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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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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.
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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.

=

="

Al




___ 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.




you!

YaHoO!

1997 Annual Report



36

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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A copy of the Yahoo! Inc. Form 10-K
as filed with the Securities and
Exchange Commission is available
without charge at www.sec.gov or by
request by contacting:

Yahoo! Investor Relations
3420 Central Expressway
Santa Clara, California 95051-0703

A copy of this annual report can be
found online at:
http://www.yahoo.com/info/investor/

The annual meeting of shareholders
will be April 17, 1998 at 10am at Yahoo!
Corporate Headquarters.

Yahoo! Inc. Common Stock is quoted on
the NASDAQ National Market System
under the symbol YHOO. The table
below sets forth the range of high and
low closing sales prices for the quarters
indicated.*

All stock prices have been adjusted for
the 3-for-2 stock split which was com-
pleted on September 2, 1997.

The Company had approximately 750
shareholders of record as of December
31, 1997. The Company has not declared
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...



