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I'm ONEe of
the @ million
people online.

There’s a thriving global community of people who use the
Internet for information, entertainment, communication, and
commerce. This community consists of all ages, genders, and
nationalities — a wide array of interests and needs. And they are

making the Internet an integral part of their daily lives.




LY

Sid is a businessman of the world. Like
many others, he has to walk a fine line
between his devotion to family and the
demands of his career.

.

Max is a teenager with an eclectic taste
in music. Besides doing school work and
grooving to tunes, he jumps at the
chance to shoot hoops.

Frances dances to a different drummer.
During the day, she rides her Harley and
works in her organic garden. At night
she lives to lambada.




An Yahoo!
wgrks for me_

Millions of people make Yahoo! a part of their lives every day.
They use Yahoo! to answer questions, find products and services,
and connect with others. No matter what they are looking for,

Yahoo! helps them find it.

Yahoo! simplifies Sid’s life. He can follow
the market, get travel tips, and find
birthday gift ideas for his little girl. Sid
also visits different Yahoo! international
sites before trips.

Max is a Yahoo! regular and has cus-
tomized his My Yahoo! page to give him
the latest sports scores and music news.
Now that he has email, he can keep up
with folks he meets in chat rooms.

commerce

Frances uses Yahoo! to find organic farm-
ing suppliers, get motorcycle info, follow

news, and talk to new friends she meets
throughythe chat room for tango-lovers.
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Now I know
why you're _J
tZkin’ to Y E-

Yahoo! is intuitively organized. As people explore Yahoo!, they
discover things that grab their attention — and keep it. Web sites,

news, online stores, friends — even advertising.

While checking stock quotes
on Yahoo!, Sid noticed an ad
for a new business shoe.
Intrigued by the idea of com-
fortable wingtips, he clicked
on the ad.

Max was using Yahoo! to find
information on the hottest new
hightops. He found a collection
of Web sites which sang their
praises on the court.

In her tango-lovers chat room,
Frances heard about a new dance
shoe. Yahoo! helped her find an
online store, which delivered a
pair the next day.
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Growing Advertiser Base
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with Yahoo!, I can
deliver my message
to the “ght audience.

People from around the world use Yahoo! every day to find rele-
vant information, services, and solutions. But Yahoo! is more than

simply a guide, it is home to the Web’s most popular community.

Yahoo! helps advertisers meet and address this community in an
effective way. Whether broadcasting a message or targeting a
specific audience, Yahoo! offers businesses a powerful and effec-

tive way to advertise and sell products.

<



I YreaCh people
through Yahoo!

The Internet is the world’s fastest growing medium. More and
more people are making it part of their lives. Yahoo! provides

advertisers with a simple and proven way to communicate directly

with this growing audience.

Marketers consider Yahoo! an integral part of their advertising
buys. Yahoo! tells them when their ads have been seen, and how

people have responded. This knowledge helps marketers plan

media cost effectively.
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___ I'have many
different things to say
and products to §@]] .

Advertisers spend a lot of time and money trying to communicate
the right message. They say different things depending on the
product they are selling, or the customer they want to reach.
Yahoo! helps advertisers deliver messages to meet these objec-

tives in an interactive, dynamic way.




I'm an gdvertiser,
spending lots of money

to connect with v°u_

Advertisers need to connect with people. Whether they have
products to sell or services to offer, a company’s success depends
on finding people who care about their message and then respond
to it. Yahoo! offers advertisers an effective way to meet and com-

municate with these potential customers.
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We’'re providing a place
where the world meets.

toQUI
shareholders

1997 was another landmark year for Yahoo! as we continued to build on and leverage off of the solid
foundation we put in place during 1996. We have created a unique and powerful gateway to the Internet,
a trusted meeting place where users, content providers, advertisers and merchants come together. We
ended the year as we began it, the leader in audience size, traffic and advertising revenue among Internet
navigational services. Internet growth has exceeded expectations, and so has Yahoo!.

As new users continued to gravitate to Yahoo!, our user traffic has grown, as have the number of con-
tent providers, advertisers and merchants who rely on Yahoo!. In fact, all measures of use rose sharply
in 1997. Yahoo!’s traffic grew more than threefold from December 1996 to an average of 65 million page
views per day in December 1997, maintaining our position as the #1 navigational service on the Web. The
number of unique, adult Yahoo! users in the U.S. surpassed 26 million per month in 1997. We tripled our
advertiser base to 1,700 during the fourth quarter of 1997 from 550 during the fourth quarter of 1996. This
rate of growth in audience and advertiser base is the hallmark of a successful media company; it fueled
the 242% rise in our revenues in 1997 to $67.4 million and drove our core earnings growth. In fact, exclud-
ing non-recurring charges, 1997 pro forma net income was $2,208,000, or $0.04 per share.

As a result of this tremendous growth, Yahoo! continues to be ranked as the #1 Web site among work
users, the #1 navigational service among both work and home users and the leading Internet navigational
service in number of users, traffic, reach and brand awareness — all a reflection of our relentless focus on
content and services, brand equity, and distribution.

While we proudly maintained our leadership position in audience size, traffic, and advertising revenue
among Internet navigational services, it is the explosive growth of our content and services which has
firmly established Yahoo! as a dynamic, global media company. Providing both the best services for con-
sumers and a global distribution platform for content providers, advertisers, and merchants, continue to
be our highest priorities.

When we established Yahoo!, we set about to create the only place in the world that anyone would
have to go to find, and get connected to, anything or anybody. To this end, we have been relentless in
extending our navigational guide platform and further expanding into all areas of content, merchant serv-
ices, communication, and community. We have done this with an increasingly global set of media proper-
ties, which covers a large portion of the world’s online population. Today Yahoo!’s global, comprehensive
branded network of media properties satisfies a truly massive audience of users.

During 1997, Yahoo! extended its content, commerce, communication, and community offerings on a wide
number of fronts. Yahoo! News (http://dailynews.yahoo.com) and Yahoo! Finance (http://quote.yahoo.com)
were ranked the #1 sites for users seeking up-to-the-minute general news and financial information. All of
our other sites are also popular with users seeking everything from music and sports news to children’s
content to weather reports. Yahoo! also provides its registered members with the best personalized Web
experience. Whether it's Yahoo! Finance, Yahoo! Chat (http://chat.yahoo.com), Yahoo! Classifieds
(http://classifieds.yahoo.com) or My Yahoo! (http://my.yahoo.com), we enable users to personalize the
service to their specific interests. Whatever content or service you are looking for, Yahoo! helps you find it.



During the year, easy one-click access to product information and online merchants related to music,
books, automobiles, financial services, travel, and more, was threaded through many of our media properties.
We also launched the Visa Shopping Guide by Yahoo! (http://shopguide.yahoo.com), which brings consumers
together with hundreds of online and offline merchants in the most popular product and service shopping cat-
egories. Through these and a broad number of other initiatives, Yahoo! is establishing itself as the primary
place for buyers and sellers to meet on the Web.

Yahoo! added an array of rich communications tools and services for members in 1997. With the acquisition
of Fourll Corporation, we gained the Web’s largest people directory as well as high-quality Web-based e-mail
technology. Our Yahoo! Mail service (http://mail.yahoo.com) now offers members a free e-mail account acces-
sible from any Net-connected computer anywhere in the world, and the advantage of having one e-mail
address for life, whether they move, or change jobs or Internet service providers. As the growth of Web-based
“freemail” accelerates, we see this value-added service as an important new avenue to bring more users to
Yahoo! and to each other. During the year we also introduced Yahoo! Chat and message board services. These
tools, combined with our People Search (http://yahoo.fourll.com) and Yellow Pages (http://yp.yahoo.com)
capabilities, have led individuals to build a strong and growing Yahoo! community of loyal members. As a
result, users are spending more and more time with Yahoo!.

During 1997 we made significant investments in building Yahoo!’s brand and local services throughout the
world. We now have 11 region or country specific sites outside the United States: in the United Kingdom/
Ireland, France, Germany, Denmark, Norway, Sweden, Southeast Asia, Australia/New Zealand, Japan, Korea,

1996 1996

uarterly Revenue Yahoo! Leads in Awareness
y
(Millions) Online Intenders (50 Million)

and Canada. Yahoo! properties have established leading positions in Japan, the U.K./Ireland, France, and
Germany since they were launched, and we intend to become as popular in overseas markets as we are in
the United States.

Our regional versions of Yahoo! are just that — developed locally in each country, created in the native
language with local content and distribution partnerships, making our regional sites an integral part of the
community. This is why our geographic Yahoo! sites have been so successful and why Yahoo! is becoming a
truly comprehensive global brand. It is also why these sites are becoming attractive to multinational advertis-
ers who are able to use Yahoo! for global advertising programs with messages tailored to local audiences.

In addition to increasing our worldwide presence, we took several important steps in 1997 to expand our
distribution, build user awareness of Yahoo!, and increase traffic through our gateway. Yahoo! is now broadly
distributed across the Web with direct links to our service from more than 900,000 third-party Web pages.
Yahoo! is a featured search service on Microsoft’s Internet Explorer 4.0 browser, and the exclusive third-party
provider of global directory services on the MSN Premier subscription service and the free MSN.com Web site.
Yahoo! is also a premier search and navigation provider on Netscape browsers. In addition, Yahoo! services
are now available to users directly from the desktops of Compaq Presario and Gateway computers.

As we invested substantially in the business, growing our worldwide presence, we managed our business
carefully and demonstrated the strength of our core business model by generating a positive cash flow from oper-
ations this year. Our balance sheet remains strong with available cash and investments exceeding $107 million.

With all the accomplishments of 1997, we still feel that Yahoo! has only begun to tap its potential. Yahoo!
has become a leader in its market and is helping establish the Internet as a dominant global medium. We fully
intend to maintain and extend our leadership position by aggressively growing our global audience as well as
our advertising and commerce revenues. Like all successful media companies, we continue to focus on building
our strong brand, delivering quality content and services, and securing broad, global distribution. We have a
proven approach to aggregating content and services. We have a well-recognized, trusted brand and a large,
dedicated and loyal audience of users. We have a broad and growing presence around the world. And we have
a team of extraordinarily talented and dedicated people who are aggressive in extending our market position.

Yahoo!’s significant growth in popularity and acceptance during this past year would not have been possi-
ble without the tremendous support we continue to receive from our users, content providers, advertisers,
merchants, and you, our shareholders. Thank you for your support of and interest in Yahoo!. We look forward
to reporting on our continued progress in the months and years ahead.

G

Tim Koogle
President and Chief Executive Officer
February 27,1998
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selected financial
data

Year ended December 31,

1997 1996 1995
Statements of Operations Data:

Net revenues $ 67,411,000 $ 19,697,000 $ 1,410,000
Gross profit 58,039,000 16,381,000 1,212,000
Sales and marketing expenses 43,930,000 15,106,000 815,000
Product development expenses 11,138,000 5,150,000 303,000
General and administrative expenses 6,472,000 4,878,000 972,000
Other - non-recurring costs 25,095,000 - -
Net loss (22,887,000) (4,285,000) (799,000)
Basic and diluted net loss per share $ (0.53) $ (0.11) $ (0.03)
Shares used in computing basic and diluted

net loss per share 43,583,000 39,256,000 27,307,000
Pro forma net income (unaudited) (1) $ 2,208,000
Pro forma diluted net income

per share (unaudited) (1) $ 0.04

December 31,
1997 1996 1995
Balance Sheets Data:

Cash, cash equivalents, and short and long-term

investments in marketable securities $107,012,000 $103,984,000 $ 5,927,000
Working capital 83,733,000 91,449,000 5,841,000
Total assets 141,884,000 112,968,000 7,037,000
Shareholders’ equity $117,712,000 $ 104,205,000 $ 6,105,000

Note: The selected financial data for the three years ended December 31, 1997 has been restated to reflect
the acquisition of Fourll Corporation which was accounted for as a pooling of interests.

(1) Pro forma net income and diluted net income per share exclude the effects of other non-recurring
costs of $21,245,000 related to the Yahoo! Marketplace restructuring incurred during the quarter
ended June 30, 1997 and $3,850,000 incurred in connection with the acquisition of Fourll Corporation
during the quarter ended December 31, 1997.

management’s discussion and
analysisoffinancial condition
and results of operations

Except for historical information, the discussion in this Report (including, without limitation, the discussion
under the heading “Results of Operations”) contains forward-looking statements that involve risks and
uncertainties. The Company'’s actual results could differ materially from those discussed herein. Factors that
could cause or contribute to such differences include, but are not limited to, those discussed below, and the
risks discussed under the caption “Risk Factors” in the Company’s Annual Report on Form 10-K for the year
ended December 31, 1997 (a copy of which is available at www.sec.gov or upon request from the Company).

Overview

Yahoo! Inc. (the “Company”) is a global Internet media company that offers a network of branded World
Wide Web (the “Web”’) programming that serves millions of users daily. As the first online navigational
guide to the Web, www.yahoo.com is the single largest guide in terms of traffic, advertising, household
and business user reach, and is one of the most recognized brands associated with the Internet. Yahoo!
Inc. provides targeted Internet resources and communications services for a broad range of audiences,
based on demographic, key-subject and geographic interests. The Company was incorporated in
California on March 5, 1995 and commenced operations on that date. In August 1995, the Company com-
menced selling advertisements on its Web pages and recognized its initial revenues. In April 1996, the
Company completed its initial public offering.

The Company’s revenues are derived principally from the sale of banner advertisements on short-term
contracts. The Company’s standard rates for advertising currently range from approximately $0.02 per
impression for general rotation to approximately $0.08 per impression for highly targeted audiences and
properties. To date, the duration of the Company’s advertising commitments has ranged from one week to
two years. During 1997, the Company also began selling a combination of sponsorship and banner advertis-
ing contracts. In general, these sponsorship advertising contracts have longer terms than standard banner
advertising contracts (ranging from three months to two years) and also involve more integration with
Yahoo! services, such as the placement of buttons which provide users with direct links to the advertiser’s
Web site. Advertising revenues on both banner and sponsorship contracts are recognized ratably over the
period in which the advertisement is displayed, provided that no significant Company obligations remain and
collection of the resulting receivable is probable. Company obligations typically include guarantees of mini-
mum number of “impressions,” or times that an advertisement appears in pages viewed by users of the
Company'’s online properties. To the extent minimum guaranteed impressions are not met, the Company
defers recognition of the corresponding revenues until the remaining guaranteed impression levels are
achieved. The Company also earns additional revenue on sponsorship contracts for fees relating to the
design, coordination, and integration of the customer’s content and links into Yahoo! online properties. These
fees are recognized as revenue once the related activities have been performed and the customer’s Web links
are available on Yahoo! online properties. A number of the Company’s agreements provide that Yahoo!
receive revenues from electronic commerce transactions. These revenues are recognized by the Company
upon notification from the advertiser of revenues earned by Yahoo! and, to date, have not been significant.
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During 1997, the Company entered into certain agreements with Netscape Communications
Corporation (“Netscape”) under which the Company has developed and operates an Internet information
navigation service called “Netscape Guide by Yahoo!” (the “Guide”), and was designated as a “Premier
Provider” of domestic and international search and navigational services within the Netscape Web site.
The Co-Marketing agreement provides that revenue from advertising on the Guide, which is managed by
the Company, is to be shared between the Company and Netscape. Under the terms of the Trademark
License agreement, the Company made a one-time non-refundable trademark license fee payment of
$5,000,000 in March 1997, which is being amortized over the initial two-year term, which commenced in
May 1997. Under the terms of the Co-Marketing agreement as amended in June 1997, the Company also
provided Netscape with a minimum of up to $4,660,000 in guarantees against shared advertising
revenues in the first year of the agreement, subject in the first year to a minimum level of gross revenue
being met, and up to a minimum of $15,000,000 in the second year of the agreement, subject in the
second year to certain minimum levels of impressions being reached on the Guide. Actual payments
will relate directly to the overall revenue and impressions recognized from the Guide. Under the terms
of the Premier Provider agreements, the Company is required to make minimum payments in cash of
$6,100,000 and is obligated to provide $1,600,000 in the Company’s advertising services in return for
certain minimum guaranteed exposures over the course of the one-year term of the agreements. To
the extent that the minimum guaranteed exposures are exceeded, the Company is obligated to remit
to Netscape additional payments.

In August 1996, the Company entered into agreements with Visa International Service Association
(“VISA”) and another party (together, the “Visa Group™) to establish a limited liability company, Yahoo!
Marketplace L.L.C., to develop and operate a navigational service focused on information and resources
for the purchase of consumer products and services over the Internet. During July 1997, prior to the com-
pletion of significant business activities and public launch of the property, the Company and VISA entered
into an agreement under which the Visa Group released the Company from certain obligations and
claims. In connection with this agreement, Yahoo! issued 699,481 shares of Yahoo! Common Stock to the
Visa Group, for which the Company recorded a one-time, non-cash, pre-tax charge of $21,245,000 in the
second quarter ended June 30, 1997.

During July 1997, GTE New Media Services Incorporated (“GTE New Media”), an affiliate of GTE, filed
suit in Dallas, Texas against Netscape and the Company, in which GTE New Media made a number of
claims relating to the inclusion of certain Yellow Pages hypertext links in the Netscape Guide by Yahoo!,
an online navigational property operated by the Company under an agreement with Netscape. In this
lawsuit, GTE New Media has alleged, among other things, that by including such links to the Yellow
Pages service operated by several Regional Bell Operating Companies (the “RBOCs”) within the Guide,
the Company has tortiously interfered with an alleged contractual relationship between GTE New Media
and Netscape relating to placement of links by Netscape for a Yellow Pages service operated by GTE New
Media. GTE New Media seeks injunctive relief as well as actual and punitive damages. In October 1997,

GTE New Media brought suit in the U.S. District Court for the District of Columbia, against the RBOCs,
Netscape, and the Company, in which GTE New Media has alleged, among other things, that the alleged
exclusion of the GTE New Media Yellow Pages from the Netscape Guide Yellow Pages service violates
federal antitrust laws, and GTE New Media seeks injunctive relief and damages (trebled under federal
antitrust laws) from such alleged actions. The Company believes that the claims against the Company in
these lawsuits are without merit and intends to contest them vigorously. Although the Company cannot
predict with certainty the outcome of these lawsuits or the expenses that may be incurred in defending
the lawsuits, the Company does not believe that the result in the lawsuits will have a material adverse
effect on the Company's financial position or results of operations.

On October 20, 1997, the Company completed the acquisition of Fourll Corporation, a privately-held
online communications and Internet directory company. Under the terms of the acquisition, which was
accounted for as a pooling of interests, the Company exchanged 1,505,720 shares of Yahoo! Common
Stock for all of Fourll’s outstanding shares and assumed 148,336 options and warrants to purchase
Yahoo! Common Stock. During the quarter ended December 31, 1997, the Company recorded a one-time
charge of $3,850,000 for the acquisition. These costs consisted of investment banking fees, legal and
accounting fees, redundancy costs, and certain other expenses directly related to the acquisition. The
consolidated financial statements for the three years ended December 31, 1997 and the accompanying
notes reflect the Company’s financial position and the results of operations as if Fourll was a wholly-
owned subsidiary of the Company since inception.

Certain Risk Factors

Yahoo! has a limited operating history upon which an evaluation of the Company can be based, and its
prospects are subject to the risks, expenses, and uncertainties frequently encountered by companies in
the new and rapidly evolving markets for Internet products and services, including the Web-based adver-
tising market. Specifically, such risks include, without limitation, the failure to continue to develop and
extend the “Yahoo!” brand, the failure to develop new media properties, the inability of the Company to
maintain and increase the levels of traffic on Yahoo! properties, the development or acquisition of equal or
superior services or products by competitors, the failure of the market to adopt the Web as an advertising
medium, the failure to successfully sell Web-based advertising through the Company’s recently developed
internal sales force, potential reductions in market prices for Web-based advertising as a result of compe-
tition or other factors, the failure of the Company to effectively generate commerce-related revenues
through sponsored services and placements in Yahoo! properties, the inability of the Company to effectively
integrate the technology and operations or any other acquired businesses or technologies with its operations,
such as the recent acquisition of Fourll Corporation, the failure of the Company to successfully develop and
offer personalized Web-based services, such as e-mail services, to consumers without errors or interruptions
in service, and the inability to continue to identify, attract, retain and motivate qualified personnel. There
can be no assurance that the Company will be successful in addressing such risks.
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As of December 31, 1997, the Company had an accumulated deficit of $27,971,000. The limited operat-
ing history of the Company and the uncertain nature of the markets addressed by the Company make the
prediction of future results of operations difficult or impossible and, therefore, the recent revenue growth
experienced by the Company should not be taken as indicative of the rate of revenue growth, if any, that
can be expected in the future. The Company believes that period-to-period comparisons of its operating
results are not meaningful and that the results for any period should not be relied upon as an indication
of future performance. The Company currently expects to continue to significantly increase its operating
expenses to expand its sales and marketing operations, to continue to develop and extend the “Yahoo!”’
brand, to fund greater levels of product development, to develop and commercialize additional media
properties, and to acquire complementary businesses and technologies. The Company derives the majori-
ty of its revenues from the sale of advertisements under short-term contracts, which are difficult to fore-
cast accurately. The Company’s expense levels are based in part on its expectations concerning future
revenue and, to a large extent, are fixed. The Company also has fixed expenses in the form of advertising
revenue guarantees of up to $18,500,000 over the next 15 months relating to the Netscape Guide By
Yahoo!, which subject the Company to additional risk in the event that advertising revenues from this
property are not sufficient to offset guaranteed payments and related operating expenses. Quarterly rev-
enues and operating results depend substantially upon the advertising revenues received within the
quarter, which are difficult to forecast accurately. Accordingly, the cancellation or deferral of a small num-
ber of advertising or sponsorship contracts could have a material adverse effect on the Company’s busi-
ness, results of operations, and financial condition. The Company may be unable to adjust spending in a
timely manner to compensate for any unexpected revenue shortfall, and any significant shortfall in rev-
enue in relation to the Company’s expectations would have an immediate adverse effect on the
Company’s business, operating results, and financial condition. In addition, the Company plans to contin-
ue to significantly increase its operating expenses to expand its sales and marketing operations, to con-
tinue to develop and extend the “Yahoo!” brand, to fund greater levels of product development, and to
develop and commercialize additional media properties. To the extent that such expenses precede or are
not subsequently followed by increased revenues, the Company’s business, operating results, and finan-
cial condition will be materially and adversely affected. As a result of these factors, there can be no assur-
ance that the Company will not incur significant losses on a quarterly and annual basis in the future.

The Company’s operating results may fluctuate significantly in the future as a result of a variety of fac-
tors, many of which are outside the Company’s control. These factors include the level of usage of the
Internet, demand for Internet advertising, the addition or loss of advertisers, the level of user traffic on
Yahoo! and the Company’s other online media properties, the advertising budgeting cycles of individual
advertisers, the amount and timing of capital expenditures and other costs relating to the expansion of
the Company’s operations, the introduction of new products or services by the Company or its competi-
tors, pricing changes for Web-based advertising, the timing of initial set-up, engineering or development

fees that may be paid in connection with larger advertising and distribution arrangements, technical diffi-
culties with respect to the use of Yahoo! or other media properties developed by the Company, incurrence
of costs relating to future acquisitions, general economic conditions, and economic conditions specific to
the Internet and online media. As a strategic response to changes in the competitive environment, the
Company may from time to time make certain pricing, service or marketing decisions, or business combi-
nations that could have a material adverse effect on the Company’s business, results of operations, and
financial condition. The Company also has experienced, and expects to continue to experience, seasonali-
ty in its business, with user traffic on Yahoo! and the Company’s other online media properties being
lower during the summer and year-end vacation and holiday periods, when usage of the Web and the
Company'’s services typically experience slower growth or decline. Additionally, seasonality may also
affect the amount of customer advertising dollars placed with the Company in the first and third calendar
quarters as advertisers historically spend less during these quarters.

A key element of the Company’s strategy is to generate additional advertising revenues through sponsored
services and placements by third parties in Yahoo! online properties in addition to banner advertising. In con-
nection with these arrangements, the Company may receive sponsorship fees as well as a portion of transac-
tion revenues received by the third-party sponsor from users originated through the Yahoo! placement, in
return for minimum levels of user impressions to be provided by the Company. To the extent implemented,
these arrangements expose the Company to potentially significant financial risks, including the risk that the
Company fails to deliver required minimum levels of user impressions and that third party sponsors do not
renew the agreements at the end of their term. In addition, because the Company has limited experience
with these arrangements, the Company is unable to determine what effect such arrangements will have on
gross margins and results of operations. Although transaction-based fees have not to date represented a
significant portion of the Company’s net revenues, if and to the extent such revenues become significant,
the foregoing factors could result in greater variations in the Company’s quarterly operating results and
could have a material adverse effect on the Company’s business, results of operations, and financial condition.

The market for Internet products and services is highly competitive, and competition is expected to
continue to increase significantly. In addition, the Company expects the market for Web-based advertis-
ing, to the extent it continues to develop, to be intensely competitive. There are no substantial barriers to
entry in these markets, and the Company expects that competition will continue to intensify. Although
the Company currently believes that the diverse segments of the Internet market will provide opportuni-
ties for more than one supplier of products and services similar to those of the Company, it is possible
that a single supplier may dominate one or more market segments, including well-established companies
such as Microsoft. The Company competes with many other providers of online navigation, information
and community services. The Company also competes with online services and other Web site operators,
as well as traditional offline media such as television, radio, and print for a share of advertisers’ total
advertising budgets. The Company believes that the number of companies selling Web-based advertising
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and the available inventory of advertising space have increased substantially during recent periods.
Accordingly, the Company may face increased pricing pressure for the sale of advertisements. There can
be no assurance that the Company will be able to compete successfully against its current or future com-
petitors or that competition will not have a material adverse effect on the Company’s business, operating
results, and financial condition.

Due to all of the foregoing factors, in some future quarter the Company’s operating results may fall
below the expectations of securities analysts and investors. In such an event, the trading price of the
Company’s Common Stock would likely be materially and adversely affected.

Results of Operations

Net revenues were $67,411,000, $19,697,000, and $1,410,000 for the years ended
December 31, 1997, 1996, and 1995, respectively. The increases from year to year are due primarily to the
increasing number of advertisers purchasing space on Yahoo! and the Company’s other online media
properties. Approximately 2,600 customers advertised on Yahoo! and the Company’s other online media
properties during 1997 as compared to approximately 700 in 1996. Additionally, the Company began selling
sponsorship contracts during 1997 which also contributed to the increase in net revenues. International
revenues have accounted for less than 10% of net revenues in the years ended December 31, 1997, 1996,
and 1995. Barter transactions have also accounted for less than 10% of net revenues in the years ended
December 31, 1997, 1996, and 1995. There can be no assurance that customers will continue to purchase
advertising on the Company's Web pages or that market prices for Web-based advertising will not decrease
due to competitive or other factors.

Cost of revenues consists of the expenses associated with the production and usage of
Yahoo! and the Company’s other online media properties. These costs primarily consist of fees paid to
third parties for content included on the Company’s properties, Internet connection charges, equipment
depreciation, and compensation. Cost of revenues was $9,372,000 for the year ended December 31, 1997,
or 14% of net revenues as compared to $3,316,000, or 17% of net revenues and $198,000, or 14% of net
revenues for the years ended December 31, 1996 and 1995, respectively. The absolute dollar increases in
cost of revenues from year to year are primarily attributable to an increase in the quantity of content
available on Yahoo! and the Company’s other online media properties, and the increased usage of these
properties. The Company anticipates that its content and Internet connection expenses will increase with
the quantity and quality of content available on Yahoo! and the Company’s other online media properties,
and increased usage of these properties. As measured in page views (defined as electronic page displays),
the Company delivered an average of approximately 65 million page views per day in December 1997 com-
pared with an average of approximately 20 million page views per day in December 1996 and an average of
approximately 6 million page views per day in February 1996. Yahoo! Japan, an unconsolidated joint venture
of the Company which began operations in April 1996, is included in these page views figures and account-
ed for an average of approximately 5 million per day in December 1997 and an average of approximately 1.4

million per day in December 1996. The Company anticipates that its content and Internet connection
expenses will continue to increase in absolute dollars for the foreseeable future. The Company currently
anticipates 1998 cost of revenues to be in the range of 12% to 16% of revenues.

Sales and marketing expenses were $43,930,000 for the year ended December 31,
1997, or 65% of net revenues. For the years ended December 31, 1996 and 1995, sales and marketing
expenses were $15,106,000 and $815,000, or 77% and 58% of net revenues, respectively. Sales and market-
ing expenses consist primarily of advertising and other marketing related expenses (which include Netscape
Premier Provider costs), compensation, sales commissions, and travel costs. The year-to-year increases in
absolute dollars are primarily attributable to increases in compensation expense associated with an increase
in sales and marketing personnel related to the addition of a direct sales force which the Company began
building in the fourth quarter of 1996; an increase in advertising costs associated with the Company’s
aggressive brand building strategy; an increase in the total costs incurred from the Netscape search pro-
grams; the addition of and growth in the various international subsidiaries including France, Germany, and
the United Kingdom during 1996 and Singapore, Australia, Korea, Sweden, Denmark, and Norway during
1997; and an increase in sales commissions associated with the increase in revenues. The Company antici-
pates that sales and marketing expenses in absolute dollars will increase in future periods as it continues to
pursue an aggressive brand building strategy and continues to build its direct sales organization. As a per-
centage of net revenues, the Company currently anticipates that sales and marketing expenses will approxi-
mate 60% in the first quarter of 1998 and will trend lower over the remainder of 1998.

Product development expenses were $11,138,000, or 17% of net revenues for the
year ended December 31, 1997 compared to $5,150,000 and $303,000, or 26% and 21% of net revenues for
the years ended December 31, 1996 and 1995, respectively. Product development expenses consist prima-
rily of employee compensation relating to developing and enhancing the features and functionality of
Yahoo! and the Company’s other online media properties. The year-to-year increases in absolute dollars
are primarily attributable to increases in the number of engineers that develop and enhance Yahoo! and
the Company’s other online media properties. To date, all internal product development costs have been
expensed as incurred. Acquired technology for which technological feasibility has been established,
including the technology purchased in the Company’s 1997 acquisition of NetControls for $1,400,000, is
capitalized and amortized over its useful life. The Company believes that significant investments in prod-
uct development are required to remain competitive. As a consequence, the Company intends to incur
increased product development expenditures in absolute dollars in future periods. As a percentage of net
revenues, the Company currently anticipates that product development expenses will approximate cur-
rent levels during 1998.

General and administrative expenses were $6,472,000, or 10% of net rev-
enues for the year ended December 31, 1997 compared to $4,878,000 and $972,000, or 25% and 69% of net
revenues for the years ended December 31, 1996 and 1995, respectively. General and administrative
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expenses consist primarily of compensation and fees for professional services. The year-to-year increases
in absolute dollars are primarily attributable to increases in staffing and usage of professional services.
The Company believes that the absolute dollar level of general and administrative expenses will increase
in future periods, as a result of increased staffing and fees for professional services. As a percentage of
net revenues, the Company currently anticipates that general and administrative expenses will approxi-
mate current levels in the first half of 1998 and may decrease slightly during the second half of 1998.

During July 1997, the Company and VISA entered into an agreement under
which the Visa Group released the Company from certain obligations and claims. In connection with this
agreement, Yahoo! issued 699,481 shares of Yahoo! Common Stock to the Visa Group, for which the
Company recorded a one-time, non-cash, pre-tax charge of $21,245,000 in the second quarter ended June 30,
1997. In conjunction with the October 1997 acquisition of Fourll Corporation, the Company recorded a one-
time charge of $3,850,000 which consisted of investment banking fees, legal and accounting fees, redundan-
cy costs, and certain other expenses directly related to the acquisition.

Investment income, net of investment expense, was $4,982,000 for the year ended
December 31, 1997 as compared to $3,928,000 for the year ended December 31, 1996. The increase of
$1,054,000 from 1996 to 1997 is primarily attributable to a higher average investment balance as a result of
private and public offering proceeds received during March and April of 1996. Investment income in future
periods may fluctuate as a result of fluctuations in average cash balances maintained by the Company and
changes in the market rates of its investments.

Minority interests in operations of consoli-
dated subsidiaries were $727,000 and $540,000 for the years ended December 31, 1997 and 1996, respec-
tively. The increase from 1996 to 1997 is primarily attributable to the staggered launch dates of the joint
ventures. Yahoo! Europe operations began during the third quarter of 1996 and Yahoo! Korea operations
started in the third quarter of 1997 and both subsidiaries are still in the early stages of development. The
Company expects that minority interests in operations of consolidated subsidiaries in the aggregate will
continue to fluctuate in future periods as a function of the results from consolidated subsidiaries. When,
and if, the consolidated subsidiaries become profitable, the minority interests elimination on the statement
of operations will have an adverse effect on the Company’s net results.

No provision for federal and state income taxes has been recorded as the Company has
incurred net operating losses through December 31, 1997. At December 31, 1997, the Company had
approximately $54,200,000 of federal net operating loss carryforwards for tax reporting purposes available
to offset future taxable income; such carryforwards will expire beginning in 2010. Additionally, the
Company has approximately $26,200,000 of California net operating loss carryforwards for tax reporting
purposes which will expire beginning in 2003. Deferred tax assets and related valuation allowances totaled
$27,198,000 of which approximately $18,600,000 relate to certain U.S. operating loss carryforwards
resulting from the exercise of employee stock options, the tax benefit of which, when recognized, will be

accounted for as a credit to additional paid-in capital rather than as a reduction of the income tax provision.
The Company currently expects its combined federal and state income tax rate to increase to approxi-
mately 20% for 1998. This estimate is based on current tax law and current estimate of earnings, and is
subject to change.

The Company recorded net losses of $22,887,000, $4,285,000, and $799,000, or $0.53, $0.11, and
$0.03 per share for the years ended December 31, 1997, 1996, and 1995, respectively. Excluding the effect
of the one-time, non-cash, pre-tax charge of $21,245,000 recorded during the second quarter of 1997 for
the restructuring of the Yahoo! Marketplace agreements with the Visa Group and the one-time charge of
$3,850,000 recorded during the fourth quarter of 1997 for costs incurred for the acquisition of Fourll, the
Company earned $2,208,000.

Liquidity and Capital Resources

Yahoo! invests predominantly in instruments that are highly liquid, of quality investment grade, and predom-
inantly have maturities of less than one year with the intent to make such funds readily available for operat-
ing purposes. At December 31, 1997, the Company had cash and cash equivalents and investments in
marketable securities totaling $107,012,000 compared to $103,984,000 at December 31, 1996. For the year
ended December 31, 1997, cash provided by operating activities was $3,123,000 compared to cash used for
operating activities of $1,280,000 and $696,000 for the years ended December 31, 1996 and 1995, respectively.

Capital expenditures for the years ended December 31, 1997, 1996, and 1995 totaled $6,580,000,
$3,077,000, and $192,000, respectively, and are expected to continue to increase in future periods as a result
of the Company’s growth. Capital expenditures have generally been composed of purchases of computer
hardware and software as well as of furniture and leasehold improvements related to leased facilities.

For the year ended December 31, 1997, cash provided by financing activities of $8,514,000 was primari-
ly due to proceeds of $6,409,000 from the issuance of Common Stock under the Company’s stock option
and employee stock purchase plans. Additionally, proceeds of $999,000 were received from minority
investors in consolidated joint ventures. For the year ended December 31, 1996, cash provided by financ-
ing activities of $103,206,000 was primarily due to the March 1996 issuance of 5,100,000 shares of
Mandatorily Redeemable Convertible Series C Preferred Stock for aggregate proceeds of $63,750,000, the
April 1996 initial public offering of 4,485,000 shares of Common Stock for net proceeds of $35,106,000, and
other issuances of Common Stock. Additionally, proceeds of $1,050,000 were received from minority
investors in consolidated joint ventures. For the year ended December 31, 1995, cash provided by financ-
ing activities of $6,815,000 was primarily due to proceeds of $6,004,000 from the issuance of Convertible
Preferred Stock.

The Company currently has no material commitments other than those under the Netscape Co-
Marketing agreement, the Netscape Premier Provider agreements, and operating lease agreements.
Under the terms of the amended Co-Marketing agreement, the Company has remaining fixed expenses in
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the form of advertising revenue guarantees of up to $3,500,000 over the next three months, subject to a
minimum level of gross revenue being met during the first year of the agreement, and up to $15,000,000
in the second year, subject to certain minimum levels of advertising impressions being reached on the

consolidated balance
sheets

December 31,

1997 1996
Guide. Under the terms of the Premier Provider agreements, the Company has minimum expense obliga- AESETE
tions of $2,917,000 at December 31, 1997, of which $550,000 is to be paid for with the Company’s adver-
tising services. The Company has experienced a substantial increase in its capital expenditures and Current assets: .
. . o . L . s - . Cash and cash equivalents $ 62,538,000 $ 33,547,000
operating lease arrangements since its inception, which is consistent with increased staffing, and antici- ) . o
pates that this will continue in the future. Additionally, the Company will continue to evaluate possible SUIBIHE LETD DRSS ES (7] WA SiFlel 2 Seaiiies 20,0120y Sl B 00
acquisitions of, or investments in businesses, products, and technologies that are complementary to those Accounts receivable, net of allowance of
of the Company, which may require the use of cash. Management believes existing cash and investments $2,598,000 and $665,000 10,986,000 5,082,000
will be sufficient to meet the Company’s operating requirements for at least the next twelve months; Prepaid expenses 5,893,000 384,000
however, the Company may sell additional equity or debt securities or obtain credit facilities. The sale of Total current assets 107,189,000 99,702,000
additional securities could result in additional dilution to the Company’s shareholders. Long-term investments in marketable securities 16,702,000 9,748,000
Property and equipment, net 7,035,000 2,789,000
Investment in Yahoo! Japan 2,828,000 729,000
Other assets 8,130,000

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

$ 141,884,000

$ 112,968,000

’ Accounts payable $ 4,711,000 $ 1,106,000
/ 35,000 Accrued expenses and other current liabilities 12,481,000 4,718,000
511’1 Deferred revenue 4,852,000 1,347,000
Sy — Due to related parties 1,412,000 1,082,000
o7 \L Total current liabilities 23,456,000 8,253,000
# \ Commitments and contingencies (Notes 8 and 9)
| \ 0 Minority interests in consolidated subsidiaries 716,000 510,000
f \ 5150'0 Shareholders' equity:
@000 ” Preferred Stock, $0.001 par value; 10,000,000 shares authorized;
515,10 \\% log none issued - -
o 7 ) 1 I Common Stock, $0.00067 par value; 225,000,000 shares authorized;
55159 > \QQS\ 5303,00 1 996 45,012,624 and 41,298,067 issued and outstanding 20,000 18,000
995 Additional paid-in capital 146,106,000 109,334,000
Accumulated deficit (27,971,000) (5,084,000)
Cumulative translation adjustment (443,000) (63,000)
Sales and Marketing Expenses FAL LSRN DL S A Total shareholders' equity 117,712,000 104,205,000

$ 141,884,000 $ 112,968,000

The accompanying notes are an integral part of these consolidated financial statements.
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consolidated Statements

ofgperations
Year Ended December 31,
1997 1996 1995
Net revenues $ 67,411,000 $ 19,697,000 $ 1,410,000
Cost of revenues 9,372,000 3,316,000 198,000
Gross profit 58,039,000 16,381,000 1,212,000
Operating expenses:
Sales and marketing 43,930,000 15,106,000 815,000
Product development 11,138,000 5,150,000 303,000
General and administrative 6,472,000 4,878,000 972,000
Other - non-recurring costs 25,095,000 - -
Total operating expenses 86,635,000 25,134,000 2,090,000
Loss from operations (28,596,000) (8,753,000) (878,000)
Investment income, net 4,982,000 3,928,000 79,000
Minority interests in operations
of consolidated subsidiaries 727,000 540,000 -
Net loss $(22,887,000) $ (4,285,000) $ (799,000)
Basic and diluted net loss per share $ (0.53) $ (0.11) $ (0.03)
Shares used in computing basic and diluted
net loss per share 43,583,000 39,256,000 27,307,000

The accompanying notes are an integral part of these consolidated financial statements.

Issuance of Common Stock in
connection with the formation
of the Company

Issuance of Series A and B
Convertible Preferred Stock at
$0.20 and $1.97 per share,
respectively

Issuance of Common Stock for
employee stock plans and other

Net loss

Balance at December 31, 1995

Issuance of Mandatorily
Redeemable Convertible
Series C Preferred Stock at
$12.50 per share

Sale of Common Stock, net of
issuance costs of $1,192,000

Conversion of Convertible Preferred
Stock to Common Stock

Issuance of Common Stock,
net of issuance costs

Issuance of Common Stock
pursuant to exercise of options

Compensation expense on
option grants

Net loss

Foreign currency
translation adjustment

Balance at December 31, 1996

Issuance of Common Stock pursuant
to exercise of warrants

Issuance of Common Stock for
acquisitions and investments

Issuance of Common Stock pursuant
to Visa Group Agreement

Issuance of Common Stock for
employee stock plans

Write-up of investment in
Yahoo! Japan

Compensation expense on
option grants

Net loss

Foreign currency
translation adjustment

Balance at December 31, 1997

consolidated Statements

L) .
or'shareholders’equity

Convertible Additional Cumulative

Preferred Stock Common Stock Paid-in Accumulated Translation
Shares Amount Shares Amount Capital Deficit Adjustment Total
- $ - 15579530 $ 1,000 $ 2,000 $ - % - $ 3,000
7,738,072 8,000 - - 5,996,000 - - 6,004,000
- - 783,866 - 897,000 - - 897,000
- - - - - (799,000) - (799,000)
7,738,072 8,000 16,363,396 1,000 6,895,000 (799,000) - 6,105,000
5,100,000 5,000 - - 63,745,000 - - 63,750,000
- - 4,485,000 3,000 35,103,000 - - 35,106,000
(12,838,072) (13,000) 19,257,108 13,000 - - - -
- - 447,997 - 3,418,000 - - 3,418,000
- - 744,566 1,000 9,000 - - 10,000
- - - - 164,000 - - 164,000
- - - - - (4,285,000) - (4,285,000)
- - - - - - (63,000) (63,000)
- - 41,298,067 18,000 109,334,000 (5,084,000) (63,000) 104,205,000
- - 348,159 - - - - -
- - 115,246 - 6,400,000 - - 6,400,000
- - 699,481 1,000 21,049,000 - - 21,050,000
- - 2,551,671 1,000 6,408,000 - - 6,409,000
- - - - 1,700,000 - - 1,700,000
- - - - 1,215,000 - - 1,215,000
- - - - - (22,887,000) - (22,887,000)
- - - - (380,000) (380,000)

_ % |

45,012,624 $ 20,000

$146,106,000

$ (27,971,000)

$ (443,000) $ 117,712,000

The accompanying notes are an integral part of these consolidated financial statements.
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consolidated Statements
ofcash flows

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation and amortization
Compensation expense on stock option grants
Minority interests in operations
of consolidated subsidiaries
Income from investment in Yahoo! Japan
Non-cash charge
Changes in assets and liabilities:
Accounts receivable, net
Prepaid expenses
Accounts payable
Accrued expenses and other current liabilities
Deferred revenue
Due to related parties
Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of property and equipment
Purchases of investments in marketable securities
Proceeds from sales and maturities of investments

in marketable securities

Investment in AudioNet
Investment in Yahoo! Japan

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of Common Stock, net
Proceeds from issuance of Convertible Preferred Stock
Proceeds from minority investors
Other

Net cash provided by financing activities

Effect of exchange rate changes on cash

and cash equivalents

Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Year Ended December 31,

1997 1996 1995
$(22,887,000) $ (4,285,000) $ (799,000)
2,554,000 552,000 145,000
1,215,000 164,000 |
(727,000) (540,000) .
(100,000) | .
21,245,000 | .
(5,904,000) (4,254,000) (828,000)
(5,959,000) (366,000) (18,000)
2,499,000 1,043,000 63,000
7,352,000 4,290,000 428,000
3,505,000 1,168,000 179,000
330,000 948,000 134,000
3,123,000 (1,280,000) (696,000)
(6,580,000) (3,077,000) (192,000)
(58,753,000)  (113,285,000) (392,000)
84,716,000 43,240,000 .
(1,350,000) | .
(299,000) (729,000) |
17,734,000  (73,851,000) (584,000)
6,409,000 38,534,000 820,000
. 63,750,000 6,004,000

999,000 1,050,000 .
1,106,000 (128,000) (9,000)
8,514,000 103,206,000 6,815,000
(380,000) (63,000) .
28,991,000 28,012,000 5,535,000
33,547,000 5,535,000 |
$ 62,538,000 $ 33,547,000 $ 5,535,000

The accompanying notes are an integral part of these consolidated financial statements.

. notes to consolidated
financial statements

NOTE 1 The Company and Summary of Significant Accounting Policies

Yahoo! Inc. (the “Company”) is a global Internet media company that offers a network of
branded World Wide Web (the “Web’’) programming that serves millions of users daily. Yahoo! Inc. provides
targeted Internet resources and communications services for a broad range of audiences, based on demo-
graphic, key-subject and geographic interests. The Company was incorporated in California on March 5, 1995
and commenced operations on that date. The Company conducts its business within one industry segment.

The consolidated financial statements include the accounts of Yahoo! Inc. and
its majority-owned subsidiaries. All significant intercompany accounts and transactions have been eliminated.
The equity and net loss attributable to the minority shareholder interests which related to the Company’s
subsidiaries, are shown separately in the consolidated balance sheets and consolidated statements of opera-
tions, respectively. Losses in excess of the minority interest equity would be charged against the Company.
Investments in entities owned 20% or more but less than majority owned and not otherwise controlled by the
Company are accounted for under the equity method.

Certain prior years’ balances have been reclassified to conform with the current
year’s presentation.

The Company’s revenues are derived principally from the sale of banner advertise-
ments on short-term contracts. The Company’s standard rates for advertising currently range from approxi-
mately $0.02 per impression for general rotation to approximately $0.08 per impression for highly targeted
audiences and properties. To date, the duration of the Company’s advertising commitments has ranged from
one week to two years. During 1997, the Company also began selling a combination of sponsorship and ban-
ner advertising contracts. In general, these sponsorship advertising contracts have longer terms than standard
banner advertising contracts (ranging from three months to two years) and also involve more integration with
Yahoo! services, such as the placement of buttons which provide users with direct links to the advertiser’s
Web site. Advertising revenues on both banner and sponsorship contracts are recognized ratably over the
period in which the advertisement is displayed, provided that no significant Company obligations remain and
collection of the resulting receivable is probable. Company obligations typically include guarantees of mini-
mum number of “impressions,” or times that an advertisement appears in pages viewed by users of the
Company’s online properties. To the extent minimum guaranteed impressions are not met, the Company
defers recognition of the corresponding revenues until the remaining guaranteed impression levels are
achieved. The Company also earns additional revenue on sponsorship contracts for fees relating to the
design, coordination, and integration of the customer’s content and links into Yahoo! online properties. These
fees are recognized as revenue once the related activities have been performed and the customer’s Web links
are available on Yahoo! online properties. A number of the Company’s agreements provide that Yahoo!
receive revenues from electronic commerce transactions. These revenues are recognized by the Company
upon notification from the advertiser of revenues earned by Yahoo! and, to date, have not been significant.
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Revenues from barter transactions are recognized during the period in which the advertisements are displayed
in Yahoo! properties. Barter transactions are recorded at the lower of estimated fair value of the goods or
services received or the estimated fair value of the advertisements given. To date, barter transactions have
been less than 10% of net revenues. During 1997, no one customer accounted for more than 10% of net
revenues. During 1996, SOFTBANK, a 31% shareholder of the Company at December 31, 1997, and its related
companies accounted for approximately 12% of net revenues. During 1995, another company accounted for
approximately 11% of net revenues. Deferred revenue is primarily composed of billings in excess of recog-
nized revenue relating to advertising contracts and payments received pursuant to sponsorship advertising
agreements in advance of revenue recognition.

Costs incurred in the classification and organization of listings within Yahoo! proper-
ties and the development of new products and enhancements to existing products are charged to expense
as incurred. Statement of Financial Accounting Standards (“SFAS”) No. 86, “Accounting for the Costs of
Computer Software to Be Sold, Leased or Otherwise Marketed,” requires capitalization of certain software
development costs subsequent to the establishment of technological feasibility. Based upon the Company’s
product development process, technological feasibility is established upon completion of a working model.
Costs incurred by the Company between completion of the working model and the point at which the
product is ready for general release have been insignificant.

Advertising production costs are recorded as expense the first time an advertisement
appears. All other advertising costs are expensed as incurred. The Company does not incur any direct-
response advertising costs. Advertising expense totaled $10,168,000 for 1997, $3,939,000 for 1996, and
$130,000 for 1995.

On October 20, 1997, the Company consummated an Agreement and
Plan of Reorganization with Fourll Corporation (““Fourll”), a privately-held company, upon which Fourll’s
shareholders exchanged all of their shares on an as-if-converted basis for shares of the Company’s Common
Stock in a business combination which was accounted for as a pooling of interests. The consolidated finan-
cial statements for the three years ended December 31, 1997 and the accompanying notes reflect the
Company’s financial position and the results of operations as if Fourll was a wholly-owned subsidiary of the
Company since inception. As separate companies, Yahoo! accounted for net revenues of $40,355,000 for the
nine months ended September 30, 1997, and $19,073,000 and $1,363,000 for the years ended December 31,
1996 and 1995, respectively, and Fourll accounted for net revenues of $1,951,000 for the nine months
ended September 30, 1997, and $624,000 and $47,000 for the years ended December 31, 1996 and 1995,
respectively. During the fourth quarter of 1997, combined Yahoo!-Fourll net revenues were $25,105,000.
Yahoo! accounted for net losses of $18,697,000 for the nine months ended September 30, 1997, and
$2,334,000 and $634,000 for the years ended December 31, 1996 and 1995, respectively, and Fourll
accounted for net losses of $2,914,000 for the nine months ended September 30, 1997, and $1,951,000 and
$165,000 for the years ended December 31, 1996 and 1995, respectively. During the fourth quarter of 1997,
the combined Yahoo!-Fourll net loss was $1,276,000.

The Company maintains a 401(k) Profit Sharing Plan (the “Plan”) for its full-time employees.
Each participant in the Plan may elect to contribute from 1% to 17% of his or her annual compensation to the
Plan. The Company matches employee contributions at a rate of 25%. Employee contributions are fully vested,
whereas vesting in matching Company contributions occurs at a rate of 33.3% per year of employment.
During 1997 and 1996, the Company’s contributions amounted to $263,000 and $81,000, respectively, all of
which was expensed.

The Company invests its excess cash in debt
instruments of the U.S. Government and its agencies, and in high-quality corporate issuers. All highly liquid
instruments with an original maturity of three months or less are considered cash equivalents, those with
original maturities greater than three months and current maturities less than twelve months from the balance
sheet date are considered short-term investments, and those with maturities greater than twelve months
from the balance sheet date are considered long-term investments.

At December 31, 1997 and 1996, short, and long-term investments in marketable securities were classified
as available-for-sale and consisted of 81% and 64% corporate debt securities, 8% and 26% debt securities of
the U.S. Government and its agencies, 4% and 0% municipal debt securities, and 7% and 10% foreign debt
securities, respectively. All long-term investments in marketable securities mature within two years. At
December 31, 1997, the fair value of the investments approximated cost. Fair value is determined based upon
the quoted market prices of the securities as of the balance sheet date.

At December 31, 1997, the Company had equity interests in privately-held, information technology compa-
nies totaling $6,450,000. These investments are included in other long-term assets and are accounted for under
the cost method. The Company purchased these investments at or near December 31, 1997, therefore, their
carrying values approximate fair values. For these non-quoted investments, the Company’s policy is to regularly
review the assumptions underlying the operating performance and cash flow forecasts in assessing the
carrying values. The Company identifies and records impairment losses on long-lived assets when events and
circumstances indicate that such assets might be impaired. To date, no such impairment has been recorded.

Financial instruments that potentially subject the Company to significant
concentration of credit risk consist primarily of cash, cash equivalents, short, and long-term investments, and
accounts receivable. Substantially all of the Company’s cash, cash equivalents, short, and long-term investments
are managed by three financial institutions. Accounts receivable are typically unsecured and are derived from
revenues earned from customers primarily located in the United States. The Company performs ongoing
credit evaluations of its customers and maintains reserves for potential credit losses; historically, such losses
have been immaterial and within management’s expectations. At December 31, 1997 and 1996, no one
customer accounted for 10% or more of the accounts receivable balance. At December 31, 1995, two customers
accounted for a total of 21% of the accounts receivable balance.

Property and equipment, including leasehold improvements, are stated at cost.
Depreciation is computed using the straight-line method over the estimated useful lives of the assets,
generally two to five years.
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Income taxes are computed using the asset and liability method. Under the asset and liabili-
ty method, deferred income tax assets and liabilities are determined based on the differences between the
financial reporting and tax bases of assets and liabilities and are measured using the currently enacted tax
rates and laws.

The Company accounts for stock-based employee compensation arrangements
in accordance with the provisions of Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for
Stock Issued to Employees,” and complies with the disclosure provisions of SFAS 123, “Accounting for Stock-
Based Compensation.” Under APB 25, compensation cost is recognized over the vesting period based on the
difference, if any, on the date of grant between the fair value of the Company’s stock and the amount an
employee must pay to acquire the stock.

The functional currency of the Company’s subsidiaries in
the United Kingdom, Germany, France, Sweden, Denmark, Norway, Australia, Singapore, and Korea is the
local currency. The financial statements of these subsidiaries are translated to United States dollars using
year-end rates of exchange for assets and liabilities, and average rates for the year for revenues, costs, and
expenses. Translation losses, which are deferred and accumulated as a component of shareholders’ equity,
were $380,000 and $63,000 for the years ended December 31, 1997 and 1996, respectively. Net gains and
losses resulting from foreign exchange transactions are included in the consolidated statements of operations
and were not significant during the periods presented. International revenues have accounted for less than
10% of net revenues in the years ended December 31, 1997, 1996, and 1995. International assets were
not significant at December 31, 1997 or 1996.

The Company adopted SFAS 128, “Earnings per Share” during the year
ended December 31, 1997 and retroactively restated all prior periods. As a result of adopting SFAS 128, the net
loss per share of $0.02 reported for the year ended December 31, 1995 increased to a basic and diluted net loss
of $0.03. Basic earnings per share is computed using the weighted average number of common shares out-
standing during the period. Diluted earnings per share is computed using the weighted average number of
common and common equivalent shares outstanding during the period. Common equivalent shares consist of
the incremental common shares issuable upon conversion of the convertible preferred stock (using the if-
converted method) and shares issuable upon the exercise of stock options and warrants (using the treasury
stock method). Common equivalent shares are excluded from the computation if their effect is anti-dilutive.

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenses during the reported period. Actual results could differ from
those estimates.

In June 1997, the Financial Accounting Standards Board (“FASB™)
issued SFAS 130, “Reporting Comprehensive Income.” SFAS 130 establishes standards for reporting compre-

hensive income and its components in a financial statement. Comprehensive income as defined includes all
changes in equity (net assets) during a period from non-owner sources. Examples of items to be included in
comprehensive income, which are excluded from net income, include foreign currency translation adjustments
and unrealized gains/losses on available-for-sale securities. The disclosure prescribed by SFAS 130 must be
made beginning with the first quarter of 1998. Additionally in June 1997, the FASB issued SFAS 131,
“Disclosures about Segments of an Enterprise and Related Information.” This statement establishes
standards for the way companies report information about operating segments in annual financial statements.
It also establishes standards for related disclosures about products and services, geographic areas, and
major customers. The Company has not yet determined the impact, if any, of adopting this new standard.

The disclosures prescribed by SFAS 131 will be effective for the year ending December 31, 1998 consolidated

financial statements.

NOTE 2 Balance Sheet Components

Property and equipment:
Computers and equipment
Furniture and fixtures
Leasehold improvements

Less: accumulated depreciation

Other Assets:
Investment in GeoCities
Investment in AudioNet
Other

Accrued expenses and other current liabilities:
Accrued vacation, wages, and other employee benefits
Accrued content and connect costs
Accrued sales and marketing related
Accrued professional service expenses
Other

December 31,

1997 1996

$ 6,815,000 $ 2,228,000
2,316,000 888,000
855,000 290,000
9,986,000 3,406,000
(2,951,000) (617,000)
$ 7,035,000 $ 2,789,000
$ 5,100,000 $ R
1,350,000 §
1,680,000 .

$ 8,130,000 $ |
$ 2,838,000 $ 1,069,000
2,909,000 754,000
2,144,000 250,000
1,730,000 801,000
2,860,000 1,844,000
$12,481,000 $ 4,718,000
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NOTE 3 Related Party Transactions

During 1997 and 1996, the Company recognized net revenues of approximately $3,120,000 and $2,381,000,
respectively, on advertising contracts and publication, development, and licensing arrangements with
SOFTBANK and its related companies, a holder of approximately 31% of the Company’s Common Stock at
December 31, 1997. Prices on these contracts were comparable to those given to other major customers of
the Company. Additionally, three SOFTBANK:-related companies provided Internet access and sales and
marketing-related services for fees of approximately $3,190,000, $2,300,000, and $177,000 during 1997, 1996,
and 1995, respectively. Sequoia Capital, a holder of approximately 9% of the Company’s Common Stock at
December 31, 1997, was also an investor in one of these SOFTBANK-related companies. The amount due for
these services totaled approximately $1,046,000 and $896,000 at December 31, 1997 and 1996, respectively.

NOTE 4 Acquisitions and Investments

On July 31, 1997, the Company entered into a stock purchase agreement to
acquire all of the outstanding capital stock of NetControls, Inc. for 37,167 shares of the Company’s Common
Stock. The acquisition was recorded as a purchase for accounting purposes and the majority of the purchase
price of approximately $1,400,000 will be amortized over the three year estimated useful life of the technology
acquired. Upon acquisition, the historical financial results of NetControls, Inc. were de minimis.

On October 20, 1997, the Company completed the acquisition of Fourll Corporation,
a privately-held online communications and Internet directory company. Under the terms of the acquisition,
which was accounted for as a pooling of interests, the Company exchanged 1,505,720 shares of Yahoo!
Common Stock for all of Fourll’s outstanding shares and assumed 148,336 options and warrants to purchase
Yahoo! Common Stock. All outstanding Fourll preferred shares were converted into Fourll common stock
immediately prior to the acquisition. During the quarter ended December 31, 1997, the Company recorded a
one-time charge of $3,850,000 for acquisition-related costs. These costs consisted of investment banking fees,
legal and accounting fees, redundancy costs, and certain other expenses directly related to the acquisition.

On December 30, 1997, the Company invested $1,350,000 in cash for a less than
20% equity position in AudioNet, Inc., a provider of Internet broadcasting services. The Company purchased
79,618 shares of AudioNet common stock for a total of $750,000 and a warrant to purchase 159,236 shares
of AudioNet common stock at an exercise price of $9.42 per share for $600,000. The investment is being
accounted for under the cost method.

On December 31, 1997, the Company issued 78,079 shares of Yahoo! Common
Stock for a less than 20% equity position in GeoCities, a provider of free personal Web pages. In return, the
Company received 336,684 shares of GeoCities Series E preferred stock. The investment, aggregating
$5,100,000, is being accounted for under the cost method.

NOTE 5 Joint Ventures

During April 1996, the Company signed a joint venture agreement with SOFTBANK, a holder
of approximately 31% of the Company’s Common Stock at December 31, 1997, whereby Yahoo! Japan
Corporation was formed to establish and manage in Japan a Japanese version of the Yahoo! Internet Guide,
develop related Japanese online navigational services, and conduct other related business. The Company’s
ownership interest in the joint venture upon inception was 40%. At December 31, 1996, the Company’s
investment in the joint venture was $729,000. In September 1997, the Company invested an additional
$299,000 in the joint venture. During November 1997, Yahoo! Japan Corporation completed its initial public
offering, issuing 975 previously unissued shares and raising total proceeds of approximately $5,500,000.
Accordingly, the Company increased its investment by $1,700,000, recorded as additional paid-in capital, to
reflect the increase in the Company’s share of Yahoo! Japan Corporation’s net assets. The investment is being
accounted for using the equity method. At December 31, 1997, the fair value of the Company’s 34% ownership
in Yahoo! Japan, based on the quoted trading price, was approximately $53,000,000.

On November 1, 1996, the Company signed a joint venture agreement with a subsidiary of
SOFTBANK, a holder of approximately 31% of the Company’s Common Stock at December 31, 1997, whereby
separate companies were formed in Germany, the United Kingdom, and France (“Yahoo! Europe”) to establish
and manage versions of the Yahoo! Internet Guide for Germany, the United Kingdom, and France, develop
related online navigational services, and conduct other related business. The parties agreed to invest a total
of up to $4,000,000 in proportion to their respective equity interests, and had invested $2,000,000 as of
December 31, 1996 and the entire $4,000,000 as of December 31, 1997. The Company has a majority share of
approximately 70% in each of the Yahoo! Europe entities, and therefore has consolidated their financial
results. During 1997 and 1996, Yahoo! Europe incurred losses from operations of $1,807,000 and $842,000,
respectively. SOFTBANK’s interest in the net assets of Yahoo! Europe at December 31, 1997 and 1996, as
represented by the minority interest on the balance sheet, was $405,000 and $347,000, respectively.

During August 1997, the Company signed a joint venture agreement with SOFTBANK and
other SOFTBANK affiliate companies whereby Yahoo! Korea was formed to develop and operate a Korean
version of the Yahoo! Internet Guide, develop related Korean online navigational services, and conduct other
related business. The parties have invested a total of $999,000 in proportion to their respective equity
interests. The Company has a majority share of approximately 60% in the joint venture, and therefore, has
consolidated the financial results, which were insignificant for the year ended December 31, 1997.

On August 26, 1996, the Company entered into agreements with Visa International
Service Association (“VISA”) and another party (together, the “Visa Group”) to establish a limited liability
company, Yahoo! Marketplace L.L.C., to develop and operate a navigational service focused on information
and resources for the purchase of consumer products and services over the Internet. As of December 31,
1996, the parties had invested a total of $1,000,000. At December 31, 1996, the Company owned approximate-
ly 55% of the equity interest in Yahoo! Marketplace. Yahoo! Marketplace incurred start-up losses of $246,000
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in 1997 and $637,000 in 1996. In connection with this agreement, the Company issued to the Visa Group for a
purchase price of $50,000, a warrant to purchase 525,000 shares of the Company’s Common Stock at an
exercise price of $8.33 per share, which warrant was exercisable during a two year period commencing in
March 1997. In April 1997, the Visa Group net exercised the warrant. During July 1997, prior to the com-
pletion of significant business activities and public launch of the property, the Company and VISA
entered into an agreement under which the Visa Group released the Company from certain obligations
and claims. In connection with this agreement, the Company issued 699,481 shares of Yahoo! Common
Stock to the Visa Group, for which the Company recorded a one-time, non-cash, pre-tax charge of
$21,245,000 in the second quarter ended June 30, 1997.

NOTE 6 Shareholders’ Equity

During July 1997, the Company’s Board of Directors approved a three-for-two Common Stock
split. Shareholders of record on August 11, 1997 (the record date) received one additional share for every two
shares held on that date. All references to the number of shares of Common Stock, weighted average common
shares, and per share amounts have been retroactively restated in the accompanying consolidated financial
statements to reflect the effect of the three-for-two split.

On April 11, 1996, the Company completed its initial public offering of 4,485,000 shares of its
Common Stock. Net proceeds to the Company aggregated approximately $35,106,000. As of the closing date of
the offering, all of the Convertible Preferred Stock and Mandatorily Redeemable Convertible Preferred Stock
outstanding was converted into an aggregate of 19,257,108 shares of Common Stock. The Company has the
right to repurchase, at the original issue price, a declining percentage of certain of the common shares issued
to employees under restricted stock agreements. The Company’s repurchase right lapses over four years based
on the length of the employees’ continual employment with the Company. At December 31, 1997, 3,125,000
shares of Common Stock were subject to repurchase by the Company.

As of December 31, 1997, the Company had four stock-based compensation plans which
are described below. The Company applies APB Opinion 25 and related interpretations in accounting for its
plans and complies with the disclosure provisions of SFAS 123,“Accounting for Stock-Based Compensation.”

The 1995 Stock Plan (the “Stock Plan”) and the 1995 Fourll Stock Option Plan (the “Fourll Plan”) allow
for the issuance of incentive stock options, non-qualified stock options and stock purchase rights to purchase
a maximum of 19,830,332 shares of the Company’s Common Stock. Under the Stock Plan and the Fourll Plan,
incentive stock options may be granted to employees, directors, and officers of the Company and non-quali-
fied stock options and stock purchase rights may be granted to consultants, employees, directors, and officers
of the Company. Options granted under the Stock Plan and the Fourll Plan are for periods not to exceed ten
years, and must be issued at prices not less than 100% and 85%, for incentive and nonqualified stock
options, respectively, of the fair market value of the stock on the date of grant as determined by the Board of

Directors. Options granted to shareholders who own greater than 10% of the outstanding stock are for periods
not to exceed five years and must be issued at prices not less than 110% of the fair market value of the
stock on the date of grant as determined by the Board of Directors. Options granted under the Stock Plan
and the Fourll Plan generally vest 25% after the first year of service and ratably each month over the
remaining thirty-six month period. Options issued under the Fourll Plan may be exercised prior to vesting
and are subject to repurchase in the event of a voluntary termination, at the original purchase price. At
December 31, 1997, 30,749 shares were subject to repurchase under the provisions of the Fourll Plan.

The 1996 Directors’ Stock Option Plan (the “Directors’ Plan’) provides for the issuance of up to 300,000
non-statutory stock options to non-employee directors of the Company. Each person who becomes a non-
employee director of the Company after the date of the Company's initial public offering will automatically
be granted a non-statutory option (the “First Option”) to purchase 60,000 shares of Common Stock upon the
date on which such person first becomes a director. Thereafter, each director of the Company will be granted
an annual option (the “Annual Option™) to purchase 7,500 shares of Common Stock. Options under the
Directors’ Plan will be granted at the fair market value of the stock on the date of grant as determined by
the Board of Directors and will vest in equal monthly installments over four years, in the case of the First
Option, or at the end of four years in the case of the Annual Option.

Activity under the Company’s stock option plans is summarized as follows:

Shares reserved

Options granted

Options exercised

Balance at December 31, 1995

Additional shares reserved
Options granted

Options canceled

Options exercised

Balance at December 31, 1996

Additional shares reserved
Options granted

Options canceled

Options exercised

Balance at December 31, 1997

Weighted
Available Options Average
for Grant Outstanding Price per Share
7,830,332
(5,260,626) 5,260,626 $ 0.02
= (284,100) 0.01
2,569,706 4,976,526 0.02
4,800,000
(5,707,385) 5,707,385 6.71
461,328 (461,328) 6.64
= (744,566) 0.01
2,123,649 9,478,017 3.73
7,500,000
(4,604,075) 4,604,075 37.45
88,913 (88,913) 9.18
= (2,417,456) 2.09
5,108,487 11,575,723 $ 17.38
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The following table summarizes information about fixed stock options outstanding as of
December 31, 1997:

Options Outstanding Options Exercisable

Weighted

Average
Remaining Weighted Weighted
Range of Number Contractual Average Number Average
Exercise Prices Outstanding Life in Years Exercise Price Exercisable Exercise Price
$ 001 -$%$ o0.01 2,496,770 7.6 $ 0.01 744,314 $ 0.01
$ 013 - $ 0.22 361,352 8.0 $ 0.14 98,561 $ 0.16
$ 067 -$ 1.00 954,757 8.2 $ 0.79 284,718 $ 0.78
$ 233 -% 4.00 313,424 8.2 $ 3.43 77,753 $ 3.57
$ 467 - $ 6.67 1,229,040 8.2 $ 5.56 326,156 $ 5.18
$11.33 - $ 13.92 2,151,934 8.8 $ 12.46 442,289 $ 12.35
$ 17.75 - $ 26.50 1,335,751 9.4 $ 2261 = $ =
$ 32.33 - $ 43.13 628,375 9.7 $ 38.82 - $ -
$ 46.00 - $ 55.75 2,104,320 9.9 $ 52.75 = $ =

11,575,723 1,973,791

Options to purchase 830,040 and 101,250 shares were vested at December 31, 1996 and 1995, respectively.

During the period from January 1996 through April 1996, the Company granted options to purchase an
aggregate of 3,450,702 shares of Common Stock at exercise prices ranging from $0.13 to $6.67 per share.
Based in part on an independent appraisal obtained by the Company's Board of Directors, $625,000 of com-
pensation expense relating to certain options is to be recognized over the four-year vesting periods of the
options, of which, $156,000 was recognized in both 1997 and 1996. During 1995, the Company granted
options to purchase 441,600 shares of Common Stock to consultants in exchange for services at an exercise
price of $0.01 per share. The Company recorded expense totaling $75,000 related to these options based on
the estimated fair value of the services received. Pursuant to the acquisition of Fourll, the Company will
record $2,168,000 of compensation expense related to certain stock options issued below fair market value
between August 1996 and September 1997, of which the Company recorded $1,059,000 and $8,000 during
the years ended December 31, 1997 and 1996, respectively. The remaining $1,101,000 will be recognized over
the remainder of the four-year vesting periods of the options.

Effective March 6, 1996, the Company’s Board of Directors adopted the
Employee Stock Purchase Plan (the “Purchase Plan”), which provides for the issuance of a maximum of
450,000 shares of Common Stock. Eligible employees can have up to 15% of their earnings withheld, up to
certain maximums, to be used to purchase shares of the Company’s Common Stock on every December 31st

and June 30th. The price of the Common Stock purchased under the Purchase Plan will be equal to 85% of
the lower of the fair market value of the Common Stock on the commencement date of each six month
offering period or the specified purchase date. During 1997, 134,215 shares were purchased at prices of
$7.37 to $19.30 per share. There were no shares issued under the Purchase Plan during 1996. At December
31, 1997, 315,785 shares were available under the Purchase Plan for future issuance.

The Company accounts for stock-based compensation in accordance with the provi-
sions of APB 25. Had compensation expense been determined based on the fair value at the grant dates, as
prescribed in SFAS 123, the Company'’s net loss would have been $29,268,000, $5,131,000, and $801,000, and
basic and diluted loss per share would have been $0.67, $0.13, and $0.03 for the years ended December 31,
1997, 1996, and 1995, respectively. Prior to the Company’s initial public offering, the fair value of each option
grant was determined on the date of grant using the minimum value method. Subsequent to the offering, the
fair value was determined using the Black-Scholes model. The weighted average fair market value of an
option granted during 1997, 1996, and 1995 was $17.34, $3.16, and $0.01, respectively. Except for the volatility
assumption which was only used under the Black-Scholes model, the following range of assumptions was
used to perform the calculations: expected life of 36 months in 1997 and 30 months in 1996 and 1995; interest
rate ranges of 5.6% to 6.6% during 1997, 5.1% to 6.5% during 1996, and 5.3% to 6.0% during 1995; volatility
of 59% in 1997, 53% in 1996, and it was not applicable in 1995; and no dividend yield for the three years
ended December 31, 1997. Because additional stock options are expected to be granted each year, the above
pro forma disclosures are not representative of pro forma effects on reported financial results for future years.

NOTE 7 Income Taxes

No provision for federal and state income taxes has been recorded as the Company has incurred net operat-
ing losses through December 31, 1997. The following table sets forth the primary components of deferred
tax assets:

December 31,

1997 1996 1995

Net operating loss and credit carryforwards $23,966,000 $ 3,421,000 $ 144,000
Nondeductible reserves and expenses 3,232,000 1,382,000 134,000
Other - 86,000 -
Gross deferred tax assets 27,198,000 4,889,000 278,000
Valuation allowance (27,198,000) (4,889,000) (278,000)
$ - $ - $ =

At December 31, 1997, 1996, and 1995, the Company fully reserved its deferred tax assets. The Company
believes sufficient uncertainty exists regarding the realizability of the deferred tax assets such that a full
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valuation allowance is required. Deferred tax assets and related valuation allowances of approximately
$18,600,000 relate to certain U.S. operating loss carryforwards resulting from the exercise of employee stock
options, the tax benefit of which, when recognized, will be accounted for as a credit to additional paid-in
capital rather than a reduction of the income tax provision. Additionally, deferred tax assets of $900,000 relate
to operating loss carryforwards in various foreign jurisdictions. Certain of these carryforwards will expire if
not utilized. At December 31, 1997, the Company had approximately $54,200,000 of federal net operating loss
carryforwards for tax reporting purposes available to offset future taxable income; such carryforwards will
expire beginning in 2010. Additionally, the Company has approximately $26,200,000 of California net operating
loss carryforwards for tax reporting purposes which will expire beginning in 2003.

NOTE 8 Commitments and Contingencies

During September 1997, the Company entered into a non-cancelable operating sublease
agreement which will provide the Company with additional office space at its existing Santa Clara, California
location. Additionally during 1997, the Company entered into various other non-cancelable operating lease
agreements for its sales offices throughout the United States and its international subsidiaries. Future
minimum lease payments under non-cancelable operating leases with initial terms of one year or more are
$1,659,000 in 1998, $2,155,000 in 1999, $2,187,000 in 2000, $2,151,000 in 2001, $2,136,000 in 2002, and
$2,463,000 thereafter. Total minimum rental payments aggregate $12,751,000. Rent expense under operating
leases totaled $1,225,000, $436,000, and $32,000 during 1997, 1996, and 1995, respectively.

During March 1997, the Company entered into certain agreements with
Netscape Communications Corporation (“Netscape’) under which the Company has developed and
operates an Internet information navigation service called “Netscape Guide by Yahoo!” (the “Guide”). The
Co-Marketing agreement provides that revenue from advertising on the Guide, which is managed by the
Company, is to be shared between the Company and Netscape. Under the terms of the Trademark License
agreement, the Company made a one-time non-refundable trademark license fee payment of $5,000,000 in
March 1997 which is being amortized over the initial two-year term, which commenced in May 1997. Under
the terms of the Co-Marketing agreement as amended in June 1997, the Company also provided Netscape
with a minimum of up to $4,660,000 in guarantees against shared advertising revenues in the first year of
the agreement, subject in the first year to a minimum level of gross revenue being met, and up to a
minimum of $15,000,000 in the second year of the agreement, subject in the second year to certain
minimum levels of impressions being reached on the Guide. Actual payments will relate directly to the
overall revenue and impressions recognized from the Guide. As of December 31, 1997, $1,160,000 of shared
advertising revenues had been paid to Netscape under this agreement.

Also during March 1997, the Company entered into an agreement with Netscape
whereby it was designated as one of four “Premier Providers” of domestic navigational services within the
Netscape Web site. Under the terms of the agreement, the Company is required to make minimum payments
of $3,200,000 in cash and is obligated to provide $1,500,000 in the Company’s advertising services in return

for certain minimum guaranteed exposures over the course of the one-year term of the agreement, which
commenced in May 1997. The minimum payments are amortized over the term of the agreement. As of
December 31, 1997, the Company had paid $2,456,000 in cash under the terms of the agreement. Expenses
incurred to date as of December 31, 1997 under the agreement were approximately $4,600,000. To the extent
that the minimum guaranteed exposures are exceeded, the Company is obligated to remit to Netscape addi-
tional payments.

During June 1997, the Company entered into certain agreements with Netscape whereby it was designated
as a Premier Provider of international search and navigational guide services for the Netscape Net Search
program. Under the terms of the agreements, the Company will provide services in 12 countries, including
Australia, Denmark, France, Germany, Italy, Japan, Korea, The Netherlands, Portugal, Spain, Sweden, and the
United Kingdom. Under the terms of the agreements, the Company made a cash payment of $2,900,000 in
July 1997 and is obligated to provide $100,000 in the Company’s advertising services in return for certain
minimum guaranteed exposures over the course of the one-year term of the agreements, which commenced
in July 1997. The Company amortizes the total cost of these agreements over their one-year term.

NOTE 9 Litigation

In July 1997, GTE New Media Services Incorporated (“GTE New Media”), an affiliate of GTE, filed suit in
Dallas, Texas against Netscape and the Company, in which GTE New Media made a number of claims relat-
ing to the inclusion of certain Yellow Pages hypertext links in the Netscape Guide by Yahoo!, an online
navigational property operated by the Company under an agreement with Netscape. In this lawsuit, GTE
New Media has alleged, among other things, that by including such links to the Yellow Pages service
operated by several Regional Bell Operating Companies (the “RBOCs”) within the Guide, the Company has
tortiously interfered with an alleged contractual relationship between GTE New Media and Netscape relating
to placement of links by Netscape for a Yellow Pages service operated by GTE New Media. GTE New Media
seeks injunctive relief as well as actual and punitive damages. In October 1997, GTE New Media brought suit
in the U.S. District Court for the District of Columbia, against the RBOCs, Netscape, and the Company, in
which GTE New Media has alleged, among other things, that the alleged exclusion of the GTE New Media
Yellow Pages from the Netscape Guide Yellow Pages service violates federal antitrust laws, and GTE New
Media seeks injunctive relief and damages (trebled under federal antitrust laws) from such alleged actions.
The Company believes that the claims against the Company in these lawsuits are without merit and
intends to contest them vigorously. Although the Company cannot predict with certainty the outcome of
these lawsuits or the expenses that may be incurred in defending the lawsuits, the Company does not
believe that the result in the lawsuits will have a material adverse effect on the Company's financial posi-
tion or results of operations. From time to time the Company is subject to other legal proceedings and
claims in the ordinary course of business, including claims of alleged infringement of trademarks and other
intellectual property rights. The Company is not currently aware of any legal proceedings or claims that
the Company believes will have, individually or in the aggregate, a material adverse effect on the
Company's financial position or results of operations.
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report of iNndependent
accountants

To the Board of Directors and Shareholders of Yahoo! Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, of shareholders' equity, and of cash flows present fairly, in all material respects, the financial
position of Yahoo! Inc. and its subsidiaries at December 31, 1997 and 1996, and the results of their operations
and their cash flows for the years ended December 31, 1997, 1996, and 1995, in conformity with generally
accepted accounting principles. These financial statements are the responsibility of the Company's
management; our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audits of these statements in accordance with generally accepted auditing standards
which require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used, and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for the opinion expressed above.

Viet Witthonse Lp

San Jose, California
January 9, 1998

quarterly financial

d ata(unaudited)
Quarter Ended
March 31 June 30 September 30 December 31

1997
Net revenues $ 10,065,000 $ 14,107,000 $ 18,134,000 $ 25,105,000
Gross profit 8,628,000 11,789,000 15,746,000 21,876,000
Net income (loss) (740,000) (21,552,000) 681,000 (1,276,000)
Basic and diluted net income

(loss) per share $ (0.02) $ (0.50) $ 0.01 $ (0.03)
Pro forma net income (loss) (1) (307,000) 2,574,000
Pro forma diluted net income

(loss) per share (1) $ (0.01) $ 0.05
1996
Net revenues $ 1,770,000 $ 3,358,000 $ 5,626,000 $ 8,943,000
Gross profit 1,584,000 2,806,000 4,539,000 7,452,000
Net loss (181,000) (1,720,000) (1,718,000) (666,000)
Basic and diluted net loss per share $ (0.01) $ (0.04) $ (0.04) $ (0.02)
Note: The quarterly financial data for the quarters presented above has been restated to reflect

(1)

the acquisition of Fourll Corporation which was accounted for as a pooling of interests.

Pro forma net income and diluted net income per share exclude the effects of other non-recurring
costs of $21,245,000 related to the Yahoo! Marketplace restructuring incurred during the quarter
ended June 30, 1997 and $3,850,000 incurred in connection with the acquisition of Fourl1l
Corporation during the quarter ended December 31, 1997.
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shareholders of record as of December
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or paid any cash dividends on its Common
Stock and presently intends to retain its
future earnings, if any, to fund the devel-
opment and growth of its business and,
therefore, does not anticipate paying any
cash dividends in the foreseeable future.

*common

stock
1996

High Low

First Quarter

Second Quarter $ 22.00 $ 12.17
Third Quarter $ 16.00 $ 10.50
Fourth Quarter $ 15.08 $ 11.33
1997

High Low
First Quarter $ 24.29 $ 11.67
Second Quarter $ 26.17 $ 18.29
Third Quarter $ 55.38 $ 22.33
Fourth Quarter $ 71.00 $ 38.00

©1998 Yahoo! Inc. All rights reserved. Yahoo! and the Yahoo! logo are registered trademarks of Yahoo! Inc. All other names are trademarks and/or

registered trademarks of their respective owners.
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Yahoo!

My Yahoo!
Yahooligans!

Visa Shopping Guide by Yahoo!

Netscape Guide by Yahoo!
Yahoo! Travel
MTV/Yahoo! unfURLed
Yahoo! Autos...

. news&
information

Yahoo! Daily News
Yahoo! Full Coverage
Yahoo! Finance
Yahoo! Sports
Yahoo! Weather
Yahoo! TV Coverage
Yahoo! Net Events...

Yahoo!
metros

Yahoo! Atlanta

Yahoo! Austin

Yahoo! Boston

Yahoo! Chicago

Yahoo! Dallas/Ft. Worth
Yahoo! Los Angeles
Yahoo! Miami

Yahoo! Minneapolis/St. Paul
Yahoo! New York
Yahoo! San Francisco
Yahoo! Seattle

Yahoo! Washington D.C.

communications &
community

Yahoo! Mail

Yahoo! Chat

Yahoo! Message Boards
Yahoo! Classifieds
Yahoo! Maps

Yahoo! People Search
Yahoo! Yellow Pages
Yahoo! Get Local...

world
Yahoo!s

Yahoo! in Asia

Yahoo! Australia & New Zealand

Yahoo! Canada
Yahoo! Denmark
Yahoo! France
Yahoo! Germany
Yahoo! Japan
Yahoo! Korea
Yahoo! Norway
Yahoo! Sweden
Yahoo! UK & Ireland

\_(aho_o!
editorial

Yahoo! for the Day
Yahoo! Weekly Picks
Yahoo! What'’s Cool
Yahoo! Internet Life...



