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Selected Financial Data

Year Ended December 31,

Statements of Operations Data: 1996 1995+
Net teveties $15.073,000 $1,363,000
Gross profit 15,997,000 1,120,000
Dales and matketing expenses 13,823,000 738,000
Product development expenses 4 441,000 242000
(Genieral and admirnstratrve expenses 4 516,000 #a0.000
Hetloss (2,334,000 (34,0000
et logs per share $(0.09 $(0.03)
whates used i compuiing net loss per share 25444000 22541000
Balance Sheets Data:

Caghy, cash equivalents, and shost

and long-tem investments $102,302,000 45,297 000
Watking capital 9 a3 000 3,264,000
Total assets 110,255,000 6,298 000
Shareholders' equity 102,075,000 45,450,000

% Pariod comprised of ondy tan mavths from March §, 1995 (Rception) through December 31, 1995,
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Financial Information by Quarter

First econd Third Fourth
(Unaudited) Quarter Quarter Quarter Quarter
1996
Net revermes $1,733,000 $3,274,000 $5,515,000 $2,551,000
Gtoss profit 1,566,000 2,754,000 4,477,000 7,200,000
Net income (loss) £1,000 (1,366,000 (1,145,000 96,000
Het income (loss) pet
share $0.00 $0.05) $0.04) $0.00
1995
Net tevermes — — $282.000 1,075,000
Gtoss profit — (26,00, 243,000 043,000
Net income (loss) — (353,00 (371,000 52,000
Het income (loss) pet
share — $0.02) $0.02) $0.01

The second quater of 1995 iuchudes the Compary's results for the period fom March 5, 1095 (Beption) through me
30, 1993,
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Consolidated Balance Sheets

Decanber 31,
Assats 19946 135
Chament ascets:
Cach and cach equinalents F31 865000 F45 297 000
Short-tenn Tmrectmerits in markietable senmities A0 GE% 000 —
Dyconmrits Teceivrable , net of allosarauce of FS00 000 md
a2 0o 4 642 000 215,000
Prepaid experces 353 000 -
Total omment ascete Qr S55000 6,112 000
Lomg-tenn forechmerts i marketahle senmities Q.r42 000 —
Property arud equiprrent | ret 2.23% 000 184 00
Brrectivierit it 1ot olidsted joint wrerire Faonoo I

$110 255 000 $ 6,298 000

Liahilities And Shardhwelders' Equity

Charerit liahilities:
Deconmds pagrabile Fonz noo F20000
Dmaed experices and other ommert lishilities 4 367000 520000
Drferred revrarne 1229 000 174 00
Dnae to related parties 1,053 000 134 000
Total oorent lighilities 7670000 248 000

Conenitmerde aud cordihgencies (Hote T

Mlivwrity Iderests i conwolidated aubeidisries 510,000 —
Sharebuolders' equiby:
Cormrertible Preferred Stock ) $0.001 par wabie; nokwe aud
T 750,072 shares athorized; none and 7,738,072 isnted
atd ot standing — 8000
Proferred Stock, F0.001 par wabae; 10000000 vl no
shares orthorized; rorwe isnzed ad odtstand g — —

Corrrrnon Stock, F0.001 par wabae; 150 000 000 and
50,000 000 shares athorized; 26 577,175 and

10,252 726 issued and oztstanding 17 o0 —
Additional paid-in capital 1005 026 000 & 076 000
Acomrnlated deficit (2965 007 (634 000)

Total sharsholders' equity 102 475 000 5450000

$110 255 000 $ 6,298 000

Il accolmpainmlek: 416 an e alpartof s cowalilatd fmncial stk menk

Copryright @ 1994 -97 Yaloo! I . AN Eigt Foseavad
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Consolidated Statements of Operations

March 51995
Year Ended  (Inception) io
December 31, December 31,

1994 1995
Wet revenues $19,073,000 1,363,000
Cost of revenes 3076000 183,000
Gross profit 15,997 000 1,180,000
Operating expenses:
Sales and matketing 13,225,000 73E,000
Product development 4.4a1.000 242000
Feneral and administrative 4.516,000 aal,000
Total operating expenses 22,802,000 1,240,000
Logs from operations (16,505,000 (6=0,000)
Investment income, net 3,931,000 da, 000
Mlinotity interests in losses from operations of
cotisolidated subsidiaries 240000 —
Logs before income taves (2,334,000 (634,000
Provwision for income taxes — —
Met loss $(2.334.000) $(634 000)
et lozs per share 0.09 0.03
Weighted average common shates and egquivalents 25 444 100 22 541000

The arcorrparo g votes are ab dezral part of these consolidated fivarcial stateamerite
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Consolidated Statements of Shareholders' Equity

Leonatce of Copanon Stock
i covrection writh the
fomrution of the Comuparg:
Leonatce of Series &
Cormrertible Preferred Stock
at 020 per chare

Leonance of Comaron Stock
Leayanice of options to
copunitbarts I exchange for
SETYICES

Leonance of Series B
Corgrertible Preferred Stock
it F1.97 per chare

Leonance of Comgnon Stock
pmaLabt to exercize of
opticme

Het loss

EBalarce at Decanber 31,
1995

Leanance of Mandatoriby
Esdestnighle Cormrertible

Series O Prefemed Stock at
F12.50 per chuare

Leanance of Comanon Stodk,
riet of iesance costs of
F1,192 000

Covmrersion Cropmeartible
Profurmed Stock to Correron
Stodk

Leanance of Comanon Stodks
Pt to exercice of
optinge

Croprperication expense o
option gravts

Het loss

Balarwce at Decanber 31,
1996

Convertible Additicnal
Frefared Stod: Comanm Stock: Paid-In  Acouulated

Shares Arncumt Shares Aroumit Capital Defat Total
— F— 10000000 F— F— - F—
5200 000 5000 — — 1015000 — 1,023 nan
— — 63,326 — 1000 — 1000
— — — — 75,000 — 73,000
2538072 %,a00 — — 4978000 — 4.581,000
— — 139 400 — 4 000 — 4000
— — — — — (634 0000 (634 0007
Torsa a000 10252736 — 6076000 (6340000 5450 000
5,100,000 5000 — — 63745000 — 63,750,000
— — 2890000 3000 35040000 — 35043 000
(12333072 13000y 12338072 13 paa — — —
— — 426 377 1,000 Q000 — 10,000
— — — — 156 000 — 156 000
— — — — — (23340000 (2334000
— 3 — 6577175 F17.000 5105 026 000 F(2 968 0007 F102 075,000

Copryright @ 1994-97 Yaloo! I AT Eigte Faverved
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Consolidated Statements of Cash Flows

Maxch 5, 1995
A Ended  (Enocepiion) bo
Decanhber 31, Deianher 31,
1036 1095
Cash Flous Foon Opecaing Aootivikies :
Het loss B2 E54 00070 FE34 0007
Adpictrmerts to recorwcile et loss to vet cash prowided
by (ased @ty operat ity actinties:
Drepreciatiomn 300,000 123 000
Comipencation experce ot stock option zrads 156 000 —
MIivwority rterests @ losses otk operations of
cotsolidated sabeidiaries (540 0007 —
Charges I accets ared Habilities:
Acconmts Teceitrable , et (5835 0007 (315 0007
Prepaid experces (Z53 0007 —
Accomits parable QF2 000 20 000
Acmiaed experices atel other anrert lahbilities 3075000 92 000
Dreferred revrernae 1,055,000 174 000
Inie to related parties 048 000 124 000
Het cach prowided b (ased i) opersting activties 436 000 (S0 000
Cash Flouws Froon Inoverting Auniivities :
Aoquicition of property ad equiperent [2 427 0007 107 00y
Iharchaces of mresthents i markietable ceqmities (113 2850007 —
Proceeds fooan cales and mabmities of mestmerts
arketable seourities 42 848 000 —
Frrestihert ioimwcotisolidated jodvt wrerdme (T30 0007 —
Het cach used b irmrecting activities (73 593 000 CL1O7 000y
Cash Flows Fooon Finandng Aobivilies ;
Proceeds fromm issnance of Cononon Stock, vet 35 05% 000 5000
Proceeds fromm issnance of Cormeertible Prefermed Stock 63 750,000 6 004 000
Proceeds fromm minority rorestors 1,050,000 —
Eepayrmnerd of lease obligationes (128 000y {90007
Het cach prowided b vt g, actiudties Q0 Fa5 000 o 000 000
Het chamge o cach and cash equicealerds 26 568 000 5297 000
Cach and cash equivalerts at begivming of period 5207 000 —
Cach and cach equitalerde at end of period $31 £65 000 $5 297 000
Supplenendal DHsdesures of Cash Flow Infoomation:
Cach paid for ivderest E — % 4,000
Supplemvendal Schedule of Nongash Transaoions:
Acquisitiog of propertys and equipstert thooash capital
leases £ — $137 000

Tl accolnpairy iy ioks 416 aniuk galpartef dwee corwohlakd fomnciads s imenk
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Notes to Consohdated Financial Statements

MNote 1. The Company and Summary of Significant Accounting
Policies

The Company. Yahoo! Inc. (the "Company") develops and mamtaims
Yahoo!, abranded Internet navizational service that 15 among the most
vwidely used pmdes for mformation and discovery on the World Wide
Weh, The Company was mmecorporated in Cabiforma on March 5, 1995
and conumenced operations on that date. The Company conducts its
business within one mdustrr segment .

Principles of Consolidation. The consobdated financial statements
mehide the accounts of Yahoo! Ine. and its majonty-ocemed subsidianes.
Al simuficant mtercompany accounts and transactions have been
elirunated. The equty and loss from operations attributable to the
nunonty shareholder interests wiich related to the Company's foreizn
and domestic subsidianes, are shown separately mm the balance sheets and
statements of operations, respectively. Losses m excess of the nunonty
mterest equty are charged against the Company. Investments
entities comed 20% or more bat less than majonty owmed and not
otheranse controlled by the Company are accounted for under the
equty method.

The consohdated financial statements are presented i accordance with
the accounting principles generally accepted m the TTmted States.



Revenue Eecopniton. The Company derives substantially all of its
revermies from the sale of advertisements on short-term contracts. The
Company's standard rates for adwertising onrrentlyr range from $0.02 to
$0.08 per impression. To date, the duaration of the Company's
adwvertising commutiments has ranged fyom one week to one year.

A dvertising revermies are recogtu=ed ratably owver the period i arhich
the adwertisernent 15 displayed, provided that no sizmificant Companys
ohlizations remain and collection of the resalting receivable 1s probable.
Company oblizations typically imecbhide suarantees of mirirnoim rmamber
of’ "impressions," or titnes that an advertisement appears in page visars
dorarnloaded by users of ¥ahoo!. Ta the extent maranmm guaranteed
Lpressions are not met, the Company defers recognition of the
corresponding reverpies until suaranteed impression lewvels are achieved.
Deferred revermie is comprised of billings in excess of recozri=ed
revermie relating to advertising contracts. Dharinge 1296, SOFTEAHE a
S&% sharehaolder of the Companyy, and its related comparies accounted
for approxiznately 1 2% of net revermies. Dharing the pernod fyom *larch
5, 1395 (Inception) to Decermber 51, 1225, another company
accounted for approximately 11%% of net revermies. International
revermles were ot material in any period presented. License and royalty
reverpies are recogtuzed as armonnts are earned under the terms of
applicable agreements, provided no significant Company oblizations
exist and collection of the resalting receivabls 15 probable.

Eevermies from barter transactions are recogri=ed daring the period in
which the adwertisements are displayed in Tahoo! . Barter transactions
are recorded at the lowrer of estirmated fair vahie of the goods or services
received or the estimmated fair vabie of the advertisernents miven. To
date, barter transactions have been insigrmificant.

Prodwuci Development. Costs inoarred i the classification and
orzarmi=ation of histings wnthin ¥Yahoo! and the development of netar
prodacts and enhancements to existing prodacts are charged to expense
as 1moarred.

Staterment of Finanecial 4 cocounting Standards Ho., 86, "Accountins for
the Costs of Computer Sofbarare to be So0ld, Leased or Otheranise
Marketed, " requres capitali=ation of certain sofbarare development
costs subsequent to the establishiment of technological feasibility. Based
upon the Company's prodact development process, technolozical
fteasibility is established upon completion of a working model. Costs
inoarred by the Company bebareen completion of the workins model
and the point at vwrhich the product 1s ready for general release have
been msizruficant.

Advertizing Coztzs. Ldvertising costs are recorded as expense the first

tithe an advertizserment appears. Sdwertising expense totaled F5,801,000
for 12396 and 126000 for the period from March 5, 1395 (Inception)

throcuazh Decermber 51, 1295,



Cagh, Cash Eguivalents, Short and Long-Term Inveziments. The
Company invests certain of its excess cash i debt instmments of the
T.5. Governament, its agencies, and high-quality corporate issaers. All
hizhly hipud instraments wath an ornginal mabnaty of three months or
less are considered cash equivalents; those wath ornginal matarities
greater than three months and ourrent mabirities less than tarelve
months from the balance sheet date are considered short-tern
mwvestments, and those wath matunties sreater than tarelve months
from the balanece sheet date are considered long-ternm imvestments.

At Decemwber 31, 1996, short-and long-term investments were classified
as avallable-for-sale and consisted of 64%% corporate debt semarities,
26% debt semarities of the 7.5, Governmment and its agencies, and 10%%
foreizn debt securities. Al long-term investments are due wathin five
wears. &t December 31, 1396, the fair vahie of the mmwestments
approximmated cost. Fair wahie 15 deternuned based upon the quoted
market prices of the securities as of the bhalance sheet date. A1
December 31, 1225, the Company did not hold any short or lang-term

imrestments.

Concentraton of Credit Rizle Financial instruments that
potentially subject the Company to significant concentration of credit
15k consist prmarily of cash, cash equvalents, short and long-term
mvestments, and accocunts receivables. Substantially all of the Company's
cash, cash eqaivalents, short and long-term mmvestments are managzed by
taro financial institations. Accounts recervable are typically unsecared
and are derived from revermes earned from customers priznarily located
i the Tmited States. The Company performs ongoing credit evahations
of its customers and maintains reserves for potential credit losses,
historically, such losses have been inrmatenal and wathin management's
expectations. &1 December 31, 1296, no one oustomer accounted for
10%: or more of the accounts receivable balanece. At Deacember 51,
1925, tero mastomers accounted for a total of 21% of the accounts
recelvable balance.

Property and Eguipment. Property and equipment, inchiding
leasehold mprovements, are stated at cost. Depreciation 15 computed
using the straight-line method over the estimmated usefial hives of the
assets, generally taro to five years.

Income Taxesz. Income taxes are computed using the asset and hability
method. Tnder the asset and hability method, deferred immcome tasx
assets and hiabilities are determuned based on the differences betareen the
financial reporting and tax bases of assets and labilities and are

meanired using the onrently enacted tas rates and laars.



Foreign Currency. The functional ouarrency of the Company's
subsidiaries in the Tmited Eingdom, Germnmany, and France is the local
marrency. T he financial statements of these subsidiaries are translated to
Trmited States dollars using year-end rates of exchangze for assets and
liabilities, and average rates for the vear for revermies, costs, and
expenses. | ranslation gains and losses, which were mmsizrificant at
December 31, 12358, are deferred and acourmilated as a component of
shareholders' equty. Het zains and losses remalting from foreizn
exchange transactions are inchided i the consalidated staterments of
operations and were not sizxuficant durnng the periods presented.

MNet Lozs per Share. Het loss per share 15 computed using the weizhted
averagze rwuanber of common and comnunon equvalent shares outstandins
during the period. Cornunon equivalent shares consist of the mnecremental
comtunon shares 1ssuable upon conversion of the convertible preferred
stock [asing the if-converted methodl and shares 1ss;uable upon the
exercise of stock options and warrants (using the treasary stock method
or the modified treasiry stock method, whichevwer applhies). Common
equivalent shares are exchided from the computation if their effect 1s
antidibitive, except that, puarsaant to the Secunties and Exchange
Cormurtission stat¥ A ccounting Fulletin, the convertible preferred stock
[usings the H-conwverted method]l and comnunon equvalent shares [asing
the treasury stock method and the assarmed public offerning price] issaed
subsequent to March 5, 1225 through LAprl 11, 1998 have been mnchided
i the computation as if thew were cutstanding for all periods presented.

Use of Ezsdmates. The preparation of financial statements in
conformiaty with generallyr accepted accounting principles requires
managertent to make estimates and assamptions that affect the
reported arnoumnts of assets and lhiabilities, disclosure of contingent assets
and liabilities at the date of the financial statements, and the repoxted
amcunts of revermes and expenses during the reported period. Achaal
results could differ from those estimates.

Reclagzificaton. Certain prior period balatices have been reclassified

to confornm wath ourrent perod presentation.

Benefit Plan. The Company rmaintains a 4010k Profit Sharning Flan
(the "4010k) Plan") for its fiall tirme employees. Each participant in the
4017k) Plan may elect to contrnbuate from 126 to 17%% of has or her
arrmal compensation to the 4010k Plan. The Company matches
employes contrnbutions at a rate of 25%. Employees contrbuations are
fiallyr vested, whereas vesting in matching Company contrbuations ooomirs
at a rate of 335 3% per year of emploviment. AN contrbuations to the
4017k Plan are imvested at the employes's discretion in eight separate
fimds. Tharing 1336, the Company's contribuation armonanted to $21,000,
all offarhich wras expensed.



Note 2. Balance Sheet Components

Decamnber 31,
19%% 1995
Property atud equipmend ;
Compatters atud equipmerdt F1.520000 F230.000
Pmmibme and fedres 261,000 2,000
Leacehiold impromemerit < 290,000 3,000
2471000 244 000
Less: acomolated depreciation 442000 LS8000)
$2,213 000 $186 000
Aomaed experices and other oomerd liabilities
Aoaed wacatior, Rrage:, and other smp loree
berefite F294 000 F110,000
Somaed professional serTice experises 06000 42000
Armied corderd costs 554000 —
Crther 2213000 62,000
$4.367 000 £520,000




Note 3. Related Party Transactons

Danng haly 1995, the Company entered mto an agreement wath a
halder of approximately 2%% of the Company's Comunon Stock at
December 31, 1996 whereby the sharehaolder sranted the Company a
heense for trademarks and mtellectaal property nghts for mechision mn
Yahoo!, The Company agreed to share with the shareholder certain
advertisimg reverme earned from Yahoo! pages where the shareholder's
data appears. The amount of advertising reverme allocated to the
shareholder vanes based upon the location of pages wathin ¥ahoo! and
the lewel of ustomer usage of the sapplied data. Dunng 1996, the
Company paid approximately $375 000 to the shareholder under this
agreermient and the amount due to the shareholder at December 51,
199 was $186 000, Darng the period from March 5, 1995 (Inception)
through December 31, 1995, no amount was paid to the shareholder
under the agreement and the amount dae to the shareholder at
Diecember 31, 1995 wras $35 000, The shareholder also pays certain
fees for the mammtenance of Yahoo! pages where 1ts data appears. Dharing
1996 and the perniod from March 5, 1995 (Inception] through
Diecemher 31, 1995, the Company recogiized $20,000 and $30,000,
respectively, of mamtenance reverme relating to the agreement.

Danng 1996, the Company recogruzed net revermes of approximately
$2.075,000 on adwertising contracts placed by SOFTEANE and its
related comparues, a 36% shareholder of the Company at December 51,
1996, Contracted prices on these orders are comparable to those given
to other major oastomers of the Company. Dunng 1996, the Company
also recogruzed publication revermes from a sibsidiary of SOFTEANE
of approzximately $200 000 and deweloprent and lcensing rewvermes of
approximately $85,000. Additionally, a sales representative firm which
15 a subsidiary of SOFTBANE has provided serrices to the Company
totaling approzimately $2,300,000 and $177,000 doring 1996 and
1995, respectively. The ammount due to the firm for serrices rendered
totaled $896 000 at Decermber 31, 1998 and $92,000 at December 31,
1995, Additionally, the Company entered mto baro separate joint
venture agreements with SOFTBANE duing 1996 (see Note 4 beloar].



MNote 4. Joint Veniures

Yahoo! Japan. Tharng Aprl 1926, the Company signed a joint ventare
agreement wath SOFTEANE, a 36% shareholder of the Company at
December 31, 1298, whereby Wahoo! Japan Corporation was formed to
establish and manage 1 Japan a Japanese warsion of the ¥ahoo! Internet
(n1de, develop related Japanese on-hne navizational services, and
condact other related buasiness. The Company's ovwmership interest in
the joint ventare is 40%% and 15 being accounted for using the equity
method. &4t December 31, 1295, the Company's investment in the joint
venhire was $72%9 000, which wras also the Company's initial
mvestment. There 1s no commitment on either company's behalf to
mmwest additional cash im the joint wentare.

Yahoo! Markeiplace. On Angast 26, 1298, the Company entered into
agreements wiath VWisa International Service Association [VISAT] and
another party to establish a newr companyy, Yahoo! Marketplace, to
develop and operate a navigational service fomised on mmformation and
resources for the parchase of consamer prodacts and services owver the
Internet. The parties have agreed to itveest a total of ap to 33,000,000
in proportion to their respective equity mnterests, and as of Decermber
31, 1994, had invested 31,000,000, The Company murrently onams
approximatelyr 55%% of the equty interest im ¥Yahoo! Marketplace, and
therefore, has consolidated the financial resalts. Additionally, the
Company holds baro options to acgnre a finnther 9%% interest 1n ¥Yahoo!
IMarketplace for $35,600,000 and 37,000,000 which expire in Augnast
1997 and August 1998, respectively. Dharing 1296, Yahoo! Marketplace
inourred losses from operations of $837,000. 4t December 31, 1395,
$153.000 of the minorty interest on the balance sheet represents
VISA's mnterest 1n the net assets of Yahoo! Marketplace. In connection
wrth this agreement, the Company has 1ssued to VISA for a parchase
price of £30,000 avwarrant to parchase 350,000 shares of the
Company's Comion Stock at an exercise price of $12.50 per share,
which warrant 1s exercisable daring a taro year period cornumencing in
MMarch 1937,

Yahoo! Europe. On Hovember 1, 12968, the Company signed a joint
wentare agreement with a subsidiary of SOFTEBAMNE, a 36%: shareholder
of the Company at December 31, 1296, whereby separate companies
were formed in Germany, the Tmted Eingdomn, and France to establish
and manage versions of the ¥Yahoo! Internet Guaide for Germany, the
Trited Eingdom, and France, develop related on-line navizational
services, and conduct other related tasiness. The parties have agreed to
imwest a total ofup to $4,000,000 in proportion to their respective
equity mterests, and as of December 31, 1328, had invested
$2.000,000. The Company has a majority share of approximately 70%%
m each of the ¥Yahoo! Europe entities, and therefore, has consohidated
the financial resilts. Darnng 1996, Yahoo! Europe mmmarred losses from
operations of $E842.000. &t December 31, 1998, $347.000 of the
munornty interest on the balance sheet represents SOF TEAMNE's interest
n the net assets of ¥Yahoo! Euarope.



MNMote 5. Shareholders" Eguity

S5toeck Split. On March &, 1295, the Board of Directors aathorn=ed a
2-for-1 stock spht (the "Stock Sphit") of the Company's Freferred
Stock and Cornmuanon Stock. 81 references to the rpumber of shares of’
Preferred Stock, Common Stock, and per share amounts have heaen
retroactively restated 1 the accormpanyings finarncial staterments 1o
reflact the effect of' the Stock Splat.

Commnmon Stoecle On Lprxl ll, 1395, the Company completed 1ts
1mitial puablic offering of 2,920,000 shares of 1its Cormmrnon Stock. Het
proceads to the Company agmregated approximately 335,045 000, 45
of the closings date of the offernings, all of the Convertible Preferred
Stock and Mandatonly Eedesmable Convertible Preferred Stock
ontstandings wras converted mto an agsrezate of 12,250,072 shares of
Corunon Stock. The Company has the right to repurchase, at the
orizinal 1ssae price, a declhinangs percentaze of certain of the comunon
shares 1s:1ed to employess under written agrecinents wath sach
emplovess. The Company's right to repuarchase suach stock declines on a
percentase basis over fonar yvears based on the length of the employess'
contirmial exmmplovrnent wnath the Company. At December 51, 1295,
S5.055 555 shares of conunon stock were subject to repurchase by the
Comparis.

Preferred Stock. A1 December 51, 12926, the Company has aathorn=ed
10,000 000 shares of'undesisnated preferred stock. &1 December 51,
13395 the Company had aathorxni=ed 7 750 072 shares of preferred
stock, aofwhich 5. 212000 shares had been designated Series &
Cornvwertible Preferred Stock (M"Series A" and 25532 072 shares had hean
desiznated Series B Convertible Preferred Stock [(MSeries E"). At
December 51, 1225, 5. 200,000 of Series & and 2558 0728 of Series B
wrere issued and cuatstanding. Holders of Series & and B arere entitled to
receive nonmarnilative, preferential dividends of FO.025 and F0 24525,
respactively, per arroamn, when and if declared by the Eoard of
Directors. Ho such dividends were declared. In the event of liqpuidation
or sale of the Companis, Series 4 and B shareholders varere entitled to a
per share distraibution im preference to common shareholders eqaal to
the original issue price per share of F0.20 and $1 .27, respactively, phis
any declared but unpaid div-idends. Dharines Blarch 1295, the Company
entered mto an agreernent to sl S 100,000 zhares of Mandatornl-
Fedesmable Convertible Series O Preferred Stock [(Y"Series "1 at a price
of $12 .50 per share for agsrezate procesds of 363,750,000, The holder
of Series O aras entitled to receive ourrmalative, preferential divadends of
F0.825 per antman, payable on blarch 51 of each ywear, conrmencine
IIlarceh 511297, The holder of Zeries O wras also entitled to receiv e
dividends on Coruenon Stock, when and it declared b the Board of
Diirectors, based on the roarmber of shares of Cornunon Stock held by the
holder of Series O, assarminge conversion of all Seres O into Comrunon
Stock. Ho such divadends on Cormrnon Stock have been declared. In the
event of lipaidation or sale of the Companys, the Sernes O shareholder
wras entitled to a per share distribuation in preference to common
sharehalders eqial to the original issae price of 512 .50 per sharve phas
arny accried and anpald dividends . O Lpril 11, 1998, the Company
completed its initial pablic offering of 1ts Common Stock. At that time,
all 1s:;1ed and cntstanding shares of the Company's Convertible
Preferred Stock and Mandatorily Eedeemabls Convertible Preferrad
Stock vwere converted imto an azsregate of 12,250 072 shares of’
Common Stock.



Stock OphHoen Plan. In Iayw 1995, the Eoard of Directors adopted the
1325 Stack Flan (the "Planm™) which onsinally provided for the grant of
up to 5,000,000 incentive stock options, non-qualified stock options,
and stock puarchase rights. On March &, 1395, the Eoard of Directors
approved an inerease 11 the rmamber of aathorn=sd shares 1in the Plan tao
=S2.000,000. Thnder the Flan, incentive stock options may be granted to
employvess, officers, and directors of the Company and non-quaalifisd
stack options and stock purchase rights may be granted to cornsaltants,
employeas, directors, and officers of the Company. Options gsranted
under the Plan are for perods not to exceed ten ywears, and noast be
izs11ed at prices ot less than 100%6 and 5%, for incentive and
nomngqialified stock options, respectively, of the fair rmarket vahie of the
stock on the date of grant as determined by the BEoard of Directors.
Options sranted to sharehalders wha o greater than 10%6 af the
outstanding stock are for periods not to excead five years and noast be
1iss11ed at prices not less than 110%6 of the fair mmarket vwabie of the stock
o1 the date of srant as determined by the Board of Directaors. Options
sranted ander the Plan senerally vwest 25%: after the first year and
ratabhly each month over the remainings thirty-sic month period.
Options to puarchase 541, 2351 and &7 500 shares were exercisahle at
December 51, 13998 and 1395, respectivaly.

& sumrnary of the Plan's activity is as follonarns:

Anailatde pai oS Frice Fer

Foxr Gxramt hobabamedan g Share
Shares recermrad L0000 000 —_ —_
Optiots srarded (ZA454 910) Z454 910 FONZ-F020
Optiots exerciced — (l=9 400 0oz
Ealaruce at Diecember =1, 1995 1. 545 0390 Z 365 510 FONZ-F020
Additriornal shares resermed Z 000 oo — —
Optiotes srarded (7162343 Z.Flo=4= FO20 - FA0FTS
Optiots carwcelsd 221 000 (21 000) FO02-F 1550
Optiotes erperciced — [ oL | 0oz
Ealaruce at Drecember Z1, 1995 1. 109 747 G204 478 FOO02 - E20ETS

TMaring the period frormnm Tavmary 13995 throazh LApril 12925, the
Company granted options to parchase an aggregate of 2,300 4685 shares
of Common Stock at exercise prices ranging from 3020 to F10.00 per
share. Based im part on an independent appraizal abtained by the
Company's Board of Divectors, 36825000 of compensation expense
relatins to certain options is to bhe recosnized over the four-ywear westinge
periods of the aptions, of which, 1 5&_ 000 saras recogmimed inn 139
Iaring the period fromm Iarch 5, 1295 (Inception] throuzh Decerntber
31, 1925, the Company sranted options to puarchase 294 400 shares of’
Common Stock to consaltants im exrchange for serrices at an exercise
price of F0.02 per share. The Company recorded expense totaline
F75.000 darins the period from WMarch 5, 13395 (Inception] throuash
December 51, 13995 based on the estimated fair vabise of the services

receivad.



Directors” Stock Ophon Plan. Effective March 6, 1996, the Board
of Directors adopted the 1996 Directors' Stock Option Plan (the
"Dirvectors' Plan"). The Divectors' Plan provides for the 1smance of up
to 200,000 nonstatutory stock options to nonemployes directors of
the Company. Each person who becomes a nonemployee director of
the Company after the date of the Company's mmitial public offerngz wall
antomatically be sranted a nonstatutory option (the "Fist Option™) to
purchase 40000 shares of Comunon Stock upon the date onwhich such
person {irst becomes a divector. Thereafter, each director of the
Company will be granted an arrmal option (the "Armal Option") to
puarchase 5, 000 shares of Common Stock. Options under the Directors’
Planwall be granted at the fair wahie of the stock and wall west m equal
monthly mstallments over four vears, m the case of the First Option,
ot at the end of four vears in the case of the Armal Option. At
December 51, 1996, there had been no option grants under the
Directors' Plan.

Employee Stock Purchase Plan. Effective March &, 1936, the
Company's Board of Directors adopted the Employee Stock Puarchase
Plan (the "Parchase Plan"), which provides for the smance of 2
maccinam of 300,000 shaves of Conumon Stock. Elable employess can
have up to 15% of theiwr earmngs wathheld, up to certain macmmms, to
be used to purchase shares of the Company's Conumon Stock on every
Jarmary 15t and Jaly 15t The price of the Conumon Stock purchased
under the Purchase Plan wall be equal to 85%% of the lowrer of the far
market vahe of the Comumon Stock on the conmencement date of

each six month offering period or the specified purchase date. There
were no shares 1ssued under the Purchase Plan during 1996,



Stock Compensation. The Company accounts for 1ts employvees stock
option plans i accordance wath the provisions of Accounting
Frnciples Board Opiuon Mo, 25, In October 1295, the Finanecial
Acconnting Standards Board 1ssued Statement of Finaneial Accounting
Standards Mo, 12353 (FAS 123, "Accounting for Stock-Based
Compensation' wlhich establhished a fair wahie based method of
accounting for employee stock option plans. The Company has elected
to adopt the disclosare method of FAL 12353 Had compensation cost for
the Company's option plans been deternuned based on the fair vahe at
the zrant dates, as prescribed mm FAS 123, the Company's net loss and
pro forma net loss per share wonld have been as followrs:

1996 1995
Het loss:
A repiorted (2534 0007 E(6=4.000)
Prro forma Bz 152000 F(aZa,000)
Het loss per share:
A repiorted E(0.02) 0oz
Pro forma F0.12) gl002)

Frior to the Company's 1mitial public offernng, the fair wahe of each
option grant was deterruned on the date of zrant using the numnmam
wahie method. Subsequent to the offerning, the fair vahie vwas determuned
using the Elack-Schaoles model. Except for the wolatihity assamption
which vwas only used under the Black-5choles model, the folloanngs range

of asaumptions was used to perform the calmilations:

1996 1995
Expected life %0 merdhs 30 mordhs
TteTest Tate 51%-65% 53%-60%
T latility 53% ot applicable
Driridend +ield 0%, 0%,

Becanse additional stock options are expected to be zranted each ywear,
the abowve pro forma disclosares are not representative of pro forma
effects on reported financial resalts for fabare years.



Mote &. Income Taxes

Ha prowvision for federal and state income tanes has bhean recorded as
the Company has inmarred net operating losses thronzh December 31,
12958, The folloranng table sets forth the primary components of

deferred tax assets:

Dexemnhex 31,

1906 1995

HMet operating loss aved aredit camforamards F2A51,000 04 000
Hordedactible reserre s ad expetreses 1Z22 000 1=4 000
Chlwer Sa. 000 _—
Cross deferred taor ascets 4,112,000 228 000
Wahaatior allommz e (4,119 0007 (228 0007
$— $—

At Decermber 531, 1328 and December 51, 1325, the Company fially
reserved its deferred tax assets. The Company beliewves safficient
uncertainty exists regarding the realizability of the deferred tax assets
such that a valation alloarance 15 required.

Deaferred tax assets and related wabiation allovarances of approximmatelyr
32,400,000 relate to certain 11.5. operating loss carryiorarards resalting
from the exercise of employes stock options, the tax benefit ofwhich,
when recogtiized, will be accounted for as a credit to additional paid-1n
capital rather than a reduction of the mcome tax provision.
Additionally, deferved tax assets of $236,000 relate to operating lass
carnryiorarards in varions foreign prisdictions. Certain of these
carryiorarards wnll expire 1f not utilimed.

4t December 51, 1996, the Compatny had approximately $5, 900,000
of federal net operating loss carrrforarards for tax reporting parposes
available to offset fiatare taxable income; ;mach carryforarards expire in
2010, Additionally, the Company has approximately 6 400,000 of
Cabifornia net operating loss carryforarards for tax reporting paxposes
wrhich wnll expire begnming 1 20035,

Tnder the Tax FEeform Act of 13986, the amoants of and benefits from
net operating losses carred forarard may be 1mpaired or inited in
certain cirmmstances. Events which may caase hirmatations i the
amount of net operating losses that the Company may utilize 11 any
one wear inchide, bat are not livmited to, a cunrmalative oamership change
of more than 50% over a three wear period. At December 31, 1296, the
effect of such hinitation, if imposed, 15 not expected to be material.



MNote T. Commuiments and Conbingencies

The Company leases 1ts facilities under noncancelable operating lease
agreements which expire mm Jine 1998 and Jamary 1999 Futare
nurnmm lease payments under noncancelable operating leases wath
initial terms of one year ave F527,000 in 1997, $482,000 in 1998, and
36,000 in 1999 azmregating $1,045,000. RBent expense under operating
leases totaled $350,000 daring 1996 and $20,000 for the period from
March 5, 1995 (Inception) throuzh December 51, 1995,

On March 15, 1996, the Company entered mnto an agreement wnth
Metscape whereby the Company was designated as one of five "Prenner
Providers." TTnder the termms of the agreement, the Company 15 requred
to make payments of up to 35,000,000 ower the conrse of the
agresment's one year term, which began in nud-Apnl 1996, Dunng
1996, 3,500,000 had been paid and recognized as expense nnder the
azreement. The remaining $1,500, 000 vras paid daring JTamary 1997,

From time to tume the Company 15 mabject to legal proceedings and
clams m the ordinary course of business, mehiding clanms of alleged
minngement of trademarks and other mtellectual property nights. The
Company 15 not ourrently aware of any legal proceedings or claims that
the Company believes will have, imdrmdually or in the agzregate, a
material adverse effect on the Company's financial position or remlts
of operations.




YaHoO!
1996 Annual Report

Report of Independent Accountants

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

In ocur opimon, the accompanying consolidated balance sheets and the
related consolidated statements of operations, of shareholders' equty
and of cash floars present farly, m all matenal respects, the financial
position of ¥ahoo! Inc. and its subsidianies at December 31, 1996 and
1995, and the resalts of thewr operations and thewr cash flowars for the
yvear ended December 31, 1996 and the period from March 5, 1995
(Inception) through December 31, 1995, mm conformuty wnth zenerally
accepted accounting prineciples. These financial statements are the
responsibiity of the Company's manasement; our responsibility 15 to
eXpress an opimion on these finanecial statements based on our mdit.
We conducted cur andit of these statements i accordance wath
generally accepted anditing standards which require that we plan and
perform the mdit to obtan reasonable assarance about whether the
finaneial statements are free of material nusstatement. An adit
mechides exarming, on a test basis, evidence sapporting the amounts
and disclosures m the financial statements, assessing the accounting
prnciples used and siguficant estimates made by management, and
evahiating the owverall financial statement presentation. We beheve
that cur andit provides a reasonable basis for the opimon expressed
ahove.

Diie Woticnnue LiFP

San Jose, Cabforma
Jarmary 14, 12997




