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Class Outstanding at May 3, 2013
Common Shares, $0.01 stated value, no par value 61,703,557 common shares

1

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

2



Table of Contents

THE SCOTTS MIRACLE-GRO COMPANY
INDEX

PAGE NO.
PART I. FINANCIAL INFORMATION:

Item 1. Financial Statements
Condensed Consolidated Statements of Operations — Three and six months ended March 30, 2013
and March 31, 2012 3

Condensed Consolidated Statements of Comprehensive Income — Three and six months ended
March 30, 2013 and March 31, 2012 4

Condensed Consolidated Statements of Cash Flows — Six months ended March 30, 2013 and
March 31, 2012 5

Condensed Consolidated Balance Sheets — March 30, 2013, March 31, 2012 and September 30,
2012 6

Notes to Condensed Consolidated Financial Statements 7
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 36
Item 3. Quantitative and Qualitative Disclosures about Market Risk 44
Item 4. Controls and Procedures 44

PART II. OTHER INFORMATION:

Item 1. Legal Proceedings 45
Item 1A. Risk Factors 45
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 46
Item 5. Other Information 47
Item 6. Exhibits 48
Signatures 49
Index to Exhibits 50

2

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

3



Table of Contents

PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Statements of Operations
(In millions, except per common share data)
(Unaudited)

THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

MARCH 30,
2013

MARCH 31,
2012

Net sales $1,019.6 $1,170.4 $1,225.4 $1,370.0
Cost of sales 640.8 708.5 815.5 882.5
Cost of sales—impairment, restructuring and other 0.1 — 0.1 —
Cost of sales—product registration and recall matters— 0.2 — 0.2
Gross profit 378.7 461.7 409.8 487.3
Operating expenses:
Selling, general and administrative 207.0 236.9 331.5 359.5
Impairment, restructuring and other 0.1 5.1 (0.3 ) 7.4
Product registration and recall matters — 3.3 — 3.6
Other income, net (1.5 ) (0.7 ) (2.6 ) (1.3 )
Income from operations 173.1 217.1 81.2 118.1
Interest expense 17.9 17.9 31.1 33.2
Income from continuing operations before income
taxes 155.2 199.2 50.1 84.9

Income tax expense from continuing operations 55.3 72.7 18.5 31.5
Income from continuing operations 99.9 126.5 31.6 53.4
Income (loss) from discontinued operations, net of
tax 0.1 0.7 0.7 (0.1 )

Net income $100.0 $127.2 $32.3 $53.3
Basic income per common share:
Income from continuing operations $1.62 $2.08 $0.51 $0.88
Income from discontinued operations — 0.01 0.01 —
Basic income per common share $1.62 $2.09 $0.52 $0.88
Weighted-average common shares outstanding
during the period 61.6 60.9 61.5 60.6

Diluted income per common share:
Income from continuing operations $1.60 $2.04 $0.51 $0.86
Income from discontinued operations — 0.01 0.01 —
Diluted income per common share $1.60 $2.05 $0.52 $0.86
Weighted-average common shares outstanding
during the period plus
dilutive potential common shares

62.4 62.0 62.3 61.7

Dividends declared per common share $0.325 $0.300 $0.650 $0.600

See notes to condensed consolidated financial statements.
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THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Statements of Comprehensive Income
(In millions)
(Unaudited)

THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

MARCH 30,
2013

MARCH 31,
2012

Net income $100.0 $127.2 $32.3 $53.3
Other comprehensive income (loss), net of tax:
Net foreign currency translation adjustment (1.2 ) (1.4 ) (4.9 ) (4.9 )
Net change in derivatives 2.4 2.9 1.6 2.3
Net change in pension and other post retirement benefits 3.0 0.2 4.2 2.1
Total other comprehensive income (loss) 4.2 1.7 0.9 (0.5 )
Comprehensive income $104.2 $128.9 $33.2 $52.8
See notes to condensed consolidated financial statements.
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THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Statements of Cash Flows
(In millions)
(Unaudited)

SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

OPERATING ACTIVITIES
Net income $32.3 $53.3
Adjustments to reconcile net income to net cash used in operating activities:
Impairment, restructuring and other 4.6 5.3
Share-based compensation expense 8.5 8.9
Depreciation 27.4 25.4
Amortization 5.4 4.9
Loss on sale of long-lived assets — (0.1 )
Changes in assets and liabilities, net of acquired businesses:
Accounts receivable (638.8 ) (807.4 )
Inventories (201.2 ) (213.3 )
Prepaid and other assets (38.1 ) (25.5 )
Accounts payable 192.0 201.2
Other current liabilities 78.0 132.6
Restructuring reserves (4.1 ) (11.1 )
Other non-current items (8.3 ) (3.4 )
Other, net (3.0 ) 8.8
Net cash used in operating activities (545.3 ) (620.4 )

INVESTING ACTIVITIES
Proceeds from sale of long-lived assets 0.1 0.5
Investments in property, plant and equipment (34.6 ) (25.7 )
Investment in acquired business, net of cash acquired (3.2 ) —
                Net cash used in investing activities (37.7 ) (25.2 )

FINANCING ACTIVITIES
Borrowings under revolving and bank lines of credit 1,166.8 1,705.6
Repayments under revolving and bank lines of credit (572.9 ) (1,032.4 )
Dividends paid (40.6 ) (37.2 )
Purchase of common shares — (17.5 )
Payments on seller notes (0.8 ) —
Excess tax benefits from share-based payment arrangements 0.7 4.8
Cash received from the exercise of stock options 2.7 12.4
Net cash provided by financing activities 555.9 635.7
Effect of exchange rate changes on cash (5.7 ) 1.4
Net decrease in cash and cash equivalents (32.8 ) (8.5 )
Cash and cash equivalents, beginning of period 131.9 130.9
Cash and cash equivalents, end of period $99.1 $122.4

SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid $(27.2 ) $(30.7 )
Income taxes refunded (paid) 36.1 (13.3 )
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THE SCOTTS MIRACLE-GRO COMPANY
Condensed Consolidated Balance Sheets
(In millions, except stated value per share)

MARCH 30,
2013

MARCH 31,
2012

SEPTEMBER 30,
2012

(UNAUDITED) (UNAUDITED)
ASSETS
Current assets:
Cash and cash equivalents $99.1 $122.4 $ 131.9
Accounts receivable, less allowances of $13.3, $9.8 and $10.5,
respectively 713.9 899.0 330.9

Accounts receivable pledged 252.7 234.2 —
Inventories 613.0 601.6 414.9
Prepaid and other current assets 158.0 169.4 122.3
Total current assets 1,836.7 2,026.6 1,000.0
Property, plant and equipment, net of accumulated depreciation
of $565.9, $534.4 and $542.6, respectively 417.8 387.8 427.4

Goodwill 314.5 309.1 309.4
Intangible assets, net 299.2 311.8 307.1
Other assets 28.7 34.4 30.5
Total assets $2,896.9 $3,069.7 $ 2,074.4

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of debt $208.0 $227.8 $ 1.5
Accounts payable 327.5 346.1 152.3
Other current liabilities 352.7 438.5 279.8
Total current liabilities 888.2 1,012.4 433.6
Long-term debt 1,163.0 1,241.2 781.1
Other liabilities 238.8 226.4 257.8
Total liabilities 2,290.0 2,480.0 1,472.5
Commitments and contingencies (note 11)
Shareholders’ equity:
Common shares and capital in excess of $.01 stated value per
share, 61.7, 61.1 and 61.3 shares issued and outstanding,
respectively

402.7 412.5 408.6

Retained earnings 622.2 620.1 630.2
Treasury shares, at cost: 6.5, 7.1 and 6.8 shares, respectively (331.6 ) (364.4 ) (349.6 )
Accumulated other comprehensive loss (86.4 ) (78.5 ) (87.3 )
Total shareholders’ equity 606.9 589.7 601.9
Total liabilities and shareholders’ equity $2,896.9 $3,069.7 $ 2,074.4
See notes to condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations
The Scotts Miracle-Gro Company (“Scotts Miracle-Gro”) and its subsidiaries (collectively, together with Scotts
Miracle-Gro, the “Company”) are engaged in the manufacturing, marketing and sale of consumer branded products for
lawn and garden care. The Company’s primary customers include home centers, mass merchandisers, warehouse clubs,
large hardware chains, independent hardware stores, nurseries, garden centers and food and drug stores. The
Company’s products are sold primarily in North America and the European Union. The Company also operates the
Scotts LawnService® business, which provides residential and commercial lawn care, tree and shrub care and limited
pest control services in the United States.
Organization and Basis of Presentation
The Company’s unaudited condensed consolidated financial statements for the three and six months ended March 30,
2013 and March 31, 2012 are presented in accordance with accounting principles generally accepted in the United
States of America (“GAAP”). The condensed consolidated financial statements include the accounts of Scotts
Miracle-Gro and its subsidiaries. All intercompany transactions and accounts have been eliminated in consolidation.
The Company’s consolidation criteria are based on majority ownership (as evidenced by a majority voting interest in
the entity) and an objective evaluation and determination of effective management control. In the opinion of
management, interim results reflect all normal and recurring adjustments and are not necessarily indicative of results
for a full year.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with
GAAP have been omitted or condensed pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC”). Accordingly, this report should be read in conjunction with Scotts Miracle-Gro’s Annual Report
on Form 10-K for the fiscal year ended September 30, 2012, which includes a complete set of footnote disclosures,
including the Company’s significant accounting policies.
Use of Estimates
The preparation of condensed consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported and related disclosures. Although these estimates are
based on management’s best knowledge of current events and actions the Company may undertake in the future, actual
results ultimately may differ from the estimates.
RECENT ACCOUNTING PRONOUNCEMENTS
Comprehensive Income
In June 2011, the FASB issued amended accounting guidance on the presentation of comprehensive income. The
amended guidance requires that all non-owner changes in stockholders’ equity be presented either in a single
continuous statement of comprehensive income or in two separate but consecutive statements. The provisions were
effective for the Company’s financial statements for the fiscal year beginning October 1, 2012 and the Company
elected to present net income and other comprehensive income in two separate but consecutive statements. The
adoption of the amended guidance did not have a significant impact on the Company's financial statements and related
disclosures.
Balance Sheet Offsetting
In December 2011, the FASB issued an amendment to accounting guidance on the presentation of offsetting of
derivatives, and financial assets and liabilities. The amended guidance requires quantitative disclosures regarding the
gross amounts and their location within the statement of financial position. The provisions are effective for the
Company's financial statements for the fiscal year beginning October 1, 2013. The adoption of the amended guidance
will not have a significant impact on the Company's financial statements and related disclosures.
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Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income
In February 2013, the FASB issued an amendment to accounting guidance on the reporting of amounts reclassified out
of accumulated other comprehensive income. The amended guidance requires presentation of reclassification
adjustments from each component of accumulated other comprehensive income either in a single note or
parenthetically on the face of the financial statements, for those amounts required to be reclassified into net income in
their entirety in the same reporting period. For amounts that are not required to be reclassified in their entirety in the
same reporting period, cross-reference to other disclosures is required. The provisions are effective for the Company's
financial statements for the fiscal year beginning October 1, 2013. The adoption of the amended guidance will not
have a significant impact on the Company's financial statements and related disclosures.
NOTE 2. DISCONTINUED OPERATIONS
In the fourth quarter of fiscal year 2012, the Company completed the wind down of the Company's professional seed
business. As a result, effective in its fourth quarter of fiscal 2012, the Company classified its results of operations for
all periods presented to reflect the professional seed business as a discontinued operation.
The following table summarizes the results of the professional seed business within discontinued operations for the
periods presented: 

THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

MARCH 30,
2013

MARCH 31,
2012

(In millions)
Net sales $— $3.1 $— $14.7
Operating costs — 2.1 (0.8 ) 15.0
Impairment, restructuring and other charges — 0.5 — 0.7
Other income, net — (0.6 ) — (0.9 )
Income (loss) from discontinued operations
before income taxes — 1.1 0.8 (0.1 )

Income tax expense (benefit) from
discontinued operations (0.1 ) 0.4 0.1 —

Income (loss) from discontinued operations $0.1 $0.7 $0.7 $(0.1 )
NOTE 3. ACQUISITIONS
During the first quarter of fiscal 2013, Scotts LawnService® completed the acquisition of two franchisee businesses
that individually and in the aggregate were not significant. The aggregate purchase price of these acquisitions was
$7.2 million. The condensed consolidated financial statements include the results of operations from these business
combinations from the date of each acquisition.
NOTE 4. IMPAIRMENT, RESTRUCTURING AND OTHER
Activity described herein is classified within the "Cost of sales—impairment, restructuring and other" and "Impairment,
restructuring and other" lines in the Condensed Consolidated Statement of Operations.
During the first quarter of fiscal 2013, the Company recognized income of $4.7 million related to the reimbursement
by a vendor of a portion of the costs incurred for the development and commercialization of products including the
active ingredient MAT 28 for the Global Consumer segment. During the second quarter of fiscal 2012, the Company
recorded an impairment charge of $5.3 million to fully impair assets associated with the active ingredient MAT 28.
During the first quarter of 2013, the Company also recognized a $4.3 million asset impairment charge as a result of
issues with the commercialization of an insect repellent technology for the Global Consumer segment. In addition, for
the three months ended March 30, 2013, the Company recognized $0.2 million in restructuring costs related to
termination benefits provided to international employees in relation to the profitability improvement initiative
announced in December 2012.
For the six months ended March 31, 2012, in continuation of the 2011 restructuring plan, the Company incurred an
additional $1.9 million in restructuring costs related to termination benefits provided to employees who accepted
voluntary retirement and special termination benefits provided to certain employees upon future separation as well as
$0.2 million related to curtailment charges for its U.S. defined benefit pension and U.S retiree medical plans.
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The following table summarizes the activity related to liabilities associated with the restructuring and other charges
during the six months ended March 30, 2013 (in millions):
Amounts reserved for restructuring and other charges at September 30, 2012 $10.2
Restructuring and other charges 0.2
Payments and other (4.1 )
Amounts reserved for restructuring and other charges at March 30, 2013 $6.3

A portion of the amounts reserved as of March 30, 2013 will be paid out over the course of fiscal 2013. Included in
the restructuring reserves is $3.8 million that is classified as long-term. Payments against the long-term reserves will
be incurred as the employees covered by the 2011 restructuring plan retire.
NOTE 5. INVENTORIES
Inventories consisted of the following for each of the periods presented:

MARCH 30,
2013

MARCH 31,
2012

SEPTEMBER 30,
2012

(In millions)
Finished goods $410.3 $397.1 $ 224.6
Work-in-process 53.6 43.5 48.3
Raw materials 149.1 161.0 142.0
Total inventories $613.0 $601.6 $ 414.9

Adjustments to reflect inventories at net realizeable values were $18.5 million at March 30, 2013, $26.5 million at
March 31, 2012 and $21.0 million at September 30, 2012.
NOTE 6. MARKETING AGREEMENT
The Company is Monsanto’s exclusive agent for the marketing and distribution of consumer Roundup® herbicide
products (with additional rights to new products containing glyphosate or other similar non-selective herbicides) in the
consumer lawn and garden market within the United States and other specified countries, including Australia, Austria,
Belgium, Canada, France, Germany, the Netherlands and the United Kingdom. Under the terms of the Marketing
Agreement, the Company is entitled to receive an annual commission from Monsanto as consideration for the
performance of the Company’s duties as agent. The annual gross commission under the Marketing Agreement is
calculated as a percentage of the actual earnings before interest and income taxes of the consumer Roundup® business
in the markets covered by the Marketing Agreement and is based on the achievement of two earnings thresholds, as
defined in the Marketing Agreement. The Marketing Agreement also requires the Company to make annual payments
to Monsanto as a contribution against the overall expenses of the consumer Roundup® business. The annual
contribution payment is defined in the Marketing Agreement as $20 million.
In consideration for the rights granted to the Company under the Marketing Agreement for North America, the
Company was required to pay a marketing fee of $32 million to Monsanto. The Company has deferred this amount on
the basis that the payment will provide a future benefit through commissions that will be earned under the Marketing
Agreement. The economic useful life over which the marketing fee is being amortized is 20 years, with a remaining
amortization period of less than six years as of March 30, 2013.
Under the terms of the Marketing Agreement, the Company performs certain functions, primarily manufacturing
conversion, distribution and logistics, and selling and marketing support, on behalf of Monsanto in the conduct of the
consumer Roundup® business. The actual costs incurred for these activities are charged to and reimbursed by
Monsanto. The Company records costs incurred under the Marketing Agreement for which the Company is the
primary obligor on a gross basis, recognizing such costs in “Cost of sales” and the reimbursement of these costs in “Net
sales,” with no effect on gross profit dollars or net income.
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The gross commission earned under the Marketing Agreement, the contribution payments to Monsanto and the
amortization of the initial marketing fee paid to Monsanto are included in the calculation of net sales in the Company’s
Consolidated Statements of Operations. The elements of the net commission and reimbursements earned under the
Marketing Agreement and included in “Net sales” are as follows:

THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

MARCH 30,
2013

MARCH 31,
2012

(In millions)
Gross commission $27.4 $33.4 $27.4 $33.4
Contribution expenses (5.0 ) (5.0 ) (10.0 ) (10.0 )
Amortization of marketing fee (0.2 ) (0.2 ) (0.4 ) (0.4 )
Net commission income 22.2 28.2 17.0 23.0
Reimbursements associated with Marketing
Agreement 20.9 23.3 34.6 41.2

Total net sales associated with Marketing
Agreement $43.1 $51.5 $51.6 $64.2

The Marketing Agreement has no definite term except as it relates to the European Union countries (the “EU term”).
The EU term extends through September 30, 2013, with an automatic renewal period of two years, subject to
non-renewal only upon the occurrence of certain performance defaults. Thereafter, the Marketing Agreement provides
that the parties may agree to renew the EU term for an additional three years.
The Marketing Agreement provides Monsanto with the right to terminate the Marketing Agreement upon an event of
default (as defined in the Marketing Agreement) by the Company, a change in control of Monsanto or the sale of the
consumer Roundup® business. The Marketing Agreement provides the Company with the right to terminate the
Marketing Agreement in certain circumstances, including an event of default by Monsanto or the sale of the consumer
Roundup® business. Unless Monsanto terminates the Marketing Agreement due to an event of default by the
Company, Monsanto is required to pay a termination fee to the Company that varies by program year. The termination
fee is calculated as a percentage of the value of the Roundup® business exceeding a certain threshold, but in no event
will the termination fee be less than $16 million. If Monsanto were to terminate the Marketing Agreement for cause,
the Company would not be entitled to any termination fee. Monsanto may also be able to terminate the Marketing
Agreement within a given region, including North America, without paying a termination fee if unit volume sales to
consumers in that region decline: (1) over a cumulative three-fiscal-year period; or (2) by more than 5% for each of
two consecutive years. If the Marketing Agreement was terminated for any reason, the Company would also lose all,
or a substantial portion, of the significant source of earnings and overhead expense absorption the Marketing
Agreement provides.
Under the Marketing Agreement, Monsanto must provide the Company with notice of any proposed sale of the
consumer Roundup business, allow the Company to participate in the sale process and negotiate in good faith with the
Company with respect to any such proposed sale. In the event the Company acquires the consumer Roundup®

business in such a sale, the Company would receive as a credit against the purchase price the amount of the
termination fee that would have been paid to the Company if Monsanto had exercised its right to terminate the
Marketing Agreement in connection with a sale to another party. If Monsanto decides to sell the consumer Roundup®

business to another party, the Company must let Monsanto know whether the Company intends to terminate the
Marketing Agreement and forfeit any right to a termination fee or whether it will agree to continue to perform under
the Marketing Agreement on behalf of the purchaser.
NOTE 7. DEBT
The components of long-term debt are as follows:

MARCH 30,
2013

MARCH 31,
2012

SEPTEMBER 30,
2012

(In millions)
Credit facility – revolving loans $757.5 $837.1 $377.1
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Senior Notes – 7.25% 200.0 200.0 200.0
Senior Notes – 6.625% 200.0 200.0 200.0
MARP Agreement 202.1 222.5 —
Other 11.4 9.4 5.5

1,371.0 1,469.0 782.6
Less current portions 208.0 227.8 1.5
Total long-term debt $1,163.0 $1,241.2 $781.1
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As of March 30, 2013, there was $918.8 million of availability under the Company’s senior secured credit facility,
including availability under letters of credit. Under the credit facility, the Company has the ability to issue letter of
credit commitments up to $75 million. At March 30, 2013, the Company had letters of credit in the aggregate face
amount of $23.7 million outstanding.
The Company was in compliance with the terms of all debt covenants at March 30, 2013. The credit facility contains,
among other obligations, an affirmative covenant regarding the Company’s leverage ratio, calculated as average total
indebtedness, as described in the Company’s credit facility, relative to the Company’s earnings before interest, taxes,
depreciation and amortization ("EBITDA"), as adjusted pursuant to the terms of the credit facility (“Adjusted
EBITDA”). Under the terms of the credit facility, the maximum leverage ratio was 3.50 as of March 30, 2013. The
Company’s leverage ratio was 3.24 at March 30, 2013. The Company’s credit facility also includes an affirmative
covenant regarding its interest coverage ratio. Interest coverage ratio is calculated as Adjusted EBITDA divided by
interest expense, as described in the credit facility, and excludes costs related to refinancings. Under the terms of the
credit facility, the minimum interest coverage ratio was 3.50 for the twelve months ended March 30, 2013. The
Company’s interest coverage ratio was 4.45 for the twelve months ended March 30, 2013.
The Company accounts for the sale of receivables under the Master Accounts Receivable Purchase Agreement ("2012
MARP Agreement") as short-term debt and continues to carry the receivables on its Consolidated Balance Sheet,
primarily as a result of the Company’s right to repurchase receivables sold. Refer to "NOTE 11. DEBT" in the
Company's Form 10-K for the year ended September 30, 2012 for more information regarding the 2012 MARP
Agreement. There were $202.1 million in borrowings under the MARP Agreements as of March 30, 2013 and $222.5
million as of March 31, 2012.
Estimated Fair Values
A description of the methods and assumptions used to estimate the fair values of the Company’s debt instruments is as
follows:
Credit Facility
The interest rate currently available to the Company fluctuates with the applicable LIBOR rate, prime rate or Federal
Funds Effective Rate and thus the carrying value is a reasonable estimate of fair value. The fair value measurement for
the credit facility was classified in Level 2 of the fair value hierarchy.
7.25% Senior Notes
The fair value of Scotts Miracle-Gro’s 7.25% Senior Notes due 2018 (the “7.25% Senior Notes”) can be determined
based on the trading of the 7.25% Senior Notes in the open market. The difference between the carrying value and the
fair value of the 7.25% Senior Notes represents the premium or discount on that date. Based on the trading value on or
around March 30, 2013, March 31, 2012 and September 30, 2012, the fair value of the 7.25% Senior Notes was
approximately $214.0 million, $216.0 million and $212.0 million, respectively. The fair value measurement for the
7.25% Senior Notes was classified in Level 1 of the fair value hierarchy.
6.625% Senior Notes
The fair value of Scotts Miracle-Gro’s 6.625% Senior Notes due 2020 (the “6.625% Senior Notes”) can be determined
based on the trading of the 6.625% Senior Notes in the open market. The difference between the carrying value and
the fair value of the 6.625% Senior Notes represents the premium or discount on that date. Based on the trading value
on or around March 30, 2013, March 31, 2012 and September 30, 2012, the fair value of the 6.625% Senior Notes was
approximately $219.1 million, $212.0 million and $217.5 million, respectively. The fair value measurement for the
6.625% Senior Notes was classified in Level 1 of the fair value hierarchy.
Interest Rate Swap Agreements
At March 30, 2013, March 31, 2012 and September 30, 2012, the Company had outstanding interest rate swap
agreements with major financial institutions that effectively converted a portion of the Company’s variable-rate debt to
a fixed rate. The swap agreements had a total U.S. dollar equivalent notional amount of $1,100 million, $700 million
and $700.0 million at March 30, 2013, March 31, 2012 and September 30, 2012, respectively. Interest payments made
between the effective date and expiration date are hedged by the swap agreements, except as noted below. The
notional amount, effective date, expiration date and rate of each of these swap agreements are shown in the table
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Notional Amount
(in millions)

Effective
Date (a)

Expiration
Date

Fixed
Rate

50 2/14/2012 2/14/2016 3.78%
150 (b) 2/7/2012 5/7/2016 2.42%
150 (c) 11/16/2009 5/16/2016 3.26%
50 (b) 2/16/2010 5/16/2016 3.05%
100 (b) 2/21/2012 5/23/2016 2.40%
150 (c) 12/20/2011 6/20/2016 2.61%
50 (d) 12/6/2012 9/6/2017 2.96%
150 (b) 2/7/2017 5/7/2019 2.12%
50 (b) 2/7/2017 5/7/2019 2.25%
200 (c) 12/20/2016 6/20/2019 2.13%

(a)The effective date refers to the date on which interest payments were, or will be, first hedged by the applicable
swap agreement.

(b) Interest payments made during the three-month period of each year that begins with the month and day of
the effective date are hedged by the swap agreement.

(c)Interest payments made during the six-month period of each year that begins with the month and day of the
effective date are hedged by the swap agreement.

(d)Interest payments made during the nine-month period of each year that begins with the month and day of the
effective date are hedged by the swap agreement.

Accounts Receivable Pledged
The interest rate on the short-term debt associated with accounts receivable pledged under the 2012 MARP
Agreement fluctuates with the applicable LIBOR rate and thus the carrying value is a reasonable estimate of fair
value. The fair value measurement for the MARP agreement was classified in Level 2 of the fair value hierarchy.
NOTE 8. RETIREMENT AND RETIREE MEDICAL PLANS
The following summarizes the components of net periodic benefit cost for the retirement and retiree medical plans
sponsored by the Company: 

THREE MONTHS ENDED
MARCH 30, 2013 MARCH 31, 2012
U.S.
Pension

International
Pension

U.S.
Medical

U.S.
Pension

International
Pension

U.S.
Medical

(In millions)
Service cost $— $0.4 $0.1 $— $0.3 $0.1
Interest cost 1.0 2.5 0.3 1.2 2.6 0.4
Expected return on plan
assets (1.3 ) (2.7 ) — (1.4 ) (2.5 ) —

Net amortization 1.2 0.4 0.1 1.2 0.3 —
Net periodic benefit cost $0.9 $0.6 $0.5 $1.0 $0.7 $0.5

SIX MONTHS ENDED
MARCH 30, 2013 MARCH 31, 2012
U.S.
Pension

International
Pension

U.S.
Medical

U.S.
Pension

International
Pension

U.S.
Medical

(In millions)
Service cost $— $0.8 $0.2 $— $0.7 $0.2
Interest cost 2.0 5.0 0.6 2.3 5.3 0.8
Expected return on plan
assets (2.6 ) (5.4 ) — (2.8 ) (5.1 ) —
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Net amortization 2.4 0.8 0.2 2.5 0.5 0.1
Curtailment loss — — — 0.2 — —
Net periodic benefit cost $1.8 $1.2 $1.0 $2.2 $1.4 $1.1
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NOTE 9. SHAREHOLDERS' EQUITY
During the six months ended March 30, 2013, Scotts Miracle-Gro did not repurchase any Common Shares under the
$700 million shares repurchase program approved by Scotts Miracle-Gro's Board of Directors. Since inception of the
program in the fourth quarter of fiscal 2010 through March 30, 2013, Scotts Miracle-Gro has repurchased 7.8 million
Common Shares for $401.2 million to be held in treasury.
Share-Based Awards
The following is a summary of the share-based awards granted during the periods indicated:

SIX MONTHS ENDED
MARCH 30,
2013

MARCH 31,
2012

Employees
Stock options — 464,061
Restricted stock units 129,069 106,844
Performance units 178,321 110,079
Board of Directors
Deferred stock units 29,443 27,259
Total share-based awards 336,833 708,243

Aggregate fair value at grant dates (in millions) $15.2 $17.0

Total share-based compensation recognized was as follows for the periods indicated:
THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 30, 2013 MARCH 31, 2012 MARCH 30, 2013 MARCH 31, 2012
(In millions)

Share-based compensation $6.6 $7.3 $8.5 $8.9
Tax benefit recognized

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 of
which are outside of
our control. For these
reasons, 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 and

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

19



annual expenses as a
percentage of our
revenues may be
significantly different
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 �Risk Factors�
section, and the
following factors,
may affect our
operating results:

�Our ability to
continue to attract
users to our web
sites.

�Our ability to attract
advertisers to our
AdWords program.

�Our ability to attract
web sites to our
AdSense program.

�The mix in our
revenues between
those generated on
our web sites and
those generated
through our Google
Network.

�The amount and
timing of operating
costs 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.
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�The results of our
investments in risky
projects.

�General economic
conditions and
those economic
conditions specific
to the Internet and
Internet advertising.
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�Our ability to keep
our web sites
operational at a
reasonable cost and
without service
interruptions.

�Our ability to
forecast revenue
from agreements
under which we
guarantee minimum
payments.

�Geopolitical events
such as war, threat
of war or terrorist
actions.

Because our business
is changing and
evolving, our
historical operating
results may not be
useful to you in
predicting our future
operating results. In
addition, advertising
spending has
historically been
cyclical in nature,
reflecting overall
economic conditions
as well as budgeting
and buying patterns.
For example, in
1999, advertisers
spent heavily on
Internet advertising.
This was followed by
a lengthy downturn
in ad spending on the
web. Also, user
traffic tends to be
seasonal. Our rapid
growth has masked
the cyclicality and
seasonality of our
business. As our
growth slows, we
expect that the
cyclicality and
seasonality in our
business may become
more pronounced and
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may in the future
cause our operating
results to fluctuate.

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 suffer.

Our success depends
on providing
products and services
that people use for a
high quality Internet
experience. Our
competitors are
constantly
developing
innovations in web
search, online
advertising and
providing
information to
people. As a result,
we must continue to
invest significant
resources in research
and development in
order to enhance our
web search
technology and our
existing products and
services and
introduce new
high-quality products
and services that
people will use. If we
are unable to predict
user preferences or
industry changes, or
if we are unable to
modify our products
and services on a
timely basis, we may
lose users, advertisers
and Google Network
members. Our
operating results
would also suffer if
our innovations are
not responsive to the
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needs of our users,
advertisers and
Google Network
members, are not
appropriately timed
with market
opportunity or are not
effectively brought to
market. As search
technology continues
to develop, our
competitors may be
able to offer search
results that are, or
that are perceived to
be, substantially
similar or better than
those generated by
our search services.
This may force us to
compete on bases in
addition to quality of
search results and to
expend significant
resources in order to
remain competitive.

We generate our
revenue almost
entirely from
advertising, and the
reduction in
spending by or loss
of advertisers could
seriously harm our
business.

We generated
approximately 96%
and 98% of our
revenues in the six
months ended June
30, 2003 and June
30, 2004 from our
advertisers. Our
advertisers can
generally terminate
their contracts with
us at any time.
Advertisers will not
continue to do
business with us if
their investment in
advertising with us
does not generate
sales leads, and
ultimately customers,

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 24



or if we do not
deliver their
advertisements in an
appropriate and
effective manner. If
we are unable to
remain competitive
and provide value to
our advertisers, they
may stop placing ads
with us, which would
negatively affect our
revenues and
business.

We rely on our
Google Network
members for a
significant portion of
our revenues, and
otherwise benefit
from our association
with them. The loss
of these members
could prevent us
from receiving the
benefits we receive
from our association
with these Google
Network members,
which could
adversely affect our
business.

We provide
advertising, web
search and other
services to members
of our Google
Network. The
revenues generated
from the fees
advertisers pay us
when users click on
ads that we have
delivered to our
Google Network
members� web sites
represented 35% and
50% of our revenues
for the six months
ended June 30, 2003
and June 30, 2004.
We consider this
network to be critical
to the future growth
of our revenues.
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However, some of
the participants in
this network may
compete with us in
one or more areas.
Therefore, they may
decide in the future
to terminate their
agreements with us.
If our Google
Network members
decide to use a
competitor�s or their
own web search or
advertising services,
our revenues would
decline.

Our agreements with
a few of the largest
Google Network
members account for
a significant portion
of revenues derived
from our AdSense
program. In addition,
advertising and other
fees generated from
one Google

34

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 26



Table of Contents

Network member,
America Online, Inc.,
primarily through our
AdSense program
accounted for
approximately 16%
and 13% of our
revenues in the six
months ended June
30, 2003 and June
30, 2004. Also,
certain of our key
network members
operate high-profile
web sites, and we
derive tangible and
intangible benefits
from this affiliation.
If one or more of
these key
relationships is
terminated or not
renewed, and is not
replaced with a
comparable
relationship, our
business would be
adversely affected.

Our business and
operations are
experiencing rapid
growth. If we fail to
effectively manage
our growth, our
business and
operating results
could be harmed and
we may have to
incur significant
expenditures to
address the
additional
operational and
control requirements
of this growth.

We have
experienced, and
continue to
experience, rapid
growth in our
headcount and
operations, which has
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placed, and will
continue to place,
significant demands
on our management,
operational and
financial
infrastructure. If we
do not effectively
manage our growth,
the quality of our
products and services
could suffer, which
could negatively
affect our brand and
operating results. To
effectively manage
this growth, we will
need to continue to
improve our
operational, financial
and management
controls and our
reporting systems
and procedures.
These systems
enhancements and
improvements will
require significant
capital expenditures
and allocation of
valuable management
resources. If the
improvements are not
implemented
successfully, our
ability to manage our
growth will be
impaired and we may
have to make
significant additional
expenditures to
address these issues,
which could harm
our financial
position. The
required
improvements
include:

�Enhancing our
information and
communication
systems to ensure
that our offices
around the world
are well
coordinated and
that we can
effectively
communicate with
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our growing base of
users, advertisers
and Google
Network members.

�Enhancing systems
of internal controls
to ensure timely and
accurate reporting
of all of our
operations.

�Documenting all of
our information
technology systems
and our business
processes for our ad
systems and our
billing systems.

�Improving our
information
technology
infrastructure to
maintain the
effectiveness of our
search systems.

If we fail to maintain
an effective system
of internal controls,
we may not be able
to accurately report
our financial results
or prevent fraud. As
a result, current and
potential
stockholders could
lose confidence in
our financial
reporting, which
would harm our
business and the
trading price of our
stock.

Effective internal
controls are
necessary for us to
provide reliable
financial reports and
effectively prevent
fraud. If we cannot
provide reliable
financial reports or
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prevent fraud, our
brand and operating
results could be
harmed. We have in
the past discovered,
and may in the future
discover, areas of our
internal controls that
need improvement.
For example, during
our 2002 audit, our
external auditors
brought to our
attention a need to
increase restrictions
on employee access
to our advertising
system and automate
more of our financial
processes. The
auditors identified
these issues together
as a �reportable
condition,� which
means that these
were matters that in
the auditors� judgment
could adversely
affect our ability to
record, process,
summarize and report
financial data
consistent with the
assertions of
management in the
financial statements.
In 2003, we devoted
significant resources
to remediate and
improve our internal
controls. Although
we believe that these
efforts have
strengthened our
internal controls and
addressed the
concerns that gave
rise to the �reportable
condition� in 2002, we
are continuing to
work to improve our
internal controls,
including in the areas
of access and
security. We cannot
be certain that these
measures will ensure
that we implement
and maintain
adequate controls
over our financial
processes and
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reporting in the
future. Any failure to
implement required
new or improved
controls, or
difficulties
encountered in their
implementation,
could harm our
operating results or
cause us to fail to
meet our reporting
obligations. Inferior
internal controls
could also cause
investors to lose
confidence in our
reported financial
information, which
could have a negative
effect on the trading
price of our stock.
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We intend to migrate
critical financial
functions to a
third-party provider.
If this potential
transition is not
successful, our
business and
operations could be
disrupted and our
operating results
would be harmed.

We have entered into
an arrangement to
transfer our
worldwide billing,
collection and credit
evaluation functions
to a third-party
service provider
Bertelsmann AG;
however, we cannot
be sure that the
arrangement will be
completed and
implemented. The
third-party provider
will also track, on an
automated basis, a
majority of our
growing number of
AdSense revenue
share agreements.
These functions are
critical to our
operations and
involve sensitive
interactions between
us and our advertisers
and members of our
Google Network. If
we do not
successfully
implement this
project, our business,
reputation and
operating results
could be harmed. We
have no experience
managing and
implementing this
type of large-scale,
cross-functional,
international
infrastructure project.
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We also may not be
able to integrate our
systems and
processes with those
of the third-party
service provider on a
timely basis, or at all.
Even if this
integration is
completed on time,
the service provider
may not perform to
agreed upon service
levels. Failure of the
service provider to
perform satisfactorily
could result in
customer
dissatisfaction,
disrupt our
operations and
adversely affect
operating results. We
will have
significantly less
control over the
systems and
processes than if we
maintained and
operated them
ourselves, which
increases our risk. If
we need to find an
alternative source for
performing these
functions, we may
have to expend
significant resources
in doing so, and we
cannot guarantee this
would be
accomplished in a
timely manner or
without significant
additional disruption
to our business.

Our business
depends on a strong
brand, and if we are
not able to maintain
and enhance our
brand, our ability to
expand our base of
users, advertisers
and Google Network
members will be
impaired and our
business and
operating results will
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be harmed.

We believe that the
brand identity that we
have developed has
significantly
contributed to the
success of our
business. We also
believe that
maintaining and
enhancing the
�Google� brand is
critical to expanding
our base of users,
advertisers and
Google Network
members.
Maintaining and
enhancing our brand
may require us to
make substantial
investments and
these investments
may not be
successful. If we fail
to promote and
maintain the �Google�
brand, or if we incur
excessive expenses in
this effort, our
business, operating
results and financial
condition will be
materially and
adversely affected.
We anticipate that, as
our market becomes
increasingly
competitive,
maintaining and
enhancing our brand
may become
increasingly difficult
and expensive.
Maintaining and
enhancing our brand
will depend largely
on our ability to be a
technology leader
and to continue to
provide high quality
products and
services, which we
may not do
successfully. To date,
we have engaged in
relatively little direct
brand promotion
activities. This
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enhances the risk that
we may not
successfully
implement brand
enhancement efforts
in the future.

People have in the
past expressed, and
may in the future
express, objections to
aspects of our
products. For
example, people have
raised privacy
concerns relating to
the ability of our
recently announced
Gmail email service
to match relevant ads
to the content of
email messages.
Some people have
also reacted
negatively to the fact
that our search
technology can be
used to help people
find hateful or
derogatory
information on the
web. Aspects of our
future products may
raise similar public
concerns. Publicity
regarding such
concerns could harm
our brand. In
addition, members of
the Google Network
and other third
parties may take
actions that could
impair the value of
our brand. We are
aware that third
parties, from time to
time, use �Google� and
similar variations in
their domain names
without our approval,
and our brand may be
harmed if users and
advertisers associate
these domains with
us.
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Proprietary
document formats
may limit the
effectiveness of our
search technology by
preventing our
technology from
accessing the
content of
documents in such
formats which could
limit the
effectiveness of our
products and
services.

An increasing
amount of
information on the
Internet is provided
in proprietary
document formats
such as Microsoft
Word. The providers
of the software
application used to
create these
documents could
engineer the
document format to
prevent or interfere
with our ability to
access the document
contents with our
search technology.
This would mean that
the document
contents would not
be included in our
search results even if
the
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contents were
directly relevant to a
search. These types
of activities could
assist our competitors
or diminish the value
of our search results.
The software
providers may also
seek to require us to
pay them royalties in
exchange for giving
us the ability to
search documents in
their format. If the
software provider
also competes with
us in the search
business, they may
give their search
technology a
preferential ability to
search documents in
their proprietary
format. Any of these
results could harm
our brand and our
operating results.

New technologies
could block our ads,
which would harm
our business.

Technologies may be
developed that can
block the display of
our ads. Most of our
revenues are derived
from fees paid to us
by advertisers in
connection with the
display of ads on web
pages. As a result,
ad-blocking
technology could, in
the future, adversely
affect our operating
results.
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Our corporate
culture has
contributed to our
success, and if we
cannot maintain this
culture as we grow,
we could lose the
innovation, creativity
and teamwork
fostered by our
culture, and our
business may be
harmed.

We believe that a
critical contributor to
our success has been
our corporate culture,
which we believe
fosters innovation,
creativity and
teamwork. As our
organization grows,
and we are required
to implement more
complex
organizational
management
structures, we may
find it increasingly
difficult to maintain
the beneficial aspects
of our corporate
culture. This could
negatively impact our
future success. In
addition, this offering
may create disparities
in wealth among
Google employees,
which may adversely
impact relations
among employees
and our corporate
culture in general.

Our intellectual
property rights are
valuable, and any
inability to protect
them could reduce
the value of our
products, services
and brand.
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Our patents,
trademarks, trade
secrets, copyrights
and all of our other
intellectual property
rights are important
assets for us. There
are events that are
outside of our control
that pose a threat to
our intellectual
property rights. For
example, effective
intellectual property
protection may not be
available in every
country 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. Any
significant
impairment of our
intellectual property
rights could harm our
business or 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.

We seek to obtain
patent protection for
our innovations. It is
possible, however,
that some of these
innovations may not
be protectable. In
addition, given the
costs of obtaining
patent protection, we
may choose not to
protect certain
innovations that later
turn out to be
important.
Furthermore, there is
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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 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.

We also seek to
maintain certain
intellectual property
as trade secrets. The
secrecy could be
compromised by
third parties, or
intentionally or
accidentally by our
employees, which
would cause us to
lose the competitive
advantage resulting
from these trade
secrets.
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We are, and may in
the future be, subject
to intellectual
property rights
claims, which are
costly to defend,
could require us to
pay damages and
could limit our
ability to use certain
technologies in the
future.

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 or other
violations of
intellectual property
rights. As we face
increasing
competition, the
possibility of
intellectual property
rights claims against
us grows. Our
technologies may not
be able to withstand
any third-party
claims or rights
against their use. Any
intellectual property
claims, with or
without merit, could
be time-consuming,
expensive to litigate
or settle and could
divert management
resources and
attention. In addition,
many of our
agreements with
members of our
Google Network
require us to
indemnify these
members for
third-party
intellectual property
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infringement claims,
which would increase
our costs as a result
of defending such
claims and may
require that we pay
damages if there
were an adverse
ruling in any such
claims. An adverse
determination also
could prevent us
from offering our
products and services
to others and may
require that we
procure substitute
products or services
for these members.

With respect to any
intellectual property
rights claim, we may
have to pay damages
or stop using
technology found to
be in violation of a
third party�s rights.
We may have to seek
a license for the
technology, which
may not be available
on reasonable terms
and may significantly
increase our
operating expenses.
The technology also
may not be available
for license to us at
all. As a result, we
may also be required
to develop alternative
non-infringing
technology, which
could require
significant effort and
expense. If we cannot
license or develop
technology for the
infringing aspects of
our business, we may
be forced to limit our
product and service
offerings and may be
unable to compete
effectively. Any of
these results could
harm our brand and
operating results.
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From time to time,
we receive notice
letters from patent
holders alleging that
certain of our
products and services
infringe their patent
rights. Some of these
have resulted in
litigation against us.
For example,
Overture Services
(now owned by
Yahoo) sued us,
claiming that the
Google AdWords
program infringes
certain claims of an
Overture Services
patent. It also
claimed that the
patent relates to
Overture Services�
own bid-for-ad
placement business
model and its
pay-for-performance
technologies. We
recently settled this
dispute.

Companies have also
filed trademark
infringement and
related claims against
us over the display of
ads in response to
user queries that
include trademark
terms. The outcomes
of these lawsuits
have differed from
jurisdiction to
jurisdiction. A court
in France has held us
liable for allowing
advertisers to select
certain trademarked
terms as keywords.
We have appealed
this decision. We
were also subject to
two lawsuits in
Germany on similar
matters where one
court preliminarily
reached a similar
conclusion as the
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court in France,
while another court
held that we are not
liable for the actions
of our advertisers
prior to notification
of trademark rights.
We are litigating
similar issues in other
cases in the U.S.,
France, Germany and
Italy.

In order to provide
users with more
useful ads, we have
recently revised our
trademark policy in
the U.S. and Canada.
Under our new
policy, we no longer
disable ads due to
selection by our
advertisers of
trademarks as
keyword triggers for
the ads. As a result of
this change in policy,
we may be subject to
more trademark
infringement
lawsuits. Defending
these lawsuits could
take time and
resources. Adverse
results in these
lawsuits may result
in, or even compel, a
change in this
practice which could
result in a loss of
revenue for us, which
could harm our
business.

We have also been
notified by third
parties that they
believe features of
certain of our
products, including
Google WebSearch,
Google News and
Google Image
Search, violate their
copyrights. Generally
speaking, any time
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that we have a
product or service
that links to or hosts
material in which
others allege to own
copyrights, we face
the risk of being sued
for copyright
infringement or
related claims.
Because these
products and services
comprise the
majority of our
products and
services, the risk of
potential harm from
such lawsuits is
substantial.
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Expansion into
international
markets is important
to our long-term
success, and our
inexperience in the
operation of our
business outside the
U.S. increases the
risk that our
international
expansion efforts
will not be
successful.

We opened our first
office outside the
U.S. in 2001 and
have only limited
experience with
operations outside
the U.S. Expansion
into international
markets requires
management
attention and
resources. In
addition, we face the
following additional
risks associated with
our expansion
outside the U.S.:

�Challenges caused
by distance,
language and
cultural differences.

�Longer payment
cycles in some
countries.

�Credit risk and
higher levels of
payment fraud.

�Legal and
regulatory
restrictions.
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�Currency exchange
rate fluctuations.

�Foreign exchange
controls that might
prevent us from
repatriating cash
earned in countries
outside the U.S.

�Political and
economic instability
and export
restrictions.

�Potentially adverse
tax consequences.

�Higher costs
associated with
doing business
internationally.

These risks could
harm our
international
expansion efforts,
which would in turn
harm our business
and operating results.

We compete
internationally with
local information
providers and with
U.S. competitors
who are currently
more successful than
we are in various
markets, and if we
fail to compete
effectively in
international
markets, our
business will be
harmed.

We face different
market characteristics
and competition
outside the U.S. In
certain markets, other
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web search,
advertising services
and Internet
companies have
greater brand
recognition, more
users and more
search traffic than we
have. Even in
countries where we
have a significant
user following, we
may not be as
successful in
generating
advertising revenue
due to slower market
development, our
inability to provide
attractive local
advertising services
or other factors. In
order to compete, we
need to improve our
brand recognition
and our selling
efforts internationally
and build stronger
relationships with
advertisers. We also
need to better
understand our
international users
and their preferences.
If we fail to do so,
our global expansion
efforts may be more
costly and less
profitable than we
expect.

Our business may be
adversely affected by
malicious third-party
applications that
interfere with our
receipt of
information from,
and provision of
information to, our
users, which may
impair our users�
experience with our
products and
services.
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Our business may be
adversely affected by
malicious
applications that
make changes to our
users� computers and
interfere with the
Google experience.
These applications
have in the past
attempted, and may
in the future attempt,
to change our users�
Internet experience,
including hijacking
queries to
Google.com, altering
or replacing Google
search results, or
otherwise interfering
with our ability to
connect with our
users. The
interference often
occurs without
disclosure to or
consent from users,
resulting in a
negative experience
that users may
associate with
Google. These
applications may be
difficult or
impossible to
uninstall or disable,
may reinstall
themselves and may
circumvent other
applications� efforts to
block or remove
them. The ability to
reach users and
provide them with a
superior experience
is critical to our
success. If our efforts
to combat these
malicious
applications are
unsuccessful, our
reputation may be
harmed, and our
communications with
certain users could be
impaired. This could
result in a decline in
user traffic and
associated ad
revenues, which
would damage our
business.
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If we fail to detect
click-through fraud,
we could lose the
confidence of our
advertisers, thereby
causing our business
to suffer.

We are exposed to
the risk of fraudulent
clicks on our ads by
persons seeking to
increase the
advertising fees paid
to our Google
Network members.
We have regularly
refunded revenue that
our advertisers have
paid to us and that
was later attributed to
click-through fraud,
and we expect to do
so in the future.
Click-through fraud
occurs when a person
clicks on a Google
AdWords ad
displayed on a web
site in order to
generate the revenue
share payment to the
Google Network
member rather than
to view the
underlying content. If
we are unable to stop
this fraudulent
activity, these
refunds may increase.
If we find new
evidence of past
fraudulent clicks we
may have to issue
refunds retroactively
of amounts
previously paid to
our Google Network
members. This would
negatively affect our
profitability, and
these types of
fraudulent activities
could hurt our brand.
If fraudulent clicks
are not detected, the
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affected advertisers
may experience a
reduced return on
their investment in
our advertising
programs because the
fraudulent clicks will
not lead to potential
revenue for the
advertisers. This
could lead the
advertisers to become
dissatisfied with our
advertising programs,
which could lead to
loss of advertisers
and revenue.

Index spammers
could harm the
integrity of our web
search results, which
could damage our
reputation and cause
our users to be
dissatisfied with our
products and
services.

There is an ongoing
and increasing effort
by �index spammers�
to develop ways to
manipulate our web
search results. For
example, because our
web search
technology ranks a
web page�s relevance
based in part on the
importance of the
web sites that link to
it, people have
attempted to link a
group of web sites
together to
manipulate web
search results. We
take this problem
very seriously
because providing
relevant information
to users is critical to
our success. If our
efforts to combat
these and other types
of index spamming
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are unsuccessful, our
reputation for
delivering relevant
information could be
diminished. This
could result in a
decline in user
traffic, which would
damage our business.

Privacy concerns
relating to elements
of our technology
could damage our
reputation and deter
current and potential
users from using our
products and
services.

From time to time,
concerns may be
expressed about
whether our products
and services
compromise the
privacy of users and
others. Concerns
about our collection,
use or sharing of
personal information
or other
privacy-related
matters, even if
unfounded, could
damage our
reputation and
operating results.
Recently, several
groups have raised
privacy concerns in
connection with our
Gmail free email
service which we
announced in April
2004 and these
concerns have
attracted a significant
amount of public
commentary and
attention. The
concerns relate
principally to the fact
that Gmail uses
computers to match
advertisements to the
content of a user�s
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email message when
email messages are
viewed using the
Gmail service.
Privacy concerns
have also arisen with
our products that
provide improved
access to personal
information that is
already publicly
available, but that we
have made more
readily accessible by
the public.

Our business is
subject to a variety
of U.S. and foreign
laws, which could
subject us to claims
or other remedies
based on the nature
and content of the
information
searched or
displayed by our
products and
services, and could
limit our ability to
provide information
regarding regulated
industries and
products.

The laws relating to
the liability of
providers of online
services for activities
of their users are
currently unsettled
both within the U.S.
and abroad. Claims
have been threatened
and filed under both
U.S. and foreign law
for defamation, libel,
invasion of privacy
and other data
protection claims,
tort, unlawful
activity, copyright or
trademark
infringement, or
other theories based
on the nature and
content of the
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materials searched
and the ads posted or
the content generated
by our users. From
time to time we have
received notices from
individuals who do
not want their names
or web sites to appear
in our web search
results when certain
keywords are
searched. It is also
possible that we
could be held liable
for misinformation
provided over the
web when that
information appears
in our web search
results. If one of
these complaints
results in liability to
us, it could be
potentially costly,
encourage similar
lawsuits, distract
management and
harm our reputation
and possibly our
business. In
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addition, increased
attention focused on
these issues and
legislative proposals
could harm our
reputation or
otherwise affect the
growth of our
business.

The application to us
of existing laws
regulating or
requiring licenses for
certain businesses of
our advertisers,
including, for
example, distribution
of pharmaceuticals,
adult content,
financial services,
alcohol or firearms,
can be unclear.
Existing or new
legislation could
expose us to
substantial liability,
restrict our ability to
deliver services to
our users, limit our
ability to grow and
cause us to incur
significant expenses
in order to comply
with such laws and
regulations.

Several other federal
laws could have an
impact on our
business. Compliance
with these laws and
regulations is
complex and may
impose significant
additional costs on
us. For example, the
Digital Millennium
Copyright Act has
provisions that limit,
but do not eliminate,
our liability for
listing or linking to
third-party web sites
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that include materials
that infringe
copyrights or other
rights, so long as we
comply with the
statutory
requirements of this
act. The Children�s
Online Protection
Act and the Children�s
Online Privacy
Protection Act
restrict the
distribution of
materials considered
harmful to children
and impose
additional restrictions
on the ability of
online services to
collect information
from minors. In
addition, the
Protection of
Children from Sexual
Predators Act of
1998 requires online
service providers to
report evidence of
violations of federal
child pornography
laws under certain
circumstances. Any
failure on our part to
comply with these
regulations may
subject us to
additional liabilities.

We also face risks
associated with
international data
protection. The
interpretation and
application of data
protection laws in
Europe and
elsewhere are still
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
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we change our data
practices, which in
turn could have a
material effect on our
business.

We also face risks
from legislation that
could be passed in
the future. For
example, at least two
states have
introduced legislation
that could interfere
with or prohibit our
Gmail free
advertising-supported
email service that
was recently
announced as a test
service. The
legislation, as
originally proposed
in California and
Massachusetts,
would make it more
difficult for us to
operate or would
prohibit the aspects
of the service that
uses computers to
match advertisements
to the content of a
user�s email message
when email messages
are viewed using the
Gmail service. While
the California
legislation has been
modified since being
introduced so that it
does not inhibit the
operation of the
Gmail service, the
legislation has not
been finally adopted.
If this legislation is
adopted as originally
introduced, or other
similar legislation is
adopted, it could
prevent us from
implementing the
Gmail service in the
affected states. This
could impair our
ability to compete in
the email services
market.
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If we were to lose the
services of Eric,
Larry, Sergey or our
senior management
team, 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,
our CEO Eric
Schmidt and our
founders Larry Page
and Sergey Brin are
critical to the overall
management of
Google as well as the
development of our
technology, our
culture and 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 any of
our management or
key personnel could
seriously harm our
business.

The initial option
grants to many of
our senior
management and
key employees are
fully vested.
Therefore, these
employees may not
have sufficient
financial incentive to
stay with us, we may
have to incur costs to
replace key
employees that leave,
and our ability to
execute our business
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model could be
impaired if we
cannot replace
departing employees
in a timely manner.

Many of our senior
management
personnel and other
key employees have
become, or will soon
become, substantially
vested in their initial
stock option grants.
While we often grant
additional stock
options to
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management
personnel and other
key employees after
their hire dates to
provide additional
incentives to remain
employed by us, their
initial grants are
usually much larger
than follow-on
grants. Employees
may be more likely
to leave us after their
initial option grant
fully vests, especially
if the shares
underlying the
options have
significantly
appreciated in value
relative to the option
exercise price. We
have not given any
additional grants to
Eric, Larry or Sergey.
Larry and Sergey are
fully vested, and only
a small portion of
Eric�s stock is subject
to future vesting. If
any members of our
senior management
team leave the
company, our ability
to successfully
operate our business
could be impaired.
We also may have to
incur significant
costs in identifying,
hiring, training and
retaining
replacements for
departing employees.

We rely on highly
skilled personnel
and, if we are unable
to retain or motivate
key personnel or hire
qualified personnel,
we may not be able
to grow effectively.
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Our performance is
largely dependent 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 we are aware that
certain of our
competitors have
directly targeted our
employees. Our
continued ability to
compete effectively
depends on our
ability to attract new
employees and to
retain and motivate
our existing
employees.

We have in the past
maintained a
rigorous, highly
selective and
time-consuming
hiring process. We
believe that our
approach to hiring
has significantly
contributed to our
success to date. As
we grow, our hiring
process may prevent
us from hiring the
personnel we need in
a timely manner. In
addition, as we
become a more
mature company, we
may find our
recruiting efforts
more challenging.
The incentives to
attract, retain and
motivate employees
provided by our
option grants or by
future arrangements,
such as through cash

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 62



bonuses, may not be
as effective as in the
past. If we do not
succeed in attracting
excellent personnel
or retaining or
motivating existing
personnel, we may be
unable to grow
effectively.

Our CEO and our
two founders run the
business and affairs
of the company
collectively, which
may harm their
ability to manage
effectively.

Eric, our CEO, and
Larry and Sergey,
our founders and
presidents, currently
provide leadership to
the company as a
team. Our bylaws
provide that our CEO
and our presidents
will together have
general supervision,
direction and control
of the company,
subject to the control
of our board of
directors. As a result,
Eric, Larry and
Sergey tend to
operate the company
collectively and to
consult extensively
with each other
before significant
decisions are made.
This may slow the
decision-making
process, and a
disagreement among
these individuals
could prevent key
strategic decisions
from being made in a
timely manner. In the
event our CEO and
our two founders are
unable to continue to
work well together in
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providing cohesive
leadership, our
business could be
harmed.

We have a short
operating history
and a relatively new
business model in an
emerging and
rapidly evolving
market. This makes
it difficult to
evaluate our future
prospects, may
increase the risk that
we will not continue
to be successful and
increases the risk of
your investment.

We first derived
revenue from our
online search
business in 1999 and
from our advertising
services in 2000, and
we have only a short
operating history
with our
cost-per-click
advertising model,
which we launched in
2002. As a result, we
have very little
operating history for
you to evaluate in
assessing our future
prospects. Also, we
derive nearly all of
our revenues from
online advertising,
which is an immature
industry that has
undergone rapid and
dramatic changes in
its short history. You
must consider our
business and
prospects in light of
the risks and
difficulties we will
encounter as an
early-stage company
in a new and rapidly
evolving market. We
may not be able to
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successfully address
these risks and
difficulties, which
could materially
harm our business
and operating results.
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We may have
difficulty scaling and
adapting our
existing architecture
to accommodate
increased traffic and
technology advances
or changing
business
requirements, which
could lead to the loss
of users, advertisers
and Google Network
members, and cause
us to incur expenses
to make
architectural
changes.

To be successful, our
network
infrastructure has to
perform well and be
reliable. The greater
the user traffic and
the greater the
complexity of our
products and
services, the more
computing power we
will need. In 2004,
we expect to spend
substantial amounts
to purchase or lease
data centers and
equipment and to
upgrade our
technology and
network
infrastructure to
handle increased
traffic on our web
sites and to roll out
new products and
services. This
expansion is going to
be expensive and
complex and could
result in
inefficiencies or
operational failures.
If we do not
implement this
expansion
successfully, or if we
experience
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inefficiencies and
operational failures
during the
implementation, the
quality of our
products and services
and our users�
experience could
decline. This could
damage our
reputation and lead
us to lose current and
potential users,
advertisers and
Google Network
members. The costs
associated with these
adjustments to our
architecture could
harm our operating
results. Cost
increases, loss of
traffic or failure to
accommodate new
technologies or
changing business
requirements could
harm our operating
results and financial
condition.

We rely on
bandwidth providers,
data centers or other
third parties for key
aspects of the
process of providing
products and
services to our users,
and any failure or
interruption in the
services and
products provided by
these third parties
could harm our
ability to operate our
business and
damage our
reputation.

We rely on
third-party vendors,
including data center
and bandwidth
providers. Any
disruption in the
network access or
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co-location services
provided by these
third-party providers
or any failure of
these third-party
providers to handle
current or higher
volumes of use could
significantly harm
our business. Any
financial or other
difficulties our
providers face may
have negative effects
on our business, the
nature and extent of
which we cannot
predict. We exercise
little control over
these third party
vendors, which
increases our
vulnerability to
problems with the
services they provide.
We license
technology and
related databases
from third parties to
facilitate aspects of
our data center and
connectivity
operations including,
among others,
Internet traffic
management
services. We have
experienced and
expect to continue to
experience
interruptions and
delays in service and
availability for such
elements. Any errors,
failures, interruptions
or delays experienced
in connection with
these third-party
technologies and
information services
could negatively
impact our
relationship with
users and adversely
affect our brand and
our business and
could expose us to
liabilities to third
parties.
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Our systems are also
heavily reliant on the
availability of
electricity, which
also comes from
third-party providers.
If we were to
experience a major
power outage, we
would have to rely on
back-up generators.
These back-up
generators may not
operate properly
through a major
power outage and
their fuel supply
could also be
inadequate during a
major power outage.
This could result in a
disruption of our
business.

Interruption or
failure of our
information
technology and
communications
systems could impair
our ability to
effectively provide
our products and
services, which could
damage our
reputation and harm
our operating
results.

Our provision of our
products and services
depends on the
continuing operation
of our information
technology and
communications
systems. Any damage
to or failure of our
systems could result
in interruptions in our
service. Interruptions
in our service could
reduce our revenues
and profits, and our
brand could be
damaged if people
believe our system is
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unreliable. Our
systems are
vulnerable to damage
or interruption from
earthquakes, terrorist
attacks, floods, fires,
power loss,
telecommunications
failures, computer
viruses, computer
denial of service
attacks or other
attempts to harm our
systems, and similar
events. 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
if the operators 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
without adequate
notice for financial
reasons or other
unanticipated
problems at our data
centers could result
in lengthy
interruptions in our
service.
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We have experienced
system failures in the
past and may in the
future. For example,
in November 2003
we failed to provide
web search results for
approximately 20%
of our traffic for a
period of about 30
minutes. Any
unscheduled
interruption in our
service puts a burden
on our entire
organization and
would result in an
immediate loss of
revenue. If we
experience frequent
or persistent system
failures on our web
sites, our reputation
and brand could be
permanently harmed.
The steps we have
taken to increase the
reliability and
redundancy of our
systems are
expensive, reduce our
operating margin and
may not be
successful in
reducing the
frequency or duration
of unscheduled
downtime.

More individuals are
using non-PC
devices to access the
Internet, and
versions of our web
search technology
developed for these
devices may not be
widely adopted by
users of these
devices.

The number of
people who access
the Internet through
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devices other than
personal computers,
including mobile
telephones,
hand-held
calendaring and
email assistants, and
television set-top
devices, has
increased
dramatically in the
past few years. The
lower resolution,
functionality and
memory associated
with alternative
devices make the use
of our products and
services through such
devices difficult. If
we are unable to
attract and retain a
substantial number of
alternative device
users to our web
search services or if
we are slow to
develop products and
technologies that are
more compatible
with non-PC
communications
devices, we will fail
to capture a
significant share of
an increasingly
important portion of
the market for online
services.

If we account for
employee stock
options using the
fair value method, it
could significantly
reduce our net
income.

There has been
ongoing public
debate whether stock
options granted to
employees should be
treated as a
compensation
expense and, if so,
how to properly
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value such charges.
On March 31, 2004,
the Financial
Accounting Standard
Board (FASB) issued
an Exposure Draft,
Share-Based
Payment: an
amendment of FASB
Statements No. 123
and 95, which would
require a company to
recognize, as an
expense, the fair
value of stock
options and other
stock-based
compensation to
employees beginning
in 2005 and
subsequent reporting
periods. Currently,
we record deferred
stock-based
compensation to the
extent that the
reassessed value for
accounting purposes
of the stock on the
date of grant exceeds
the exercise price of
the option. We
recognize
compensation
expense as we
amortize the deferred
stock-based
compensation
amounts on an
accelerated basis
over the related
vesting periods. If we
had used the fair
value method of
accounting for stock
options granted to
employees prior to
July 1, 2004 using a
Black Scholes option
valuation formula,
our net income would
have been $700,000
and $2.8 million less
than reported in the
six months ended
June 30, 2003 and
June 30, 2004. If we
elect or are required
to record an expense
for our stock-based
compensation plans
using the fair value
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method as described
in the Exposure
Draft, we could have
on-going accounting
charges significantly
greater than those we
would have recorded
under our current
method of accounting
for stock options. See
Note 1 of Notes to
Consolidated
Financial Statements
included in our
Registration
Statement on Form
S-1, filed April 29,
2004, as amended on
August 18, 2004 for a
more detailed
presentation of
accounting for
stock-based
compensation plans.

Payments to certain
of our Google
Network members
has exceeded the
related fees we
receive from our
advertisers.

We have entered
into, and may
continue to enter
into, minimum fee
guarantee agreements
with a small number
of Google Network
members. In these
agreements, we
promise to make
minimum payments
to the Google
Networks member
for a pre-negotiated
period of time,
typically from three
months to a year or
more. It is difficult to
forecast with
certainty the fees that
we will earn under
our agreements, and
sometimes the fees
we earn fall short of
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the minimum
guarantee payment
amounts. Also,
increasing
competition for
arrangements with
web sites that are
potential Google
Network members
could result in our
entering into more of
these minimum fee
guarantee agreements
under which
guaranteed payments
exceed the fees we
receive from
advertisers whose ads
we place on those
Google Network
member sites. In each
period to date, the
aggregate fees we
have earned under
these agreements
have exceeded the
aggregate amounts
we have been
obligated to pay to
the Google Network
members. However,
individual
agreements have
resulted in
guaranteed minimum
and other payments
to
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a Google Network
member in excess of
the related fees we
receive from
advertisers. In the six
months ended June
30, 2003 and June
30, 2004, we
recognized $3.1 and
$18.2 million in cost
of revenues related to
such payments in
excess of revenues
for such agreements.
At June 30, 2004, our
aggregate
outstanding
minimum guarantee
commitments totaled
approximately
$369.4 million.
These commitments
expire between 2004
and 2007. We may
recognize cost of
revenues related to
payments to certain
Google Network
members in excess of
the related fees we
receive from
advertisers in the
future in connection
with certain AdSense
agreements, which
could adversely
affect our
profitability.

To the extent our
revenues are paid in
foreign currencies,
and currency
exchange rates
become unfavorable,
we may lose some of
the economic value
of the revenues in
U.S. dollar terms.

As we expand our
international
operations, more of
our customers may
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pay us in foreign
currencies.
Conducting business
in currencies other
than U.S. dollars
subjects us to
fluctuations in
currency exchange
rates. If the currency
exchange rates were
to change
unfavorably, the
value of net
receivables we
receive in foreign
currencies and later
convert to U.S.
dollars after the
unfavorable change
would be diminished.
This could have a
negative impact on
our reported
operating results.
Hedging strategies,
such as forward
contracts, options and
foreign exchange
swaps related to
transaction
exposures, that we
may implement to
mitigate this risk may
not eliminate our
exposure to foreign
exchange
fluctuations.
Additionally,
hedging programs
expose us to risks
that could adversely
affect our operating
results, including the
following:

�We have limited
experience in
implementing or
operating hedging
programs. Hedging
programs are
inherently risky and
we could lose
money as a result of
poor trades.

�We may be unable
to hedge currency
risk for some

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 77



transactions
because of a high
level of uncertainty
or the inability to
reasonably estimate
our foreign
exchange
exposures.

�We may be unable
to acquire foreign
exchange hedging
instruments in some
of the geographic
areas where we do
business, or, where
these derivatives
are available, we
may not be able to
acquire enough of
them to fully offset
our exposure.

We rely on
insurance to mitigate
some risks and, to
the extent the cost of
insurance increases
or we are unable to
maintain sufficient
insurance to mitigate
the risks, our
operating results
may be diminished.

We contract for
insurance to cover
potential risks and
liabilities. In the
current environment,
insurance companies
are increasingly
specific about what
they will and will not
insure. It is possible
that we may not be
able to get enough
insurance to meet our
needs, may have to
pay very high prices
for the coverage we
do get or may not be
able to acquire any
insurance for certain
types of business
risk. This could leave
us exposed to
potential claims. If
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we were found liable
for a significant
claim in the future,
our operating results
could be negatively
impacted. Also, to
the extent the cost of
maintaining
insurance increases,
our operating results
will be negatively
affected.

Acquisitions could
result in operating
difficulties, dilution
and other harmful
consequences.

We do not have a
great deal of
experience acquiring
companies and the
companies we have
acquired have been
small. We have
evaluated, and expect
to continue to
evaluate, a wide
array of potential
strategic transactions.
From time to time,
we may engage in
discussions regarding
potential
acquisitions. Any of
these transactions
could be material to
our financial
condition and results
of operations. In
addition, the process
of integrating an
acquired company,
business or
technology may
create unforeseen
operating difficulties
and expenditures and
is risky. The areas
where we may face
risks include:

�The need to
implement or

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 79



remediate controls,
procedures and
policies appropriate
for a larger public
company at
companies that
prior to the
acquisition lacked
these controls,
procedures and
policies.

�Diversion of
management time
and focus from
operating our
business to
acquisition
integration
challenges.
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�Cultural challenges
associated with
integrating
employees from the
acquired company
into our
organization.

�Retaining
employees from the
businesses we
acquire.

�The need to
integrate each
company�s
accounting,
management
information, human
resource and other
administrative
systems to permit
effective
management.

Foreign acquisitions
involve unique risks
in addition to those
mentioned above,
including those
related to integration
of operations across
different cultures and
languages, currency
risks and the
particular economic,
political and
regulatory risks
associated with
specific countries.
Also, the anticipated
benefit of many of
our acquisitions may
not materialize.
Future acquisitions or
dispositions could
result in potentially
dilutive issuances of
our equity securities,
the incurrence of
debt, contingent
liabilities or
amortization
expenses, or
write-offs of
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goodwill, any of
which could harm
our financial
condition. Future
acquisitions may
require us to obtain
additional equity or
debt financing, which
may not be available
on favorable terms or
at all.

We occasionally
become subject to
commercial disputes
that could harm our
business by
distracting our
management from
the operation of our
business, by
increasing our
expenses and, if we
do not prevail, by
subjecting us to
potential monetary
damages and other
remedies.

From time to time we
are engaged in
disputes regarding
our commercial
transactions. These
disputes could result
in monetary damages
or other remedies that
could adversely
impact our financial
position or
operations. Even if
we prevail in these
disputes, they may
distract our
management from
operating our
business and the cost
of defending these
disputes would
reduce our operating
results.

We have to keep up
with rapid
technological
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change to remain
competitive in our
rapidly evolving
industry.

Our future success
will depend on our
ability to adapt to
rapidly changing
technologies, to adapt
our services to
evolving industry
standards and to
improve the
performance and
reliability of our
services. Our failure
to adapt to such
changes would harm
our business. New
technologies and
advertising media
could adversely
affect us. In addition,
the widespread
adoption of new
Internet, networking
or
telecommunications
technologies or other
technological
changes could
require substantial
expenditures to
modify or adapt our
services or
infrastructure.

Our business
depends on
increasing use of the
Internet by users
searching for
information,
advertisers
marketing products
and services and web
sites seeking to earn
revenue to support
their web content. If
the Internet
infrastructure does
not grow and is not
maintained to
support these
activities, our
business will be
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harmed.

Our success will
depend on the
continued growth and
maintenance of the
Internet
infrastructure. This
includes maintenance
of a reliable network
backbone with the
necessary speed, data
capacity and security
for providing reliable
Internet services.
Internet infrastructure
may be unable to
support the demands
placed on it if the
number of Internet
users continues to
increase, or if
existing or future
Internet users access
the Internet more
often or increase their
bandwidth
requirements. In
addition, viruses,
worms and similar
programs may harm
the performance of
the Internet. The
Internet has
experienced a variety
of outages and other
delays as a result of
damage to portions of
its infrastructure, and
it could face outages
and delays in the
future. These outages
and delays could
reduce the level of
Internet usage as well
as our ability to
provide our solutions.

46

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 84



Table of Contents

Shares issued and
options granted
under our stock
plans exceeded
limitations in federal
and state securities
laws, the result of
which is that the
holders of these
shares and/or
options have
rescission rights that
could require us to
reacquire the shares
and/or options for an
aggregate
repurchase price of
up to $25.9 million.

Shares issued and
options granted under
our 1998 Stock Plan,
our 2003 Stock Plan,
our 2003 Stock Plan
(No. 2) and our 2003
Stock Plan (No. 3)
from September 2001
through July 2004
may not have been
exempt from
registration or
qualification under
federal securities
laws and the
securities laws of
certain states. Certain
of the shares issued
during this period
may not have been
exempt from
registration and
qualification
requirements under
Rule 701 under the
Securities Act of
1933 and under those
state securities laws
that provide an
exemption to the
extent the
requirements under
Rule 701 are met. We
became aware that
we were approaching
the numeric
limitations prescribed
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by Rule 701 in
September 2002 and
thereafter determined
that we could not
continue to count on
being able to rely on
Rule 701 to provide
an exemption from
the registration
requirements of the
Securities Act of
1933. In addition,
continued
compliance under
Rule 701 would have
required broad
dissemination of
detailed financial
information
regarding our
business, which
would have been
strategically
disadvantageous to
our company. In
evaluating how to
issue stock upon
exercise of
outstanding options
in light of these
limitations we
determined we would
utilize �private
placement�
exemptions provided
by Section 4(2) of the
Securities Act of
1933 in order to
exempt these
issuances from
federal registration
requirements
notwithstanding the
factual and legal
uncertainties inherent
in Section 4(2).
These uncertainties
arise because
analyzing whether or
not issuances of
securities qualify for
the exemptions
afforded by Section
4(2) involves a
number of subjective
determinations
including whether the
number of offerees
constitutes a general
solicitation, the
financial
sophistication of
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offerees and their
access to information
regarding the issuer,
as well as whether
the offering was
designed to result in
a distribution of
shares to the general
public. We
considered various
alternatives in
determining to rely
on the exemption
provided by Section
4(2) despite its
inherent
uncertainties. We
considered ceasing
granting options and
shares to service
providers. However,
we determined that
this would be
detrimental to our
development, as
equity compensation
was an essential
ingredient to building
our company. We
also considered
becoming a reporting
company for the
purposes of federal
securities laws. We
determined that this
too would be
contrary to the best
interests of our
stockholders. We
therefore concluded
that relying on
Section 4(2) despite
its uncertainties was
in the best interest of
our security holders.
Because of this
uncertainty, the
options we granted
and the shares issued
upon exercise of
these options during
this period may have
been issued in
violation of either
federal or state
securities laws, or
both, and may be
subject to rescission.
In order to address
this issue, we intend
to make a rescission
offer to the holders of
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these shares and
options as soon as
practicable after the
completion of the
offering of our Class
A common stock
and, in any event
within 30 days of the
effective date of this
registration
statement, assuming
the offering has been
completed at such
time. We will be
making this
rescission offer to
1,406 persons who
are or were residents
of Arkansas,
California, Colorado,
Connecticut, the
District of Columbia,
Georgia, Illinois,
Maryland,
Massachusetts,
Michigan, Nevada,
New Hampshire,
New Jersey, New
York, North
Carolina,
Pennsylvania, Texas,
Virginia and
Washington.

If this rescission offer
is accepted, we could
be required to make
aggregate payments
to the holders of
these shares and
options of up to
$25.9 million, which
includes statutory
interest. For options,
this exposure reflects
the costs of offering
to rescind the
issuance of the
outstanding options
by paying an amount
equal to 20% of the
aggregate exercise
price for the entire
option, plus statutory
interest. However, it
is possible that an
optionholder could
argue that this does
not represent an
adequate remedy for
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the issuance of the
option in violation of
applicable securities
laws, and if a court
were to impose a
greater remedy, our
exposure as a result
of the rescission offer
could be higher. For
issuances of common
stock, this exposure
is calculated by
reference to the
acquisition price of
the common stock,
plus statutory
interest. Federal
securities laws do not
provide that a
rescission offer will
terminate a
purchaser�s right to
rescind a sale of
stock that was not
registered as required
or was not otherwise
exempt from such
registration
requirements. If any
or all of the offerees
reject the rescission
offer, we may
continue to be liable
under federal and
state securities laws
for up to an amount
equal to the value of
all options and
common stock
granted or issued
since September
2001 plus any
statutory interest we
may be required to
pay. We also
understand that the
Securities and
Exchange
Commission has
initiated an informal
inquiry into this
matter and certain
state regulators,
including California,
have requested
additional
information.
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If it is determined
that we offered
securities without
properly registering
them under federal or
state law, or securing
an exemption from
registration,
regulators could
impose monetary
fines or other
sanctions as provided
under these laws.

The market price for
our Class A common
stock may be
volatile.

We are in the process
of completing our
initial public offering
and our common
stock is currently not
traded on a public
market. We cannot
predict the extent to
which a trading
market will develop
or how liquid that
market might
become. The initial
public offering price
may not be indicative
of prices that will
prevail in the trading
market. The trading
price of our Class A
common stock
following our initial
public offering is
therefore likely to be
highly volatile and
could be subject to
wide fluctuations in
price in response to
various factors, some
of which are beyond
our control. These
factors include:
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�Quarterly variations
in our results of
operations or those
of our competitors.

�Announcements by
us or our
competitors of
acquisitions, new
products,
significant
contracts,
commercial
relationships or
capital
commitments.

�Disruption to our
operations or those
of our Google
Network members
or our data centers.

�The emergence of
new sales channels
in which we are
unable to compete
effectively.

�Our ability to
develop and market
new and enhanced
products on a
timely basis.

�Commencement of,
or our involvement
in, litigation.

�Any major change
in our board or
management.

�Changes in
governmental
regulations or in the
status of our
regulatory
approvals.

�Changes in earnings
estimates or
recommendations

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 91



by securities
analysts.

�General economic
conditions and slow
or negative growth
of related markets.

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. Such
fluctuations may be
even more
pronounced in the
trading market
shortly following our
initial public
offering. These broad
market and industry
factors may seriously
harm the market
price of our Class A
common stock,
regardless of our
actual operating
performance. In
addition, in the past,
following periods of
volatility in the
overall market and
the market price of a
company�s securities,
securities class action
litigation has often
been instituted
against these
companies. This
litigation, if instituted
against us, could
result in substantial
costs and a diversion
of our management�s
attention and
resources.

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 92



Future sales of
shares by our
stockholders could
cause our stock price
to decline.

We cannot predict
the effect, if any, that
market sales of
shares or the
availability of shares
for sale will have on
the market price
prevailing from time
to time. Sales of our
Class A common
stock in the public
market after our
initial public
offering, or the
perception that those
sales may occur,
could cause the
trading price of our
stock to decrease or
to be lower than it
might be in the
absence of those
sales or perceptions.
Based on shares
outstanding as of
June 30, 2004, upon
completion of our
initial public
offering, we will
have outstanding
271,219,643 shares
of common stock,
assuming no exercise
of the underwriters�
over-allotment option
in our initial public
offering. We have
entered into
contractual lock-up
agreements with our
officers, directors and
certain employees
and other
securityholders,
representing the
holders of
substantially all of
our outstanding
capital stock. We
may, in our sole
discretion, permit our
officers, directors,
employees and
current stockholders
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who are subject to
contractual lock-up
agreements with us to
sell shares prior to
the expiration of their
lock-up agreements.
None of our officers,
directors, employees
or stockholders have
entered into
contractual lock-up
agreements with the
underwriters in
connection with our
initial public
offering. In addition,
our employees can
only sell vested
shares.
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We do not intend to
pay dividends on our
common stock.

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

We will incur
increased costs as a
result of being a
public company.

As a public company,
we will incur
significant legal,
accounting and other
expenses that we did
not incur as a private
company. We will
incur costs associated
with our public
company reporting
requirements. We
also anticipate that
we will incur costs
associated with
recently adopted
corporate governance
requirements,
including
requirements under
the Sarbanes-Oxley
Act of 2002, as well
as new rules
implemented by the
Securities and
Exchange
Commission and the
NASD. We expect
these rules and
regulations to
increase our legal and
financial compliance
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costs and to make
some activities more
time-consuming and
costly. We also
expect these new
rules and regulations
may make it more
difficult and more
expensive for us to
obtain director and
officer liability
insurance and we
may be required to
accept reduced policy
limits and coverage
or incur substantially
higher costs to obtain
the same or similar
coverage. As a result,
it may be more
difficult for us to
attract and retain
qualified individuals
to serve on our board
of directors or as
executive officers.
We are currently
evaluating and
monitoring
developments with
respect to these new
rules, and we cannot
predict or estimate
the amount of
additional costs we
may incur or the
timing of such costs.

The concentration of
our capital stock
ownership with our
founders, executive
officers, employees,
and our directors
and their affiliates
will limit your ability
to influence
corporate matters.

Our Class B common
stock has ten votes
per share and our
Class A common
stock, which is the
stock we are selling
in our initial public
offering, will have
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one vote per share.
We anticipate that
our founders,
executive officers,
directors (and their
affiliates) and
employees will
together own
approximately 84.8%
of our Class B
common stock,
representing
approximately 83.6%
of the voting power
of our outstanding
capital stock after our
initial public
offering. In
particular, following
this offering, our two
founders and our
CEO, Larry, Sergey
and Eric, will control
approximately 38.1%
of our outstanding
Class B common
stock, representing
approximately 37.6%
of the voting power
of our outstanding
capital stock. Larry,
Sergey and Eric will
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 its
assets, for the
foreseeable future. In
addition, because of
this dual class
structure, our
founders, directors,
executives and
employees will
continue to be able to
control all matters
submitted to our
stockholders for
approval even if they
come to own less
than 50% of the
outstanding shares of
our common stock.
This concentrated
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control will limit
your 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 could be
adversely affected.

Provisions in our
charter documents
and under Delaware
law could discourage
a takeover that
stockholders may
consider favorable.

Provisions in our
certificate of
incorporation and
bylaws, as amended
and restated upon the
closing of this
offering, 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 dual
class common stock
structure. As a
result of this
structure our
founders,
executives and
employees will
have significant
influence over all
matters requiring
stockholder
approval, including
the election of
directors and
significant
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corporate
transactions, such
as a merger or other
sale of our company
or its assets. This
concentrated
control could
discourage others
from initiating any
potential merger,
takeover or other
change of control
transaction that
other stockholders
may view as
beneficial.

�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 acquiror
from conducting a
solicitation of
proxies to elect the
acquiror�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

Edgar Filing: SCOTTS MIRACLE-GRO CO - Form 10-Q

Table of Contents 100



ability to authorize
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 capital
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.

If our involvement in
a September 2004
magazine article
about Google were
held to be in
violation of the
Securities Act of
1933, we could be
required to
repurchase securities
sold in our initial
public offering.

Information about
Google has been
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published in an
article appearing in
the September 2004
issue of Playboy
Magazine and
entitled �Playboy
Interview: Google
Guys.� The text of the
article, which is
included as Appendix
B to the prospectus
relating to our initial
public offering,
contains information
derived from an
interview of Larry
and Sergey
conducted in April
2004, prior to the
filing of our
registration statement
relating to our initial
public offering. The
article includes
quotations from
Larry and Sergey,
and has been
reprinted by a
number of news
media outlets. The
article presented
certain statements
about our company in
isolation and did not
disclose many of the
related risks and
uncertainties
described in the
prospectus relating to
our initial public
offering.

We do not believe
that our involvement
in the Playboy
Magazine article
constitutes a
violation of Section 5
of the Securities Act
of 1933. However, if
our involvement
were held by a court
to be in violation of
the Securities Act of
1933, we could be
required to
repurchase the shares
sold to purchasers in
this offering at the
original purchase
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price, plus statutory
interest from the date
of purchase, for a
period of one year
following the date of
the violation. We
would contest
vigorously any claim
that a violation of the
Securities Act
occurred. The SEC
has also requested
additional
information
concerning the
publication of the
article.

ITEM 3.
QUANTITATIVE
AND
QUALITATIVE
DISCLOSURES
ABOUT MARKET
RISK

We are exposed to
financial market
risks, including
changes in currency
exchange rates,
interest rates and
marketable equity
security prices.

Foreign Exchange
Risk

Our exposure to
foreign currency
transaction gains and
losses is the result of
certain net
receivables of the
U.S. parent due from
its subsidiaries and
customers being
denominated in
currencies other than
the U.S. dollar,
primarily the British
Pound, the Euro and
the Japanese Yen.
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Our foreign
subsidiaries conduct
their businesses in
local currency.
Effective January
2004, we began to
bill our international
online sales through a
foreign subsidiary,
which will lower our
exposure to foreign
currency transaction
gains and losses. In
addition, effective
January 2004 our
board of directors
approved a foreign
exchange hedging
program designed to
minimize the
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future potential
impact due to
changes in foreign
currency exchange
rates. The program
allows for the
hedging of
transaction
exposures. The types
of derivatives that
can be used under the
policy are forward
contracts, options and
foreign exchange
swaps. The primary
vehicle we expect to
use will be forward
contracts. We also
generate revenue in
certain countries in
Asia where there are
limited forward
currency exchange
markets, thus making
these exposures
difficult to hedge. In
the three months
ended June 30, 2004,
we entered into
forward foreign
exchange contracts to
offset the foreign
exchange risk on
certain existing
intercompany assets.
The notional
principal of forward
exchange contracts to
purchase U.S. dollars
with Euros was
$116.9 million at
June 30, 2004. There
were no other
forward exchange
contracts outstanding
at June 30, 2004.

Our exposure to
foreign currency
translation gains and
losses arises from the
translation of certain
net assets of our
subsidiaries to U.S.
dollars during
consolidation. To
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date, translation gains
and losses have not
been material.

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
changes would have
resulted in an adverse
impact on income
before taxes of
approximately $18.7
million and $4.5
million at June 30,
2004 and December
31, 2003. These
reasonably possible
adverse changes in
exchange rates of
10% were applied to
total monetary assets
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 taxes in the
near term. The
increase in the
reasonably possible
adverse impact of
$18.7 million and
$4.5 million at June
30, 2004 and
December 31, 2003
were primarily the
result of an increase
in intercompany
receivables and cash
held by our Irish
subsidiary
denominated in
foreign currencies.

Interest Rate Risk
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We invest in a
variety of securities,
consisting primarily
of investments in
interest-bearing
demand deposit
accounts with
financial institutions,
tax-exempt money
market funds and
highly liquid debt
securities of
corporations and
municipalities. By
policy, we limit the
amount of credit
exposure to any one
issuer.

Investments in both
fixed rate and
floating rate interest
earning products
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.
Due in part to these
factors, our income
from investments
may decrease in the
future.

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%
(100 basis-point)
increase in interest
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rates would have
resulted in a decrease
in the fair values of
our investment
securities of
approximately $3.2
million and $1.9
million at June 30,
2004 and December
31, 2003.

ITEM 4.
CONTROLS AND
PROCEDURES

(a) 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
Securities Exchange
Act of 1934 as of the
end of the period
covered by this
report. The
evaluation included
certain internal
control areas in
which we have made
and are continuing to
make changes to
improve and enhance
controls. In designing
and evaluating the
disclosure controls
and procedures,
management
recognized that any
controls and
procedures, no matter
how well designed
and operated, can
provide only
reasonable assurance
of achieving the
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desired control
objectives, and
management is
required to apply its
judgment in
evaluating the cost
benefit relationship
of possible controls
and procedures.
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Based on that
evaluation, our chief
executive officer and
chief financial officer
concluded that our
disclosure controls
and procedures 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
Securities and
Exchange
Commission 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.

(b) Changes in
internal controls over
financial reporting.

There were no
changes in our
internal control over
financial reporting
that occurred during
the period covered by
this Quarterly Report
on Form 10-Q that
have materially
affected, or are
reasonably likely to
materially affect, our
internal control over
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financial reporting.

Since 2003 we have
invested significant
resources to
comprehensively
document and
analyze our system of
internal controls. We
have identified areas
of our internal
controls requiring
improvement, and are
in the process of
designing enhanced
processes and
controls to address
issues identified
through this review.
Areas for
improvement include
streamlining our
domestic and
international billing
processes, further
limiting internal
access to certain data
systems and
continuing to
improve coordination
across business
functions. We plan to
continue this
initiative as well as
prepare for our first
management report
on internal control
over financial
reporting, as required
by Section 404 of the
Sarbanes-Oxley Act
of 2002 on December
31, 2005. As a result,
we expect to make
changes in our
internal control over
financial reporting.
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PART II�OTHER
INFORMATION

ITEM 1. LEGAL
PROCEEDINGS

On August 9, 2004,
we and Yahoo
entered into a
settlement agreement
resolving two
disputes that had
been pending
between us. The first
dispute concerned a
lawsuit filed by
Yahoo�s
wholly-owned
subsidiary, Overture
Services, Inc., against
us in April 2002
asserting that certain
services infringed
Overture�s U.S. Patent
No. 6,269,361. In our
court filings, we
denied that we
infringed the patent
and alleged that the
patent was invalid
and unenforceable.

The second dispute
concerned a warrant
held by Yahoo to
purchase 3,719,056
shares of our stock in
connection with a
June 2000 services
agreement. Pursuant
to a conversion
provision in the
warrant, in June 2003
we issued 1,229,944
shares to Yahoo.
Yahoo contended it
was entitled to a
greater number of
shares, while we
contended that we
had fully complied
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with the terms of the
warrant.

As part of the
settlement, Overture
will dismiss its patent
lawsuit against us
and has granted us a
fully-paid, perpetual
license to the patent
that was the subject
of the lawsuit and
several related patent
applications held by
Overture. The parties
also mutually
released any claims
against each other
concerning the
warrant dispute. In
connection with the
settlement of these
two disputes, we
issued to Yahoo
2,700,000 shares of
Class A common
stock.

Companies have also
filed trademark
infringement and
related claims against
us over the display of
ads in response to
user queries that
include trademark
terms. The outcomes
of these lawsuits
have differed from
jurisdiction to
jurisdiction. A court
in France has held us
liable for allowing
advertisers to select
certain trademarked
terms as keywords.
We have appealed
this decision. We
were also subject to
two lawsuits in
Germany on similar
matters where one
court preliminarily
reached a similar
conclusion as the
court in France while
another court held
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that we are not liable
for the actions of our
advertisers prior to
notification of
trademark rights. We
are litigating similar
issues in other cases
in the U.S., France,
Germany and Italy.
Adverse results in
these lawsuits may
result in, or even
compel, a change in
this practice which
could result in a loss
of revenue for us,
which could harm
our business.

From time to time,
we may also become
a party to other
litigation and subject
to claims incident to
the ordinary course
of business. For
example, because our
products and services
link to or host
material in which
others allege to own
copyrights, from time
to time third parties
have asserted
copyright
infringement or
related claims against
us. Although the
results of litigation
and claims cannot be
predicted with
certainty, we believe
that the final outcome
of the matters
discussed above will
not have a material
adverse effect on our
business. Regardless
of the outcome,
litigation can have an
adverse impact on us
because of defense
costs, diversion of
management
resources and other
factors.
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ITEM 2.
CHANGES IN
SECURITIES, USE
OF PROCEEDS
AND ISSUER
PURCHASES OF
EQUITY
SECURITIES

Not applicable.

ITEM 3.
DEFAULTS UPON
SENIOR
SECURITIES

Not applicable.

ITEM 4.
SUBMISSION OF
MATTERS TO A
VOTE OF
SECURITY
HOLDERS

On June 21, 2004, we
sent a written consent
to our stockholders
requesting approval
of the following
matters in connection
with our proposed
initial public
offering: (1) the
amendment and
restatement of our
Certificate of
Incorporation to
implement certain
changes with respect
to our dual class
common stock
structure and to
provide for certain
corporate governance
requirements and
increases to our
authorized capital
stock that
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will become effective
immediately prior to
the closing of the
offering, (2) the
amendment and
restatement of our
Bylaws to provide for
certain changes
consistent with our
becoming a public
company that will
become effective
immediately prior to
the closing of the
offering, (3) the
adoption of our 2004
Stock Plan and (4)
the adoption of
indemnification
agreements to be
entered into with
each of our directors
and executive
officers. All such
actions were effected
pursuant to an action
by written consent of
our stockholders
pursuant to Section
228 of the Delaware
General Corporation
Law.

A total of
195,763,441 shares
of our stock out of
254,161,944 shares
issued and
outstanding (on an
as-converted to
common stock basis)
voted in favor of
these matters.

ITEM 5. OTHER
INFORMATION

None.
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ITEM 6. EXHIBITS
AND REPORTS
ON FORM 8-K

(a) Exhibits:

Exhibit
Number Description

31.1 Certifications of
the Chief
Executive
Officer and the
Chief Financial
Officer pursuant
to Section 302
of the
Sarbanes-Oxley
Act of 2002.

32.1 Certifications of
the Chief
Executive
Officer and the
Chief Financial
Officer pursuant
to 18 U.S.C.
Section 1350, as
adopted
pursuant to
Section 906 of
the
Sarbanes-Oxley
Act of 2002.

(b) Reports on Form
8-K:

On July 9, 2004,
Google filed a report
on 8-K reporting
under Item 5 that on
July 6, 2004 Google
filed an amendment
to its certificate of
incorporation.
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SIGNATURES

Pursuant to the
requirements of the
Securities Exchange
Act of 1934, as
amended, the
registrant has duly
caused this report to
be signed on its
behalf by the
undersigned
thereunto duly
authorized.

GOOGLE INC.

Date:
August
18,
2004

By:
/s/    ERIC E.
SCHMIDT        

Eric E.
Schmidt

Chairman of
the

Executive
Committee

and Chief
Executive

Officer
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EXHIBIT INDEX

Exhibit
Number Description

31.1 Certifications of
the Chief
Executive
Officer and the
Chief Financial
Officer pursuant
to Section 302
of the
Sarbanes-Oxley
Act of 2002.

32.1 Certifications of
the Chief
Executive
Officer and the
Chief Financial
Officer pursuant
to 18 U.S.C.
Section 1350, as
adopted
pursuant to
Section 906 of
the
Sarbanes-Oxley
Act of 2002.
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