
under common control. Alphabet has recognized the assets and liabilities ofGoogle at carryover basis. The consolidated
financial statements of Alphabet present comparative information for prior years on a combined basis, as if both
Alphabet and Google were under common control for all periods presented.
Basis of Consolidation
The consolidated financial statements of Alphabet include the accounts of Alphabet and all wholly owned
subsidiaries as well as all variable interest entities where we are the primary beneficiary. All intercompany balances
and transactions have been eliminated.
Use of Estimates
The preparation of consolidated financial statements in conformity with U.S. Generally Accepted Accounting
Principles (GAAP) requires us to make estimates and assumptions that affect the amounts reported and disclosed in
the financial statements and the accompanying notes. Actual results could differ materially from these estimates. On
an ongoing basis, we evaluate our estimates, including those related to the accounts receivable and sales allowances,
fair values of financial instruments, intangible assets and goodwill, useful lives of intangible assets and property and
equipment, income taxes, and contingent liabilities, among others. We base our estimates on historical experience
and on various other assumptions that are believed to be reasonable, the results of which form the basis for making
judgments about the carrying values of assets and liabilities.
Revenue Recognition
The following table presents our revenues by segment and revenue source (in millions):
Year Ended December 31,

Google segment
Google properties
GoCigle''NetW:orR Mer:nbe'rs.' prope\i1l>s
Google advertising revenues

2016

2015

2014

52,357 $
'!5,033
67,390
7,154
74,544 $

63,785
15,598
79,383
.10,080
89,463

Google other r:evenues
Google segment revenues

$

45,085 $
14,539
59,624
6,05o
65,674 $

Other Bets
Other Bets revenues

$

327

$

445 $

809

Consolidated revenues

$

66,001

$

74;989 $

90,272

$

We generate revenues primarily by delivering performance and brand advertising. Performance advertising
creates and delivers relevant ads that users will click, leading to direct engagement with advertisers. Brand advertising
enhances users' awareness of and affinity with advertisers' products and services, through videos, text, images, and
other ads that run across various devices.
Google properties revenues consist primarily of advertising revenues generated on Google.com, the Google app,
YouTube, and other Google owned and operated properties like Gmail, Maps and Google Play. Google Network
Members' properties revenues consist primarily of revenues generated from placing ads on Google Network Members'
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properties. Our customers generally purchase ads through AdWords, DoubleCiick Bid Manager, and DoubleCiick
AdExchange, among others. Most of our customers pay us on a cost-per-click basis, which means that an advertiser
pays us only when a user engages with the ads by clicking on an ad on Google properties or Google Network Members'
properties or by viewing YouTube engagement ads like True View (counted as an engagement when the user chooses
not to skip the ad). We also offer advertising on other bases such as cost-per-impression, which enables our brand
advertisers to pay us based on the number of times their ads are displayed on Google properties and Google Network
Members' properties.
Revenue from advertising is recognized when the goods or services have been delivered or provided, the amounts
we charge are fixed or determinable, we and our advertisers or other customers understand the specific nature and
terms of the agreed upon transactions, and collectability is reasonably assured. We recognize as revenues the amounts
charged to advertisers each time a user engages with ads that appears next to the search results or content on Google
properties or Google Network Members' properties. For those advertisers using our cost-per-impression pricing, we
recognize as revenues the amounts charged to advertisers each time their ads are displayed on Google properties or
Google Network Members' properties. We generally report revenues from ads placed on Google Network Members'
properties on a gross basis principally because we are the primary obligor to our advertisers.
Revenue from hardware sales to end customers or through distribution channels is generally recognized when
the product has been shipped, risk of loss has transferred to the customer, objective evidence exists that customer
acceptance provisions have been met, no significant obligations remain and allowances for discounts, price protection,
returns and customer incentives, if applicable, can be reasonably and reliably estimated. Revenues are reported net
of these allowances.
For the sale of certain third-party products and services, we evaluate whether it is appropriate to recognize
revenue based on the gross amount billed to the customers or the net amount earned as revenue share. Generally,
when we record revenue on a gross basis, we are the primary obligor in a transaction, and have also considered other
factors, including whether we are subject to inventory risk or have latitude in establishing prices.
For multi-element arrangements, including those that contain software essential to hardware products' functionality
and services, we allocate revenue to each unit of accounting based on their relative selling prices. In such circumstances,
we use a hierarchy to determine the selling prices to be used for allocating revenue: (i) vendor-specific objective
evidence affair value (VSOE), (ii) third-party evidence of selling price, and (iii) best estimate of the selling price (ESP).
VSOE generally exists only when we sell the deliverable separately and is the price actually charged by us for that
deliverable. ESPs reflect our best estimates of what the selling price of the deliverable would be if it was sold regularly
on a stand-alone basis.
We record deferred revenues when cash payments are received in advance of our performance in the underlying
agreement on the accompanying Consolidated Balance Sheets.

Cost of Revenues
Cost of revenues consists of traffic acquisition costs which are paid to Google Network Members primarily for
ads displayed on their properties and amounts paid to our distribution partners who make available our search access
points and services. Our distribution partners include browser providers, mobile carriers, original equipment
manufacturers, and software developers.
Additionally, other costs of revenues include the following:
The expenses associated with the operation of our data centers (including depreciation, labor, energy, and
bandwidth costs);
Content acquisition costs primarily related to payments to certain content providers from whom we license
their video and other content for distribution on YouTube and Google Play (we pay fees to these content
providers based on revenues generated or a flat fee);
Credit card and other transaction fees related to processing customer transactions;
Stock-based compensation expense;
Inventory related costs for hardware we sell; and
Amortization of certain intangible assets.

Stock-based Compensation
Stock-based compensation includes restricted stock units (RSUs) that will be settled in Alphabet stock as well
as awards we expect to ultimately settle in cash. RSUs are measured at the fair market value of the underlying stock
at the grant date. liability classifted awards are remeasured at fair value through settlement. We recognize stock-
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based compensation using the straight-line method over the requisite service period. With the adoption ofASU 2016-09
on January 1, 2016, we account for forfeitures as they occur.
For RSUs, shares are issued on the vesting dates net of the minimum statutory tax withholding to be paid by us
on behalf of our employees. As a result, the actual number of shares issued will be fewer than the actual number of
RSUs outstanding. We record a liability for withholding amounts to be paid by us primarily as a reduction to additional
paid-in capital.
Certain Risks and Concentrations
Our revenues are primarily derived from online advertising, the market for which is highly competitive and rapidly
changing. In addition, our revenues are generated from a multitude of vertical market segments in countries around
the world. Significant changes in this industry or changes in customer buying or advertiser spending behavior could
adversely affect our operating results.
We are subject to concentrations of credit risk principally from cash and cash equivalents, marketable securities,
foreign exchange contracts, and accounts receivable. Cash equivalents and marketable securities consist primarily
oftime deposits, money market and other funds, highly liquid debt instruments of the U.S. government and its agencies,
debt instruments issued by foreign governments, debt instruments issued by municipalities in the U.S., corporate debt
securities, agency mortgage-backed securities, and asset-backed securities. Foreign exchange contracts are
transacted with various financial institutions with high credit standing. Accounts receivable are typically unsecured and
are derived from revenues earned from customers located around the world. In 2014, 2015, and 2016, we generated
approximately 45%, 46%, and 47% of our revenues from customers based in the U.S., with the majority of revenues
from customers outside of the U.S. located in Europe and Japan. We perform ongoing evaluations to determine
customer credit and we limit the amount of credit we extend, but generally we do not require collateral from our
customers. We maintain reserves for estimated credit losses and these losses have generally been within our
expectations.
No individual customer or groups of affiliated customers represented more than 10% of our revenues in 2014,
2015, or 2016.
Fair Value of Financial Instruments
Our financial assets and financial liabilities including cash equivalents, marketable securities, foreign currency
and interest rate derivative contracts, and non-marketable debt securities are measured and recorded at fair value on
a recurring basis. We measure certain financial assets at fair value for disclosure purposes, as well as on a nonrecurring
basis when they are deemed to be other-than-temporarily impaired. Our other current financial assets and our other
current financial liabilities have fair values that approximate their carrying value.
Fair value is an exit price, representing the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants. As such, fair value is a market-based measurement that
is determined based on assumptions that market participants would use in pricing an asset or a liability. Assets and
liabilities recorded at fair value are measured and classified in accordance with a three-tier fair value hierarchy based
on the observability of the inputs available in the market used to measure fair value:
Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active
markets.
Level2 -Include other inputs that are based upon quoted prices for similar instruments in active markets, quoted
prices for identical or similar instruments in markets that are not active, and model-based valuation techniques
for which all significant inputs are observable in the market or can be derived from observable market data. Where
applicable, these models project future cash flows and discount the future amounts to a present value using
market-based observable inputs including interest rate curves, foreign exchange rates, and credit ratings.
Level 3- Unobservable inputs that are supported by little or no market activities.
The fair value hierarchy requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value.
Cash, Cash Equivalents, and Marketable Securities
We invest all excess cash primarily in debt securities including those of the U.S. government and its agencies,
corporate debt securities, agency mortgage-backed securities, money market and other funds, municipal securities,
time deposits, asset backed securities, and debt instruments issued by foreign governments.
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We classify all investments that are readily convertible to known amounts of cash and have stated maturities of
three months or less from the date of purchase as cash equivalents and those with stated maturities of greater than
three months as marketable securities.
We determine the appropriate classification of our investments in marketable securities at the time of purchase
and reevaluate such designation at each balance sheet date. We have classified and accounted for our marketable
securities as available-for-sale. After consideration of our risk versus reward objectives, as well as our liquidity
requirements, we may sell these securities prior to their stated maturities. As we view these securities as available to
support current operations, we classify highly liquid securities with maturities beyond 12 months as current assets
under the caption marketable securities in the accompanying Consolidated Balance Sheets. We carry these securities
at fair value, and report the unrealized gains and losses, net of taxes, as a component of stockholders' equity, except
for unrealized losses determined to be other-than-temporary, which we record within other income (expense), net. We
determine any realized gains or losses on the sale of marketable securities on a specific identification method, and
we record such gains and losses as a component of other income (expense), net.
Non-Marketable Investments
We have accounted for non-marketable equity investments either under the equity or cost method. Investments
through which we exercise significant influence but do not have control over the investee are accounted for under the
equity method. Investments through which we are not able to exercise significant influence over the investee are
accounted for under the cost method.
We have accounted for our non-marketable investments that meet the definition of a debt security as availablefor-sale securities. Since these securities do not have contractual maturity dates and we do not intend to liquidate
them in the nex112 months, we have classified them as non-current assets on the accompanying Consolidated Balance
Sheet.
Variable Interest Entities
We make a determination at the inception of each arrangement whether an entity in which we have made an
investment or in which we have other variable interests is considered a Variable Interest Entity ("VIE'} We consolidate
VIEs when we are deemed to be the primary beneficiary. The primary beneficiary of a VIE is the party that meets both
of the following criteria: (i) has the power to make decisions that most significantly affect the economic performance
of the VIE; and (ii) has the obligation to absorb losses or the right to receive benefits that in either case could potentially
be significant to the VIE. Periodically, we determine whether any changes occurred requiring a reassessment of whether
we are the primary beneficiary of a VIE. If we are not deemed to be the primary beneficiary in a VIE, we account for
the investment or other variable interests in a VIE in accordance with applicable GAAP.
Impairment of Marketable and Non-Marketable Investments
We periodically review our marketable and non-marketable investments for impairment. If we conclude that any
ofthese investments are impaired, we determine whether such impairment is other-than-temporary. Factors we consider
to make such determination include the duration and severity of the impairment, the reason for the decline in value
and the potential recovery period and our intent to sell. For debt securities, we also consider whether (1) it is more
likely than not that we will be required to sell the security before recovery of its amortized cost basis, and (2) the
amortized cost basis cannot be recovered as a result of credit losses. If any impairment is considered other-thantemporary, we will write down the asset to its fair value and record the corresponding charge as other income (expense),
net.
Accounts Receivable
We record accounts receivable at the invoiced amount and we normally do not charge interest. We maintain an
allowance for doubtful accounts to reserve for potentially uncollectible receivables. We review the accounts receivable
by amounts due by customers which are past due to identify specific customers with known disputes or collectability
issues. In determining the amount of the reserve, we make judgments about the creditworthiness of significant
customers based on ongoing credit evaluations. We also maintain a sales allowance to reserve for potential credits
issued to customers. We determine the amount of the reserve based on historical credits issued.

Property and Equipment
We account for property and equipment at cost less accumulated depreciation and amortization. We compute
depreciation using the straight-line method over the estimated useful lives of the assets. We depreciate buildings over
periods up to 25 years. We generally depreciate information technology assets over periods up to 7 years. We amortize
leasehold improvements over the shorter of the remaining lease term or the estimated useful lives of the assets.
Construction in progress is the construction or development of property and equipment that have not yet been placed
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in service for our intended use. Depreciation for equipment commences once it is placed in service and depreciation
for buildings and leasehold improvements commences once they are ready for our intended use. land is not
depreciated.
Inventory

Inventory consists primarily of finished goods and is stated at the lower of cost and net realizable value. Cost is
computed using the first-in, first-out method.
Software Development Costs

We expense software development costs, including costs to develop software products or the software component
of products to be sold, leased, or marketed to external users, before technological feasibility is reached. Technological
feasibility is typically reached shortly before the release of such products and as a result, development costs that meet
the criteria for capitalization were not material for the periods presented.
Software development costs also include costs to develop software to be used solely to meet internal needs and
cloud based applications used to deliver our services. We capitalize development costs related to these software
applications once the preliminary project stage is complete and it is probable that the project will be completed and
the software will be used to pertorm the function intended. Costs capitalized for developing such software applications
were not material for the periods presented.
Business Combinations

We include the results of operations of the businesses that we acquire as of the acquisition date. We allocate
the purchase price of our acquisitions to the assets acquired and liabilities assumed based on their estimated fair
values. The excess of the purchase price over the fair values of these identifiable assets and liabilities is recorded as
goodwill. Acquisition-related expenses are recognized separately from the business combination and are expensed
as incurred.
Long-Lived Assets, Goodwill and Other Acquired Intangible Assets

We review property and equipment, long-term prepayments and intangible assets, excluding goodwill, for
impairment whenever events or changes in circumstances indicate the carrying amount may not be recoverable. We
measure recoverability of these assets by comparing the carrying amounts to the future undiscounted cash flows that
the assets or the asset group are expected to generate. If the carrying value of the assets are not recoverable, the
impairment recognized is measured as the amount by which the carrying value of the asset exceeds its fair market
value. In 2014, we recorded impairments of intangible assets, including an impairment of $378 million in the third
quarter of 2014 related to a patent licensing royalty asset. Impairments of intangible assets were not material in 2015
or2016.
We allocate goodwill to reporting units based on the reporting unit expected to benefit from the business
combination. We evaluate ourreporting units when changes in our operating structure occur, and if necessary, reassign
goodwill using a relative fair value allocation approach. We test our goodwill for impairment at least annually, or more
frequently if events or changes in circumstances indicate that the asset may be impaired. No goodwill impairment has
been identified in any of the years presented.
Intangible assets with definite lives are amortized over their estimated useful lives. We amortize intangible assets
on a straight-line basis with definite lives over periods ranging from one to twelve years.
Income Taxes

We account for income taxes using the asset and liability method, under which we recognize the amount of taxes
payable or refundable for the current year and deferred tax assets and liabilities for the future tax consequences of
events that have been recognized in our financial statements or tax returns. We measure current and deferred tax
assets and liabilities based on provisions of enacted tax law. We evaluate the realization of our deferred tax assets
based on all available evidence and establish a valuation allowance to reduce deferred tax assets when it is morelikely-than-not that they will not be realized.
We recognize the financial statement effects of a tax position when it is more-likely-than not that, based on
technical merits, the position will be sustained upon examination. The tax benefits of the position recognized in the
financial statements are then measured based on the largest amount of benefit that is greater than 50% likely to be
realized upon settlement with a taxing authority. In addition, we recognize interest and penalties related to unrecognized
tax benefits as a component of the income tax provision.
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Foreign Currency
Generally, the functional currency of our international subsidiaries is the local currency. We translate the financial
statements of these subsidiaries to U.S. dollars using month-end exchange rates for assets and liabilities, and average
rates for the annual period derived from month-end exchange rates for revenues, costs, and expenses. We record
translation gains and losses in accumulated other comprehensive income as a component of stockholders' equity. We
reflect net foreign exchange transaction gains and losses resulting from the conversion of the transaction currency to
functional currency as a component of foreign currency exchange losses in other income (expense), net.
Advertising and Promotional Expenses
We expense advertising and promotional costs in the period in which they are incurred. For the years ended
December 31, 2014,2015 and 2016, advertising and promotional expenses totaled approximately $3,004 million,
$3,186 million, and $3,868 million, respectively.
Recent Accounting Pronouncements
Recently issued accounting pronouncements not yet adopted
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No. 2014-09
(Topic 606) "Revenue from Contracts with Customers." Topic 606 supersedes the revenue recognition requirements
in Accounting Standards Codification Topic 605, "Revenue Recognition", and requires entities to recognize revenue
when they transfer control of promised goods or services to customers in an amount that reflects the consideration to
which the entity expects to be entitled to in exchange for those goods or services. We intend to ea~y adopt Topic 606
as of January 1, 2017, using the modified retrospective transition method applied to those contracts which were not
completed as of that date. Upon adoption, we will recognize the cumulative effect of adopting this guidance as an
adjustment to our opening balance of retained earnings. Prior periods will not be retrospectively adjusted. We expect
the adoption of Topic 606 will not have a material impact to our consolidated financial statements, including the
presentation of revenues in our Consolidated Statements of Income.
In January 2016, the FASB issued Accounting Standards Update No. 2016-01 (ASU 2016-01) "Financial
Instruments-Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities."
ASU 2016-01 amends various aspects of the recognition, measurement, presentation, and disclosure for financial
instruments. ASU 2016-01 is effective for annual reporting periods and interim periods within those years beginning
after December 15, 2017. The most significant impact relates to the recognition and measurement of equity investments
at fair value in the consolidated statement of income. While we continue to evaluate the effect of the standard, we
anticipate that the adoption of ASU 2016-01 will increase the volatility of our other income (expense), net, resulting
from the remeasurement of our equity investments.
In February 2016, the FASB issued Accounting Standards Update No. 2016-02 (Topic 842) "Leases". Topic 842
supersedes the lease recognition requirements in Accounting Standards Codification Topic 840, "Leases". Under Topic
842, lessees are required to recognize assets and liabilities on the balance sheetfor most leases and provide enhanced
disclosures. Leases will continue to be classified as either finance or operating. Topic 842 is effective for annual
reporting periods, and interim periods within those years beginning after December 15, 2018. Entities are required to
use a modified retrospective approach for leases that exist or are entered into after the beginning of the ea~iest
comparative period in the financial statements, and there are certain optional practical expedients that an entity may
elect to apply. Full retrospective application is prohibited and early adoption by public entities is permitted. We anticipate
that the adoption of ASU 2016-02 will materially affect our statement of financial position and will require changes to
our systems and processes. We have not yet made any decision on the timing of adoption or method of adoption with
respect to the optional practical expedients.
In June 2016, the FASB issued Accounting Standards Update No. 2016-13 (ASU 20 16-13) "FinanciallnstrumentsCredit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments" which requires the measurement
and recognition of expected credit losses for financial assets held at amortized cost. ASU 2016-13 replaces the existing
incurred loss impairment model with an expected loss methodology, which will result in more timely recognition of
credit losses. ASU 2016-13 is effective for annual reporting periods, and interim periods within those years beginning
after December 15, 2019. We are currently in the process of evaluating the impact of the adoption of this standard on
our consolidated financial statements.
Recently adopted accounting pronouncements
In June 2014, the FASB issued Accounting Standards Update No. 2014-10 (ASU 2014-1 0) "Development Stage
Entities (Topic 915): Elimination of Certain Financial Reporting Requirements, Including an Amendment to Variable
Interest Entities Guidance in Topic 810, Consolidation." ASU 2014-10 removes the definition of a development stage
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entity from the Master Glossary of the Accounting Standards Codification (ASC), thereby removing the financial
reporting distinction between development stage entities and other reporting entities. The additional elimination of
related consolidation guidance requires companies with interests in development stage entities to reassess whether
such entities are variable interest entities under ASC Topic 810, Consolidation. We adopted this standard in the first
quarter of2016 on a retrospective basis. The adoption of this standard did not have a material impact on our consolidated
financial statements. Additional disclosures have been made related to certain entities that are now considered variable
interest entities under this standard. See Note 7 for details.
In February 2015, the FASB issued Accounting Standards Update No. 2015-02 (ASU 2015-02) "Consolidation
(Topic 810): Amendments to the Consolidation Analysis." ASU 2015-02 changes the analysis that a reporting entity
must perform to determine whether it should consolidate certain types of legal entities. We adopted this standard in
the first quarter of 2016 on a retrospective basis. The adoption of this standard did not have a material impact on our
consolidated financial statements but resulted in additional investments being considered variable interest entities.
In March 2016, the FASB issued Accounting Standards Update No. 2016-09 (ASU 2016-09) "CompensationStock Compensation (Topic 718): Improvements to Employee Share-Based Payment Accounting." We have elected
to early adopt these amendments beginning in the first quarter of 2016. Stock-based compensation
excess tax benefits or deficiencies are now reflected in the Consolidated Statements of Income as a component of
the provision for income taxes, whereas they previously were recognized in equity. Additionally, our Consolidated
Statements of Cash Flows now include excess tax benefits as an operating activity, with the prior periods adjusted
accordingly. Finally, we have elected to account for forfeitures as they occur, rather than estimate expected
forfeitures. As a result of the adoption of ASU 2016-09, the Consolidated Statements of Cash Flows for the twelve
months ended December 31, 2014 and 2015 were adjusted as follows: $648 million and $548 million increases to net
cash provided by operating activities, respectively, and $648 million and $548 million increases to net cash used in
financing activities, respectively.

Revision of Previously Disclosed Information
During the third quarter of 2016, we identified an omission in our supplemental disclosure of cash paid for income
taxes in the Consolidated Statements of Cash Flows. We have evaluated the materiality of the impact quantitatively
and qualitatively and concluded it was not material to any of the prior periods impacted. We elected to revise the
supplemental disclosure for the comparable periods presented. The revision only impacted our supplemental
disclosures included in the Consolidated Statements of Cash Flows.

Prior Period Reclassifications
Certain amounts in prior periods have been reclassified to conform with current period presentation.

Note 2.

Financial Instruments

We classify our cash equivalents and marketable securities within Level 1 or Level 2 in the fair value hierarchy
because we use quoted market prices or alternative pricing sources and models utilizing market observable inputs to
determine their fair value. We classify our foreign currency and interest rate derivative contracts primarily within Level
2 in the fair value hierarchy as the valuation inputs are based on quoted prices and market observable data of similar

instruments.
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Cash, Cash Equivalents, and Marketable Securities
The following tables summarize our cash, cash equivalents and marketable securities by significant investment
categories as of December 31, 2015 and 2016 (in millions):

Ad!~~\ed
Cash
Level1:

$

Money market and. other f!Jrid,s
U.S. government notes
Marketable eqUity securities
·LEivel2'
Time deposits<'>
Mohey'mark~t and other ftJhds!•>
Fixed-income bond funds<'>

As of December 31, 2015
Gross
Fair
Unrealized
Value
Losses

Gross
Unrealized
Gains

7,380 $

0

5,623
20,922
692
27,237

.0
27
155

3,223

0
0

$

0

182

847
27,371

0
5,881

21,490

3,223
1,140

2,012
1,140
0

1,211

47
53

Agency mortgage-backed
.
.
securities
Asset-backed securities

9,680

48

3,032
38,524
73,141

0
164
346

Gross
Unrealized
Gains

A~~~\ed

$

cash
Level1:

MiJney marKet. and other f!inds
U.S. government notes
Marketable equity securities

~
Time deposits(•)
~Mual tuntts<41
U.S. government agencies
Forelgn govern(llen\ bonds
Municipal securities

Corpomtede~!~~urities
Agency mortgage-backed
securities
A~set•bacl<ed securities.
Total
(1)

{2)

7,078

$

0

219
1,366

0
219

0
0

1,366
2,233

(4)
(278)

2,233
3,855
13,584

.0
136

3,855
13,448

(57)

9,671

0

9,671

3,024
38,315
73,066

0
3,288
16,549

3,024
35,027
56,517

(8)
(373)
(421) $

$

0

0
(48)

3,812
13,809

$

Marketable
Securities

$

0
20,643
847

Municipal securitl~s
Corporate debt securities

$

7,380
5,623
258

2
14

Total

$

5,623
20,901

1,367
2,242

U.S. government agencies
Foreign government bonds

7,380

0
(48)

0
0
0
(3)
(23)

1,140
219

$

Cash and
Cash
Equivalents

As of December 31, 2016
Gross
Fair
Unrealized
Value
Losses

0 $

$

7,078

$

Cash and
Cash
Equivalents

$

Marketable
Securities

7,016 $

$

0

4,783
38,454

4,783

4,783

u

46

(215)

38,285

613

37,672

160
43,397

133
179

0
(215)

293
43,361

0
5,396

293
37,965

7
0
18
15
114

0
0
(11)
(7)
(65)
(116)

142
211

2
211
1,515
2,356
4,705

12,991

140
0
300
0
2
2

12,989

12,006

26

(216)

11,816

0

11,816

1,855
36,128

2
182

1,856
35,894

0
444

1,856
35,450

$ ·::815:i6P3 $

361

(1)
(416)
(631)

142
204
1,826
2,345
4,757
12,993

0

.0

$

1,815
2,356
4,707

'.$c ···1!6,333. $

~Z,9~S

$

'73.4~5

The majority of our time deposits are foreign deposits.
The balance related to cash collateral received in connection with our securities lending program, which was invested in
reverse repurchase agreements maturing within three months. See section titled "Securities Lending Program" below for
further discussion of this program.
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,,,
(3)

Fixed-income bond funds consist of mutual funds that primarily invest in corporate and government bonds.
The fair value option was elected for mutual funds with gains (losses) recognized in other income (expense), net.

We determine realized gains or losses on the marketable securities on a specific identification method. We
recognized gross realized gains of $238 million, $357 million, and $272 million for the years ended December 31,
2014,2015, and 2016. We recognized gross realized losses of$85 million, $565 million, and $482 million for the years
ended December 31, 2014, 2015, and 2016. We refiect these gains and losses as a component of other income
(expense), net, in the accompanying Consolidated Statements of Income.
The following table summarizes the estimated fair value of our investments in marketable debt securities,
accounted for as available-for-sale securities and classified by the contractual maturity date of the securities (in millions):
As of
December 31,

2016

oiJe in 1 year

$

·
Due in 1 year through 5 years
Due in 5 years thra~gtt.1 o years
Due after 10 years
Total

13,066
38,762
8,382
12,701
72,911

$

The following tables present gross unrealized losses and fair values for those investments that were in an
unrealized loss position as of December 31,2015 and 2016, aggregated by investment category and the length of
time that individual securities have been in a continuous loss position (in millions):
As ofDecember31, 2015
12 Months or Greater

less than 12 Months

u.s. government notes.
U.S. government agencies
Foreign go\teml'llen! bonds
Municipal securities
Col'porate deilt~e<lurities
Agency mortgage-backed
securities
AsSet-backed securities
Total

$

13,757
864
885
1,116
9,192

$

34,105

$

Unrealized
Loss

Fair Value

Loss

0 $

0 $

13,757
864
921
1,157
9,976

(20~)

0
36
41
784

0
(5)
(1)
(76)

(34)

721

(23)

6,504

386
1,968

(1)

2;894

(106) $

36,073

5,783

?i?08

Fair Value

(48) $
(3)
(18)
(3)

$

Total

Unrealized

Unrealized
loss

Fair Value

(7)
(315) $

$

(48)
(3)
(23)
(4)
(278)

$

(57)
(8)
(421)

$

As of December 31,2016
Less than 12 Months
Unrealized
Fair Value
Loss

u.s: govemiTI~nt not.!i!s
U.S. government agencies
Foreign government. bonds
Municipal securities
Corporate debt s.ecuritles
Agency mortgage-backed
securit<es
Aaset,backei! securities
Total

$

2&,411
1,014
956
3,461
6,164
10,184

$

12 Months or Greater
Unrealized
loss

Fair Value

(215) $
(11)
(7)
(63)
(111)

166

(206)

259
0
471

$

0
0
0

$

46

$

Total
Fair Value

Unrealized
loss

26;411 $
1,014
956
3,507
6,350:

\215)
(11)
(7)
(65)
016)

(10)

10,443

(216)

0

391

0 $
0
0
(2)
(5)

(17) $

49,072

$

(1)
(631)

During the years ended December 31, 2014 and 2016, we did not recognize any other-than-temporary impairment
loss. During the year ended December 31, 2015, we recognized $281 million of other-than-temporary impairment
losses related to our marketable equity securities and fixed-income bond funds. Those losses are included in gain
(loss) on marketable securities, net as a component of other income (expense), net, in the accompanying Consolidated
Statements of Income. See Note 5 for further details on other income (expense), net
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Securities Lending Program
We entered into securities lending agreements with financial institutions to enhance investment income. We
loaned certain securities which were collateralized in the form of cash or securities. Cash collateral was usually invested
in reverse repurchase agreements which were collateralized in the form of securities.
We classified loaned securities as cash equivalents or marketable securities and recorded the cash collateral as
an asset with a corresponding liability in the accompanying Consolidated Balance Sheets. We classified reverse
repurchase agreements maturing within three months as cash equivalents and those longer than three months as
receivable under reverse repurchase agreements in the accompanying Consolidated Balance Sheets. For security
collateral received, we did not record an asset or liability except in the event of counterparty default.
Our securities lending transactions were accounted for as secured borrowings with significant investment
categories as follows (in millions):
As of December 31, 2015
Remaining Contractual Maturity of the Agreements
Securities Lending Transactions

u.s. govemment.notes

Overnight and
Continuous

Up to 30 days

$

$

1;322

31

Greater Than

30 ~ 90 Days

$

Total

90 Days

0 $

306

U.S. government agencies

504

77

0

0

Corporate debt securities

188

0

0

0

$

1,659
581
188

$

2,428

~roSs amount ofrel»gniied ll.a:bliities for seo~ntias l!!nding in offsetting iltsctc>si.lre

$

2,428

Amounts related to agreements not included in securities lending in offsetting disclosure

$

0

Total

$

$

2,014

108

$

0

$

306

As of December 31, 2016, we ended our securities lending program resulting in no cash collateral outstanding.

Derivative Financial Instruments
We recognize derivative instruments as either assets or liabilities in the accompanying Consolidated Balance
Sheets at fair value. We record changes in the fair value (i.e., gains or losses) of the derivatives in the accompanying
Consolidated Statements of Income as other income (expense), net, revenues, or accumulated other comprehensive
income (AOCI) in the accompanying Consolidated Balance Sheets, as discussed below.
We enter into foreign currency contracts with financial institutions to reduce the risk that our cash fiows and
earnings will be adversely affected by foreign currency exchange rate fiuctuations. We use certain interest rate derivative
contracts to hedge interest rate exposures on our fixed income securities and debt issuances. Our program is not used
for trading or speculative purposes.
We enter into master netting arrangements, which reduce credit risk by permitting net settlement of transactions
with the same counterparty. To further reduce credit risk, we enter into collateral security arrangements under which
the counterparty is required to provide collateral when the net fair value of certain financial instruments fluctuates from
contractually established thresholds. We can take possession of the collateral in the event of counterparty default. As
of December 31, 2015 and 2016, we received cash collateral related to the derivative instruments under our collateral
security arrangements of $192 million and $362 million.
Cash Flow Hedges
We use foreign currency option and forward contracts designated as cash ftow hedges to hedge certain forecasted
revenue transactions denominated in currencies other than the U.S. dollar and at times we use interest rate swaps to
effectively lock interest rates on anticipated debt issuances. These transactions are designated as cash fiow hedges.
The notional principal of these contracts was approximately $16.4 billion and $10.7 billion as of December 31,2015
and 2016. These contracts have maturities of 36 months or less.
We refiect gain or loss on the effective pcrtion of a cash fiow hedge as a component of AOCI and subsequently
reclassify cumulative gains and losses to revenues or interest expense when the hedged transactions are recorded.
If the hedged transactions become probable of not occurring, the corresponding amounts in AOCI is immediately
reclassified to other income (expense), net. Further, we exclude the change in the time value and forward points of
foreign currency options and forward contracts from our assessment of hedge effectiveness. We recognize changes
of the excluded components in other income (expense), net.
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As of December 31, 2016, the effective portion of our cash flow hedges before tax effect was a net accumulated
gain of $603 million, of which $567 million is expected to be reclassified from AOCI into earnings within the next 12
months.

Fair Value Hedges
We use forward contracts designated as fair value hedges to hedge foreign currency risks for our investments
denominated in currencies other than the U.S. dollar. We exclude changes in forward points for the forward contracts
from the assessment of hedge effectiveness. The notional principal of these contracts was $1.8 billion and $2.4 billion
as of December 31, 2015 and 2016.
We have used interest rate swaps designated as fair value hedges to hedge interest rate risk for certain fixed
rate securities. The notional principal of these contracts was $295 million and $0 million as of December 31, 2015 and

2016.
Gains and losses on these forward contracts and interest rate swaps are recognized in other income (expense),
net, along with the offsetting losses and gains of the related hedged items.

Other Derivatives
Other derivatives not designated as hedging instruments consist of foreign currency forward contracts that we
use to hedge intercompany transactions and other monetary assets or liabilities denominated in currencies other than
the local currency of a subsidiary. We recognize gains and losses on these contracts, as well as the related costs in
other income (expense), net, along with the foreign currency gains and losses on monetary assets and liabilities. The
notional principal of these foreign exchange contracts outstanding was $7.5 billion and $7.9 billion as of December
31,2015 and 2016.
We also use exchange-traded interest rate futures contracts and "To Be Announced" (TBA) forward purchase
commitments of mortgage-backed assets to hedge interest rate risks on certain fixed income securities. The TBA
contracts meet the definition of derivative instruments in cases where physical delivery of the assets is not taken at
the earliest available delivery date. Our interest rate futures and TBA contracts (together interest rate contracts) are
not designated as hedging instruments. We recognize gains and losses on these contracts, as well as the related
costs, in other income (expense), net. The gains and losses are generally economically offset by unrealized gains and
losses in the underlying available-for-sale securities, which are recorded as a component of AOCI until the securities
are sold or other-than-temporarily impaired, at which time the amounts are moved from AOCI into other income
(expense), net. The total notional amounts of interest rate contracts outstanding were $50 million and $0 million as of
December 31, 2015 and 2016.
The fair values of our outstanding derivative instruments were as follows (in millions):
As of December 31,2015

Balance Sheet Location

Derivative Assets:
Leve\2:
Foreign exchange
contracts

Prepaid revenue share,
expenses and other
assets, current and noncurrent

Total
Derivative Liabilities:

Fair Value of
Derivatives
Designated as
Hedging Instruments

$
$

Fair Value of
Derivatives Not
Designated as
Hedging Instruments

Total Fair
Value

626 $
2 $
628
6215 ...:.$-.----.:::...2 ...:$:___ _ _6:.:2;;..8

~

Foreign exchange
contracts

Accrued expenses and
other liabilities, current
and non-current

$

$

13

$

14

Accrued expenses and
other liabilities; current

and non:.current

2

Total

,;;;$====,;,3 $

0

2

13 ,;;$~==~1,;,6
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As of December 31, 2016

Balance Sheet Location

Fair Value of
Derivatives
Designated as
Hedging Instruments

Fair Value of
Derivatives Not
Designated as
Hedging Instruments

$
$

$

Total Fair
Value

Derivative Assets:
1:.eye12~

Prepaid revenue share,
expenses and other
assets, current and noncurrent

Foreign exchange
contracts

Total
Derivative Liabilities:
Lev!!l?;
Foreign exchange
contracts

Accrued expenses and
other liabilities, current
and non-current

539
539

596
57 $
57 -:$,----..,..,...---,.59"'6:-

$

4 $

$

$

9

13

lnter:est rate cont~c!S • · ·· • .Ace

· ••otfra

lind·

0

Total

13

The effect of derivative instruments in cash flow hedging relationships on income and other comprehensive
income (OCI) is summarized below (in millions):
Gains (Losses) Recognized in OCI
on Derivatives Before Tax Effect (Effective Portion)
Year Ended December 31,
Derivatives in Cash Flow Hedging Relationship

2015

2014

929 $
(31)

$

Fcirelgn 'exchange contractS
Interest rate contracts
Total

2016

964
0

-=$----=s"'se="·.-=$----:9""e;;...4

$

773
0
=$=====7=73=·

Gains (Losses) Reclassified from AOCIInto Income (Effective Portion)
Year Ended December 31,
Derivatives in Cash Flow Hedging
Relationship

forei.Q!'l. e~nanga:conlr;IC!S.
Interest rate contracts

2016

2015

Location

.Revenues·
Other income
(expense), net

$

1;399

$

539

$

5
1,4Q4 $

544

4

Total

5

Year Ended December 31,
Derivatives in Cash Flow Hedging
Relationship

Total

,,,

2014

Location

Foreign exchange contraqs.} < Othet'lt\yome
(exP,E~nse}; 11ei
Interest rate contracts
Other income
(expense), net

2016

$

(279) $

$

4
(27!/)

$

.(381)

0
0
(~97.) =$=======(3=.81=}

Gains (losses) related to the ineffective portion of the hedges were not material in all periods presented.
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The effect of derivative instruments in fair value hedging relationships on income is summarized below (in millions):
Gains (losses) Recognized in Income on Derivatives(l)

Year Ended December 31,

Derivatives in Fair Value Hedging
Relationship

2014

Location

2015

2018

Foreign Exbhange 'Hedges:
Foreign exchange contracts

Other income
(expense), net

Hedgecjjtem ··

Other Xnco.me

$

115

$

170

$

145

·(expense); net

(139)

Total

6

Interest R!!te Hedges~
Interest rate contracts

Other income
(expense), net

Hedged ~t~rn

Other lnccirne
(expense), net

$

$

a

Total
{2)

0

0

$

(3)

(2) $

3

2

$

0

0

$

Amounts excluded from effectiveness testing al')d the ineffective portion ofthefairvalue hedging relationships were not material
in all periods presented

The effect of derivative instruments not designated as hedging instruments on income is summarized below (in
millions):
Gains {Losses) Recognized in Income on Derivatives
Year Ended December 31,

Derivatives Not Designated As
Hedging Instruments

l"'oreign el(cha~ge?>ntrac~&.

otn~c tnC()me

(expen:se), n!l!, .
and net .income

~g:J;1tl~~ntinued

Interest rate contracts

2016

Location

$

237 $

$

239 $

Other income
(expense), net

Total

198

$

130

199

$

1.19

2

(11)

Offsetting of Derivatives, Securities Lending, and Reverse Repurchase Agreements
We present our derivatives, securities lending and reverse repurchase agreements at gross fair values in the
Consolidated Balance Sheets. However, our master netting and other similar arrangements allow net settlements
under certain conditions. As of December 31, 2015 and 2016, information related to these offsetting arrangements
was as follows (in millions):
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Offsetting of Assets
As ofDecember31, 2015
Gross Amounts Not Offset In the Consolidated
Balance Sheets, but Have Legal Rights to Offset

Gross
Amounts of
Recognized
Assets

Description

Qeriv8tives

628

$

Gross
Amounts
Offset In the
Consolidated
Balance
Sheets

Net
Presented in
the
Consolidated

$

$

()

Balance

Financial

Sheets

Instruments

628

Reverse repurchase
agreements

0

1,590

$

rotal

2,218

.:·o

$

1,590

·:$ ..

$

(13)

$•

!.131

(2)

2,2t8

Cash

Non-Cash

Collateral
Received

Received

Collateral

$ • ·(189) $

(1}

0

$

Net Assets
Exposed

(214) $

0

(1,590)

(189) $

(1,804)

212
0

$

212

As of December 31, 2016
Gross Amounts Not Offset In the Consolidated
Balance Sheets, but Have Legal Rights to Offset

Gross
Amounts of

Gross
Amounts
Offset in the
Consolidated

Recognized

Balance

Balance

Financial

Aaaets

Sheets

Sheets

Instruments

0. $

Oerivi>lives
(1)

(2)

Net
Presented in
tne
Consolidated

(11)!' 1 $

$

596

Non-Cash

Cash
Collateral
Received

Collateral
Received

Net Assets
Exposed

/73} $

(;!37) $

175

The balances as of December 31, 2015 and 2016 were related to derivative liabilities which are allowed to be net settled
against derivative assets in accordance with our master netting agreements.
The balances as of December 31, 2015 included $1,140 million recorded in cash and cash equivalents and $450 million
recorded in receivable under reverse repurchase agreements.

Offsetting of Liabilities
As of December 31, 2015
Gross Amounts Not Offset In the Consolidated
Balance Sheets, but Have Legal Rights to Offset
Gross
Amounts
Offset in the
Consolidated
Balance
Sheets

Gross
Amounts or
Description

Derivatives

RL,~~rn:d

$

Securities lending
agreements

15

$

2,428 -,-.,.....,..,.,.o.;..,

$

Total

~.6

Net
Presented In
tne
Consolidated
Balance
Sheets

2;'444 $

:a

~~==~~

$

(1'3) !'l $

2,428 _ _...,.:...o

$

2;444

$

(13>

NonwCash
Collateral
-:::-P:..:Ie::d:!;ge::d~ Net Liabilities

Cash
Collateral
Pledged

Financial
Instruments

(3)$

0 $

___,_ _o;_

$

0

(2,401) _ _ _
27_

(3) .. $

(2Aon $

27

~~c

Aa of O&eember 31, 2016

Gross Amounts Not Offset In the Consolidated
Balance Sheets, but Have Legal Rights to Offset

Gross
Amounts of
Description

Deriv~tiv,es :
(3)

Gross
Amounts
Offset in the
Consolidated
Balance
Sheets

RL,~~"rJ:d
13 $
'$

Net
Presented In
tne
Consolidated
Bslance
Sheets

Financial
Instruments

13 $

0. $

(11)(31,.$

Non~Cash

Cash
Collateral
Pledged

Collateral
Pledged

0 $

Net liabilities

0 $

2

The balances as of December 31,2015 and 2016 were related to derivative assets which are allowed to be net settled against
derivative liabilities in accordance with our master netting agreements.

Note 3.

Non-Marketable Investments

Our non-marketable investments include non-marketable equity investments and non-marketable debt securities.

Non-Marketable Equity Investments
Our non-marketable equity investments are investments we have made in privately-held companies accounted
for under the equity or cost method and are not required to be consolidated under the variable interest or voting models.
As of December 31, 2015 and 2016, investments accounted for under the equity method had a carrying value of
approximately $1.6 billion and $1.7 billion, respectively. Our share of equity method investee earnings and losses
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including impairment was a net loss of $48 million, $227 million, and $202 million for the years ended December 31,
2014, 2015, and 2016, respectively. As of December 31,2015 and 2016, investments accounted for under the cost
method had a carrying value of $2.6 billion and $3.0 billion, respectively, and a fair value of approximately $7.5 billion
and $8.1 billion, respectively. The fair value of the cost method investments are primarily determined from data
leveraging private-market transactions and are classified within Level3 in the fair value hierarchy. We reflect our share
of equity method investee earnings and losses and impairments of non-marketable equity investments as a component
of other income (expense), net, in the accompanying Consolidated Statements of Income.
Certain renewable energy investments included in our non-marketable equity investments accounted for under
the equity method are variable interest entities ('VIE"). These entities' activities involve power generation using
renewable sources. We have determined that the governance structures of these entities do not allow us to direct the
activities that would significantly impact VIE's economic performance such as setting operating budgets. Therefore,
we do not consolidate these VIEs in our financial statements. The carrying value of these VIEs was $1.3 billion with
a maximum exposure of$1.3 billion as of December 31,2015 and $1.2 billion with a maximum exposure of$1.2 billion
as of December 31,2016. The maximum exposure is based on current investments to date. We have determined the
single source of our exposure to these VIEs is our capital investment in these entities. We periodically reassess whether
we are the primary beneficiary of a VIE. The reassessment process considers whether we have acquired the power
to direct the most significant activities of the VIE through changes in governing documents or other circumstances.
We also reconsider whether entities previously determined not to be VIEs have become VIEs, and vice versa, based
on changes in facts and circumstances including changes in contractual arrangements and capital structure.

Non-Marketable Debt Securities
Our non-marketable debt securities are primarily preferred stock that are redeemable at our option and convertible
notes issued by private companies. The cost of these securities was $1.0 billion and $1.1 billion as of December 31,
2015 and 2016, respectively. These debt securities do not have readily determinable market values and are categorized
accordingly as Level 3 in the fair value hierarchy. To estimate the fair value of these securities, we use a combination
of valuation methodologies, including market and income approaches based on prior transaction prices; estimated
timing, probability, and amount of cash flows; and illiquidity considerations. Financial information of private companies
may not be available and consequently we will estimate the value based on the best available information at the
measurement date. No significant impairments were recognized for the years ended December 31,2014,2015, and
2016.
The following table presents a reconciliation for our non-marketable debt securities measured and recorded at
fair value on a recurring basis, using significant unobservable inputs (Level 3) (in millions):
Year Ended December 31
2015

Beginning balance

$

2016

90

$

1,024

Total net gains or losses
lnct.uife'd ino!h.er comprenensive
Purchases

inccime·

0

S'ales

78

(6)

Settlements

(18)

(20)

Ending balance·

Note 4.

106

960

$

1,024

(25)
$.

1,165

Debt

Short-Term Debt
Google had a short-term debt financing program of up to $3.0 billion through the issuance of commercial paper
and a $3.0 billion revolving credit facility as of December 31, 2015. In February 2016, we replaced this program with
a new short-term debt financing program of up to $5.0 billion of commercial paper and a $4.0 billion revolving credit
facility, which expires in February 2021. Net proceeds from these programs are used for general corporate purposes.
We had $2.0 billion of outstanding commercial paperrecorded as short-term debt with a weighted-average interest
rate of0.2% as of December 31,2015 and no commercial paper outstanding as of December 31, 2016. The estimated
fair value of the short-term debt approximated its carrying value as of December 31, 2015.
The interest rate for the credit facility is determined based on a formula using certain market rates. No amounts
were outstanding under the credit facility as of December 31, 2015 and December 31, 2016.
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In August 2013, we entered into a capital lease obligation on certain property expiring in 2028. In September
2016, we exercised our option to purchase the property for approximately $220 million.
Long-Term Debt

Google issued $3.0 billion of unsecured senior notes in three !ranches (collectively, the "2011 Notes") in May
2011, due in 2014, 2016, and 2021, as well as $1.0 billion of unsecured senior notes (the "2014 Notes") in February
2014 due 2024.
In April2016, we completed an exchange offer with eligible holders of Google's 2011 Notes due 2021 and 2014
Notes due 2024 (collectively, the "Google Notes"). An aggregate principal amount of approximately $1.7 billion of the
Google Notes was exchanged for approximately $1.7 billion of Alphabet notes with identical interest rate and maturity.
Because the exchange was between a parent and the subsidiary company and for substantially identical notes, the
change was treated as a debt modification for accounting purposes with no gain or loss recognized.
In August 2016, Alphabet issued $2.0 billion of unsecured senior notes (the "2016 Notes") due 2026. The net
proceeds from the issuance of the 2016 Notes were used for general corporate purposes, including the repayment of
outstanding commercial paper. The Alphabet notes due in 2021, 2024, and 2026 rank equally with each other and are
structurally subordinated to the outstanding Google Notes.
The total outstanding long-term debt is summarized below (in millions):
As of
December 31,2015

Short-Term Portion of Long-Term Debt
2.125% Notes due on May 19, 2016
capital Lease Obligation
Total Short-Term Portion of Long-Term Debt
Long-Term Debt
3.625% Notes doe on May 19, 2021

$

1,000

$

225
1,225

$

3.375% Notes due on February 25, 2024
1.998% N6tes'due on August 15, 2026
Unamortized discount for the Notes above
· Total Long-Term Debt('>

1,000
1,000

As of
December 31, 2016

$

0

$

0
0

$

2,000
(65)

0
(5)
$

1,995

1,000
1,000

$

3,935

m Includes the outstanding (and unexchanged) Google Notes issued in 2011 and 2014 and the Alphabet notes
exchanged in 2016.
The effective interest yields based on proceeds received from the outstanding notes due in 2021, 2024 and 2026
were 3.734%, 3.377% and 2.231% respectively, with interest payable

semi~annualty.

We may redeem these notes at

any time in whole or in part at specified redemption prices. The total estimated fair value of all outstanding notes was
approximately $3.1 billion as of December 31, 2015 and $3.9 billion as of December 31,2016. The fair value was
determined based on observable market prices of identical instruments in less active markets and is categorized
accordingly as Level 2 in the fair value hierarchy.
As of December 31, 2016, aggregate future principal payments for long-term debt were as follows (in millions):
Years Ending

2017

$

2018
::!019

0
0
0
0

2020

Thereafter

4,000

Total

$

4,000
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Note 5.

Supplemental Financial Statement Information

Property and Equipment, Net
Property and equipment, net, consisted of the following (in millions):

Land a.nd ~uildings
Information technology assets

$
13,645

16,084

Cor\struc:tlon .In progress

7,324

8,166

Leasehold improvements

2,576

3,415

Furniture and'fildu~es
Property and equipment, gross

Less:.!ilceumulated:d~preciationand amortization
Property and equipment, net

83

58

40,146

47,527
(13,293)

. (11;130)
$

29,016

34,234

$

As of December 31, 2016, assets under capital lease with a cost basis of $299 million were included in property
and equipment.
Note Receivable
In connection with the sale of our Motorola Mobile business on October 29, 2014 (see Note 9 for additional
information), we received an interest-free, three-year pre payable promissory note (the "Note Receivable") due October
2017. The Note Receivable was included on our Consolidated Balance Sheets in prepaid revenue share, expenses
and other assets, non-current, as of December 31, 2015, and in current assets, prepaid revenue share, expenses and
other assets, as of December 31, 2016. Based on the general market conditions and the credit quality of Lenovo at
the time of the sale, we discounted the Note Receivable at an effective interest rate of 4.5%. The outstanding balances
are shown in the table below (in millions):
As of

Prtnclpal of tHe Note

Receivatile

As of

December 31,2015

December 31, 2016

$

$

1,448

$

1,397

1,448

Less: unamortized discount for the Note Receivable

(51)

(112)

Total

1,336

$

As of December 31,2015 and 2016, we did not recognize a valuation allowance on the Note Receivable.
Accrued expenses and other current liabilities
Accrued expenses and other current liabilities consisted of the following (in millions):

A"CCrued customer liabilities
Other accrued expenses and current liabilities

As of
December 31, 2015

As of
December 31, 2016

$

$

908

Accrued expenses ancl.olher ¢u~t liabilities

$

.4;768

1,256
4,888

3,860

$

6,144

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00270

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 205 here 27398.205

LAP51NQ082 with DISTILLER

63

265
Alphabet Inc.

Table of Contents
Accumulated Other Comprehensive Income (Loss)
The components of AOCI, net of tax, were as follows (in millions):
Unrealized Gains
Foreign Currency
Translation
Adjustments

$

Balance as of December 31, 2013

16

Other comprehensive income (loss) before
reclassifications

(Losses) on

Avallable~for-5ale

lnve!Jtments

$

(996)

.Amounts reClassified frpm AoCI

0

Other comprehensive income (loss)
.Bslal'tce as of Dec~~mber31, 2014

$

Other comprehensive income (loss) before
reclassifications

.:$,

Ba.lance as of Oecemper 31, 2d15

(2,047) $

Other comprehensive income (loss) before
reclassifications

(599)

Amounts reclassifi~dJrom AOCI

0

Other comprehensive income (loss)

(599)

Balance as of December 31, 2016

$.

651

160
(2o8l

371

(1,067)

(2;646). $

125

. (124)

421

.0

Total

$

59

505

(996)

(1,067)

$

(134)

(980) $

Amounts reclassi~ed fiom AOCI
Other comprehensive income (loss)

50

Unrealized
Gains (Losses)
on Cash Flow
Hedges

527

$

(98)

$

586

27
(1,106)

(715)

(795)

208
(507)

(1,901)

(327)

(86) $

(1,874)

$

. 259

(314)

515

(398)

221

(35~)

(130)

(93)

164

(179) $

42.3

(528)

$

(2;402)

The effects on net income of amounts reclassified from AOCI were as follows (in millions):
Gains (losses) Reclassified from
AOCI to the Consofidated Statement
of Income

Year Ended December 31,

location

AOCI Components

2014

2015

2016

.Unrealized gains (l(lsses) on available..
for-sale investrnents
Other income (expense), net
Provision for income.taxes
Net of tax

$

153

$

(19)
134 $

$

171

$

(208) $

0

(221)

0

(208) $

(221)

Unrealized gains (losses) on cash flow
hedges
R.evenue
Other income (expense), net
ProviSion for income taxes
Net of tax

·Foreign ·!1Xchange contracts
Interest rate contracts

Total amount reclassified, net of tax

4

$ 1,399
5

(51)

(401)
1,003

$

539

5
(193)

$124 $
$351
------- -$

258

$

795

==
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Other Income (Expense), Net
The components of other income (expense), net, were as follows (in millions):
Year Ended December 31,
2014

Interest income

$

Interest expense
Foreign currency exchange losses, net<'l
Gain (loss} on marketable securities, net

Gain (lOSs) dn nllh-marketable investments, net
Other
Other income {e)(pense}, net
{1)

$

2015

746 $
(101)
(402)
153
237
130
763 $

2016

999 $
(104)
(422)
(208)
(126)
152
291 $

1,220
(124}
(475}

(210)
(65)
88
434

Our foreign currency exchange losses, net, are related to the option premium costs and fmward points for our foreign currency
hedging contracts, our foreign exchange transaction gains and losses from the conversion of the transaction currency to the
functional currency, offset by the foreign currency hedging contract losses and gains. The net foreign currency transaction

losses were $107 million, $123 million, and $112 million in 2014, 2015, and 2016, respectively.
Note 6.

Acquisitions

2016 Acquisitions

Apigee
In October 2016, we completed the acquisition of Apigee Corp., a provider of application programming interface
(API) management, for approximately $571 million in cash. We expect the acquisition to accelerate our Google Cloud
customers' move to supporting their businesses with high quality digital interactions. Of the total purchase price of $571
million, $41 million was cash acquired, $127 million was attributed to intangible assets, $376 million was attributed to
goodwill, and $27 million was attributed to net assets acquired. Goodwill, which was recorded in the Google segment, is
primarily attributable to synergies expected to arise after the acquisition and is not deductible for tax purposes.

Other Acquisitions
During the year ended December 31, 2016, we completed other acquisitions and purchases of intangible assets
for total consideration of approximately $448 million. In aggregate, $12 million was cash acquired, $143 million was
attributed to intangible assets, $288 million was attributed to goodwill, and $5 million was attributed to net assets
acquired. These acquisitions generally enhance the breadth and depth of our offerings, as well as expanding our
expertise in engineering and other functional areas. The amount of goodwill expected to be deductible for tax purposes
is approximately $67 million.
Pro forma results of operations for these acquisitions have not been presented because they are not material to
the consolidated results of operations, either individually or in aggregate.
For all intangible assets acquired and purchased during the year ended December 31, 2016, patents and
developed technology have a weighted-average useful life of 4.5 years, customer relationships have a weightedaverage useful life of 3.4 years, and trade names and other have a weighted-average useful life of 6.2 years.

2015 Acquisitions

bebop Technologies
In December 2015, we completed the acquisition of bebop Technologies Inc. (bebop), a company with a cloudbased development platform focused on enterprise applications. The fair value of total consideration transferred in
connection with the close was $272 million, of which $1 million was paid in cash and $271 million was paid in the form
of Alphabet Class C capital stock. We issued a total of approximately 514 thousand shares of Alphabet Class C capital
stock in relation to this acquisition, part of which will be accounted for as compensation expense. The fair value of the
shares of capital stock issued was determined based on the closing market price of Alphabet's Class C capital stock
as of the close date. The Class C capital stock issued by Alphabet in connection with the acquisition was treated as
a capital contribution from Alphabet to Google. We expect the acquisition will help us provide a new platform to build
and maintain enterprise applications. As part of the acquisition, Diane Greene, the former CEO of bebop and a member
of our Board of Directors, has joined Google.
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Of the total purchase price of $272 million, $28 million was cash acquired, $59 million was attributed to intangible
assets, $206 million was attributed to goodwill, and $21 million was attributed to net liabilities assumed. The goodwill,
which was recorded in the Google segment, is primarily attributable to the synergies expected to arise after the
acquisition. Goodwill is not expected to be deductible for tax purposes.

Other Acquisitions
During the year ended December 31, 2015, we completed other acquisitions and purchases of intangible assets
for total consideration of approximately $263 million, which includes the fair value of our previously held equity interest
of $0 million. In aggregate, $4 million was cash acquired, $88 million was attributed to intangible assets, $138 million
was attributed to goodwill, and $33 million was attributed to net assets acquired. These acquisitions generally enhance
the breadth and depth of our offerings, as well as expanding our expertise in engineering and other functional areas.
The amount of goodwill expected to be deductible for tax purposes is approximately $20 million.
Pro forma results of operations for these acquisitions have not been presented because they are not material to
the consolidated results of operations, either individually or in aggregate.
For all intangible assets acquired during the year ended December 31, 2015, patents and developed technology
have a weighted-average useful life of 4.1 years, customer relationships have a weighted-average useful life of 4.0
years, and trade names and other have a weighted-average useful life of 6.8 years.

Note 7.

Calico

On September 18, 2013, we announced the formation of Calico, a life science company with a mission to harness
advanced technologies to increase our understanding of the biology that controls lifespan. As of December 31, 2016,
we have contributed $240 million to Calico in exchange for Calico convertible preferred units and are committed to
fund an additional $490 million on an as-needed basis.
Calico is a VIE and its results of operations and statement of financial position are included in our consolidated
financial statements as we have the power to directthe activities that most significantly impact its economic performance.
In September 2014, AbbVie Inc. (AbbVie) and Calico announced a research and development collaboration
agreement intended to help both companies discover, develop, and bring to market new therapies for patients with
age-related diseases, including neurodegeneration and cancer. As of December 31, 2016, AbbVie has contributed
$750 million to fund the collaboration pursuant to the agreement, which reflects its total commitment. As of December
31, 2016, Calico has contributed $250 million and committed up to an additional $500 million.
Calico has used its scientific expertise to establish a world-class research and development facility, with a focus
on drug discovery and early drug development; and AbbVie provides scientific and clinical development support and
its commercial expertise to bring new discoveries to market. Both companies share costs and profits equally. AbbVie's
contribution has been recorded as a liability on Calico's financial statements, which is reduced and reflected as a
reduction to research and development expense as eligible research and development costs are incurred by Calico
over the next few years.

Note 8.

Goodwill and Other Intangible Assets

Goodwill
The changes in the carrying amount of goodwill allocated to our disclosed segments for the years ended December

31, 2015 and 2016 were as follows (in millions):

Balance as'!)fDecember31; 2014
Acquisitions

$

Foreign c(fri'e~cylrap~lalional\d other adJustments
Allocation in the fourth quarter of 2015

>

15,599
139

$

(71)

(416)

...··

A<lquisltions
.:,:
Foreign currency translation and 'other adjustments
Balance as o~ o~~mber 31~2015
Acquisitions
Foreign currerjcy.transfatlon !Inti otheracijusfments
Balance as of December 31, 2016

Total

Other Bets

Google

Consolidated

0 .$
0
0
416

201

4

4

(7)

15,599
139
(71)
0

205
(3)

$

15;456 $

4•13 $

15,869

$

625
(54)
16,027 $

39
(11)
441 $

664
(65)
16,468
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Other Intangible Assets
Information regarding our purchased intangible assets is as follows (in millions):
As of December 31,2015
Gross
Carrying
Amount

Patents and developed technology

$

Customer relationships
Trade na"les llriacther
Total

$

Net
Carrying
Amount

Accumulated
Amortization

6,592 $
1,343
795
8,730

3,213

3,379
142
326
3,847

$

As of December 31,2016
Gross
Carrying
Amount

Patents and}f~yE!Ioped te~~rtolqgy:

$

Customer relationships
Trade

names and 6tlle.r ·•

Total

$

Net
Accumulated
Amortization

5,542 $
352
463

Carrying
Value

2,7f0 $
197
143
6,357 .;$===3,=0=50= $

2,832
155
320
3,307

======

Patents and developed technology, customer relationships, and trade names and other have weighted-average
remaining useful lives of 4.6 years, 2.3 years, and 4.7 years, respectively. Amortization expense relating to our
purchased intangible assets was $1,079 million, $892 million, and $833 million for the years ended December 31,
2014,2015, and 2016, respectively. As of December 31,2016,$2.6 billion of intangible assets that were fully amortized
have been removed from gross intangible assets and accumulated amortization.
During the year ended December 31, 2014, we recorded an impairment charge in other cost of revenues of $378
million related to a patent licensing royalty asset acquired in connection with the Motorola acquisition, which we retained
subsequent to the sale of Motorola Mobile. The asset was determined to be impaired due to prolonged decreased
royalty payments and unpaid interest owed and was written down to its fair value. Fair value was determined based
on a discounted cash flow method and reflects estimated future cash flows associated with the patent licensing royalty
asset at the measurement date and falls within level 3 in fair value hierarchy. Impairments of intangible assets were
not material for the years ended December 31,2015 and 2016.
As of December 31, 2016, expected amortization expense relating to purchased intangible assets for each of
the next five years and thereafter was as follows (in millions):

2017
2018
2019
2020
2021

$

Thereafter

764
685
579
487
460
332
.3,307

Note 9.

Discontinued Operations

Motorola Mobile
On October 29, 2014, we closed the sale of the Motorola Mobile business to Lenovo for a total purchase price
of approximately $2.9 billion, including $1.4 billion paid at close, comprised of $660 million in cash and $750 million
in Lenovo ordinary shares (519.1 million shares). The remaining $1.5 billion was paid in the form of an interest-free,
three-year prepayable promissory note.
We maintain ownership of the vast majority of the Motorola Mobile patent portfolio, including pre-closing patent
applications and invention disclosures, which we licensed to Motorola Mobile for its continued operations. Additionally,
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in connection with the sale, we agreed to indemnify Lenovo for certain potential liabilities of the Motorola Mobile
business, for which we recorded an indemnification liability of $130 million.
The sale resulted in a gain of $7 40 million, net of tax, which was presented as part of net income from discontinued
operations in the Consolidated Statements of Income for the year ended December 31, 2014. Incremental to this net
gain, we recognized additional income of $254 million, net of tax, in connection with certain IP licensing arrangements
between the parties, included as part of net income from discontinued operations on the Consolidated Statements of
Income for the year ended December 31, 2014.
The financial results of Motorola Mobile through the date of divestiture are presented as net income (loss) from
discontinued operations on the Consolidated Statements of Income. The following table presents financial results of
the Motorola Mobile business included in net income (loss) from discontinued operations for the year ended December
31,2014 (in millions):
Year Ended
December 31,

2014 11 1

Revenues

$

Loss ftor)'l diSCQ~ti\'IU!lC! operalioiis nefore iryeqme .taxes
Benefits from/(Provision for) income taxes
Gl!iri on disposal
Net (loss) income from discontinued operations
(1)

$

5,486
(177)
(47)
740
516

The operating results of Motorola Mobile were included in our Consolidated Statements of Income from Janual)' 1, 2014

through October 29. 2014, the date of divestiture.
The following table presents the aggregate carrying amounts ofthe major classes of assets and liabilities divested
(in millions):

ASllets:
$

Cash and cash equivalents
AccoutJ!S receivallle
Inventories
Pr~paidelqlens!ls

and other current a'Ssets

Prepaid expenses and other assets, non-current

Property art<;l ~<!1\iPment, net
Intangible assets, net

Goodwill
Total assets

$

160
1,103
217
357
290
542
985
43
3,697

liabilities:
Account!(payabta

$

Accrued compensation and benefits
Accrued ex~ense~~nd Other current.liabilities
Deferred revenue, current
Other ~ng-{e!-in liaoilities
Total liabilities

Note 10.

$

1,238
163
10
165
250
1,826

Commitments and Contingencies

Operating Leases
We have entered into various non-cancelable operating lease agreements for certain of our offices, facilities,
land, and data centers throughout the world with original lease periods expiring primarily between 2017 and 2063. We
are committed to pay a portion of the actual operating expenses under certain of these lease agreements. These
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operating expenses are not included in the table below. Certain of these arrangements have free or escalating rent
payment provisions. We recognize rent expense under such arrangements on a straight-line basis.
As of December 31, 2016, future minimum payments under non-cancelable operating leases, net of sublease
income amounts, were as follows over each of the next five years and thereafter (in millions):
Net
Sub~! ease

Operating
Leases

Operating
Leases

Income

2017

843

15

828

2018

902

6

896

2019

910

5

905

2020

854

4

850

2021

767

2

765

Thereafter

3,694

Total minirnum payments

$

7,970

1
$

,33

3,693

$

7,937

Certain leases have adjustments for market provisions. Amounts in the above table represent our best estimates
of future payments to be made under these leases.
We have entered into certain non-cancelable lease agreements with original lease periods expiring between
2021 and 2035 where we are the deemed owner for accounting purposes of new construction projects. Excluded from
the table above are future minimum lease payments under such leases totaling approximately $1.4 billion, for which
a $940 million liability is included on the Consolidated Balance Sheet as of December 31, 2016.
Rent expense under operating leases was $570 million, $734 million, and $897 million in 2014, 2015, and 2016,
respectively.

Purchase Obligations
As of December 31, 2016, we had $2.5 billion of other non-cancelable contractual obligations, primarily related
to data center operations and facility build-outs, video and other content licensing revenue sharing arrangements, as
well as certain inventory purchase commitments.

Letters of Credit
As of December 31, 2016, we had unused letters of credit for $797 million.

Indemnifications
In the normal course of business, to facilitate transactions in our services and products, we indemnify certain
parties, including advertisers, Google Network Members, and lessors with respect to certain matters. We have agreed
to hold certain parties harmless against losses arising from a breach of representations or covenants, or out of intellectual
property infringement or other claims made against certain parties. Several of these agreements limit the time within
which an indemnification claim can be made and the amount of the claim. In addition, we have entered into
indemnification agreements with our officers and directors, and our bylaws contain similar indemnification obligations
to our agents.
It is not possible to make a reasonable estimate of the maximum potential amount under these indemnification
agreements due to the unique facts and circumstances involved in each particular agreement. Additionally, we have
a limited history of prior indemnification claims and the payments we have made under such agreements have not
had a material adverse effect on our results of operations, cash fiows, or financial position. However, to the extent that
valid indemnification claims arise in the future, future payments by us could be significant and could have a material
adverse effect on our results of operations or cash fiows in a particular period.
As of December 31, 2016, we did not have any material indemnification claims that were probable or reasonably
possible. As part of the sale of Motorola Mobile, we issued indemnifications for certain potential liabilities. Please see
Note 9 for additional information.

Legal Matters
Antitrust Investigations
On November 30, 2010, the European Commission's (EC) Directorate General for Competition opened an
investigation into various antitrust-related complaints against us. On April15, 2015, the EC issued a Statement of
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Objections (SO) regarding the display and ranking of shopping search results, to which we responded on August 27,
2015. OnApril20, 2016, the EC issued an SO regarding certain Android distribution practices. On July 14,2016, the
EC issued a Supplementary SO regarding shopping search results and an SO regarding the syndication of AdSense
for Search. We have responded to the SOs and Supplementary SO and continue to respond to the EC's informational
requests. We remain committed to wor1<ing with the EC to resolve these matters.
The Comision Nacional de Defensa de Ia Competencia in Argentina, the Competition Commission of India (CCI),
Brazil's Council for Economic Defense (CADE), the Federal Antimonopoly Service (FAS) of the Russian Federation,
and the Korean Fair Trade Commission have also opened investigations into certain of our business practices. In
November 2016, we responded to the CCI Director General's report with interim findings of competition law
infringements regarding search and ads. In September 2015, FAS found that there has been a competition law
infringement in Android mobile distribution. The appeal against that decision has so far been rejected, so Google has
implemented the ruling to the degree possible and is working on product changes to finalize implementation. The
appeals process continues. In Apri12016, the Canadian Competition Bureau informed us thatitwas closing its antitrust
investigations of our business practices.

Patent and Intellectual Property Claims
We have had patent, copyright, and trademark infringement lawsuits filed against us claiming that certain of our
products, services, and technologies infringe the intellectual property rights of others. Adverse results in these lawsuits
may include awards of substantial monetary damages, costly royalty or licensing agreements, or orders preventing
us from offering certain features, functionalities, products, or services, and may also cause us to change our business
practices, and require development of non-infringing products or technologies, which could result in a loss of revenues
for us and otherwise harm our business. In addition, the U.S. International Trade Commission (lTC) has increasingly
become an important forum to litigate intellectual property disputes because an ultimate loss for a company or its
suppliers in an lTC action could result in a prohibition on importing infringing products into the U.S. Because the U.S.
is an important market, a prohibition on importation could have an adverse effect on us, including preventing us from
importing many important products into the U.S. or necessitating workarounds that may limit certain features of our
products.
Furthermore, many of our agreements with our customers and partners require us to indemnity them for certain
intellectual property infringement claims against them, which would increase our costs as a result of defending such
claims, and may require that we pay significant damages if there were an adverse ruling in any such claims. Our
customers and partners may discontinue the use of our products, services, and technologies, as a result of injunctions
or otherwise, which could result in loss of revenues and adversely impact our business.
Oracle America, Inc. (Oracle) brought a copyright lawsuit against Google in the Northern District of California,
alleging that Google's Android infringes Oracle's copyrights related to certain Java application programming interfaces.
After trial, final judgment was entered by the district court in favor of Google on June 8, 2016, and the court decided
post-trial motions in favor of Google. Oracle has filed a notice of appeal. We believe this lawsuit is without merit and
are defending ourselves vigorously. Given the nature of this case, we are unable to estimate the reasonably possible
loss or range of loss, if any, arising from this matter.
Other
We are also regularly subject to claims, suits, regulatory and government investigations, and other proceedings
involving competition (such as the pending EC investigations described above), intellectual property, privacy, tax, labor
and employment, commercial disputes, content generated by our users, goods and services offered by advertisers or
publishers using our platforms, personal injury, consumer protection, and other matters. Such claims, suits, regulatory
and government investigations, and other proceedings could result in fines, civil or criminal penalties, or other adverse

consequences.
Certain of our outstanding legal matters include speculative claims for substantial or indeterminate amounts of
damages. We record a liability when we believe that it is probable that a loss has been incurred and the amount can
be reasonably estimated. If we determine that a loss is reasonably possible and the loss or range of loss can be
estimated, we disclose the possible loss. We evaluate, on a monthly basis, developments in our legal matters that
could affect the amount of liability that has been previously accrued, and the matters and related reasonably possible
losses disclosed, and make adjustments as appropriate. Significant judgment is required to detenmine both likelihood
of there being and the estimated amount of a loss related to such matters.
With respect to our outstanding legal matters, based on our current knowledge, we believe that the amount or
range of reasonably possible loss will not, either individually or in the aggregate, have a material adverse effect on
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our business, consolidated financial position, results of operations, or cash flows. However, the outcome of such legal
matters is inherently unpredictable and subject to significant uncertainties.
We expense legal fees in the period in which they are incurred.

Indirect Taxes
We are under audit by various domestic and foreign tax authorities with regards to indirect tax matters. The subject
matter of indirect tax audits primarily arises from disputes on the tax treatment and tax rate applied to the sale of our
products and services in these jurisdictions. We accrue indirect taxes that may result from examinations by, or any
negotiated agreements with, these tax authorities when a loss is probable and reasonably estimable. For certain
matters, while the loss is reasonably possible, the loss or range of loss cannot be estimated. We believe these matters
are without merit and are defending ourselves vigorously. Due to the inherent complexity and uncertainty of these
matters and judicial process in certain jurisdictions, the final outcome may be materially different from our expectations.
For information regarding income tax contingencies, see Note 14.

Note 11.

Net Income Per Share

We compute net income per share of Class A and Class B common stock and Class C capital stock using the
two-class method. Basic net income per share is computed using the weighted-average number of common shares
outstanding during the period. Diluted net income per share is computed using the weighted-average number of
common shares and the effect of potentially dilutive securities outstanding during the period. Potentially dilutive
securities consist of stock options, restricted stock units, and other contingently issuable shares. The dilutive effect of
outstanding stock options, restricted stock units, and other contingently issuable shares is reflected in diluted earnings
per share by application of the treasury stock method. The computation of the diluted net income per share of Class A
common stock assumes the conversion of Class B common stock, while the diluted net income per share of Class B
common stock does not assume the conversion of those shares.
The rights, including the liquidation and dividend rights, of the holders of our Class A and Class 8 common stock
and Class C capital stock are identical, except with respect to voting. Further, there are a number of safeguards built
into our certificate of incorporation, as well as Delaware law, which preclude our board of directors from declaring or
paying unequal per share dividends on our Class A and Class 8 common stock and Class C capital stock. Specifically,
Delaware law provides that amendments to our certificate of incorporation which would have the effect of adversely
altering the rights, powers, or preferences of a given class of stock must be approved by the class of stock adversely
affected by the proposed amendment. In addition, our certificate of incorporation provides that before any such
amendment may be put to a stockholder vote, it must be approved by the unanimous consent of our board of directors.
As a result, the undistributed earnings for each year are allocated based on the contractual participation rights of the
Class A and Class B common shares and Class C capital stock as if the earnings for the year had been distributed.
As the liquidation and dividend rights are identical, the undistributed earnings are allocated on a proportionate basis.
The net income per share amounts are the same for Class A and Class B common stock and Class C capital stock
because the holders of each class are legally entitled to equal per share distributions whether through dividends or in
liquidation. Further, as we assume the conversion of Class B common stock in the computation of the diluted net
income per share of Class A common stock, the undistributed earnings are equal to net income for that computation.
In the years ended December 31, 2014 and 2016, the net income per share amounts are the same for Class A
and Class B common stock and Class C capital stock because the holders of each class are entitled to equal per share
dividends or distributions in liquidation in accordance with the Amended and Restated Certificate of Incorporation of
Alphabet Inc.
In the year ended December 31, 2015, the Class C Adjustment Payment was allocated to the numerator for
calculating net income per share of Class C capital stock from net income available to all stockholders and the remaining
undistributed earnings were allocated on a pro rata basis to Class A and Class B common stock and Class C capital
stock based on the number of shares used in the per share computation for each class of stock. The weighted-average
share impact of the Class C Adjustment Payment is included in the denominator of both basic and diluted net income
per share computations for the year ended December 31, 2015.
The following table sets forth the computation of basic and diluted net income per share of Class A and Class B
common stock and Class C capital stock (in millions, except share amounts which are reflected in thousands and per
share amounts):
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Year Ended December 31,

2014
Class A

Class B

ClassC

Numerator

~!defStion Ot,~!l:~nS~·nJH~d eamirigs ~ co~.~n~ipQ'_~,eratfon~
Allocation of undistributed

earnings~

5,700
216

discontinued operations

$

1,107
42

$

6,813
258

$5.916'"~~

'Total,

------------

Denominator

,Nulll~<~~·~;h~reS

used in per share CompUtatiOn

282,877

54,928

338,130

20,15
OJ6

20.15
0,76

2(U5

Basic net income per share:

¢(>1lii~uinl;lol>f8ti0 n•
Discontinued operations

6~$J~.net ih~fue

pef ~hare

~·

:>.

,20:91

0,76
$

20-91

Diluted net income per share:
·Numerator ·

5,700

Allocation of undistributed earnings for basic computation- continuing operations

Reallo~?Btiol):ofur\di$Ufbtit~d·'eamirlg5 as 8 rl!SulfofCOnverstorl OfCIBss B to:Cia$s A shares

1,107
(20)

Reallocation of undistributed earnings

6,813

0
(18)

0
20

~."$T,''89 $6,'833
-----------216
42
258

Aflo~tion o~ u~l$~~~~:aarni~s· ~ ~ntl'l~ing ~perations
Allocation of undistributed earnings for basic computation- discontinued operations

Reaflo~tlo~ -of undistributed ~Smlngs as ·a·raSulf o( Conversion of Class B to Class A shares

42

Reallocation of undistributed earnings

(1)

All~ti~fi·~f.:il~~~~t~t)u~~ e~r~f~gs·.:~iscOI:ltirnle~ .<iPei'~tiohs

1,107

$

257

0
(1)

$

41

1

$

259

Denominator

~um~~ ~~~h~.re~:u:$~· in baSic: ComputatiOn.·

282,877

54;928

338,130

Weighted-average effect of dlluttve securities

Mdc
Conversion of Class B to Class A common shares outstanding

54,928

fl~•ttiotect !if~~ uni!S .and q\h~~ con~ng~ly isSuable shares

~----~
342,377
54,928
344,693

Number of shares used in per share computation

E>ilutOd Qat inc:O"!"'pal~!lalll:',
Continuing operations

19,82

Dh~cont!Auect,O~tS:tions

0,75
20,57

$

19,82

$

19,82

0,75
-----------$
$
$
20,57

Diluted net income per share

0.75
20,57

===== ====== =====
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Bas.i4:; net income per share:
Numerator

AdjQst....,nt Pay~nt to s;Jass C C!lpMal stockholders

0 $

0

$

522

AllocaUon of undistributed earnings

6,695

$

1,196

$

7,935

Tt>\al

6,695

$

1,196

$·

8,457

Denominator
Nulnbei' of ,share:&- used in 'per-share computation

289,640
51,745
343,241
-----------$
23.11 $
23.11
24.63

Basic net income per share

$

~======

~ilut~,net lncom~ ~~i~are:

Numerator

Adjustment ~Y!""nl

to Class () <:aplta! stoCkholders

$

A11ocation of undistributed earnings for basic computation

6,695

Reallocation ~f ~ndfstributecteamings as a result, of conversion "of Class B to Class A s,hares
Reallocation of undistributed earnings

1,196
~

Alfocatloh of UOdi~;itributed. earn_rhgs

522

1,196

7,935

0

0

_ _ _,_14_) _ _ _
39_

~~~

Denominator
; ,'Number Of sha,r~)IS~ in basit; cotriputation

51,745

289,640

343,241

Weighted-average effect of di!utive securities

Add:
Conversion of Class 8 to Class A common shares outstanding

51,745

Restrict~ ~~?Cl(~lms pnd 9~~r ConunQ~tly isSu8b!9 ·Shares

~----~
343,780
51,745
349,150

Number of shares used in per share computation
'Diluted net incofn& per Share

$

2Z.84

$

22.84

~

~~=

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00280

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 215 here 27398.215

LAP51NQ082 with DISTILLER

73

275
Table of Contents

Alphabet Inc.
Year Ended December 31,

2016
Class A
Bas~ net In~r!le

Class B

Class C

pElf t!~ar,e:

Numerator

AJIQCI!tion ofundlst(lbuted eamlnga

8,332

1,384

9,762

Denominator

Number of sluf(es ~ed

in·pei ~hare oomplrlation·

48;859 ~

294,217

Basic net income per share

$

28.32

$

28.32

$

28.32

M32

$

1,384

$

9,762

DilUted> net {o~m& per share:
Numerator

Alloca.tlort dt)~is!~~,~ted earnings for basic c:O:mP!Jlation
Effect of di!utlve securities in equity method investments and subsidiaries

(10)
-----------_ _8_,3_23_ _ _ _1_,3_82____9_,7_52_
(9)

AI~H9n.ofi:llidfStributsd e~l'l)ings for diluted oon,putati~n
Reallocation of undistributed earnings as a result of conversion of Class B to Class A shares

ReallOcation oJund~t~ib~te~e,arnings

(2)

1,382
~

Allocation of undistributed earnings

_ _ _(_21_) _ _ _
94_

9,611

1,361

9,846

294,217

48,859

344,702

48,859

353,575

, Oer:tOtninator
Number of shares used in basic computation
Weighted~avemge

effect of dilutive securities

Add:
Con\le!'S!Qn ~Of Cla.$_5 B to Cl~&s A common s~ar~ o~ts~anding

48,859

Restricted stock units and other contingently issuable shares

2,055

Number of ~1\a_res.:used In Per s~are comput~tion
Diluted net income per share

Note 12.

8,873

345,131
$

27.85

$

27.85

$

27.85

Stockholders' Equity

Convertible Preferred Stock
Our board of directors has authorized 100 million shares of convertible preferred stock, $0.001 par value, issuable
in series. As of December 31,2015 and 2016, there were no shares issued or outstanding.

Class A and Class B Common Stock and Class C Capital Stock
Our board of directors has authorized three classes of stock, Class A and Class B common stock, and Class C
capital stock. The rights of the holders of each class of our common and capital stock are identical, except with respect
to voting. Each share of Class A common stock is entitled to one vote per share. Each share of Class B common stock
is entitled to 1o votes per share. Class c capital stock has no voting rights, except as required by applicable law.
Shares of Class B common stock may be converted at any time at the option of the stockholder and automatically
convert upon sale or transfer to Class A common stock.

Stock Plans
Under our 2012 Stock Plan, RSUs or stock options may be granted. An RSU award is an agreement to issue
shares of our publicly traded stock at the time the award vests. Incentive and non-qualified stock options, or rights to
purchase common stock, are generally granted for a term of 10 years. Options and RSUs granted to participants under
the 2012 Stock Plan generally vest over four years contingent upon employment or service with us on the vesting date.
As of December 31,2016, there were 26,206,647 shares of stock reserved for future issuance under our Stock
Plan.
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Stock-Based Compensation

The following table presents our aggregate stock-based compensation expense by type of costs and expenses
per the Consolidated Statements of Income (in millions):
Year Ended December 31,

2014

Cost of revim.~es

$

Research and development

2,200

806

$

3,354

899

1,078

861

1,282

General and administrative
Discontinued operations

0

Total stock-based compensation expense

1,157

2,687

715

Sales and marketing

2016

2015

535 $

5,253

$

0
6,871

For the years ended December 31, 2014, 2015, and 2016, we recognized tax benefits on total stock-based
compensation expense from continuing operations of $867 million, $1,133 million, and $1,465 million, respectively,
and from discontinued operations of $30 million, $0 million and $0 million, respectively. In addition, as a result of the
Tax Court ruling in Altera Corp. v. Commissioner, we have recorded a tax benefit of $522 million and $690 million
related to 2015 and 2016 stock-based compensation expense, respectively, that will be subject to reimbursement of
cost share payments if the tax court's opinion is sustained. Refer to Note 14 for more detail regarding the Altera case.
Total direct tax benefit realized, Including excess tax benefits, from stock-based awards vested or exercised
during the years ended December 31, 2014, 2015, and 2016, was $1,356 million, $1,544 million, and $2,137 million,
respectively. These amounts do not include the Indirect effects of stock-based awards, which primarily relate to the
research and development tax credit.
Of the total stock-based compensation expense from continuing operations recognized in the years ended
December31, 2014,2015, and 2016,$0 million, $50 million, and$168 million, respectively, was associated with awards
expected to be ultimately settled in cash. Awards which we expect to be ultimately settled in cash are classified as
liabilities in our Consolidated Balance Sheets.
Beginning January 1, 2016, we account fur forfeitures as they occur, rather than estimate expected forfeitures.
The net cumulative effect of this change was recognized as a $133 million reduction to retained earnings as of January
1, 2016.
Stock-Based Award Activities

The following table summarizes the activities for our unvested restricted stock units (RSUs) for the year ended
December 31, 2016:
Unvested Restricted Stock Units
WeightedAverage
Grant-Date
Fair Value

Number of
Shares

Unvested as of December 31, 2015
Granted
Vested
Forteited/cancelad
Unvested as of December 31,2016

25,741,186

$

531.74

13,502,900

$

713.89

(12,002,071) $

532.87

(1,893;060). $

562.03

25,348,955

624.92

$

The weighted-average grant-date fair value of RSUs granted during the years ended December 31, 2014 and
2015, was $573.71 and $546.46, respectively. Total fair value as of the respective vesting dates of RSUs vested during
the years ended December 31,2014,2015 and 2016 was $6.0 billion, $6.9 billion, and $9.0 billion, respectively.
As of December 31, 2016, there was $14.6 billion of unrecognized compensation cost related to unvested
employee RSUs. This amount is expected to be recognized over a weighted-average period of 2. 7 years.
As of December 31, 2016, we had 3.3 million stock options outstanding and exercisable, and $2 million of
unrecognized compensation cost related to unvested stock options. During the years ended December 31, 2014, 2015,
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and 2016, the amount of cash received from the exercise of stock options was $465 million, $393 million, and $298
million, respectively.
Share Repurchases

In October2015, the board of directors of Alphabet authorized the company to repurchase up to$5,099,019,513.59
of its Class C capital stock, commencing in the fourth quarter of 2015. In January 2016, the board of directors of
Alphabet authorized the company to repurchase an additional amount of approximately 514 thousand shares. The
repurchases were executed, subject to general business and market conditions and other investment opportunities,
through open market purchases or privately negotiated transactions, including through the use of 1Ob5-1 plans. During
2016, we repurchased and subsequently retired approximately 5.2 million shares of Alphabet Class C capital stock
for an aggregate amount of approximately $3.7 billion. We completed all authorized share repurchases under this
repurchase program as of June 30, 2016.
In October 2016, the board of directors of Alphabet authorized the company to repurchase up to $7,019,340,976.83
of its Class C capital stock. The repurchases are expected to be executed from time to time, subject to general business
and market conditions and other investment opportunities, through open market purchases or privately negotiated
transactions, including through Rule 1Ob5-1 plans. No shares were repurchased in 2016 under this program.

Note 13.

401(k) Plans

We have two 401(k) Savings Plans (401(k) Plans) that qualify as deferred salary arrangements under Section 401
(k) of the Internal Revenue Code. Under these 401(k) Plans, matching contributions are based upon the amount of
the employees' contributions subject to certain limitations. We contributed approximately $259 million, $309 million,
and $385 million for the years ended December 31, 2014,2015, and 2016.

Note 14.

Income Taxes

Income from continuing operations before income taxes included income from domestic operations of $8,894
million, $8,271 million, and $12,020 million for the years ended December31, 2014, 2015, and 2016, and income from
foreign operations of $8,365 million, $11,380 million, and $12,130 million for the years ended December 31, 2014,
2015, and 2016.
The provision for income taxes consists of the following (in millions):
Year Ended December 31,
2014

2015

2016

Current:
Federal

$

2,716

$

3.235

$

3,520

Slat$,

157

(397)

Foreign

774

723

966

3,647

3,561

4,792

Total

306

Deferred:
Fed&:ral
State
Foreign
Total
Provision forinc.ome :taxes

$

29

(198)

6

(43)

0

(43)
(8)

(17)

(50)

3,!)39

(70)

(258)

$

3,303

(120)
$

4,672
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The reconciliation of federal statutory income tax rate to our effective income tax rate is as follows:
Year Ended December 31,
2014

u.s. rederallllatutory lax rate
Foreign rate differential
f'ederal research credit
Stock-based compensation expense
Other adjustments
Effective tax rate

2015

2016

35.0%
(12.2)%

35.0%
(13.4)%

35.0%
(11.0)%

(1.8)%
0.1%

(2.1)%
0.3%

(2.0)%
(3.4)%

o,o%

(3.0)%
16.8%

0.7%
19.3%

21.1%

We adopted ASU 2016-09 on January 1, 2016, which requires the excess tax benefits or deficiencies to be
reflected in the Consolidated Statements of Income as a component of the provision for income taxes whereas they
previously were recognized in equity. Total excess tax benefits recognized in 2016 was $1.0 billion.
Our effective tax rate is impacted by earnings realized in foreign jurisdictions with statutory tax rates lower than
the federal statutory tax rate. Substantially all of the income from foreign operations was earned by an Irish subsidiary.
As of December 31, 2016, we have not recognized deferred U.S. income taxes and foreign withholding taxes on
a cumulative total of $60.7 billion of undistributed earnings and other basis differences in our foreign subsidiaries. We
intend to indefinitely reinvest those earnings and other basis differences in operations outside the U.S. If such earnings
and other basis differences in our investment foreign subsidiaries were to be repatriated in the future, they would be
subject to U.S. income taxes and applicable non-U.S. income and withholding taxes. Determining the unrecognized
deferred tax liability related to such investments in foreign subsidiaries that are indefinitely reinvested is not practicable.
On July 27, 2015, the United States Tax Court, in an opinion in Altera Corp. v. Commissioner, invalidated the
portion of the Treasury regulations issued under IRC Section 482 requiring related-party participants in a cost sharing
arrangement to share stock-based compensation costs. The U.S. Tax Court issued the final decision on December
28, 2015. The IRS served a Notice of Appeal on February 22, 2016. At this time, the U.S. Treasury has not withdrawn
the requirementto include stock-based compensation from its regulations. We have evaluated the opinion and continue
to record a tax benefit in 2016 related to reimbursement of cost share payments for the previously shared stock-based
compensation costs. In addition, we continue to record a tax liability for the U.S. tax cost of potential repatriation of
the associated contingent foreign earnings because at this time we cannot reasonably conclude that the Company
has the ability and the intent to indefinitely reinvest these contingent earnings. The net impact to our consolidated
financial statements is not material. We will continue to monitor developments related to the case and the potential
impact on our consolidated financial statements.
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Deferred Income Taxes
Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components
of our deferred tax assets and liabilities are as follows (in millions):

As of December 31, 2016, our federal and state net operating loss carryforwards for income tax purposes were
approximately $592 million and $681 million. If not utilized, the federal net operating loss carryforwards will begin to
expire in 2021 and the state net operating loss carryforwards will begin to expire in 2017. It is more likely than not that
our state net operating loss carryforwards will not be realized; therefore, we have recorded a valuation allowance
against them. The net operating loss carryforwards are subject to various annual limitations under the tax laws of the
different jurisdictions. Our foreign net operating loss carryforwards for income tax purposes were $304 million that will
begin to expire in 2022.
As of December 31, 2016, our California research and development credit carryforwards for income tax purposes
were approximately $1,515 million that can be carried over indefinitely. We believe the state tax credit is not likely to
be realized. Our foreign tax credit carryforwards for income tax purposes were approximately $166 million that will
start to expire in 2025. We believe it is more likely than not that all of the foreign tax credit will be realized.
As of December 31, 2016, we maintained a valuation allowance with respect to certain of our deferred tax assets
relating primarily to investment losses that are capital in nature, California deferred tax assets, and certain foreign net
operating losses that we believe are not likely to be realized. We established a deferred tax asset for the book-to-tax
basis difference in our investments in Arris shares received from the sale of the Motorola Home business to Arris in
2013. Since any future losses to be recognized upon the sale of Arris shares will be capital losses, a valuation allowance
has been recorded against this deferred tax asset to the extent such deferred tax asset is not likely to be covered by
capital gains generated as of 2016. We reassess the valuation allowance quarterly and if future evidence allows for a
partial or full release of the valuation allowance, a tax benefit will be recorded accordingly.
As a result oftheAitera opinion, we have recognized a deferred tax asset of $4.4 billion and a deferred tax liability
of $4.4 billion. Refer to above for more details on the Altera case.
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Uncertain Tax Positions
The following table summarizes the activity related to our gross unrecognized tax benefits from January 1, 2014
to December 31, 2016 (in millions):
2016

eeginning gross unrlli:Ognized ·~ax tl'eneflts
Increases related to prior year tax positions
Decreases related to prior
tax positions
Decreases related to settlement with tax authorities
Increases related to.current year. !SJ< position!!"·.
Ending gross unrecognized tax benefits

$

$

$

year

4,167
899
(157)
(196)

sao

5,393

The total amount of gross unrecognized tax benefits was $3,294 million, $4,167 million, and $5,393 million as of
December 31, 2014, 2015, and 2016, respectively, of which, $2,909 million, $3,614 million, and $4,258 million if
recognized, would affect our effective tax rate.
As of December 31,2015 and 2016, we had accrued $348 million and $493 million in interest and penalties in
provision for income taxes.
We file income tax returns in the U.S. federal jurisdiction and in many state and foreign jurisdictions, our two
major tax jurisdictions are the U.S. federal and Ireland. We are subject to the continuous examination of our income
tax returns by the IRS and other tax authorities. The IRS completed its examination through our 2006 tax years; all
issues have been concluded except for one which is currently under review in Tax Court. The IRS is currently examining
our 2007 through 2012 tax returns. We have also received tax assessments in multiple foreign jurisdictions asserting
transfer pricing adjustments or permanent establishment. We continue to defend any and all such claims as presented.
Our 2013,2014, 2015, and 2016 tax years remain subject to examination by the IRS for U.S. federal tax purposes,
and our 2011 through 2015 tax years remain subject to examination by the appropriate governmental agencies for
Irish tax purposes. There are other ongoing audits in various other jurisdictions that are not material to our financial
statements.
We regularly assess the likelihood of adverse outcomes resulting from these examinations to determine the
adequacy of our provision for income taxes. We continue to monitor the progress of ongoing discussions with tax
authorities and the impact, if any, of the expected expiration of the statute of limitations in various taxing jurisdictions.
We believe that an adequate provision has been made for any adjustments that may result from tax examinations.
However, the outcome of tax audits cannot be predicted with certainty. If any issues addressed in our tax audits are
resolved in a manner not consistent with management's expectations, we could be required to adjust our provision for
income taxes in the period such resolution occurs. Although the timing of resolution, settlement, closure of audits is
not certain, it is reasonably possible that certain U.S. federal and non-U.S. tax audits may be concluded within the
next 12 months, which could significantly increase or decrease the balance of our gross unrecognized tax benefits.
We estimate that our unrecognized tax benefits as of December 31, 2016 could possibly decrease by
approximately $200 million to $700 million in the next 12 months. Positions that may be resolved include various U.S.
and non-U.S. matters.
Note 15.

Information about Segments and Geographic Areas

We operate our business in multiple operating segments. Google is our only reportable segment. None of our
other segments meet the quantitative thresholds to qualify as reportable segments; therefore, the other operating
segments are combined and disclosed below as Other Bets.
Our reported segments are described below:
Google - Google includes our main internet products such as Search, Ads, Commerce, Maps, YouTube,
Google Cloud, Android, Chrome, and Google Play as well as our hardware initiatives. Our technical
infrastructure and some newer efforts like virtual reality are also included in Google. Google generates revenues
primarily from advertising, sales of digital content, apps and cloud offerings, and sales of hardware products.
Other Bets- Other Bets is a combination of multiple operating segments that are not individually material.
Other Bets includes businesses such as Access, Calico, CapitaiG, GV, Nest, Verily, Waymo, and X. Revenues
from the Other Bets are derived primarily through the sales of internet and TV services through Google Fiber,
sales of Nest products and services, and licensing and R&D services through Verily.
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Revenue, cost of revenue, and operating expenses are generally directly attributed to our segments. Inter-segment
revenues are not presented separately, as these amounts are immaterial. Our Chief Operating Decision Maker does
not evaluate operating segments using asset information. Prior period segment information has been recast to conform
to the current period segment presentation.
Information about segments during the periods presented were as follows (in millions):

2016

Revenues:
Google
Other Bets
Total revenues

$
$

65,674 $
327
66,001 $

74,544 $
445
74,989 $

89,463
809
90,272

Year Ended December 31,

2014

Operating income (loss):
Google
Other Sets
Reconciling items'''

$

$

To!illjnpp111efro'!l operati0ns
{1)

2016

2015

18,965 $
(1,893)
(576)
16,:498 $

23,319 $
(3,456)
(503)
19,360. $

27,892
(3,578)
(598)
23,716

Reconciling items are primarily related to corporate administrative costs and other miscellaneous items that are not allocated
to individual segments.
Year Ended December 31,

2014

papltat expendit~r"(s:
Google
Other:E!ets·
Reconciling items12>
Total C!tpilal expenditures as presented on !lie Consolidated
Sta!,emerits of Cash .Flows

2015

2016

$

11,178 $
496

8,868 $
850
232

9,417
'1,385
(590)

$

11,014 $

9,950 $

10,212

Reconciling ttems are related to timing differences of payments as segment capital expenditures are on accrual basis while
total capital expenditures shown on the Consolidated Statements of Cash Flow are on cash basis and other miscellaneous
differences. For the year ended December 31, 2014, reconciling items included capital expenditures of Motorola Mobile.
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Stock-based compensation (SBC) and depreciation, amortization, and impairment are included in segment
operating income (loss) as below (in millions):
Year Ended December 31,

2014

2015

2016

Stock-based CQinpensa!ion:
Google

$

3,686

4,610

$

Other Bets

338

475

Reconciling items'''

151

118

Total stock-based ccimpensatioh<'>

$

5,926
647
130

$

4,175, $

5,203

$

!;,703

$

4,779

4,839

$

5,800

Depreciation, amortization, and Impairment:
Google
Other Beits
Reconciling items<5>

al\d

1rr\paitlllent as.
Total deprebiation, amort~atibr\,
pres,enled on the. Consotictatf.l!l sta1em~jl1ls of Cash Flows
{3)
{4)

'"

$

$

147

203

340

53

21

4

4,979

5,063

$

$

6.144

Reconciling items represent corporate administrative costs that are not allocated to individual segments.
For purposes of segment reporting, we define SBC as awards accounted for under FASB ASC Topic 718 that we expect to
settle in stock. SBC for segment reporting does not include expenses related to awards that we expect to ultimately settle in
cash. For the year ended December 31, 2014, amounts exclude SBC from discontinued operations.
Reconciling items are primarily related to corporate administrative costs and other miscellaneous items that are not allocated
to individual segments. Fortheyearended December31, 2014, reconciling items primarily represent depreciation, amortization
and impairment related to Motorola Mobile.

Revenues by geography are based on the billing addresses of our customers. The following tables set forth
revenues and long-lived assets by geographic area (in millions):
Year Ended December 31,

2014

2016

2015

Revenues:
United States

$

29,482

$

34,810

$

42,781

United Kingdom

6,483

7,067

7,787

Rest of the world

30,036

33,112

39,704

$~

TotaFreveniJes

Lohg-livect assets:
United States
International
Total long-lived assets

Note 16.

66,001

$

74,9S9

$

90,272

As of

As of

December 31,

December 31,

2015

2016

$
$

43,686
13,661
57,347

$
$

47,383
14,706
62,089

Subsequent Event

In January 2017, Temasek, a Singapore-based investment company, signed a binding commitment to purchase
a non-controlling interest in Verily for an aggregate of $800 million in cash. We closed the first tranche of the investment
in February 2017 and anticipate closing the second and final tranche upon completion of certain terms in the second
half of 2017. The transaction will be accounted for as an equity transaction with no gain or loss recognized.
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ITEM 9.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 under the Exchange Act, as of the
end of the period covered by this Annual Report on Form 10-K.
Based on this evaluation, our chief executive officer and chief financial officer concluded that, as of December
31, 2016, our disclosure controls and procedures are designed at a reasonable assurance level and are effective to
provide reasonable assurance that information we are required to disclose in reports that we file or submit under the
Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the SEC's rules
and forms, and that such information is accumulated and communicated to our management, including our chief
executive officer and chief financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting that occurred during the quarter ended
December 31, 2016 that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

Management's Report on Internal Control over Financial Reporting
Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as defined in Rule 13a-15(f) of the Exchange Act. Our management conducted an evaluation of the effectiveness of
our internal control over financial reporting based on the framework in Internal Control-Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework). Based on this
evaluation, management concluded that our internal control over financial reporting was effective as of December 31,
2016. Management reviewed the results of its assessment with our Audit Committee. The effectiveness of our internal
control over financial reporting as of December 31, 2016 has been audited by Ernst & Young LLP, an independent
registered public accounting firm, as stated in its report which is included in Item 8 of this Annual Report on Form 10K.

Limitations on Effectiveness of Controls and Procedures
In designing and evaluating the disclosure controls and procedures, management recognizes that any controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the
desired control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there
are resource constraints and that management is required to apply its judgment in evaluating the benefits of possible
controls and procedures relative to their costs.

ITEM 98. OTHER INFORMATION
None.
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PART Ill
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
The information required by this item will be included under the caption "Directors, Executive Officers, and
Corporate Governance" in our Proxy Statement for 2017 Annual Meeting of Stockholders to be filed with the SEC
within 120 days of the fiscal year ended December 31, 2016 (2017 Proxy Statement) and is incorporated herein by
reference. The information required by this item regarding delinquent filers pursuant to Item 405 of Regulation S-K will
be included under the caption "Section 16(a) Beneficial Ownership Reporting Compliance" in the 2017 Proxy Statement
and is incorporated herein by reference.
ITEM 11. EXECUTIVE COMPENSATION
The information required by this item will be included under the captions "Director Compensation," "Executive
Compensation" and "Directors, Executive Officers, and Corporate Governance-Corporate Governance and Board
Matters-Compensation Committee Interlocks and Insider Participation" in the 2017 Proxy Statement and is
incorporated herein by reference.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS
The information required by this item will be included under the captions "Common Stock Ownership of Certain
Beneficial Owners and Management" and "Equity Compensation Plan Information" in 2017 Proxy Statement and is
incorporated herein by reference.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
The information required by this item will be included under the captions "Certain Relationships and Related
Transactions" and "Directors, Executive Officers, and Corporate Governance-Corporate Governance and Board
Matters-Director Independence" in the 2017 Proxy Statement and is incorporated herein by reference.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required by this item will be included under the caption "Independent Registered Public Accounting
Firm" in the 2017 Proxy Statement and is incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a)

We have filed the following documents as part of this Annual Report on Form 10-K:

1. Consolidated Financial Statements
Reports of Ernst & Young LLP. Independent Registered Public Accounting Firm
Financial Statements:
Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Comprehensive Income
Consolidated Statements of Stockholders' Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
2. Financial Statement Schedules
Schedule II: Valuation and Qualifying Accounts
The table below details the activity of the allowance for doubtful accounts and sales credits for the three years
ended December 31, 2016 (in millions):
Balance at
Beginning of
Year

Additions

Usage

Balance at
End of Year

(In millions)

$.

Year ended becember31, 2014
Year ended December 31, 2015
ysat.Mded Deiam:~ber 31, 2016
Note:

$
$

631
225
296

$

.1,24Q
579

$

942

$

$
$
$

{1,646) $
{508) $
(771) $

225
296
467

Additions to the allowance for doubtful accounts are charsed to expense. Additions to the allowance for sales credits are charged against
revenues. For the year ended December 31, 2014, additions included the impact from the Motorola acquisition and usage included the
Impact from the sale of Motorola Mobile business.

All other schedules have been omitted because they are not required, not applicable, or the required information
is otherwise included.

3. Exhibits
See the Exhibit Index immediately following the signature page of this Annual Report on Form 10-K.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized.
Date: February 2, 2017

ALPHABET INC.

By:

IS/

lARRY PAGE

Larry Page
Chief Executive Officer
(Principal Executive Officer of the Registrant)

POWER OF ATTORNEY
KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Larry Page and Ruth M. Porat, jointly and severally, his or her attorney-in-fact, with the power of
substitution, for him or her in any and all capacities, to sign any amendments to this Annual Report on Form 10-K and
to file the same, with exhibits thereto and other documents in connection therewith, with the Securities and Exchange
Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or his or her substitute or substitutes,
may do or cause to be done by virtue hereof.
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signed below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.
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Chief Executive Officer, Co-Founder and
------'-'-s_i-:-'LA=R-::RY=P_A.c.G.:E______ Director (Principal Executive Officer)

February 2, 2017

Larry Page

Senior Vice President and Chief Financial
_____,_s_/-::-R-:u:-T-:-:H:-M::-._P...,o_RA_T_ _ _ _ _ Officer (Principal Financial Officer)

February 2, 2017

Ruth M. Porat

Vice President, Corporate Controller, and
Chief Accounting Officer (Principal
_ _ _ _ls_i__,J_A_M_E-:s:-G,._C_A...,M_P,.B_E_LL_ _ _ _ Accounting Officer)

February 2, 2017

James G. Campbell

lSI

Executive Chairman of the Board of
Directors

ERIC E. SCHMIDT

February 2, 2017

--------=E...,ric-E=.-=s:-c~hm~ld""t-------

_ _ _ _ _,;_is:;/-::.::.S.::.ER_;G.::.E;:.Y:,.::B_R_;IN:_______ President, Co-Founder, and Director

February 2, 2017

Sergey Brin

February 2, 2017

_____
ls_I-:--L-:._,Jo:-:Hc:N=D:-:o,;_E_RR_ _ _ _ _ Director
L. John Doerr

February 2, 2017

_ _ _,_s_i___,R=-o_G_E""'R"'W:-::-._F_E_R_G_u_so,..N_.c.,J_R_._ _ _ Director
Roger W. Ferguson, Jr.

February 2, 2017

_____ls.:/-:::D,_I,;_A-,NE:-:;8:. .:G,;_R.:EE;:;N.:E:_____ Director
Diane B. Greene

JOHN L HENNESSY

Director

February 2, 2017

lSI ANN MATHER
Director
_____________

February 2, 2017

_____i,;_S/--;A;";'LA-:-':N;-R-:-:.:-:M;-U,:,:LA:...:LL:.Y_ _ _ _ _ Director

February 2, 2017

IS/

---------:J:-:oh:-:n~L:-.7
H~e--nn:-:e:-:s:-:sy~-----

-----------:A-n-n~M:-a~th_e_r

Alan R. Mulally

February 2, 2017

_ _ _ __;i;:;S/-:;_:PA:.:.U::;L;_:S:;::·,_:O::,T:_:E;:L;:;LI:_:N:_I----Director
PaulS. Otellini

K. RAM SHRIRAM
Director
____________

February 2, 2017

_____l_sl__::;cS;:;H:;IR:-:L~EY:;-:;M:;,.:-:T:-:I::cLG:-:H:-MA--N_____ Director

February 2, 2017

lSI

--------~K."""'R::-a-m-S~h:-r~irn_m
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by reference herein

Form

Description

~

Agreement and Plan of Merger, dated
October 2, 2015, by and among Google
Inc., the Registrant and Maple Technologies
Inc.

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

3.01

Amended and Restated Certificate of
Incorporation of the Registrant, dated
October 2, 2015

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

3.02

Amended and Restated Bylaws of the
Registrant, dated October 2, 2015

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.01

Specimen Class A Common Stock
certificate

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.02

Specimen Class C Capital Stock certificate

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

Date

4.03

Alphabet Inc. Deferred Compensation Plan

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.04

Transfer Restriction Agreement, dated
October 2, 2015, between the Registrant
and Larry Page and certain of his affiliates

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.05

Transfer Restriction Agreement, dated
October 2, 2015, between the Registrant
and Sergey Brin and certain of his affiliates

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.06

Transfer Restriction Agreement, dated
October 2, 2015, between the Registrant
and Eric E. Schmidt and certain of its
affiliates

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.07

Class C Undertaking, dated October 2,
2015, executed by the Registrant

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

4.08

Indenture, dated February 12, 2016,
between the Registrant and The Bank of
New York Mellon Trust Company, N.A., as
Trustee

Registration Statement on
Form S-3 (File No.
333-209510)

February 12, 2016

4.09

Registrant Registration Rights Agreement
dated December 14, 2015

Registration Statement on
Form S-3 (File No.
333-209518)

February 12, 2016

4.10

First Supplemental Indenture, dated April
27, 2016, between the Registrant and The
Bank ol New York Mellon Trust Company,
N.A., as trustee

Current Report on Form 8-K
(File No. 001-37580)

April27, 2016

4.11

Form of the Re~istrant's 3.625% Notes due
2021 (included 1n Exhibit4.10)

4.12

Form of the Registrant's 3.375% Notes due
2024 (included in Exhibit 4. 10)

4.13

Form of the Registrant's 1.998% Note due
2026

Current Report on Form 8-K
(File No. 001-37580)

August 9, 2016

10.01

Form of Indemnification Agreement entered
into between the Registrant, its affiliates
and its directors and officers

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

Letter Agreement, dated June 22, 2016,
between Roger W. Ferguson, Jr. and the
Registrant

Current Report on Form 8-K
(File No. 001-37580)

June 29,2016

Offer Letter, dated March 20,2015,
between Ruth Porat and Google Inc., as
assumed by the Registrant on October 2,
2015

Current Report on Form 8-K
(File No. 00 1-36380)

March 26, 2015

10.02

•

10.03

•
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Exhibit

Number

Description

Form

~ + Compensation Plan Agreement, dated
October 2, 2015, between Google Inc. and
the Registrant

+ Director Arrangements Agreement, dated
October 2, 2015, between Google Inc. and
the Registrant

October 2, 2015

+

Alphabet Inc. Deferred Compensation Plan

Current Report on Form 8-K
(File No. 001-37580)

October 2, 2015

10.07

+ Google Inc. 2004 Stock Plan, as amended

Current Report on Form 8-K
(File No. 000-50726)

June 7, 2011

10.07.1

+ Google Inc. 2004 Stock Plan -Form of

Annual Report on Form 10-K
(File No. 000-50726)

March 30, 2005

Google Stock Option Agreement
Google Inc. 2004 Stock Plan- Form of
Google Restricted Stock Unit Agreement

Annual Report on Form 1O-K
(File No. 000-50726)

March 30, 2005

10.07.2

+

10.07.3

+ Google Inc. 2004 Stock Plan- Amendment

Registration Statement on
Form S-3 (File No.
333-142243)

April 20, 2007

Current Report on Form 8-K
(File No. 001-37580)

June 10,2016

10.08

+ Alphabet Inc. 2012 Stock Plan

10.08.1

+ Amendment to the Alphabet Inc. 2012 Stock Quarterly Report on Form 10-Q
Plan

10.08.2

+ Alphabet Inc. 2012 Stock Plan- Form of
Alphabet Restricted Stock Unit Agreement

10.09

+

10.10

+ AdMob, Inc. 2006 Stock Plan and UK Sub-

Motorola Mobility Holdings, Inc. 2011
Incentive Compensation Plan

Plan of the Ad Mob, Inc. 2006 Stock Plan

(File No. 001-37580)

November 3,
2016

Quarterly Report on Form 10-Q
(File No. 001-37580)

November 3,
2016

Registration Statement on
Form S-8 (File No.
333-181661)

May 24, 2012

Registration Statement on
Form S-8 filed (File No.
333-167411)

June 9, 2010

10.11

+

Apigee Corporation 2015 Equity Incentive
Plan

Registration Statement on
Form S-8 (File No.
333-214573)

November 10,
2016

10.11.1

+ Apigee Corporation 2015 Equity Incentive

Registration Statement on
Form S-8 (File No.
333-214573)

November 10,
2016

Plan- Form of Restricted Stock Unit
Agreement
10.12

+

Apigee Corporation 2005 Stock Incentive
Plan

Registration Statement on
Form S-8 (File No.
333-214573)

November 10,
2016

10.12.1

+ Apigee Corporation 2005 Stock Incentive

Registration Statement on
Form S-8 (File No.
333-214573)

November 10,
2016

Plan -Form of Restricted Stock Unit Grant
Notice and Restricted Stock Unit Agreement
12

•

14.01

24.01

12:46 May 17, 2018

Computation of Earnings to Fixed Charge
Ratios
Code of Conduct of the Registrant effective
as of October 2, 2015

21.01
23.01
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Exhibit

Description

Number

~

Form

Date

Certification of Chief Executive Officer
pursuant to Exchange Act Rules 13a-14(a)
and 15d-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of
2002

31.02

Certification of Chief Financial Officer
pursuant to Exchange Act Rules 13a-14(a)
and 15d-14(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of
2002

32.01

:j:

Certifications of Chief Executive Officer and
Chief Financial Officer pursuant to
18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the SarbanesOxley Act of 2002

101.1NS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema
Document

101.CAL

XBRL Taxonomy Extension Calculation
Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition
Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase
Document

101.PRE

XBRL Taxonomy Extension Presentation
Linkbase Document

•

Indicates management compensatory plan, contract, or arrangement

:j:

Furnished herewith.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00296

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 231 here 27398.231

LAP51NQ082 with DISTILLER

Filed herewith.

291
Exhibit 12

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Year Ended December 31,

2014

,Earnings:
Pre-tax income from continuing
operations
Add:·
Fixed charges
Pre-,taxj~llQmiltron-.
continuing operations plus.
1ixed charges
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i
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included in rent expense
Tota11ixed charges
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SUBSIDIARIES OF THE REGISTRANT
The following is a list of subsidiaries of Alphabet Inc., omitting subsidiaries which, considered in the aggregate as a
single subsidiary, would not constitute a significant subsidiary as of December 31, 2016:

LAP51NQ082 with DISTILLER

VerDate Sep 11 2014

Delaware

Google Ireland Holdings

Ireland

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00298

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 233 here 27398.233

Jurisdiction of Incorporation or Organization

Name of Subsidiary
Google Inc.
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CONSENT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We consent to the incorporation by reference in the following Registration Statements:
(1) Registration Statement (Form S-8 No. 333-207254) pertaining to the Google Inc. 2004 Stock Plan, Alphabet
Inc. 2012 Stock Plan, Click Holding Corp. 2005 Stock Incentive Plan, AdMob, Inc. 2006 Stock Plan, UK SubPlan oftheAdMob, Inc. 2006 Stock Plan, Motorola Mobility Holdings, Inc. 2011 Incentive Compensation Plan
and Alphabet Inc. Deferred Compensation Plan,
(2) Registration Statement (Form S-3 No. 333-209510) of Alphabet Inc.,
(3) Registration Statement (Form S-8 No. 333-212914) pertaining to the Alphabet Inc. 2012 Stock Plan, and
(4) Registration Statement (Form S-8 No. 333-214573) pertaining to the Apigee Corporation 2015 Equity Incentive
Plan and the Apigee Corporation 2005 Stock Incentive Plan;
of our reports dated February 2, 2017, with respect to the consolidated financial statements and schedule of
Alphabet Inc. and the effectiveness of internal control over financial reporting of Alphabet Inc. included in this
Annual Report (Form 10-K) of Alphabet Inc. for the year ended December 31, 2016.

lsi Ernst & Young LLP
San Jose, California
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Exhibit 31.01
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a)AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I. Larry Page, certify that:
1.

I have reviewed this Annual Report on Form 10-K of Alphabet Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations
and cash fiows of the registrant as of, and for, the periods presented in this report;

4.

The registrant's other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15
(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be designed under our supervision. to ensure that
material information relating to the registrant. including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal
control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant's disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the
registrant's fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting; and

The registrant's other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant's auditors and the audit
committee of the registrant's board of directors (or persons performing the equivalent
functions):
(a)
All significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant's ability to record, process, summarize and report financial
infonnation; and
(b)

Any fraud, whether or not material, that involves management or other employees
who have a significant role in the registrant's internal control over financial
reporting.

Date: February 2. 2017
lSI

lARRY PAGE
Larry Page
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Exhibit 31.02
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ruth Porat, certify that:
1.

I have reviewed this Annual Report on Form 10-K of Alphabet Inc.:

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made. in light of the
circumstances under which such statements were made, not misleading with respect to the
period covered by this report:
Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the periods presented in this report;

3.

4.

5.

The registrant's other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15
(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:
(a)

Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal
control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant's disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the
registrant's fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting; and

The registrant's other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant's auditors and the audit
committee of the registrant's board of directors (or persons performing the equivalent
functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant's ability to record, process, summarize and report financial
information; and

(b)

Any fraud, whether or not material, that involves management or other employees
who have a significant role in the registrant's internal control over financial
reporting.

Date: February 2, 2017

lSI
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RUTH PORAT
Ruth Porat
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer}
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Exhibit 32.01
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Larry Page, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 1O-K of Alphabet Inc. for the fiscal year ended
December 31, 2016, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 and that information contained in such Annual Report on Form 10-K fairly presents, in all material respects,
the financial condition and results of operations of Alphabet Inc.
Date: February 2, 2017
By:
Name:
Title:

IS/

lARRY PAGE
Larry Page

Chief Executive Officer
(Pr!nclpa! Executive Officer)

I, Ruth Porat, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 1O-K of Alphabet Inc. for the fiscal year ended
December 31, 2016, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 and that information contained in such Annual Report on Form 10-K fairly presents, in all material respects,
the financial condition and results of operations of Alphabet Inc.
Date: February 2, 2017
By:
Name:
Title:

IS/

RUTH PORAT
Ruth Porat

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)
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The foregoing certifications are not deemed filed with the Securities and Exchange Commission for purposes
of Section 18 of the Securities Exchange Act of 1934, as amended (Exchange Act), and are not to be incorporated
by reference into any filing of Alphabet Inc. under the Securities Act of 1933, as amended, or the Exchange Act,
whether made before or after the date hereof, regardless of any general incorporation language in such filing.

297
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(MarkOoe)

~

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June JO, 2017

0

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
•'or the transition period from

to

Commission File Number: 001-35551

FACEBOOK, INC.
(Exact name of registrant as specified in its charter)

20-1665019

Delaware

(I.R.S. Employer ldtt~liftcadon Number)

(StateorotberjuriJtJictionoflncurporationororgHniz.ation)

1601 Willow Road, Menlo Park, California 94025
(Addressofprincipale,ttutiveomce§andZipCode)

(650) 543-4800
(Regbtrant'~telephonenumber,iocludingareacode)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15( d) of the Securities Exchange Act of 1934 (Exchange
Act) during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
No D
requircmcntsforthepast90days. Yes Iii
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S·T during the preceding 12 months (or for such shorter period that the registrant was required to submit
No D
andpostsuchfi!es). Yes [E]
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non·accelerated filer, smaller reporting company, or an emerging
growth company. See definition of"large accelerated filer," "accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b·2 of
the Exchange Act. (Check one):
Large accelerated filer

lEI

Non·accelerated filer

0

(Do not check if a smaller reporting company)

Accelerated filer

0

Smaller reporting company

0
0

Emerging gro\vth company
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Ifan emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any
new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.
No 00
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-.2 of the Exchange Act). Yes 0
Indicate the number of shares outstanding of each of the issuer's classes of Common Stock, as of the latest practicable date.
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NOTE ABOUT J.'ORWARD-LOOKING STATEMENTS
This Quarterly Report on Form I()...Q contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. All
statements oontained in lhis Quarterly Report on Fonn 1O~Q other than statements of historical fact, including statements regarding our future results of operations
and financial position, our business strategy and plans, and our objectives for future operations. are forward-looking statements. The words "believe," "may,"
"will," "estimate." "continue," "anticipate," "intend," "expect," and similar expressions are intended to identify forward-looking statements. We have based these
forward-looking statements largely on our current expectations and projections about future events and trends that we believe may affect our financial condition.
results of operations, business strategy, short-term and long-tcnn business operations and objectives, and financial needs. These forward-looking statements are
subject to a number of risks, uncertainties and assumptions, including those described in Part II, Item lA, "Risk Factors" in this Quarterly Report on Form 10-Q.
Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time. It is not possible for our management to
predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of factors, may cause actual results to
diflh materially from those contained in any forward~Jooldng statements we may make. In light of these risks, uncertainties and assumptions, the future events and
trends discussed in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and adversely from those anticipated or implied in
the forward-looking statements.
We undertake no obligation to revise or publicly release the results of any revision to these for.vard·looking statements, except
these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements.

a.~

required by law. Given
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Unless expressly indicated or the context requires otherwise, the terms "Facebook, • "company," "we," "us," and "our" in this document refer to Facebook,
Inc., a Delaware corporation, and, where appropriate, its wholly owned subsidiaries. The term "Facebook" may also refer to our products., regardless of the manner
in which they are accessed. For references to accessing Facebook on the "web" or via a "website," such terms refer to accessing Facebook on personal computers.
For references to accessing Facebook on "mobile," such tenn refers to accessing Facebook via a mobile application or via a mobile-optimized version of our
website such as m.facebook.com, whether on a mobile phone or tablet.

300
LIMITATIONS OF KEY METRICS AND OTHER DATA
The numbers for our key metrics, which include our daily active users (DAUs), monthly active users (MAUs), and average revenue per user (ARPU), are
calculated using internal CQmpany data based on the activity of user accounts. While these nwnbers are based on what we believe to be reasonable estimates of our
user base for the applicable period of measurement, there are inherent challenges in measuring usage of our products across large online and mobile populations
around the world. In addition, we are continually seeking to improve our estimates of our user base, and such estimates may change due to improvements or
changes in our methodology. In 2016, we estimate that "duplicate" accounts (an account that a user maintains in addition to his or her principal acCQunt) may have
represented approximately 6% of our worldwide MAUs. We also seek to identify "false" accounts, which we divide into two categories: (1) user~misclassified
accounts, where users have created personal profiles for a business, organization, or non·human entity such as a pet (such entities are permitted on Facebook using
a Page rather than a personal profile under our terms of service); and (2) undesirable accounts, which represent user profiles that we determine are intended to be
used for purposes that violate our terms of service, such as spamming. In 2016, for example, we estimate user~misclassified and tu1desirablc accounts may have
represented approximately 1% of our worldwide MAUs. However, these estimates are based on an internal review of a limited sample of accounts and we apply
significant judgment in making this determination, such as identifying names that appear to be fake or other behavior that appears inauthentic to the reviewers. Out
estimates may change as our methodologies evolve, including through the application of new technologies, which may allow us to identify previously undetected
false or duplicate accounts and improve our ability to evaluate a broader population of our users. As such. our estimation of duplicate or false accounts may not
accurately represent the actual number of such accotu1ts.
Our data limitations may affect our understanding of certain details of our business. For example, while user~provided data indicates a decline in usage
among younger users, this age data is unreliable because a disproportionate number of our younger users register with an inaccurate age. Accordingly, our
understanding of usage by age group may not be CQmplete.
In addition, our data regarding the geographic location of our users is estimated based on a number of factors, such as the user's IP address and selfdisclosed location. These factors may not always accurately reflect the user's actual location. For example, a user may appear to be accessing Facebook from the
location of the proxy server that the user connects to rather than from the user's actual location. The methodologies used to measure user metrics may also be
susceptible to algorithm or other technical errors. Our estimates for revenue by user location and revenue by user device are 11!so affected by these factors. For
example, in late 2015, we discovered an error in the algorithm we used to attribute our revenue by user geography. While this issue did not affect our overall
worldwide revenue, it did affect our attribution of revenue to different geographic regions. The fourth quarter of 2015 revenue by user geography and ARPU
amounts were adjusted to reflect this reclassification.
We regularly review our processes for calculating these metrics, and from time to time we may discover inaccuracies in our metrics or make adjustments to
improve their accuracy, including adjustments that may result in the recalculation of our historical metrics. We believe that any such inaccuracies or adjustments
are immaterial unless othcnvise stated. In addition, our DAU and MAU estimates will differ from estimates published by third parties due to differences in
methodology.
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The numbers ofDAUs and MAlls discussed in this Quarterly Report on Form JO..Q, as well as ARPU, do not include lnstagram, WhatsApp, or Oculus
users unless they would otherwise qualify as such users, respectively, based on their other activities on Facebook. In addition, other user engagement metrics
included herein do not include Instagram, WhatsApp, or Oculus unless otherwise specifically stated.
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PART I-FINANCIAL INFOR.c\1ATION
Item 1. Finandal Statements
'FACEBOOK,INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions, except for number of shares and par value)
(Unaudited)
December31,
2016

JunelO,
1017

Assets.

Cunentassets:
Cash'and cash equivalents

6,252
29,200

Marketable securities

$

8,903
20,546

:Aeoouri~ receiv.ible, net of allowance:s for doubtful ac~unts ofS90 ~ $94 as of June 30, Z017 iin:d beCember

3ll 2016, respect~vely

3,8ll~

'

~T•t\1<>\l'tei>1.S"""'

34,401
8,591

40,804
10,628
2,18<;

Property and equipment, net
r~tail:gible.assels,

3,993
959

1,455

Prepaid expenses and other current assets

net

2,535
18,122
1,312

18,129

Goodwill
Other~eU:

2,096

64,961

Total assets

Liabilities and stoekholders' equity
G~en.t lia,~ilitles:

323
278
2,626
88

Accounts payable

~rspayable
Accrued expenses and other cunent liabilities

; .IJ;efe~ed revenue ,and,.depoSJ.U:,
Total current liabilities

$

Total liabilities

90

4,041

2,875
2,892

7,362

5,767

39,291
(370}
27,560

,38,227
(703}

3,315

.Oiherliabilities

302
280
2,203

S,toclcho!delt( eqUity:
Common stock, $0.000006 par value; 5,000 million Class A shares authorized, 2,371 million and 2,354 million
shares issued and outstanding, including 2 million and 4 million outstanding shares subject to repurchase, as of
June 30,2017 and December 31,2016, respectively; 4,141 million Class 8 shares authorized, 532 million and
538 million shares issued and outstanding, including 1 million and 2 million outstanding shares subject to
repurchase, as of June 30, 2017 and December 31, 2016, respectively
Additiohal Pa!d·iil <:~;~pita!
Accumulated other comprehensive loss

~efa!ned earn~~~
Total stockholders' equity
'l'o~l Iiab~lities and

stockhOlders' eqDity

66,481

21,610
59,194

73,843

64,961,
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FACEBOOK, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In milliOn~. e:r:cept per share amounts)
(UIUlJJdited)
Sh:MonthsEndedJuneJO,

ThreeMonihsEndedJnneJO,

;Revtnue

2017

2016

2017

9,321

2016

6.436

17,353

11,818

Costs and expenses:

COstofrevenue
Research and development

1,237

917

2,395

1,755

1,919

1,471

3,753

2,814

M'!l'keting and sales

1,124

2,181

1,728

640

901
413

1,295

77&

4,920

3,702

9,624

7,075

4,401

2,734

7,729

4,743

&7

20

168

78

4,488

2,754

7,897

4,821

938

800

General and administrative
To~l co~til Snd ~penns

Income rrom operations

I~restiitd otherJneom'e;,net
Income before provision for income taxes

ProvisiOn for InCo rile 'taXes
Net income

LeSs;Nerii)co~e attrib~abl~ tO, participating Securities

594

471

3,894

2,283

$

4

6,959
10

$

Net income attributable to Cla!l.ll A and Class B common
stockholden

4,021

1l
4,008

~~~'w~,~! ~ha~~~f~b~~~le'to,98sltA, an~ t;;t~U B,c~mll'l'on
, :
·
;

sto~khnt4in:

Basic

1.41

DilUted

1.38

Weighted average shares used to compute earnings per share
attributable to Class A and Class B common stockholdcn:

B8ahi'

2,900

2,856

2,89$

2,850

Diluted

2,951

2,921

2,950

2,912

29

81
1,457
216
145

51
1,217
177
118

1,899

1,563

sh.~b~~d C~rrip~nSBtiO~ ~IPens:~ includ,ed irl tO:its Q:Dd ~Penses:
47
787

Cost of revenue
~~~~ch and 4eVelopmqnf
Marketing and sales

120

~ratap.d admiilisltative

Total

share~basf{)

631
95
62

78

compensation expense

1,032

$

817
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CONDE~SED

FACEBOOK, lNC.
CONSOLIDATED STATEMEJ'IITS OF COMPREHENSIVE INCOME
(In millions)
(Unaudited)
Sb:MlluthsEndedJuneJO,

ThreeMontlu EndedJuueJO,

2016

2017
Nt~ineob'le

3,S94

$

1016

1017

2,283

61959

$

4,021

Other comprehensive income (loss):

306

(116)

246

Chtm~ in foreign CliJrenc'jr translation adjustment, ·netottax

20

Change in unrealized gain/Joss on available-for-sale investments and other, net of

10
-=--4:-:,1-=,o:-

tax
Co:mP~~tnSi\'e·Jnconit

s:

19
2,186

21
-::-:---::1,2-=-9=2-

61

4,102
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FACEBOOK, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(fnmlllwns)
(Unaudited)
SixMonthsl:ndedJuneJO,
2016

2017

Net income
A'djUitm'eflts,to reron~;:ile net income to net cagh provided by operating activities:
Depreciation and amortization

Share-:based COft1:pCnSatlo&

6,959

4,021

1,400

1.137

1,899

1,563

Deferred income taxes

(58)

(178)

Ofuet
Changes in assets and liabilities:

12

19

223

(125)

(577)

(257)

AC«!_unts teeeivable
Prepaid expenses and other current assets

Other assets
Accounts payable
'Partners~payJ!,~!o:

Accrued expenses and other current liabilities

l>efCned t-eventie 9.!1~ dePosits

82

4

(38)

(39)

(10)

14

157

414
23

(4)

Other liabilities

,Neteasb pr~!ided ~Yoperating actiVities

373

646

10,418

7,142

Cash flows from investing activities

~eS o.'f Pr~Jlertran9 eqUipment

(2,7l5)

(2,127)

Purchases of marketable securities

(14,137)

(9,635)

Sa,i~(~fm¥lretable,~'e~
Maturities of marketable securities

3,998

4,158

1,498

903

" -~(;<i~iUJilsnf~Usi,lessei,,Det 'ci~ ~ acqui~: and piJrch~es of intangible ass4s

(20)

(8)

74

33

Change in restricted cash and deposits
Ne:t easb uteil in'in_Vtstinl; activities

(6,647)

(ll,331)

Cash flows from financing activities

paid

reJated tb' net,Sli~ setddn:ent of eqUity a,Wanis
Principal payments on capital lease and other financing obligations

rax~

(1,495)
(312)

ReP,~~s ~fCJ~sAe:o~oTfst«k
Other financing activities, net

(378)
12

' ':N'~~~ uSed in'flrrO'nCir-t aCtivities
Effect of exchange rate changes on cash and cash equivalents
Net:(de:Qre~se) lin~recls:e in Cash' and casJ1 e~uival~pl<i
Cash and cash equivalents at beginning of period

, (306)

(1,861)

12

123

201

(2,651)

4,907

8,903

Ca1h ~nd'c~sh,tqnivalen~ llt:end'ilfJ)eriod

6,252

$

5,10&
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FACEBOOK, INC.
CONDENSED CONSOLID.4. TED STATEME~TS OF CASH FLOWS
(Jnmt!lianr)
(Unaudited)
SixMootbsEndedJunelO,
2016

2017

SuplJle~e~:~tal eatb flow data

Cash paid during the period for:

11

tnte'rest
Income taxes, net

1,359

407

157

89

No~~v~~~f;lf'~cin~~~ies:
Net change in accounts payable, accrued expenses and ol.her current liabilities, and other liabilities related to
property and equipment additions

su

Change in unSettl~repurebases of Class A confmOn stock
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FACEBOOK, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Summary of Significant Accounting Policies
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles
in the United States (GAAP) and applicable rules and regulations of the Securities and Exchange Commission regarding interim financial reporting. Certain
information W1d note disclosures normally included in the financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to
such rules and regulations. As such, the information included in this quarterly report on Form IO·Q .>lmuld be read in conjunction with the consolidated financial
statements and ac.compooying notes included in our Annual Report on Form JO.K forthe fiscal year ended December 3l, 2016.
The condensed consolidated balance sheet as of December 31, 2016 included herein was derived from the audited financial statements as of that date, but
does not include all disclosures including notes required by OAAP.
The condensed consolidated financial statements include the accounts ofFacebook, Inc. and ils wholly owned subsidiaries. All intercompany balances and
transactions have been eliminated.
The accompanying condensed consolidated financial statements reflect all normal recun·ing adjustments necessary to present fairly the fmaneial position,
results of operations, and cash flows for the interim periods, but are not necessarily indicative of the results of operations to be anticipated for the full year ending
December31, 2017.
There have been no chllilges to our significant accounting policies described in our Annual Report on Form 10-K for the fiscal year ended Deo;;mber 31,
2016 that have had a materia! impact on our condensed consolidated financial statements and related notes.
In the fourth quarter of 2016, we elected to early adopt Accounting Standards Update No. 2016·09, Compensation· Stock Compensation (Topic 718)·
Improvement to Employee Share-based Payment Accounting (ASU 2016-09), We were required to reflect any adoption adjustments as of Janllary l, 2016, the
beginning of the annual period that included the interim period of adoption. As such, our condensed consolidated statements of income and statements of
comprehensive income for the three and six months ended June 30, 2016 and statements of cash flows for the six months ended J\me 30, 2016 had been adjusted to
reflect the impact of ASU 2016-09 adoption. See "Note !-Summary of Significant Accounting Policies" in the notes to our consolidated financial statements in
our Annual Report on Form 10-K for the fiscal year ended December 31, 2016 for detailed adoption information.
Use of Estimate.r
Conformity with GAAP requires the use of estimates and judgments that affect the reported amounts in the condensed consolidated financial statements and
accompanying notes. These estimates form the basis for judgments we make about the carrying values of our assets and liabilities, which arc not readily apparent
from other sources. We base our estimates and judgments on historical infonnation and on various other assumptions that we believe are reasonable under the
circumstances. GAAP requires us to make estimates and judgments in several areas, including, but not limited to, those related to revenue recognition,
collectability of accounts receivable, loss contingencies, fair value of financial instruments, fair value of acquired intangible assets and goodwill, useful lives of
intangible assets and property and equipment, and income taxes. These estimates are based on management's knowledge about current events and expectations
about actions we may undertake in the future. Actual results could differ materially from those estimates.
Recently Issued Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No. 2014·09, Revenue from Contracts with
Customers (Topic 606) (ASU 2014·09), which amends the existing acoounting standards for revenue recognition. In August 2015, the FASB issued ASU No.
2015·14, Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date, which delays the effective date of ASU 2014-09 by one year. The
FASB also agreed to allow entities to choose to adopt the standard as of the original effective date. In March 2016, the FASB issued Accounting Standards Update
No. 2016-08, Revem.w from Contracts with Customers (Topic 606): Principal versus Agent Considerations (Reporting Revenue Gross versus Net) {ASU 2016-08)
which clarifies the implementation guidance on principal versus agent considerations. The guidance includes indicator.> to assist an entity in determining whether it
controls a specified good or service before it is transferred to the customers. The new standard further requires new disclosures about contracls with customers,
including the significant judgments the registrant has made when applying the guidance. We will be adopting the new standard effective January 1, 2018. The new
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slllndard also permits two methods of adoption: retrospectively to each prior reporting period presented (full retrospective method}, or retrospectively with the
cumulative effect of initially applying the guidance recognized at the date of initial application (the modified retrospective method). We currently anticipate
adopting the standard using the modified retrospective method. While we are still in the process of completing our analysis on the impact this guidance will have
on our consolidated financial statements, related disclosures, and our internal controls over financial reporting, we do not expect the impact to be material.
In February 2016, the FASB issued Accounting Standards Update No. 2016·02, Leases (Iopic 842) (ASU 2016..02), which generally requires companies to
recognize operating and finaocing lease liabilities and corresponding right·of~use assets on the balance sheet. This guidance will be effective for us in the first
quarter of20l9 on a modified retrospective basis and early adoption is permitted. We currently anticipate adopting the new standard effective January l, 2019.
While we continue to evaluate the effect of adopting this guidance on our consolidated financial statements and related disclosures, we expect our operating leases,
as disclosed in Note 8 - Commitments and Contingencies. will be subject to the new standard. We will recognize right-of-use assets and operating lease liabilities
on our consolidated balance sheets upon adoption, which \Vi!! increase onr total assets and liabilities.
In January 2017, the FASB issued Accounting Standards Update No, 2017·01. Business Combinations (Topic 805): ClarifYing the Definition of a Business
(ASU 2017~01), which revises the definition of a business and provides new guidance in evaluating when a set of transferred assets and activities is a business.
This guidance will be effective for us in the first quarter of2018 on a prospective basis, and early adoption is permitted. We do not expect the standard to have a
materia! impact on our consolidated financial statements.
In January 2017, the FASB issued Accounting Standards Update No. 2017~04, Intangibles~ Goodwill and Other (Topic 350): Simplffying the Test for
2017~04}, which eliminates step two from the goodwill impainnent test Under ASU 2017·04. an entity should recognize an
impainnent charge for the amount by which the carrying amount of a reporting unit exceeds its fair value up to the amount of goodwill allocated to that reporting
unit. This guidance will be effective for us in the first quarter of 2020 on a prospective basis, and early adoption is pcnnitted. We do not expect the standard to
have a materia! impact on our consolidated financial statements.

Goodwill impairment (ASU

Note l. Earnings per Share
We compute earnings per share (EPS) of Class A and Class B common stock using the twoMdass method required for participating securities. We consider
restricted stock awards to be participating securities because holders of such shares have non~forfeitablc dividend rights in the event of our declaration of a
dividend tOr common shares.
Undistributed earnings allocated to participating securities are subtracted from net income in determining net iorome attributable to common stockholders.
Basic EPS is computed by dividing net income attributable to common stockholders by the weighted-average number of shares of our Class A and Class B
common stock outstanding, adjusted for outstanding shares that are subject to repurchase.
For the calculation of diluted EPS, net income attributable to common stockholders for basic EPS is adjusted by the effect of di!utive securities, such as
awards under our equity compensation plans and inducement awards under separate non-plan restricted stock unit (RSU} award agreements. In addition, the
computation of the diluted EPS of Class A common stock assumes the conversion of our Class 8 common stock to Class A common stock, while the diluted EPS
of Class B common stock does not assume the conversion of those shares to Class A common stock. Diluted EPS attributable to common stockholders is computed
by dividiog the resulting net income attributable to common stockholders by the weighted·average number of fully diluted common shares outstanding.
Certain RSUs were excluded from the EPS calculation because the impact would be
six months ended June 30,2017 and 2016, respectively,

anti~dilutive,

These excluded RSUs were not material for the three and
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The numerators and denominators of the basic and diluted EPS computations for our oommon stock are calcu!ated as follows (in millions, except per share
amounts):
Sb:MonthllEndedJuneJO,

ThreeMonthsEndedJune.lO,

2016

2017

2016

2017

Numerator
3,177

Le"'l: Net income attributable to
participating securities

717

$

1,846

$

437

$

5,673

$

1,286

$

3,250

$

771

- - - ---------.- - - . - - - - - - - . - . - - - 5

4

2

8

2

11

2

548

2,363

536

1,310

549

-.

N~incdx:ne:~ttriS~Iita

~--7-17_~

common stockhotd.e.rs

Denominator
~elghted average Shares

, 9ulsqutding

2,368

2,317

535

- - - - ---- -------- ---- -------- ----

Less: Shares subject to repurchase

2

Numbe'(of shaieS Used for'basiC

~'

BPS 'computation·
BasicEPS

'C,310

LJ4

$

0.80

717

$

1,841

~~~·· ..
$

2

7

I

3

2

7

l

2,303

0.80

$

2.40

$

2.40

$

1.41

435

$

5,665

$

1,284

$

3,239

~
$

1.41

~
Numerator

Net income attrlbut.abte: !0 common
'

stockholders

3,1?3

Reallocation of net income
attributable to participating
securities

13

1,284

769

as.

~e~10citi~~ of net l~Cofne a
'result.of co.~~.~ 'class B:to
Clns,s A COltlnrorrstock

sf

10

769

711

Reallocation of net inoome to Class
B oommon stock

- - - _ _ _6_, _ _ _ _ _ _(_1) - - - - - -

N:et in~me attributable tq
conunon·stoCkholdCrs for diluted
lSPS
Denominator
\~ulilber ofsnares .Used for baslC-EPS

534
Conversion of Class B to Class A
common stock
Weighted average effect of dilutive

2,310

534

546

45

50

546

2,303

2)60

547

547

seC\lrities:
7

Employee stock options
RSUs
Shares subject to repurchase

Eam.out shares
Number of shares used for
diluted EPS computation

48

47

5

--- ------3 ---3 --- - - - --·--2 ---·-2
2.921

542

564

2,950

~~~~$,

Diluted BPS

544

2.36

2,912

564

~~
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Note J. Cash and Cash Equivalents, and Marketable Securities

The following table sets forth the cash and cash equivalents, and marketable securities (in millions):
June30,2017

DecemberJl,l016

~b-w:ld ~ equiyalents~

1,364

1,452
4,421
25
90

Cash
~one.y---nwket funds

U.S. government securities

ilSjov~ent 8.gen~y Se~ties
Certificate of deposits and time deposits

ro~~haM ~ash, ect~vatcJjk

5,4<)9

1,463
667

264
6,252

S,9{)3

11,061
9,623

7,411

Marketable securities:

U$,'S:~ve$n~t'~~ti~~,~
U.S. government agency securities
Corpotate debt ~Curities

7,130

8,S)6

6,005

Total marketable securities

29,200

20,546

'to.tal Cash and .cash eql;livalents. an~m.arketable seCurities

35,452

29,449

The gross unrealized gains or losses on our marketable securities as of June 30.2017 and December 31, 2016 were not significant. In addition, the gross
unrealized loss that had been in a continuous loss position for 12 months or longer was not significant as of June 30. 2017 and December 31, 2016 . As of June 30,
2017, we considered the decreases in market value on our market[lble securities to be temporary in nature and did not consider any of our investments to be otherthan-temporarily impaired.
The following table classifies our marketable securities by contractual maturities (in millions):
JuneJO,lOI7

7,739
21,461

Due in one to five years

29,200
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Note 4. Fair Value Measurement
The following table summarizes, for assets or liabilities measured at fair value, the respective fair value and the classification by level of input within the
fair value hierarchy (in millions):
FairValue)teasun:mentat
Reponing Date llsing

JunelO,l017

Description

Cash equi~lents:
Money market funds
U.S. government agency securities
':"'ertificate of deposits and lime depOsits·
Marketable securities:

25
90

2M

264

u.s: go.Vefnment secwJtitls

1!,061
9,623

11,061
9,623

U.S. government agency securities

cofPQrnte debt Securities
Total cash equivalents and marketable securities

Significant
t;nobservable
Inputs
(t.eveiJ)

4,421

4.421
25
90

u.s~_ffoyertim~t s~C~iies

Significant
Other
Oh!ierv11ble
lnpub
(Well)

QuotedJ>ricn
inActive
Markets for
ldenlicaiAssets
(Levell)

8;516

8,516
25,220

34,000

Accrued expenses and other current liabilities:

,;;$_ _ _.;8;.,7;;.;80;., ,;;_ _ _ _ __

347

C~?ntingent-COnside~atkln liability

_$_ _ _ _ __

Fair Value Measurement at
Reporting Date Using
Quoted Prices
inActi11e
Markets for

SignirJUnt
Unobservable
lnputll
(Levell}

ldenti~IAMeu

DecemberJ1,l016

Description

(Levell)

caSll~~v\Jl~nts}

667

5,409
1,463
667

5,409

Money market fWJds

'"t;:S:.-gm.ernniei:tt~~

$

1,461

U.S. government agency securities
~ketable-seCUrities:

U.S. government securities

7,130

7,130

u.~:.~vertrine~~ag~~Y-Securiti'es

1,411

7,411

Corporate debt securities

6,005

t-D'talasl\·eqiri'va!~S an:d~ar~Ie,securit.ies

28,085

Accrued, expens~.at~d-othet current liabilities:
Contingent consideration liability

242

6,005
,;$,_ _,.,.;;22;;;,0;,;80;.. ~---;;;6,;;;00,;;.,5 -~----

~$-----

242

---$

We classify our cash equivalents and marketable securities within Level l or Levell because we use quoted market prices or alternative pricing sources and
models utilizing market observable inputs to determine their fair value.
We classifY our contingent consideration liability within Level 2 as the valuation inputs are based on quoted market prices and market observable data.
During the three and six months ended June 30,2017, we recognized an increase in the fair value of our contingent consideration liability of$21 million and $105
million, respectively, primarily due to the increase in the fair value of our common stock.
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Note 5. Property and Equipment
Property and equipment consists of the following (in millions):
June30,
2017

December31,
2016

742

696
3.109
531

Network equipment

6,685

5,179

~~pllter:S:oftW)lt'e;',Qft1{)e:--e,4utpm~nt wldothe~
Construction in progress

517
1,991

1,890

14,6~8

11,803

(4,040)

(3,212)

1o,628

8,591'

720

Land

4,013

Buildings

,~~oJd impr~vements

To~

Less:

AccumuiE~ted

$

depreciation

Pto~ ~d equipm~nt. ~t

398

Construction in progress includes costs related to construction of data centers, office buildings, and network equipment infrastructure to support our data
centers around the world. No interest was capitalized during the three and six months ended June 30, 2017 and 2016.
Note 6. Goodwill

E~nd

Intangible Assets

The changes in the canying amount of goodwill for the six months ended June 30, 2017 are as follows (in millions);

Bal'anceB.s: Of December :3-1, 201~
Effect of currency translation adjustment
Balante:lis ofJune 30, 2Gl7
Intangible assets consist of the following (in mil! ions):
Decembel"ll,l016

June30,l017
Wcighted~

Average
Remaining
UsduiU\·e~(in

yean)

A«nm11lated
Amortization

Gross Carrying
Amount

931
785

(518)

629

(126)

279
36

(1;377)

2,186

A<qllired'!<chnok>'gy
Acquired patents

2,0
6.0
2,7
3,0

931
785
629
162

(614)
(461)
(350)

4,0

4,563

Other

i\ceumulaled
Amortization

317
324

2,056

',l'b~,irihmgibt~ as~ts

GrossCnrcying
Amo11nt

(678)

4.3

tlade,names

NetCarcying
Amount

2,{}56

(826)

Acquired users

$

$

1,230

$

Net Carrying
Amount

$

(420)
(293)

1,378
413
365
336
43
2,$35

Amortization expense of intangible assets was $174 million and $349 million for the ttu'ee and six months ended June 30,2017, respectively, and $193
million and $373 million for the three and six months ended June 30,2016, respectively.
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As of June 30, 2017, expected amortization expense for the unamortized acquired intangible assets for the next five years and thereafter is as follows (in
millions):

Th~ remainder of2011

33&

2018

619
526

20)9,
2020

357

ltil,l'

265
81

Thereafter

T~"'!

2,186

Note 7.

Long~term

Debt

In May 2016, we entered into a five ~year senior unsecured revolving credit facility that allows us to borrow up to $2.0 billion. Any amounts outstanding
under this facility will be due and payable on May 20, 202L As of June 30. 2017, no amounts had been drawn down, and we were in compliance with the
covenants under this facilicy.

Note 8. Commitments and Contingencies
Commitments
Leases

During the six months ended June 30. 2017, we entered into additional non~cancelable operating lease agreements, mostly related to office buildings. Our
"""ious non-cancelable operating lease agreements for certain of our offices, land, facilities, and data centers have original lease periods expiring between 2017 and
2038 and our total future minimum payments related to these operating leases as of June 30,2017 was $2.7 billion. We are committed to pay a portion of the
related actual operating expenses under certnin of these lease agreements. Certain of these arrangements have free rent periods or escalating rent payment
provisions, and we recognize rent expense under such arrangements on a straight~line basis. Operating lease expense was $81 million and $156 million for the
three and six months ended June 30,2017, respectively, and $66 million and $l29 million for the three and six months ended June 30,2016, respectively.

Contingencies
Beginning on May 22, 2012, multiple putative class actions, derivative actions, and individual actions were filed in state and federal courts in the United
States and in other jurisdictions against us, our directors. and/or certain of our officers alleging violation of securities laws or breach of tiduciary duties in
connection with our initial public offering (IPO) and seeking unspecified damages. We believe these lawsuits are without merit, and we intend to continue to
vigorously defend them. The V!lSt majority of the cases in the United States, along with multiple cases filed against The NASDAQ OMX Group, Inc. and The
Nasdaq Stock Market LLC (col!ectively referred to herein as NASDAQ) alleging technical and other trading~related errors by NASDAQ in connection with our
IPO, were ordered centralized for coordinated or consolidated pre-trial proceedings in the U.S. District Court for the Southern District of New York. In a series of
rulings in 2013 and 2014, the court denied our motion to dismiss the consolidated securities class action and granted our motions to dismiss the derivative actions
against our directors and certain of our officers. On July 24. 2015, the court of appeals affirmed the dismissal of the derivative actions. On December 11, 2015, the
court granted plaintiffs' motion for class certification in the consolidated securities action_ On April 14, 2017, we filed a motion for summary judgment. Trial is
scheduled to begin on October 23, 2017.
On Apri127. 2016, we announced a proposal to create a new class of non-voting capital stock (Class C capital stock) and our intention to declare and pay a
dividend of two shares of Class C capital stock for each outstanding share of Class A and Class B common stoek (the Reclassification). Following our
announe¢ment of the Reclassification, beginning on April 29, 2016, multiple purported class action lawsuits were filed on behalf of our stockholders in the
Delaware Court of Chancery against us, certain of our board of directors, and Mark Zuckerberg. The lawsuits have been consolidated under the caption In re
Facehook, Inc. Class C Reclassification Utig. , C. A. No< 12286-VCL, and the consolidated complllint generally alleges that the defendants breached their fiduciary
duties in connection with the Reclassification. Among other remedies, these lawsuits seek to enjoin the Reclassification as well as unspecified money damages,
costs, and attorneys' fees. Trial is scheduled to begin on September 26, 2017. We believe that the lawsuits are without merit and intend to vigorously defend
againsta!lclaimsasserted.
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We are also party to various legal proceedings, claims, and regulatory, tax or government inquiries and investigations that arise in the ordinary course of
business. With respect to these matters, we evaluate the developments on a regular basis and accrue a liability when we believe a loss is probable and the amount
can be reasonably estimated.
We believe that the amount or estimable range of reasonably possible or probable Joss will not, either individually or in the aggregate, have a material
adverse effect on our business, consolidated financial position, results of operations, or cash flows. However, the outcome of these matters is inherently uncertain.
Therefore, if one or more of these matters were resolved against us for amounts in excess of management's expectations. our results of operations and tinancial
condition, including in a particular reporting period in which any such outcome becomes probable and estimable, could be materially adversely affected.
For information regarding inoome tax contingencies, see Note 10- Income Taxes.
Note 9, Stockholders' Equity

Reclassification
In April 2016, our board of directors approved the Reclassification by approving amendments to our restated certificate of incorporation (the New
Certificate) that would, among other things, create a new non-voting Class C capital stock. The Class C capital stock will have the same rights and powers, rank
equally (including as to dividends and distributions, mergers or similar business combinations, and in cmmection with any liquidation, dissolution, or winding up
of the oorporation), share ratably and be identical in all other respects and as to all matters to the shares of Class A and Class B oommon stock, except for voting
rights and as expressly provided in the New Certificate. The New Certificate was approved by our stockholders on June 20, 2016_ As of June 30, 2017, the New
Certificate was not yet effective.
As part of the Reclassification, we announced that our board of directors intends to issue two shares of the Class C capital stock as a one-time stock
di11idend for each share of Class A and Class B common stock outstanding_ The record and payment dates for this dividend wil! be determined by our board of
directors in its discretion and there can be no assurance as to the timing of such dates. For accounting purposes, we expect this dividend wi!l be treated as a stock
split in the form of a dividend.

Share Repurchase Program
In November 2016, our board of directors authorized a $6.0 billion share repurchase program of our Class A common stock, which commenced in 2017 and
does not have an expiration date. The timing and actual number of shares repurchased depend on a variety of factors, including price, general business and market
conditions, and other investment opportunities, and shares may be repurchased through open market purchases or privately negotiated transactions, including
through the use of trading plans intended to qualifY under Rule !Ob5~1 under the Exchange Act During the six months ended June 30,2017, we repurchased and
subsequently retired approximately 3 million shares of our Class A oommon stock for an aggregate amount of approximately $408 million.

ShareMbased Compensation Plans
We maintain two share»based employee compensation plans: the 2012 Equity Incentive Plan (2012 Plan) and the 2005 Stock Plan (collectively, Stock
Plans). Our 2012 Plan serves as the successor to our 2005 Stock Plan and provides for the issuance of incentive and nonstatutory stock options, restricted stock
awards, stock appreciation rights, RSUs, performance shares, and stock bonuses to qualified employees, directors and consultants. Outstanding awards under the
2005 Stock Plan oontinue to be subject to the tenns and conditions of the 2005 Stock Plan. Our board of directors approved the amendment and restatement of our
2012 Plan (the Amended 2012 Plan), which was approved by our stockholders and adopted by us in June 2016.
We initially reserved 25 million shares of our Class A common stock for issuance under our 2012 Plan. Following the date of the contemplated stock
dividend of Class C c[lpital stock described above, if it is declared and paid, the shares reserved and available for issuance under our Amended 2012 Plan will be
shares of the new Class C capital stock, except tOr shares reserved for awards outstanding immediately prior to the payment of the dividend. The number of shares
reserved for issuance under our Amended 2012 Plan increases automatically on January I of each of the calendar years during the term of the Amended 2012 Plan,
which will continue lhrnugh and including April2026 unless terminated earlier by our board of directors or a committee thereof, by a number of shares of Class C
capital stock (and prior to the date of the payment of the stock dividend described above, Class A common stock) equal to the lesser of (i) 2.5% of the total issued
and outstanding shares of our Class A common stock and Class C capital stock as of the immediately preceding December 3lst or (ii) a number of shares
determined by our board of directors. Our board of directors elected not to increase the number of shares reserved for issuance in 2017.
The following table summarizes the activities of stock option awards under the Stock Plans for the six months ended June 30, 2017 :
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SharesSubjc:c:ttoOptionsOutsfllndinp;
Weighted

Anrage

Weighted
Average
Eurdse
Price

Number of
Shares

T•~

Aggregate
lntriruic
ValueC1)

{in yean}

(in millions)

Remaining
Contnctual

(in thousands)

5,687

7.78

(2,154)

5.67

Balance~ ol1une'30, 20t7

3,533

9.07

2.7 $

501

Stock options exercisable as of June 30, 2017

2,749

7.38

2.6 $

395

Balance as of December Jl, 2016,
Stock options exercised

(1) The aggregate mtnns1c value is calculated as the difference between the exerctse pnce of the under!ymg stock option awards and the official closing pnce of our Class A common stock of
$J50 98, as reported on the NASDAQ Global Select Market on June 30, 2017

'Ille following table summari;r.es the activities for our unvested RSUs for the six months ended June 30, 2017:
Unvrsted RSUs Hl
Number of Sham~

Weighted Average Grant Dilte Fair
VAlue

(in thousands)

tJriv'es.ted,'B.t DeientbCr 31~ 20l6

82.99

98,586
28,565
(22,810)
(3,719)

Granted

V<sWd
Forfeited

Unvcsi&.tat June 30, 201'7'; '

·l,OQ;§22

140.14
79.72
95.32

99.49

$

{l) Unvested share:.- include irnlucemeut awards issued m connection with an acqulsitmn in 2014 and are subject to the tenns, restncl!ons, and co!ld1tions of separate non-plan RSU award
agfl!emcnts

The fair value as of the respective vesting dates ofRSUs that vested during the three and six months ended June 30, 2017 was $1.51 billion and $3.21 billion
, respectively, and $1.18 billion and $2.63 billion during the three and six months ended June 30, 2016 , respectively.
As of June 30,2017, there was $8.78 billion of unrecognized share-based compensation expense, of which (i) $8.68 billion w:as related to RSUs, and (ii)
$100 million was related to restricted shares, shares related to our contingent consideration with performance conditions that were met in the second quarter of
2016 but are still subject to a service condition, and stock options. This unrecognized compensation expense is expected to be recognized over a weighted-average
period of approximately three years .

Note 10. lntome Taxes
Our tax provision for interim periods is determined using an estimate of our annual effective tax rate, adjusted for discrete items arising in that quarter. In
each quarter, we update our estimate of the annual effective tax rate, and if our estimated annual effective tax rate changes, we make a cumulative adjustment in
that quartec Our quarterly tax provision and our quarterly estimate of our annual effective tax rnte are subject to significant volatility due to several factors,
including our ability to accurately predict the proportion of our income (loss) before provision for income taxes in multiple jurisdictions, the tax effect~ of our
share--based compensation, and the effects of acquisitions and the integration of those acquisitions.
Our 2017 effective tax rate differs from the U.S, statutory rate primarily due to a portion of our income before provision for income taxes being earned in
jurisdictions with tax rates lower than the U.S. statutory rate where we plan to indefinitely reinvest a certain portion of those earnings, as well as the recognition of
excess tax benefits tfom shareMbased compensation.
Our gross unrecognized tax benefits were $3.45 billion and $3.31 billion as of June 30, 2017 and December 31, 2016 , respectively. If the gross
unrecogrrized Lax benefits as of June 30, 2017 were realized in a subsequent period, this would result in a tax benefit of $2.68 billion within our provision of
income taxes at such time. Our existing tax positions will continue to generate an increase in unrecognized tax benefits in subsequent periods.
In July 2016, we received a Statutory Notice of Deficiency (Notice) from the IRS related to transfCr pricing with our foreign subsidiaries in conjunction with
the examination of the 2010 tax year. While the Notice applies only to the 2010 tax year, the IRS states that it will also apply its position to tax years subsequent to
2010, which, if the IRS prevails in its position, could result in
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an additional federal tax liability of an estimated, aggregate amount of approximately $3.0 billion to $5.0 billion in excess of the amounts in our originally filed
U.S. return, plus interest and any penalties asserted. We do not agree with the position of the IRS and have filed a petition in the United States Tax Court
challenging the Notice. We have previously accrued an estimated unrecognized tax benefit consistent with the guidance in ASC 740 that is lower than the potential
additional federal tax liability of $3.0 billion to $5.0 billion in excess of the amounts in our originally filed U.S. return, plus interest and penalties. If the IRS
prevails in the assessment of additional tax due based on its position, the assessed tllX, interest and penalties, if any, could have a material adverse impact on our
financial position, results of operations or cash flows. As of June 30, 2017, we have not resolved this matter and proceedings continue in the United States Tax
Court.
We are subject to taxation in the United States and various other state and foreign jurisdictions. The material jurisdictions in which we are subject to
potential examination include the United States and Ireland. We are under examination by the Internal Revenue Service (IRS) for our 2011 through 2013 tax years.

Our 2014 and subsequent years remain open to examination by the IRS. Our 2012 and subsequent years remain open to examination in Ireland.
We believe that adequate amounts have been reserved for any adjustments to the provision for income taxes or other tax items that may ultimately result
from these examinations. Although the timing of the resolution, settlement, and closure of any audits is highly uncertain, it is reasonably possible that the balance
of gross unrecognized tax benefits could significantly change in the next 12 months. Given the number of years remaining that are subject to examination. we are
unable to estimate the full range of possible adjustments to the balance of gross unrecognized tax benefits. However, we do not anticipate a significant impact to
such amounts within the next 12 months.

Note 11. Geographieallnformation
Revenue by geography is based on the billing address of the marketer or developer. The following tables set forth revenue and property and equipment, net
by geographic area (in millions):
Three Month$

End~d

Six Months Ended June 30,

June 30,

Reveh\le::

4,048

United States

R~S(cifthe World til

$

2,852

$

7,574

$

5,361

~~~~

~~~~

Total revenue
(!) Noindividua!country,otherthandlsclosedabove.excceded IO%ofourtota!revenueforanypenodpresented

D~emberJl,

JuneJO,
2017

lOHi

P!i::ipt::rty and equipmen\ tltt:

8.215

United States

ReSt',ottfie,Wotla <1l

2,413
10.628

Total property and equipment, net

$

6,793

1,798
$

8,591

-~~-

0) Noindivldualcountry,otherthandlsdosedabove,exceededl0%ofourtota!propertyande(juipment,netforanyperwdpresented
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Item 2. Management's Discuuion and Analysis of Financial Condition and Results of Operations
You should read the fallowing discussion of our financial condition and results of operations in conjunction with our condensed consolidated financial stalemenls
and the related notes included elsewhere in this Quarterly Report on Form 10-Q and with o11r audited consolidated financial statements included in our Annual
Report on Form !O-K for the year ended December 31, 20/6, as filed with the Securities and Exchange Commission. In addition to our historical condensed
consolidated financial information, the following discussion contains forward-looking statements that reflect our plans, estimates, and beliefs. Our actual results
could differ materially from those discussed in the forward-looking statements. Factors that could cause or contribute to these differences include those discussed
below and elsewhere in this Quarterfy Report on Form 10-Q, particularly in Part fl. Item !A, "Risk Factors." For a disc~JSsion oflimitations in the measurement of
certain of our user metrics, see the section entitled "Limitations of Key Metrics and Other Data" in this Quarterly Report on Form 10-Q.
Certain revenue information in the section entitled "-Three and Six Months Ended June 30, 2017 and 20/6--Revenue -Foreign Exchange Impact on Revenue"
is presented on a constant currency basis. This information is a non-GAAP financial measure. To calculate revenue on a constant currency basis, we translated
revenue for the three and six months ended June 30, 20/7 using the prior year's monthly exchange rates for our settlement currencies other than the U.S. dollar.
This non-GAAP financial measure is not intended to be considered in isolation or as a substituta for, or superior to, financial information prepared and presentad
in accordance with GAAP. This measure may be different from non.GAAP financial measures used by other companies, limiting its usefulness for comparison
purposes ..\.foreover, presentation of revenue on a constant currency basis is provided for year-over-year comparison purposes, and investors should be cautioned
that the effect of changing foreign currency exchange rates has an actual effect on our operating results. We believe this non-GAAP financial measure provides
investors with usefol supplemental information about the financial performance of our business, enables comparison offinancial results between periods where
certain items may vary independent of business performance, and allows for greater transparency with respect to key metrics used by management in operating
our business.

Executive Overview of Second Quarter Results
Our key user metrics and financial results for the second quarter of2017 are as follows:
User growth:
Daily active users (DAUs) were 1.32 billion on average for June 2017, an increase of 17% year~over-year.
Monthly active users (MAUs) were 2.01 billion as of June 30,2017, an increase of 17% year-over-year.

Financial results:
Revenue was $9.32 billion, up 4~% year-over-year, and ad revenue was $9.16 billion, up 47% year~over~year.
Total costs and expenses were $ 4.92 billion.
Income from operations was $4.40 billion.
Net income was $3.89 billion with diluted earnings per share of$1.32.
Capital expenditures were$ 1.44 billion.
Effective tax rate was 13%.
Cash and cash equivalents and marketable securities were $35.45 billion as of June 30, 2017.
Headcount was 20,658 ru; of June 30, 2017, an increase of 43% year-over-year.
In the second quarter of2017, we announced our new mission, which is to give people the powerto build community and bring the world closer together.
We also continued to focus on our three main revenue grov.th priorities: (i) helping businesses expand their usc of our mobile products, (ii) developing innovative
ad products that help businesses get the most nf their ad campaigns, and (iii) making our ads more relevant and effective through our targeting capabilities and
outcome-based measurement.
We continued to invest, based on our roadmap, in: (i) our most developed ecosystem, the Facebook app and platform, as well as video, (ii) driving gro\Vth
and building ecosystems around our products and' features that already have significant user bases, such as lnstagram, Messenger, and WhaisApp, and (iii) longterm technology initiatives, such as artificial intelligence, connectivity, and virtual and augmented reality, that we believe will further our mission to build
community and bring the world closer together. We intend to continue to invest bru;ed on this roadmap, and we expect these investments and our increasingly
global scale will drive significant ovem!l year·over-year expense growth compared to 2016. In addition, we anticipate our expenses in 2017 will continue to grow
as we execute on priorities such as (i) hiring top engineering talent, (ii) investing in research and development, content, and sales and marketing efforts, and (iii)
expanding our data center capacity and office facilities to support our gro\Vth.
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Trends in Our User Metrics
The numbers for our key metrics, our DAUs, MAUs, and average revmue per user (ARPU), do not include lnstagram, WhatsApp, or Oculus users unless
they would otherwise qualify as such users, respectively, based on their other activities on Facebook. In addition, other user engagement metries do not include
Instagram, WhatsApp, or Oculus unless otherwise specifically stated.
Trends in the number of users affect our revenue and financial results by influencing the number of ads we are able to show, the value of our ads to
marketers, the volume of Payments transactions, as well as our expenses and capital expenditures. Substantially all of our daily and monthly active users (as
defined below) access Facebook on mobile devices.
Daily Active Users (DAU:J). We define a daily active user as a registered Facebook user who logged in and visited Facebook through our website or a
mobile device, or used our Messenger application (and is also a registered Facebook user), on a given day. We view DAUs, and DAUs a.<; a percentage of
MAUs, as measures of user engagement.
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Worldwide DAUs increased 17% to L32 billion on average during June 2017 from 1.13 billion during June 2016. We experienced gro\'<1h in DAUs
across major markets. including India, Indonesia. and Brazil.
Monthly Active Users (MAUs) We define a monthly active user as a registered Facebook user who logged in and visited Facebook through our website
or a mobile device, or used our Messenger application (and is also a registered Facebook user), in the last 30 days as of the date of measurement. MAUs
are a measure of the size of our global active user community.
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As of June 30,2017, we had 2.01 billion MAUs, an increase of 17% from June 30, 2016 Users in lndia, Indonesia, and Brazil represented key sources
of gro\Vlh in the SeC{Ind quarter of2017, relative to the same period in 2016
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Trends in Our Monetization by llser Geography
We calculate our revenue by user geography bused on our estimate of the geography in which ad impressions are delivered, virtual and digital goods are
purchased, or virtual reality platfonn devices are shipped. We define ARPU as our total revenue in a given geography during a given quarter, divided by the
average of the number of MA Us in the geography at the beginning and end of the quarter. While ARPU includes all sources of revenue, the number of MAUs used
in this calculation only includes users ofFacebook and Messenger as described in the definition ofMAU above. Revenue from users who are not also Facebook or
Messenger MAUs was not material. The geography of our users affects our revenue and financial results becuuse we currently monetize users in different
geographies at different average rates. Our revenue and ARPU in regions such as United States & Canada and Europe are relatively higher primarily due to the size
and maturity of those online and mobile advertising markets. For example, ARPU in the second quarter of 2017 in tbe United States & Canada region was more
tban nine times higher than in the Asia-Pacific region.
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Note: Our r<Wei!Ue by 1~1er geography in the charts ab(ll'c is geographically apportioned bared on avr estimation of the geographlc location of oil!' users when they perform a revenue·
gem:rmmg acuwty. Tht8 allocation d![!ersjrom Out' revenue by geography d1scfwure 1r1 our condemed consolidated financial statements when! revenue IS geographically apport/aned based on
the location of the mar~ter or d~efoper. In late 2015, we discovered an errar m the algoruhm we tu:ed ta allnbute our revenue by user geography While this issue did not affect cmr ow:r<Jfl
warld!fide revenue, II did afffft our attrtbution f1f revem"' lrJ different geographic regwns. The fourth qu11rter of 1015 rMJenue by wer geogrophy and ARPV amovnts for all regions were
adjW!ftedtorej/eclth~Srecfwsification.
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During lhe second quarterof2017, worldwide ARPU was $4.73, an increase of24~% from the second quarterof2016 Over this period, ARPU increased
by 35% in United States & Canada, 33% in Europe, 31% in Rest of World, and 20% in Asia-Pacific, ln addition, user growth was more rapid in geographies \Vith
relatively lower ARPU, such as Asia-Pacific and Rest of World. We expect that user gro"1:h in the future wi!l be primarily concentrated in those regions where
ARPU is relatively lower, such that worldwide ARPU may continue to increase at a slower rate relative to ARPU in any geographic region, or potentially decrease
even if ARPU increases in each geographic region.
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Components of Results of Operations
Revenue

-~~~M:~~~~~~~:f~l!i~£PX~B\~~#~~:-i1)~,, Our advertising revenue is generated by displaying ad products on Face book,
Instagram, and third~party affiliated 't1r-ebsites or mobile applications. Marketers pay for ad products either directly or through their relationships with advertising
agencies, based on the number of clicks made by people, the number of actions taken by people, or the number of impressions delivered. We recognize revenue
from the delivery of click-based ads in the period in which a person clicks on the content, and action-based ads in the period in which a person takes the action the
marketer contracted for. We recognize revenue from the display of impression-based ads in the contracted period in which the impressions arc delivered.
Impressions are considered delivered when an ad is displayed to people. The number of ads we show is subject to methodological changes as we continue to evolve
our ads business and the structure of our ads products. We calculate price per ad as total ad revenue divided by the number of ads delivered, repr¢senting the
effective price paid per impression by a marketer regardless of their desired objective such as impression, click. or action. For advertising revenue arrangements
where we are not the primary obligor, we recognize revenue on a net basis.
Payments and other fees. We enable Payments from people to purchase virtual and digital goods from our (]evelopers. People can transact and make
payments on the Facebook website by using debit and credit cards, PayPal, mobile phone payments, gift cards, or other methods. We receive a fee from developers
when people make purchases in these applications using our Payments infrastructure. We recognize revenue net of amounts remitted to our developers. We have
mandated the use of our Payments infrnstructure for game applications on Facebook, and fees related to Payments are generated almost exclusively from games.
Our other fees revenue, which hns not been significant in recent periods, consists primarily of revenue from the delivery of virtual reality platform devices and
related platform sales.
Cost of Revenue and Operuting Expen$es
Cost of revenue. Our cost of revenue consists primarily of expenses associated with the delivery and distribution of our products. These include expenses
related to the operation of our data centers, such as facility and server equipment depreciation, salaries, benefits, and share-based compensation for employees on
our operations teams, and energy and bandwidth costs. Cost of revenue also includes credit card and other transaction fees related to processing custnmer
transactions, costs associated with partner arrangements, amortization of intangible assets, and cost of virtual reality platform device inventory sold.
Research and development. Research and development expenses consist primarily of share-based compensation, salaries, and benefits for employees on
our engineering and technical teams who are responsible for building new products as we!! as improving existing products. We expense all of our research and
development costs [IS they arc incurred.
Marketing and sales. Our marketing and sales expenses consist of salaries, share-based compensation, and benefits for our employees engaged in sales,
S[l\es support, marketing, business development, and customer service functions. Our marketing and sales expenses also include marketing and promotional
expenditures, as well as amortization of intangible assets.
General and administrative. The majority of our general and administrative expenses consist of salaries, benefits, and share-based compensation for
certain of our executives as wei! as our legal, finance, human resources, corporate communications and policy, and other administrative employees. In addition,
general and administrative expenses include legal-related costs and professional services.
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Results of Operations
The following tables set forth our condensed oonso!idated statements of income data:
SilMonthsEndedJune3(J,

ThreeMontluEndoedJuneJO,

l016

21)17

2016

2017

(in millions)

17,353

1!,818

9,321

6,436

1,237

917

1,919

1,471

3,753

1,124
640

901
413

1;181

TQfuJ~~ 111}4 ~penses

4,920

3,702

9,624

7,075

Income from operations

4,401

2,734

4,743

Revenue
Costs and expenses:
Cost of revenue
Research and development

Ma&:citinS arid sal-es
General and administrative

Interest ancl other income, net
Income before provision for income ta'l"eS
Net income

1,755
2,814
1,728
778

1_295

87

20

7,729
168

4,488

2,754

7,897

4,821

471

938

soo

594

ProVision for income taxes

2,395,

3,894

2,283

$

6,959

$

78

$

4,021

Share-based compensation expense incluclecl in costs and expenses:
Sb: MonthsEndedJuneJO,

ThreeMonthsEndoedJuueJO,
2016

2017

2016

2017

(in millions)

cO'st ofl't:vtilue -, ,

$

Marketi~lg'.ind sal~

General and administrative

To\afsJWe.:based:da~j:,ens~~t10'n exPense

47

"

$

1,032 '$

$

95
62

81
1,457
216
145

817

1,899

29
631

787
120
78

Research ancl development

51
1,217
177
118

$.

·1,563
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The tOllowing tables set forth our condensed consolidated statements ofincome data (as a percentage of revenue):
Si:I:Montb~EndedJunelO,

TlnwMonthsEnderlJunelO,
2016

2017

Rev~ntte

2016

2017

IOO"Iil

1000/u

100%

'100%

C.Qstilfievem:re

13

14

14

15

Research and development

21

23

22

24

,Mlll'k¢tl.)lg'and sales

12

14

13

15

"

58

55

60

42

45

40

Costs and expenses:

7

General and administrative

T<~tattOSt's~dexpens:e$

47

Inoome from operations

Interest ~d other ID.Come, n'et:

)

I

Inoome before provision for income taxes

fttovlsibn for income taXes
Net income

46

48

43

6

7

5

42%

35%

40%

34%

Share-based compensation expense included in costs and expenses (as a percen1age of revenue):
Sb:MonthsEuderlJunelO,

ThreeMontluEndedJunelO,

Cost Qfreyenue

-%

-%

1%

2016

2017

:Z016

1017

Research and development

Marketin'g\lnd'illles

~%

10

10

I

1

General and administrative

Total ~hare-based compens_atio.l expense

13%

Three and Six Months Ended June 30, 2017 and 2016

Revenue
Sh;

Tbne Month5 Ended June 30,

9,164

AtWertis.ing
Payments and other fees

!57

'9,321 ,$

'l'ot,B.l:teVenue

~1onlhs

Ended Jone30,

6,2,39

47%

197

(20)%

6,436,

45%

17,0Z!
332
$

!7,353

%change

1016

2017
%thange
(in millions, except for percentoges)

"'"

2017

$

ll,440

49%

378

(12)%

11;818

4'7%

Revenue in the second quarter and the first six months of2017 increased $2.89 billion, or 45%, and $554 bi!Hon, or 47%, respectively, compared to the
same periods in 2016 . The increases were due to increases in advertising revenue,
The most important factor driving advertising revenue growth was an increase in revenue from ads in News Feed. For the second quarter and the first six
months of2017, we estimate that mobile advertising revenue represented approximately 87%and 86%, respectively, of total advertising revenue, as oompared
with approximately 84% and 83%, respectively, in the same periods in 2016 . Factors that influenced our advertising revenue growth in the seoond quarter and the
first six months of2017 included (i) an increase in demand for our ad inventory, in part driven by an increase in the number of marketers actively advertising on
Facebook, (ii) an increase in users and their engagement, and {iii) an increase in the number and frequency of ads displayed in News Feed, as well as the quality,
relevance, and performance of those ads. However, we anticipate increases in the number and frequency of ads displayed in News Feed will be a less significant
driver of our revenue growth in the future.
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During the second quarter and tirst six months of 2017 , as compared to the same periods in 2016 , the average price per ad increased by 24% and 19%,
respectively, and the number of ads delivered increased by 19<'/o and 25%, respectively. Th.e increase in average price per ad was driven by an increase in demand
for our ad inventory. The increase in the ads delivered was driven by tl'le same factors that influenced our advertising revenue groY.1h, partially offset by increasing
user engagement with video content and other product changes.
Payments and other fees revenue in the second quarter and the first six months of 2017 decreased $40 million, or 20%, and $46 mil!ion, or 12%,
respectively, compared to the same periods in 2016 The decreases in Payments and other fees revenue were mostly due to decreased Payments revenue from
games played on personal computers. We anticipate Payments and other fees
revenue wiB continue to decline in 2017.

Foreign Exchange Impact on Revenue
The general strengthening of the U.S. dollar relative to certain foreign currencies from the second quarter and the first six months of2016 compared to the
same periods in 2017 had an unfavorable impact on our revenue.

If we had translated revenue for the second quarter ended June 30, 2017 using the prior year's monthly exchange rates for our settlement currencies other
than the U.S. dollar, our total revenue and advertising revenue would have been $9.46 billion and $9.31 billion, respectively. Using these constant rates, both total
revenue and advertising revenue would have been $141 mi!lion higher than actual total revenue and advertising revenue for the second quarter of2017. If we had
translated revenue for the .~ix months ended June 30, 2017 using the prior year's monthly e.'<change rates for our settlement currencies other than the U.S. dollar.
our total revenue and advertising revenue would have been $17.52 billion and $17.18 billion, respectively. Using these constant rates, total revenue and
advertising revenue would have been $164 million and $163 million higher than actual total revenue and advertising revenue, respectively, for the first six months
of2017.

Cost of revenue
ShMonth!EodedJuneJO,

Tbr~MootbsEndedJuneJO,

2016

2017

%change

2016

2017

%change

(in millions, excepl[or percentages)

~··

cOs~ 'of revenue

35%

917

1,237

Percentage of revenue

$

1,755

2,395

36%

IS%

14%

14%

13%

Cost of revenue in the second quarter and the first six months of20l7 increased $320 million, or 35%, and $640 million, or 36%, respectively, compared
to the same periods in 2016. The majority of the increases in both periods were due to increases in operational expenses related to our data centers and technical
infrastructure and, to a lesser extent, higher costs associated with ads payment processing and partnership arrangements.

Research and development
Thr~

Si•MI.IothsEndedJuneJO,

M1.1ntll.'l Ended June JO,
%change

2016

1017

%change

2016

201?

(in mllllony, except for percentages)

R"C.·b~aa:t4 deVelopment
Percentageofrevenue

1,919
21%

~,471

30%

23%

-s

3,753
22%

2,814

33%

24%

Research and development expenses in the second quarter and the first six months of2017 increased $448 million, or 30%, and $939 million, or 33%,
respectively, compared to lhc same periods in 2016. The majority oflhe increases in both periods were due to increases in payroll and benefits as a result of a 48%
increase in employee headcoutlt from June 30, 2016 to June 30, 2017 in engineering and other technical functions. In addition, our equipment and related expenses
to support our research and development efforts increased in both the second quarter and the first six months of2017, compared to the same periods in 2016.
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Marketing and :Ya{es
Sb:Montbs[ndedJuneJO,

ThreeMond15EndedJunelO,

1,174

Melketing'andSales

901
14%

12%

Percentage of revenue

2017
%change
(illll'lilllolls,exceptforperce,u:ges)
25% ''$
2,181

2016

2017

2016

%change

1,72S

26%'

15%

13%

Marketing and sales expenses in the second quarter and the first six months of 2017 increased $223 million , or 25% , and $453 million , or 26% ,
respectively, compared to the same periods in 2016. The increases in both periods in 2017 were partially due to increases in payroll and benefits expenses as a
result of a 30% increase in employee headcount from June 30, 2016 to June 30, 2017 in our marketing and sales functions. Additionally, in the secrmd quarter and
the first six months of2017, our marketing expenses increased $61 million and $124 million, respectively, and our professional services expense increased $50
million and $114 million, respectively, due to higher consulting and other professional service fees, oomparcd to the same periods in 2016.
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General and administrative expenses in the second quarter and th.e first six months of2017 increased $227 million, or 55%, and $517 million, or 66%,
respectively, compared to the same periods in 2016. The majority of the increases in both periods were due to increases in legal-related carts, and to a lesser
extent, payroll and benefits expenses as a result of a 47% increase in employee headrount from June 30, 2016 to June 30, 2017 in general and administrative
ftmctions.
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Interest and other income, net in the second quarter and the first six months of 2017 increased $67 million and $90 million, respectively, compared to the
same periods in 2016. The increases in both periods were primarily due to increases in interest income driven by higher invested cash balances and interest rates.
In addition. for the tirst six months, such. increase was partially offset by the foreign exchange impact resulting from the periodic re-measurement of our foreign
currency monetary assets and liabilities.
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Our provision for income taxes in the second quarter and the first six months of2017 increased $123 million, or 26%, and $138 million, or 17%,
respectively, compared to the same periods in 2016 , mostly due to increases in income before provision for income taxes, partially offset by decreases in the
effective tax rates.
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Our effective tax rates in the second quarter and the first six months of 2017 decreased compared to the same periods in 2016, primarily due to increases in
income before provision for income taxes being earned in jurisdictions with a tax rate lower than that of the U.S. statutory rate where we plan to indefinitely
reinvest a certain portion of those earnings, partially offset by decreases in the tax rate benefit from share~bascd compensation. ln the second quarter and the first
six months of 2017, excess tax benefits recognized from share-based compensation decreased our provision for income taxes by $275 million and $577 million .
respectively, and our effective tax rates by six and seven percentage points, respectively, as compared to the tax rate without such benefits. For comparison, in the
second quarter and the first six months of 2016, excess tax benefits recognized from share-based compensation decreased our provision for income taxes by $236
million and $462 million, respectively, and our effective tax rates by nine and ten percentage points, respectively, as compared to the tax rate without such benefits.
F}fective Tax Rate Items. Our effective tax rate in the future will depend upon the proportion of our income before provision for income taxes earned in the
United States and in jurisdictions with a tax rate lower than the U.S. statutory rate where we plan to indefinitely reinvest a certain portion of those earnings, as well
as a number of other factors, including tfiX benefits from sharc--ba.~ed compensation, tfiX effects of integrating intellectual property from acquisitions, senlcment of
tax contingency items, the impact of new legislation. and timing and amount of discrete items.
The portion of our income before provision for income taxes earned in jurisdictions with a tax rate lower than the U.S. statutory rate will depend upon the
proportion of revenue and costs associated with the respective jurisdictions. Our ability to indefinitely reinvest those future earnings will depend upon the amount,
location, and cost of deploying those earnings to where they are needed by the business.
Integrating intellectual property from acquisitions into our business generally involves intercompany transactions that hflve the impact of increasing our
provision for income taxes. Consequently, our provision for income taxes and our effective tax rate may initially increase following an acquisition and integration.
The magnitude of this impact will depend upon the specific type, size. and taxing jurisdictions of the intellectual property as well as the relative contributions to
income in subsequent periods.
The tax effects of the accounting for share-based compensation will increase or decrea~e our effective tax rate based upon the difference between our sharebased compensation expense (llld the deductions taken on our tax return which depends upon the stock price at the time of employee award vesting.
We recognize excess tax benefits on a discrete basis and we anticipate that our effective tax rate will vary from quarter to quarter depending on our stock
price in each period, !four stock price remains constant to the July 24,2017 price, we expect that our third quarter and full year rates wlll be similar to the rate in
the second quarter.
Unrecognized Tm Benefits. As of June 30, 2017, our net unrecognized tax benefits, which were accrued as current liabilities of $25 million and other
liabilities of $2.63 bi\lion, were predominantly accrued for uncertainties related to transfer pricing with our foreign subsidiaries, which includes licensing of
intellectual property, providing services, and other transactions, as well as for uncertainties with our research tax credits. The ultimate settlement of the liabilities
will depend upon resolution of tax audits, litigation, or events that would otherwise change the assessment of such items. Based upon the status of litigation
described below and the current status of tax audits in various jurisdictions, we do not anticipate a significant impact to such amounts within the next 12 months.
In July 2016, we received a Statutory Notice of Deficiency (Notice) from the IRS related to transfer pricing with our foreign subsidiaries in conjunction with
the examination of the 2010 tax year. While the Notice applies only to the 2010 tax year, the IRS states that it will also apply its position for tax years subsequent
to 2010, which, if the IRS prevails in its position, could result in an additional federal tax liability of an estimated aggregated amount of approximately $3.0 billion
to $5.0 blllion in excess of the amounts in our originally filed U.S. return, plus interest and any penalties asserted. We do not agree with the position of the IRS and
have filed a petition in the United States Tax Court challenging the Notice. We have previously accrued an estimated unrecognized tax benefit consistent with the
guidance in ASC 740 that is lower than the potentia! additional federal tax liability of$3.0 billion to $5.0 billion in excess of the amoWlts in our originally filed
U.S. return, plus interest and penalties. If the IRS prevails in the assessment of additional tax due based on its position, the assessed tax, interest, and penalties, if
any, could have a material adverse impact on our financial position, results of operations, or cash flows. As of June 30, 2017, we have not resolved this matter and
proceedings continue in the United States TfiX Court. We believe that adequate amounts have been reserved for any adjustments that may ultimately result from
these examinations,
We expect to continue to accrue unrecognized tax benefits for certain recurring tax positions and anticipate that the amount for future quarters accrued will
be similar to the second quarter and the first six months of 2017. Absent any unanticipated event, we do not expect our unrecognized tax benefits will have a
significant impact on our effective !fiX rate in 2017.
30
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Liquidity and Capital Resources
Our principal sources of liquidity are our cash and cash equivalents, marketable securities, and cash generated frum operations. Cash and cash equivalents
and marketable securities consist mostly of cash on deposit with banks, investments in money market funds, and investments in U.S. government agency securities,
U.S. government securities, and corporate debt securities. Cash and cash equivalents and marketable securities were $35.45 hi !lion as of June 30, 2017, an increase
of $6.00 billion from December 31, 2016, mostly due to $10.42 billion of cash generated from operations, partially offset by $2.72 billion for purchases of
property and equipment, $1.50 billion of taxes paid related to net share settlement of equity awards, and $378 million for repurchases of our Class A common
stock.
Cash paid for income taxes {net of refunds) was $1.36 billion for the first six months of 2017 . As of June 30, 2017 , our federal net operating loss
carryforward was $3.74 billion, and we anticipate that none of this an1ount will be utilized to offset our federal taxable income in 2017. As of June 30, 20l7, we
had $104 million of federal tax credits, of which none will be available to offset our federal tax liabilities in 2017.
In May 2016, we entered into a five~year senior unsecured revolving credit facility that allows us to borrow up to $2.0 billion. Any amounts outstanding
under this facility will be due and payable on May 20, 2021. As of June 30, 2017, no amounts had been drawn down and we were in compliance with the
covenants under this credit facility.
In November 2016, our board of directors authori7..ed a $6.0 billion share repurchase program of our Class A C()mmon stock that commenced in 2017 and
does not have an expiration date. The timing and actual number of shares repurchased depend on a variety of factors, including price, genera! business and market
conditions, and other investment opportunities, and shares may be repurchased through open market purchases or privaLely negotiated transactions, including
through the use of trading plans intended to qualify under Rule I Ob5~ I under the Securities Exchange Act of 1934 (Exchange Act). During the six months ended
June 30, 2017, we repurchased and subsequently retired approximately 3 mi!lion shares of our Class A common stock for [l.Jl aggregate amount of approximately
$408 million.
In January 2017, we began funding withholding ta."<eS due on employee equity awards by net share settlement, rather than our previous approach of
requiring employees to se!l shares of our C()mmon stock to cover taxes upon vesting of such awards. In the first six months of 2017, we paid $\.SO billlon of taxes
related to the net share settlement of equity awards,
As of June 30, 2017,$9.91 billion of the $35.45 billion in cash and cash equivalents and marketable securities was held by our foreign subsidiaries. We
have provided residual taxes forthe portion of earnings in jurisdictions where we do not intend to indefinitely reinvest such earnings ofthe local subsidiary.
We currently anticipate that our available funds, credit facility, and cash flow from operations will be sufficient to meet our operational cash needs for the
fnreseeablefuture,
Cash Provided by Operating Activitia
Cash flow from operating activities during the first six months of2017 mostly consisted of net income, adjusted for certain non~cash items, such a.<> share~
based compensation expense of$1.90 billion and total depreciation and amortization of $1.40 billion. The increase in cash flow from operating activities during
the first six months of 2017, compared Lo the same period in 2016. was mostly due to an increase in net income, as adjusted for share~based compensation
expense and depreciation and amortizaiion.
Cash Used in Investing Activities

Cash used in investing activities wa.~ $11.33 billion for the first six months of 2017. mostly due to $8.64 bi!\ion for net purchases of marketable securities,
and $2.72 bil!ion for capita! expenditures as we rontinued to invest in servers, data centers, office buildings, and network infrastructure. The increase in cash used
in investing activities during the first six months of 2017, compared to the same period in 2016, was primarily due to net purchases of marketable securities.
We anticipate making capital expenditures in 2017 of approximately $7.0 billion to $7.5 billion.
Cash Used in Financing Activities
Cash used in financing activities during the first six months of20l7 mostly consisted of $1.50 billion of taxes paid related to net share settlement of equity
awards, and .$378 million for repurchases of our Class A common stock. The increase in cash used in financing activities during the first six months of 2017,
compared to the same period in 2016, was mostly due to taxes paid related to net share settlement of equity awards and repurchases of our Class A common stock
that commenced in 2017, partially offset by the reduction in payments on capital lease and other financing obligations.
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Off-Balance Sheet Arrangements
We did not have any off-balance sheet arrangements as of June 30,2017.
Contractual Obligations
Except as disclosed in Note 8 - Commitments and Contingencies in the notes to the condensed consolidated financial statements included in Part I, Item I,
there were no material changes in our commitments under contractual obligations, as disclosed in out Annual Report on Form 10-K for the fiscal year ended
Decembet31,20l6.
Contingencies
We are involved in legal proceedings, claims, and regulatory, tax or government inquiries and investigations. We record a provision for a liability when we
believe that it is both probable that a liability ha<: been incurred, and that the amount can be reasonably estimated. Significant judgment is required to determine
both probability and the estimated amount. Such matters are inherently unpredictable and subject to significant uncertainties, some of which are beyond our
controL Should any of these estimates and assumptions change or prove to be inrorrect, it rould have a material impact on our results of operations, financial
position, and cash flows.
See Note 8 - Commitments and Contingencies and Note 10-lncome Taxes in the notes to the condensed consolidated financial statements included in
Part I, Item I, and "Legal Proceedings" contained in Part II, Item 1 of this Quarterly Report on Form IO-Q for additional information regarding contingencies.
Recently Issued Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (FASB} issued Accounting Standards Update No. 2014-09, Revenue from Cont~acts with
Customers (Jopic 606) (ASU 2014-09), which wnends the existing accounting standards for revenue recognition. In August 2015, the FASB issued ASU No.
2015-14, Revenue from Contracts with Custome~s (Jopic 606): Deferral of the E}Jective Date, which delays the effective date ofASU 2014-09 by one year. The
FASB also agreed to allow entities to choose to adopt the standard as of the original effective date. In March 2016, the FASB issued Accounting Standards Update
No. 2016-08, Revenue from Contracts with Customers (Jopic 606): Principal versus Agent Considerations (Reporting Revenue Gross versus Net) (ASU 2016-08}
which clarifies the implementation guidance on principal versus agent considerations. The guidance includes indicators to assist an entity in determining whether it
controls a specified good or service before it is transferred to the customers. The new standard further requires new disclosures about contracts with customers,
including the significant judgments the registrant has made when applying the guidance. We will be adnpting the new standard effective January I, 2018. The new
standard also permits two methods of adoption: retrospectively to each prior reporting period presented (full retrospective method), or retrospectively with the
cumulative effect of initially npplying the guidance recognized at the date of initial application (the modified retrospective method). We currently anticipate
adopting the standard using the modified retrospective method. While we W'e still in the process of completing our analysis on the impact this guidance will have
on our consolidated financial statements, related disclosures, and our internal controls over financial reporting, we do not expect the impact to be materiaL
In February 2016, the F ASB issued Accounting Standards Update No. 2016-02, Leases (Topic 842) {ASU 2016-02), which generally requires companies to
recognize operating and financing lea<ie liabilities and corresponding right-{Jf·use assets on the balance sheet. This guidance will be effective for us in the first
quarter of2019 on a modified retrospective basis and early adoption is permitted. We curreotly anticipate adopting the new standard effective January 1, 2019.
While we continue to evaluate the effect of adopting this guidance on our consolidated financial statements and related disclosures, we expect our operating leases,
as disclosed in Note 8 - Commitments and Contingencies in the notes to the condensed consolidated financi!ll statements included in Part I, Item I, will be subject
to the new standard. We will recognize right-{} f-use a<:sets and operating lease liabilities on our consolidated balance sheets upon adoption, which will increase our
total assets and liabilities.
Jn January 2017, the FASB issued Accounting Standards Update No. 2017-01, Busi11ess Combinations (Topic 805): ClarifYing the Definition ofa Business
(ASU 2017-01), which revises the definition of o business and provides new guidance in evaluating when a set of transferred assets and activities is a business.
This guidance will be effective for us in the first quarter of2018 on a prospective basis, and early adoption is permitted, We do not expect the standard to have a
material impact on our consolidated financi:~l statements.
In January 2017, the FASB issued Accounting Standards Update No. 2017-04, i11tangihtes- Goodwill and Other (Topic 350): Simplifying the Test/or
Goodwill Impairment (ASU 2017-04), which eliminates step two from the goodwill impairment test. Under ASU 2017-04, an entity should rerognize an
impairment charge for the amount by which the carrying amount of a reporting unit exceeds its fair value up to the amount of goodwill allocated to that reporting
unit, This guidance will be
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effective for us in the first quarter of2020 on a prospective basis, and early adoption is permitted. We do not expect the standard to have a material impact on our
consolidated financial statements.
Critical Act-ounting Policies and Estimates
Our condensed consolidated financial statements are prepared in accordance with GAAP. The preparation of these condensed consolidated financial
statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities., revenue, costs and expenses, and related
disclosures. These estimates form the basis for judgments we make about the carrying values of our assets and liabilities, which are not readily apparent from other
sources. We base our estimates and judgments on historical experience and on various other assumptions that we believe are reasonable under the circumstances.
On an ongoing basis, we evaluate our estimates and assumptions. Our actual results may differ ftom these estimates under different assumptions or conditions.
We believe that the assumptions and estimates associated with income taxes, loss contingencies, and business combinations and valuation of goodwill and
other acquired intangible assets have the greatest potential impact on our condensed consolidated financial statements. Therefore, we consider these to be our
critical accounting policies and estimates.
There have been no material changes to our critical accounting policies and estimates as compared to the critical accounting policies llnd estimates described
in our Annual Report on Form 10-K for the fiscal year ended December 31,2016.
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Item 3. Quantitalivc and Qualitative Disclosures About Market Risk
We are exposed to market risks, including changes to foreign currency exchange rates, interest rates, and inflation.

Foreign Currency Exchange Risk
We have foreign currency risks related to our revenue and operating expenses denominated in currencies other than the U.S. dollar, primarily the Euro. In
general, we are a net receiver of currencies otherthan the U.S. dollar. Accordingly, changes in exchange rates, and in panicu!ar a strengthening ofthe U.S. dollar,
have negatively affected our revenue and other operating results as expressed in U.S. dollars.
We have experienced and will continue to experience fluctuations in our net income as a result of transaction gains or losses related to revaluing certain
cum:nt asset and current liability balances that are denominated in currencies other than the functional currency of the entities in which they are recorded. At this
time, we have not entered into, but in the future we may enter into, derivatives or other financial instruments in an attempt to hedge our foreign currency exchange
risk.. It is difficult to predict the effect hedging activities would have on our results of operations, We recognized foreign currency losses of $3 million and $13
million in the three months ended June 30, 2017 and 2016, respectively, and foreign currency gains of $11 million and $16 million in the six months ended
June 30,2017 and 2016, respectively.

lnterestRateSensitiviiy
Our exposure to changes in interest rates relates primarily to interest earned llnd market value on our cash and cash equivalents and marketable securities.
Our cash and cash equivalents, and marketable securities consist of cash, certificates of deposit, time deposits, money market funds, U.S. goverrunent
securities, U.S. government agency securities, and corporate debt securities. Our investment policy and strategy are focused on preservation of capital and
supporting our liquidity requirements. Changes in U.S. interest rates affect the interest earned on our cash and cash equivalents and marketable securities, and the
market value of those securities. A hypothetical 100 basis point increase in interest rates would have resulted in a decrease of $534 million and $403 million in the
market value of our availab!ewforwsale debt securities as of June 30, 2017 and December 31, 2016, respectively. Any realized gains or losses resulting from such
interest rate changes would only occur if we sold the investments prior to maturity.
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Hem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our chief executive officer (CEO) and chief financial officer (CFO), has evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and l5d-l5(e) under the Securities Exchange Act of 1934, as amended (Exchange Act)). as of the
end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, our CEO and CFO have concluded that as of June 30, 2017, our
disc!oswe controls and procedures are designed at a reasonable assurance level and are effective to provide reasonable assurance that infonna1ion we are required
to disclose in reports that we file or submit under the Exchange Act is recorded, processed, swnmarized, and reported within the time periods specified in the rules
and fonns of the Securities and Exchange Commission (SEC), and that such information is accumulated and communicated to our management, including our
CEO and CFO, as appropriate, to allow timely decisions regarding required disclosure.

Changu in Internal Control
There were no changes in ow internal control over financial reporting identified in management's evaluation pursuant to Rules 13a-1:5(d) or 15d-15{d) of the
Exchange Act during the period covered by this Quarterly Report on Form 10-Q that materially atfected, or are reasonably likely to materia!ly affect, our internal
control over financial reporting.

Limitations on Effectiveness of Controls and Procedures
In designing and evaluating the disclosure C{)Otro!s and procedures and internal control over financial reporting, management recognizes that any controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. In addition, the
design of disclosure controls and procedures and internal C{lntrol over financial reponing must reflect the fact that there are resource constraints and that
management is required to apply judgment in evaluating the benefits ofpossiblc controls and procedures relative to their costs.
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PART II-OTHER INFORMATION
Item I. Legal Proceedings
Beginning on May 22, 2012, multiple putative class actions, derivative actions, and individual actions were filed in state and federal courts in the United
States and in other jurisdictions against us, our directors, and/or certain of our officers alleging violation of securities Jaws or breach of fiduciary duties in
connection with uur initial public offering (IPO) and seeking unspecified damages. We believe these lawsuits are without merit, and we intend to continue to
vigorously defend them. The vast majority of the cases in the United States, along with multiple cases filed against The NASDAQ OMX Group, Inc. and The
Nasdaq Stock Market LLC (collectively referred to herein as NASDAQ) alleging technical and other trading~related errors by NASDAQ in connection with our
IPO, were ordered centralized for coordinated or consolidated pre~trial proceedings in the U.S. District Court fur the Southern District of New York. In a series of
rulings in 2013 and 2014, the court denied our motion to dismiss the consolidated securities class action and granted our motions to dismiss the derivative actions
against our directors and certain of our officers. On July 24,2015, the court of appeals affinned the dismissal of the derivative actions. On December II, 2015, the
court granted plaintiffs' motion for class certification in the consolidated securities action. On April 13, 2017, we filed a motion for summary judgment. Trial is
scheduled to begin on October 23,2017.
On April27, 2016, we announced a proposal to create a new class of non-voting capital stock (Class C capital stock) and our intention to declare and pay a
dividend of two shares of Class C capital stock for each outstanding share of Class A and Class B common stock (the Reclassification). Following our
announcement of the Reclassification, beginning on April 29, 2016, multiple purported class action lawsuits were filed on behalf of our stockholders in the
Delaware Court of Chancery against us, certain of our board of directors, and Mark Zuckerberg. The lawsuits have been consolidated under the caption In re
Face book. Inc. Class C Reclassification Litig. , C.A. No. l2286~VCL, and the consolidated complaint generally alleges that the defendants breached their fiduciary
duties in connection with the Rec!assHication. Among other remedies, these lawsuits seek to enjoin the Reclassification as well as unspecified money damages,
costs, and attorneys' fees. Trial is scheduled to begin on September 26, 2017. We believe that the lawsuits are without merit and intend to vigorously defend
against all claims assened.
On December 29, 2014, an entity named Social Ranger LLC sued us for alleged violations of the United States antitrust laws in oonneetion with virtual
currency services. On May 24, 2017, the parties entered into a settlement agreement resolving Ill! claims,
We are also involved in other legal proceedings, claims, and regulatory, tax or government inquiries and investigations arising from the ordinary course of
our business, and we may in the future be subject to additional lawsuits and disputes.
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Item tA. Risk Factors
Certain factors may have a material adverse effict on our business, financial condition, and results of operations. You should consider carefully the risks and
uncertainties described below, in addition to other information contained in this Quarterly Report on Form 10-Q, including our condensed consolidated financial
statements and related notes. The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainlies that we are unaware of.
or that we currently believe ore not material, may also become important factors that adversely affect our business. If any of the following risks actualZY occurs,
our business, jifwncial condition, results of operations, and future prospects could be materially and adversely affected. In that event, the trading price of our
Class A common stock could decline, and you could lase part or all ofyour investment.

Risks Related to Our Business and Industry

0

people do not perceive our products to be useful, reliable, and trustworthy, we may not be able to attract or retain users or otherwise maintain or increase the
frequency and duration of their engagement. A number of other social net\vorking companies that achieved early popularity have since seen their active user bases
or levels of engagement decline, in some cases precipitously. There is no guarantee that we will not experience a similar erosion of our active user base or
engllgement levels. Our user engagement patterns have changed over time, and user engagement can be difficult to measure, particularly as we introduce new and
different products and services. Any number of factors could potentially negatively affect user retention, growth. and engagement, including if:
users increasingly engage with other competitive products or services;
we fail to introduce new products or services that users find engaging or if we introduce new products or services that are not favorably received;
users feel that their experience is diminished as a result of the decisions we make with respect to the frequency, prominence, format, size, and quality
ofadsthatwe display;
users have difficulty installing, updating, or otherwise accessing our products on mobile devices as a result of actions by us or third parties lhat we
rely on to distribute our products and deliver our services;
user behavior on any of our products changes, including decreases in the quality and frequency of content shared on our products and services;
we arc unable to continue to develop products for mobile devices that users find engaging, that work with a variety of mobile operating systems and
networks, and that achieve a high level of market acceptance;
there are decreases in user sentiment about the quality or usefulness of our products or concerns related to privacy and sharing, safety, security, or
other factors;
we are unable to manage and prioritize information to ensure users are presented with content that is appropriate, interesting, useful, and relevant to
them;
we are unable to obtain or attract engaging third-party content;
users adopt new technologies where ow- products may be displaced in favor of other products or services, or may not be featured or othenvise
available;

technical or other problems prevent us from delivering our products in a rapid and reliable manner or otherwise affect the user experience, such
security breaches or failure to prevent or limit spam or similar content;

a~

we adopt terms, policies, or procedures related to areas such as sharing, content, or user dat.a that are perceived negatively by our users or the general
public;
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we elect to focus our user growth and engagement efforts more on longerwterm initiatives, or if initiatives designed to attract and retain users and
engagement are unsuccessful or disCDntinued, whether as a result of actions by us, third parties, or otherwise;
we fail to provide adequate customer service to users, marketers, developers, or other partners:
we, developers whose products are integrated with our products, or other partners and companies in our industry are the subject of adverse media
reports or other negative publicity; or
our current or future products, such as our development tools and application programming interfaces that enable developers to build, grow, and
monetize mobile and v.-eb applications, reduce user activity on our products by making it easier for our users to interact and share on third~party
mobile and web applications.
If we are unable to maintain or increase our user base and user engagement, our revenue and financial results may be adversely affected. Any decrease in
user retention, growth, or engagement could render our products less attractive to users., marketers, and developers, which is likely to have a material and adverse
impact on our revenue, business, financial CDndition, and results of operations. If our acthe user grov.1:h rate continues to slow, we will become increasingly
dependent on our ability to maintain or increase levels of user engagement and monetization in order to drive revenue growth.

We generate substantially all of our revenue from advertising, The loss of morketer,f, or reduction in spending by marketers, could seriously harm our
business.
Substantially all of our revenue is currently generated from third parties advertising on Facebook and lnstagram. For the first six months of2017 and 2016,
advertising acCDunted for 98% and 97% , respectively, of our revenue. As is common in the industry, our marketers do not have \ong-tem1 advertising
commitments with us. Many of our marketers spend only a relatively small portion of their overall advertising budget with us. In addition, marketers may view
some of our products as experimental and unproven. Marketers will not continue to do business with us, or they will reduce the prices they are willing to pay to
advertise with us or the budgets they are willing to commit to us, if we do not deliver ads in an effective manner, or if they do not believe that their investment in
advertising with us will generate a competitive return relative to other alternatives.
Our advertising revenue could also be adversely affected by a number of other factors, including:
decreases in user engagement, including time spent on our products;
our inability to continue to increase user access to and engagement with our mobile products;
product changes or inventory management decisions we may make that change the size, format, frequency, or relative prominence of ads displayed
on our products or of other unpaid CDntent shared by marketers on our products;
our inability to maintain or increase marketer demand, the pricing of our ads, or both;
our inability to maintain or increase the quantity or quality of ads shown to users;
changes to third-party policies that limit our ability to deliver or target advertising on mobile devices;
the availability, accuracy, and utility of analytics and mea~urement solutions offered by us or third parties that demonstrate the value of our
marketers, or our ability to further improve such tools;

ad~

to

loss of advertising market share to our competitors, including if prices for purchasing ads increase or if competitors offer !ower priced or more
integrated products;
adverse legal developments relating to advertising, including legislative and regulatory developments and developments in litigation;
decisions by marketers to reduce their advertising as n result of adverse media reports or other negative publicity involving us, our advertising
metrics, CDntent on our products, developers with mobile and web applications that are integrated with our products, or other companies in our
industry;
reductions of advertising by marketers due to objectionable content published on our products by third parties;
the effectiveness of our ad targeting or degree to which users opt out of certain types of ad targeting;
the degree to which users cease or reduce the number of times they click on our ads;
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changes in the way advertising on mobile devices or on personal computers is measured or priced; and
the impact of macroeconomic conditions, whether in the advertising industry in general. or among specific rypcs of marketers or within particular
geographies.
The occurrence of any of these or other factors could result in a reduction in demand for our ads, which may reduce the prices we receive for our ads, or
cause marketers to stop advertising with us altogether, either of which would negatively affect our revenue and financial results.

Our user growth, engagement, and monetization on mobile devices depend upon effective operation with mobile operating systems, networks, and standards
that we do not control.
The substantia! majority of our revenue is generated from advertising on mobile devices. There is no guarantee that popular mobile devices will umtinue to
feature Facebook or our other products, or that mobile device users will continue to use our products rather than competing products. We are dependent on the
interoperabillty of Facebook and our other products with popular mobile operating systems, networks, and standards that we do not control, such as the Android
and iOS operating systems. Any changes, bugs, or technical issues in such systems, or changes in our relationships with mobile operating system partners, handset
manufacturers, or mobile carriers, or in their tenus of service or policies that degrade our products' functionality, reduce or eliminate our ability to distribute our
products, give preferential treatment to competitive products, limit our ability to deliver, target, or measure the effectiveness of ads. or charge fees related to the
distribution of our products or our delivery of ads could adversely affect the usage of Facebook or our other products and monetization on mobile devices.
Additionally, in order to deli¥er high quality mobile products., it is important that our products work well with a range of mobile technologies, systems_ network~
and standards that we do not control, and that we have good relationships with handset manufactorers and mobile carriers. We may not be successful in
maintaining or de¥eloping relationships with key participants in the mobUe ecosystem or in developing products that operate effecti¥ely with these technologies,
systems, networks, or standards. In the event that it is more difficult for our users to access and use Facebook or our other products on their mobile devices, or if
our users choose not to access or use Facebook or our other products on their mobile devices or use mobile products that do not offer access to Facebook or our
other products, our user growth and user engagement could be harmed. From time to time, we may also take actions regarding the distribution of our products or
the operation of our business based on what we believe to be in our long-tenn best interests. Such actions may adversely affect our users and our relationships with
the operators of mobile operating systems, handset manufacturers, mobile carriers, or other business partners, and there is no assurance that these actions will result
in the anticipated long-term benefits. In the event that our users are adversely affected by these actions or if our relationships with such third parties deteriorate, our
user growth. engagement, and monetization could be adversely affected and our business could be harmed.

Our businen i:r highly competitive. Competition presents an ongoing threat to the succeu of our business.
We cnmpete with companies that sell advertising, as well as with companies that provide social and communication products and services that are designed
to engage users and capture time spent on mobile devices and online. We face significant competition in every aspect of our business, including from companies
that facilitate communication and the sharing of content and information, companies that enable marketers to display advertising, and companies that provide
development platfonns for applications developers. We CDmpete with companies that offer products across broad platforms that replicate capabilities we provide.
For example, Google has integrated social functionality into a number of its products, including search, video, and Android. We also compete with companies that
develop applications, particularly mobile applications. that provide social or other CDmmunications functionality, such as messaging, photo· and video-sharing. and
micro·blogging, as well as companies that provide regional social networks that have strong positions in particular countries. ln addition, we face competition from
traditional, online, and mobile businesses that provide media tbr marketers to reach their audiences and/or develop tools and systems for managing and optimizing
advertising campaigns. We also compete with companies that develop and deliver virtual reality products and services.
Some of our current and potential competitors may have significantly greater resources or better competitive positions in certain product segments,
geographic regions, or user demographics than we do. These factors may allow our competitors to respond more effectively than us to new or emerging
teclmologies and changes in market conditions. We believe that some users, particularly younger users, are aware of and actively engaging with nther products and
services similar to, or as a substitute for, Facebook products and services, and we believe that some users have reduced their use of and engagement with our
products and services in favor of these other products and services. In the event that users increasingly engage with other products and services, we may experience
a decline in use and engagement in key user demographics or more broadly, in which case our business would likely be hanncd.
Our competitors may develop products, fearures, or services that are similar to ours or that achieve greater acceptance, may undertake more far-reaching and
successful product development efforts or marketing campaigns, or may adopt more aggressive pricing policies. In addition, developers whose mobile and web
applications are integrated with Facebook or our other products may use information shared by our users through our products in order to develop products or
features that CDmpete with us. Some
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competitors may gain a competitive advantage against us in areas where we operate, including: by integrating competing platforms, applications, or features into
products they oontrol such as mobile device operating systems, search engines, or web browsers; by making acquisitions; by limiting or denying our access to
advertising measurement or delivery systems; by limiting our ability to deliver, target, or measure the effectiveness of ads; by imposing fees or other charges
related to our delivery of ads; by making access to our products more difficult; or by making it more difficult to communicate with our users. As a result, our
oompetitors may acquire and engage users or generate advertising or other revenue at the expense of our own efforts, which may negatively affect our business and
financial results. ln addition, from time to time, we may take actions in response to competitive threats, but we cannot assure you that these actions will be
successful or that they will not negatively affect our business and fioancial results.
We believe that our ability to compete effectively depends upon many factors both within and beyond our control, including:
the popularity, usefulness, ease of use, performance, and reliability of our products compared to our competitors' products;
the size and oomposition of our user base;
the engagement of users with our products and competing products;
the timing and market acceptance of products, including developments and enhancements tu our or our competitors' prnducts;
our ability to distribute our products to new and existing users;
our ability to monetize our products;
the frequency, size, format, quality, and relative prominence ofthe ads displayed by us or our oompetitors;
customer service and support efforts;
marketing and selling efforts, including our ability to measure the effectiveness of our !IdS and to provide marketers with a compe!Hng return on their
investments;
our ability to establish and maintain developers' interest in building mobile and web applications that integrate with Facebook and our other products;
our ability to establish a:nd maintain publisher interest in integrating their oonteot with Facebook and our other products;

acquisitions or consolidation within our industry, which may result in more formidable oompetitors;
our ability to attract, retain, and motivate talented employees, particularly software engineers, designers, and product managers;
our ability to cost-effectively manage and grow our operations: and
our reputation and brand strength relative to those of our competitors.
If we are not able to compete eitectively, our user base and level of user engagement may decrease, we may become less attractive to developers a:nd
marketers, and our revenue and results of operations may be materially and adversely affected.
40
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Action by governments to restrid access to Faceboak or OJir other products in their countries could substantially harm our husine:u and financial resulu,
It is possible that governments of one or more countries may seek to censor content available on Faccbook or our other products in their country, restrict
access to our products from their country entirely, or impose other restrictions that may affect the accessibility of our products in their country for an extended
period of time or indefinitely. For example, access to Facebook has been or is currently restricted in whole or in part in China, Iran, and North Korea. In addition,
government authorities in other countries may seek to restrict i>ccess to our products if they consider us to be in violation of their laws or a threat to public s!lfety or
for other reasons, and certain of our products have been restricted by governments in other countries from time to time. In the event that oontent shown on
facebook or our other products is subject to censorship, access to our products is restricted, in whole or in part, in one or more countries, or other restrictions are
imposed on our products, or our oompetitors are able to successfully penetrate new geographic markets or capture a greater share of existing geographic markets
that we cannot access or where we face other restrictions, our ability to retain or incre<.~sc our user base, user engagement, or the level of advertising by marketers
may be adversely affected, we m~y not be able to maintain or grow our revenue as anticipated, and our financial results could be adversely affected.

Our new products flnd changes to existing producn could fail to anroct or retain uurs or generate revenue and profits,
Our ability to retain, increase, and engage nur user base and to increase our revenue depends heavily nn our ability to continue to evolve our existing
products and to create successful new products, both independently and in conjunction with developers or other lhird parties. We may introduce significant changes
to our existing products or acquire or introduce new and unproven products, including using technologies with which we have little or no prior develnpment or
operating experience. For example, in March 2016, we shipped our first virtual reality hardware product, the Oculus Rift. In addition, we have announced plans to
develop augmented reality technology and products. We dn not have significant experience with oonsumer hardware products or virtual or augmented reality
technology, which may adversely affect our ability to successfully develop and rriarkct these products and technologies, and we will incur increased costs in
cormection with the development and marketing of such products and technologies. We have also invested, and expect to continue to invest, significant resources
in growing our WhatsApp and Messenger products. We have historically monetized messaging in only a very limited fashion, and we may not be successful in nur
efforts to generate meaningful revenue from messaging over the long term. If these or nther new or enhanced products fail to engage users, marketers, or
developers, or if we are unsuccessful in our monetization efforts, we may fail to attract or retain users or to generate sufficient revenue, operating margin, or other
value to justify our investments, and our business may be adversely affected.

We mflke product and investment decisions that may not prioritize 5hort-termfinancial results and mt{V not produce the long-term benefits that we upect.
We frequently make product and investment decisions that may not prioritize short-term financial results if we believe that the decisions are consistent with
our mission and benefit the aggregate w;er experience and will thereby improve our financial performance over the long term. For example, from time to time we
may change the size, frequency, or relative prominence of ads in order to improve ad quality and overall user experience. Similarly, from time to time we update
our News Feed ranking algorithm to deliver the most relevant content to our users, which may adversely affect the distribution of content of marketers and
developers and oould reduce their incentive to invest in their development and marketing efforts on Facebook. We also may introduce new features or other
changes to existing products, or introduce new stand-alone products, that attract users away from properties, formats, or use cases where we have more proven
meuns ofmonetiz.ation. For example, we have made, and expect to continue to make, changes to our products to provide users with greater access to video content,
and some of these changes have had, or will have, the effect of reducing user engagement with News Feed, which could adversely affect our financial results. In
addition, we plan to continue focusing on growing users and engagement on Instagram, Messenger, and WbatsApp, und we may also introduce other stand-alone
applications in the future, These efforts may reduce engagement with the core Faccbook application, where we have the most proven means of monetization and
which serves as the platform for many of our new user experiences. These decisions may adversely affect our business and results of operations and may not
produce the long~term benefits that we expect.
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If we are not able to maintain and enhance our brands, or if events occur that damage our reputation and brands, our ability to expand our bo~e of users,
nwrketers, and developers may be impaired, and our business and financial resuln may be harmed
We believe that our brands have significantly contributed to the success of our business. We also believe that maintaining and enhancing our brands is
critical to expanding our base of users, marketers, and developers. Many of our new users are referred by existing users. Maintaining and enhancing our brands will
depend IW"gely on our ability to continue to provide useful, reliable, trustworthy, and innovative products, which we may not do successfully. We may introduce
new products or terms of service or policies !hilt users do not like, which may negatively affect our bmnds. Additionally, the actions of our developers or
advertisers may affect our brands if users do not have a positive experience using third-party mobile and web applications integrated with our products or
interacting with parties that advertise through our products. We will also continue to experience media, legislative. or regulatory scrutiny of our decisions regarding
user privacy, content, and other issues. which may adversely affect our reputation and brands. We also may fail to respond expeditiously to the sharing of
objectionable content on our services or to otherwise address user concerns, which could erode confidence in our brands. Our brands may also be negatively
affected by the actions of users that are deemed to be hostile or inappropriate to other users. by the actions of users acting under false or inauthentic identities, by
the use of our products or services to disseminate information that is deemed to be misleading (or intended to manipulate opinions), by perceived or actual efforts
by governments to obtain access to user information for security-related purposes, or by the use of our products or services for illicit, objectionable, or illegal ends.
Maintaining and enhancing our brands may require us to make substantial investments and these investments may not be successful. Certain of our past actions
have eroded confidence in our brands, and if we fail to su~cessful!y promote and maintain our brands or if we incur excessive expenses in this effort, our business
and financial results may be adversely afTccted.

Security breaches and improper access to or disc/moure of our data or u.fer data, or other hocking and phishing attacAs on our systems, could harm our
reputation and adwnely affect our business.
Our industry is prone to cybcr~attacks by third parties seeking unauthorized access to our data or users' data or to disrupt our ability to provide service. Any
failure to prevent or mitigate security breaches and improper access to or disclosure of our data or user data could result in the loss or misuse of such data, which
could harm our business and reputation and diminish our competitive position. In addition, computer ma!ware, viruses, social engineering (predominantly speW"
phishing attacks), and general hacking have become more prevalent in our industry, have occurred on our systems in the past, and will occur on our systems in the
future. As a result of our prominence, we believe that we are a particularly attractive target for such breaches and attacks. Such attacks may cause interruptions to
the services we provide, degrade the user experience, cause users to lose confidence and trust in our products, or result in financial barm to us. Our efforts to
protect our company data or the infonnation we receive may also be unsuccessful due to software bugs or other technical malfunctions; employee, contractor, or
vendor error or malfeasance; government surveillance; or other threats that evolve. In addition, tbird parties may attempt to fraudulently induce employees or users
to disclose information in order to gain access to our data or our users' data. Although we have developed systems and processes that are designed to protect our
data and user data, to prevent data loss, and to prevent or detect security breaches, we cannot assure you that such measures will provide absolute security.
ln addition, some of our developers or other partners, such as those that help us measure the effectiveness of ads, may receive or store information provided
by us or by our users through mobile or web applications integrated with Facebook. We provide limited infonnation to such third parties based on the scope nf
services provided to us. However, if these third parties or developers fail to adopt or adhere to adequate data security practices, or in the event of a breach of their
networks, our data or our users' data may be improperly accessed, used, or disclosed.
Affected users or government authorities could initiate legal or regulatory actions against us in connection with any security breaches or improper disclosure
of data, which rould cause us to incur significant expense and !illbi!ity or result in orders or ronsent decrees forcing us to modifY our business practices. Any of
these events could have a mllterial and adverse effect on our business, reputation, or financial results.

Unfavorable media coverage could negatively affect our business.
We receive a high degree of media coverage around the world. Unfavorable publicity regarding, for example, our privacy practices, ternls of service,
product changes, product quality, litigation or regulatory activity, government surveillance, the actions of our advertisers, the actions of our developers whose
products are integrated with our products, the use of our products or services for illicit, objectionable, or illegal ends, the actions of our users, the quality and
integrity of content shared on our platfonn, or the actions of other companies that provide similar services to us, has in the past, and could in the future, adversely
affect our reputation. Such negative publicity also could have an adverse effect on the size, engagement. and loyalty of our user base and result in decrea~ed
revenue, which could adversely affect our business and financial results.
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Our financial results will jluctuaJefrom quarter to q1urrter and are difficult to predict.
Our quarterly financial results have fluctuated in the past and will fluctuate in the future. Additionally, we have a limited operating history with the current
scale of our business, which makes it difficult to forecast our future results. As a result, you should not rely upon our past quarterly financial results as indicators of
future performance. You should take into account the risks and uncertainties frequently encountered by companies in rapidly evol11ing markets. Our financial
results in any given quarter can be influenced by numerous factors, many of which we are unable to predict or are outside of our control, including:
our ability to maintain and grow our user base and user engagement;
our ability to attract and retain marketers in a particular period;
fluctuations in spending by our marketers due to seasonality, such as historically strong spending in the fourth quarter of each year, episodic regional
or global events, or other factors;
the frequency, prominence, size, format, and quality of ads shown to users;
the success oftectmologies designed to block the display of ads;
the pricing of our ads and other products;
the diversification and growth of revenue sources beyond advertising on Facebook and Instagram;
our ability to generate revenue from Payments, or the sale of Oculus products and services or other products we may introduce in the future;
the development and introduction of new products or services by us or our competitors;
product changes that may reduce traffic to features or products that we successfully monetize:
increases in marketing, sales, ami other operating expenses that we will incur to grow and expand our operations and to remain

cr~mpetitive;

costs and expenses related to the development and delivery of Oculus products and services;
our ability to maintain gross margins and operating margins;
costs related to acquisitions, including costs associated with amortization and additional investments to develop the acquired technologies;
charges associated with impairment of any assets on our balance sheet;
our ability to obtain equipment, components, and labor for our data centers and other technical infrastructure in a timely and

cr~st~cffcctiv<:

manner;

system failures or outages, which could prevent us from serving ads for any period of time;
breaches of security or privacy, and the costs associated with any such breaches and remediation;
changes in the manner in which we distribute our products or inaccessibility of our products due to

third~party

actions;

fees paid to third parties for content or the distribution of our products;
share-based compensation expense, including acquisition-related expense;
adverse litigation judgments, settlements, or other litigation-related costs;

the overall tax rate for our business, which may be affected by the mix of income \Ve earn in the U.S. and in jurisdictions with comparatively lower
tax rates, the tax effects of share-based cr~mpensation, the effects of integrating intellectual property from acquisitions, and the impact of new
legislation;
tax obligations that may arise from changes in Jaws or resolutions of tax examinations, including the examination
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we are currently under by the Internal Revenue Service (IRS), that materially differ from the amounts we have anticipated;
!luctuations in currency exchange rates and changes in the proportion of our revenue and expenses denominated in foreign currencies;
fluctuations in the market values of our portfolio investments and in interest rates;
changes in U.S. generally accepted accounting principles; and
changes in global business or macroeconomic conditions.

We expect our rates of growtlr to decline in the future.
We expect that our user growth and revenue gro"'ih rates will decline over time as the size of our active user base increases and as we achieve greater
market penetration. We expect our revenue growth rate will generally decline over time as our revenue increases to higher levels. As our grov.1h rates decline,
investors' perceptions of our business may be adversely affected and the trading price of our Class A cnmmon stock could decline.

Our costs are continuing to grGW, which could reduce our operating margin and profitability.
performance could be harmer!

If our investments are not succersful, our business ami ftnanciol

Operating our business is costly, and we expect our expenses to continue to increase in the future as we broaden our user base. as users increase the amount
and types of content they consume and the data they share with us, for example with respect to video, as we develop and implement new products, as we continue
to expand our technical infrastructure, as we continue to invest in new and unproven technologies, and as we -continue to hire additional employees to support our
expanding operations. We wil! continue to invest in our messaging, video content, and global connectivity efforts, a.s we!! as other initiatives that may not have
clear paths to monetization. In addition, we wi!l incur increased costs in connection with the development and marketing of our Oculus products and services. Any
sncb investments may not be successful, and any such increases in our costs may reduce our operating margin and profitability. In addition,. if our investments are
not successful, our ability to grow revenue will be harmed, which could adversely affect our business and financial performance.

Given our levels of share-hosed compensation, our tax rate may vary significantly depending on our stock price.
The tax effects of the accounting for share-based compensation may significantly impact onr effective tax rate from period to period. In periods in which our
stock price is higher than the grant price of the share-based compensation vesting in that period, we will recognize excess tax benefits that will decrease our
effective tax rate. For example, in the first six months of 2017, excess tax benefits recognized from share-based compensation decreased our provision for income
taxes by $577 million and our effective tax rate by seven percentage points as compared to the tax rate without such benefits. ln future periods in which our stock
price is lower than lhe grant price of the share~based compensation vesting in that period, our effective tax rate may increase. The amount and value of share-based
compensation issued relative to our earnings in a particular period will also affect the magnitude of the impact of share~bascd compensation on our effective tax
rate. These tax effects are dependent on our stock price, which we do not control, and a decline in our stock price could significantly increase our effective tax rate
and adversely affect our financial results.

We are subject to a variety of laws and regulations in the United States and abroad that involve matters central to our business, including privacy, data
protection and personal information, rights of publicity, content, intellectual property, advertising, marketing, distribution, data security, daia retention and
deletion, personal information, electronic contracts and other communications, competition, protection of minors, consumer protection, telecommunications,
product liability, taxation, economic or other trade prohibitions or sanctions, secwities law compliance, and online payment sen'ices. The introduction of new
products, expansion of our activities in certain jurisdictions, or other actions that we may take may subject us to additional laws, regulations, or other government
scrutiny. In addition, foreign data protection, privacy, content, competition, and other laws and regulations can impose different obligations or be more restrictive
thao those in the United States.
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These U.S. federal and state and foreign laws and regulations, which in some cases can be enforced by privat~ parties in addition to government entities, are
constantly evolving and can be subject to significMit change. As a result, the application, interpretation, and enforcement of these laws and regulations are often
uncertain, particularly in the new and rapidly evolving industry in which we operate, and may be interpreted and applied inconsistently from country to country and
inconsistently with our current policies and practices. For example, regulatory or legislative actions affecting the manner in which we display content to our users
or obtain consent to various practices could adversely affect user grO\vth and engagement. Such actions could affect the manner in which we provide our services
or adversely affect our financial results.
We are also subject to laws and regulations that dictate whether, how, and under what circumstances we can transfer, process and/or receive certain data that
is critical to our operations, including data shared between countries or regions in which we operate and d[lta shared among our products and services. For example,
in 2016, the European Union and United States agreed to an alternative transfer framework for data transferred from the European Union to the United States,
called the Privacy Shield, but this new framework is subject to an annual review that could result in changes to our obligations and also may be challenged by
national regulators or private parties. In addition, the other bases upon whieh Facebook relies to legitimize the transfer of such data. such as standard Model
Contractual Clauses (MCCs), have been subjected to regulatory or judicial scrutiny. For example, the Irish Data Protection Commissioner is investigating and has
challenged the legal grounds for transfers of user data to Face book, Inc. We also face multiple inquiries, investigations, and lawsuits in Europe, India, and other
jurisdictions regarding the August 2016 update to Whal<>App's terms of service and privacy policy and its sharing of certain data with other Facebook products and
services, including a lawsuit currently pending before the Supreme Court of India If one or more of the legal bases for transferring data from Europe to the United
States is invalidated, if we are unable to transfer data between and among countries and regions in which we operate, or if we are prohibited from sharing data
among our products and services, it could affect the manner in which we provide our services or adversely affect our financial results.
Proposed or new legislation and regulations could also significantly affect our business. There currently are a number of proposals pending before federal,
state, and foreign legislative and regulatory bodies. In addition, the European Commission has approved a data protection regulation, known as the General Data
Protection Regulation (GDPR), which has been finalized and is due to come into force in or around May 2018. The GDPR will include operational requirements
for companies that receive or process personal data of residents of the European Union that are different than those currently in place in the European Union, and
that will include significant penalties for nonMcompliance. Similarly, there are a number of legislative proposals in the United States, at both the federal and state
level, that could impose new obligations in areas affecting our business, such as liability for copyright infringement by third parties. In addition, some countries are
considering or have passed legislation implementing data protection requirements or requiring local storage and processing of data or similar requirements that
could increase the cost and complexity of delivering our services.
These laws and regulations, as wei! as any associated inquiries or investigations or any other government actions, may be costly to comply with and may
delay or impede the development of new products. result in negative publicity, increase our operating costs, require significant management time and attention, and
subject us to remedies that may hann our business, including fines or demands or orders that we modify or cease existing business practices.

From time to time, we receive formal and informal inquiries from government authorities and regulators regarding our compliance with laws and
regulations, many of which arc evolving and subject to interpretation. We are and expect to continue to be the subject of investigations, inquiries, actions, and
audits in the United States, E\1rope, and around the world, particularly in the areas of privacy, data protection, consumer protection, and competition, as we
continue to grow and expand our operations. For example, several data protection authorities in the European Union have initiated actions, investigations, or
administrative orders seeking to assert jurisdiction over Face book, Inc. and our subsidiaries and to restrict the wavs in which we collect and use infonnation, and
other data protection authorities may do the same. Orders issued by, or inquiries or enforcement actions initiated by, government or regulatory authorities could
cause us to incur substantial costs, expose us to unanticipated civil and criminal liability or penalties (including substantial monetary fines). or require us to change
our business practices in a manner materially adverse to our business.
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If we ore unable to protect our intellectual property, the value of our brands and ather intangible assets may be diminished, rmd our business may be adversely
affected.
We rely and expect to continue to rely on a combination of confidentiality, assignment, and license agreements with our employees, consultants, and third
parties with whom we have relationships, as well as trademark, copyright, patent, trade secret, and domain name protection laws, to protect our proprietary rights.
In the United States and internationally, we have filed various applicatiuns for protection of certain aspects of our intellectual property, and we currently hold a
significant number of issued trademarks and patents in multiple jurisdictions and have acquired patents and patent applications from third parties. In addition, in
the future we may acquire additional patents or patent portfolios, which could require significant cash expenditures. Third parties may knowingly or unknowingly
infringe out proprietary rights, third parties may challenge proprietary rights held by us, and pending and future trademark Emd patent applications may not be
approved, In addition, effective intellectual property protection may not be available in every country in which we operate or intend to operate our business. In any
or all of these cases, we may be required to expend significant time and expense in order to prevent infringement or to enforce our rights. Although we have
genera!ly taken measures to protect our proprietary rights, there can be no assurance that others will not offer products or concepts that are substantially similar to
onrs and compete with our business. fn addition, we regularly contribute software source code under open source licenses and have made other technology we
developed available under other open licenses, and we include open source software in nor products. For example, we have contributed certain specifications and
designs related to our data center equipment to the Open Compute Project Foundation, a nonwprofit entity that shares and develops such information with the
technology community, under the Open Web Foundation License. As a result of our open source contributions and the usc of open source in our products, we may
license or be required to license or disclose code and/or innovations that turn out to be material to our business and may also be exposed to increased litigation risk.
If the protection of our proprietary rights is inadequate to prevent unauthorized usc or appropriation by third panics, the value of our brands Emd other intangible
asselS may be diminished and competitors may be able to more effectively mimic our products, services, and methods of operations. Any of these events oou!d
have an adverse effect on our business and financial results.
We are currently, and expect to he in the future, party to patent lawsuits and other intellectual property rights claims that are expen5iYe and time consuming
and, if resolved atWersely, could have a significant impact on our hllsiness,financial condilio11, or results of operations.
Companies in the Internet, technology, and media industries own large numbers of patents, copyrights, trademarks., and trade secrets. and frequently enter
into litigation based on allegations of infringement, misappropriation, or other violations of intellectual property or other rights. In addition, various "non~
practicing entities" that own patents and other intellectual property rights often attempt to aggressively assert their rights in order to extract value from technology
companies. Furthermore, from time to time we may introduce or acquire new products, including in areas where we historically have not competed, which could
increase our exposure to patent and other intellectual property claims from competitors and non-practicing entities.
From time to time, we receive notice from patent holders and other parties alleging that certain of our products and services, or user content, infringe their
intellectual property rights. We presently are involved in a number of intellectual property lawsuits, and as we face increasing competition and gain Em increasingly
high profile, we expect the number of patent and other intellectual property claims against us to grow. Defending patent and other intellectual property litigation is
costly and can impose a significant burden on management Emd employees, and there can be no assurances that favorable final outcomes will be obtained in all
cases. In addition, plaintiffs may seek, and we may become subject to, preliminary or provisional rulings in the course of any such litigation, including potential
preliminary injunctions requiring us to cease some or all of our operations. We may decide to settle such lawsuits and disputes on terms that are unfavorable to us.
Similarly, if any litigation to which we are a party is resolved adversely, we may be subject to an unfavorable judgment that may not be reversed upon appeal. The
terms of such a settlement or judgment may require us to cease some or all of our operations or pay substantial amounts to the other party. In addition, we may
have to seek a license to continue practices found to be in violation of a third pru1y's rights, which may not be available on reasonable terms, or at all, and may
significantly increase our operating costs and expenses. As a result, we may also be required to develop alternative non-infringing technology or practices or
discontinue the practices. The development of alternative non~infringing technology or practices could require significant effort and expense or may not be
feasible. Our business, financial condition, and results of operations could be adversely affected as a result of an unfavorable resolution of the disputes and
litigation referred to above.
We are involved in numerous dass action law.tuits and other litigation matters that are
our business,ji11ancial condition, or results of operations.

expensi~e

and time consuming, and,

if resolved atWersdy, could harm

In addition to intellectual property claims, we are also involved in numerous other lawsuits, including putative class action lawsuits, many of which claim
StEJ.tutory damages and/or seek significant changes to our business operations, and we anticipate that we wil! continue to be a target for numerous lawsuits in the
future. Because of the scale of our user base, the plaintiffs in class action cases filed against us typically claim enonnoos monetary damages even if the alleged perw
user harm is small or nonw
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existent. ln addition, we may be subject to additional class action lawsuits based on product performance or other claims related to the use of consumer hardware
and software, as well as virtual reality technology and products., which are new and unproven. Any negative outcome from any such lawsuits could result in
payments of substantial monetary damages or fines, or undesirable changes to our products or business practices, and accordingly our business, financial condition.
or results of operations could be materially and adversely affected. Although the results of such lawsuits and claims cannot be predicted with certainty, we do not
believe that the final outcome of those matters relating to OW" products that we currently face will havl! a material adverse effect on our business, financial
condition, or results of operations. In addition, we are currently the subject of stockholder class action suits in connection with our !PO and with our intention to
create a new class of capilal stock (Class C capital stock) and to declare and pay a dividend of two shares of Ci11ss C capital stock for each outstanding share of
Class A and Class B common stock (the Reclassification). We believe these lawsuits are without merit and are vigorously defending these lawsuits.
There can be no assurances that a favorable final outcome wil! be obtained in all our cases, and defending any lawsuit is costly and can impose a significant
burden on management and employees. Any litigation to which we are a party may result in an onerous or uofavorable judgment that may not be reversed upon
appeal or in payments of substantial monetary damages or fines, or we may decide to settle lawsuits on similarly unfavorable terms, which could adversely affect
our business, financial conditions, or resulls of operations.
We may incur liability as a result of information retrieved from or tr(J!Ismitted over the lnternet or published usi11g our products or as a resuU of claims related
to our products.
We have faced, currently face, and will continue to face claims relating to information that is published or made available on our products. In particular, the
natw-e of our business exposes us to claims related to defamation, dissemination of misinformation or news hoaxes, discrimination, intellectual property rights,
rights of publicity and priv[!Cy, personal injury torts, or local laws regulating hate speech or other types of content. This risk is enhanced in certain jurisdictions
outside the United States where our protection from liability for third~party actions may be unclear and where we may be less protected under local laws than we
are in the United States. We could incur significant costs investigating and defending such claims and, if we are found liable, significant damages. We could also
face fines or orders restricting or blocking our services in particular geographies as a result of content hosted on our services. For example, we will be subject to
recently enacted legislation in Germany that may impose significant fines for failure to comply with certain cnntent removal and disdusure obligations. If any of
these events occur, our business and financial results could be adversely affected.
Our CEO has control over key decision making as a result of his control of a majority ofthe voting power of our outstanding capital stock.
Mark Zuckerberg, our founder, Chairman, and CEO, is able to exercise voting rights with respect to a majority nf the voting power of our outstanding
capital stock and therefore has the ability to control the outcome of matters submitted to our stockholders for approval, including the election of directors and any
merger, consolidation, or sale of all or substantially all of our assets. This concentrated control could delay, defer, or prevent a change of control, merger,
consolidation, or sale of all or subst!liitially a!! of our assets that our other stockholders support, or conversely this concentrated oontrol could result in the
consummation of such a transaction that our other stockholders do not support. This concentrated control could also discourage a potential investor from acquiring
our Class A common stock,. which has limited voting power relative to the Class B common stock, or if issued, our Class C capital stock, which will generally have
no voting power, and might harm the trading price of our Class A common stock and. if issued, our Class C capital stock. ln addition. Mr. Zuckerberg has the
ability to control the management and major strategic investments of our company as a result of his position as our CEO and his ability to control the election or
replacement of our directors. In the event of his death, the shares of our capital stock that Mr. Zuckerberg owns will be transferred to the persous or entities that he
has designated. As a board member and officer. Mr. Zuckerberg owes a fiduciary duty to our stockholders and must act in good faith in a manner he reasonably
believes to be in the best interests of our stockholders. As a stockholder, even a controlling stockholder, Mr. Zuck:erherg is entitled to vote his shares, and shares
over which he has voting control as governed by a voting agreement, in his own interests, which may not always be in the interests of our stockholders generally.
Moreover, since our Class C capital stock, if issued, will generally have no voting power, the issuance of the Class C capital stock, including in connection
with future financings, acquisitions, or the issuance of future equity awards, could have the effect of prolonging the duration of Mr. Zuckerberg's ability to exercise
voting rights with respectto a majority of the voting power of our outstanding capital stock and therefore his ability to control the outcome of matters submitted to
our stockholders for approval, including the election of directors, and any merger. consolidation, or sale of all or substantially all of our assets. We believe thal Mr.
Zuckerberg's continued control of a majority of the voting power of ow- outstandiog capital stock is beneficial to us and is in the best interests of our stockholders.
In the event that Mr. Zuckerberg no longer controls a majority of the voting power, whether as a result of the disposition of some or all of his shares of Class A or
Class B common stock or otherwise. our business or the trading price of our Class A common stock and, if issued, our Class C capital stock may be adversely
affected.
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We plan to continue to make acquUitions, which could harm our financial condition or results of operations and may adversely affect the price of our common
,ftock.
As part of our business strategy. we have made and intend to continue to make acquisitions to add specialized employees lind complementary companies,
products, or technologies. We may not be able to find suitable acquisition candidates, and we may not be able to complete acquisitions on favorable terms, if at all.
In some cases, the costs of such acquisitioru may be substantial. For example, in 2014 we paid approximately $4,6 billion in cash and issued 178 million shares of
our Class A common stock in connection with our acquisition ofWhatsApp, and we paid approximately $400 million in cash and issued 23 million shares of our
Class B common stock in connection with our acquisition of Oculus. We also issued a substantial number of RSUs to help retain the employees of these
companies. There is no assurance that we will receive a favorable return on investment for these or other acquisitions.
We may pay substantial amounts of cash or incur debt to pay for acquisitions, which could adversely affect our liquidity. The incurrence of indebtedness
would also result in increased fixed obligations and increased interest expense, and rou!d also include covenants or other restrictions that would impede our ability
to manage our operations. We may also issue equity securities to pay for acquisitions and we regularly grant RSUs to retain the employees of acquired companies,
which could increase our expenses, adversely affect our financial results, and result in dilution to our stockholders. In addition. any acquisitions we announce could
be viewed negatively by users, marketers, developers, or investors, which may adversely affect our business or the price of our Class A common stock.
In the future, if issued, we may use shares of Class C capital stock as consideration in connection with acquisitions. However, we may not be able to usc
shares of Class C capital stock as ronsideration because companies that we are interested in acquiring may not agree to accept shares that carry no voting rights, or
for other reasons. If the Class C capital stock trades at a discount to the Class A common stock, companies that we seek to acquire may also demand more shares of
Class C capital stock in exchange for accepting such stock as consideration. In such instances, we may need to pay cash, issue shares of our Class A or Class B
common stock as consideration, or issue a relatively greater number of shares of Class C capital stock to consummate the acquisitions.
We may also discover liabilities or deficiencies associated with the companies or assets we acquire that were not identified in advance, which may result in
significant unanticipated costs. The effectiveness of our due diligence review and our ability to evaluate the results of such due diligence arc dependent upon the
accuracy and completeness of statements and disclosures made or actions taken by the companies we acquire or their representatives, as well as the limited amount
of time in which acquisitions are executed. In addition, we may fail to accurately forecast the financial impact of an acquisition transaction, including tax and
lloccounting charges. Acquisitions may also result in our recording of significant additional expenses to our results of operations and recording of substantial finite·
lived intangible assets on our balance sheet upon closing. Any of these factors may adversely affect our linancial rondition or results of operations.
We may not be able to successfully i11tegrate our acquisitions, and we may incur significant costs to integrate and support the companies WI! acquire.
The integration of acquisitions requires significant time and resources, and we may not manage these processes successfully. Our ubi!ity to successfully
integrate complex acquisitiuns is unproven, particularly with respect to companies that have significant operations or that develop products where we do not have
prior experience. For example, Oculus and WhatsApp are larger and more complex than rompanies we have historically acquired. In particular, Oculus builds
technology and products that are relatively new to Facebook and with which we did not have significant experience or structure in place to support prior to the
acquisition. We continue to make substantial investments of resources to support these acquisitions, which will result in significant ongoing operating expenses and
may divert resources and management attention from other areas of our business. We cannot assure you that these investments will be successfuL lf we fail to
successfully integrate the companies we acquire, we may not realize the benefits expected from the transaction and our business may be banned.
If our goodwill or finite~lived intangible assets become impaired, we may be required to record a significant chaTge to earnings.
We rc,.iew our finite-lived intangible assets for impainnent when events or changes in circumstances indicate the carrying value may not be recoverable,
such as a decline in stock price and market capitalization. We test goodwill for impainnent at least annuul!y. If such goodwill or finite-lived intangible assets are
deemed to be impaired, an impairment loss equal to the amount by which the carrying amount exceeds the fair value of the assets would be recognized. We m[ly be
required to record a significant charge in our financial statements during the period in which any impainnent of our goodwill or finite-lived intangible assets is
detennined, which would negatively affect our results of operations.
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Our business is dependenl on our ability to maintain and scale our technical infrastructure, and any significant disruption in mu ser11ice could damage our
reputation, result in a potentia/loss of users and engagement, and ad11ersely affect our financial results.
Our reputation and ability to attract. retain. and serve our users is dependent upon the reliable performance of our products and our underlying technical
infrastructure. Our systems may not be adequately designed with the necessary reliability and redundancy to avoid performance delays or outages that could be
hannfu! to our business. If our products are unavailable when users attempt to access them, or if they do not load as quickly as expected, users may not use our
products as often in the future, or at a!l, and om ability to serve ads may be disrupted. As our user base and engagement continue to grow, and the amount and
types of information shared on Facebook and our other products continue to grow and evolve, such as increased engagement with video, we will need an increasing
amount of technical infrastructure, including network capacity and computing power, to continue to satisfy the needs of our users. It is possible that we may fail to
continue to effectively scale and grow our technical infrastructure to accommodate these increased demands. In addition, our business may be subject to
interruptions, delays, or failures resulting from earthquakes, adverse weather conditions, other natural disasters, power loss, terrorism, geopolitical conflict, cyberv
attacks, or other catastrophic events. If such an event were to occur, users may be subject to service disruptions or outages and we may not be able to recover our
technical infrastructure and user data in a timely manner to restart or provide our services, which may adversely affect our financial results.
A substantial portion of our network infrastructure is provided by third parties. Any disruption or failure in the services we receive from these providers
could harm our ability to handle existing or increased traffic and could significantly harm our business. Any financial or other difficulties these providers face may
adversely affect our business, and we exercise little control over these providers, which increases our vulnerability to problems with the services they provide.
We could experience unforeseen difficulties in building and operating key portions ofour tee/mica/ infrastructure.
We have designed and built our own data centers and key portions of our technical infrastructure through which we serve our products, and we plan to
continue to significantly expand the size of our infrastructure primarily through data centers and other projects. The infrastructure expansion we are undertaking is
complex, and unanticipated delays in the completion of these projects, including due to any shortage of labor necessary in building portions of such projects, or
availability of components may lead to increased project costs, operational inefficiencies, or interruptions in the delivery or degradation of the quality of our
products. In addition, there may be issues related to this infrastructure that are not identified during the testing phases of design and implementation, which may
only become evident after we have started to fully utilize the underlying equipment, that could further degrade the user experience or increase our costs.
Our products and internal system.r rely on software th«t is highly technic«!, «nd
adversely affected.

if it contain.f undetected errors or l'ulnerahilities, our business could be

Our products and intern11l systems rely on software, including software developed or maintained internally and/or by third parties, that is highly technical
and complex. In addition, our products and internal systems depend on the ability of such software to store, retrieve, process, and manage immense amounts of
data. The software on which we rely has contained, and will in the future contain, undetected errors, bugs, or vulnerabilities. Some errors may only be discovered
after the code has been released for external or internal use. Errors, vuloerabilities, or other design defects within the software on which we rely may result in a
negative experience for users and marketers who use our products, delay product introductions or enhancements, result in targeting, measurement, or billing errors,
compromise our ability to protect the data of our users and/or our intellectual property or lead to reductions in our ability to provide some or a!! of our sen' ices. In
addition, any errors. bugs, vulnerabilities, or defects discovered in the software on which we rely, and any associated degradations or interruptions of service, could
result in damage to our reputation, loss of users, loss of revenue, or liability for damages, any of which could adversely affect our business and financial results.
Technologies have been developed that can block the dirplay of our ads, which coflld adl'ersely affect our financial result:r.
Technologies have been developed, and will likely continue to be developed, that can block the display of our ads, particularly advenising displayed on
personal computers. We generate substantially all of our revenue from advertising, including revenue resulting from the display of ads on personal computers.
Revenue generated ftom the display of ads on personal computers has been impacted by these technologies from time to time. As a result, these technologies have
had an adverse effect on our financial results and, if such technologies continue to proliferate, in panicular with respect to mobile platforms, our future financial
results may be harmed.
Real or perceived inaccuracies in our user and other metrics may harm our reputation and negatively affect our business.
The numbers for our key metrics, which include our DAUs, MAUs, and average revenue per user (ARPU), are calculated
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using internal company data based on the activity of user accounts. While these numbers are based on what we believe to be reasonable estimates of our user base
for the applicable period of measurement. there are inherent challenges in measuring usage of our products across large online and mobile populations lltOund the
world. In addition, we are continually seeking to improve our estimates of our user base, and such estimates may change due to improvements or changes in our
methodology.
In 2016, we estimate that "duplicate" accounts (an account that a user maintains in addition to his or her principal account) may have represented
approximately 6% of our worldwide MAUs. We also seek to identify "false" accounts, which we divide into two categories: (1) user~misclassilied accounts, where
users have created personal profiles for a business, organization, or non-human entity such as a pet (such entities are permitted on Facebook. using a Page rather
than a personal profile under our terms of service); and (2) undesirable accounts, which represent user profiles that we determine are intended to be used for
purposes that violate our terms of service, such as spamming. In 2016, for example, we estimate that such user~misclassified and undesirable accounts may have
represented approximately I% of our worldwide MAlls. However, these estimates an."' based on an internal review of a limited sample of accounts and we apply
significant judgment in making this determination, such as identifying names that appear to be fake or other behavior that appellts inauthentic to the reviewers. Our
estimates may change as our methodologies evolve, including through the application of new technologies, which may allow us to identify previously undetected
false or duplicate accounts and improve our ability to evaluate a broader population of our users. As such, our estimation of duplicate or false accounts may not
accurately represent the actual number of such accounts.
Our data limitations may affect our understanding of certain details of our business. For example, while user-provided data indicates a decline in usage
among younger ltsers, this age data is unreliable because a disproportionate number of our younger users register with an inaccurate age. Accordingly, our
understanding of usage by age group may not be complete.
In addition, our data reglltding the geographic location of our users is estimated based on a number of factors, such as the user's IP address and selfdisclosed location. These factors may not always accurately reflect the user's actual location. For example. a user may appear to be accessing Face book from the
location of the proxy server that the user connects to rather than from the user's actual \oc(ltion. The methodologies used to measure user metrics may also be
susceptible to algorithm or other technical errors. Our estimates for revenue by user location and revenue by user device are also affected by these factors. For
example, in !ate 2015. we discovered an error in the algorithm we used to attribute our revenue by user geography. While this issue did not affect our overall
worldwide revenue, it did affect our attribution of revenue to different geographic regions. The fourth quarter of 2015 revenue by user geogmphy and ARPU
amounts were adjusted to reflect this reclassification.
We regularly review our processes for calculating these metrics, and from time to time we may discover inaccuracies in our metrics or make adjustments to
improve their accuracy, including adjustments that may result in the recalculation of our historical metrics. We believe that any such inaccuracies or adjustments
are immateri(ll unless otherwise stated. In additioo, our DAU and MAU estimates will differ from estimates published by third parties due to differences in
methodology.
In addition, from time to time we provide, or rely on, certain other metrics, including those relating to the reach and effectiveness of our ads. All of our
metrics are subject to software bugs, inconsistencies in our systems, and human error. [f marketers. developers, or investors do not perceive our metrics to be
accurate, or if we discover material inaccuracies in our metrics, we may be subject to li®ility, our reputation may be harmed, and marketers and developers may be
less willing to allocate their budgets or resources to Facebook, which could negatively affect our business and financial results.
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We cannot a.u:ure you that we will effectively ma"age our growllr.
Our employee headoount and the scope and complexity of our business have increased significantly, with the number of employees increasing to 20,658 as
of June 30, 2017 from 14,495 as of June 30, 2016 , and we expect such headoount growth to continue for the foreseeable future. The growth and expansion of our
business and produc\S create significant challenges for our management, opcmtional, and financial resources, including managing multiple relationships with users,
marketers, developers, and other third parties. As our opemtions and the number of our third~party relationships c.ontinuc to grow. our infonnation technology
systems or our internal controls and procedures may not be adequate to support such growth. In addition, some members of our management do not have
significant experience managing a large global business operation, so our management may not be able to manage such growth effectively. To effectively manage
our growth, we must continue to improve our operational, financial, and management processes and systems and to effectively expand, tmin, and manage our
employee base. As our organization oontinues to grow, and we are required to implement more complex organizational management structures, we may find it
increasingly difficult to maintain the benefits of our corporate culture, including our ability to quickly develop and launch new ond innovative products. This could
negatively affect our business performance.
Tire loss of one or more of our key personnel, or our failure to attract and retain other highly q11alijied perso"nel i11 tire future, could harm our business.
We currently depend on the continued services and performance of our key personnel, including Mark Zuckerberg and Sheryl K. Sandberg. Although we
have entered into employment agreements with Mr. Zuckerberg and Ms. Sandberg, the agreements have no specific durlltion and constitute at-will employment. In
addition, many of our key technologies and systems are customwmade for our business by our personnel. The loss of key personnel, including members of
management as we!! as key engineering, produt:t development, marketing, and sales personnel, t.:ou!d disrupt our operations and have an adverse effect on our
business.
As we continue to grow, we cannot guarantee we will continue to attract and retain the personnel we need to maintain our competitive position. In
particular, we intend to continue to hire a significant number of technical persoMel in the foreseeable future, and we expect to continue to face significant
competition from other companies in hiring such personnel, particularly in the San Francisco Bay Area, where our headquarters are located and where the cost of
living is high. As we continue to mature, the incentives to at1ract, retain, and motivate employees provided by our equity awards or by future arrangements may not
be as effective as in the past, and if we issue significant equity to attract additional employees or to retain our existing employees, we would incur substantial
additional share-based compensation expense and the ownership of our existing stockholders would be further diluted. Our ability to attract, retain, and motivate
employees may also be adversely affected by stock price volatility. Additionally, we have a number of current employees whose equity ownership in our company
has provided them a substantial amount of personal wealth, which could affect their decisions about whether or not to continue to work for us. As a result of these
factors. it may be difficult for us to continue to retain and motivate our employees. If we do not succeed in attracting, hiring, and integrating excellent personnel, or
retaining and motivating existing personnel, we may be unable to grow effectively.
We may not be able to continue to sllccessfully grow usage of and engagement with mobile and web applications that integrate with Facebook and o11r other
products.
We have made BJJd are continuing to make investments to enable developers to build, grow, and monetize mobile and web applications that integrate with
Faccbook and our other products. Such existing and prospective developers may not be successful in building, growing, or monetizing mobile and/or web
applications that create and maintain user engagement. Additionally, developers may choose to build on other platforms, including mobile platforms conrrol!ed by
third parties, rather than building products that integrate with Facebook and our other products. We are continuously seeking to balance the distribution objectives
of our developers with our desire to provide an optimal user experience, and we may not be successful in achieving a balance that continues to attract and retain
such developers. For example, from time to time, we have taken actions to reduce the volume of communications from these developers to users on Facebook and
our other products with the objective of enhancing the user experience, and such actions have reduced distribution from, user engagement with, and our
monetization opportunities from, mobile and web applications integrated with our products. In some instances, these actions, as we!\ as other actions to enforce our
policies applicable to developers, have adversely affected our relationships with such developers. If we are not successful in our efforts to continue to grow the
number of developers that choose to build products that integrate with Face book and our other products or if we are unable to continue to build and maintain good
relations with such developers, our user growth and user engagement and our financial results may be adver~ly affected.
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We currently generate substantially all of our Payments revenue from developer,f that use Facebook on personal computers, and we exped that our Payments
will continue to decline as usage of Facebook on personal computers continues to decline.

re~enue

We currently generate substantially all of our Payments revenue from developers that use Facebook on personal computers. Specifically, applications built
by developers of social games are currently responsible for substantially all of our revenue derived from Payments, and the majority of the revenue from these
applications has historically been generated by a limited number of the most popular games. We have experienced and expect to see the continued decline in usage
ofFacebook on personal computers, which we expect will result in a continuing decline in Payments revenue. In addition, only a relatively small percentage of our
users have transacted with Facebook Payments. If the Facebook-integrated applications fail to grow or maintain their users and engagement, whether as a result of
the continued decline in the usage ofFacebook on personal computers or otherwise, if developers do not continue to introduce new applications that attract users
and create engagement on Facebook, or ifFacebook-integrated applications outside of social games do not gain popularity and generate significant revenue for us,
our financial performance could be adversely affected.

Payment transactions may subject us to additional regulatory requirement$ and other risks that could be costly and difficult to comply with or t"at could harm
our business.
Our users can purchase virtual and digital goods ffom developers that offer applications using our Payments infrastructure on the Facebook website. In
addition, certain of our users can use our Payments infrastructure, including on Messenger, for other activities, such as sending money to other users and making
donations to certain charitable org(lflizations. We are subject to a VW'iety of laws and regulations in the United States, Europe, and elsewhere, including those
governing anti-money laundering and counter-terrorist financing, money transmission, gift cards and other prepaid access instruments, electronic funds transfer,
charitable fundraising, and import and export restrictions. Depending on how our Payments product evolves, we may also be subject to other laws and regulations
including those governing gambling, banking, and lending. In some jurisdictions, the application or interpretation of these laws and regulations is not clear. To
increase flexibility in how our use of Payments may evolve and to mitigate regulatory uncertainty, we have received certain money transmitter licenses in the
United States and an Electronic Money {E-Money) license that allows us to conduct certain regulated payment activities in the participating member countries of
the European Economic Area, which will generally require us to demonstrate compliance with many domestic and foreign laws in these areas. Our efforts to
comply with these laws and regulations could be costly and result in diversion of management time and effort and may still not guarantee compliance. In the event
that we are found to be in violation of any such legal or regulatory requirements, we may be subject to monetary fines or other penalties such as a cease and desist
order, or we may be required to make product changes, any of which could have an adverse effect on our business and financial results.
In addition, we may be subject to a variety of additional risks as a result of Payments transactions. including:
increased costs and diversion of managemeot time and effort and other resources to deal with bad tmnsactions or customer disputes;
potential fraudulent or otherwise illegal activity by users, developers, employees, or third parties;
restrictions on the investment of consumer funds used to transact Payments; and
additional disclosure (lf\d reporting requirements.

We have significant international operations and plan to continue expanding our operatiom abroad wltere we have more limited operating experience, and
this may subject us to increased business and economic risk.v that could affect our financial results.
We have significant international operations and plan to continue the international expansion of our business operations and the translation of our products.
We currently make Facebook available in more than 100 different languages, and we have offices or data centers in more than 30 different countries. We may enter
new international mW'kets where we have limited or no experience in marketing, selling. and deploying our products. Our products are generally available globally
through the web and on mobile, but some or all of our products or functionality may not be available in certain markets due to legal and regulatory complexities.
For example, Facebook is not generally available in China. We also outsource certain operational functions to third-party vendors globally. If we fail to deploy,
manage, or oversee our international operations successful!y, our business may suffer. ln addition, we are subject to a variety of risks inherent in doing business
internationally, including:
political, social, or economic instllbi!ity;
risks related to legal, regulatory, and other government scrutiny applicable to U.S. companies with sales and operations in foreign jurisdictions,
including with respect to privacy, tax, law enforcement, content, trade compliance, intellectual
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property, and terrestrial infrastructure matters;
potential damage to our brand and reputation due to compliance with local laws, including potentia! censorship or requirements to provide user
information to local authorities;
fluctuations in currency exchange rates and compliance with currency controls;
foreign exchange controls and tax and other regulations and orders that might prevent us from repatriating cash earned in countries outside the United
States or otherwise limit our ability to move cash freely. and impede our ability to invest such cash efficiently;
higher levels of credit risk and payment fraud;
enhanced ditliculties of integrating any foreign acquisitions;
burdens of complying with a variety of foreign laws;
reduced protection for intellectual property rights in some oountries;
difficulties in ~1affing, managing, and overseeing global operations and the increased travel, infrastructure, and legal compliance oosts associated
with multiple international locations;
compliance with the U.S. Foreign Corrupt Practices Act, the U.K. Bribery Act, and similar Jaws in other jurisdictions; and
compliance with statutory equity requirements and management oft(IX consequences.

If we are unable to expand internationally and manage the oomplexity of our global operations successfully, our financial results oould be adversely
affucted.
We face design, llfilnufacturing, and supply chain risks that,

if not properly managed, could adversely impact our finandal results.

We face a number of risks related to design, manufacturing, and supply chain management with respect to our Oculus products. For example, the Oculus
products we sell may have quality issues resulting from the design or manufacture of the products, or from the software used in the products. Sometimes, these
issues may be caused by components we purchase from other manufacturers or suppliers. If the qualify of our Oculus products does not meet our customers'
expectatioru; or such products are found to be defective, then our fmancial results could be adversely affected.
We rely on third parties to manufacture our Oculus products. We may experience supply shortages or other supply chain disruptions in the future that could
result in shipping delays and negatively impact our opemtions. We could be negatively affected if we are not able to engage third parties with the necessary
capabilities or capacity on reasonable tenns, or if those we engage with fail to meet their obligations (whether due to financial difficulties or other reasons), or
make adverse changes in the pricing or other materia! terms of such arrangements with them.
We also require the suppliers and business partners of our Oculus products to comply with laws and certain company policies regarding sourcing practices,
but we do not control them or their practices. If any of them violates laws or implements practices regarded as unethical or corrupt, we oould experience supply
chain disruptions, canceled orders, or damage to our reputation.
In addition. the Securities and Exchange Commission's (SEC) oontlict minerals rule requires disclosure by public companies of information relating to the
origin, source and chain of custody nf specified minerals, known us conflict minerals, that are necessary to the functionality or production of products
manufactured or contracted to be manufactured. Although the SEC has recently provided guidance with respect to a portion of the oonfHct minerals filing
requirements that wi!l somewhat relax the reporting required, we may incur significant costs a.~sociated with complying with the other portions of the rule, such as
costs related to the detennination of the origin, S{lurce and chain of custody of the minerals used in Oculus products, the adoption nf conflict minerals-related
governance policies, processes and controls, and possible changes to products or sources of supply as a result of such activities.
We may face inventory riJk with reJpect to our Oculus products.
We may be exposed to inventory risks with respect to our Oculus products as a result of rapid changes in product cycles and pricing, unsafe or defective
merchandise, changes in consumer demand and consumer spending patterns, changes in oonsumer tastes with respect to Oculus products, and other factors. We
endeavor to accurately predict these trends and avoid overstocking
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or understacking products Oculus may sell. Demand for products, however, can change significantly between the time inventory or components are ordered and
the date of sale. In addition, when we begin selling or manufacturing a new Oculus product, it may be difficult to establish vendor relationships, detennine
appropriate product or component selection, and accurately forecast demand. The acquisition of certain types of inventory or components may require significant
lead-time and prepayment lind they may not be returnable. Any one of these factors may adversely affect our operating results.

We may huve expos uri! to greater than anticipated tax liabilities.
Our income tax obligations arc based in part on our corporate operating structure and intercompany arrangements, including the manner in which we
operate our business, develop, value, manage, protect, and use our intellectual property and the valuations of our intercompany transactions. We may also be
subject to additional indirect or non-income taxes. The tax laws applicable to our bU5iness, including the laws of the United States and other jurisdictions, are
subject to interpretation and certain jurisdictions are aggressively interpreting their laws in new ways in an effort to raise additional tax revenue from companies
such as Facebook. The taxing authorities of the jurisdictions in which we operate may challenge our methodologies for valuing developed technology or
intercompany arrangements, which c.auld increase our worldwide effective tax rate and hann our financial position and results of operations. For example, the IRS
recently issued us a fonnal assessment relating to transfer pricing with our foreign subsidiaries in conjunction with the examination of the 2010 tax year, and
although we disagree with the IRS's positioo and are contesting this issue, the ultimate resolution is uncertain and, if resolved in a manner unfavorable to us, may
adversely affect our financial results. We are subject to regular review and audit by U.S. federal and state, and foreign tax authorities. Tax authorities may disagree
with certain positions we have taken and any adverse outcome of such a review or audit could have a negative effect on our financial position and results of
operations. In addition, th.e detcnnination of our worldwide provision for income taxes and other tax Jiahilities requires significant judgment by management, and
there are many trnnsactions where the ultimate tax determination is uncertain. Our provision for income taxes is also detennined by the manner in which we
operate our business, and any changes to such operations or laws applicable to such operations may affect our effective tax rate. Although we believe that our
provision for income tax.es is reasoniible, the u!tim[lte tax outcome may differ from the amounts recorded in our financial statements and may materially affect our
financial results in the period or periods for which such determination is made. In addition, our future income taxes could be adversely affected by earnings being
lower than anticipated in jurisdictions that have lower statutory tax rates and higher than anticipated in jurisdictions that have higher statutory tax rates, by changes
in the valuation of our deferred tax assets and liabilities, or by changes in tax laws, regulations, or accounting principles. For example, we have previously incurred
losses in certllin international subsidiaries that resulted in an effective tax rate that is signiticantly higher than the statutory tax. rate in the United States and this
could continue to happen in the future.

Changes in tax laws or tax rulings could maJerially affect our financial position and results of operatiuns.
The income and non-income tax regimes we are subject to or operate under are unsettled anJ may be su~ject to significant change. Changes in tax laws or
tax rulings, or changes in interpretations of existing laws, could materially affect our flnancial position and results of opemtions. Many countries in Europe, as well
as a number of other countTies and organizations, h[lve recently proposed or recommended changes to existing tax laws or have enacted new laws that could
significantly increase our tax obligations in many countries where we do business or require us to change the manner in which we operate our business. The
Organization for Economic Cooperation and Development has been working on a Base Erosion and Profit Sharing Project, and issued in 2015, and is expected to
continue to issue, guidelines and proposals that may change various aspects of the existing framework under which our tax obligations are determined in many of
the countries in which we do business. The European Commission has conducted investigations in multiple countries focusing on whether local country tax rulings
or tax legislation provides preferential laX treatment that violates European Union state aid rules and concluded that ce1tain countries, including Ireland, have
provided illegal state aid in certain cases. These investigations may result in changes to the tax treatment of our foreign operations. In addition, the current U.S.
administration and key members of Congress have made public statements indicating that tax refonn is a priority. Certain changes to U<S. tax. laws, including
limitations on the ability to defer U.S. taxation on earnings outside of the United States until those earnings iire repatriated to the United States, could il.ffect the tax
treatment of our foreign earnings. Due to the large and expanding scale of our international business activities, many of these types of changes to the taxation of
our activities could increase our worldwide effective tax rate and harm our financial position and results of operations.

We cannot guarantee that our share repurchase program will be fully consum11111ted or that it will enhance long-term stockholder value. Share repurchases
could also increase the volatility of the trading price of our stock and cuuld diminish our cash reserver.
In November 2016, our board of directors authorized a share repurchase program of up to $6.0 hillion of our Class A common stock that commenced in
2017 and docs not have an expiration date. Although our board of directors bas authorized this share repurchase program, the program does not obligate us to
repurchase any specitic dol!ar amount or to acquire any specific number of shares. The program could affect the tradiog price of our stock and increase volatility,
and any announcement of a tennination of this program may result in a decrease in the trading price of our stock. In addition, this program could diminish our cash
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Risks Reht.ted to Ownership of Our Class A Common Stock

The troding price of our Class A common stock has been and will likely continue to be volatile, and if the creation and dividend of Class C capital stock i:r
effected. the trading price ofthat class will likely be volatile and may impact the trading price for the Cla.rs A common stock.
The trading price of our Cla.c;s A common stock has been, and is likely to continue to be, volatile. Since shares of our Class A common stock were sold in
ouriPO in May 2012 at a price of$38.00 per share, our stock price has l"anged from $17.55 to $156.50 through June 30,2017. In addition to the factors discussed
in this Quarterly Report on Fonn 10-Q, the trading price of our Class A common stock may fluctuate significantly in response to numerous factors, many of\\-'hich
are beyond out control, including:
actual or anticipated fluctuations in our revenue and other operating results;
the financial projections we may provide to the public, any changes in these projections or our failure to meet these projections;
actions of securities analysts who initiate or maintain coverage of us, changes in financial estimates by any securities analysts who follow our
company, or our failure to meet these estimates or the expectations of investors:
additional shares of our stock being sold into the market by us, our existing stockholders, or in connection with acquisitions or the anticipation of
such sales;
investor sentiment with respect to our competitors, our business partners, and our industry in general;
announcements by us or our competitors of significant products or features, technical innovations, acquisitions., strategic partnerships, joint ventures,
or capital commitments;
announcements by us or estimates by third parties of actual or anticipated changes in the size of our user base, the level of user engagement. or the
effectiveness of our ad products;
changes in operating perfonnanee and stock market valuations of technology companies in our industry, including our developers and competitors;
price and volume fluctuations in the overall stock market, including as a result of trends in the economy as a whole;
the inclusion. exclusion, or deletion of our stock from any trading indices, such as the S&P 500 Index;
media coverage of our business and financial performance;
lawsuits threatened or filed against us;
developments in anticipated or new legislation and pending lawsuits or regulatory actions, including interim or final rulings by tax, judicial, or
regulatory bodies;
trading activity in our share repurchase program; and
other events or factors, including those resulting from war nr incidents of terrorism, or responses to these events.
In addition, in 2016 we announced a proposal to create a new class of non-voting capital stock, known as Class C capital stock, and tu distribute two shares
of Class C capital stock as a dividend to the holders of our Class A and Class B common stock for each share of Class A and Class B common stock held by them.
\Vhile this proposal has been approved by our stockholders, the record and payment dates for this dividend will be determined by our board of directors in its
discretion and there can be no assurance a.c; to the timing of such dates. Once the dividend is distributed, we expect that the market price for the shares of our Class
A common stock will generally reOeet the effect of a thrce-fotMone stock split. The pending Reclassification is currently subject tu class action lawsuits that were
filed on behalf of our stockholders.
If issued, We plan to list the Class C capital stock on the NASDAQ Stock Market LLC. The trading price for the Class C capital stock may be volatile and
affected by the factors noted with respect to our Class A common stock above. The troding price of the Class C capital stock may also be affected by the difference
in voting rights compared to our Class A and Class B common shares, the liquidity of the market for Class C capital stock, and investor demand for Class C capital
stock, including that of institutional investors that may be unwilling, unable, or choose not to hold non-voting shares of our capital stock.
In addition, the stock markets have experienced extreme price and volume Ouctuations that have affected and continue to affect the market prices of equity
securities of many technology companies. Stock prices of many technology companies have
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fluctuated in a manner unrelated or disproportionate to the operating performance of those companies. We are currently subject to securities litigation in connection
with our IPO. We may experience more such litigation following future periods of volatility. Any securities litigation could subject us to substantial cost~, divert
resources and the attention of management from our business, and adversely affect our business.
We do not intend to pay cash dMdends for tire foreseeob/efuture.
We have never declared or paid cash dividends on our capital stock. We current!;~~ intend to retain any future earnings to finance the operation and expansion
of our business, and we do not expect to declare or pay any cash dividends in lhe foreseeable future. As a result, you may only receive a return on your investment
in our Class A common stock and, if issued, our Class C capital stock if the trading price of your shares increases,
The dual class structure of our common nock and a ~oting agrei!MI!IIt be(N!een certain stockholders ha~e the effect of concentrating
CEO a11d certain other holders of our Class B commo11 stock; this wllllimit or preclude your ability to influence corporate matters.

~oting

control with our

Our Class B common stock has ten votes per share, and our Class A common stock has one vote per share, and we intend to create Class C capital stock that
generally has no voting tights. Stockholders who hold shares of Class B common stock., including certain of our executive officers, employees, and directors and
their affiliates, together hold a substantial majority of the voting power of our outstanding capital stock. Because of the ten-to-one voting ratio betw~n our Class B
and Class A common stock, the holders of our Class B common stock collectively control a majority of the combined voting power of our common stock and
therefore are able to control all matters submitted to our stockholders for approval so long as the shares of Class B common stock represent at least 9.1% of all
outstanding shares of our Class A and Class B common stock. This concentrated control will limit or preclude your ability to influence corporate matters for the
foreseeable future.
Transfers by holders of Class B common stock will generally result in those shares converting to Class A common stock, subject to limited exceptions, such
as certain transfers effected for estate planning or charitable purposes. The conversion of Class 8 common stock to Class A common stock will have the effect,
over time, of increasing the relative voting power of those holders of Class B common stock who retain their shares in the long tenn. lf, for example,
Mr. Zuckerberg retains a significant portion of his holdings of Class B common stock for an extended period of time, he could, in the future. continue to control a
majority of the combined voting power of our outstanding capital stock.
Our status as a "controlled company" could make our Class A common stock less attractive to solf'U! investors or otherwise harm our stock price.
Because we qualify as a "controlled company" under the corporate governance rules for NASDAQ-listed companies, we are not required to have a majority
of our board of directors be independent, nor are we required to have a compensation committee or an independent nominating function. In connection with the
pending Reclassification, contingent upon our payment of a dividend of Class C capital stock as described in last ;year's proxy statement, our corporate governance
guidelines will be amended to provide that our compensation & governance committee will be comprised solely of independent directors. We do not have a
separate and independent nominating function and will continue to have the full board of directors be directly responsible for nominating members of our board. In
addition, in the future we could elect not to have a majority of our board of directors be independent or not to have a compensation committee. Accordingly, should
the interests of our controlling stockholder differ from those of other stockholders, the other stockholders may not have the same protections a!Torded to
stockholders of companies that are subject to all of the corporate governance rules for NASDAQ-listed companies. Our status as a controlled company could make
our Class A common stock and, if issued, our Class C capital stock less attractive to some investors or otherwise harm our stock price.
DelllWare law and provisions in our restated certificate of incorporation and bylllWs could make o merger, tender offer, or proxy contest difficult, thereby
depressing the trading price of our Class A common stock.
Our statM as a Delaware corporation and the anti-takeover provisions oflhe Delaware General Corporation Law may discourage, delay, or prevent a change
in control by prohibiting us from enguging in a business combination with an interested stockholder for a period of three years after the person becomes an
interested stockholder, even if a change of control would be beneficial to our existing stockholders. In addition, our current restated certificate of incorporation and
bylaws contain provisions that may make the acquisition of our company more difficult, including the following:
until the first date on which the outstanding shares of our Class 8 common stock represent less than 35% of the combined voting power of our
common stock, any transaction that would result in a change in control of our company requires the approval of a majority of our outstanding Class B
common stock voting as a separate class;
we currently have a dual class common stock structure, which provides Mr. Zuckerberg with the ability to control
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the outcome of matters requiring stockholder approval, even if he owns significWltly less than a majority of the shares of our outstanding Class A and
Class B common stock;
when the outStanding shares of our Class B common stock represent less than a majority of the combined voting power of common stock, certain
amendments to our restated t:ertificate of incorporation or bylaws will require the approval of two~thirds of the combined vote of our thenoutstanding shares of Class A and Class B common stock;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting power of our common stock,
vacancies on our board of directors will be able to be filled only by our board of directors and not by stockholders;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting power of our common stock, our
board of directors will be classified into three classes of directors with staggered three-year terms and directors will only be able to be removed from
office for cause;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting power of our common stock, our
stockholders will only be able to take action at a meeting of stockholders and not by written consent;
only our chairman, our chief executive officer, our president, or a majority of our buard of directors
stockholders:

£~re

authorized to call a specin! meeting of

advance notice procedures apply for stockholders to nominate candidates for election as directors or to bring matters before an annual meeting of
stockholders;
our restated certificate of incorporation authorizes undesignated preferred stock, the terms of which may be established, and shares of which may be
issued, without stockholder approval; and
certain litigation against us can only be brought in Delaware.
We intend to amend and restate our restated certificate of incorporation to create, as further described above, a new class ofnon~voting capital stock which
may prolong Mr. Zuckerberg's ability to control the outcome of matters submitted to our stockholders fnr approval, including thC! election of directors and any
merger, consolidation, or sale of all or subslmltial!y all of our assets.
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Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds

a) Sale:r of Unregistered Sec11ritif!S
None.

c) Issuer Purchases of Etp~ity Securities
The following table summarizes the share repurchase activity for the three months ended June 30, 2017 :
-:T:-,.,-c-IN•-mb-uo__,.rs-ho~
Aven~gePrlcePakl

TotalN1.1111berofSbare!l
Pun:hasedlll

Share Ill

Per

Purcll~tsedasPartof

Appnulimate Dollar Value
ofSbare:s that May Yet Be

PublielyAnnounced

Pureh~tsedUnduthePiarn~

Pmgnum<1l

orProgranu
(in111illioos)

(intbo1.1sands)

(in thousands)

5,772

April·t-:-~:;2~1:1

May 1-31,2017
JAtt~~l.730;2917

1,185

s

1,185

1,185

$

5,772

$

5,592

1,185

(I) In November 2016, our board of directors authorized a share repurchase program of up to $6 0 billion of our Class A common stock, whu,;h commenced In January 2017 and does not have
an expiration date. The timmg and a£tual number of shares n:purchased depend on a variety of factors, including pnce, general busmess and market cond1lions, and other mvestment
opportuDllJes, and shares may be repurcha5ed through open market purchases or pnvate!y negolJated transactloru;, mc!udmg through the use of trad1ng plans mtended to qua lilY under Rule
lObS·! undertheEx.changeAct
(2) AvefllgepncepatdpershB.Telncludescostsassoclatedw!ththerepurchases
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Item 6. E:.-hibits

Incorporated by Reference

Exhibit

Filed
FllingDate

Henwitb

10.1

2012 Equity Incentive Plan forms of award agreements.

X

31.1

Certification of Mark Zuckerberg, Chief Executive Officer,
pursuant to Rule 13a~l4(a)/1.5d~l4(a), as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of2002.

X

31.2

Certification of David M. Wehner, Chief Financial Officer,
pursuant to Rule 13a-14(a)/1.5d-l4(a), as adopted pursuant to
Section 302 of the Satbancs-Ox!ey Act of2002.

X

32.1#

Certification of Mark Zuckerberg, Chief Executive Officer,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of2002.

X

32.2#

Certification of David M. Wehner, Chief Financial Officer,
pursuant to 18 U.S.C. Section 1350, a.'i adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of2002.

X

lOLINS

XBRL Instance Document.

X

IOI.SCH

XBRL Taxonomy Extension Schema Document

X

10 !.CAL

XBRL Taxonomy Extension Calculation Link base Document.

X

IOI.DEF

XBRL Taxonomy Extension Definition Linkba<ie Document.

X

IOI.LAB

XBRL Taxonomy Extension Labels Linkbase Document.

X

lOl.PRE

XBRL Taxonomy Extension Presentation Linkba<ie Document.

X

#This certification is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (Exchange Aet), or othenvise subject to the
liability of that sectinn, nor shall it be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended (Securities Act), or the
Exchange Aet.
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SIGNATL1RES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Quarterly Report on Form 10-Q to be signed on its behalf
by the undersigned, thereunto duly authorized. in the City of Menlo Park, State of California, on this 27th day of July 2017.
FACEBOOK, INC.

lsi DA V!D M. WEHNER

Date: July 27,2017

David M. Wehner
Chief Financial Officer
(Principal Financial Officer)
Date: July27, 2017

Is/SUSAN J.S. TAYLOR
Susan J.S. Taylor
Chief Accounting Officer
(Principal Accounting Officer)
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FACEBOOK, INC.
2012 EQUITY INCENTIVE PLAN
NOTICE OF RESTRICTED STOCK UNIT A WARD
GRANT NUMBER:

Unless otherwise defined herein, the terms defined in the Facebook, Inc. (the" Company'') 2012 Equity Incentive Plan (the" Plan") shaH have the same
meanings in this Notice of Restricted Stock Unit Award (the" Notice").
Name:
Address:
You(" Participant'') have been granted an award of Restricted Stock Units(" RSUs ")under the Plan S\lbject to the terms and conditions of the Plan, this Notice
and the attached Award Agreement (Restricted Stock Units) (hereinafter" RSU Agreement").
Number ofRSUs:

Date of Grant:
Vesting Commencement Date:
Expiration Date:

The date on which settlement of all RSUs granted hereunder occurs, with earlier expiration upon the Termination
Date

Vesting Schedule:

Subject to the limitations set forth in this Notice, the Plan and the RSU Agreement, the RSUs will vest in
accordance with the following schedule:

By accepting (whether in writing, electronically or otherwise) the RSUs, and as a condition to and in consideration of the grant, vesting, and settlement of the
RSUs, Panicipant acknowledges and agrees to the following:
Participant agrees and [lcknowledges that in the event Participant's service status with the Company (or a Subsidiary or affiliate, as the case by may be) changes: (i)
the Vesting Schedule may change prospectively, or (ii) a portion of the award may be subject to forfeiture. Any such changes or forfeiture will occur in accordance
with Company policies including but not limited to policies relating to full- or part-time status, leaves of absence, work schedules, and vesting of awards.
Participant understands that Participant's employment or coruulting relationship or service with the Company (or a Subsidiary or affiliate, as the case may be) is
fur an unspecified duration, can be terminated at any time in accordance with the applicable law (which may include "at-will'' employment) and that nothing in this
Notice, the RSU Agreement or the Plan changes the nature of that relationship. Participant acknowledges that the vesting of the RSUs pursuant to this Notice is
earned only by continuing service as an Employee, Director or Consultant of the Company (or a Subsidiary or affiliate, as the case may be). By receiving the
RSUs, Sh~~tes, or otherwise MY benefit relating to the RSUs, Purticipant also !lcknowledges that this Notice is subject to the terms and conditions of both the RSU
Agreement and the Plan, both of which arc incorporated herein by reference, Participant has read both the RSU Agreement and the Plan, and Participant consents
to the electronic delivery as set forth in the RSU Agreement.
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Finally, please note that the RSU Agreements includes the Country-Specific Addendum, which prnvides !ldditional notices, disclllimers, and/or terms and
conditions that apply to employees in the countries listed. Participant understands and agrees that if Participant works, resides, moves to, or otherwise is or
becomes subject to applicable laws or Company policies of any such jurisdictions at any time, such country-specific notices, disclaimers and/or terms and
conditions will apply to Participant, unless otherwise determined by the Company in its sole discretion. In particular, any elections or special provisions for such
country
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(including but not limited to provisions for certain tax treatment; social contributions, e.g., the pass·through of employer National Insurance Contributions in the
United Kingdom; potential or mandatory forfeiture of grants in certain circumstances or countries, e,g., Jsrncl or China; and applicable holding periods, sale
restrictions, or processing of proceeds) may apply to Participant's RSUs or Shares as from the date of grant, even if Participant was not subject to such oountry
laws or policies at the time of grant. However, because applicable laws and policies are subject to change, the Country•Specific Addendum is not exhaustive. As
provided for in the RSU Agreement, the Company also retains the right to impose other requirements in relation to Participant's participation in the Plan to the
extent necessary or advisable in order to comply with applicable laws or facilitate the administmtion of the Plan ot this Agreement and to require Participant to
sign any additional agreements or undertakings that m(ly be necessary or advisable to accomplish the foregoing.
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FACEBOOK, INC.
2012 EQUilY INCENTIVE PLAN
RESTRICTED STOCK UNIT AWARD AGREEMENT
Unless otherwise defined herein, the terms defined in the Facebook, Inc. (the " Company") 2012 Equity Incentive Plan (the " Plan ") shall have the same
defined meanings in this Award Agreement (Restricted Stock Units) (the" Agreement").
Participant ha:; been granted Restricted Stock Units(" &SUs") subject to the terms, restrictions and conditions of the Plan, the Notice of Restricted Stock Unit
Award (the" Notice") and this Agreement.
~. Settlement of RSUs shall be made within 30 days following the applicable date of vesting under the vesting schedule set forth in the
Notice. Settlement ofRSUs shall be in Shares.

2.
No Stockholder Rights . Unless and until such time as Shares are issued in settlement of vested RSUs, Participant shall have no ownership of the
Shares al!ncated to the RSUs and shall have no right to dividends or to vote such Shares.
3.

Dividend Equivalents, Dividends, if any (whether in cash or Shares), shall not be credited to Participant.

4.
Non-Trnnsferabi!ity ofRSUs, RSUs may not be sold, assigned, transferred, pledged, hypothecate{j, or otherwise disposed of in any manner other than
by will or by the laws of descent or distribution or court order or unless otherwise pennitte{j by the Committee on a case·by·case basis.

5.
Termination , If Participant's service Terminates for any reason, a!! unvested RSUs shall be forfeited to the Company forthwith, and all rights of
Participant to such RSUs shall immediately terminate. In case of any dispute as to whether Tennination has occl.llTed, the Company shall have sole discretion to
determine whether such Tennination has occurred and the effective date of such Termination for purposes of the Plan. For the avoidance of doubt, it is noted that,
except as may be agreed to in the sole discretion ofthe Company, if Participant is Terminated by his/her employer for any reason or if Participant's Termination is
due to his/her voluntary resignation, all unvested RSUs shall be forfeited as of the date on which Participant is no longer actively providing services, and no vesting
shall continue during any notice period that may be mandated in relation to his Termination, whether specified under contract or applicable law, including any
"garden leave'' or similar period.
6.
Withholding Taxes. Prior to the settlement of Participant's RSUs and as a condition to and in consideration of the grant. vesting, and settlement ofthe
RSUs, Participant shall pay or make adequate arrangements satisfactory to the Company (and any Subsidiary or affiliate) to satisfy all withholding obligations of
the Company {and any Subsidiary or affiliate) and any other amounts in relation to the RSUs, including any applicable taxes, social contributions, required
deductions, or other payments. In this regard, Participant authorizes the Company (and any Subsidiary or affiliate) to withhold a!l such amounts legally payable by
Participant. In this regard, Participant authorizes the Company (and any Subsidiary or affiliate), at the direction and discretion of the Commince, to satisfY all
obligations by one or a combination of the following: (i) payment of a cash amount by Participant, (ii) by withholding from Participant's \Vages or other cash
compensation paid to Participant by the Company (and any Subsidiary or affiliate), {iii) withholding Shares based on the Fair Market Value of the Shares that
otherwise would be issued to Participant when Participant's RSUs are settled, provided that the Cnmpany does not withhold more than the amount of Shares
necessary to satisfY the m!L'I:imum statutory withholding amount, {iv) by withholding from proceeds of the sale of Shares acquired upon settlement of the RSUs
through a voluntary or mandatory sale arranged by the Company (on Participant's behalf pursuant to this authorization without further action by Participant), or (v)
by any other arrangement approved by the Committee, all under such rules as may be established by the Committee and in compliance with the Cnmpany's Insider
Trading Policy and lObS-! Trading Plan Policy, if applicable. The Company may refuse to deliver the Shares if Participant fails to comply with Participant's
obligations in connection with the tax withholding or other payments as described in this section.
7.
Acknowledgement, As a condition to, and in consideration of, the grant, vesting, and senlement of the RSUs, the Company and Participant agree that
the RSUs are granted wtder Wid governed by the Notice, this Agreement (including the Country-Specific Addendum hereto) and the provisions of the Plan. By
receiving the RSUs, Shares, or otherwise any benefit relating to the RSUs., Participant: (i) acknowledges receipt of a copy of the Plan and the Plan prospectus, (ii)
represents that Participant has carefully read and is familiar with their provisions., and (iii) hereby accepts the RSUs subject to all of the terms and conditions set
forth herein and those set forth in the Plan and the Notice.
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8.
Entin; A.gn:;ement• Enforcement of Rights, This Agreement, the Plan and the Notice constitute the entire agreement and understanding of the parties
relating to the subject matter herein and supersede all prior discussions between them. Any prior
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agreements, commitments or negotiations oonceming the purchase of the Shares hereunder are superseded. No modification of or amendment to this Agreement,
nor any W!li"Ver of any rights under this Agreement, shall be effecti"e unless in writing and signed by the parties to this Agreement. The failure by either party to
enforce any rights under this Agreement shall not be oonstrued as a waiver of any rights of such party.
9.
Data Protection . In order to enable the Company to properly administer the Plan and the RSUs recei"Ved by the Participant pursuant to the Plan,
Participant hereby gives explicit oonsent to the Company, any Subsidiary or Parent of the Company, and/or any delegates to collect and process (electronically or
otherwise) personal data, including sensiti"Ve and financial data, about himself or herself necessary to administer the Plan and RSUs received by Participant
pursuant to the Plan. Such data may include, but is not limited to, Participant's name, work authorization, go"Vernment or tax identification number, date of birth,
beneficiaries' contact infonnation, RSU grant history, and compensation infonnation. Participant also hereby gives explicit consent to lhe Company and related
entities to transfer (electronically or otherwise) any such data outside the oountry in which Participant is living or employed (including to the United States), as
well as to third-party providers (in Participant's home country or the United States or other countries) of legal, tax, benefits, administration or other services to the
Company, related entities, or employees. The legal person for whom such personal data is intended to be used is the Company and/or its related entities. Participant
further understands that the Company and/or its Subsidiary or Parent may report information regarding the Participant and/or the RSU to tax authorities or other
governmental agencies as may be required to comply with applicable laws.
lO.
Comnliance wjth Laws and Regulations . The issuance of Shares will be subject to and conditioned upon compliance by the Company and
Participant wilh all applicable national or local laws and regulations and withal! applicable requirements of any stock exchange or automated quotation system on
which the Company's Common Stock may be listed or quoted at the time of such issuance or transfer. Furthermore, Participant understands that the applicable
laws of the oountry and/or state or province in which Participant is living or working at the time of grant, vesting and/or settlement of the RSUs and/or disposition
of the Shares received thereunder (including any rules or regulations governing securities, foreign exchange, tax, labor or other matters) and any other applicable
laws may restrict or prevent settlement of the RSUs and/or disposition of the Shares received thereunder or may subject Participant to additional procedural or
regulatory requirements Participant is solely responsible for and will have to independently fulfill in relation to the RSUs or ownership or sale of Shares or in order
to othenvise receive any benefit under this RSU. Such local requirements may be outlined in but are not limited to the Country-Specific Addendum attached
hereto.
lL
Addendum and Additional Requirements • Notwithstanding any provisions in lhe Plan, the Notice or this Agreement, lhe RSUs and any Shares to
be issued thereunder shall be subject to the terms and conditions set forth in the Country*Specifie Addendum that may apply due to Participant's rountry of
residence or work upon grant, vesting or settlement of RSUs or the disposition of Shares received thereunder or upon Participant's relocation to another oountry.
Moreover, the Company reserves the right to impose other requirements in relation to Participant's participation in the Plan to the extent necessary or advisable in
order to comply with applicable laws or facilitate the administration of the Plan or this Agreement and to require Participant to sign any additional agreements or
IJndertakings that may be necessary or ad"Visab!e to accomplish lhe foregoing. Such requirements will apply as from the date of grant, including in circumstances
where Participant moves to another country, unless otherwise determined by the Company in its sole discretion.
12.
Goyernjng I aw· Severability. If one or more provisions of this Agreement are held to be unenforceable under applicable lnw, the parties agree to
renegotiate such provision in good fuith. In the event that the parties cannot reach a mutually agreeable and enforceable replacement for such provision, then (j)
such provision shall be excluded from this Agreement, {ii) the balance of this Agreement shall be interpreted as if such provision were so excluded and (iii) the
balance of this Agreement shall be enforceable in accordance with its tenns. This Agreement and all acts and transactions pursuant hereto and the rights and
obligations of the parties hereto shall be governed, oonstrued and interpreted in acoordance with the laws of the State of Delaware, without giving effect to
principles of conflicts of law. For purposes of litigating any dispute that may arise directly or indirectly from the Plan, the Notice and this Agreement, the parties
hereby submit and consent to litigation in the exclusive jurisdiction of the State of California and agree that any such litigation shall be oonducted only in the courts
of California or the federal courts of the United States for the Northern District of California and no other courts.
13.
No Rights as Emplow;e Din;ctor qr Consultant . Nothing in this Agreement shall affect in any manner whatsoever the right or power of the
Company, or a Parent or Subsidiary of the Company, to terminate Participant· s service in accordance with applicable laws, which may provide for the termination
of Participant's service for any reason, with or without cause.
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14.
Diseretjonary and Voluntary Notice of Grant . As a condition to, and in consideration of, the grant, vesting, and settlement of RSUs, and in
receiving the award ofRSUs, Shares, or any other benefit relating to the RSUs, Participant acknowledges and agrees that:
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(a)
the Plan is established voluntarily by the Company, it is discretionary in nature, and it may be unilaterally modified, antended, suspended or
tenninated by the Company at any time, unless otherwise provided in the Plan and this Agreement;
(b) the grant of the RSUs is voluntary and occasional and does not create any contractual or other right to receive future grants of RSUs or other
Awards, or benefits in lieu ofRSUs, even ifRSUs have been awarded repeatedly in the past;
(c)

all decisions with respect to future grants ofRSUs, if any, will be at the sole discretion of the Company;

(d)

Participant is voluntarily participating in the Plan;

(e) the RSUs and any Shares acquired under the Plan are an extraordinary item that do not constitute compensation of any kind for services of any kind
rendered to the employer, the Company or any Subsidiary or Parent of the Company and are outside the scope of Participant's employment nr service contract, if
any;
(f) the RSUs and any Shares acquired under the Plan are not part of nonnal or expected compensation or salary for any purposes, including, but not
limited to, calculation of any severance, resignation, termination, redundancy, end of service payments, bonuses, long-service awards, pension or retirement or
welfare benefits or similar payments and in no event should be considered as compensation for, or relating in any way to, past services for the employer, the
Company or any Subsidiary or Parent;

(g) in the event that Participant is not an Employee of the Company, the RSUs and Participant's participation in the Plan will not be interpreted to form
an employment or service contract or relationship with the Company; and, furthermore, the RSUs and Participant's participation in the Plan will not be interpreted
to form an employment or service contract or relationship with any Subsidiary or affiliate of the Company;
(h) the future value of the underlying Shares to be issued when the RSUs vest or are settled, if any, is unknown and cannot be predicted with certainty,
and the Compuny is not liable for any decrease in the value of such RSUs or Shares nor for any foreign exchange fluctuations between Participant's local currency
and the United States Dollar that may affect the value of any benefit Participant may receive in relation to the RSUs or the Shares received thereunder; and
(i) no claim or entitlement to compensation or damages shall arise from termination of the RSUs or from any diminution in value of the RSUs or the
Shares acquired upon vesting or settlement of the RSUs, and Participant irrevocably releases the employer, the Company and any Subsidiary or Parent from any
such claim that may arise; if, notwithstanding the foregoing, any such claim is found by a court of competent jurisdiction to have arisen, then, by signing the
Notice, Participant shall he deemed irrevocably to have waived his or her entitlement to pursue such claim.
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By Participant's aceeptance (whether in writing, electronically or otherwise) of the Notice or receipt of the RSUs or Shares, and as a condition to and in
consideration of the grant, vesting, and settlement of the RSUs, Participant and the Company agree that this RSU is granted under and governed by the terms and
conditions of the Plan, the Notice and this Agreement (including any applicable terms as provided in the Country·Specific Addendum). To the extent Participant
has been provided with a copy nfthe Notice, the Plan, this Agreement or any other documents relating to the RSU in a language other than English, the English
language documents will prevail in the case of any ambiguities or divergences as a result of translation. Participant has reviewed the Plan, the Notice and this
Agreement in their entirety, has had an opportunity to obtain the advice nfcounsel prior to executing this Agreement, and fully understands all provisions of the
Plan, the Notice and this Agreement. As a condition, and in consideration of, the grant, vesting, and settlement the RSUs and the issuance of Shares and
Participant's receipt thereof, Participant hereby agrees to accept as binding, conclusive and final a!l decisions or interpretations of the Committee upon any
questions relating to the Plan, the Notice and this Agreement. Participant further agrees to notify the Company upon any change in Participant's residence address.
By acceptance of this RSU as described herein, Panicipant consents to the electronic delivery of the Notice, this RSU Agreement, the Plan, account statements,
Plan prospectuses required by the Securities and Exchange Commission, U.S. financial reports of the Company, and all other documents that the Company is
required to deliver to its security holders (including, without limitation, annual reports and proxy statements) or other communications or information related to the
RSU. Electronic delivery may include the delivery of a link to a Company intranet or the internet site of a third party involved in administering the PIElil, the
delivery of the document via e-mail or such other delivery determined (It the Company's discretion.
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Count.-y~Specific

Addendum

This Addendum includes additional country-specific notices, disclaimers, and/or terms and wnditions that apply to Participants who work or live in the countries
listed below and that may be material to Participant's participation in the Plan. Such notices, disclaimers, and/or terms and conditions may also apply if Participant
moves to or otherwise is or becomes subject to the applicable laws or Company policies of the wuntry listed. However, because foreign exchange regulations and
other local laws are subject to frequent change, Participant is advised to seek advice ftom Participant's own personal legal and tax advisor prior to accepting a grant
or holding or selling Shares acquired under the Plan. Unless otherwise noted below, capitalized terms shall take the same definitions assigned to them under the
Plan and the Agreement. This Addendum forms part of the Agreement and should be read in wnjunction with the Plan.
Unless otherwise noted, neither the Company nor the Shares are registered with any local stock exchange or under the control of any local securities regulator
outside the U.S. This Agreement (of which this Addendum is a part), the Plan, and any other communications or materials that you may receive regarding
participation in the Plan do not constitute advertising or an offering of securities outside the U.S. The issuance of securities described in any Plan-related
documents is not intended for offering or public circulation in your jurisdiction.
European Union

Data Privacy
The following supplements Section 9 of the Agreement: Participant understands that personal data will be held only as long as is necessary
to implement, administer and manage Participant's participation in the Plan. Participant understw1ds that he or she may, at any time, view
his or her personal data, request additional information about the storage and processing of personal data, require any necessary
amendments to person [II data without wst, request a list of the names and addresses of any recipients of the persona! data, or refuse or
withdraw the wnsents herein or by contacting in writing Participant's local human resources representative.

Argentina

Foreign Ex.change Restrictions
US dollar transactions must be conducted through a financial intenncdiary authorized by the Argentine Central Bank. US dollar proceeds
from the sale of stock by a participant, when remitted to Argentina, are subject to conversion to Argentine pesos at applicable exchange
rates., as well as relevant regulations of the Central Bank. Depending on the amount, you may also be required to file certain documentation
of the sale with the local bank or otherwise place the funds in a non-interest-bearing US dollar-denominated mandatory deposit account for
a holding period of 365 days. As the restrictions may change, please confirm the foreign exchange requirements with your local bank
before any transfer of funds into ur out of Argentina.

Australia

Seeurities Law Notice
This disclosure has been prepared in connection with offers to employees in Australia under the Plan and the Agreement (copies of which
are enclosed). It has been prepared to ensure that this grant and any other grant under the Plan (the "Offer") satisfies the conditions for
exemptions granted by the Australian Securities and Investments Commission (''ASIC") under ASIC Class order 14/1000.
Any advice given to you in connection with the Offer is general advice only. It does not take into account the objectives, financial situation
and needs ofany particular person. No financial product advice is provided in the documentation relating to the Plan and nothing in the
documentation should be taken to wnstitute a recommendation or statement of opinion that is intended to intluence you in making a
decision to participate in the Plan. This means that you should consider obtaining your own financial product advice from an independent
person who is licensed by the ASIC to give such advice. Facebook, Inc. wi!l make available upon your request the Australian dollar
equivalent of the current market price of the underlying Shares subject to your RSUs. You can get those details by wntacting

~·
Issue ofRSUs
RSUs will be issued for no consideration.
Risks of Participation in the Plan
Participation in the Plan and acquiring Shares in Facebook, Inc. carries inherent risks. You should carefully consider these risks in light of
your investment objectives and personal circumstances.
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Settlemtnt
Notwithstanding any discretion in the Plan, the Notice or the Agreement to the oontrary, settlement of the RSUs shall be in Shares and not,
in whole or in part, in the form of cash.
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Belgium

Foreign Assets Reporting
Jfyou are a resident of Belgium, you will be required to submit an annual form declaring your income or assets (including shares acquired
under an employee share plan) held outside of Belgium to the National Bank of Belgium. The reporting should be completed prior to filing
your annual Belgian income tax return.

Brazil

Foreign Assets Reporting
If you are a resident of Brazil, you will be required to submit an annual declaration of assets and rights held outside ofOrazi! to the Central
Bank of Brazil ("BACEN") if the aggrcgnte value of such assets and rights (including any capital gain, dividend or profit attributable to
such assets) is equal to or greater than US $100,000. The reporting should be completed at the beginning of the year.

Canada

Employee Tu Treatment
For Canadian federal income tax purposes, the RSU is intended to be treated as an agreement by the Company to sell or issue shares to the
Employee and, as such, is intended to be subject to the rules in section 7 of the Income Tax Act (Canada). Under those rules, the Employee
will be considered to have received an employment benefit at the time of settlement of the vested RSUs equal to the full value of the Shares
received, which amount will be taxed as employment income and will be subject to withholding at source.
Settlement
Non...ithstanding any discretion in the Plan, the Notice or the Agreement to the contrary, settlement of the RSUs shall only be made in
Shares issued by the Company from trea~ury and not, in whole or in part, in the form of cash or other consideration.
Foreign Share Ownership Reporting
If you are a Canadian resident, your ownership of certain foreign property (including shares of foreign corporations) in excess of $!00,000
may be subject to ongoing annual reporting obligations. Please refer to CRA Form Tl !35 (Foreign Income Verification Statement) and
consult your tax advisor for further details. It is your responsibility to comply with all applicable tax reporting requirements.
Securities Law Notice
The security represented by the Notice and the Agreement was issued pursuant to an exemption from the prospectus requirements of
applicable securities legislation in Canada. Participant acknowledges that as long as the Company is not a reporting issuer in any
jurisdiction in Canada, the RSUs and the underlying Shares wi!\ be subject to an indefinite hold period and that the RSUs and the
underlying Shares are subject to restrictions on their transfer pursuant to such applicable securities legislation. Participant further
acknowledges that (i}, unless permitted under applicable securities legislation, the Participant is not permitted to transfer the RSUs or the
underlying Shares before the date that is 4 months and a day after the later of(a) the date of this Agreement and (b) the date the Company
became a reporting issuer (as such term is defined under applicable securities legislation) in any province of territory in Canada; (ii) the
certificates representing the RSUs and the underlying Shares will bear the legend required by applicable securities legislation indicating
that the resale of such securities is restricted; and (iii) the Participant has been advised to consult the Participant's own legal counsel for full
particulars of the resale restrictions applicable to the Participant.
Quebtc: Consent to Reeeive lnrormation in English
The following applies if you are a resident of Quebec: The parties acknowledge that it is their express wish that this Agreement, as well as
all documents, notices and legal proceedings entered into, given or instituted pursuant hereto or relating directly or indirectly hereto, be
dra\rn up in English. Us parties reconnaissenl avoir exigil Ia redaction en anglais de cette convention, ainsi que de taus documents
exrkutils, avis donnes et procedures judiciaries intentees, directement ou indirectement, relativement d Ia prrfsente convention

Colombia

Foreign Ownership Reporting
Prior approval from a government authority is not required to purchase and hold foreign securities or to receive an equity award. However,
if the value of foreign investments, including the value of any equity awards, equals or exceeds US $500,000, such investments must be
registered with the Colombian Central Bank by June 30th of each year.

Denmark

Employer Statement. Your participation in the Plan is also subject to the Danish Employer Statement, which has been provided to you
separately and may also be obtained by contacting~· By accepting your grant, you acknowledge that you have received and
agree to the Danish Employer Statement.
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Foreign Atcount Reporting. Danish resident holders ofnon~Danish bank accounts or accounts with non-Danish brokers should submit
certain forms to the Danish tax authorities:
Erklrering V regarding shares deposited with a non~ Danish bank or broker ( httpd/www skat dk!SKAT aspx,?oid=90030)
Erkl<ering K regarding money deposited with a non~Danish bank. or broke-r ( httpw//www skat.dk/SKAT.asox'?o!d 73344)
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France

French Sub-Plan
The RSUs are intended to qualify for preferred treatment under French tax and social security la\vs and are subject to the provisions below
and the Sub-Plan to the Facebook, Inc. 2012 Equity Incentive Plan, Qualified Restricted Stock Units (FRANCE) (the "French Sub-Plan"),
which has been provided to you and is incorporated herein. Capitalized terms below shall take the same definitions assigned to them under
the French Sub-Plan and the Agreement.
Settlement
NotwithsLanding anything to the contrary stated herein, in the Notice, the Plan or the French Sub-Plan, in the case of Participant's death, if
the Participant's heir or heirs request the delivery of the Shares subject to the RSUs within a period of six (6) months following the
Participant's death, then the RSUs will be settled in Shares as soon as practicable following the request. If no such request in made within
six (6) months fo!lowing the Participant's death, the RSUs will be forfeited. In any case, settlement ofRSUs shall be in Shares only and
not, in whole or in part, in the form of cash.
Non-Transferability ofRSUs
RSUs may not be sold, assigned, transferred, pledged, hypothecated, or otherwise disposed of in any manner other than by wil! or by the
laws of descent and, in any event, always in accordance with applicable laws.
Tennination
Notwithstanding anything to the contrary stated herein, in the Notice, the Plan or the French Sub-Plan, death of a Participant's will not
cause such Participant's unvested RSUs to be immediately forfeited to th.e Company.
Minimum Vesting Period
Notwithstanding anything to the contrary stated herein, in the Notice, the Plan or the French Sub-Plan, save the case of death a Participant,
RSUs will not vest nor be settled before the first (I st ) annual anniversary of the Grant Date (as defined under the French Sub-Plan) or such
other period as is required to comply with the minimum mandatory holding period applicable to Shares underlying French-qualified
Restricted Stock Units under Section L. 225~197~1 of the French Commercial Code, as amended, or by the French Tax Code or French
Social Security Code, as amended~
Mandatory Holding Period
Notwithstanding anything to the contrary stated herein, in the Notice, the Plan or the French Sub-Plan, any Shares issued to Participant
upon settlement of the RSUs must be held (and crmnot be sold or transferred) until expiration of a period which, together with the vesting
period, can be no less than two years of the Grant Date, or such other period as is required to comply with the minimum mandatory holding
period applicable to Shares underlying French-qualified Restricted Stock Units under Section L. 225-197~ 1 of the French Commercial
Code, as amended, or by the French Tax Code or French Social Security Code, as amended; provided that ifParticipaTJt dies or becomes
Disabled, this mandatory holding period wil! not apply. In order to enforce this provision, the Company may, in its discretion. issue
appropriate "stop transfer'' instructions to its transfer agent or hold the Shares until the expiration of the holding period set forth above
(such Shares may be held by the Company, a transfer agent designated by the Company or with a broker designated by the Company).
Closed Periods
Pursllant to article L 225-197-1 of the French Code de commerce. shares of a listed company cannot be sold (i) during the period often
(10) stock-exchange trading days that precede or three (3) stock..exehange trading days that follow the date on which the consolidated
accounts, or failing that, the aruma! accounts arc m[lde public; and (ii) during the period between the date on which the aJmpany' s
management has knowledge ofinfonnation which, if it were made public, aJU!d have a significant impact on the price of the company's
securities, and the date ten (I 0) stock-exchange trading days after that on which the said information is made public. These rules will apply

to Participant unless Participant is otherwise restricted from selling Shares received upon settlement of RSUs: under similar rules applicable
under U.S. law, in which case the U.S. rules shall prevail. [n any event, you are at all times required to comply with the Facebook, Inc.
Insider Trading Policy as may be amended from time to time, which may be accessed
at https:l/our.intem.facebook.com/intemlwikiMgai/Insider_Ttading_Policy/ and in particular Section II reNo Trading on Material NonPublic Information, Black-Out Periods, and other importMt matters. Persons who violate these general rules and the Insider Trading Policy
may be subject to legal and financial penalties. If you trade during any applicable Black-Out Period as described in the Insider Trading
Policy, or if the French tax authorities deem that you have not complied with the French closed period restrictions and/or similar rules
under applicable U.S. law, the RSUs and shares received under the RSUs may lose Qualified status, and you will not receive preferential
tax treatment.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00370

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 305 here 27398.305

LAP51NQ082 with DISTILLER

Acknowledgement
The Company and Participant agree that the RSUs are granted under and governed by the Notice, this Agreement (including the France
section of the Country-Specific Addendum), the provisions of the Plan and the French Sub-Plan. Participant: (i) acknowledges receipt of a
copy of the Plan and the Plan prospectus and the French Sub-Plan, (ii) represents that Participant has carefully read and is familiar with

365
their provisions, and (iii) hereby accepts the RSUs subject to all of the terms and conditions set fOrth herein and those set fonh in the Plan,
the French Sub~Plan, the Notice, and the Agreement
Consent to Receive Information in English
By accepting the Restricted Stock Units, Participant confirms he has read and understood the Plan and the French Sub-Plan and the
Agreement including the French Country~Specific Addendum, which were provided in the English language. Participant accepts the terms
of those documents accordingly. En acceptant cette attribution gratuite d'actions, vous confirmez avoir lu et comprenez le Plan, le Sous-

Plan Fran~ais et le prisent Contrat, incluant taus leurs termes et conditions, qui ont itt!. transmis en langue anglaise. Vous acceptez fes
dispositions de ces documents en connaissance de cause.
Foreign Ownership Reporting
Residents of france with foreign account balances in excess ofEUR I million or its equivalent must report monthly to the Bank of France.

Hong Kong

Securities Law Notice
The RSUs and any Shares issued upon vesting of the RSUs do not constitute a public offering of securities under Hong Kong law and are
available only to employees of the Company and its affiliates, The Plan, the RSU Agreement, including this Addendum, and other
incidental communication materials have not been prepared in accordance with and are not intended to constitute a "prospectus" for a
public offering of securities under the applicable companies and securities legislation in Hong Kong and have not been registered with or
authorized by any regulatory authority, including the Securities and Future Commission, in Hong Kong. This Agreement and the incidental
communication materials are intended only for the personal use of each eligible Participant and not for distribution to any other persons. If
you have any questions about any of the contents of this Agreement or the Plan or other incidental communication materials, you should
obtain independent professional advice.

India

Repatriation Requirement
You shall take all reasonable steps to repatriate to lndia immediately all foreign exchange received by you as a consequence of your
panicipation in Facebook's Plan and in any case not later than 90 days from the date of sale of the stocks so acquired by you under the
Plan. Funher, you shall in no case take any action (or refrain from taking any action) that has the e!Tect of:
(a) Delaying the recdpt by you of the whole or part of such foreign exchange; or
(b) Eliminating the foreign exchange in whole or in part to be receivable by you.
Upon receipt or realization of the foreign exchange in India. including in relation to any dividend payments, you shall surrender the
received or realised foreign exchange to an authorised person within a period of 180 days from the date of such receipt or realisation, as the
case may be. Please note that you should keep the remittance certificate received from the bank where foreign currency is deposited in the
event that the Reserve Bank of India. Facebook or your employer requests proof of repatriation.

Ireland

Director Reporting
If you are a director or shadow director of the Company or related company, you may be subject to special reponing requirements with
regard to the acquisition of shares or rights over shares. Please contnct your personal legal advisor for further details if you are a director or
shadow director.
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Settlement
Notwithstanding any discretion in the Plan, the Notice or the Agreement to the contrary, settlement of the RSUs shall be in Shares and not,
in whole or in part, in the form of cash.

366
Israel

SuiJ..Pio.n for Israeli Participants
Your RSUs are granted under the Sub-.Pian for lsneli Participants (the "Israeli Sub-.Pian"), which is considered part of the Plan. The terms
used herein shall have the meaning a.<;ctibed to them in the Plan or Israeli Sub-Plan. In the event of any conflict, whether explicit or
implied, between the provision ofth.is Agreement and the Israeli Sub-Plan, the provisions set out in the Israeli Sub-Plan &hall prevail. By
accepting this grant, you acknowledge that a copy of the Israeli Sub-Plan has been provided to you. The Israeli Sub-.Plan may al:;o be
obtained by contacting~.
Further Acknowledgement
The following language shall be read in continuation to Section 7 of the Agreement:
Participant also (iii) declares that she/he is familiar with Section l02 and the regulations and rules promulgated thereunder, including
without limitations the provisions of the tax route applicable to the RSUs, and agrees to comply with such provisions, as amended from
time to time, provided that if such tenns arc not mel, Section l02 may not apply, and (iv) agrees to the terms and conditions of the trust
deed signed between the Trustee and the Company and/or the applicable Subsidiary, which is available for the Participant's review, during
nonna! working hours, at Company's offices, (v) acknowledges that rele-asing the RSUs and Shares from the control of the Trustee prior to
tbe termination of the Holding Period constitutes a violation of the tcnns ofScction 102 and agrees to bear the relevant sanctions, (vi)
authorizes the Company and/or the applicable Sobsidiary to provide the Trustee with any information required for the purpose of
administering the Plan including executing its obligations under the Ordinance, the trust deed and the trust agreement, including without
limitation information about hisJher RSUs. Shares, income tax rates, salary bank account, contact details and identification number, (vii)
declares that he/she is a resident of the State oflsrael for tax purposes on the grant date and agrees to notify the Company upon any change
in the residence address indicated above and acknowledges that if his/her engagement with the Company or Subsidiary is terminated and
he/she is no longer employed by the Company or any Subsidiary, the RSUs and Shares shall remain subject to Section 102, the trust
agreement, the Plan and this Agreement; {viii} understands and agrees that if he/she ceases to be employed or engaged by an Israeli resident
Subsidiary but remains employed by the Company or any Subsidiary thereof, all unvested RSUs shall be forfeited to the Company with all
rights of the Panicipant to such RSUs immediately terminating prior to his/her tennination of employment or services, and any Shares
already issued upon the previous vesting ofRSUs shall remain subject to Section 102. the trust agreement, the Plan -and this Agreement;
(ix) warrants and undertakes that at the time of grant of the RSUs herein, or as a consequence of the grant, the Participant is not and will not
become a holder of a ''controlling interest" in the Company, as such tennis defined in Section 32(9) of the Ordinance, (x) the grant of
RSUs is conditioned upon the Participant signing all documents requested by the Company or the Trustee.
Section 102 Capital Gains Trustee Route
The RSUs are intended to be subject to the Capital Gains Route under Section 102 of the Ordinance, subject to you consenting to the
requirements of such tax route by accepting th.e tenns of this agreement and the grant of RSUs, and subject further to the compliance with
all the terms and conditions of such tax route. Under the Capital Gains Route tax is only due upon sale of the Shares or upon release of the
Shares from the holding or control of the Trustee.
Trustee Arrangement
The RSUs, the Shares issued upon vesting and/or aoy additional rights, iocluding without limitation any right to receive any dividends or
any shares received as a result of an adjustment made under the Plan that may be granted in connection with the RSUs (the "Additional
Rights"), shall be issued to or controlled by the Trustee for the benefit of the Participant under the provisions of the 102 Capital Gains
Route and will be controlled by the Trustee for at least the period stated in Section 102 of the Ordinance and the Income Tax Rules (Tax
Benefits in Share Issuance to Employees) 5763~2003 (the "Rules"). In the event the RSUs do not meet the requirements of Section 102 of
the Ordinance, such RSUs and the underlying Shares shall not qualify for the favorable tax treatment under Section 102 of the Ordinance.
The Company makes no representations or guarantees that the RSUs will qualtfy for favorable tax treatment and will not be liable or
responsible if favorable tax treatment is not available under Sectionl02 of the Ordinance. Any fees associated with any exercise, sale,
transfer or any act in relation to the RSUs shall be bome by the Participant and the Trustee and/or the Company and/or any Subsidiary shall
be entitled to withhold or deduct such fees from payments otherwise due to you from the Company or a Subsidiary or the Trustee.
Restrictions on Sale
In accordance with the requirements of Section 102 of the Ordinance and the Capital Gains Route, the Participant shall not sell nor transfer
the Shares or Additional Rights from the Trustee until the end of the required Holding Period. Notwithstanding the above, if any such sale
or transfer occurs before the end of the required Holding Period, the sanctions under Section 102 shall apply to and shall be borne by the
Participant.
Tax Treatment
The following language supplements Section 6 of the Agreement:
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The RSUs arc intended to be tnxed in accordance with Section 102, subject to full and complete compliance
with the terms of Section 102. Participants with dual residency for tax purposes may be subject to taxation in several jurisdictions.
Any Tax imposed in respect of the RSUs and/or Shares. including, but not limited to, the grant ofRSUs, and/or the vesting, transfer,
waiver, or expiration ofRSUs and/or Shares, and/or the sale of Shares, shall be borne solely by the Participant, and in the event of death, by
the Participant's heirs. The Company, any Subsidiary, the Trustee or anyone on their behalf shall not be required to bear the aforementioned
Taxes, directly or indirectly, nor shall they be required to gross up such Tax in the Participant's salaries or remuneration. The applicable
Tax shall be withheld from the proceeds of sale of Shares or shall be paid to the Company or a Subsidiary orthe Trustee by the Participant.
Wilhout derogating from the aforementioned. the Company or a Subsidiary or the Trustee sha!! be entitled to withhold Taxes as it deems
complying with applicable law and to deduct any Taxes from payments otherwise due to the Participant from the Company or a Subsidiary
or the Trustee. The ramifications of any future modification of applicable law regarding the taxation of the RSUs granted to the Participant
shall apply to the Participant acwrding!y and the Participant sh[l!l bear the full cost thereof, unless such modified laws expressly provide
otherwise.

The issuance of the Shares upon the vesting ofRSUs or in respect thereto, shall be subject to the full payments of any Tax (if applicable).
Securities Law
If required under applicable law, the Company shall use reasonable efforts to receive a securities exemption from the Israeli Securities
Authority to avoid the requirement to tile an Israeli securities prospectus in relation to the Plan. Copies of the Plan and the Form s.g
registration statement for the Plan filed with the U.S. Securities and Exchange Commission will be made available by request from
~·
Italy

Data Pl'ivacy Consent
Pursuant to Legislative Decree no. 196/2003, the Controller of persona! data processing is Faeebook, with registered otlices at 66 Piano (6
th Floor), Piazza Giuseppe Missori 2, Milan 20122, Italy, and its Representative in Italy for privacy purposes is: Lucn Colombo.

I understand that Data processing related to the purposes specified above shall take place under automated or non~automated conditions.,
anonymously when possible, that comply with the purposes for which Data are collected and with confidentiality and security provisions as
set forth by applicable laws and regulation'l, with specitic reference to Legislative Decree no. 196/200.
The processing activity, including the communication and transfer of my Data abroad, including outside of the European Union, as h.erein
specified and pursuant to applicable laws and regulations, does not require my consent thereto as the processing is necessary for the
performance of contractual obligations related to the implementation, administration and m[lnagement of the Plan. I understand that the use
of my Data will be minimi7..ed where it is not necessary for the implementation, administration o.nd management of the Plan. I further
understand that, pursuant to Section 7 of the Legislative Deer« no. 196/2003, I have the right to, including but not limited to, access,
delete, update, ask for rectification of my Data and stop, for legitimate reason, the Data processing. Furthermore, I an1 aware that my Data
will not be used for direct marketing purposes.
Japan

Exit Tax
Please note that you may be subject to tax on your RSUs.,. even prior to vesting, if you relocate from Japan if you (I} hold financial assets
with an aggregate value nf¥100,000,000 or more upon departure from Japan and (2) maintained a principle place of residence (Jusho) or
temporary place of abode ( kyosho) in Japan for 5 years or more during the IO~year period immediately prior to departing Japan. You
should discuss your tax treatment with your personal tax advisor.

Securities Acquisition Report
If you acquire Shares valued at more than ¥100,000,000 total, you must file a Securities Acquisition Report with the Ministry of Finance
("MOF") through. the Bank of Japan within 20 days of the acquisition of the Shares.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

Repatriation Requirement
Please note that proceeds received from the sale of stock overseas must be repatriated to Korea within eighteen (18) months if such
proceeds exceed US $500,000 per sale. Separate sales may be deemed a single sale if the sole purpose of separate sales was to avoid a sale
exceeding the US $500,000 per sale threshold.

PO 00000

Frm 00373

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 308 here 27398.308

LAP51NQ082 with DISTILLER

Korea

368
Malaysia

Securities Law Notice
The grant ofFacebook equity awards in Malaysia constitutes or relates to an 'excluded offer,' 'excluded invitation,' or 'excluded issue'
pursuant to Section 229 and Section 230 ofthe CMSA, and as a consequence no prospectus is required to be registered with the Securities
Commission of Malaysia. The award documents do not constitute and may not be used for the purpose of a public offering or an issue,
offer for subscription or purchase, invitation to subscribe for or purchase any securities requiring the registration of a prospectus with the
Securities Commission in Malaysia under the CMSA.

Mexico

Labor Law Acknowledgment
The invitation Facebook is making under the Plan is unilateral and discretionary and is not related to the salary and other contractual
benefits granted to you by your employer; therefore, benefits derived from the Plan will not under any circumstance be considered as an
integral part of your salary . Faccbook reserves the absolute right to amend the Plan and discontinue it at any time without incurring any
liability whatsoever. This invitation and, in your case, the acquisition of shares does not, in any way, establish a labor relationship between
you and Facebook. nor does it establish any rights between you and your employer.
La invitaci6n que Facebook haec en relaci6n con el Planes unilateral, discrecional y no se re!aciona con el salario y otros beneficios que
recibe actua!mente de su actual empleador, por \o que cua!quier beneficia derivado del Plan no sera considerado bajo ninguna circunstancia
como parte integral de su salario. Por lo anterior, Facebook se rescrva el dereeho absoluto para modificar o terminarc! mismo, sin incurrir
en responsabilidad alguna Esta invitaci6n y, en su caso, la adquisici6n de acciones, de ninguna manera estableccn relaci6n !aboral alguna
entre usted y Facebook y tampoco genera derecho alguno entre usted y su emp!cador.

New Zealand

Securities Law Notice
This is an offer of Restricted Stock Units over ordinary shares in Facebook, Inc. ("Facebook"). F'acebook shares give you a stake in the
ownership ofFacebook. You may receive a return if dividends or dividend equivalents are paid. IfFacebook runs into financial difficulties
and is wound up, shareholders will only be paid after aU creditors have been paid. You may lose some or all of your investment.
New Zealand law normally requires people who offer financial products to give information to investors befor<! they invest. This
.information is designed to help investors to make an informed decision. The usual rules do not apply to this offer because it is made under
an employee share purchase scheme. As a result, you may not be given all the information usually required. You will also have fewer other
legal protections for this investment. Ask questions, read all documents carefully, and seek independent financial advice before committing
yourself:
RSUs may not be transferred other than by will or by the laws of descent or distribution, subject to the terms of the RSU Agreement. If you
receive shares upon vesting of RSUs, you may sell such shares, subject to any applicable insider trading laws or other regulations and any
other trading restrictions imposed by Facebook. Facebook shares are quoted on NASDAQ. This means you may be able to sell them on the
NASDAQ if there are interested buyers. You may get less than you invested. The price will depend on the demand for the Facebook
shares.
In addition, you are directed to Facebook's most recent annual report and published financial statements. ln compliance with New Zealand
securities law, you are hereby notified th~t the documents listed below are available for your review on Facebook' external and internal
sites at the web addresses listed below:
Facebook's most recent Annual Report (Form 10-K) • www facehook com (see "Investor Relations");
Facebook's most recent published financial statements~ www facebook com (see "lnvestor Relations'');
The Plan· http:II»WW schwab com/fag;book;
The Plan Prospectus. http-jjwyoy schwab com/facebook; and
The RSU Agreement (of which this Appendix is a Pan) http·//www schwab com/facebook.
w

A copy of the above documents will be sent to you free of charge upon request to~· You should read the materials provided
carefully before making a decision whether to panicipate in the Plan. When reading these materials, please note all references to the
exercise price are listed in US dollars. In addition, please consult your tax advisor for specific information concerning your personal tax
situation with regard to Plan participation.
Philippinu

Securities Law Notice. This otTering is subject to exemption from the requirements of registration with the Philippines Securities and
Exchange Commission under Section 10.1 {k) of the Ph.ilippines Securities Regulation Code, THE SECLJRITIES BEING OFFERED
OR SOLD UAVE NOT BEEN REGISTERED WITH THE PHILIPPINES SECURITIES AND EXCHANGE COMMISSION
UNDER THE SECURITIES REGllLA TION CODE. ANY FUTURE OFFER OR SALE THEREOF IS SUBJECT TO
REGISTRATION REQUIREMENTS UNDER mE CODE UNLESS SUCH OFf'ER OR SALE QUALIFIES AS AN EXEMPT
TRANSACTION.
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Poland

Foreign Ownership Reporting
If you hold more than PLN 7,000,000 in foreign securities (including Shares) at year-end, you are required to report quarterly to the
National Bank of Poland regarding the number and value of such securities. Such reports are filed on special forms available on the website
of the National Bank ofPoland. Additional forms are required if you hold 10% or more of the voting rights in a foreign entity.

Singapore

Securities Law Notice
This grant of the RSU and the Common Stock to be issued upon vesting oft he RSU shall be made available only to an employee of the
Company or its Subsidiary, in reliance of the prospectus exemption set out in Section 173(1)(t) of the Securities and Futures Act (Chapter
289) of Singapore. In addition, you agree, by your acceptance of this grant, not to sell any Common Stock within six months of the date of
grant. Please note that neither this Agreement nor any other document or material in connection with this offer of the RSU and the
Common Stock thereunder has been or will be lodged, registered or reviewed by any regulatory authority in Singapore.

Director Reporting
If you are a director or shadow director of the Company or an affiliate, you may be subject to special reporting requirements with regard to
the acquisition of shares or rights over shares. Please contact your personal legal advisor for further details if you are a director or shadow
director.

Exit Tax I Deemed Exercise Rule
If you bave received RSUs in relation to your employment in Singapore, please note that if, prior to the vesting of your RSUs, you are 1) a
permanent resident of Singapore and !eave Singapore permanently or are transferred out of Singapore; or 2) neither a Singapore citizen nor
permanent resident and either cease employment in Singapore or leave Singapore for any period exceeding 3 months, you will likely be
taxed on your unvested RSUs on a "deemed exercise" basis, even though your RSUs have not yet vested. You should discuss your tax
treatment with your personal tax advisor.

South Africa

Securities Law Notice
This is an offer of Restricted Stock Units over ordinary shares in Facebook, Inc. ("Facebook"). You have been provided full particulars of
the nature of the Restricted Stock Units with this Offer, but the relevant documents may also be accessed here:
The Plan- http'/JWWW schwab com/facebook ;
The Plan Prospectus- hnp·//www schwab com/facebook; and
The RSU Agreement (of which this Appendix is a Part)~ http'//www schwab com/facebook.
Participation in the Plan and acquiring Shares in Facebook, Inc. carries inherent risks. You should carefully consider these risks in light of
your investment objectives and person11l circum5lances. Any advice given to you in connection with the RSUs is general advice only. It
does not take into account the objectives, financial situation and needs of any particular person. No financial product advice is provided in
the docwnentation relating to the Plan and nothing in the documentation should be taken to constitute a recommendation or statement of
opinion that is intended to influence you in making a decision to participate in the Plan.
Facebook shares give you a stake in the ownership ofFacebook. You may receive a retum if dividends or dividend equivalents are paid. Jf
Facebook runs into financial difficulties and is wound up, shareholders will only be paid after all creditors have been paid. You may lose
some or all of your Share value.
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You arc directed to Facebook's most recent annual report and published financial statements. In particular, Facebook's most recent Annual
Report (Form IO~K) is available to you on https·//jnvestor fb com/homefdefau!t aspx ("Investor Relations") and includes information about
Facebook's business and its profit history over the last 3 years. Any material changes to this information are disclosed on quarterly Form
IO~Q filings and Form S~K filings, which will also be available to you on the Investor Relations site.

370
Foreign Share Ownership Reporting
If you are a Spanish resident, your acquisition, purchase, ownership, and/or sale offoreign·listed stock may be su~ject to ongoing reporting
obligations with the Direcci6n General de Po!itica Comercial e Inversiones Exteriorcs (·'DGPCIE'.) of the Ministerio de Economia, the
Bank of Spain, and/or the tax authorities. These requirements change periodically, so you should consult your personal advisor to
determine the specific reporting obligations, Currently, you must declare the acquisition of Shares to DGPCJE for .statistical purposes. You
must also declare the ownership of any Shares with the DGPCIE each Januilfy while the shares are o"Wned. The relevant forms are Fonn 06
and, depending on the amount of assets, Form 08. In addition, if you perform transactions with non·Spanish residents or hold a balance of
assets and liabilities with foreign parties higher than EUR 1,000,000, you may be required to report such transactions and accounts to the
Bank of Spain. The frequency (monthly, quarterly or annually) of the notification will vary depending on the total value of the transactions
or the balance of assets and liabilities, If you hold assets or rights outside of Spain (including Shares acquired under the Plan), you may also
have to file Form 720 with the tax authorities, generally if the value of your foreign investments exceeds €50,000. Please note that
reporting requirements are based on what you have previously disclosed and the increase in value and the total value of certain groups of
foreign assets.

Spain

Taiwan

Exchange Control Inrormation
You may acquire and remit foreign currency (including proceeds from the sale of Shares) into and out of Taiwan up to US $5,000,000 per
year. If the transaction amount is TWO 500,000 or more in a single transaction, you must submit a foreign exchange transaction form and
also provide supporting documentation to the satisfaction of the remitting bank. I fthe transaction amount is US $500,000 or more, you may
be required to provide additional supponing documentation to the satisfaction of the remitting bank. Please consult your personal advisor to
ensure compliance with applicable exchange control laws in Taiwan.

Thailand

Exchange Controllnrormation

VerDate Sep 11 2014

United Arab

Securities Law Notice

Emirates

This Plan has not hecn appro-ved m licensed by the U AE Central Bank or any other relevant licensing authorities or governmental agencies
in the United Arab Emirates. This Plan is .strictly private and confidential and has not been reviewed by, deposited or registered with the
UAE Central Bank or any other licensing authority or governmental agencies in the United Arab Emirates. This Plan is being issued from
outside the United Arab Emirates to a limited number of employees ofFacebook, Inc. and affiliated companies and must not be provided to
any person other than the original recipient and may not be reproduced or used for any other purpose. Further, the information contained in
this report is not intended to lead to the issue of any securities or the conclusion of any other contract of whatsoever nature within the
territory of the United Arab Emirates.
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When you sell Shares issued to you at vesting, you must repatriate all cash proceeds to Thailand and convert such proceeds to Thai Baht
within 360 days of receipt of such proceeds. In certain cases the inwilfd remittance may then need to be reported to the Bank of Thailand,
but this is typically handled by the receiving bank.

371
United Kingdom

Withholding o( Tax
This provision supplements Section 6 of the Agreement:
If payment or withholding of the Tax-Related Items (including the Employer NICs, as defined below) is not made within ninety (90) days
of the event giving rise to the Tax-Related Items (the" Due Date") or such other period specified in Section 222(l)(c) of the U.K. Income
Tax (Earnings and Pensions) Act 2003, the amount of any uncollected Tax-Related Items will constitute a loan owed by Participant to the
Employer, effective on the Due Date. Participant agrees that the loan will bear interest at lbe then-current Official Rate of Her Majesty's
Revenue and Customs(" HMRC"), it will be immediaLely due and repayable, and the Company or the employer may recover it at any time
thereafter by any of the means referred to in Section 6 of the Agreement. Notwithstanding the foregoing, if Participant is a director or
executive officer of the Company (within the meaning of Section l3(k) of the U.S. Securities and Exchange Act of 1934, as amended),
Participant wHI not be eligible for such a loan to cover the Tax-Related Items. In the event that Participant is a director or executive officer
and the Tax-Related Items are not collected from or paid by Particip[lnt by the Due Date, the amount of any uncollected Tax-Related Items
will constitute a benefit to Participant on which additional income tax and national insurance contributions will be payable. Participant will
be responsible for reponing and paying any inC(JmC tax due on this additional benefit directly to HMRC under the self-assessment regime.
Settlement
Notwithstanding any discretion in the Plan, the Notice or the Agreement to the contrary, settlement of the RSUs shall be in Shares and not,
in whole or in pan, in the form of cash.

NICs Joint Election
As a condition of, and in consideration for, participation in the Plan and vesting of the RSUs and issuance of Shares, Participant agrees to
accept any liability for secondary Class 1 national insurance contributions which may be payable by the Company and/or the employer in
connection with the RSUs and any event giving rise to Tax-Related Items(" Employer NICs''). By accepting this Award (whether in
writing, electronically or otherwise) including the receipt of Shares or any other benefit relating to the RSUs, Participant explicitly accepts
the terms of and enters into the Form of Election to Transfer the Employer's Secondary Class 1 National Insurance Liability to the
Employee, the form of such joint election being formally approved by HMRC (the" NICs Joint Election"), as provided for in Annex 1 to
this Addendum to the Agreement. Participant further agrees to accept any other required consent, elections or other joint elections as may
be required by the Company between Participant and the Company and/or the employer or any successor to the Company and/or the
Employer.
If Participant does not enter into a NICs Joint Election prior to the vesting of his/her RSUs, or if the NICs Joint Election is revoked at any
time by HMRC, then unless the Company determines otherwise as provided below, lbe RSUs shall cease vesting and shall become nul! and
void and no Shares will be issued under the Plan, without any liability to the Company and/or the employer.
Participant shall indemnifY the Company and/or the employer against any Employer NICs and, if the Company so determines, the
Company shall allow vesting of the RSUs notwithstanding the absence of a valid NICs Joint Election, and Participant agrees that, in such
circumstances, the Company and/or the employer may recover the amount of any Employer NICs by way ofwithholding in accordance
with Section 6 of the Agreement.
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Participant further agrees that the Company and/or the employer may collect the Employer NICs from Participant by any of the means set
forth in Section 6 of the Agreement.
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ANNEX 1
FACEBOOK TN C.
2012 EQUITY INCENTIVE PLAN
Restricted Stock Unit Awards
for Employees in the United Kingdom

FORM OF El ECTJON TO TRANSFER THE EMPLOYER'S SECONDARY

CLASS I NATIONAl INSURANCE LIABILITY TO THE EMPLOYEE

This Election is between:

2.

2.1

(A)

The named Participant (the "Empfoye~t" ), who is employed by the employing company set out in the attached schedule (the "Empfoy1tr" ), and
who is eligible to receive Restricted Stock Units ( "RSVs") pursuant to the terms and conditions of the Facebook, Inc. 2012 Equity Incentive
Plan (the "Plan"), and

(B)

Facebook, Inc. of 1601 Willow Road, Menlo Park, Califomia 94025, U.S.A. (the "Company") which may grant RSUs under the Plan and is
authorized to enter this Election on behalf of the Employer.

Pumose of Elettion
This Election relates to the Employer's secondary Class I national insurance contributions (the "Employer's Liability") which may arise on the
occurrence of a "Toxoble Event" pursuant to section 4(4)(a) of the Social Security Contributions and Benefits Act 1992, including:
(i)

the acquisition of securities pursuant to the RSUs including any dividend equivalents paid out in securities of the Company (pursuant to section
477(3)(a) ITEPA); and/or

(ii)

_the assignment or release of the RSUs in return for consideration (pursuant to section 477(3)(b) ITEPA); and/or

(iii)

the receipt of a benefit in connection with the RSUs other than a benefit within (i} or (ii) above (pursuant to section 477(3)(c) ITEPA).

In this Election, ITEPA means the Income Tax (Earnings and Pensions) Act 2003.
2.2

This Election applies to all RSUs granted to the Employee under the Plan, including any dividend equivalents paid out in securities of the Company with
respect to the RSUs, on or after 23 Apri12012 up to the termination date of the Plan.

2.3

This joint election wiH not apply to the extent that it relates to relevant employment income which is employment income of the earner by virtue of
Chapter 3A of Part 7 or!TEPA 2003 (employment income: securities with artificially depressed market value).

2.4

This Election does not apply in relation to any liability, or any part of any liability, arising as a result of regulations being given retrospective effect by
virtue of section 4B(2) of either the Social Security Contributions and Bene tits Act 1992, or the Social Security Contributions and Bene tits (Northern
Ireland) Act 1992.

3.~
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The Employee and the Company jointly elect that the entire liability of the Employer to pay the Employer's Liability on the Taxable Event is hereby
transferred to the Employee. The Employee understands that by accepting (whether in writing, electronically or otherwise) this Election he or she will
beoome personally liable for the Employer's Liability oovered by this Election.

373
4.

4.1

Payment of the Emnloyer's l.jabmty

The Employee hereby authori:tes the Company and/or the Employer to collect the Employer's Liability from the Employee at any time after the Taxable
Event
(i)

by deduction from salary or any other payment payable to the Employee at any time on or after the date of the Taxable Event; and/or

(ii)

directly from the Employee by payment in cash or cleared funds; and/or

(iii)

by arranging, on behalf of the Employee, for the sale of some of the securities which the Employee is entitled to receive in respect of the RSUs;
and/or

{iv)

through any other method as set forth in the award agreement entered into between the Employee and the Company.

4.2

The Company hereby reserves for itself and the Employer the right to withhold the transfer of any se~urities to the Employee until full payment of the
Employer's Liability is received.

4.3

The Company agrees to remit the Employer's Liability to Her Majesty's Revenue and Customs { "HMRC") on behalf of the Employet": within fourteen
(14) days after the end of the U.K. tax month during which the Taxable Event occurs.

5.
5.1

5.2

Duration ofE!eetion
The Employet! and the Company agree to be bound by the terms of this Election regardless of whether the Employee is transferred abroad or is not
employed by the Employer on the date on which the Employer's Liability becomes due.
This Election will continue in effect until the earliest of the following:
{i)

such time as both the Employee and the Comp!lny agree that it should cease to have effect;

(ii)

on the date the Company serves notice on the Employee terminating its effect;

(iii)

on the date the HMRC withdraws approval of this Form of Election; or

(iv)

on the date the Election ceases to have effect in accordance with its terms in respect of any outstanding RSUs granted under the Plan.
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Agreed to by the Employee by electronically accepting this award of RSUs.
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Agreed to by Facebook, Inc.

Schedule to }~orm of Election - Emploving Comnanies

The employing companies to which this Form of Election relates are:
Facebook UK Limited

LAP51NQ082 with DISTILLER
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Gladstone House, 77-79 High Street
Egham, Surrey, TW20 9HY

Registered Office:

375
EXHIBIT3J.J
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF
TilE SARDANES-OXLEY ACT OF 2002
I, Mark Zuckerbcrg, certify that:
I. I have revle-.wd this quarterly report on Form 10-Q ofFacebook, Inc.;
2. Based on my knowledge, this report docs not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements -.wre made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules l3a·l5(e) and l5d~I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a·l5(f) and 15d·l5(t)) for the registrant and
have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entitles, particularly during the
period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;
c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in t.his report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the
registrant's fourth fiscal quarter in the case of an annual reporl) that has materially affected, or is reasonably likely to materially affect, the registrant's internal
control over financial reporting; and
5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's
auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
a) AI! significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial
reporting.
Date: July 27,2017

Is! MARK ZUCKERBERG
MarkZuckerberg

Chairman and ChiefF~ecutive Officer
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(Principal Executive Officer)
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EXHIBIT 31.2
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF
TilE SARBANES~OXLEY ACT OF 2002
I, David M. Wehner, certify that:
I. I have reviewed this quarterly repent on Fonn

lO~Q

ofFacebook, Inc.:

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a~IS(e) and 15d~l5(e)) and internal control over fmancial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-l5(f)) for the registrant and
have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supeiVision, to ensure that
material infonnation relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal
control over tinancial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's
auditors and the audit committee of the registrant's board of directors (or persons perfonning the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial
reporting.

Date: July 27,2017
Is/DAVID M. WEHNER
David M. Wehner

Chief Financial Officer
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(Principal Financial Officer)
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EXHIBIT 32.1
CERTIFICATION PURSUANT TO
18 U,S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002
I, Mark Zuckerberg, Chairman and Chief Executive Officer of Facebook, 1nc. (Company), do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes·Oxley Act of2002, that to the best of my knowledge:
the Quarterly Report on Form lO-Q of the Company for the quarter ended June 30, 2017 (Report) fully complies with the requirements of Section 13{a) or
l5(d) ofthc Securities Exchange Act of 1934; and

the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the
periods presented therein.

Date:Ju!y 27,2017

Is/ MARK ZUCKERBERG
Mark Zuckerbcrg

Chairman and Chief Executive Officer
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(Principal Executive Officer)
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EXHIBIT 32.2
CERTIFICATION P{lRSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002
I, David M. Wehner, Chief Financial Officer ofFacebook, Inc. (Company), do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Ox!ey Act of2002, that to the best of my knowledge:
the Quarterly Report on Form 10-Q of the Company for the quarter ended June 30, 2017 (Report) fully complies with the requirements of Section 13{a) or
15(d) of the Securities Exchange Act of 1934; and
the information contained in the Report fairly preseots, in a!J material rcspt>cts, the financial condition and results of operations of the Company for the
periods presented therein.

Date:July27, 2017
Is! DA V!D M. WEHNER

David M. Wehner
Chief Financial Officer
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(Principal Financial Officer)
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

0

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30,2017

OR

0

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
FOR THE TRANSITION PERIOD FROM
Commission File Number

TO
001~36164

Twitter, Inc.
(Exaet name of registrant as speeified In Its charter)
Delaware

20·8913779

{Stateorother)urlsdlctlonof

(I.R.S. Employer
Identification No.)

Incorporation or organization)

1355 Market Street, Suite 900
San Francisco, California 94103
(Addres:J of principal executive office$ and Zlp Code)

(415) 222·9670
(Regisfnmt's telephone number, inc;lurJing arna code)

Indicate by check man.; whether the registrant (1) has filed all reports reqwred to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 montt1s (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
NO D
the past 90 days, YES r2l
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S~T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
NO :::J
registrant was required to submit and post such files), YES ~
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting company, or an emerging
growth company. See the definitions of~large accelerated filer," ~accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2
of the Exchange Act
Large accelerated filer

Accelerated filer

Non-accelerated filer

0 (Do not check if a smaller reporting company)

Emerging gro'Hth company

0

0

Smaller reporting company 0

If an emerging gro'M.h company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13{a) of the Exchange Act. D
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b·2 of the E)(change Act), YES D

NO 0
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The number of shares of the registrant's common stock outstanding as of July 27, 2017 was 737,693,225,
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382
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward~looklng statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended, which statements involve substantial risks and uncertainties.
Forward·looking statements generally relate to future events or our future financial or operating performance. In some cases, you can identify
forward-looking statements because they contain words such as "may," "wll!," "should," "expects," "plans," "anticipates," "could," "intends," "target,"
"projects.~ "contemplates," "believes," "estimates," "predicts," "potential" or "continue" or the negative of these words or other similar terms or
expressions that concern our expectations, strategy, plans or intentions. ForwardM!ooklng statements contained in this Quarterly Report on Form 10Q include, but are not limited to, statements about:
our ability to attract and retain users and increase the level of engagement, induding ad engagement, of our users;
our beliefs regarding MAUs, DAUs, cost per ad engagement and changes in ad engagements;
our ability to develop or acquire new products, product features and services, improve our existing products and services,
including with respect to Promoted T\o\leet product features and video and performance advertising, and increase the value of our
products and services;
our business strategies, plans and priorities, including our plans for growth, investment in and refinement of our products and
services, including our decisions to de~emphasize, discontinue or not launch certain products and product features;
our ability to provide new content from third parties, includmg our ability to secure live streaming video content on economic and
other terms that are acceptable to us;
our ability to attract advertisers to our platforms, products and services and increase the amount that advertisers spend with us;
our expectations regarding our user growth and growth rates and the continued usage of our mobile applications;
our ability to increase our revenue and our revenue growth rate, including by differentiating and scaling revenue products and
our expectations regarding revenue mix;
our expectations regarding revenue growth vis-&.vis audience growth, competition and the effects of advertiser sales cycle;
our ability to improve user monetization, including of our logged out and syndicated audiences;
our future financial performance, including trends in cost per ad engagement, revenue, cost of revenue, operating expenses,
including stock-based compensation and income taxes; our expectations regarding our tax expense and cash taxes;
our expectations regarding outstanding litigation:
the effects of seasonal trends on our results of operations;
the sufficiency of our cash and cash equivalents and cash generated from operations to meet our working capital and capital
expenditure requirements;
our ability to timely and effectively scale and adapt our existing technology and network infrastructure;
our ability to successfully acquire and integrate companies and assets; and
our expectations regarding international operations.
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We caution you that the foregoing list may not contain all of the forwarcJ..Iooking statements made in this Quarterly Report on Form 10-Q.

383
You should not rely upon forward-looking statements as predictions of future events. We have based the forward-looking statements
contained in this Quarterly Report on Form 10-Q primarily on our current expectations and projections about future events and trends that we believe
may affect our business, financial condition, operating results, cash flows or prospects. The outcome of the events described in these forwardlooking statements is subject to risks, uncertainties and other factors described in the s ectlon titled "Risk Factors" and elsewhere in this Quarterly
Report on Form 10-Q. Moreover, we operate in a very competitive and rapidly changing environment. New risks and uncertainties emerge from time
to time and it is not possible for us to predict all risks and uncertainties that could have an impact on the forward-looking statements contained in this
Quarterly Report on Form 10-Q. We cannot assure you that the results, events and circumstances reflected in the forward-looking statements wiU be
achieved or occur, and actual results, events or circumstances could differ materially from those described in the forward-looking statements.
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The forward-looking statements made in this Quarterly Report on Form 10-Q relate only to events as of the date on which the statements are
made. We undertake no obligation to update any forward-looking statements made in this Quarterly Report on Form 10-Q to reflect events or
circumstances after the date of this Quarterly Report on Form 10-Q or to reflect new information or the occurrence of unanticipated events, except as
required by law. We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and you should not
place undue reliance on our forward-looking statements. Our forward-looking statements do not reftect the potential impact of any future acquisitions,
mergers, dispositions, joint ventures or investments we may make.
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NOTE REGAROING KEY METRICS

We review a number of metrics, including monthly

active users, or MAUs, changes in daily active users or daily active usage, or DAUs,
changes in ad engagements and changes in cost per ad engagement, to evaluate our business, measure our performance, identify trends affecting
our business, formulate business plans and make strategic decisions. See the section titled "Management's Discussion and Analysis of Financial
Condition and Results of Operations-Key Metrics" for a discussion of how we calculate MAUs, changes in DAUs, changes in ad engagements and

changes in cost per ad engagement.
The numbers of active users presented in this Quarterly Report on Form 10-Q are based on internal company data. \Nhile these numbers are
based on what we believe to be reasonable estimates for the applicable period of measurement, there are inherent challenges in measuring usage
and user engagement across our large user base around the world. For example, there are a number of false or spam accounts in existence on our
platform. We have performed an internal review of a sample of accounts and estimate that false or spam accounts represented less than 5% of our
MAUs as of December 31, 2016. In making this determination, we applied significant judgment, so our estimation of false or spam accounts may not
accurately represent the actual number of such accounts, and the actual number of false or spam accounts could be higher than we have estimated.
We are continually seeking to improve our ability to estimate the total number of spam accounts and eliminate them from the calculation of our active
users, and in the past have made improvements in our spam detection capabilities that have resulted in the suspension of a large number of
accounts. Spam accounts that we have identified are not induded in the active user numbers presented in this Quarterly Report on Form 10~0. We
treat multiple accounts held by a single person or organization as multiple users for purposes of calculating our active users because we permit
people and organizations to have more than one account. Additionally, some accounts used by organizations are used by many people within the
organization. As such, the calculations of our active users may not accurately reflect the actual number of people or organizations using our platform.
Our metrics are also affected by applications that automatically contact our servers for regular updates with no discernible user~initiated action
involved, and this activity can cause our system to count the users associated with such applications as active users on the day or days such contact
occurs. As of December 31,2016, approximately 6.5% of users used third party applications that may have automatically contacted our servers for
regular updates without any discernible additional user-initiated action. As such, the calculations of our active users presented in this Quarlerty
Report on Form 10-Q may be affected as a result of this activity.
In addition, our data regarding user geographic location for purposes of reporting the geographic location of our MAUs is based on the IP
address or phone number associated with the account when a user initially registered the account on Twitter. The IP address or phone number may
not always accurately reflect a user's actual location at the time such user engaged with our platform. For example, a mobile user may appear to be
accessing Twitter from the location of the proxy server that the user connects to rather than from a user's actual location.
We regularly review and may adjust our processes for calculating our internal metrics to improve their accuracy. Our measures of user growth
and user engagement may differ from estimates published by third parties or from similarly-titled metrics of our competitors due to differences in
methodology.
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We present and discuss our total audience based on both internal metrics and relying on data from Google Analytics, which measures loggedout visitors to our properties.
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PART 1- FINANCIAL INFORMATION

Item 1. Financial Statements
TWITIER, INC.
CONSOLIDATED BALANCE SHEETS

(In thousands, except par value)
{Unaudited)
June30,

December 31,

2017

2016

A$Seta

Current assets:

Cash al\il.casll equl\ialents
Short-term investments

1,288,323
2,791,589

988,598
2,785,981

524,064
236,126
4,840,1Q2
781,272

650,650
226,967
4,652,196
783,901
95,334
1,185,315
153,619
6,870,365

AcColints r~vab~,,net.Ql alloW..- ror.dQtiQ{(titace<>urits llf,$7,596 and $7,216
as ofJup~.$.2017 ah<l liacaml\er3t. 2'016, r0~vely

·

P~~+~:~~~de~e~:~~9ther curr~nt asse~s
Property an~ equipment, net

65,~91

tntangil:>Ie 'assets~ net
Goodwill
Other assetS

1,186,189

Total assets
IJabillNee)ind otockholders' equity
Current liabilities:
A!iCOori!Spayaofe
Accrued and other current liabilities

6,963,098

sO.g44

$

Capital lease$, short.term
Total current liabilities

Conve)'(il)te,nt;)teS
Capit~l !e~ses,

long-term

oeiterred i!fill olita~loni}term tax liabilities, net
Other lo~g-te:r!_l,llia9!Htie,s
"t'otal.lil!l>!lilies
Commitments and contingencies (Note 12)

122,236
380,937
80 848
584,021
1,53B,e67

107,398
307,047
50,133
494,578
1,582,400
83.410
9,247
64,499
'2,234,202

7,556
68,049
2,265,430

4
7,517,433
{46,828)
(2,741,713)
4,728;896
6,963,098

4
7,224,534
{69,253)
(2,550,350)
4,604,935
6,870,365

66,837

stockhQ!der~· ~oilY:
P~~ferre~

stock,, ~~·09000~, par valu~- 200,000 shares ~uthorized; none issued and outstanding

· ·qom~on.$tocl<, $O,OOOQQ5.par value- 5,000.000 $hares authorlze't 736<470 and 721,572 shares
iS$11$1'and ulltstal\il!ng as of~vne 30, 2017 and December 31; 2016irespectively

A:::t~~~:~~~reh8nsive loss
Accumulated deficit

. •;rOtaJ~IP¢kliol.tl.er$t,e<!urly
Total !labilities and stockholders' equity
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TWITIER, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended

Six Months Ended

June 3D

June 3D
2016

2017

RE!yenue,

2017

2016

573,855

601.958

1,122,108

1,196,479

212,908
143,171
185.296
70,839
612 214
(38.359)
(26,396)
(48,320)
(113,075)
3,413
(116,488)

202.966
178,511
236.619
70,238
688;334
(86,376)
(24,934)
6,734
(104,576)
2 641
!107,217)

433;247
271,899
354,800
140 707
1,200,743
(78,637)
(51,805)
(40,998)
(171,440)
6,607
(178,047)

$

401,371
334,305
472,790
133,505
1,341,971
(145,492)
(49,827)
13,040
(182,279)
4,669
(186;948)

(0.16)
(0.16)

!0.15)
!0.15)

;..-...l.l(0~.2;;,::5)

$

Costs and expenses
,cost-ot'""v~nue

~=~:~~tc!~~~~~~opment
General and administrative

TOtar edsts anth~x~{lses
Loss from operations

IntereS~ expense,
Oth~r i~~?me {~~p_ense), net

Lass befof'e itlcam:e taXes
Provision for income taxes

Net loss
Net loss per share attributable to common stockholders:

Beisic
Dtluted

:__...ill0~.;:.2f2,5)

(0.27)
(0.27)

W6igh(tl~ll!itllge $hare$ ~Sl>d I:Q !»IT\po.te rye~ loss
per.share rl!lrjbutable to·common:~tockholders:
Basic

730,069
730,069

Diluted

698.326
698 326 '

726,083
725,083

694,959
694;~59
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TWITTER, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)
(Unaudited)
Six Months Ended

Three Months Ended

June30

June 3D

Net loss
Other comprehensive inc9me (los~), net, of tax:
Clha~~~in U~aliz!>d ,Ql!in (10$$) on inVestments ih avallable-for·sale

,

secun~s:.

!"

· ··· ., , ·. · , · · · ·

···

·

Ch~n~~ f~r,~ig~ ,curr~_ncy tra,~s~~tio~. ~dju~!":J,~nt
N~t eh~~·irt,acCw:nuratea othei' cOmprehensiVe los!:l,
Comprehensive loss

2017

2016

2017

2016

{116,488)

(107,217)

(178.047)

(188,948)

69
14,462
14,5$1
(101,957)

(961)
{13,052)
(14,013)
(121,230)

(160)
22,585

3,481
(2,418)

(155,622)

p85,885)

2~425

~.063
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TWITIER, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)
Six MontM Ended June 30,
2017
2016

Cash rioM·trOm :OPerattng'lctfviti"··
Net loss
·AdjustmEmtS1o recdncile het loss to net 'Cash provided by operating activities:

~:;::::.::;:~:~1:i:;;~:;se
Amortization of discount on convertible notes

ChanQeS:iri blitfdBbt.Pfovis:ic:m
Deferred income taxes

lmpalrrlient.Of fnvestmentsJn: prlvatE!ty..held companies
Other adjustm.ents
Changes ln Sssets.and Jlabllitles, net 'Of assets acquired and liabilitiSs assumed from acquisitions:
Accounts receivable

PrePald.expenses anc! other assets
Accounts payable
Accrued and other liabilities
~et cash provided by operating activities

(178.047)

(186.948)

205.855
1130.393
39.289
1,355
(768)
55.000
(4.854)

181.904
318.611
36,940
2,573
45

133.026
(1,656)
(13,616)
(72,822)
393.155

86.213
(16.985)
(37.085)
(13,216)
377.320

(83.217)
(1,578,045)
1.461.687
108,817
35,000
3,221
(525)

(98.235)
(1,330.946)
1.232.249
42.416

5.268

Cash, fiOWS·tFom Investing actlviUes

Purd'tases of property and equipment
Purcha~s ·~m$tkl!tabfe·securities

Proceeds from maturities of marketable securities
Proceeds fro!'il SJ\!IIes 'otrilarketable' securitt9-s

~~~~::: i~~~r~~oJ.!~~tlived asse~s
Purchases of investments in privately-held companies
SusinElss combihatlons, net of cash aCquired
O~her inves~ing a~vities

(10,006)
(63;008)

Net cash us,ed'inlrtVeStlnY.'actf\liltes

c~:e~~hldj~~e~~~"~!~~h~=:~:ment 0~ eQUitY awards

(5.023)
(55.150)
7,331

Payments of capital lease obligations
of stock -options
Proc~eds from, issuances of common stock under employee stock purchase plan
Other:financing activities
Net cash used in financing activities
NE:t inQ:~t:i~J'IJ --c~rsb' and cash,ettutvS,tents
Foreign exd'tange effect on cash and cash equivalents
Ca'sn,and casl1J~qii!Vafenfs at I;Jegi~nin~ofJ)eriad
Cash and cash equivalents at end of period
suPPI&hre-ntlidi&~IOs:Urft brnon~Bsh InveSting and flni.nclng actiVIties
fttoceed~ rrarrf exercise

14,019

(38.823)
291.264
8.461
988598
1.288,323

~~:;:~n;~~:c~=~=: ~~~~:~~lnr:!~~cqu}siti~ns

'$

Changes in accrued property and equipment purchases

$

$

70,926
(1,847)

(590)

(78.002)
(80.142)
(81)

(313,331)
(6.994)
(48.740)
6.208
15.821
22
(33.683)
30,306
5.933
911471
947,710
644
25,922
10.938
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1WITTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Note 1. Description of Business and Summary of Significant Accounting Policies
Twitter, Inc. ("Twitter" or the "Company") was incorporatecl in Delaware in Aprii2DD7, and is headquartered in San Francisco, California.
Twitter offers products and services for users, advertisers, developers and platform and data partners.

Basis of Presentation
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All significant intercompany
accounts and transactions have been eliminated in consolidation.

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in the United States of America ("GAAP"). The unaudited interim consolidated financial statements have been prepared on the same basis
as the audited consolidated financial statements and reflect, in management's opmion, all adjustments of a normal, recurring nature that are
necessary for the fair statement of the Company's financial position, results of operations and cash Rows for the interim periods, but are not
necessarily indicative of the results expected for the full fiscal year or any other period.
The accompanying interim consolidated financial statements and these related notes should be read in conjunction with the consolidated
financial statements and related notes included in the Company's Annual Report on Form 10-K for the year ended December 31, 2016.

Use of Estimates
The preparation of tile Company's consolidated financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect tl'1e reported amounts of assets, liabilities, revenue and expenses, as well as related disclosure of contingent assets and
liabilities. Actual results could differ materially from the Company's estimates. To the extent that there are material differences between these
estimates and actual results, the Company's financial condition or operating results will be affected. The Company bases its estimates on past
experience and other assumptions that the Company believes are reasonable under the circumstances. and the Company evaluates these
estimates on an ongoing basis.

Recent Accounting Pronouncements
RecentJy adopted accounting pronouncements
In March 2016, the Financial Accounting Standards Board ("FASB") issued a new accounting standard update on simplifying the accounting
for share--based payment transactions, including the income tax consequences, classification of awards as either equity or liabilities, and
classification on the statement of cash flows. The new guidance also allows an entity to account for forfeitures when they occur. This guidance
became effective for reporting periods beginning after December 15, 2016. The Company adopted this new guidance on January 1, 2017. Upon
adoption, tax benefits in excess of stock-based compensation costs. and tax deficiencies, are recorded in the consolidated statements of operations
as a component of the provision for income taxes, whereas they previously were recorded in equity. The previously unrecognized excess tax
benefits as of December 31, 2016 were recorded as an increase to deferred tax assets. However, given the valuation allowance placed on
substantially all of the Company's deferred tax assets, the recognition upon adoption did not have an impact on the Company's accumulated deficit.
As a result of adopting the new standard utilizing the modified retrospective approach, the Company's deferred tax assets increased by
approximately $0.93 billion with a corresponding increase in its valuation allowance. The Company also elected to account for forfeitures as they
occur, rather than estimate expected forfeitures. The adoption of this new guidance resulted in a net cumulative-effect adjustment of $13.3 million
increase to accumulated deficit as of January 1, 2017, related to the accounting of forfeitures using the modified retrospective method. Additionally,
the Company adopted the aspects of the guidance affecting the cash flow presentation retrospectively, which resulted in an immaterial
reclassification of excess tax benefits from financing activities to operating activities in the Company's consolidated statements of cash flows.
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In January 2017, the FASB issued a new accounting standard update on simplifying the accounting for goodwill impairment. The new
guidance eliminates the requirement to calculate the implied fair value of goodwill (i.e., Step 2 of the goodwill impairment test) to measure a goodwill
impairment charge. Instead, entities will record an impairment charge based on the excess of a reporting unit's carrying amount over its fair value.
The Company adopted this guidance prospectively during the three months ended March 31,2017 and the adoption had no impact on the
Company's financial statements.
In May 2017, the FASB issued a new accounting standard update on clarifying when changes to share-based payment awards must be
accounted for as modifications. According to the new guidance, entities will apply the modification accounting guidance if the value, vesting
conditions or classification of the award changes. The Company adopted this guidance prospectively during the three months ended June 30, 2017
and the adoption had no impact on the Company's financial statements.

Recently Issued accounting pronouncements not yet adopted
In May 2014, the FASB issued a new accounting standard update on revenue recognition from contracts with customers. The new guidance
Will replace aU current GAAP guidance on this topic and eliminate industry-specific guidance. According to the new guidance, revenue is recognized
when promised goods or services are transferred to customers in an amount that reflects the consideration for which the Company expects to be
entitled in exchange for those goods or services. The guidance will be effective for fiscal years, and interim periods with those fiscal years, beginning
after December 15, 2017 and can be applied either retrospectively to each period presented or as a cumulative-effect adjustment as of the date of
adoption. In March 2016, April 2016, May 2016 and December 2016, the FASB further amended the guidance to clarity tne implementation on
principal versus agent considerations, the identification of performance obligation and the licensing implementation guidance to provide narrow~
scope improvements and practical expedients, and technical corrections and improvements. The Company will adopt this standard effective January
1, 2018 and currently anticipates adopting the standard using the modified retrospective method. The Company is still in the process of completing
its analysis of the impact this standard will have on the consolidated financial statements indudlng its disclosure. Specifically, while the Company
has not yet finalized its analysis of the recognition impact this standard wl!! have on advertising revenue, the Company does not expect the impact to
be material; the Company is still assessing the recognition impact of adopting this standard on data licensing and other revenue; and the Company
has not completed its assessment of the presentation impact of adoption ofthe new principal versus agent guidance on its arrangements. As part of
the Company's assessment and implementation plan, the Company is evaluating and implementing changes to its policies, procedures and controls.
In March 2017, the FASB issued a new accounting standard update on shortening the premium amortization period for purchased noncontingently callable debt securities. The new guidance shortens the amortization period for the premium on purchased non-contingently callable
debt securities to tha earliest call date. Currently, entities generally amortize the premium as a yield adjustment over the contractual life of the
securiTy. This guidance will be effective for fiscal years, and interim periods within those years, beginning after December 15, 2018. Early adoption is
permitted. The Company is evaluating the impact of adopting this new accounting standard update on the financial statements and related
disclosures.
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With the exception of the standards discussed above, there have been no other recent accounting pronouncements or changes in accounting
pronouncements during the six months ended June 30, 2017, as compared to the recent accounting pronouncements described in the Company's
Annual Report on Form 10-K for the fiscal year ended December 31, 2016, that are of significance or potential significance to the
Company.
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Note 2. Cash, Cash Equivalents and

Short~term

Investments

Cash, cash equivalents and short-term investments consist of the following (in thousands):
December31,
2016

June30,

2017

Cash and cash equivalents:
Cash
M008y'1r\arketfuotjS
U.S, government an~ aSiency securities including treasl!ry bills
Corporate noteS) commercial paper and certificateS ofdeposlt
Total cash and cash equivalents

251,554
642,605
27,899
366 265
1,288,323

253,808
422,515
12,639
299,636
988,598

1,146,379
1,&45,210
2,791,589

1,183,769
1,602,213
2,795,991

ShorHerm inveetments~
U.S. ~.over~~e.~t and .ag~n~y sec~rities including tre~s,u.ry b!l!s
Co'rporate, note~~ rommercial·P't:I:.Per·and certificates. ofdeposit
Total short-term investments

The contractual maturities of securities classified as available-for-sale as of June 30, 2017 were as follows (in thousands):
June30,

2017

1,969,093

Du8.within one 'year
Due ~:~tter o!"le year through t'No years

822,496

2,791,589

·Total

The following tables summarize unrealized gains and losses related to available·for-sa!e securities classified as short-term investments on the
Company's consolidated balance sheets (in thousands):
June 30,2017

u.s.'goW;tJ1(YI~ot~nd sgeriey securities including
treas\lrybills
•

Gross
Amortized
Costs

Corporate notes, commercial paper and
certiflca.te~ of ~eposit.

Gross
Unrealized
Gains

Aggregated
Estimated
Fair Value

Gross
Unrealized
Losses

(2,346)

1,146,379

1,149,569

157

1,645,451

275

(516)

1,645,210

2,794,019

432

!2,862)

2,791,589

$

total.availatlla-.for:"Sale securitleS.Ciassified as
shOtt.w'iemrinvestments

December 31 2016

u:~. 'go~emmen;,~r:~ aQ'et\cy ~cUritl~s inc1Vdh1g

Gross
Amortized
Costs

treSSuty,biiiS ' .. ':',; ., ·, :.
•
Corporate notes, commercial paper and
e:eru.~cate~ of depos!t
TOtai·a.~il~~fot-;sal~_~eci.JrttJes.~a&tdf).ed -~~

short..tehrrinxEtstm~nts

·

Grou
Unrealized
Gains

Gross
Unrealized
Losses

Aggregated
Estimated
Fair Value

1,185,274

136

(1,642)

1,603,048

114

(949)

250

{2,591)

', 2.786,322

$

1,183,768

There were no securities in a continuous loss position for 12 months or longer as of June 30, 2017. The gross unrealized loss on securities in
a continuous loss position for 12 months or longer was not material as of December 31, 2016.
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Investments are reviewed periodically to identify possible other-than-temporary impairments. No impairment loss has been recorded on the
securities induded in the tables above as the Company believes that the decrease in fair value of these securities is temporary and expects to
recover up to (or beyond) the initial cost of investment for these securities .

Note 3. Fair Value Measurements
The Company measures its cash equivalents, short-term investments and derivative financial instruments at fair value. The Company
classifies its cash equivalents, short-term investments and derivative financial instruments within Level1 or Level2 because the Company values
these investments using quoted market prices or alternative pricing sources and models utilizing market observable inputs. The fair value of the
Company's Level1 finandal assets is based on quoted market prices of the identical underlying security. The fair value of the Company's Level2
financial assets is based on inputs that are directly or indirectly observable in the market, including the readily~available pricing sources for tile
identical underlying security that may not be actively traded.
The following tables set forth the fair value of the Company's financial assets and liabl!ities measured at fair value on a recurring basis as of
June 30, 2017 and December 31, 2016 based on the three-tier fair value hierarchy {in thousands):

June30,2017
Leve-11

Level2

Total

Levell

AS!!Ois
Cash equivalents·

MoneY ·ma'rk'et furlds

766
362,465
3,012

642,605
27,699
766
362,465
3,012

733,924
412,455
752,793
263,409
629,006

733,924
412,455
752,793
263,409
629,006

2,986
3,160,620

2,966
3,631,324

642.605
27,899

Treasury bills

l;orj)Orateriotes

~:fi~tttr:~oott

Short-term investments:
U.S., QO.vefn[t-efrt s~urith!rs
Agency securities
Corporate hates
Commercial paper
Certffieates o'f'deposit
Other current assets:
, ~oreigri ,CUrrency contracts
Total

670.504

Llai!iiriiel,
Other current liabllities:

Forelg{\ ct.irrenCy Contract~
Total

1,472

1,472

1,472

1,472
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Level1

Deeember 31, 2016
Levell
Levell

Total

Assets
Cash equivalents:
Money m!il{ket furids
Treasury bills
Cofpb(a~ notes

7,387
292,249

422,515
12,639
7,367
292,249

657,502
526,266
689,986
311,236
600,989

657,502
526.266
689,986
311,236
600,989

1,955
3,087,572

1,955
3,522,726

500

500
500

422,515
12,639

Com~?~ci~\ ~~p~r

Short~tenn lnvestmehts:

U.S. go':'efnment securities

Agency """'rlttes·
Corpo~te no.t~s

Commerciat pap~
Certificates of deposit
Other curfent·a6sets:
Foreign currency contrac~~

Total

435,154

Liabilities
Other currerit liabilities:
Foreign currency contracts

500

Total

In 2014, the Company issued $935.0 million principal amount of 0.25% convertible senior notes due in 2019 (the "2019 Notes") and
$954.0 million principal amount of 1.00~"% convertible senior notes due in 2021 (the "2021 Notes" and together with the 2019 Notes, the "Notes") in a
private placement to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933, as amended. Refer to Note 8Convertible Senior Notes for further details on the Notes. The estimated fair value of the 2019 Notes and 2021 Notes based on a market approach
as of June 30, 2017 was approximately $882.6 million and $872.1 million respectively, which represents a Level2 valuation. The estimated fair value
was determined based on the estimated or actual bids and offers of the Notes in an oveHhe--counter market on the last business day of the period.

Derivative Financial Instruments
The Company enters into foreign currency forward contracts with financial institutions to reduce the risk that its earnings may be adversely
affected by the impact of exchange rate fluctuations on monetary assets or liabilities denominated in currencies other than the functional currency of
a subsidiary. These contracts do not subject the Company to material balance sheet risk. due to exdlange rate movements because gains and
losses on these derivatives are intended to offset gains and losses on the hedged foreign currency denominated assets and liabilities. These foreign
currency forward contracts are not designated as hedging instruments.
The Company recognizes these derivative instruments as either assets or liablfities in the consolidated balance sheets at fair value based on
a Level 2 valuation. The Company records changes in the fair value {i.e., gains or losses) of the derivatives as other income (expense), net in the
consolidated statements of operations. The notional principal of foreign currency contracts outstanding was equivalent to $553.6 million and $536.9
mllllon at June 30,2017 and December 31, 2016, respectively.
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The fair >Jalues of outstanding derivati>Je instruments for the periods presented on a gross basis are as follows (in thousands):
June30,
2017

Balance Sheet Location

Dec.ember31,
2016

J!ssets,:'
Foreign currency contracts not designated as hedging
instruments

Other current assets

2,966

1,955

Other current liabilities

1,472

500

Lla!lnltlios
Foreign currency contracts not designated as hedging
instruments

The Company recognized $5.6 mi!!lon and $2.4 million of net gains on the foreign currency contracts in the three and six months ended June
30, 2017, respecti>Jely. The Company recognized $6.5 million and $4.7 million of net losses on the foreign currency contracts in the three and six
months ended June 30, 2016, respecti>Jely.

Note 4. Property and Equipment, Net
The following table presents the detail of property and equipment, net for the periods presented (in thousands):
June30,

December31,
2016

Property aod equipment, net
Equip:r!e~t

990,795
'319,414
398,983

FumltUre,aitd-leSseihokl:ifnprovernents
Capitalized software
C6n$tfuctioo lri progress
Total

71694
1,780,886
(999,614)
781,272

LesS;,At::curritllat¢49e;pi~atlon -6.'nd anlhrdzation,
Property and equipment, net

909,797
304,613
353,163
74,255
1,641,828
(857,927)
783,901

Note 5. Goodwill and Intangible Assets
The following table presents the goodwill activities for the periods presented (in thousands):

Goodwm

Balanl:e,asofDocemi)Or 3J, 201s

1,185,315
874
1186,189

:?r~ign cu~~ency, tran,slati~n adjustment and other

Balancil'iis qf 4une 30, 2o1t,

For each of the periods presented, gross goodwill balance equaled the net balance since no impairment charges ha'Je been recorded.
The following table presents the detail of intangible assets for the periods presented (in thousands):

Juno:3o; 2im:

Gross Carrying

Accumulated

Net Carrying

Value

Amortlutfon

Value

Paten,t~ ,~n~ de~eloP,~d t~chnologles

123,324
53100
176,424

PUblisher and advertiser re!atlor'IStTlps'
Total

(63,434)
(47,699)

59,890
5,401
65,291

~111,133)

Docemlier 31,2016:
122,611
53,10ll
175,711

Total
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Amortization expense assodated with intangible assets for the three months ended June 30, 2017 and 2016 was $14.3 million and
$12.8 million, respectively, and for the six months ended June 30, 2017 and 2016 was $30.5 million and $25.5 million, respectively.
Estimated future amortization expense as of June 30, 2017 is as follows {in thousands):
Rern8indel' of2017

15,830

2018
2019
2020

16,023
8,496

6,222
5,826
12,894
65,291

2021
Thereafter
Total
Note 6. Accrued and Other Current liabilities
The following table presents the detail of accrued and other current liabilities for the periods presented {in thousands):
June30,
2017

December 31,

73,833
43,937
21,816
22,700
30.945
25,214
88602

Accrued corirpeilsatlon
Accrued restructuring
Accwed'·pubilsher~o·<;ontant and·ad network costs

Deferred revenue

AccrueB Uiic liabilttles
Accrued fixed assets and maintenance

Accrued other
Total

307,047

2D16

82,354
55,942
44,362
33,659
29,558
25,265
109;797
380,937

Note 7.1nvestments in Privately·Held Companies
The Company makes strategic investments in privately-held companies and assesses the accounting for these investments under the equity
or cost method. The Company also evaluates each investee to determine if the investee is a variable interest entity and, if so, whether the Company
is the primary beneficiary of the variable interest entity. The Company has determined, as of June 30, 2017, there were no variable interest entities
required to be consolidated in the Company's consolidated finandal statements. The Company's investments in privately-held companies are
primarily accounted for using the cost method which had a carrying value of $35.2 million and $90.2 miHion as of June 30, 2017 and December 31,
2016, respectively. The maximum loss the Company can incur for its investments is their carrying value. These investments in privately~held
companies are included within Other Assets on the consolidated balance sheets.
The Company periodically evaluates the carrying value of the cost~method investments, when events and circumstances indicate that the
carrying amount of the investment may not be recovered. The Company estimates the fair value of the cost~method investments to assess wtlether
impairment losses shall be recorded using Level 3 inputs. These investments include the Company's holdings in privately~held companies that are
not exchange traded and therefore not supported with observable market prices hence the Company may determine the fair value by reviewing
equity valuation reports, current financial results, long~term plans of the private company, the amount of cash that the private company has on~hand,
the ability to obtain additional financing and overall market conditions in which the private company operates.
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In the three months ended June 30, 2017, the Company determined that the estimated fair value of a cost~ method investment, valued using
Level 3 inputs, was below its carrying value and that the carrying value of this investment was not expected to be recoverable within a reasonable
period of time. The Company calculated the expected value of the cost~ m ethod investment based on third- party offers received by the investee
and the Company's expectation of its negotiated investment value based on the amount of cash that the investee has on~hand, the investee's ability
to obtain additional financing and overall market conditions in which the investee operates. Based on this analysis, the Company recorded a $55.0
million other-than-temporary impairment charge during the three months ended June 30, 2017, which was recorded within other income (expense),
net in the consolidated statements of operations. No impairment charges have been recorded in the three months ended March 31, 2017, and three
and six months ended June 30, 2016.

Note 8. Convertible Senior Notes

In 2014, the Company issued $935.0 million principal amount of2019 Notes and $954.0 mi!Hon principal amount of2021 Notes. The total net
proceeds from this offering were approximately $1.86 billion, after deducting $28.3 million of initial purchasers' discount and $0.5 million debt
issuance costs in connection with the 2019 Notes and the 2021 Notes.
The interest rates are fixed at 0.25'% and 1.00% per annum for the 2019 Notes and the 2021 Notes, respectively, and are payable semi~
annually in arrears on March 15 and September 15 of each year, commencing on March 15, 2015. For the three months ended June 30, 2017 and
2016, the Company recognized $22.1 million and $20.9 million, respectively, of interest expense related to the amortization of initial purchasers'
discount and debt discount prior to capitalization of interest, and $3.0 million and $3.0 million, respectively, of coupon interest expense. For the six
months ended June 30, 2017 and 2016, the Company recognized $43.5 million and $41.3 million, respectively, of interest expense related to the
amortization of initial purchasers' discount and debt discount prior to capitalization of interest. and $5.9 ml!lion and $6.0 million, respectively, of
coupon interest expense.

The Notes consisted of the following (in thousands):
June30,2017

Decemberl1,2016

Pi-lrtcip~l amounts:
Prin~pal_

•

~~rilo'rtiz~iLlii!tiaf jlfffl;hasers' dlil®lfancf\:tebt.diseount
Net carrying amount
Ca'rryi~'Q innO~nt Of the 'equity com'ponenf {2)

(1)
{2}

935,000

954,000

'

(iii\,7ilsl

$

822,242

(193,774)
760,226

~

$

~

935,000
',
$

(136,376)
798,624

954,000
'
$

(213,657)
740,343

$"222.8Ts ~

Included in the consolidated balance sheets within convertible notes and amortized over the remaining Iivas of the Notes.
Included in the conso!ldated balance sheets within additional paid-in capitaL
As of June 30, 2017, the remaining life of the 2019 Notes and 2021 Notes is approximately 26 months and 50 months, respectively.
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Note 9. Net Loss per Share
Basic net loss per share is computed by dividing total net loss attributable to common stockholders by the weighted·average common shares
outstanding during the period. The weighted-average common shares outstanding is adjusted for shares subject to repurchase such as unvested
restricted stock granted to employees in connection with acquisitions, contingently returnable shares and escrowed shares supporting
indemnification obligations that are issued in connection with acquisitions and unvasted stock options exercised.
Diluted net loss per share is computed by dividing the net loss attributable to common stockholders by the weighted-average number of
common shares outstanding, during the period, including potential dilutive common stock instruments. In the three and six months ended June 30,
2017 and 2016, the Company's potential common stock instruments such as stock options, restricted stock units ("RSUs~), shares to be purchased
under the 2013 Employee Stock Purchase Plan ("ESPP'), shares subject to repurchases, conversion feature of the Notes and the warrants were not
included in the computation of diluted loss per share as the effect of including these shares in the calculation would have been anti-dilutive.
The following table presents the calculation of basic and diluted net loss per share for periods presented (in thousands, except per share
data).
Three Months Ended June 30,
2017

$

Net loss
Basic shares:
)tlfetglited-aVarag~ cpnimcin·shah's -o.Utst8nding
Weighted-average restricted stock
subje,~.!~ r~purcha~e
~a${~

netJOSSz per shar&,

,

Dlluted shares:

,·

2016

2017

(107,217)

$

704,174

p7B1047)

$

730,348

~186!948)

700,920

_ _j~J..Q~)

(5,848)

~

1!96,326

~

~·

,. '. aaB,32o

726;083

694,959

YV~i91'\!E'd-:a~ras;~e $~~'$ uS~d to ·co.m~ute,

' doutod ne!loss per'shate'. ·.

$

734,178

W~i~hf~d..~verage>~~arE)s uSed lo com,qute.

Six Months Ended June 30,

2016

(116;488)

,•

730,069

~) ~)

Net loss per share attributable to common stockholders:

BaSic.,

'

$'' '

(0,16)

~)

Diluted

$

!0,15) $

!0:25) $

~) ~)

!0.27)

~

The following number of potential common shares at the end of each period were excluded from the calculation of diluted net loss per share
attributable to common stockholders because their effect would have been anti~di!utive for th.e periods presented (in thousands):
Three and Six Months Ended
June30
2017

RSUs

37,979
24,329
5,301
6,410

Warrants

StbCk·optltms
Shares subject to repurchase and others

2016

58,806
24,329
9,340
10,457

Since the Company expects to settle the principal amount of the outstanding Notes in cash, the Company uses the treasury stock method for
calculating any potential o'ilutive effect of the conversion spread on diluted net income per share, if applicable. The conversion spread of 24.3 million
shares will have a dilutive impact on diluted net income per share of common stock when the average market price of the Company's common stock
for a given period exceeds the conversion price of $77.64 per share for the Notes.
If the average market price of the common stock exceeds the exercise price of the warrants, $105.28, the warrants will have a dilutive effect
on the earnings per share assuming that the Company is profitable. Since the average market price of the common stock is below $105.28, the
warrants are anti-dilutive.
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Note 10. Stockholders' Equity
Equity Incentive Plans
The Company's 2013 Equity Incentive Plan became effective upon the completion of the Company's initial public offering and serves as the
successor to the 2007 Equity Incentive Plan. Initially, 68.3 mi1!ion shares were reserved under the 2013 Equity Incentive Plan and any shares subject
to options or other similar awards granted under the 2007 Equity Incentive Plan that expire, are forfeited, are repurchased by the Company or
otherwise terminate unexercised 'Nil! become available under the 2013 Equity Incentive Plan. The number of shares of the Company's common
stock available for issuance under the 2013 Equity Incentive Plan were and will be increased on the first day of each fiscal year beginning with the
2014 fiscal year, in an amount equal to the least of (I) 60,000,000 shares, (ii) 5% of the outstanding shares on the last day of the immediately
preceding fiscal year or (ill) such number of shares determined by the Company's Board of Directors. No additional shares have been issued under
the 2007 Equity Incentive Plan since 2013.

Employee Stock Purchase Plan
The number of shares available for sale under the ESPP were and will be increased on the first day of each fiscal year beginning with the
2014 fiscal year, in an amount equal to the least of i) 11.3 mi!Hon shares; ii) 1% of the outstanding shares of the Company's common stock as of the
last day of the immediately preceding fiscal year; or iii) such other amount as determined by the Company's Board of Directors.
During the six months ended June 30, 2017, employees purchased an aggregate of 1.1 million shares under the ESPP at a weighted~average
price of $12.43 per share. During the six months ended June 30, 2016, employees purchased an aggregate of 1.3 milllon shares under the ESPP at
a price of $11.99 per share. During the three months ended June 30, 2017 and 2016, the Company recorded $1.8 million and $5.7 million,
respectively, and recorded $4.4 mi!lion and $11.4 million during the six months ended June 30, 2017 and 2016, respectively, of stock~based
compensation expense related to the ESPP.

Restricted Common Stock
The Company has granted restricted common stock to certain continuing employees in connection with the acquisitions. Vesting of this stock
is dependent on the respective employee's continued employment at the Company during the requisite service period, which is generally up to four
years from the issuance date, and the Company has the right to repurchase the unvested shares upon termination of employment The feir value of
the restricted common stock issued to employees is recorded as compensation expense on a straight~line basis over the requisite service period.
The activities for the restricted common stock issued to employees for the six months ended June 30, 2017 are summarized as follows (in
thousands, except per share data):
Weighted-Average
Grant~Date Fair
Value Per Share

Number of
Shares

tilnvested restricted common stock at be·ce:mber 31, 20'16
Vested

<!)~ni:eled
Unvested restricted common stock at June 30, 2017
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Stock Option Activity
A summary of stock option activity for the six months ended June 30, 2017 is as follows (in thousands, except years and per share data):
OptJons Outstanding

Number of
Shares

Outo!iindioQi.t betember 31.; 2016

Weightedw
Average
Exercise
Price Per Share

8,723
(3,239)
(183)
5,301
4i192

Optio~s exercis~d

.Options <a~·:
Outstanding at June 30, 2017

EXereioabt~~~JunO:~~~zot~

7.71
2.26
2.72
11.20
8.73

Weightedw
Average
Remaining
Contrac:tuallife
(In years)

Aggregate
Intrinsic Value

4.25

98,240

5.17
4.42

56,41'1

49,988

The total intrinsic values of stock options exercised during the three months ended June 30, 2017 and 2016 were $6.7 million and
$12.4 million, respectively, and $44.1 million and $32.2 million during the six months ended June 30, 2017 and 2016, respectively.

Performance Restricted Stock Units Activity
The Company grants restricted stock units to certain of its executive officers periodically that vest based on the Company's attainment of the
annual financial performance goals and the executives' continued employment through the vesting date, approximately one year ("PRSUs"). These
PRSUs are granted when the annual performance targets are set by the Compensation Committee of the Board of Directors, generally in the first
quarter of each financial year.
During the six months ended June 30, 2017, the Company granted 318,400 PRSUs, at the 100% target level, for the 2017 performance goals
with a weighted~average grant date fair value of $15.28 per share. During the year ended December 31, 2016, the Company granted 165,833
PRSUs, at the 100'% target level, of which 117,808 vested in 2017.
The Company also grants restricted stock units to certain of its executive officers that vest based on Twitter stock price performance relative
to a broad-market index over a two year period from the grant date and the executives continued employment through the vesting date
("TSR RSUs"). During the six months ended June 30, 2017, the Company granted 134,400 TSR RSUs with a weighted-average grant date fair value
of $13.02 per share.
In addition, there ere 1,408,533 additional PRSUs and TSR RSUs that will vest based on performance goals and Total Shareholder Retum
("TSR") targets in 2018 to 2020, if achieved, at target levels. Since the performance and TSR targets for those additional awards have not been
established, they are not considered granted nor are they presented as outstanding,
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RSU Activity
The following table summarizes the activity related to the Company's RSUs, excluding PRSUs, for the six months ended June 30, 2017. For
purposes of this table, vested RSUs represent the shares for which the service condition had been fulfilled as of each respective date (in thousands,
except per share data):
RSUs Outstanding
Weighted·
Average Grant·
Date Fair Value

Per Share

Shares

48,069
9,111
(11,138)
(8,063)
37 979

LlnvestE!d and outstanding at December31, 2018
Granted
Vested
Canceled
Unvested and outstilodh1g at Ju~ 30,'20-17

$

22.1>4

$

15.23
22.29
22.61
20.97

$
$
$

The total fair value of RSUs vested during the three months ended June 30, 2017 and 2016 was $86.1 million and $11g.8 mi!Hon, respectively,
and $187.0 million and $212.4 million during the six months ended June 30, 2017 and 2016, respectively.
stock~Based

Compensation Expense

Stock~based

compensation expense is allocated based on the cost center to which the award holder belongs. Total stock·based
compensation expense by function is as follows {in thousands}:
Three Months Ended June 30,

2017

QPSt:Q}.r~en·ue.
Res.ear:?~.~nd dev~lop:nent

Sale~ and. maiketing

.

2016

2016

12,l!0'5
128.011

20,694

'45,866

' 4'5, 783'

91,957

1~;:~~

"'$.,...-""z"~~=':i=~sa

3~::!~~

4

TotaJ·St06k..based coriiP~hsatiOtl, expense

2017

7,858
90,916

,.---,,.,,7.;;"':~==~::-

General and administrative

Six Months Ended June 30,

6,263
63,625

$

15.826
166.495

The Company capitalized $14.2 million and $17.g million of stock·based compensation expense associated with the cost for developing
software for internal use in the three months ended June 30,2017 and 2016, respectively, and $30.3 million and $40.5 million in the six months
ended June 30,2017 and 2016, respectively.
As of June 30, 2017, there was $738.2 million of gross unamortized stock-based compensation expense related to unvested awards which will
be recognized, net of actual forfeiture in the future, over a weighted-average period of 2.3 years. Upon adoption of the stock~based compensation
expense simplification rule as of January 1, 2017, the Company no longer applies a forfeiture rate to determine the unamortized stock·based
compensation expense: instead, the Company accounts for forfeitures as they occur.

Note 11.1ncome Taxes
The Company is subject to taxation in the United States and various state and foreign jurisdictions. Earnings from non-US activities are
subject to local country income tax. The material jurisdictions in which the Company is subject to potential examination by taxing authorities indude
the United States, Cal!fomia and Ireland. The Company is currently under a Federal income tax examination by the lntemal Revenue Service (IRS)
for tax years 2011, 2012 and 2013. The Company believes that adequate amounts have been reserved in these jurisdictions. The Company does
not provide for federal income taxes on the undistributed earnings of its foreign subsidiaries as such earnings are to be reinvested Indefinitely
outside the U.S. The Company computes its quarterly income tax provision by using a forecasted annual effective tax rate and adjusts for any
discrete items arising during the quarter.
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The Company recorded an income tax provision of$ 3.4 mlllion and$ 2.6 million for the three months ended June 30 , 201 7 and 2016,
respectively , and an income tax provision of $6.6 million and $4.7 m illion for the six months ended June 30, 2017 and 2016, respectively . As of
June 30 , 2017, based on the available objective evidence, management believes it is more likely than not that the tax benefits of the U.S. losses
incurred during the six months end ed June 30, 2017 will not be realized by the end of the 201 7 fiscal year. Accordingly, the Company dld not
record the tax benefits of the U.S.Iosses incurred during the six months ended June 30,2017. The primary difference between the effective tax
rate and the federal statutory tax rate relates to the valuation allowances on the Company's net operating losses and foreign tax rate differences.
During the three and six months ended June 30, 2017, the amount of gross unrecognized tax benefits increased by $12.8 mlllion and $23.5
million, respectively. As of June 30, 2017, the Company has $2g3.0 million of unrecognized tax benefits, lnduding $286.0 million of unrecognized tax
benefits which, if recognized, will not affect the annual effective tax rate as these unrecognized tax benefits would increase deferred tax assets wl"llch
would be subject to a full valuation allowance, while the remaining $7.0 mi!Hon of unrecognized tax benefits whidl, if recognized, would affect the
annual effective tax rate.
Note 12. Commitments and Contingencies
Credit Facility

The Company has a revolving credit agreement with certain lenders, which provides for a $1.0 billion revolving unsecured credit fac!Hty
maturing on October 22, 2018. The Company is obligated to pay interest on loans under the credit facility and other customary fees for a credit
facility of this size and type, including an upfront fee and an unused commitment fee. Obligations under the credit facH!ty are guaranteed by one of
the Company's whoUy~owned subsidiaries. In addition, the credit facility contains restrictions on payments including cash payments of dividends.
As of June 30, 2017, no amounts had been dra'W!l under the credit facility.
Leases

The Company has entered into various non~cancelable operating lease agreements for certain offices and data center facilities with
contractual lease periods expiring through 2028. Under the terms of certain leases, the Company ls committed to pay for certain taxes, insurance,
maintenance and management expenses. Certain of these arrangements have free rent periods or escalating rent payment provisions, and the
Company recognizes rent expense under such arrangements on a straight-line basis.
There were no material changes in the Company's leases compared to the disdosure in its Annual Report on Form 10~K for the fiscal year
ended December 31,2016.
Legal Proceedings

The Company is currently involved in, and will likely in the future be involved in, legal proceedings, claims and government investigations in
the normal course of business. These proceedings, in the form of both individual and class action litigation, have included, but are not limited to
matters involving intellectual property, defamation, privacy, securities, employment and contractual rights. Legal fees and other costs associated with
such actions are expensed as incurred. The Company assesses, in conjunction with its legal counsel, the need to record a liability for litigation and
contingencies. Litigation accruals are recorded when and if it is determined that a loss related matter is both probable and reasonably estimable.
Material loss contingencies that are reasonably possible of occurrence, if any, are subject to disdosure. As of June 30, 2017 and December 31,
2016, there was no litigation or contingency with at least a reasonable possibility of a material loss. No material losses have been recorded during
the three and six months ended June 30, 2017 and 2016 with respect to litigation or loss contingencies.
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Indemnification

In the ordinary course of business, the Company often includes standard indemnification provisions in its arrangements with its customers,
partners, suppliers and vendors. Pursuant to these provisions, the Company may be obligated to indemnify such parties for losses or claims suffered
or incurred in connection with its service, breach of representations or covenants, intellectual property infringement or other claims made against
such parties. These provisions may limit the time within which an indemnification claim can be made. It is not possible to detennine the maximum
potential amount under these indemnification obligations due to the limited history of prior indemnification claims and the unique facts and
circumstances involved in each particular agreement. The Company has never incurred significant expense defending its licensees against third
party claims, nor has it ever incurred significant expense under its standard service warranties or arrangements with its customers, partners,
suppliers and vendors. Accordingly, the Company had no liabilities recorded for these provisions as of June 30, 2017 and December 31, 2016.

Note 13. Operations by Geographic Area

Revenue

Revenue by geography is based on the billing addresses of the customers. The following table sets forth revenue by services and revenue by
geographic area (in thousands):
Three Months Ended June 30,

2017

Revenue by services:
Advertising services
o~ta licensing and olher
Total revenue

2016

534,524
67 434
601958

489,148
84,701
573,855

Three Months Enckld June 30.

2017

2016

She Months Ended June 30,

2017

2016

962,928
159178 ·,
1,122,106

1,065,265
131,214
1,196,479

She Months Ended June 30,
2018
2017

Revenue by geographic :area;
360,676
241;282
601 958

334,675
239,.180
573,855

United States

tnfemationaf
Total revenue

675,259

$

750,943

446,847

445,536

1,122108

1,196 479

Japan accounted for $74.2 million and $61.2 million, or 13% and 10% of total revenue for the three months ended June 30, 2017 and 2016,
respectively, and also for $146.8 million, or 13% of total revenue for the six months ended June 30, 2017. No individual country from the international
markets contributed in excess of 10% of the total revenue for the six months ended June 30, 2016.
Property and Equipment, net

The following table sets forth property and equipment, net by geographic area {in thousands):

Property and,equlPment, net:
United States

June30,

December31,

2017

2016

730,269
51 003
781,272

lntefnatiOnat
Total property and equipment, net

728,429
·50472
783 901
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Note 14. Related Party Transactions
The Company has a partnership agreement for no consideration with Square, Inc., for which Jack Dorsey (the Company's Chief Executive
Officer) serves as Chief Executive Officer, to enable U.S. political donations through Tweets. Neither Square, Inc. nor the Company will pay each
other any amounts in connection with the agreement. The agreement has no impact on the Company's financial statements.

Note 15. Restructuring Charges
On October 25, 2016, the Board of Directors of the Company approved a reduction in force plan ("2016 Plan") of up to approximately 9% of
the Company's positions globally. The reduction in force was undertaken to eliminate investment in noncore areas and drive toward greater
efficiency, while allowing the Company to continue to invest in its highest priorities. The Company expects the reduction in force to be completed in

2017.
On December 17, 2016, the Board of Directors of the Company approved a lease abandonment plan ("2016 Lease Plan") to abandon excess
office space with lease terms expiring through 2028.
The following table summarizes the activities related to restructuring charges, as discussed above (in thousands):
2016. Employee
Termination PJan

Cl1!irqes
Cash payment

Nbn-.cash SOd other adjustments
Accrued as of December31, 2016

$

Charges{!):

$

Cash payment
Non-cash Bn'd other a'djustments
Accrued as of June 30, 2017

21,611
(11,629)
. (6,<157)
3,625
788
(4,240)
108
281

2016
Lease Plan

79,685
(3,562)
(1-9,§77)
56,546
1,539
(11,319)
14
46 780

Reflected in consolidated balance sheets as of June 30, 2017:

281

Aterued an<! other ciurrent llabllitiE!$
Other !ongMterm liabilities
(1)

43,656
3,124

For the three months ended June 30, 2017, the Company recorded a reduction to restructuring charges of $0.2 million within sales and
marketing in the consolidated statements of operations. For the six months ended June 30, 2017, the Company recorded restructuring
charges of $1.3 million witt1in sales and marketing, $0.6 million within research and development, $0.3 million within genera! and
administrative and $0.1 million within cost of revenue in the consolidated statements of operations.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00409

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 344 here 27398.344

LAP51NQ082 with DISTILLER

24

404
Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RNANCIAL CONDITION AND RESULTS OF OPERATIONS

The folfowing discussion and analysis of our financial condition and results of operations should be read in conjunction with the consolidated
financial statements and related notes thereto included in Item 1 "Financial Statements" in this Quarterly Report on Form 10-Q. This discussion

contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially from those discussed below.
Factors that could cause or contn·bute to such differences include, but are not limited to, those identified below and those discussed in the section
titled «Risk Factors" included elsewhere in this Quarterly Report on Form 10-Q.

Overview and Highlights of Quarter1y Results
Revenue in the second quarter of 2017 totaled $573.9 million, a decrease of 5% compared to $602.0 million in the second quarter of 2016.
Advertising revenue totaled $ 489.1 million, a decrease of 8% year·over.year.
Data licensing and other revenue totaled$ 84.7 million, an increase of 26°/o year-over-year.
• U.S. revenue totaled $334.7 million, a decrease of 7% year-over-year.
International revenue totaled$ 239.2 million, a decrease of 1% year-over-year.
Total ad engagements increased 95% year-over-year.
• Cost per ad engagement decreased 53% year-over-year.
Net loss was $116.5 million, an increase of 9% year-over-year.
Non-GAAP net income was $56.4 mi!Hon, a decrease of 5% year-over-year.
Adjusted EBITDA was $177.9 million, an increase of 2% year-over-year.
Cash, cash equivalents and short-term investments in marketable securities totaled $4.08 billion as of June 30, 2017.
Average monthly active users were 326 mil!ion for the three months ended June 30, 2017, an increase of 5% year-over-year and compared to
313 million for the three months ended June 30, 2016.
Average daily active usage for the three months ended June 30, 2017 grew 12% year-over-year.
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Key Metrics
We review a number of metrics, including the following key metrics, to evaluate our business, measure our performance, identify trends
affecting our business, formulate business plans and make strategic decisions.
Monthly Active Users (MAUs) . We define MAUs as Twitter users who logged in or were otherwise authenticated and accessed Twitter
through our website, mobile website, desktop or mobile applications, SMS or registered third-party applications or websites in the 30-day period
ending on the date of measurement Average MAUs for a period represent the average of the MAUs at the end of each month during the period.
MAUs are a measure of the size of our logged in or otherwise authenticated active user base. In the three months ended June 30, 2017, we had
328 million average MAUs, which represents an increase of 5%. from the three months ended June 30, 2016. The grov.'th in average MAUs was
driven primarily by better relevance in email, push notifications, and the timeline, along with ongoing efforts in marketing. In the three months ended
June 30, 2017, we had 68 million average MAUs in the United States and 260 mU!ion average MAUs in the rest of the world, which represent
increases of 4% and 5%, respectively, from the three months ended June 30, 2016. For additional information on how we calculate MAUs and
factors that can affect this metric, see the section titled "Note Regarding Key Metrics."
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Changes in Daily Active Users/Dally Active Usage (DAU) . We defined aily active users or daily active usage as Twitter users who logged in
or were otherwise authenticated and accessed Twitter through our website, mobile website or mobile applications on any given day. Average DAU
for a period represents the number of DAU s on eaCh day of such period divided by the number of days for such period . Changes in DAU are a
measure of changes in the size of our daily logged in or otherwise authenticated active user base. To calculate the year-over-year change in DAUs,
we subtract the average DAU for the three months ended i n the previous year from the average DAU for the same three months ended in the
current year and divide the result by the average DAU for the three months ended in the previous year. Prior to reporting results for the third quarter
of 2016, we had discussed DAUs and the ratio of MAUs to DAUs. In those instances, for comparability and consistency with MAUs, DAUs also
included users who accessed Twitter through our desktop applications and third-party properties. For additional information on how we calculate
changes in DAUs and factors that can affect this metric, see the section titled "Note Regarding Key Metrics."
!?~~UseraYor-cwar-VNrChang;tt

DAU grew faster than MAU in the second quarter of 2017 as we continued to improve our product experience for our existing user base
including better relevance in email, push notifications and the timeline.

Changes in Ad Engagements and Cost Per Ad Engagement. We define an ad engagement as a user interaction wlth one of our pay-forperfonnance advertising products. Ad engagements with our advertising products are based on a user completing an objective set out by an
advertiser such as expanding, Retweeting, liking or replying to a Promoted Tweet, viewing an embedded video, downloading or engaging with a
promoted mobile application, clicking on a website link, signing up for marketing em ails from advertisers, following the account that tweets a
Promoted Tweet, or completing a transaction on an external website. We believe changes in ad engagements is one way to measure user
engagement with our advertising products. We believe changes in cost per ad engagement is one way to measure demand.
In the three months ended June 30,2017, ad engagements increased 95% from the three months ended June 30,2016. The increase was
driven by a continuing mix shift toward video ad impressions as well as higher click-through rates, as a result of better targeting and ad relevance.
across nearly all ad formats on a like-for-like basis. In the three months ended June 30, 2017, average cost per ad engagement decreased 53% from
the three months ended June 30, 2016. The decrease in cost per ad engagement reflects a higher mix of video ad engagements, and lower cost per
ad engagement across the majority of ad formats compared to the second quarter of 2016.
~er Ad~ Yelt-(Mtf·YearChange

~e.!.,ngagementYeaf.over-YearCMnge
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Non-GAAP Financial Measures
To supplement our consolidated financial statements presented in accordance with generally accepted accounting principles in the United
States, or GAAP, we consider certain financial measures that are not prepared in accordance with GAAP, including Adjusted EBITDA, non~GAAP
income before income taxes, non-GAAP provision for income taxes as it relates to the calculation of non-GAAP net income, and non~GAAP net
income. These non-GAAP financial measures are not based on any standardized methodology prescribed by GAAP and are not necessarily
comparable to similar!y~titled measures presented by other companies.

Adjusted EBITDA
We define Adjusted EBITDA as net loss adjusted to exclude stock~based compensation expense, depreciation and amortization expense,
interest and other expenses, provision (benefit) for income taxes, restructuring charges and one-time nonrecurring gain, if any.
The following table presents a reconciliation of net loss to Adjusted EBITOA for each of the periods indicated (in thousands):
Three Montlls Ended June 30,
2018
2017

Six Months Ended June 30,

2017

2016

(178,047)
230,393
205,855
92,803
6,607
(9,798)
347,813

(186,948)
318,611
181,904
38,787
4,669
47
355,070

Reconciliation of Net Losa to AdjuSted EBITDA

(116,488)
113,396
103,063
74,716
3,413

Net loss
Stock..Pas-ed,compensatlop·~xPens.e·
Depreciation and amortization expense

.lriterest Bnd other ex~nSe, net
Provision for income taxes
RestructUring Cha'rges and one-tiine nonfecunlng gain
Adjusted EBITDA

Non~GAAP

(107,217)
187,695
93,283
18,200
2,641

(226)

177,874

174 602

Net Income

We define non~GAAP net income as net loss adjusted to exclude stock-based compensation expense, amortization of acquired intangible
assets, non-cash interest expense related to convertible notes, non~cash expense related to acquisitions, impairment of investments in privately~held
companies, restructuring charges and one~time nonrecurring gain, and adjustment to income tax expense based on the non~GAAP measure of
profitability using our blended U.S. statutory tax rate (which was 37%).
Non~GMP Income before Income Taxes . We define non~GAAP income before income taxes as loss before income taxes adjusted to
exclude stock-based compensation expense, amortization of acquired intangible assets, non~cash interest expense related to convertible notes, non~
cash expense related to acquisitions, impairment of investments in privately-held companies, and restructuring charges and one--time nonrecurring
gain.
Non~GMP Provision for Income Taxes. We define non~GAAP provision for income taxes as the current and deferred income tax expense
commensurate with the norrGAAP measure of profitabi!lty using our blended U.S. statutory tax rate.
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The following table presents a reconciliation of net Joss to non~GAAP net income for each of the periods indicated (in thousands) ;
(PRIOR METHOD}

(NEW METHOD)
Six Months Ended
June30

Tt!raeMonthsEnded
June30

R~ciUa!k'n.of~iti.oUioHo~P.Net
TncO"'-''
\ '
'"
'
'
Net loss
Ex'citld.e:P.'roVI!tonfor1ttCcmataxes
Lossbeforeincometaxes
~sad·c¢l:npenaatl0nOXpM~

-121L....

~

~

~

~

~

--l2.!!.-

•

•

•

•

$

$

•

•~

(116,486)

~

.-.l&ll

14,340
20.041

18.570

!mpairrnentofinvestmentsinprivately-he!d
CO!f!panies

55,000

:::u~ryq:<thajg~~~one..timenO~

Non-GAAP income before income taxes

Non-.GAAP net income

(113,075)

(107,217)

~~~~l~f1$e~~conve~~·,

No~~!iilnlfd.rlneomStaxes tt}

(1)

2017
~.·

(104.576}
167;695
12,816

Amortiz!'ltionofaeq~ire~.ii\ta':lgib!eassets

Six Montht. Ended
June30

Three Months Ended
June30

,113,39&

{178,047)

~

~

(171,440)
230,393
30,531

(182.279)
318,$11
25,546

3~;269

36,940

55,000

~
~

(116,,488}

-----..l.ill

{113,075)
113,39&
14,340
20,041

(9",798)

41

(2:26)

~

$

$

~
------bill.

~
59538

~
$

109,604

{107!217)

~
125285

~

(178,047)

---1M!

---MQI

(104,576)
167,695
12,816

{171,440)
230,393
30,531

1!1.570

39,289

{186,948)

(182.279)
318,611
25,546
36,940

55,000

55,000

~ 173;975

(226)

--e9,476

(186,948)

{9,798)

~
--1..ill
~

--m,m
~

~

47

--m:sss

~
~

Beginning 02 2017, we are changing our method of calculating our nonwGAAP provision for income taxes in accordance with the SEC's NonGA.P-P Financial Measures Compliance and Disclosure Interpretation. For this Quarterly Report on Form 10-Q only, we are providing the
calculations under our prior method and the new method, The "New Method" consists of current and deferred income tax expense
commensurate with the non-GAAP measure of profitability using our blended U.S. statutory tax rate of 37%,. The "Prior Method" consists of
current and deferred income tax expense on a GAAP basis exduding the income tax effects related to acquisitions. We do not, however,
expect to pay significant GAAP taxes for the foreseeable future in the U.S. and certain other foreign .jurisdictions and believe that our longterm effective GAAP tax rate will be lower than the U.S. statutory tax rate based upon our established tax structure.

We use non-GAAP financial measures of Adjusted EBITOA, non-GAAP income before income taxes, non-GAAP provision for income taxes,
and non-GAAP net income in evaluating our operating results and for financial and operational decision~making purposes. We believe that Adjusted
EBITOA, non~GAAP income before income taxes and non-GAAP net income help identify underlying trends in our business that could otherwise be
masked by the effect of the expenses that we exclude in Adjusted EB!TDA, non-GAAP income before income taxes and non-GAAP net income. We
believe that Adjusted EBlTOA, non-GAAP income before income taxes and non-GAAP net income provide useful information about our operating
results, enhance the overall understanding of our past performance and future prospects and allow for greater transparency with respect to key
metrlcs used by our management in its financial and operational decision-making. We also use these measures to establish budgets and operational
goals for managing our business and evaluating our performance.
These non~GAAP financial measures should not be considered in isolation from, or as a substitute for, financial information prepared in
accordance with GAAP, Thare are a number of limitations related to the use of these non-GAAP financial measures rather than net loss, which is the
nearest GAAP equivalent of these financial measures. Some of these limitations are:
These non-GAAP financial measures exclude restructuring charges, one-time nonrecurring gain and certain recurring, non~cash
charges such as stock~based compensation expense, amortization of acquired intallgib!e assets, non~cash interest expense related to
convertible notes and impairment of investments in privately~he!d companies;
stock-based compensation expense has been, and will continue to be for the foreseeable future, a significant recunillg expense in our
business and an important part of our compensation strategy;
Adjusted EBITDA and non-GAAP income before income taxes do not reflect tax payments that reduce cash available to us;
Adjusted EBITDA excludes depredation and amortization expense and although these are non-cash charges, the property and
equipment being depreciated and amortized may have to be replaced in the future; and
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The expenses that we exclude m our calculation of these non~GMP financial measures may differ from the expenses , if any, that our
peer companies may exclude from similarty~titled non~GAAP measures when they report their results of operations,
Results of Operations

The following tables set forth our consolidated statement of operations data for each of the periods presented {in thousands):
Three Months Ended June 30,

Six Months Ended June 30,

2017

2017

2018

1,065,265
131,214
1,196,479
401,371
334,305
472,790
133 505
1,341,971
(145,492)
(49,827)
13,040
(182,279)
4,669
!186,948)

2016

REl:yenve
A~ve,rtisin~ ~e!Yi~~

Data tlcenslng,ai;'rd,othet
Total Revenue
co.~~\la~Pilrts•~Jr)
Cost of revenue

R'esearcn and:deVe!Oprilent
Sales and marketing
G'en.erafanet administrative
Total costs and expenses
LOs&'ftom' oPeratiOns,
Interest expense

OttierlnCOltio (expense), net
Loss before income taxes
Provision for Income fB)(es
Net loss

(1)

489,148
84 707
573,855

534,524
601,958

962,928
159,178
1,122,106

212,908
143,171
185,296
' 70 839
612,214
{38,359)
(26,396)
(48,320)
(113,075)
3,413

202,966
178,511
236,819
70;238
688,334
{86,376)
(24,934)
6,734
(104,576)
2641
(107,217)

433,247
271,899
354,890
1Ml,707
1,200,743
(78;637)
(51,805)
.(4b,998)
(171,440)
6,607
!178,047)

67,434

(116,488)

Costs and expenses include stock-based compensation expense as follows (in thousands):
Three Months Ended June 30,

2017

Cost of revenue
Res~a~ch a~~ deye!opment
sal•• an~ lnarl<etlng
General and administrative
Total stoCk-based ¢0ntpensa1loh,~XllenS!$,'

6,253
63,625
20,694'
22,824

~..,.'.,11"'3"',396=

2018

7,858
90,916
45,656
23,065
1!j7,695

Six Months Ended June 30,

2017

2016

12,205
128,011
45,783

15,826
166,495
91,957

::--::1(:::::~'":;::::::-

3~::~~~
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The following table sets forth our consolidated statement of operations data for each of the periods presented as a percentage of revenue:
Six Months Ended June 30,

Three Months Ended June 30,

Z<>16

2017

2016

2017

Revenue

85%

Advef'!lsi~~ _s~rvices

89%

15
100

Data lieeM!ng and other
Total Revenue
CO:St&,andeXp_eoses
Cost of revenue
ReS'eatctl and development
Sales and marketing
Genentr'and,administrative
Total costs and expenses
Loss from operations

37
25
32

12
107

~nterest e~pense
Other~ncome (expense), net

39
24
32
13
107

(7)

(7)

(5)

(5)
4)
(15)
1
p6)%

{B)

(20)
1

Loss before income taxes
Provision for income, taxes
Net loss

34
30
39

86%
14
100

(20)%

89%

11
100
34
28
40
11
112
(12)
(4)
1
(15)
0
(16}%

Revenue
We generate the substantial majority of our revenue from the sale of advertising services. We also generate revenue by licensing our data to
third parties and providing mobile advertlsing exchange services.

Advertising SeNices
We generate most of our advertising revenue by selling our Promoted Products. Currently, our Promoted Products consist of the following:

Promoted Tweets. Promoted Tweets, which are labeled as ~promoted," appear within a user's timetine, search results or profile pages
just like an ordinary Tweet regardless of device, wtlether it be desktop or mobile. Using our proprietary algorithms and understanding of
the interests of each user, we can deliver Promoted Tweets that are intended to be relevant to a particular user. We enable our
advertisers to target an audience based on our users' Interest Graphs. Our Promoted Tweets are pay~far~pertormance advertising that
is priced through en auction. Our Promoted Tweets include objective~based features that allow advertisers to pay only for the types of
engagement selected by the advertisers, such as Tweet engagements (e.g., Retweets, replies and likes), website clicks or conversions,
mobile application installs or engagements, obtaining new followers, or video views.

Promoted Accounts . Promoted Accounts, which are labeled as "promoted,» provide a way for our advertisers to grow a community of
users who are interested in their business, products or services. Our Promoted Accounts are pay-for-performance advertising that is
priced through an auction.
Promoted Trends. Promoted Trends, which are labeled as "promoted,~ appear at the top of the list of trending topics for an entire day
in a particular country or on a global basis. We sell our Promoted Trends on a fixed~fee-.per~day basis.
While the majority of the Promoted Products we sell to our advertisers are placed on Twitter, we also generate advertising revenue by placing
advertising products tllat we sell to advertlsers on third-party publishers' websites, applications or other offerings.
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Data Licensing and Other
We generate data licensing and other re-..enue by (I) offering data products and data licenses that allow our data partners to access, search
and analyze historical and real·time data on our platform, which data consists of public Tweets and their content. and (ii) providing mobile ad-..ertising
exchange services through our MoPub exchange. Our data partners generally purchase licenses to access all or a portion of our data for a fixed
period. We recognize data licensing re-..enue as the licensed data is made available to our data partners. In addition, we operate a mobile ad
exchange and receive service fees from transactions completed on the exchange. Our mobile ad exchange enables buyers and sellers to purchase
and sell advertising inventory and matches buyers and sellers. We have determined we are not the principal in the purchase and sale of advertising
inventory in transactions between third party buyers and sellers on the exchange. Therefore we report re-..enue related to our ad exchange services
on a net basis.
Three Months Ended June 30,

489,148
$
84,707
$ .· 573,855,.' $

.'$

Athtet:tising serviCeS'
Data licensing and other
Total ·revenue

Six Months Ended June 30,
%Change

2017
2016
(in thousands)

534,524.
67,434

(8)%
26%

601,958

{5)%

2017
2016
(In thousands)

$

962,928

$1,085,265

15g,178

131,214

$ 1,122.108

. $ :1,\96,479

(10)%
21%

(6)%

Revenue in the three and six months ended June 30, 2017 decreased by $28.1 million and $74.4 million, respectively, compared to the three
and six months ended June 30, 2016.
In the three and six months ended June 30, 2017, advertising revenue decreased by 8% and 10%, respectively, compared to the three and
six months ended June 30, 2016. The substantial majority of our advertising revenue was generated from our owned and operated platform.
AcNertising revenue generated from the sale of our advertising products on our owned and operated platform in the three and six months ended
June 30, 2017 was $435.9 million and $851.2 million, respectively, as compared to $480.7 million and $g4B.O million in the three and six months
ended June 30,2016, respectively, Advertising revenue generated from the sale of our advertising products placed on third party publishers'
websites, applications and other offerings in the three and six months ended June 30, 2017 was $53.2 million and $111.7 million, respectively, as
compared to $53.8 million and $117.2 million in the three and six months ended June 30, 2016, respectively. The slight decrease was driven by
significantly lower contribution from TeHApart (which we have been de·emphasizing and from which we expect lower revenue contribution), offset by
strong pertormance from Twitter Audience Platform. The overall decrease in advertising revenue was primarily attributable to 53'% and 58%)
decreases in average cost per ad engagement offset by 95% and 114% increases in the number of ad engagements in the three and six months
ended June 30,2017, respectively, compared to the same periods in 2016. The increase in ad engagements was driven by a continuing mix shift
toward video ad impressions as well as higher click-through rates, as a result of better targeting and ad relevance, across nearty all ad formats on a
Uke-for-11ke basis. The decrease in average cost per ad engagement reflects a higher mix of video ad engagements, and lower cost per ad
engagement across the majority of ad formats compared to the second quarter of 2016. Advertising revenue continued to be driven by strong growth
in our video ad formats and offset by declines in traditional Promoted Tweet and direct response ad formats. Although we believe the potential to
increase our revenue grows with grov.th in our user base and the level of engagement of our users, we expect revenue growth to continue to Jag
behind audience growth on a year-over-year basis in, and possibly beyond, 2017 due to lead time for sales cycles, ongoing competition and the
impact from revenue products and features that we have de-emphasized (including TeHApart), discontinued or not launched or may decide to deemphasize, discontinue or not launch. As a result of these factors, we continue to face challenges that affect our ability to attract demand from
advertisers.
In the three and six months ended June 30, 2017, data licensing and other revenue increased by 26% and 21%, respectively, compared to
the three and six months ended June 30, 2016. A majority of the increase was attributable to growth in data licensing fees from the offering of data
products. We expect to continue to grow our data revenue with a new product and channel segmented go~to~market approach.
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Cost of Revenue
Cost of revenue includes infrastructure costs, other direct costs including content costs, amortization of acquired intangible assets and
capitalized labor costs, allocated facilities costs, as well as traffic acquisition costs, or TAC. Infrastructure costs consist primarily of data center costs
related to our co~located facilities, which include lease and hosting costs, related support and maintenance costs and energy and bandwidth costs;
as well as depreciation of our internally developed software, servers and networking equipment; and personnel~re!ated costs, including salaries,
benefits and stock-based compensation, for our operations teams. TAC consists of costs we incur with third parties in connection with the sale to
advertisers of our advertising products that we place on third-party publishers' websites, applications or other offerings collectively resulting from
acquisitions, and from our organically-built advertising network., Twitter Audience Platform. Many of the elements of our cost of revenue are fixed,
and cannot be reduced in the near term to offset any dedine in our revenue.
Six Months Ended June 30,

Three Months Ended June 30,

2017

2017

2016

2016

(In thousands)

(In thousands)

cOs( b{ revenue
Cost of revenue as a percentage of revenue

$ '212,908' ' $ 202,9®
37%

5%'

$

433,247
39%

34%

$ 401,371
34%

8%

In the three months ended June 30, 2017, cost of revenue, which included TAC of $26.1 mi!Hon, increased by $9.9 million compared to the
three months ended June 30, 2016. The increase was attributable to a $10.8 million increase in depreciation and amortization expense primarily
related to additional internally developed software, server and networking equipment and a $10.1 mHiion increase in other direct costs that is
primarily driven by an increase in content costs . The increases were offset by an $8.3 million decrease in infrastructure costs, a $2.1 million
decrease in TAC due to the decrease in advertising revenue generated from the sale of our advertising products placed on third party publishers'
websites, applications and other offerings as -wet! as the mix of those advertising products, and a $0.6 million decrease in personnel-related costs.
In the six months ended June 30, 2017, cost of revenue, which included TAC of $55.9 million, increased by $31.9 million compared to the six
months ended June 30,2016. The increase was attributable to a $27.7 million increase in other direct costs that is primarily driven by an increase in
content costs, and a $21.2 million increase in depreciation and amortization expense primarily related to additional internally developed software,
server and networking equipment. The increases were offset by an $8.4 million decrease in TAC due to the decrease in advertising revenue
generated from the sale of our advertising products placed on third party publishers' websites, applications and other offerings as well as the mix of
those advertising products, a $6.9 million decrease in infrastructure costs, and a $1.7 million decrease in personnel-related costs.
We plan to continue to scale the capacity and enhance the capability and reliability of our infrastructure to support user growth and activity on
our platform. Although we expect TACto decrease in the near term, cost of revenue wlll otherwise vary in the near term from period to period as a
percentage of revenue based on a number of factors, induding the relative revenue growth rates, the growth rates of infrastructure costs to support
user growth and activity on our platform, and the growth rates of expenses associated with our content acquisition costs as well as our hardware
inventory and related costs.

Research and Development
Research and development expenses consist primarily of personnel-related costs, including salaries, benefits and stock-based compensation,
for our engineers and other employees engaged in the research and development of our products and services. In addition, research and
development expenses lndude amortization of acquired intangible assets, allocated facilities and other supporting overt1ead costs.
Three Months Ended June 30,

Six Months Ended June 30,

2017

2017
2016
(In t,housands)

Reiieaid\ korlddeVli!Of)ll'lent

$ · 143,o171 ··

Research and development as a percentage
of revenue

25%

2016

{In thousands)

$ 11S,li11
30%

{20}%

271,899,

$ 334,305

24%

(19)%

28%

____________________________ _________

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00418

Fmt 6601

,

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 353 here 27398.353

LAP51NQ082 with DISTILLER

33

413
In the three months ended June 30,2017, research and development expenses de creased by$ 35.3 million compared to the three months
ended June 30 , 2016. The decrease was attributable to a$ 34.3 million decrease in personnel-related costs, mainly driven by a decrease in
recognition of stock-based compensation expense from a decrease in average employee head count, a$ 4.3 m i!lion decrease in allocated facilities
and other supporting overhead expenses , and a$ 0.6 million decrease in depreciation and amortization expense, offset by a$ 3.9 million
decrease in the capitalization of costs associated with developing software for internal use.
In the six months ended June 30, 2017, research and development expenses decreased by $62.4 million compared to the six months ended
June 30, 2016. The decrease was attributable to a $51.2 million decrease in personnel-related costs. mainly driven by a decrease in recognition of
stock-based compensation expense from a decrease in average employee headcount, an $11.5 million one-time nonrecurring gain net of
restructuring charges in the quarter ended March 31,2017, an $8.4 million decrease in allocated facilities and other supporting overhead expenses,
and a $1.0 million decrease in depreciation and amortization expense, offset by a $9.7 million decrease in the capitalization of costs associated with
developing software for internal use.
We plan to continue to invest in key areas of our business and ensure that we have the right level of engineering, product management and
design teams to support our research and development efforts. We expect that research and development costs will vary in the near term from
period to period as a percentage of revenue.

Sales and Marketing
Sales and marketing expenses consist primarily of personnel-related costs, including salaries, commissions, benefits and stock~based
compensation for our employees engaged in sales, sales support, business development and media, marketing, corporate communications and
customer service functions. In addition, marketing and sales-related expenses also include advertising costs, market research, tradeshows,
branding, marketing, public relations costs, amortization of acquired intangible assets, as well as allocated facilities and other supportmg overhead
costs.
Six Months Ended June 30,

Three Months Ended June 30,
%Change

2016

2017

Sates and marketing
Sales and marketing as a percentage of
revenue

$ 185,296

$

236,619

32%

~

2016

2017

(in thousands)

{in thousands)

39%

(22)%

354,890

$

472,790

32%

(25)%

40%

In the three months ended June 30, 2017, sales and marketing expenses decreased by $51,3 million compared to the six months ended June
30, 2016. The decrease was attributable to a $38.1 million decrease in personne!Mrelated costs, driven by a decrease in average employee
headcount mainly as a result of our 2016 restructuring plan, an $8.4 million decrease in allocated facilities and other supporting overhead expenses,
a $5.3 million decrease in marketing and saleHelated expenses, and a $0.2 million decrease in restructurif!g expenses, offset by a $0.7 million
increase in amortization of acquired intangible assets.
In the six months ended June 30, 2017, sales and marketing expenses decreased by $117.9 million compared to the three months ended
June 30, 2016. The decrease was attributable to a $76.2 million decrease in personnel~related costs, driven by a decrease in average employee
headcount mainly as a result of our 2016 restructuring plan, a $31.3 million decrease in marketing and sates-related expenses, and a $16.9 million
decrease in allocated facilities and other supporting overhead expenses. The decreases were offset by a $5.3 million increase in amortization of
acquired intangible assets and a $1"2 million increase in restructuring expenses.
Wa continue to evaluate key areas in our business to ensure we have the right level of sales and marketing to execute on our key priorities
and objectives. We expect that sales and marketing expenses will vary in the near tenn from period to period as a percentage of revenue.
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General and Administrative
General and administrative expenses consist primarily of personnel~retated costs, including salaries, benefits and stock~based compensation,
for our executive, finance, legal, infonnation technology, human resources and other administrative employees. In addition, general and
administrative expenses include fees and costs for professional services, induding consulting, third-party legal and accounting services and facilities
and other supporting overhead costs that are not allocated to other departments.
Six Months Ended June 30,

Three Months Ended June 30,

General and 9drnihlstrativ.e
General and administrative as a percentage of
revenue

70,839
12°/o

$

70,238

$

%Change

2016
2017
(In thousands)

2016
:Z017
(In thousands)

1%

140,707

$

133,5()5

5%

11%

13%

12%

In the three months ended June 30, 2017, general and administrative expense increased by $0,6 million compared to the three months ended
June 30, 2016. The increase was attributable to a $3.7 million increase in personnel~related costs, driven by an increase in average employee
headcount, and a $1.0 million increase in fees and costs for professional services. These increases were offset by a $3.9 million decrease in
facilities and supporting costs not allocated to other functions and a $0.2 million increase in the capitalization of costs associated with developing
software for internal use.
In the six months ended June 30, 2017, general and administrative expense increased by $7.2 million compared to the six months ended
June 30, 2016. The increase was attributable to a $7.4 million increase in personnel·related costs, driven by an increase in average employee
headcount, a $3.2 million increase in fees and costs for professional services, a $1.1 million decrease in the capitalization of costs associated with
developing software for internal use, and a $0.3 million increase in restructuring expenses, offset by a $4.8 million decrease in facilities and
supporting costs not allocated to other functions.
We plan to continue to invest in key areas of our business and ensure that we have the right level of general and administrative support on
our key prion'ties and objectives. We expect that general and administrative expenses will vary in the near tenn from period to period as a
percentage of revenue.

Interest Expense
Interest expense consists primarily of interest expense incurred in connection with the $935.0 million principal amount of 0.25% convertible
senior notes due 2019, or the 2019 Notes, and $954.0 million principal amount of 1.00% convertible senior notes due 2021, or the 2021 Notes and
together with the 2019 Notes, the Notes, and interest expense related to capital leases and other nnanclng facilities.
Six Months Ended June 30,

Three Months Ended June 30,

'$

26,396

$

:Z017

%Change

2016
2017
{in thousands)

~"

24,934

,&o/i

2016
thousands)

51,805

$

%Change

49,827

4%

In the three and six months ended June 30, 2017, interest expense increased by $1.5 million and $2.0 million, respectively, compared to the
three and six months ended June 30, 2016. Interest expense in the three and six months ended June 30, 2017 was comprised of $25.0 million and
$49.1 million, respectively, of total interest expense related to the Notes as well as the credit facility and $1.4 million and $2.7 million, respectively,
related to capital leases of equipment.
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Other Income (Expense), Net
Other income (expense), net, consists primarily of interest income resulting from our short·term investments net of the related amortization of
premium paid on such investments, and unrealized foreign exchange gains and losses due tore-measurement of monetary assets and liabilities
denominated in non-functional currencies as well as realized foreign exchange gains and losses on foreign exchange transactions. We expect our
foreign exchange gains and losses will vary depending upon movements in the underlying exchange rates.
Six Months Ended June 30,

Three Months Ended June 30,
2016
2017

Other ineome(expense}; net

$

(48,320)

$

2016

2017

%Chango

(In thousands)

(lnthoueands)

(40,998)

(818)%

6,734

{414)%

13,040

'$

Other expense, net, was $48.3 million in the three months ended June 30, 2017 compared to other income, net of $6.7 million in the three
months ended June 30, 2016. Other expense, net, was $41.0 million in the six months ended June 30, 2017 compared to other income, net of $13.0
million in the six months ended June 30, 2016. The changes were primarily attributable to the recording of an other·than·temporary impairment on a
cost·method investment of $55.0 million during the second quarter of 2017 and less favorable foreign currency exchange impacts from foreign
currency-denominated assets and liabilities as well as derivative financial instruments, offset by an increase in interest income on our short tenn
investments. Other expense, net in the three months ended June 30, 2017 was comprised of $55.0 million of other·than·temporary impairment on a
cost·method investment, $3.1 million of foreign currency exchange net loss and $0.3 million of other expense, offset by $10.1 million of interest and
other income. Other expense, net in the six months ended June 30, 2017 was comprised of $55.0 mi!Hon of other-than·temporary impairment on a
cost-method investment, $4.1 million of foreign currency e)(change net loss and $0.4 mit!ion of other expense, offset by $18.5 million of interest and
other income.

Provision (Benefit) for Income Tans
Provision (benefit) for income taxes consists of federal and state income taxes in the United States and income taxes in certain foreign
jurisdictions which are expected to fluctuate based on the pre-tax results within and outside of the United States and w111 also be impacted by our
allocation of centrally incurred costs to foreign jurisdictions. Our future effective tax rate will also be affected by the changes in tax rates and tax
regulations, the impact of tax examinations, the impact of business combinations. and changes in valuation allowance. tn addition, the provision is
impacted by deferred income taxes and changes in the related valuation allowance reflecting the net tax effects of temporary differences between
the carrying amounts of assets and Uabllities for financial reporting purposes and the amounts used for income tax purposes.
Six Months Ended June 30,
2016
2017

Three Months Ended June 30,

2016

2017

(In thousands)

{In thousands)

Prb'V'iSion tor,income taxes

3,413

$

6,607

2,641

$

4,889

Our provision for income taxes in the three and six months ended June 30, 2017 increased by $0.8 mi!Hon and $1.9 million, respectively,
compared to the three and six months ended June 30, 2016, primarily due to increased foreign income taxes partially offset by reduced U.S. income
taxes.

Liquidity and Capital Resources
Six Months Ended June 30,
2016
2017
(in thousands)

Consolidated Statements of Cash Flows Data:

(178,047)
393,155
(63,068)
(38,823)

Net loss
Net bash p'rovided by operating aCtivities
Net cash used in investing activities
Net cash uslid in ffnancing activities

(186,948)
377,320
(313,331)
(33,683)
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Our principal sources of liquidity are our cash, cash equivalents, and short~term investments in marketable securities, Our cash equivalents
and marketable securities are invested primarily in short~term fixed income securities, including government and in vestmentMgrade debt securities
and money market funds .
As of June 30, 2017, we had $4.08 billion of cash, cash equivalents and shortMterm investments in marketable securities, of INhich
$180.6 miiUon was held by our foreign subsidiaries. Under the current tax laws, if these funds are needed for our operations in the U.S., we would be
required to accrue and pay U.S. taxes to repatriate certain of these funds. However, our intent is to indefinitely reinvest these funds outside of the
U.S. and our current plans do not demonstrate a need to repatriate them to fund our U.S. operations. In addition, we have a revolving unsecured
credit facility {described below) available to borrow up to $1.0 billion. We believe that our existing cash, cash equivalents and shortMterm investment
balance, and our credit facility, together with cash generated from operations will be sufficient to meet our working capital and capital expenditure
requirements for at least the next 12 months.
Credit Facility
In October 2013, we entered into a revolving credit agreement with certain lenders which provides for a $1.0 billion revolving unsecured credit
facility maturing on October 22, 2018. We are obligated to pay interest on loans under the credit facility and other customary fees for a credit facility
of this size and type, including an upfront fee and an unused commitment fee. Our obligations under the credit facility are guaranteed by one of our
wholly-owned subsidiaries. In addition, the credit facility contains restrictions on payments including cash payment of dividends. As of June 30, 2017,
no amounts had been drawn under the credit facility.

Operating Activities
Cash provided by operating activities consists of net loss adjusted for certain non~cash items including depreciation and amortization, stockbased compensation, amortization of discount on our Notes, deferred income taxes, impairment of investments in privatelyMheld companies, non~
cash restructuring charges, as well as the effect of changes in working capital and other activities. We expect that cash provided by operating
activities will fluctuate in future periods as a result of a number of factors, including fluctuations in our revenue, increases in operating expenses and
costs related to acquisitions. For additional discussion, see "Part 11-0ther Information, Item 1A. Risk Factors.~
Cash provided by operating activities in the six months ended June 30, 2017 was $393.2 million, an increase in cash inflow of $15,8 million
compared to the six months ended June 30, 2016. Cash provided by operating activities was driven by a net loss of $17RO million, as adjusted for
the exclusion of nonMcash expenses totaling $526.3 million, of which $230.4 million was related to stock-based compensation expense and $55.0
million was related to other~than-temporary impairment on a cost-method investment, and the effect of changes in working capital and other carrying
balances that resulted in cash inflows of $44.9 million.
Cash provided by operating activities in the six months ended June 30, 2016 was $377,3 minion. Cash provided by operating activities was
driven by a net loss of $186.9 million, as adjusted for the exdusion of non-cash expenses totaling $545.3 million, of which $318.6 mi!Hon was related
to stock~based compensation expense, and the effect of changes in working capital and other carrying balances that resulted in cash inflows of
$18.9 million.

Investing Activities
Our primary investing activities consist of purchases of property and equipment. particularly purchases of servers and net'working equipment,
leasehold improvements for our facilities, purchases and disposal of marketable securities, strategic investments in privatelywhe!d companies,
acquisitions of businesses and other activities.
Cash used in investing activities in the six months ended June 30, 2017 was $63< 1 million, a decrease in cash outflow of $250.3 million
compared to the six months ended June 30, 2016. The decrease in cash outflow was primarily due to a $295.8 million increase in proceeds from
sales and maturities of marketable securities, a net $80.1 million decrease in cash used in business combinations, a $77.5 million decrease in
purchases of investments in private!yMheld companies, a $35.0 million increase in proceeds from sale of long-lived assets, and a $15.0 million
decrease in purchases of property and equipment, offset by a $247.1 million increase in the purchases of marketable securities and a $6.0 million
increase in expenditures on other investing activities.
We anticipate making capital expenditures in 2017 of approximately $300 million to $400 million, a portion of which we may finance through
capital leases, as we continue to expand our co-located data centers.
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Financing Activities
Our primary financing activities consist of issuances of securities. capita! lease financing and stock option exercises by employees.
Cash used in financing activities in the six months ended June 30, 2017 was $38.8 million, an increase in cash outflow of $5.1 million
compared to the six months ended June 30, 2016. The increase in cash outflow was due to a $6.4 million increase in payments of capita! lease
obligations and a $1.8 mi!Hon decrease in proceeds from the issuance of shares of stock from the ESPP, offset by a net $2.0 million decrease 1n tax
payments related to net share settlements of equity awards and other activities and a net $1.1 million increase in proceeds from option exercises.

Off Balance Sheet Arrangements
We do not have any off·balance sheet arrangements and did not have any such arrangements as of June 30, 2017.

Contractual Obligations
There were no material changes in our commitments under contractual obligations except for scheduled payments from the ongoing business,
as disclosed in our Annual Report on Form 10-K for the fiscal year ended December 31, 2016.

Critical Accounting Policies and Estimates
We prepare our consolidated financial statements in accordance 'Nith GAAP. In doing so, we make estimates and assumptions that affect our
reported amounts of assets, liabilities, revenue and expenses, as well as related disclosure of contingent assets and liabilities. To the extent that
there are material differences between these estimates and actual results, our financial condition or operating results would be affected. We base
our estimates on past experience and other assumptions that we believe are reasonable under the circumstances, and we evaluate these estimates
on an ongoing basis. We refer to accounting estimates of this type as critical accounting policies and estimates. Please refer to "Management's
Discussion and Analysis of Financial Condition and Results of Operations" contained in Part!\, Item 7 of our Annual Report on Form 10-K for the
fiscal year ended December 31, 2016 for a more complete discussion of our critical accounting policies and estimates.
There have been no material changes to our critical accountlng policies and estimates as compared to the critical accounting policies and
estimates described in our Annual Report on Form 10-K for the fiscal year ended December 31, 2016.

Recent Accounting Pronouncements
For information with respect to recent accounting pronouncements and the impact of these pronouncements on our consolldated financial
statements, see Note 1 -"Description of Business and Summary of Significant Accounting Policies» in the notes to the consolidated financial
statements included in Part I of this Quarterly Report on Form 10-Q.
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~em 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We have operations both within the United States and internationally, and we are exposed to market risks in the ordinary course of our
business. These risks include primarily interest rate and foreign exchange risks.

lntere$t Rate Fluctuation Rl$k
Our investment portfolio mainly consists of short·term fixed income securities, including govemment and investment-grade debt securities and
money market funds. These securities are classified as available·fOr·sale and, consequently, are recorded in the consolidated balance sheets at fair
value wlth unrealized gains or losses, net of tax reported as a separate component of accumulated other comprehensive toss. Our investment policy
and strategy is focused on the preservation of capital and supporting our liquidity requirements. We do not enter into investments for trading or
speculative purposes,
A rise in interest rates could have a material adverse impact on the fair value of our investment portfolio. Based on our investment portfolio
balance as of June 30, 2017, a hypothetical increase in interest rates of 100 basis points would result in a decrease of approximately $16.5 million in
the fair value of our available~for-sale securities. We currently do not hedge these interest rate exposures.
In 2014, we issued Notes with an aggregate principal amount of $1.89 billion. We carry the Notes at face value less amortized discount on the
consolidated balance sheet. Since the Notes bear interest at fixed rates, we have no financial statement risk associated with changes in interest
rates. However, the fair value of the Notes changes when the market price of our stock fluctuates or interest rates change.

Foreign Cu"ency Exchange Rl$k

Transaction Exposure
We transact business in various foreign currencies and have international revenue, as well as costs denominated in foreign currencies,
primarily the Euro, British Pound, Singapore Dollar and Japanese Yen. This exposes us to the risk of fluctuations in foreign currency exchange rates.
Accordingly, changes in exchange rates, and in particular a continuing strengthening of the U.S. dollar, would negatively affect our revenue and
other operating results as expressed in U.S. dollars.
We have experienced and will continue to experience fluctuations in our net loss as a result of transaction gains or losses related to revaluing
and ultimately settling certain asset and liability balances that are denominated in currencies other than the functional currency of the enUties in
which they are recorded. Net realized and unrealized foreign currency gains were immaterial for the three and six months ended June 30, 2017 and
2016. We currently utilize foreign currency forward contracts with financial institutions to reduce the risk that our earnings may be adversely affected
by the impact of exchange rate fluctuations on monetary assets or liabilities denominated in currendes other than the local currency of a subsidiary.
These contracts are not designated as hedging instruments. We may in tile future enter into other derivative financial instruments if it is determined
that such hedging activities are appropriate to further reduce our foreign currency exchange risk. Based on our foreign currency exposures from
monetary assets and liabilities net of our open hedge position, we estimated that a 5% change in exchange rates against the U.S. dollars would have
resulted in a gain or loss of approximately $3.0 million as of June 30, 2017.

Translation Exposure
We are also exposed to foreign exchange rate fluctuations as we translate the financial statements of our foreign subsidiaries into U.S. dollars
in consolidation. If there is a change in foreign currency exchange rates, the translating adjustments resulting from the conversion of our foreign
subsidiaries' financial statements into U.S. dollars would result in a gain or loss recorded as a component of accumulated other comprehensive loss
which is part of stockholders' equity.
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I tern 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, has evaluated the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this Quarterly Report on Form 1Q..Q. The term "disclosure controls and
procedures," as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the "Exchange Act"), means
controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the reports that it
files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the Securities and
Exchange Commissions' rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by a company ln the reports that it files or submits under the Exchange Act is accumulated and
communicated to the company's management, including its principal executive and principal financial officers, or persons performing similar
functions, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving their objectives and management necessarily applies
its judgment in evaluating the cost-benefit relationship of possible controls and procedures. The design of disclosure controls and procedures and
internal control over financial reporting must reflect the fact that there are resource constraints and that management is required to apply judgment in
evaluating the benefits of possible controls and procedures relative to their costs. Based on such evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of June 30,2017, our disclosure controls and procedures were designed at a reasonable assurance level
and were effective to provide reasonable assurance.

Changes in Internal Control over Finandal Reporting
There was no change in our internal control over financial reporting identified in connection with the evaluation required by Rule 13a~15(d) and
15d-15(d} of the Exchange Act that occurred during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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PART II- OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS
We are currently involved in, and may in the future be involved in, legal proceedings, claims, investigations, and government inquiries arising
in the ordinary course of business. These proceedings, in the form of both individual and class action litigation, have included, but are not limited to
matters involving intellectual property, defamation, privacy, securities, employment and contractual rights. For example, we currently have pending
shareholder class action lawsuits alleging violations of securities laws filed in the U.S. District Court for the Northern District of California and the
Superior Court for San Mateo County in California, naming current and fanner officers as defendants. Legal risk is enhanced in certain jurisdictions
outside the United States where our protection from liability for content published on our platform by third parties may be unclear and where we may
be less protected under local laws than we are in the United States. Future litigation may be necessary, among other things, to defend ourselves,
and our users, by determining the scope, enforceability, and validity of tl'1ird~pany rights or to establish our rights .
.A.Ithough the results of the legal proceedings, claims, investigations, and government inquiries in which we are involved cannot be predicted
with certainty, we do not believe that there is a reasonable possibility that the final outcome of these matters will have a material adverse effect on
our business, financial condition, operating results, or prospects. However, the final results of any current or future proceeding cannot be predicted
with certainty, and until there is final resolution on any such matter tnat we may be required to accrue for, we may be exposed to loss in excess of
the amount accrued. Regardless of the outcome, litigation can have an adverse impact on us because of defense and settlement costs, diversion of
management resources, and other factors.
Item 1A. RISK FACTORS

Investing in our common stock involves a high degree of n·sk. You should carefully consider the risks and uncertainties described below,
together with all of the other information in this Quarterly Report on Form 10~Q, including the section titled "Management's Discussion and Analysis
of Financial Condition and Results of Operations" and our consolidated financial statements and related notes, before making a decision to invest in
our common stock. The risks and uncertainties described below may not be the only ones we face. If any of the risks actually occurs, our business,
financial condition, operating results, cash flows and prospects could be materially and adversely affected. In that event, the market price of our
common stock could decline, and you could lose part or all of your investment
Risks Related to Our Business and Our Industry

-lli!m~\1:\?~~llf;~l!l&\t1J!ill'~~q;i!!j;~we had 328 million average MAUs in the three
months ended June 30, 2017, representing a 5% increase rrom 313 million average MAUs in the three months ended June 30, 2016. DAUs for the
three months ended June 30, 2017 increased 12% year over year. Our financial performance has been and will continue to be significantly
determined by our success in growing the number of users and increasing their overall level of engagement on our platform as well as the number of
ad engagements. We anticipate that our user growth rate will continue to slow over time as the size of our user base increases. For example, in
general, a higher proportion of Internet users in the United States uses Twitter than Internet users in other countries and, in the future, we expect our
user growth rate in certain international mar1<ets, such as Germany, India, Japan, the Philippines, Saudi Arabia, South Korea and Thailand, to
continue to be higher than our user growth rate in the United States. To the extent our logged-in user growth rate slows, our success will become
increasingly dependent on our ability to increase levels of ad engagement on Twitter and monetizing our total audience on logged-out usage and
syndicated properties as well as increasing revenue growth from the sale to advenisers of our advertising products which we place on Twitter
properties and third party publishers' websites, applications and other offerings. We generate a substantial majority of our revenue based upon
engagement by our users with the ads that we display. If people do not perceive our products and services to be useful, reliable and trustwor1hy, we
may not be able to attract users or increase the frequency of their engagement with our platform and the ads that we display. A number of
consumer-oriented websites that achieved early popularity have seen their user bases or levels of engagement decline, in some cases precipitously.
There is no guarantee that we wilt not experience a similar erosion of our user base or engagement levels. A number of factors could potentially
negatively affect user growth and engagement, including if:
users, including influential users, such as world leaders, government officials, celebrities, athletes, journalists, spans teams, media
outlets and brands or cer1ain age demographics, engage with other products, services or activities as an alternative to ours;
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we are unable to convince potential or new users of the value and usefulness of our products and services;
there is a decrease in the perceived quantity, quality, usefulness or relevance of the content generated by our users or content
partners;
our content partners terminate their relationships with us or do not renew their agreements on economic or other terms that are
favorable to us;
there are user concerns related to privacy and communication, safety, security, spam or other hostile or inappropriate usage or other
factors;
we fail to introduce new and improved products or services or if we introduce new or improved products or services that are not
favorably received or that negatively affect user engagement;
technical or other problems prevent us from delivering our products or services in a rapid and reliable manner or otherwise affect the
user experience, including issues with connecting to the lntemet;
users have difficulty installing, updating, or otherwise accessing our products or services on mobile devices as a result of actions by us
or third parties that we rely on to distribute our products and deliver our services;
we are unable to manage and prioritize information to ensure users are presented with content that is interesting, useful and relevant to
them;
users believe that their experience is diminished as a result of the decisions we make with respect to the frequency, format, relevance
and prominence of ads that we display;
there are adverse changes in our products or services that are mandated by, or that we elect to make to address, legislation, regulatory
authorities or litigation, induding settlements or consent decrees;
we fail to provide adequate customer service to users; or
we do not maintain our brand image or our reputation is damaged.
We believe that retuming to meaningful MAU growth is dependent on improving our product and feature offerings to demonstrate our value
proposition to a larger audience. If we are unable to increase our user base, user growth rate or user engagement, or if these metrics dedine, our
products and services could be less attractive to potential or new users, as we!! as to advertisers, content partners and platform partners, which
would have a material and adverse impact on our business, financial condition and operating results.

If our users or content partners do not continue to contribute content or such content is not viewed as unique or engaging by other users,
we may experience a decline In the number of users accessing our products and services and user engagement, which could result In the
loss of content partners, advertisers, platform partners and revenue.
Our success depends on our ability to provide users of our products and services with unique and engaging content, whicl1 in tum depends on
the content contributed by our users. We believe that one of our competitive advantages is the quality, quantity and real-time nature of the content
on Twitter, and that access to unique or real-tlme content is one of the main reasons users visit Twitter. We seek to foster a broad and engaged user
community, and we encourage world leaders, govemment officials, celebrities, athletes, journalists, sports teams, media outlets and brands to use
our products and services to express their views to broad audiences. We also encourage media outlets to use our products and services to distribute
their content. In addition, we license our premium live streaming video content from a variety of content providers. If these content providers are no
longer willing or able to license us content upon economic and other terms that are acceptable to us, our ability to stream such content wl!l be
adversely affected and/or our costs could increase. If users, including influential users, do not continue to contribute content or content providers do
not license content to Twitter, and we are unable to provide users with unique, engaging and timely content, our user base and user engagement
may decline. Additionally, if we are not able to address user concerns regarding the safety and security of our products and services or if we are
unable to successfully prevent abusive or other hostile behavior on our platform, the size of our user base and user engagement may decline. We
rely on the sale of advertising services for the substantial majority of our revenue and a decline in the number of users, user growth rate, or user
engagement. including as a result of the loss of world leaders, government officials, celebrities, athletes, joumalists, sports teams, media outlets and
brands who generate content on Twitter, advertisers mey deter new advertisers from using our products or services or cause current advertisers to
reduce their spending with us or cease doing business with us, which would harm our business and operating results.
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and
do not have long~term advertising commitments with us. In addition, many of our

advertisers purchase our advertising services

one of several large advertising agency holding companies. To sustain or increase our

revenue, we must add new advertisers and encourage existing advertisers to maintain or increase the amount of advertising inventory purchased
through our platform and adopt new features and functionaHties that we add to our platform. However, advertising agencies and potential new
advertisers may view our Promoted Products or any new products or services we offer as experimental and unproven, and we may need to devote
additional time and resources to educate them about our products and services. Advertisers also may choose to reach users through our free
products and services, instead of our Promoted Products. Advertisers will not continue to do business with us, or they will reduce the prices tney are
wi!Hng to pay to advertise with us, if we do not deliver ads in an effective manner, or if they do not believe that their investment in advertising with us
will generate a competitive return on investment relative to alternatives, including online, mobile and traditional advertising platforms. In addition,
competition for advertising is becoming increasingly more intense and our advertising revenue could be further impacted by escalating competition
for digital ad spending as well as the re-evaluation of our revenue product feature portfolio, which could result in the de-emphasis of certain product
features. Since our initial public offering, our revenue growth has been primarily driven by increases in the number of our users and increases in our
ad load driven by strong advertiser demand as well as other factors. To date, our available advertising inventory has been greater than demand. Our
future revenue growth, however, may be limited by available advertising inventory for specific ad types on certain days if we do not increase the
number of our users, their engagement or monetize our larger global audience. Our advertising revenue could be adversely affected by a number of
other factors, including:
decreases in user engagement with the ads on our platform and those that we serve off of our platform;
decreases in the size of our user base or user growth rate;
if we are unable to demonstrate the value of our Promoted Products to advertisers and advertising agencies or if we are unable to
measure the value of our Promoted Products in a manner which advertisers and advertising agencies find useful;

if we are unable to demonstrate the value of, or attract video and video advertisements on, our platform;
decreases in the perceived quantity, quality, usefulness or relevance of the content generated by our users or content partners;
if our Promoted Products are not cost effective or not valued by certain types of advertisers or if we are unable to develop cost effective
or valuable advertising services for different types of advertisers;

if we are unable to convince advertisers and brands to invest resources in learning to use our products and services and maintaining a
brand presence on Twitter;
our advertlsers' ability to optimize their campaigns or measure the results of their campaigns;
product or service changes we may make tnat change the frequency or relative prominence of ads displayed on Twitter or that
detrimentally impact revenue in the near term with tile goal of achieving long term benefits;
our inability to increase advertiser demand and spend from new and existing advertisers as well as advertising inventory;
our inability to increase the relevance of ads silown to users;
our inability to help advertisers effectively target ads, including as a result of the fact that we do not collect extensive persona!
information from our users and that we do not have real~time geographic information for all of our users particularly for ads served
through our app mobile~focused advertising exchange;
decreases in tile cost per ad engagement;
failure to effectively monetize our growing international user base, our !ogged~out audience or our syndicated audience;
loss of advertising market share to our competitors;
the degree to which users access Twitter content through applications that do not contain our ads;
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any arrangements or other partnerships with third parties to share our revenue;
our new advertising strategies do not gain traction;
the impact of new technologies that could block or obscure the display of our ads;

our inability to create new products, product features and services that sustain or increase the value of our advertising services to both
our advertisers and our users;
changes to our products or development of new products or product features that decrease users' ad engagements or limit the types of
user interactions that we count as ad engagements;
the impact of fraudulent clicks or spam on our Promoted Products and our users;
changes in the way our advertising is priced; and
the impact of macroeconomic conditions and conditions in the advertising industry in general.
The occurrence of any of these or other factors could result in a reduction in demand for our ads, which may reduce the prices we receive for
our ads, either of which would negatively affect our revenue and operating results.

If we are unable to compete effectively for users and advertiser spend, our business and operating results could be harmed.
Competition for users of our products and services is intense. Although we have developed a global platform that we believe is the best and
fastest place to see what's happening and what people are talking about aU around the world, we face strong competition in our business. We
compete against many companies to attract and engage users, including companies which have greater financial resources and substantially larger
user bases, such as Facebook (including !nstagram and INhatsApp), Google (including YouTube), Microsoft (including Linkedln}, Snap and Yahoo,
which offer a variety of Internet and mobile device-based products, services and content. For example, Facebook operates a social networking site
with significantly more users than Twitter and has been introducing features similar to those of Twitter. In addition, Google may use its strong
position in one or more markets to gain a competitive advantage over us in areas in which we operate, including by integrating competing features
into products or services they controL As a result, our competitors may draw users towards their products or services and away from ours. This could
decrease the growth or engagement of our user base, which, in turn, would negatively affect our business. We also compete against largely regional
social media and messaging companies that have strong positions in particular countries such as Kakao and Line.
We believe that our ability to compete effectively for users depends upon many factors both within and beyond our control, including:
the popularity, usefulness, ease of use, performance and reliability of our products and services compared to those of our competitors;
the amount quality and timeliness of content generated by our users and content partners:
the timing and market acceptance of our products and services;
our ability, in and of itself and in comparison to the ability of our competitors, to develop new products and services and enhancements
to existing products and services;
the frequency and relative prominence of the ads displayed by us or our competitors;
our ability to establish and maintain relationships with content partners;
our ability to develop a reliable, scalable, secure, high-performance technology infrastructure that can efficiently handle increased
usage globally;

the application of antitrust laws both in the United States and internationally;
the continued adoption of our products and services internationally;
our ability to establish and maintain relationships with platform partners that integrate with our platform;
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acquisitions or consolidation within our industry, which may result in more formidable competitors; and
our reputation and brand strength relative to our competitors.
We also face significant competition for advertiser spend. The substantial majority of our revenue is currently generated through third parties
advertising on Twitter, and we compete against online and mobile businesses, including those referenced above, and traditional media outlets, such
as television, radio and print, for advertising budgets. In addition, many advertisers, particularly branded advertisers, use marketing mix analyses to
determine how to allocate their advertising budgets on an annual or bi~annual basis. Accordingly, if we fail to demonstrate to such advertisers during
the appropriate time period that we provide a better return on investment than our competitors do, we may lose the opportunity to secure, increase or
sustain our share of the advertising budget allocated for a significant portion of the year until the next budget cycle.
We also compete with advertising networks, exchanges, demand side platforms and other platforms, such as Google AdSense, DoubleCHck
Ad Exchange, Yahoo Ad Exchange, AOL's Ad. com and Microsoft Media Network, for marketing budgets and in the development of the tools and
systems for managing and optimizing advertising campaigns. In order to grow our revenue and improve our operating results, we must increase our
share of spending on advertlsing relative to our competitors, many of which are larger companies that offer rnore traditional and widely accepted
advertising products. In addition, some of our larger competitors have substantially broader product or service offerings and leverage their
relationships based on other products or services to gain additional share of advertising budgets.
We believe that our ability to compete effectively for advertiser spend depends upon many factors both within and beyond our control,
including:
the size and composition of our user base relative to those of our competitors;
our ad targeting and measurement capabilities, and those of our competitors;
the timing and market acceptance of our advertising services, and those of our competitors;
our marketing and selling efforts, and those of our competitors;
the pricing of our Promoted Products relative to the advertising products and services of our competitors;
the actual or perceived return our advertisers receive from our advertising services, and those of our competitors; and
our reputation and the strength of our brand relative to our competitors.
In recent years, there have been significant acquisitions and consolidation by and among our actual and potential competitors. We anticipate
this trend of consolidation will continue, 'Nhich will present heightened competitive challenges for our business. Acquisitions by our competitors rnay
result in reduced functionality of our products and services. For example, following Facebook's acquisition of lnstagram, Facebook disabled
lnstagram's photo integration witt1 Twitter such that lnstagram photos were no longer viewable within Tweets and users are instead re-directed to
lnstagram to view lnstagram photos through a link within a Tweet. As a result, our users may be less likely to click on links to lnstagram photos in
Tweets, and lnstagram users may be less likely to Tweet or remain active users of Twitter. Any similar elimination of integration with Twitter in the
Mure, whether by Facebook or others, may adversely impact our business and operating results.
Consolidation may also enable our larger competitors to offer bundled or integrated products that feature alternatives to our platform.
Reduced functionality of our products and services, or our competitors' ability to offer bundled or integrated products that compete directly with us,
may cause our user gro'Mh, user engagement and ad engagement to decline and advertisers to reduce their spend with us.
If we are not able to compete effectively for users and advertiser spend our business and operating results would be materially and adversely
affected,
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Our operating results may fluctuate from quarter to quarter, which makes them difficult to predict.
Our quarterly operating results have fluctuated in the past and will fluctuate in the future. As a result. our past quarterly operating results are
not necessarily indicators of future performance. Our operating results in any given quarter can be influenced by numerous factors, many of which
we are unable to predict or are outside of our control, including:
our ability to grow our user base and user engagement:
our ability to attract and retain advertisers, content partners and platform partners:
the occurrence of planned significant events, such as tile World Cup, Super Bowl, Champions League Final, Wortd Series, Olympics
and the Oscars, or unplanned significant events, such as natural disasters and political revolutions;
the pricing of our products and services;
the development and introduction of new products or seJVices, changes in features of existing products or services or
termination of existing products, product features or services;

de~emphasis

or

the impact of competitors or competitive products and services;
our ability to maintain or increase revenue;
our ability to maintain or improve gross margins and operating margins:
increases in research and development, marketing and sales and other operating expenses that we may incur to grow and expand our
operations and to remain competitive;
stock~based

compensation expense;

costs related to the acquisition of businesses, talent, technologies or intellectual property, including potentially significant amortization
costs;
system failures resulting in the inaccessibility of our products and seJVices;
breaches of security or privacy, and the costs associated with remediating any such breaches:
adverse litigation judgments, settlements or other litigation-related costs, and the fees associated witl'l investigating and defending
claims;

fluctuations in currency exchange rates and changes in the proportion of our revenue and expenses denominated in foreign currencies;
changes in U.S. generally accepted accounting principles; and
changes in global business or macroeconomic conditions.
Given our limited operating history and the rapidly evolving marl<:ets in which we compete, our historical operating results may not be useful to
you in predicting our Mure operating results. As our revenue growth rate slows, we expect that the seasonaliTy in our business may become more
pronounced and may in the future cause our operating results to nuctuate. For example, advertising spending is traditionally seasonally strong in the
fourth quarter of each year and we believe that this seasonality affects our quarterly results, which generally reflect higher sequential advertising
revenue growth from the third to fourth quarter compared to sequential advertising revenue growth from the fourth quarter to the subsequent first
quarter. In addition, global economic concerns continue to create uncertainty and unpredictability and add risk to our Mure outlook. An economic
downturn in any particular region in which we do business or globally could result in reductions in advertising revenue, as our advertisers reduce
their advertising budgets, and other adverse effects that could harm our operating results.
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We depend on highly skilled personnel to grow and operate our business, and have seen high levels of attrition. If we are unable to hire,
retain and motivate our personnel, we may not be able to grow effectively.
Our future success and strategy wiU depend upon our continued ability to identify, hire, develop, motivate and retain highly sk1l!ed personnel,
including senior management, engineers, designers and product managers. We depend on contributions from our employees, and in particular our
senior management team, to execute efficiently and effectively. We do not have employment agreements other than offer letters with any member of
our senior management or other key employee, and we do not maintain key person life insurance for any employee. We also face significant
competition for employees, particularly In the San Francisco Bay Area (where our headquarters is located), for engineers, designers and product
managers from other Internet and high-growth companies, which include both publicly-traded and privately-held companies. As a result, we may not
be able to retain our existing employees or hire new employees quickly enough to meet our needs. At the same time, we are also experiencing high
voluntary attrition, and the resulting influx of new leaders and other employees requires that we expend the time and resources necessary to recruit
and retain talent, restructure our organizations, and train new employees. In addition, to attract highly and retain skilled personnel, we have had to
offer, and believe we will need to continue to offer, highly competitive compensation packages. Identifying, recruiting, training and integrating
qualified individuals will require significant time, expense and attention. We may need to invest significant amounts of cash and equity to attract and
retain new employees and we may never realize returns on these investments. In addition, changes to U.S. immigration and work authorization laws
and regulations can be significantly affected by political forces and levels of economic activity. Our business may be materially adversely affected if
legislative or administrative changes to immigration or visa Jaws and regulations impair our hiring processes or projects involving personnel who are
not citizens of the country where the work is to be performed. If we are not able to effectively attract and retain employees, we may not be able to
innovate or execute quickly on our strategy and our abnity to achieve our strategic objectives will be adversely impacted, and our business Will be
harmed.
We also believe that our culture and core values have been and will continue to be a key contributor to our success and our ability to foster
the innovation, creativity and teamwork we believe we need to support our operations. As we continue to evolve, however, we are subject to the
risks of over~hiring and over~compensating our employees, and to the challenges of integrating, developing and motivating an employee base that is
located in various countries around the wor1d. If we fail to effectively manage our hiring needs and successfully integrate our new hires, our efficiency
and ability to meet our forecasts and our culture, employee morale, productivity and retention could suffer, and our business and operating results
could be adversely affected.

If we fail to monetize effectively In International markets, our revenue and our business will be harmed.
We may not be able to monetize our products and services internationally as effectively as in the United States as a result of competition,
advertiser demand, differences in the digital advertising market and digital advertising conventions, as well as differences in the way that users in
different countries access or utilize our products and services. For example, a significant portion of users in emerging markets like India and
Pakistan use faature phones and communicate via SMS messaging, both of which have limited functionality and neither of which may be able to
take full advantage of our products and services offered on smartphone or our website or desktop applications. Users whO access Twitter through
SMS messaging may monetize at lower rates than other users. Differences in the competitive landscape in international markets may impact our
ability to monetize our products and services. For example, in South Korea we face intense competition from a messaging service offered by Kakao,
which offers some of the same communication features as Twitter. The existence of a well~establlshed competitor in an international market may
adversely affect our ability to increase our user base, attract content partners, advertisers and platform partners and monetize our products in such
market. We may also experience differences in advertiser demand in international markets. For example, during times of political upheaval,
advertisers may choose not to advertise on Twitter. Certain international markets are also not as famJiiar with digital advertising in general, or in new
forms of digital advertising such as our Promoted Products. Further, we face challenges in providing certain advertising products, features or
analytics in certain international markets, such as the European Union, due to government regulation. Our products and services may also be used
differently abroad than in the United States. In particular, in certain international markets where Internet access is not as rapid or reliable as in the
United States, users tend not to take advantage of certain features of our products and services, such as rich media included in Tweets, video or live
streaming video. The limitation of mobile devices of users in emerging and other markets limits our ability to dellver certain features to those users
and may Hmit the ability of advertisers to deliver compelling advertisements to users in these markets which may result in reduced ad engagements
which would adversely affect our business and operating results.
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If our revenue from our international operations, and parUcularly from our operations in the countries and regions where we have focused our
spending, does not exceed the expense of establishing and maintaining these operations, our business and operating results will suffer. In addition,
our user base may expand more rapidly in international regions where we are Jess successful in monetizing our products end services. As our user
base continues to expand internationally, we will need to increase revenue from the activity generated by our international users in order to grow our
business. For example, users outside the United States constituted 79% of our average MAUs In the three months ended June 30, 2017, but our
mternational revenue, as determined based on the billing location of our advertisers, was only 42% of our consolidated revenue in the three months
ended June 30, 2017. Our inabillty to successfully expand our business internationally could adversely affect our business, financial condition and
operating results.

User growth and engagement depend upon effective interoperation with operating systems, networks, devices, web browsers and
standards that we do not control.
We make our products and services available across a variety of operating systems and through websites. We are dependent on the
lnteroperabiHty of our products and services with popular devices, desktop and mobile operating systems and web browsers that we do not control,
such as Mac OS, Windows, Android, lOS, Chrome and Firefox. Any changes, bugs or technical issues in such systems, devices or web browsers
that degrade the functionality of our products and services, make it difficult for our users to access our content, limit our ability to target or measure
the effectiveness of ads, impose fees related to our products or services or give preferential treatment to competitive products or services could
adversely affect usage of our products and services. Further, if the number of platforms for wtlich we develop our product expands, it will result in an
increase in our operating expenses. In order to deliver high quality products and services, it is important that our products and services work well
with a range of operating systems, networks, devices, web browsers and standards that we do not control. In addition, because a majority of our
users access our products and services through mobile devices, we are particularly dependent on the interoperability of our products and services
with mobile devices and operating systems. We may not be successful in developing relationships with key participants in the mobile industry or in
developing products or services that operate effectively with these operating systems, net'vvorks, devices, web browsers and standards. In the event
that it is difficult for our users to access and use our products and services, particularly on their mobile devices, our user growth and engagement
could be harmed, and our business and operating results could be adversely affected.

Our ability to convince potential and new users of the value of our products and services is critical to increasing our user base and to the

success of our business.
We have developed a global platform that we believe is the best and fastest place to see what's happening and what people are talking about
all around the world, but the market for our products and services is relatively new and may not develop as expected, if at all. Despite our efforts to
reduce barriers to consumption, people who are not our users may not understand the value of our products and services and new users may
initially find our product contusing, which may make retention of such users more difficult. There may be a perception that our products and services
are only useful to users who Tweet, or to influential users with large audiences. Convincing potential and new users of the value of our products and
services is critical to increasing our user base and to the success of our business.
If we fail to educate potential users and potential advertisers about the value of our products and services, if the market for our platform does
not develop as we expect or if we fall to address the needs of this market, our business w1U be harmed. We may not be able to successfully address
these risks and challenges or others. Failure to adequately address these risks and challenges could harm our business and cause our operating
results to suffer.

We have Incurred significant operating losses in the past, and we may not be able to achieve or subsequently maintain profitability.
Since our inception, we have incurred significant operating losses. and, as of June 30, 2017, we had an accumulated deficit of $2.74 billion.
Although our revenue has grown rapidly, increasing from $664.9 ml!!ion in 2013 to $2.55 bilfion in 2016, our revenue growth rate has slowed as a
result of a variety of factors. We believe that our future revenue growth will depend on, among other factors, our ability to attract new users, increase
user engagement and ad engagement, increase our brand awareness, compete effectively, maximize our sales efforts, demonstrate a positive return
on investment for advertisers, and successfully develop new products and services. Accordingly, you should not rely on the revenue growth of any
prior quarterly or annual period as an indication of our future performance. Our costs may increase in future periods as we continue to expend
substantial financial resources on:
our technology infrastructure;
research and development for our products and services;
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sales and marketing;
attracting and retaining talented employees;
strategic opportunities, including commercial relationships and acquisitions; and
general administration, including personnel costs and legal and accounting expenses related to being a public company.
These investments may not result in increased revenue or growth in our business. Additionally, certain new revenue products or product
features may carry higher costs relative to our other products, which may decrease our margins. If we are unable to generate adequate revenue
growth and to manage our expenses, we may continue to incur significant losses in the future and may not be able to achieve or maintain
profitability.

Our business depends on continued and unimpeded access to our products and services on the Internet by our users, content partners,
advertisers, and platform partners. If we or our users experience disruptions in Internet service or If Internet service providers are able to
block, degrade or charge for access to our products and services, we could Incur additional expenses and the loss of users and
advertisers.
We depend on the ability of our users, content partners, advertisers and platform partners to access the Internet. Currently, this access is
provided by companies that have significant market power in the broadband and Internet access marketplace. including incumbent telephone
companies, cable companies, mobile communications companies, government-owned service providers, device manufacturers and operating
system providers, any of whom could take actions that degrade, disrupt or increase the cost of user access to our products or services, which would,
in tum, negatively impact our business. The adoption of any laws or regulations that adversely affect the growth, popularity or use of the Internet,
including laws or practices limiting Internet neutrality, could decrease the demand for, or the usage of, our products and services, increase our cost
of doing business and adversely affect our operating results. For example, access to Twitter is blocked in China and has been intermittently blocked
in Turkey in the last three years. We also rely on other companies to maintain reliable network systems that provide adequate speed, data capacity
and security to us and our users. As the Internet continues to experience growth in the number of users, frequency of use and amount of data
transmitted, the Internet infrastructure that we and our users rely on may be unable to support the demands placed upon it The failure of the Internet
infrastructure that we or our users rely on, even for a short period of time, could undermine our operations and harm our operating results.

Our new products, product features, services and initiatives and changes to existing products, services and initiatives could fail to attract
users, content partners, advertisers and platform partners or generate revenue.
Our industry is subject to rapid and frequent changes in technology, evolving customer needs and the frequent introduction by our competitors
of new and enhanced offerings. We must constantly assess the playing field and determine whether we need to improve or re~allocate resources
amongst our existing products and services or create new ones (independently or in conjunction with third parties). Our ability to increase the size
and engagement of our user base, attract content partners, advertisers and platform partners and generate revenue will depend on those decisions.
We may introduce significant changes to our existing products and services or develop and introduce new and unproven products and services,
including technologies with which we have little or no prior development or operating experience. For example, in 2015, we introduced Periscope, a
mobile application that lets users share and experience live video from their mobile phones and in 2013, we introduced Vine, a mobile application
that enables users to create and distribute videos that are up to six seconds in length, which we discontinued in January 2017 but transitioned
certain product features to the Vlne Camera app. Also, we introduced new features to Twitter such as "Moments". a curated collection of Tweets,
photos, videos, and Periscope broadcasts about current news stories or events; "In Case You Missed It," which surfaces Tweets a logged-in user
may ha'v'e missed since last accessing Twitter; and Instant Timeline, which helps create a timeline for new users as well as new features to our
Promoted Tweets like promoted video ads. If new or enhanced products, product features or seNices fail to engage users, content partners and
advertisers, we may fail to attract or retain users or to generate sufficient revenue or operating profit to justify our in"Vestments, and our business and
operating results could be adversely affected. In addition, we have launched and expect to continue to launch strategic initiatives that do not directly
generate revenue but which we believe will enhance our attractiveness to users, content partners and advertisers. In the future, we may invest in
new products, product features, services and Initiatives to generate revenue, but there is no guarantee these approaches will be successful. We may
not be successful in future efforts to generate revenue from our new products or seNices. If our strategic initiatives do not enhance our ability to
monetize our existing products and services, enable us to develop new approaches to monetization or meet the expectations of our users or third~
party business partners, we may not be able to maintain or grow our revenue or reco'v'er any associated development costs and our operating results
could be adversely affected.
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ff we fail to effectively manage changes to our bus;ness and operations, our business and operating results could be harmed.
Providing our products and services to our users is costly and we expect certain of our expenses to continue to increase in the future as we
broaden our user base and increase user engagement, as users increase the amount of content they contribute, and as we develop and implement
new features, products and services that require more infrastructure, in particular our video product features. In addition, our operating expenses,
such as our research and development expenses and sales and marketing expenses, have grown rapidly as we have expanded our business.
Historically, our costs have increased each year due to these factors and we expect to continue to incur increasing costs to support our operations.
We expect to continue to invest in our infrastructure so that we can provide our products and services rapidly and reliably to users around the world,
including in countries where we do not expect significant near~term monetization.
We intend to fully invest in our highest priorities, while eliminating investment in noncore areas. Finding and maintaining the appropriate
balance will require significant expenditures and allocation of valuable management resources. If we fail to achieve the necessary level of efficiency
in our organization. our business, operating results and financial condition would be harmed.

We focus on product innovation and user engagement rather than

short~term

operating results.

We encourage employees to quickly develop and help us launch new and innovative features. We focus on improving the user experience for
our products and services, which indudes protecting user privacy, and on developing new and improved products and services for the advertisers on
our platform. We prioritize innovation and the experience for users and advertisers on our platform over short~term operating results. We frequently
make product. product feature and service decisions that may reduce our shortwterm operating results if we believe that the decisions are consistent
with our goals to improve the user experience and performance for advertisers, which we believe will improve our operating results over the long
term. For example, we are investing in our new live~streaming video experiences, and we may not successfully monetize such experiences. These
decisions may not be consistent with the short-term expectations of investors and may not produce the longwterm benefits that we expect, in which
case our user grQ\Nth and user engagement. our relationships with advertisers and our business and operating results could be harmed. In addition,
our focus on the user experience may negatively impact our relationships with our existing or prospective advertisers. This could result in a loss of
advertisers, which could harm our revenue and operating results.

Our business and operating results may be harmed by a disruption in our setv;ce, or by our failure to timely and effectively scale and
adapt our existing technology and Infrastructure.
One of the reasons people come to Twitter is for real-time information. We have experienced, and may in the future experience, service
disruptions, outages and other performance problems due to a variety of factors, including infrastructure changes, human or software errors,
hardware failure, capacity constraints due to an overwhelming number of people accessing our products and services simultaneously, computer
viruses and denial of service or fraud or security attacks. For instance, in January 2016, we experienced a brief service outage during which
Twitter. com and Twitter mobile dients were inaccessible as a result, in part, of a software misconfiguration in one of our infrastructure components.
Additionally, although we are investing significantly to improve the capacity, capability and reliability of our infrastructure, we are not currently serving
traffic equally through our co-located data centers that support our platform. Accordingly, in the event of a significant issue at the data center
supporting most of our network traffic, some of our products and services may become inaccessible to the public or the public may experience
difficulties accessing our products and services. Any disruption or failure in our infrastructure could hinder our ability to handle existing or increased
traffic on our platform, which could significantly harm our business.
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As the number of our users increases and our users generate more content, including photos and videos hosted by T'Nitter, we may be
required to expand and adapt our technology and infrastructure to continue to reliably store, serve and analyze this content. It may become
increasingly difficult to maintain and improve the performance of our products and services, especially during peak usage times, as our products and
services become more complex and our user traffic increases. In addition, because we lease our data center facilities, we cannot be assured that we
will be able to expand our data center infrastructl.Jre to meet user demand In a timely manner, or on favorable economic terms. If our users are
unable to access Twitter or we are not able to make information available rapidly on Twitter, users may seek other channels to obtain the
information, and may not return to T'Nitter or use Twitter as often in the future, or at a!!. This would negatively impact our ability to attract users ,
content partners and advertisers and increase engagement of our users. We expect to continue to make significant investments to maintain and
improve the capacity, capability and reliability of our infrastructure. To the extent that we do not effectively address capacity constraints, upgrade our
systems as needed and continually develop our technology and infrastructure to accommodate actual and anticipated changes in technology, our
business and operating results may be harmed.

If we are unable to maintain and promote our brand, our business and operating results may be harmed.
We believe that maintaining and promoting our brand is critical to expanding our base of users, content partners and advertisers, Maintaining
and promoting our brand will depend largely on our ability to continue to provide useful, reliable and innovative products and services with a focus on
a positive user experience, wllich we may not do successfully. We may introduce new features, products, services or terms of service that users,
content partners, advertisers or platform partners do not like, which may negatively affect our brand. Additionally. the actions of content partners may
affect our brand if users do not have a positive experience using third-party applications or websites Integrated with Twitter or that make use of
Twitter content Our brand may also be negatively affected by the actions of users that are hostile or inappropriate to other people, by users
impersonating other people, by users identified as spam, by use of our products or services to disseminate information that may be viewed as
misleading (or intended to manipulate the opinions of our users), by users introducing excessive amounts of spam on our platform or by third parties
obtaining control over users' accounts. For example, in the past, attackers obtained the credentials to Twitter accounts through a "phishing" attack.
Maintaining and enhancing our brand may require us to make substantial investments and these investments may not achieve the desired goals. If
we fail to successfully promote and maintain our brand or if we incur excessive expenses in this effort, our business and operating results could be
adversely affected.

Negative publicity could adversely affect our business and operating results.
We receive a high degree of media coverage around the world. Negative publicity about our company, including about our product quality and
reliability, changes to our products and services, privacy and security practices, litigation, regulatory activity, the actions of our users (including the
dissemination of information that may be viewed as misleading or as intended to manipulate the opinions of our users) or user experience with our
products and services, even if inaccurate, could adversely affect our reputation and the confidence in and the use of our products and services. Such
negative publicity could also have an adverse effect on the size, engagement and loyalty of our user base and result in decreased revenue, which
could adversely affect our business and operating results.

Action by governments to restrict access to our products and services or censor Twitter content could harm our business and operating
results.
Governments have sought and may in the future seek, to censor content available through our products and services, restrict access to our
products and services from their country entirely or impose other restrictions that may affect the accessibility of our products and services for an
extended period oftime or indefinitely. For example, domestic Internet service providera in China have blocked access to Twitter, and other
countries, including Iran, Libya, Pakistan, Turkey and Syria, have intermittently restricted access to Twitter, and we believe that access to Twitter has
been blocked in these countries primarily for political reasons. In addition, governments in these or other countries may seek to restrict access to our
products and services based on our decisions around user content, providing user information in response to governmental requests, or other
matters. In the event that access to our products and services is restricted, in whole or in part, in one or more countries or our competitors are able
to successfully penetrate geographic markets that we cannot access, our ability to retain or increase our user base and user engagement may be
adversely affected, and our operating results may be harmed.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00436

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 371 here 27398.371

LAP51NQ082 with DISTILLER

51

431
Our future perter mance depends In part on support from our content partners and data partners.
We believe user engagement with our products and services depends in part on the availability of applications and content generated by our
content or platform partners. For instance, in July 2016, we partnered with the Major League Baseball Advanced Media to deliver a free live digital
video stream of weekly MLB baseball games on Twitter. If our content or platform partners focus their efforts on other platforms, the availability and
quality of applications and content for our products and services may suffer. There is no assurance that our content or platform partners wlU continue
to develop and maintain applications and content for our products and services. If our content or platform partners cease to develop and maintain
applications and content for our products and services, user engagement may decline. In addition, we generate revenue from licensing our historical
and real~time data to third parties. If any of these relationships are terminated or not renewed on economic and other terms that are acceptable to
us, or if we are unable to enter into similar relationships in the future, our operating results could be adversely affected.
Our international operations are subject to increased challenges and risks.
We have offices around the world and our products and services are available in multiple languages. However, our ability to manage our
business and conduct our operations internationally requires considerable management attention and resources and is subject to tha particular
challenges of supporting a rapidly growing business in an environment of multiple languages, cultures, customs, legal and regulatory systems,
alternative dispute systems and commercial markets. Our international operations have required and will continue to require us to invest significant
funds and other resources. Operating internationally subjects us to new risks and may increase risks that we currently face, including risks
assodated with:
recruiting and retaining talented and capable employees in foreign countries and maintaining our company culture across all of our
offices;
providing our products and services and operating across a significant distance, in different languages and among different cultures,
including the potential need to modify our products, services, content and features to ensure that they are culturally relevant in different
countries;
increased competition from largely regional websites, mobile applications and services that provide real-time communications and have
strong positions in particular countries, which have expanded and may continue to expand their geographic footprint;
differing and potentially lower levels of user growth, user engagement and ad engagement in new and emerging geographies;
different levels of advertiser demand;
greater difficulty in monetizing our products and services:
compliance with applicable foreign laws and regulations, including laws and regulations with respect to privacy, data security, consumer
protection, spam and content, and the risk of penalties to our users and individual members of management if our practices are
deemed to be out of compliance:
longer payment cycles in some countries;
credit risk and higher levels of payment fraud;
operating in jurisdictions that do not protect intellectual property rights to the same extent as the United States;
compliance with anti-bribery laws including, without limitation, compliance with the Foreign Corrupt Practices Act and the U.K. Bribery
Act, includmg by our business partners;
currency exchange rate fluctuations;
foreign exchange controls that might require significant lead time in setting up operations in certain geographic territories and might
prevent us from repatriating cash earned outside the United States:
political and economic instability in some countries;
double taxation of our international eamings and potentially adverse tax consequences due to changes in the tax laws of the United
States or the foreign jurisdictions in which we operate: and
higher costs of doing business internationally, including increased accounting, travel, infrastructure and legal compliance costs.
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If we are unable to manage the complexity of our global operations successfully, our business, financial condition and operating results could
be adversely affected<

Our products and services may contain undetected software errors, which could harm our business and operating results.
Our products and services incorporate complex software and we encourage employees to quickly develop and help us launch new and
J'nnovative features. Our software, including any open source software that is incorporated into our code, has contained, and may now or in the future
contain, errors, bugs or vulnerabilities. For example, in February 2016, we discovered, and corrected, a bug that affected our password recovery
systems for about 24 hours. Although this issue did not expose passwords or information that could be used directly to access an account. it had the
potential to expose the email address and phone number associated with a small number of accounts (less than 10,000 active accounts). Some
errors in our sOftware code may only be discovered after the product or service has been released. Errors, vulnerabilities, or other design defects
within the software on which we rely may result in a negative experience for users and advertisers who use our products, delay product introductions
or enhancements, result in targeting, measurement, or bi!Hng errors, compromise our ability to protect the data of our users and/or our intellectual
property or lead to reductions in our ability to provide some or aU of our services. For example, in December 2016, we discovered and corrected a
technical error in our Android application that resutted in incorrect reporting of certain video advertisement metrics for approximately one month. Any
errors, bugs or vulnerabilities discovered in our code after release could result in damage to our reputation, loss of users, toss of content or platform
partners, loss of advertisers or advertising revenue or liability for damages or other relief sought in lawsuits, regulatory inquiries or other
proceedings, any of which could adversely affect our business and operating results.

Our business is subject to complex and evolving U.S. and foreign laws and regulations. These taws and regulations are subject to change
and uncertain Interpretation, and could result in claims, changes to our business practices, monetary penalties, Increased cost of
operations or declines in user growth, user engagement or ad engagement, or otherwise harm our business.
We are subject to a variety of laws and regulations in the United States and abroad that involve matters central to our business, including
privacy, rights of publicity, data protection, content regulation, intellectual property, competition, protection of minors, consumer protection, credit
card processing and taxation. Many of tl1ese laws and regulations are still evolving and being tested in courts. As a result, it is possible that these
laws and regulations may be interpreted and applied in a manner that is inconsistent from country to country and inconsistent with our current
policies and practices and in ways that could harm our business, particularly in the new and rapidly evolving industry in which we operate.
Additionally, the introduction of new products or services may subject us to additional laws and regulations.
From time to time, governments, regulators and others have expressed concerns about whether our products, services or practices
compromise the privacy of users and others. While we strive to comply with applicable data protection laws and regulations, as we!! as our own
posted privacy policies and other obligations we may have with respect to privacy and data protection, the failure or perceived failure to so comply
may result, and in some cases has resulted, in inquiries and other proceedings or actions against us by governments. regulators or others.
Moreover, foreign data protection, privacy, consumer protection. content regulation and other laws and regulations are often more restrictive than
those in the United States. In particular, the European Union and its member states traditionally have taken broader views as to types of data that
are subject to privacy and data protection, and have imposed greater legal obligations on companies in this regard. A number of proposals have
recently been adopted or are currently pending before federal, state and foreign legislative and regulatory bodies that could significantly affect our
business. For example, in April2016, European legislative bodies adopted the General Data Protection Regulation to replace European Union and
national data protection legislation effective May 2018, which includes more stringent operational requirements for entities processing personal
information and significant penalties for non~compliance, including fines of up to €20 million or 4% of total worldwide revenue, whichever is higher.
Additionally, we rely on a variety of legal bases to transfer certain personal information outside of the European Economic Area, including the EU~US
Privacy Shield Framework, or Privacy Shield, and EU Standard Contractual Clauses, or sees. The Privacy Shield is currently under review by
regulatory authorities and it and the sees are both subject of legal challenges in European courts, and the absence of successor legal bases for
continued data transfer could require us to create duplicative, and potentially expensive, information technology infrastructure and business
operations in Europe or limit our ability to collect and use personal information collected in Europe. Any of these changes to EU data protection taw
could disrupt our business.
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Further, following a referendum in June 2016 in which voters in the United Kingdom approved an exit from the EU, it is expected that the
United Kingdom government will initiate a process to leave the EU (often referred to as "Brexit"). Brexit has created uncertainty with regard to the
regulation of data protection in the United Kingdom. In particular, it is undear whether the United Kingdom will enact data protection laws or
regulations designed to be consistent wlth the pending EU General Data Protection Regulation and how data transfers to and from the United
Kingdom will be regulated.
Similarly, there have been a number of recent legislative proposals in the United States, at both the federal and state level, that could impose
new obligations in areas such as privacy and liability for copyright infringement by third parties. The U.S. government, including the FTC and the
Department of Commerce, has announced that it is reviewing the need for greater regulation for the collection of information concerning user
behavior on the Internet, including regulation aimed at restricting certain online tracking and targeted advertising practices. Additionally, recent
amendments to U.S. patent laws may affect the ability of companies, including us, to protect their innovations and defend against claims of patent
infringement.
Additionally, we have relationships with third parties that perform a variety of functions such as payments processing, tokenization, vaulting,
currency conversion, fraud prevention and data security audits. The laws and regulations related to online payments are complex, subject to change,
and vary across different jurisdictions in the United States and globally. As a result. we may be required to spend significant time, effort and expense
to comply with applicable laws and regulations. Any failure or claim of our failure to comply, or any failure or daim of failure by the above-mentioned
third parties to comply, could increase our costs or could result in liabillties. Additionally, because Twitter accepts payment via credit cards and is
certified as a PCI Level1 service provider, we are subject to payment card association operating rules and certification requirements, including the
Payment Card Industry Data Security Standard.
We currently allow use of our platform without the collection of extensive personal information, such as age. We may experience additional
pressure to expand our collection of personal information in order to comply with new and additional regulatory demands or we may independently
decide to do so. If we obtain such additional personal information. we may be subject to additional regulation.

Regulatory investigations and settlements could cause us to incur additional expenses or change our business practices in a manner
materially adverse to our business.
We have been subject to regulatory investigations in the past. and expect to cont!nue to be subject to regulatory scrutiny as our business
grows and awareness of our brand increases. In March 2011, to resolve an investigation into various incidents, we entered into a settlement
agreement with the FTC that, among other things, required us to establish an information security program designed to protect non-public consumer
information and also requires that we obtain biennial independent security assessments. The obligations under the settlement agreement remain in
effect until the later of March 2, 2031, or the date 20 years after the date, if any, on which the U.S. government or the FTC files a complaint in federal
court alleging any violation of the order. We expect to continue to be the subject of regulatory inquiries, investigations and audits in the future by the
FTC and other regulators around the world.
It is possible that a regulatory inquiry, investigation or audit might result in changes to our policies or practices, and may cause us to incur
substantial costs or could result in reputational harm, prevent us from offering certain products, services, features or functionalities, cause us to incur
substantial costs or require us to change our business practices in a manner materially adverse to our business. Violation of existing or future
regulatory orders, settlements or consent decrees could subject us to substantial monetary fines and other pena!tles that could negatively affect our
financial condition and operating results.
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If our securi ry measures are breached, or if our products and services are subject to attacks that degrade or deny the ability of users to
access our products and services, our products and services may be perceived as not being secure, users and advertisers may cur1ai I or
stop using our products and services and our business and operating results could be harmed.
Our products and services involve the storage and transmission of users' and advertisers' information, and security breaches expose us to a
risk of loss of this information, litigation, increased security costs and potentialliabmty. We also work with third~party vendors to process credit card
payments by our customers and are subject to payment card association operating rules. We and our third-party service providers experience cyber~
attacks of varying degrees on a regular basis. For example. in October 2016, we experienced a service outage as a result of several distributed
denial of service attacks on our domain name service provider, Dyn. Third parties may also gain access to Twitter user names and passwords
without attacking Twitter directly by combining credential mformation from other recent breaches, using malware on victim machines that are stealing
passwords for aU sites, or a combination of both. In addition, some of our developers or other partners, such as third party applications to which our
users have given pennission to Tweet on their behalf, may receive or store information provided by us or by our users through mobile or web
applications integrated with us. If these third parties or developers fail to adopt or adhere to adequate data security practices, or in the event of a
breach of their networks, our data or our users' data may be improperly accessed, used, or disclosed.
As a result, unauthorized parties have obtained, and may in the future obtain, access to our data or our users' or advertisers' data< For
example, we have previously disclosed that sophistlcated unknown third parties had attacl<ed our systems and may have had access to limited
information for small subset of our users. Any systems failure or actual or perceived compromise of our security that results in the unauthorized
access to or release of our users' or advertisers' data. such as credit card data, could significantly limit the adoption of our products and services, as
well as harm our reputation and brand and, therefore, our business.
Our security measures may also be breached due to employee error, malfeasance or otherwise. Additionally, outside parties may attempt to
fraudulently induce employees, users or advertisers to disclose sensitive information in order to gain access to our data or our users' or advertisers'
data or accounts, or may otherwise obtain access to such data or accounts. Since our users and advertisers may use their Twitter accounts to
establish and maintain online identities, unauthorized communications from Twitter accounts that have been compromised may damage their
reputations and brands as well as ours. Because the techniques used to obtain unauthorized access, disable or degrade service or sabotage
systems change frequently and often are not recognized until launched against a target, we may be unable to anticipate these techniques or to
implement adequate preventative measures. If an actual or perceived breach of our securtty occurs, the market perception of the effectiveness of our
security measures could be harmed, our users and advertisers may be hanned, lose trust and confidence in us, decrease the use of our products
and services or stop using our products and services in their entirety. We may also incur significant legal and financial exposure, including legal
claims, higher transaction fees and regulatory fines and penalties. Any of these actions could have a material and adverse effect on our business,
reputation and operating results.

We may face lawsuits or Incur liability as a result of content published or made available through our products and services.
We have faced and will continua to face claims relating to content that is published or made available through our products and services or
third party products or services. In particular, the nature of our business exposes us to claims related to defamation, intellectual property rights, rights
of publicity and privacy, illegal content, misinformation, content regulation and persona! injury torts. The laws relating to the liability of providers of
online products or services for activities of their users remains somewhat unsettled, both within the United States and internationally. This risk may
be enhanced in certain jurisdictions outside the United States where we may be less protected under local laws than we are in the United States. In
addition, the public nature of communications on our network exposes us to risks arising from the creation of impersonation accounts intended to be
attributed to our users or advertisers. We could incur significant costs investigating and defending these daims. If we incur material costs or liability
as a result of these occurrences, our business, financial condition and operating results could be adversely affected.
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Our intellectual property rights are valuable, and any Inability to protect them could reduce the value of our products, services and brand.
Our trade secrets, trademarks, copyrights, patents and other intellectual property rights are important assets. We rely on, and expect to
continue to rely on, a combination of confidentiality and license agreements with our employees, consultants and third parties with whom we have
relationships, as well as trademark, trade dress, domain name, copyright, trade secret and patent laws, to protect our brand and other intellectual
property rights. However, various events outside of our control pose a threat to our intellectual property rights, as weU as to our products, services
and technologies. For example, we may fall to obtain effective intellectual property protection, or effective intellectual property protection may not be
available in every country in which our products and services are available. Also, the efforts we have taken to protect our intellectual property rights
may not be sufficient or effective, and any of our intellectual property rights may be challenged, which could result in them being narrowed in scope
or declared invalid or unenforceable. There can be no assurance our intellectual property rights wlll be sufficient to protect against others offering
products or services that are substantially similar to ours and compete with our business.
We rely on nonwpatented proprietary information and technology, such as trade secrets, confidential information, know-how and technical
information. W'hile in certain cases we have agreements in place with employees and third parties that place restrictions on the use and disclosure of
this intellectual property, these agreements may be breached, or this intellectual property may otherwise be disclosed or become known to our
competitors, which could cause us to lose any competitive advantage resulting from this intellectual property.
We are pursuing registration of trademarks and domain names in the United States and in certain jurisdictions outside of the United States.
Effective protection of trademarks and domain names is expensive and difficult to maintain, both in terms of application and registration costs as well
as the costs of defending and enforcing those rights. We may be required to protect our rights in an increasing number of countries, a process that is
expensive and may not be successful or which we may not pursue in every country in which our products and services are distributed or made
available.
We are party to numerous agreements that grant licenses to third parties to use our intellectual property, including our trademarks. For
example, many third parties distribute their content through Twitter, or embed Twitter content in their applications or on their websites. and make use
of our trademarks in connection with their services. If the licensees of our trademarks are not using our trademarks properly, it may limit our ability to
protect our trademarks and could ultimately result in our trademarks being declared invalid or unenforceable. We have a policy designed to assist
third parties in the proper use of our brand, trademarks and other assets, and we have an internal team dedicated to enforcing our policy and
protecting our brand. Our brand protection team routinely receives and reviews reports of 1m proper and unauthorized usa of the Twitter brand,
trademarks or assets and issues takedown notices or initiates discussions with the third parties to correct the issues. However, there can be no
assurance that we will be able to protect against the unauthorized use of our brand, trademarks or other assets. If we fail to maintain and enforce our
trademark rights, the value of our brand could be diminished. There is also a risk that one or more of our trademarks could become generic, which
could result in them being declared invalid or unenforceable. For example, there is a risk that the word "Tweet" could become so commonly used
that it becomes synonymous with any short comment posted publicly on the Internet, and if this happens, we could lose protection of this trademarlo;.
We also seelo; to obtain patent protection for some of our technology and as of June 30, 2017, we had 1,034 issued U.S. patents. We may be
unable to obtain patent protection for our technologies, and our existing patents, and any patents that may be issued in the future, may not provide
us with competitive advantages or distinguish our products and services from those of our competitors. In addition, any patents may be contested,
circumvented, or found unenforceable or invalid, and we may not be able to prevent third parties from infringing or otherwise violating them. Effective
protection of patent rights is expensive and difficult to maintain, both in terms of application and maintenance costs, as well as the costs of defending
and enforcing those rights.
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Our Innovator's Patent Agreement, or IPA, also limits our ability to prevent infringement of our patents. In May 2013, we implemented the IPA,
which we enter into with our employees and consultants, including our founders. The !PA, which applies to our current and Mure patents, allows us
to assert our patents defensively. The IPA also allows us to assert our patents offensively with th e permission of the inventors of the applicable
patent. Under the IPA, an assertion of claims is considered for a defensive purpose if the claims are asserted: {i) against an entity that has filed,
maintained, threatened or voluntarily participated in a patent infringement lawsuit against us or any of our users, affiliates, customers, suppliers or
distributors; (ii) against an entlty that has used its patents offensively against any other party in the past ten years, so long as the entity has not
instituted the patent infringement lawsuit defensively in response to a patent litigation threat against the entity; or (ili) otherwise to deter a patent
litigation threat against us or our users, affiliates, customers, suppliers or distributors. In addition, the IP A provides that the above limitations apply to
any future owner or exclusive licensee of any of our patents, which could limit our ability to sell or license our patents to third parties. V\'hile we may
be able to claim protection of our intellectual property under other rights, such as trade secrets or contractual obligations with our employees not to
disclose or use confidential information, we may be unable to assert our patent rights against third parties that we believe are infringing our patents,
even if such third parties are developing products and services that compete with our products and services. For example, in the event that an
inventor of one of our patents leaves us for another company and uses our patented technology to compete with us, we wo uld not be able to assert
that patent against such other company unless the assertion of the patent right is for a defensive purpose. In such event, we may be limited in our
ability to assert a patent right against another company, and instead would need to rely on trade secret protection or the contractual obligation of the
inventor to us not to disclose or use our confidential information. In addition, the terms of the IPA could affect our abHity to monetize our intellectual
property portfolio.
Significant impairments of our intellectual property rights, and limitations on our ability to assert our intellectual property rights against others,
could harm our business and our ability to compete.
Also, obtaining, maintaining and enforcing our intellectual property rights is costly and time consuming. Any increase in the unauthorized use
of our intellectual property could make it more expensive to do business and harm our operating results.
We are currently, and expect to be in the future, party to intellectual property rights claims that are expensive and time consuming to
defend, and, if resolved adversely, could have a significant Impact on our business, financial condition or operating results.
Companies in the internet, technology and media industries are subject to litigation based on allegations of infringement, misappropriation or
other violations of intellectual property or other rights. Many companies in these industries, including many of our competitors, have substantially
larger patent and intellectual property portfolios than we do, which could make us a target for litigation as we may not be able to assert counterclaims
against parties that sue us for patent, or other intellectual property infringement. In addition, various "non-practicing entities'' that own patents and
other intellectual property rights often attempt to assert claims in order to extract value from technology companies. From time to time we receive
claims from third parties which allege that we have infringed upon thefr intellectual property rights. Further, from time to time we may introduce new
products, product features and services, including in areas where we currently do not have an offering, which could increase our exposure to patent
and other intellectual property claims from competitors and non-practicing entities. In addition, although our standard terms and conditions for our
Promoted Products and public APis do not provide advertisers and platform partners with indemnification for intellectual property claims against
them, some of our agreements with advertisers, content partners, platform partners and data partners require us to indemnify them for certain
intellectual property claims against them, which could require us to incur considerable costs in defending such claims, and may require us to pay
significant damages in the event of an adverse ruling. Such advertisers, content partners, platform partners and data partners may also discontinue
use of our products, services and technologies as a result of injunctions or otherwise, whfch could result in loss of revenue and adversely impact our
business.
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We presently are involved in a number of intellectual property lawsuits, and as we face increasing competition and gain an increasingly high
profile and develop new produ cts , we expect the number of patent and other intellectual property claims against us to grow. There may be
intellectual property or other rights held by others, including issued or pending patents, that cover significant aspects of our products and servic es,
and we cannot be sure that we are not infringing or violating, and have not infringed or violated, any third~party intellectual property rights or that we
will not be held to have done so or be accused of doing so in the future. Any claim or litigation alleging that we have infringed or otherwise violated
intellectual property or other rights of third parties, with or without merit, and whether or not settled out of court or determined in our favor, could be
time-consuming and costly to address and resolve, and could divert the time and attention of our management and technical personnel. Some of
our competitors have substantially greater resources than we do and are able to sustain the costs of complex intellectual property litigation to a
greater degre e and for longer periods oftime than we could. The outcome of any litigation is inherently uncertain, and there can be no assurances
that favorable final outcomes will be obtained in all cases. In addition, plaintiffs may seek, and we may become subject to, preliminary or provisional
rulings in the course of any such litigation, including potential preliminary injunctions requiring us to cease some or all of our operations. We may
decide to settle such lawsuits and disputes on terms that are unfavorable to us. Similarly, if any litigation to which we are a party is resolved
adversely, we may be subject to an unfavorable judgment that may not be reversed upon appeal. The terms of such a settlement or judgment may
require us to cease some or aU of our operat ions or pay substantial amounts to the other party. In addition, we may have to seek a license to
continue practices found to be in violation of a third~ party's rights. If we are required, or choose to enter into royalty or licensing arrangements, such
arrangements may not be available on reasonable terms, or at all, and may significantly increase our operating costs and expenses< As a result. we
may also be required to develop or procure alternative non~infringing technology, which could require significant effort and expense or discontinue
use of the teclmo!ogy. An unfavorable resolution of the disputes and litigation referred to above could adversely affect our business, financial
condition and operating results.

Many of our products and services contain open source software, and we license some of our software through open source projects,
which may pose particular risks to our proprietary software, products, and services in a manner that could have a negative effect on our
business.
We use open source software in our products and services and will use open source software in the future. In addition, we regularly contribute
software source code to open source projects under open source licenses or release internal software projects under open source licenses, and
anticipate doing so in the future. The terms of many open source licenses to which we are subject have not been interpreted by U.S. or foreign
courts, and there is a risk that open source software licenses could be construed in a manner that imposes unanticipated conditions or restrictions on
our ability to provide or distribute our products or services. Additionally, we may from time to time face claims from third parties claiming ownership
of, or demanding release of, the open source software or derivative 'NOrks that we developed using such software, which could include our
proprietary source code, or otherwise seeking to enforce the terms of the applicable open source license. These claims could result in litigation and
could require us to make our software source code freely available, purchase a costly license or cease offering the implicated products or services
unless and until we can re-engineer them to avoid infringement. This re~englneering process could require significant additional research and
development resources, and we may not be able to complete it successfully. In addition to risks related to license requirements, use of certain open
source software may pose greater risks than use of third~party commercial software, as open source licensors generally do not provide warranties or
controls on the origin of software. Any of these risks could be difficult to eliminate or manage, and, if not addressed, could have a negative effect on
our business, financial condition and operating results.

We may require additional capital to support our operations or the growth of our business, and we cannot be certain that this capital will
be available on reasonable terms when required, or at all.
From time to time, we may need additional financing to operate or grow our business. Our abUity to obtain additional financing, if and when
required, will depend on investor and lender demand, our operating performance, the condition of the capita! markets and other factors. and we
cannot assure you that additional financing will be available to us on favorable terms when required, or at all. If we raise additional funds through the
issuance of equity, equity~linked or debt securities, those securities may have rights, preferences or privileges senior to the rights of our common
stock, and our existing stockholders may experience dilution. If we are unable to obtain adequate financing or financing on terms satisfactory to us
when we require it. our ability to continue to support the operation or growth of our business could be significantly impaired and our operating results
may be harmed.
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We rely on assumptions and estimates to calculate certain of our key metrics, and real or perceiv ed Inaccuracies in such metrics may
harm our reputation and negatively affect our business.
The number of our active users is calculated using internal company data that has not been independently verified. Whl!e these numbers are
based on what we believe to be reasonable calculations for the app!lcable period of measurement, there are inherent challenges in measuring usage
and user engagement across our large user base around the world. For example, there are a number of false or spam accounts in existence on our
platform. We estimate that false or spam accounts represent less than 5% of our MAUs as of December 31, 2016. However, this estimate is based
on an internal review of a sample of accounts and we apply significant judgment in making this determination. As such, our estimation of false or
spam accounts may not accurately represent the actual number of such accounts, and the actual number of false or spam accounts could be higher
than we have currently estimated. We are continually seeking to improve our ability to estimate the total number of spam accounts and eliminate
them from the calculation of our active users, but we otherwise treat multiple accounts held by a single person or organization as multiple users for
purposes of calculating our active users because we permit people and organizations to have more than one account. Additionally, some accounts
used by organizations are used by many people within the organization. As such, the calculations of our active users may not accurately reflect the
actual number of people or organizations using our platform.
Our metrics are also affected by mobile applications that automatically contact our servers for regular updates with no discemable user~
initiated action involved, and this activity can cause our system to count the user associated with such a device as an active user on the day such
contact occurs. The calculations of MAUs and DAUs presented in this Quarterly Report on Form 10-Q may be affected by this activity. The impact of
this automatic activity on our metrics varies by geography because mobile application usage varies in different regions of the world. In addition, our
data regarding user geographic location is based on the IP address or phone number associated with the account when a user initially registered the
account on Twitter. That !P address or phone number may not always accurately reflect a user's actual location at the time of such user's
engagement on our platform.
We regularly review and may adjust our processes for calculating our internal metrics to improve their accuracy. We present and discuss our
total audience based on both lntemal metrics and data from Google Analytics, which measures unique visitors to our properties. Our measures of
user growth and user engagement may differ from estimates published by third parties or from similarly-titled metrics of our competitors due to
differences in methodology. If advertisers, content or platfonn partners or investors do not perceive our user metrics to be accurate representations
of our user base or user engagement, or if we discover material inaccuracies in our user metrics, our reputation may be hanned and content
partners, advertisers and platform partners may be less wilting to allocate their budgets or resources to our products and services, which could
negatively affect our business and operating results. Further, as our business develops, we may revise or cease reporting metrics if we determine
that such metrics are no longer accurate or appropriate measures of our perfonnance. For example, we stopped disclosing timeline views as we no
longer believed that metric was helpful in measuring engagement on our platform. If investors, analysts or customers do not believe our reported
measures of user engagement are sufficient or accurately reflect our business, we may receive negative publicity and our operating results may be
harmed.

Spam could diminish the user experience
from using our products and services.

on our platform, which could damage our reputation and deter our current and potential users

"Spam~ on Twitter refers to a range of abusive activities that are prohibited by our terms of service and Is generally defined as unsolicited,

repeated actions that negatively impact other users with the general goal of drawing user attention to a given account, site, product or idea. This
includes posting large numbers of unsolicited mentions of a user, duplicate Tweets, misleading links (e.g., to malware or "click-jacking" pages) or
other false or misleading content, and aggressively following and un-foltowing accounts, adding users to lists, sending invitations, Retweeting and
liking Tweets to inappropriately attract attention. Our tenns of service also prohibit the creation of serial or bulk accounts, both manually or using
automation, for disruptive or abusive purposes, such as to tweet spam or to artificially inflate the popularity of users seeking to promote themselves
on Twitter. Although we continue to invest resources to reduce spam on Twitter, we expect spammers wlll continue to seek ways to act
inappropriately on our platform< In addition, we expect that increases in the number of users on our platform will result in increased efforts by
spammers to misuse our platform. We continuously combat spam, including by suspending or terminating accounts we believe to be spammers and
launching algorithmic changes focused on curbing abusive activities. Our actions to combat spam require the diversion of significant time and focus
of our engineering team from improving our products and services. If spam increases on Twitter, this could hurt our reputation for delivering relevant
content or reduce user growth and user engagement and result in continuing operational cost to us.
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We rely in part on application marketplaces and Internet search engines to drive traffic to our products and services, and If we fail to
appear high up in the search results or ranl£ings, traffic to our platform could decline and our business and operating results could be
adversely affected.
We rely on application marketplaces, such as Apple's App Store and Goog!e's Play, to drive downloads of our mobile applications, In the
future, Apple, Google or other operators of application marketplaces may make changes to their marketplaces which make access to our products
and services more difficult or limit our use of data to provide targeted advertising. We also depend in part on Internet search engines, such as
Google, Apple Spotlight, Bing and Yahoo, to drive traffic to our website. For example, when a user types an inquiry into a search engine, we rely on
a high organic search result ranking of our webpages in these search results to refer the user to our website. However, our ability to maintain high
organic search result rankings is not within our control. Our competitors' search engine optimization, or SEC, efforts may result in their websites
receiving a higher search result page ranking than ours, or Internet search engines could revise their methodologies in a way that would adversely
affect our search result rankings. If Internet search engines modify their search algorithms in ways that are detrimental to us, or if our competitors'
SEC efforts are more successful than ours, the growth in our user base could slow. Our website has experienced fluctuations in search result
rankings in the past, and we anticipate similar fluctuations in the Mure. Any reduction in the number of users directed to our mobile applications or
website through application marketplaces and search engines could harm our business and operating results.

More people are using devices other than personal computers to access the Internet and new platforms to produce and consume content,
and we need to continue to promote the adoption of our mobile applications, and our business and operating results may be harmed if we
are unable to do so.
The number of people who access the Internet through devices other than personal computers, including mobile phones, tablets, video game
consoles and television set-top devices, has increased dramatically in the past few years. In the six months ended June 30, 2017, 91% of our
advertising revenue was generated from mobile devices. Since we generate a majority of our advertising revenue through users on mobile devices,
we must continue to drive adoption of our mobile applications. However, in emerging markets !ike India and Pakistan, a significant portion of users
use feature phones and communicate via SMS messaging, both of which have limited functionality and neither of which may be able to take ft..JU
advantage of our products and services offered on smartphone or our website or desktop applications. In addition, mobile users frequently change or
upgrade their mobile devices. Our business and operating results may be harmed if our users do not install our mobile application when they change
or upgrade their mobile device. Although we generate the majority of our advertising revenue from ad engagements on mobile devices, certain of our
products and services, including Promoted Trends and Promoted Accounts, receive less prominence on our mobile applications than they do on our
desktop applications. This has in the past reduced, and may in the future continue to reduce, the amount of revenue we are able to generate from
these products and services as users increasingly access our products and services through mobile and alternative devices. ln addition, as new
devices and platforms are continually being released, users may consume content in a manner that is more difficult to monetize. If we are unable to
develop products and services that are compatible with new devices and platforms, or if we are unable to drive continued adoption of our mobile
applications, our business and operating results may be harmed.

Acquisitions, divestitures and Investments could disrupt our business and harm our financial condition and operating results.
Our success will depend, in part, on our ability to expand our products, product features and services, and grow our business in response to
changing technologies, user and advertiser demands, and competitive pressures. In some circumstances, we may determine to do so through the
acquisition of complementary businesses and technologies rather than through internal development, including, for example, our acquisitions of
Periscope, a live-streaming video mobile application, MoPub, a mobile~focused advertising exchange; and TellApart, Inc., a marketing technology
company providing retailers and e~commerce advertisers with unique retargeting capabilities. The identification of suitable acquisition candidates can
be difficult, time-consuming and costly, and we may not be able to successfully complete identified acquisitions. The risks we face in connection with
acquisitions include:
diversion of management time and focus from operating our business to addressing acquisition integration challenges;
retention of key employees from the acquired company;
cultural challenges associated with integrating employees from the acquired company into our organization;
integration of the acquired company's accounting, management information, human resources and other administrative systems and
procasses;
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the need to implement or improve controls, procedures, and policies at a business that prior to the acquisition may have lacked
effective controls, procedures and pol!cies;
liability for activities of the acquired company before the acquisition, induding intellectual property infringement daims, violations of
laws, commercial disputes, tax liabilities and other known and unknown !labilities;
unanticipated write~offs or cllarges; and
litigation or other claims in connection with the acquired company, including claims from terminated employees, users, former
stoek.holders or other third parties.
Our failure to address these risks or other problems encountered in connection with our past or future acquisitions and investments could
cause us to fail to realize the anticipated benefits of these acquisitions or investments, cause us to incur unanticipated liabilities, and harm our
business generally. Future acquisitions could also result in ditutive issuances of our equity securities, the incurrence of debt, contingent liabilities.
amortization expenses, incremental operating expenses or the impairment of goodwill, any of which could harm our financial condition or operating
results.
We also make investments in privately·held companies in furtherance of our strategic objectives. We may not realize a return and may
recognize a loss on sucll investments. Many of the instruments in which we invest are non~marketab!e at the time of our initial investment.
Companies in which we invest range from early~stage companies still defining their strategic direction to more mature companies with established
revenue streams and business models. The success of our investment in any company is typically dependent on the availability to the company of
additional funding on favorable terms, or a liquidity event. such as a public offering or acquisition. If any of the companies in which we invest
decrease in value, we could lose all or part of our investment. For example, in June 2017, we recorded a $55.0 million cost~method investment
impairment charge relating to an investment in a privately-held company.
In certain cases, we have also divested or stopped investing in certain products. For instance, in January 2017, we divested certain assets
related to our Fabric platform. In 2017, we also de-emphasized certain of our revenue products, including TeUApart. In these cases, we have
needed to and may, in the future, need to restructure operations, terminate employees and/or incur other expenses. We may not realize the
expected benefits and cost savings of these actions and our results may be harmed.

If we fail to maintain an effective system of disclosure controls and internal control over financial reporting, our ability to produce timely
and accurate financial statements or comply with applicable regulations could be impaired.
As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, or the Exchange Act,
the Sarbanes~Oxley Act of 2002, as amended, or the Sarbanes-Oxley Act, and the listing standards of the New York. Stock Exchange. The
Sarbanes~Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures and internal control over financial
reporting. In order to maintain and improve the effectiveness of our disclosure controls and procedures and internal control over financial reporting,
we have expended, and anticipate that we will continue to expend, significant resources, including accounting~related costs and significant
management oversight.
Any failure to develop or maintain effective controls, or any difficulties encountered in their implementation or improvement, could cause us to
be subject to one or more investigations or enforcement actions by state or federal regulatory agencies, stockholder lawsuits or other adverse
actions requiring us to incur defense costs, pay fines, settlements or judgments, Any such failures could also cause investors to lose confidence in
our reported financial and other information, which would likely have a negative effect on the trading price of our common stock. In addition, if we are
unable to continue to meet these requirements, we may not be able to remain listed on the New York Stock Exchange.

ff cu"ency exchange rates nuctuate substantially in the future, our operating results, which are reported in U.S. dollars, could be
adversely affected.
Our international operations expose us to the effects of fluctuations in currency exchange rates. We incur expenses for employee
compensation and other operating expenses at our international locations in the local currency, and accept payment from advertisers or data
partners in currencies other than the U.S. dollar. Since we conduct business in currencies other than U.S. dollars but report our operating results in
U.S. dollars, we face exposure to fluctuations in currency exchange rates. While we enter into foreign currency forward contracts with financial
institutions to reduce the risk that our earnings may be adversely affected by the impact of exchange rate fluctuations on monetary assets or
liabilities denominated in currencies other than the functional currency of a subsidiary, exchange rate fluctuations between the U.S. dollar and other
currencies could have a material impact on our operating results.
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Servicing our convertJble senior notes may require a significant amount of cash, and we may not have sufficient cash now or the ability to
raise the funds necessary to satisfy our obligations under such notes, and our future debt may contain limitations on our ability to pay
cash upon conversion or repurchase of such n otes.
In 2014, we issued $935.0 million principal amount of 0.25% convertible senior notes due 2019, or the 2019 Notes, and $954.0 million
principal amount of 1.00% convertible senior notes due 2021, or the 2021 Notes and together with the 2019 Notes, the Notes, in private placements
to qualified institutional buyers. As of June 30, 2017, we had a total par value of $1.89 billion of outstanding Notes.
Holders of the Notes will have the right under the indenture for the Notes to require us to repurchase all or a portion of tlleir notes upon the
occurrence of a fundamental change before the relevant maturity date, in each case at a repurchase price equal to 100% of the principal amount of
the Notes, plus accrued and unpaid interest, if any, to the fundamental change repurchase date. In addition, upon conversion of the Notes, unless
we elect to deliver solely shares of our common stock to settle such conversion (other than paying cash in lieu of delivering any fractional shares),
we will be required to make cash payments in respect of the Notes being converted. Moreover, we will be required to repay the notes in cash at their
maturity, unless earlier converted or repurchased.
Our ability to refinance the Notes, make cash payments in connection with conversions of the Notes or repurchase ltle Notes in the event of a
fundamental change will depend on market conditions and our future performance, which is subject to economic, financial, competitive and other
factors beyond our control. We also may not use the cash we have raised through the issuance of the Notes in an optimally productive and profitable
manner, However, since Inception we have incurred significant operating losses and we historically had not been cash flow positive and may not be
in the future. As a result. we may not have enough available cash or be able to obtain financing on commercially reasonable terms or at aU, at the
time we are required to make repurchases of notes surrendered therefor or pay cash with respect to notes being converted or at their maturity and
our level of indebtedness could adversely affect our future operations by increasing our vulnerability to adverse changes in general economic and
industry conditions and by limiting or prohibiting our ability to obtain additional financing for Mure capital expenditures, acquisitions and general
corporate and other purposes. In addition, if we are unable to make cash payments upon conversion of the Notes we would be required to issue
significant amounts of our common stock, which would be dilutive to existing stockholders. If we do not have sufficient cash to repurchase the Notes
following a fundamental change, we would be in default under the terms of the Notes, which could seriously harm our business. In addition, the
terms of the Notes do not limit the amount of future indebtedness we may incur. If we incur significantly more debt, this could intensify the risks
described above.

Our business is subject to the risks of earthquakes, nre, power outages, noods and other catastrophic events, and to interruption by man.made problems such as terrorism.
A significant natural disaster, such as an earthquake, fire, flood or significant power outage could have a material adverse impact on our
business, operating results, and financial condition. Our headquarters and certain of our co·located data center facilities are located in the San
Francisco Bay Area, a region known for seismic activity. Despite any precautions we may take, the occurrence of a natural disaster or other
unanticipated problems at our data centers could result in lengthy interruptions in our services. In addition, acts of terrorism and other geo·poHtical
unrest could cause disruptions in our business. All of the aforementioned risks may be further increased if our disaster recovery plans prove to be
inadequate. We have implemented a disaster recovery program, which allows us to move production to a back:~up date center in the event of a
catastrophe. Although this program is functional, we do not currently serve network traffic equally from each data center, so if our primary data
center shuts down, there will be a period of time that our products or services, or certain of our products or services, will remain inaccessible to our
users or our users may experience severe issues accessing our products and services.
We do not carry business interruption insurance sufficient to compensate us for the potentially significant losses, including the potentia! harm
to our business that may result from interruptions in our ability to provide our products and services.

VerDate Sep 11 2014

12:46 May 17, 2018

Jkt 029493

PO 00000

Frm 00447

Fmt 6601

Sfmt 6601

C:\DOCS\27398.TXT

SHAUN

Insert offset folio 382 here 27398.382

LAP51NQ082 with DISTILLER

62

442
We may have exposure to greater than anticipated tax liabilities, which could adversely impact our operating results.
Our income tax obligations are based in part on our corporate operating structure, including the manner in which we develop, value and use
our intellectual property and the scope of our international operations. The tax laws applicable to our international business activities, including the
laws of the United States and other jurisdictions, are subject to interpretation. The taxing authorities of the jurisdictions in 'Nhich we operate may
challenge our methodologies for valuing developed technology (or other intangible assets) or intercompany arrangements, which could increase our
worldwide effective tax rate and harm our financial condition and operating results. On October 5, 2015, the Organization for Economic Cooperation
and Development {OECD), an international association of thirty four countries, including the U.S. and UK, released the final reports tram its Base
Erosion and Profit Shifting (BEPS) Action Plans. The BEPS recommendations covered a number of issues, including country~by~country reporting,
permanent establishment rules, transfer pricing rules and tax treaties. Future tax reform resulting from this development may result in changes to
long~standing tax principles, whid1 could adversely affect our effective tax rate or result in higher cash tax liabilities. We are subject to review and
audit by U.S. federal and state and foreign tax authorities. Tax authorities may disagree with certain positions we have taken and any adverse
outcome of such a review or audit could have a negative effect on our financial position and operating results. In addition, our future income taxes
could be adversely affected by eamings being lower than anticipated in jurisdictions that have lower statutory tax rates and higher than anticipated in
jurisdictions that have higher statutory tax rates, by changes in the valuation of our deferred tax assets and liabilities, or by changes ln tax laws,
regulations or accounting principles, as well as certain discrete items. Greater than anticipated tax expenses, or disputes with tax authorities, could
adversely impact our operating results.

If our goodwill or Intangible assets become impaired,

we may be required to record a significant charge to earnings.

Under generally accepted accounting principles in the United States, or GAAP, we review our intangible assets for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. Goodwill is required to be tested for impairment at least annually. As
of June 30,2017, we had recorded a total of $1.25 billion of goodwill and intangible assets. An adverse change in market conditions or financial
results, particular1y if such change has the effect of changing one of our critical assumptions or estimates, could result in a change to the estimation
of fair value that could result in an impairment charge to our goodwill or intangible assets. Any such material charges may have a material negative
impact on our operating results.

Our ability to use our net operating Joss carryforwards and certain other tax attributes may be limited.
As of December 31,2016, we had U.S. federal net operating loss carryforwards of approximately $3.47 billion and state nat operating loss
carryforwards of approximately $1.41 billion. Under Sections 382 and 383 of the Internal Revenue Code of 1986, as amended, or the Code, if a
corporation undergoes an "ownership change,~ the corporation's abll!ty to use its pre~change net operating loss carryforwards and other pre-change
tax attributes, such as research tax credits, to offset its post~change income and taxes may 1>e limited. In general, an uownership d1ange" occurs if
there is a cumulative change ln our ownership by "5% shareholders" that exceeds 50 percentage points over a rolling three~year period. Similar rules
may apply under state tax laws. In the event that it is determined that we have in the past experienced an ownership change, or if we experience one
or more ownership changes as a result of future transactions in our stock, then we may be limited in our ability to use our net operating loss
carryforwards and other tax assets to reduce taxes owed on the net taxable income that we earn. Any such limitations on the ability to use our net
operating loss carryforwards and other tax assets could adversely impact our business, financial condition and operating results.
Risks Related to Ownership of Our Common Stock
Anti~takeover provisions contained In our amended and restated certificate of incorporation and amended and restated bylaws, as well as
provisions of Delaware law, could impair a takeover attempt.

Our amended and restated certificate of incorporation, amended and restated bylaws and Delaware law contain provisions which could have
the effect of rendering more difficult, delaying, or preventing an acquisition deemed undesirable by our board of directors. Among other things, our
amended and restated certificate of incorporation and emended and restated bylaws indude provisions·
creating a classified board of directors whose members serve staggered three-year terms;
authorizing "blank check" preferred stock, whid1 could be issued by our board of directors without stockholder approval and may
contain voting, liquidation, dividend and other rights superior to our common stock;
limiting the liability of, and providing indemnification to, our directors and officers:
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limiting the ability of our stockholders to call and bring business before special meetings;
requiring advance notice of stockholder proposals for business to be conducted at meetings of our stockholders and for nominations of
candidates for election to our board of directors; and
controlling the procedures for the conduct and scheduling of board of directors and stockholder meetings.
These provisions, alone or together, could delay or prevent hostile takeovers and changes in control or changes in our management.

As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware General Corporation
law, which prevents certain stockholders holding more than 15% of our outstanding common stock from engaging in certain business combinations
without approval of the holders of at least We-thirds of our outstanding common stock not held by such 15% or greater stockholder.
Any provision of our amended and restated certificate of incorporation, amended and restated bylaws or Delaware law that has the effect of
delaying, preventing or deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares of our
common stock, and could also affect the price that some investors are willing to pay for our common stock.

The market price of our common stock has been and will likely continue to be volatile, and you could lose all or part of your investment.
The market price of our common stock has been and may continue to be highly volatile in response to various factors, some of which are
beyond our control. Since shares of our common stock were sold in our initial public offering in November 2013 at a price of $26.00 per share, the
reported high and low sales prices of our common stock has ranged from $74.73 to $13.72, through June 30, 2017. In addition to the factors
discussed in this "Risk Factors" section and elsew!lere in this Quarterly Report on Form 10-Q, factors that could cause fluctuations in the market
price of our common stock include the following;
price and volume fluctuations in the overall stock market from time to time;
volatility in the market prices and trading volumes of technology stocks;
d1anges m operating performance and stock market valuations of other technology companies generally, or those in our industry in
particular;
sales of shares of our common stock by us or our stockholders;
rumors and market speculation involving us or other companies in our industry;
failure of securities analysts to maintain coverage of us, changes in financial estimates by securities analysts who follow our company,
or our failure to meet these estimates or the expectations of investors;
the financial or non-financial metric projections we may provide to the public, any changes in those projections or our failure to meet
those projections;
announcements by us or our competitors of new products or services;
the public's reaction to our press releases, other public announcements and filings with the SEC;
actual or anticipated changes in our operating results or fluctuations in our operating results;
actual or anticipated developments in our business, our competitors' businesses or the competitive landscape generally;
our issuance of shares of our common stock, whether in connection with an acquisition or upon conversion of some or all of our
outstanding Notes;
litigation involving us, our industry or both, or investigations by regulators into our operations or those of our competitors:
developments or disputes conceming our intellectual property or other proprietary rights;
announced or completed acquisitions of businesses or technologies by us or our competitors;
new laws or regulations or new interpretations of existing Jaws or regulations applicable to our business;
changes in accounting standards, policies, guidelines, interpretations or principles;
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any significant change in our management; and
general economic conditions and slow or negative growth of our markets.
In addition, in the past, following periods of volatility in the overall market and the market price of a particular company's securities, securities
class action litigation has often been instituted against these companies. Any securities litigatlon can result in substantial costs and a diversion of our
management's attention and resources. We are currently subject to securities litigation and may experience more such lltigation following any future
periods of volat!Hty.
The note hedge and wan"ant transactions may affect the value of our common stock.

Concurrently with the issuance of the Notes, we entered into note hedge transactions with certain financial institutions, which we refer to as
the option counterpartles. The note hedge transactions are generally expected to reduce the potential dilution upon any conversion of the Notes
and/or offset any cash payments we are required to make in excess of the principal amount of converted Notes, as the case may be. We also
entered into warrant transactions with the option counterparties. However, the warrant transactions could separately have a dl!utive effect to the
extent that the market plice of our common stock exceeds the applicable strike price of the warrants.
The option counterpartles or their respective affillates may modify their initial hedge positions by entering into or unwinding various derivatives
contracts with respect to our common stock and/or purchasing or selling our common stock or other securities of ours in secondary market
transactions plior to the maturity of the Notes (and are likely to do so during any observation period related to a conversion of Notes or following any
repurchase of Notes by us on any fundamental change repurchase date or otherwise). This activity could cause or avoid an increase or a decrease
in the market price of our common stock.
In addition, if any such convertible note hedge and warrant transactions fail to become effective, the option counterparties or their respective
affiliates may unwind their hedge positions with respect to our common stock, which could adversely affect the value of our common stock.
ff securities or industry analysts do not publish or cease publishing research or reports about us, our business or our market, or if they
change their recommendations regarding our common stock adversely, the price of our common stock and trading volume could decline.

The trading market for our common stock is influenced, to some extent, by the research and reports that securities or industry analysts publish
about us, our business, our industry, our market or our competitors. If any of the analysts who cover us change their recommendation regarding our
common stock adversely, or provide more favorable relative recommendations about our competitors, the price of our common stock would likely
decline. If any analysts who cover us were to cease coverage of our company or fail to regularly publish reports on us, we could lose visibility in the
financial markets, which in turn could cause the price of our common stock or trading volume to decline.
We do not expect to declare any dividends in the foreseeable future.

We do not anticipate declaring any cash dividends to holders of our common stock in the foreseeable future. In addition, our credit facility
contains restrictions on payments induding payments of cash dividends. Consequently, investors may need to rely on sales of our common stock
after price appreciation, which may never occur, as the only way to realize any future gains on their investment
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Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Unregistered Sales of Equity Securities
None.

Issuer Purchases of Equity Securities
None.
Item 6. EXHIBITS

The documents listed in the Exhibit Index of this Quarterly Report on Form 10MQ are incorporated by reference or are filed with this Quarterly
Report on Form 10-Q, in each case as indicated therein (numbered in accordance with Item 601 of Regulation S-K).
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this Quarterly
Report on Form 10~0 to be signed on its bel'1alf by the undersigned, thereunto duly authorized.
TWITTER, INC.
By: /s/ Jack Dorsey

Date: August 2, 2017

Jack. Dorsey

Chief Executive Officer
(Principal Executive Officer)
By: /sl Anthony Nato
Anthony Nota

Date: August 2, 2017

Chief Financial Officer
(Pn'ncipal Financial Officer)
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EXHIBIT INDEX
lnc.orporated by Reference

Exhibit
~

_ _ _ _ _ _ _ _ _E!O!X~hi!!?Jbh!!.!DO!!&'!J"<!!'IJ!!p!j!>IO!)_n- - - - - - - - - ...f2!!!!_

3.2

Amended and Restated Bylaws of Twitter Inc

31.1

Certjfication of Chief Executjve Off1qer pursuant to Exchange Act Rules 13a·
14/a) and 15d-141al as adopted pursuant to Section 302 of the Sarbanes.Qxley
~

8-K

FileNo.
001-

..!!1!l!!!L

Filing Date

3.1

April?, 2017

36164

31.2

Certjficatjon of Chief Fjnancial Officer pursuant to Exchange Act Bytes 13a·14(a)
and 15d-14fa) as adooted pursuant to Section 302 of the Sarbaoes-Oxley Act of

2!ll&
32. 1t

Certifications of Chief Executive Officer and Chief Fjnancial Officer pursuant to
18 U S C Section 1350 as adopted pursuant to Sectjon 906 of the SarbanesOx!ey Act of 2002

101.1NS

XBRL Instance Document.

101.SCH

XBRL Taxonomy Schema Unkbase Document

101.CAL

XBRL Taxonomy Calculation Unkbase Document

101.DEF

XBRL Taxonomy Definition Linkbase Document.

10tLAB

XBRL Taxonomy Labels Linkbase Document

101.PRE

XBRL Taxonomy Presentation Linkbase Document

The certifications attached as Exhibit 32.1 tMat accompany tMis Quarterly Report on Form 10-Q, are deemed furnisMed and not filed witM tne
Securities and ExcMange Commission and are not to be incorporated by reference into any filing of Twitter, Inc. under tne Securities Act of
1933, as amended, or tne Securities ExcMange Act of 1934, as amended, whether made before or after tne date of this Quarterly Report on
Form 10-Q, irrespective of any general incorporation language contained in sucn filing.
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Exhibit3l.l
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF
THE SARBA:"'lES-OXLEV ACT OF 2002
I, Jack Dorsey, certify that:
I. I have reviewed this Quarterly Report on form 10-Q of Twitter, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necesswy to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial infonnation included in tbis report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifYing officer and I are responsible for establishing and maintaining disclosure controls and procedures (EIS defined in Exchange Act
Rules l3a-l5(e) and l5d-l5(e)) and internal control over financial reporting (as defmed in Exchange Act Rules 13a-15(I) and 15d·l5(I)) for the registrant and
have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material infonnEltion relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;
(b) Designed such internal control over fimmciat reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;
(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness ofthc
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal
control over financial reporting; and;
5. The registrant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's
auditors and the audit committee of the registrant's board of directors (or persons perfonning the equivalent functions):
(a) AI! significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which arc reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial
reporting.
Date: August 2, 2017
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Exhibit 31.2
CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Anthony Noto, certify that:

I. I have reviewed this Quarterly Report on Form 10-Q of Twitter, lnc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements

made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in al! material respects the financial
condition, results of operations and cash flows of the registrant as of. and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and l5d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-l5(f)) for the registrant and
have:
(a) Designed such disclosure oontrols and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;
(b) Designed such internal oontrol over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted acoounting principles;
(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; ond
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarler (the
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal
oontrol over financial reporting; and
5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's
auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial
reporting.
Date: August2,2017
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Exhibit 32.1
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER Al'iD CHIEF FINANCIAL OFFICER
PURSllANT TO
18 l!.S.C. SECTION 1350,
AS ADOPTED Pl!RSt:ANT TO
Sf-CHON 906 OF THE SA.RBA.NES-OXLF.Y ACT 01<' 2002
I, Jack Dorsey, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of2002, that the Quarterly Report on
Fonn IO·Q of Twitter, Inc. for the fiscal quarter ended June 30, 2017 fully complies with the requirements of Section 13(a) or IS( d) of the Securities Exchange Act
of 1934 and that information contained in such Quarterly Report on Forni 10-Q fairly presents, in a!! material respects, the financial condition and results of
operations of Twitter, Inc.
By:
/s/ Jack Dorsey
Name: Jack Dorsey
Title: Chief Executive Officer

Date: August 2. 2017

I, Anthony Nato, certify, pursuant to 18 U.S.C Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxlcy Act of2002, that the Quarterly Report on
Form 10-Q of Twitter, Inc. for the fiscal quarter ended June 30,2017 fully complies with the requirements of Section l3(a) or 15(d) of the Securities Exchange Act
of 1934 and that information contained in such Quarterly Report on Form IO·Q fairly presents, in all material respects, the financial condition and results of
operations of Twitter, Inc
By:
/s/ Anthony Nato
Name: Anthony Noto
Title: Chief Financial Officer

Date: August 2, 2017
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