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Part 1
Item 1. Business
OVERVIEW

Yahoo! Inc., together with its consolidated subsidiaries (“Yahoo!,” the “Company,” “we,” or “us”), is a premier
digital media company. Through our proprietary technology and insights, Yahoo! delivers personalized digital
content and experiences, across devices and around the globe, to vast audiences. We provide engaging and
innovative canvases for advertisers to connect with their target audiences using our unique blend of
Science + Art + Scale. We provide online properties and services (“Yahoo! Properties™) to users as well as a
range of marketing services designed to reach and connect with those users on Yahoo! and through a distribution
network of third-party entities (“Affiliates”). These Affiliates integrate our -advertising offerings into their
Websites or other offerings (those Websites and other offerings, “Affiliate sites”).

We generate revenue from: the display of graphical advertisements (“display advertising™), the display of text-
based links to advertisers’ Websites (“search advertising”), and other sources.

Our  offerings to users .on Yahoo! Properties currently fall into three categories: Communications .and
Communities; Search and Marketplaces; and Media. The majority of our offerings are ayailable in more than 45
languages and in 60 countries, regions, and territories. We have properties tailored to users in. specific
international markets including the Yahoo! Homepage and social networking Websites including Meme and
Wretch.

Yahoo! was developed and first made available in 1994 by our founders, David Filo and Jerry Yang, while they
were graduate Students at Stanford University. We were incorporated in 1995 and are a Delaware corporation.
We are headquartered in’ Sunnyvale, California, and have offices in more than 30 countries, regions, and
territories. ' ‘ ‘ '

Changes in Our Board of Directors and Executive Leadership

During 2011, there were a number of changes to the composition of our Board of Directors (the “Board”) and our
executive leadership team. Effective' April 1, 2011, Eric Hippeau resigned from our Board and David Kenny was
appointed to our Board. On September 6, 2011, Carol Bartz was removed from her role as our Chief Executive
Officer and President, and our Board appointed Tim Morse, our Executive Vice President and Chief Financial
Officer, as our Interim Chief Executive Officer and President. Ms. Bartz resigned from our Board on
September 9, 2011. :

On January 4, 2012, we announced the appointment of  Scott Thompson as our Chief Executive Officer,
President, and member of our Board, effective J anuary 9, 2012. At that time Tim Morse resumed his primary role
as Executive Vice President and Chief Financial Officer. On January 17, 2012, Jerry Yang resigned from our
Board and all other positions at Yahoo!. On February 7, 2012, Alfred J. Amoroso and Maynard G. Webb, Jr.
were appointed to our Board. We aiso announced on February 7, 2012 that Chairman of the Board Roy J.
Bostock and directors Vyomesh Joshi, Arthur H. Kern and Gary L. Wilson have each volunteered not to stand for
re-election to the Board at the Company’s 2012 Annual Meeting of Shareholders.

Strategic Review

During 2011, our Board of Directors initiated a' comprehensive strategic review to assess alternatives to return
the Company to increased growth and innovation. As part of this review, we have pursued a wide range of
discussions with potential partners. We are in discussions regarding the possibility of restructuring our holdings
in Alibaba Group and Yahoo Japan. While we continue to pursue these discussions, there is no assurance that any
transaction will be achieved. :



2011 HIGHLIGHTS

Transactions and Alliances

Acquired interclick, inc., a company with innovative data targeting capabilities, optimization technologies and
new premium supply as well as a team experienced in selling audiences across disparate sources of pooled
advertising supply. :

Acquired IntoNow™, enabling Yahoo! to provide enhanced media experiences and video prograimning,_
bolstering social engagement across the Yahoo! network. IntoNow is available on iPhone, Android and iPad
devices. ' '

Announced with Benchmark Capital the formation of Hortonworks, an independent company consisting of key
architects and core contributors to the open source Apache™ Hadoop™ technology pioneered by Yahoo!.

Announced agreements with Microsoft and AOL intended to improve the process of buying and selling
premium online display inventory. The agreements will allow ad networks operated by Yahoo!, Microsoft and
AOL to offer each other’s premium non-guaranteed online display inventory to their respective advertising
customers. ' :

Announced a strategic alliance with ABC News that combines Yahoo! News’ vast audience and depth and
breadth of content, with ABC News’ global news-gathering operation and anchors and reporters. The alliance
kicked off with ‘the launch of GoodMorningAmerica.com on Yahoo! and a live stream of anchor George
Stephanopoulos interviewing President Barack Obama at the White House. ’ " o

Communications and Communities

Launched globally our latest version of Yahoo! Mail, which is the #1 Mail offering in the U.S. Yahoo! Mail is

" significantly faster than previous versions; offers a safer experience with new anti-phishing defenses and

enhanced spam protection; and a sleek, new personalized design.that brings together social experiences and
conversations from across the Web and provides users with one place to quickly access photo and video
information from their connections. In addition, the latest version of Yahoo! Mail offers a consistent
experience across devices, whether on desktop, mobile devices such as the iPhone or Android smart phones, or
tablets. o B : - SEE - :

Launched Yahoo! Messenger 11, which offers users more ways to connect with friends and family. The latest
version lets users, instant message (“IM”), text, make voice and video calls, and play some of the most popular
social games with friends. In addition, users can view, comment on and “like” real-time updates from Flickr

“and Facebook, and can also start IM conversations on a PC and continue them on iPhones, Android smart

. phones or any Internet-enabled devices:

Launched Social Bar (previously known as Yahoo! news activity), a new way to discover and connect with
content on both Yahoo! and Facebook. Currently available on more than 26 Yahoo! sites around the world,

~users can discover and share the news and information that they are enjoying on Yahoo! seamlessly through

updates on Facebook.

Introduced the Flickr App for Android and Photo Session from Flickr. The Flickr Android application _ie;s
Android users capture, customize, edit and share’high—quality phdpos on the go. Photo Session is an intgraétiVé
live-sharing tool that allows users to share Flickr photOstream_é"qnd sets with other usefs in rgal-timé. Photo

‘Session is available on the PC, iPhone and iPad. ‘

Search and Marketplaces

Completed the complex transition of algorithmic search to Microsoft’s search platform in-all 35 global

. markets, across desktop and.mobile, for all Yahoo! and Affiliate traffic.

Launched Search Direct, which delivers instant answers and direct access to relevant Websites before-a user
completes a query, hits the search button, or navigates to a search results page. This search innovation supports
Yahoo!’s strategy of fundamentally shifting the way users experience the Web by providing rich, integrated
content faster and more efficiently. . : :



* Introduced Yahoo! App Search, for desktops and PCs, to help users discover new and relevant mobile
-applications. Using Yahoo!’s powerful search technology, Yahoo! App Search allows usérs to zero-in on any
zapplication by displaying in one locationmatching application titles along with a full comprehensive
" description, price data, overall star rating from users, and screenshots.

* Launched a new version of BOSS, which offers search and contextual products that enable publishers, portals,
internet service providers, developers, and start-ups to build Web-scale search products and offers
opportunitiés to monetize through search revenue sharing; a iew version of Clues, an online tool for analyzmg
search trends; and a variety of other search product updates.

Media

* Launched Livestand from Yahoo!, a personalized living magazine designed first for iPad. Livestand combines
-content from leading th1rd-pa1’[y publishers and Yahoo"s global media network to create a personahzed digital
- experience tailored to users interests. :

» Continued to grow the number of Yahoo! Properties on the Yahoo! Publishing Platform (“YPP”), reaching 126
sites globally. The YPP enables publishers to easily create and manage their online media experiences. YPP
provides the tools and technology to allow premium and personalized content to be created, dlstnbuted and
consumed on a global scale, on a single platform.

* Debuted MLB.com® Full Count, a new online Video offering produced and powered by MLB.com in
partnership with Yahoo' Sports that allows fans to follow live Major League Baseball - actlon throughout the
regular season. .

* Introduced a full slate of original, premium, TV-quality Web shows in tandem with the beta launch of our
re-vamped video destination, Yahoo! Screen. The eight new shows add to Yahoo!’s existing industry-leading
video programming, and include top Hollywood talent such as Judy Greer (The Descendants, Arrested
Development), Cameron Mathison (All My Chlldren Dancing with the Stars), and Morgan Spurlock (Super-
Size' Me, 30 Days) among others.

« Continued to drive large amounts of traffic on Yahoo! sites with news events such as the Royal Wedding in
April, which included coverage on Yahoo! News, Shine from Yahoo!, omg! from Yahoo!, and our own Royal
Weddmg site.

USER OFFERINGS :

Our offerings to users on Yahoo! Properties currently fall into three categories: Communications and
Communities; Search and Marketplaces and Media. We have distribution partnersh1ps with close to 100 carriers,
original equipment manufacturers (“OEMs”), and publishers around the world. Our offenngs are available on
desktop and other devices such as PCs, mobile phones, tablets and TVs. ~

Communicatiohs and Communities

Our Communications and Communities offerings, including Yahoo! Mail, Yahoo! Messenger, Yahoo! Groups,
Yahoo! Answers, Flickr, and Connected TV, provide a wide range of communication and social services to users
across ‘a variety of devices and through our broadband Internet access partners, OEM partners and strategic
partners. These offerings enable users to.organize into groups and share knowledge, common interests, and
photos. We offer some services free of‘charge to our users and also provide some services on a fee or
subscription basis. We generate display arid search revenue and fees revenue from these offerings. -

Yahoo! Mail provides users- with full-featured online communications functionality, including email, instant
messaging and SMS as well as integrated contacts, calendar and third-party applications written for the mail
platform through the Yahoo! Mail Developer Program. In addition to our free e-mail service, for a subscription
fee, we offer Yahoo! Mail Plus, a premium e-mail service that provides features such as an interface free of
display advertising. Yahoo! Mail is also available on PCs, mobile phones, and tablets.
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Yahoo! Messenger instant messaging service provides an interactive and personalized way for users to connect,
communicate and share experiences on a real-time basis. Yahoo! also offers mobile applications for Yahoo!
Messenger, including real-time video chat on mobile devices. Recently, a new feature was added on iPhone,
Android, Blackberry, and feature phones that enables Yahoo! Messenger users to chat directly with their
Facebook friends without leaving Yahoo! Messenger.

Yahoo! Groups provides members with shared access to information such as message archives, photo albums,
event calendars, and polls.

Yahoo! Answers is a service that allows users to ask and answer questions on a variety of topics on both PCs and
mobile devices.

Flickr is an online photo management and sharing service that makes it easy for users to upload, store, organize,
and share their photos. In addition to the basic service, Flickr offers a fee-based service with unlimited storage,
uploads, and an advertising-free browsing and sharing interface. Yahoo! offers mobile apphcatlons for ickr on
both iPhone and Android devwes

Connected TV enhances the TV viewing expenence through an open, interactive platform Yahoo! Connected TV
is available on top TV brands, including LG, Samsung, Sony, Toshiba and VIZIO.

We also have soc1a1 properties tailored to users in-specific international markets, which include blogging and
social networking Websites such as Wretch in Taiwan and Meme in Argentina, Brazil, Mexico, Taiwan,
Indonesia, India and the Philippines.

Search and Marketplaces

Our Search and Marketplaces offeringS are designed to quickly answer users’ information needs bif deIiveﬁng
innovative and meaningful search, local, and listings experiences on the search results pages and across Yahoo!.

Search

Our Search offerings, including Yahoo! Search and Yahoo! Local, are available free to users and often serve as
the starting points from which our users navigate the Internet and discover content that matters to them.

Yahoo! Search provides user§ with a free search capability offering rich search results ranked and organized
based on relevance to each user’s search query. Sponsored search results are a subset of the overall search results
and provide links to paying advertisers’ Web pages.

On December 4, 2009, Yahoo! entered into a Search and Advertising Services and Sales Agreement (the “Search
Agreement”) and a License Agreement with Microsoft which provides for Microsoft to be the exclusive
algorithmic and paid search services provider on Yahoo! Properties and non-exclusive provider of such services
on Affiliate sites. Under the Search Agreement, Yahoo! will be the exclusive worldwide relationship sales force
for both companies’ premium search advertisers, which include advertisers meeting certain. spending or other
criteria, advertising agencies that specialize in or-offer search engine marketing services and their clients, and
resellers and their clients seeking assistance with their paid search accounts. Algorithmic and paid search
transitioned to the Microsoft platform in the U.S. and Canada in the fourth quarter of 2010. In 2011, we
completed the transition of algorithmic search in all remaining markets. The market-by-market transition of our
paid search platform to Microsoft’s platform and the migration of ‘paid search advertisers and publishers to
Microsoft’s platform are expected to continue through the first half of 2013. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Search Agreement with Microsoft Corporation.”



While Microsoft provides the algorithmic search results under the Search Agreement, Yahoo! continues to
develop and launch features around the results to enhance the user’s Yahoo! search experience and to deliver
more answers to the millions of users who come to Yahoo! to be entertained and to stay informed-and productive.

These features include Search Direct, rich results, Contextual Search results, site filters, related topic suggestions
and more

Yahoo! Search is evolving to allow users to find the right information at the right time, whether by entering
keywords in a search box or by discovering search-powered experiences wherever they are online. Yahoo!
* currently offers Yahoo! Search experiences and applications across connected devices, including PCs, tablets and
mobile phones.

Yahoo! Local offers users local and hyperlocal news, business listings, events and deals and is tightly integrated
with Yahoo! Maps. In addition, users can access related content such as recommendations, user reviews and
photos about a business listing. We generate revenue from listing fees and premium location targeted display
advertising. :

Marketplaces

Our Marketplaces offerings and services include Yahoo! Shopping, Yahoo! Travel, Yahoo! Real Estate, Yahoo!
Autos, and Yahoo! Small Business. On these properties, users can research specific topics, products, services or
areas of interest by reviewing and exchanging information, obtaining contact details or considering offers from
providers of goods, providers of services, or parties with similar interests. We generate revenue from listing fees,
transaction fees, and display and search advertising on many of these properties, as well as from the subscription
fees that we charge for hosting Websites for our customers, fees that we charge for registering domains, and fees
that we charge for services we provide to small businesses seeking to maintain a Website. We also have
properties tailored to users in specific international markets, primarily our Asian markets, which allow
prospective buyers and sellers to enter into an online auction for goods for which we earn a posting and
transaction fee. Monday in Taiwan is one such property.

Media

Our Media offerings are designed to engage users with some of the most relevant and compelling online content
and services on the Web. We offer a majority of these services free of charge to our users. On our Media
properties, we generate revenue from display and search advertising and from fee-based services. Many of our

media properties are also available in mobile-optimized versions for display on mobile phones and tablet devices.
Our Media properties and services include the following:

Yahoo! Homepage is a navigation hub and starting point for entering into Yahoo! Properties and the Internet, via
a PC or mobile device. Yahoo! Homepage brings together the most useful information and functionality from
across the Web, giving users one place to search, preview and access everything that matters to them most.

Yahoo! News provides stories from the major news agencies that are aggregated by our editorial team and
augmented by in-house generated content focused on up-to-the-minute news coverage with video, text, photos,
and audio.

Yahoo! Sports offers free fantasy games, original editorial content, real-time statistics, scores and game updates,
broadcast programming, integrated shopping, and online sports communities. Yahoo! Sports offers mobile
applications for specific areas of interest to our users, such as Yahoo! Fantasy Football, which was available on
TVs, PCs, mobile devices, and tablets for the 2011 -season, along with sports content via our Yahoo! Mobile
application, Yahoo! Sportacular and Yahoo! Fantasy Sports.

Yahoo! Finance provides a comprehensive set of financial data, information, and tools that helps users make
informed financial decisions. The content is primarily provided through our relationships with several third-party
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providers. Some of these providers pay a fee when a user is referred from Yahoo! Finance to their Websites.
Some . financial content, such as analyst research reports, is also available to users for a fee. MarketDash, a
mobile application from Yahoo! Finance is available on iPhone, Android and iPad devices.

My Yahoo! is a personalized start page that gives registered users the ability to customize their pages with
information that interests them most from around the Web.

Yahoo! Toolbar is a Web browser add-on that conveniently enables users to access and preview Yahoo!
Properties and third-party content via applications from anywhere on the Web.

Yahoo! Entertainment & Lifestyles represents a collection of properties that provides users with information, and
other engaging content centered on popular culture-related themes and activities with sites such as Yahoo!
Movies, Yahoo! Music, Yahoo! Games, and Yahoo! TV. For example, “Prime Time in No Time” provides quick
recaps of the previous evening’s prime iime felevision shows. In -addiiion, our Media propeities also inciude
Websites devoted to specialty topics such as Yahoo! Health, Yahoo! Education, Yahoo! Weather, omg! (celebrity
news) and Shine (women’s lifestyles).

Livestand from Yahoo! is a personalized living magazine application for the iPad that Yahoo! launched in
November 2011. Livestand combines content from more than 100 third-party publishers and Yahoo!’s own
media network to create a visually rich and personalized experience tailored to the interests of our users. Many
Yahoo! original content sites have specialized publications available only on Livestand, including Yahoo! Scene
(Entertainment), In the Money (Finance), Yahoo! Today (homepage), Shine from Yahoo! (women’s lifestyles)
and The Thread (Fashion).

IntoNow from Yahoo! is available on iPhone, Android and iPad devices, and makes watching TV more engaging,
social, and fun with the touch of a button. IntoNow identifies what users are watching, whether live or recorded;
shows related content and personalized recommendations; and enables discussions with friends.

Yahoo! Contributor Network is a platform allowing users to publish their creative content on Yahoo!. The
Yahoo! Contributor Network is an evolution of the Associated Content platform that we expect will bring
contributions from writers, photographers, and videographers to the Internet’s largest media destinations,
including Yahoo! News, Yahoo! Finance, Yahoo! Sports and even the Yahoo! Homepage.

ADVERTISER AND PUBLISHER OFFERINGS AND SERVICES

Yahoo! recognizes that brand advertisers are looking for immersive digital experiences that allow them to make
emotional connections with users, and we have aligned resources to best serve our advertising partners. Rather
than taking a product-centric approach, we are focused on providing advertisers with complete marketing
solutions that drive results. We believe Yahoo! offers the best combination of elements needed for successful
digital marketing campaigns across multiple devices today: the science to understand and target an audience; the
art to create lasting engagement with consumers through context; and the scale to reach the right person in the
right setting in meaningful numbers (Science + Art + Scale).

We offer advertisers targeted solutions (such as interest-based and search retargeting), valuable insights about
their customer base, and tools that leverage those insights for optimized program performance. We help
advertisers develop lasting engagement with consumers through interactivity. We pioneered. digital ad formats
such as the Yahoo! Mail Login Page, and have introduced new innovations this year with the launch of Smart
Ads for Video and Living Ads in Livestand, both of which showcase their message in a quality context that
delivers results. We also provide advertisers access to one of the largest concentrations of target audiences and
premium content on the Web. We do this by bringing quality publishers together through Yahoo! Network Plus
(including AT&T, Verizon, Rogers, Monster, and Comcast) and the Right Media Exchange. The Right Media
Exchange is Yahoo!’s ad platform for digital advertising companies, including differentiated ad networks, direct
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advertisers in our non-guaranteed marketplace, data providers, technology innovators, and global agencies. In
November 2011, we announced agreements with Microsoft and AOL that will allow ad networks operated by
Yahoo!, Microsoft and AOL to offer each other’s premium non-guaranteed online display inventory to their
respective advertising customers.

We work with high-quality publishers to attract audiences, create engaging experiences, learn insightful
information about the publishers’ audiences and monetize the experiences rendered with a set of application
programming interfaces (“APIs”) and tools for ease of doing business. With this offering, publishers are able to
participate in the Yahoo! Search and Bing Unified Search Marketplaces as well as the Right Media Exchange for
display advertising.

We generate revenue by providing marketing services to advertisers across a majority of Yahoo! Properties and
Affiliate sites. Our marketing services include display advertising, search advertising, listing-based services, and
commerce-based transactions.

DEVELOPERS AND PLATFORM OFFERINGS

We provide several software and platform offerings for third-party developers, advertisers, agencies, publishers
and designers. We believe that our open platforms enable developers and partners to build and incorporate new
products and innovations that users want into our product experiences. We are committed to providing the
developer community with products that solve their problems and enhance the development experience,
positioning Yahoo! as a technical leader.

We host events worldwide to further support our developer community, such as Open Hackdays and Hack U’s
(for universities). Over 4,000 people from 35 countries have attended more than 15 such events, submitting more
than 800 product applications.

Our offerings include:

Yahoo! Developer Network’s (“YDN”) goal is to be the hub for the digital media developer community. The
large and active ecosystem is primarily composed of thousands of independent software vendors, publishers,
advertisers, agencies, and designers. The YDN site allows the community to socialize, build and learn, leveraging
Yahoo!’s platforms, APIs, tools, documentation, support and resources.

Cocktails is Yahoo!’s development platform (made up of Yahoo!’s Mojito and Yahoo!’s Manhattan) for
connected devices, which is built on open industry standards (HTMLS, CSS3, Node.JS, JavaScript). Its cross
platform programming environment allows a new class of multi-screen applications with native-like
performance, built with minimal resource usage and maximum speed. Cocktails powers Livestand by making it
simple for publishers to connect audiences with premium content, for advertisers to engage audiences with rich
personalized ads and for developers to quickly build, personalize and modify content.

Yahoo! Query Language (“YQL”) is a simple but powerful language that enables developers to query, filter, and
join data across different Web services. Traditionally, developers must locate the correct URLs and
documentation for every Web service needed by an application, which is time consuming and complex. With
YQL, developers can access and shape data across the Internet with one simple syntax, eliminating the need to
learn how to call different APIs and making it possible for applications to run faster with fewer lines of code and
a smaller network footprint.

Yahoo! User Interface (“YUI”) is a free, open source JavaScript and cascading style sheets (CSS) framework for
building richly interactive Web applications. YUI is provided under a free license and is available on GitHub,
which allows developers to maintain their own versions of the software as well as contribute to its further
development.



Yahoo! Search BOSS is an open search Web services platform that enables developers, start-ups, and large
Internet companies to build Web-scale search products.

Yahoo!’s Social API suite offers advertisers and users the power of the Yahoo! network and all its inherent social
connections. The social suite is comprised of the social directory, contacts, user status and updates APIs.

Yahoo! Application Platform (“YAP”) is an application platform that third-party developers can use to create
innovative experiences that will function across the Yahoo! network and beyond. For example, YAP powers our
partnership with Zynga to bring social gaming experiences into core Yahoo! experiences.

Yahoo! Mail Developer Program (“YMDP”) provides Yahoo! and third parties with the ability to create
applications that enhance the mail experience through a well-documented set of APIs. Currently, there are more
than 20 applications available to Yahoo! Mail users.

Yahoo! Updates allows developers and publishers to syndicate user-generated actions from Yahoo! on their
Websites and vice versa, integrating social data and actions into new applications and services. Yahoo! Updates
is available for commercial and non-commercial use by developers.

Yahoo! PlaceFinder is a geocoding Web service that helps developers make their applications locatlon-aware by
converting street addresses or place names into geographic coordinates (and vice versa).

GLOBAL BUSINESS

We manage our business geographically. The primary areas of measurement and decision-making are Americas,
EMEA (Europe, Middle East, and Africa), and Asia Pacific. Additional information required by this item is
incorporated herein by reference to. Note 13—"“Segments” of the Notes to the consolidated financial statements,
which appears in Part II, Item 8 of this Annual Report on Form 10-K.

We provide services in more than 45 languages and in 60 countries, regions, and territories, including localized
versions of Yahoo! in Argentina, Australia, Austria, Brazil, Canada, Chile, China, Colombia, Egypt, France,
Germany, Greece, Hong Kong, India, Indonesia, Ireland, Italy, Japan, Jordan, Korea, Kuwait, Malaysia, Mexico,
the Netherlands, New Zealand, Peru, the. Philippines, Russia, Saudi Arabia, Scandinavia (Denmark, Finland,
Norway, and Sweden), Singapore, Spain, Switzerland, Taiwan, Thailand, Turkey, the United Arab Emirates, the
United Kingdom, the United States, Venezuela, and Vietnam.

Outside of native English speaking countries, we provide some of our most popular user services through Yahoo!
Asia (our English language portal to Southeast Asia), Yahoo! Canada En Frangais (French Canadian Website),
and Yahoo! En Espanol (United States Hispanic Website).

We own a majority or 100 percent of all of these international operations (excépt in Australia and New Zealand,
China, and Japan where we have joint ventures and/or noncontrolling interests). We support these businesses
through a network of offices worldwide.

Revenue is primarily attributed to individual countries accordmg to the international online property that
generated the revenue:.

Information regarding risks involving our international operations is included in Part I, Item 1A “Risk Factors”
of this Annual Report on Form 10-K and is incorporated herein by reference.

SALES

We maintain three primary channels for selling our advertising services: field, mid-market, and reseller/small
business. Our field advertising sales team sells display advertising in all markets and search advertising services
in non-transitioned markets to leading advertisers and agencies. Under the Search Agreement, our field
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advertising team also sells search advertising to premium advertisers in transitioned markets. Our mid-market
channel sells our services to medium-sized businesses, while our reseller/small business channel enables us to
sell advertising services to additional regional and small business advertisers.:In 2011, we reorganized our U.S.
sales force to focus on our customers and sales solutions to better meet their needs.

In the U.S., we employ sales professionals in multiple locations, including Atlanta, Boston, Chicago, Dallas,
Detroit, Hillsboro, Los Angeles, Miami, New York, Omaha, San Francisco, and Sunnyvale. In international
markets, we either have our own internal sales professionals or have established sales agency relationships in 50
countries, regions, and territories.

No individual customer represented more than 10 percent of our revenue in 2009, 2010, or 2011. Revenue under
the Search Agreement represented more than 10 percent of our revenue.during 2011.

Internet usage is subject to seasonal fluctuations, typically declining during customary summer vacation periods
and becoming most active during the fourth quarter holiday period due to increased online retail activity. This
seasonality pattern has affected, and we expect will continue to affect, our business and quarterly sequential
revenue growth rates. '

MARKETING

The Yahoo! brand is one of the most w1dely recognized in the world. Maintaining and growing the Yahoo! brand
enables us to attract, retain, and more deeply engage users, advertisers, publishers, and developers. We believe a
great brand begins with great products, services, and content. Our marketing teams engage in each step of
product and services development, deployment, and management and content design to understand and shape our
offerings to better market them to our communities of potential and existing users.

COMPETITION

We operate in the Internet products, services, and content markets, which are highly competitive and
characterized by rapid change, emerging and converging technologies, and 1ncreas1ng competition. Our most
s1gn1ﬁcant competition is from Facebook, Google, Microsoft, and AOL, which each generally offer an integrated
variety of Internet products, services, and/or content. We compete with these and other companies for users,
advertisers, publishers, and developers. We also compete with these companies to obtain agreements with
software publishers, Internet access providers, mobile carriers, device manufacturers and others to promote or
distribute our services to their users. In addition, we compete with advertising networks, exchanges, demand side
platforms and other platforms such as Google AdSense, DoubleClick Ad Exchange, AOL’s Ad.com and
Microsoft Media Network, as well as traditional media companies for a share of advertisers’ marketing budgets
and in the development of the tools and systems for managing and optimizing advertising campaigns.

We believe our principal competitive strengths relating to attracting and retaining users include our ability to
provide premium and exclusive content; the usefulness, accessibility, integration, and personalization of the
online services that we offer; the quality, personalization, and presentation of our search results; and the overall
user experience on Yahoo! Properties. Our principal competitive strengths relating to attracting advertisers and
publishers are the reach, effectiveness, and efficiency of our marketing services as well as the creativity of the
marketing solutions that we offer. “Reach” is the size of the audience and/or demographic that can be accessed
through the Yahoo! network. “Effectiveness” for advertisers is the achievement of marketing objectives, which
we support by developing campaigns, measuring the performance of these campaigns against their objectives,
and optimizing their objectives across the Yahoo! network. “Effectiveness™ for publishers is the monetization of
their online audiences. “Efficiency” is the s1mphclty and ease of use of ‘the sérvices we offer advertisers and
publishers.

In international markets, we also compete with local portals that are predominantly supported by local
telecommunication providers or local providers of specific locally designed and marketed Internet services, some
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of which may have a potential competitive advantage due to an existing direct billing relationship with their
users, dominant market share in their territories, greater brand recognition, focus on a single market, familiarity
with local tastes and preferences, or greater regulatory and operational flexibility.

Additional information regarding conipetition is included in Part I, Item 1A “Risk Factors” of this Annual Report
on Form 10-K and is incorporated herein by reference.

PRODUCT DEVELOPMENT

Yahoo! continually enhances, expands, and launches products and features to meet evolving user, advertiser, and
publisher needs for technological innovation and a deeper, more integrated experience.

Most of our software products and features are developed internally by our employees. In some instances,
however, we might purchase technology and license intellectual property rights if the opportunity is strategically
aligned, operationally compatible, and economically advantageous. While it may be necessary in the future to
seek or renew licenses relating to various aspects of our products, we believe based on past experience and
industry practice that such licenses generally could be obtained on commercially reasonable terms. We believe
our continuing innovation and product development are not materially dependent upon any single license or other
agreement with a third party relating to the development of our products.

Yahoo!’s Product Development organization includes a broad array of engineering talent that spans the breadth
of our technology infrastructure. This includes deep expertise in scalable platforms, networking and
communications technologies and presentation layer frameworks. Our Product Development organization
includes Yahoo! Labs. This organization includes our industry-leading Yahoo! Research group, our Applied
Sciences group and our Academic Relations team, which has spearheaded key relationships with some of the
world’s most influential universities and institutions. Yahoo! Labs is designed to foster the long-term scientific
competitiveness of Yahoo! as a world leader on the Internet through cutting-edge, multi-disciplinary research in a
variety of fields, including economic theory, computer science, artificial intelligence, and various social sciences.
In addition to Yahoo! Labs, the Product Development organization contains our Cloud Computing group which
provides the common computing infrastructure upon which our products are delivered, including grid computing.
Finally, the Product Development organization contains our Cloud Platforms group, which focuses on the
common elements that are embedded in multiple Yahoo! Products. These elements include the user data base and
login, video and social connection platforms.

- Our engineering and production teams are primarily located in our Sunnyvale, California headquarters,
Bangalore, India, and Beijing, China. Product development expenses for 2009, 2010, and 2011 totaled
approximately $1.2 billion, $1.1 billion, and $1.0 billion, respectively, which included stock-based compensation
expense of $206 million, $107 million, and $90 million, respectively.

INTELLECTUAL PROPERTY

We create, own, and maintain a wide array of intellectual property assets that we believe are among our most
valuable assets. Our intellectual property assets include patents and patent applications related to our innovations,
products and services; trademarks related to our brands, products and services; copyrights in software and
creative content; trade secrets; and other intellectual property rights and licenses of various kinds. We seek to
protect our intellectual property assets through patents, copyrights, trade secrets, trademarks and laws of the U.S.
and other countries, and through contractual provisions. We enter into confidentiality and invention assignment
agreements with our employees and contractors, and utilize non-disclosure agreements with third parties with
whom we conduct business in order to secure and protect our proprietary rights and to limit access to, and
disclosure of, our proprietary information. We consider the Yahoo! trademark and our many related company
brands to be among our most valuable assets, and we have registered these trademarks in the U.S. and other
countries throughout the world and actively seek to protect them. We have licensed in the past, and expect that
we may license in the future, certain of our technology and proprietary rights, such as trademark, patent,
copyright, and trade secret rights, to third parties. -
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Additional information regarding certain risks related to our intellectual property is included in Part I, Item 1A
“Risk Factors” of this Annual Report on Form 10-K and is incorporated herein by reference.

EMPLOYEES

As of December 31, 2011, we had approximately 14,100 full-time employees. Our future success is substantially
dependent on the performance of our senior management and key technical personnel, as well as our continuing
ability to attract, maintain the caliber of, and retain highly qualified technical, executive, and managerial
personnel. Additional information regarding certain risks related to our employees is included in Part I, Item 1A
“Risk Factors” of this Annual Report on Form 10-K and is incorporated herein by reference.

AVAILABLE INFORMATION

Our Website is located at htp://www.yahoo.com. Our investor relations Website is located at
hitp://investor.yahoo.net. We make available free of charge on our investor relations Website under “SEC
Filings” our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
any amendments to those reports as soon as reasonably practicable after we electronically file or furnish such
materials to the U.S. Securities and Exchange Commis_s'ion‘(“SEC”). The SEC maintains a Website that contains
reports, proxy and information statements, and other information regarding our filings at http://www.sec.gov.
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Item 1A. Risk Factors
We face significant competition for users, advertisers, publishers, developers, and distributors.

We face significant competition from integrated online media companies as well as from social networking sites,
traditional print and broadcast media, general purpose and vertical search engines and various e-commerce sites.
In a number of international markets, especially those in Asia, Europe, the Middle East and Latin America, we
face substantial competition from local Internet service providers and other portals that offer search,
communications, and other commercial services.

Several of our competitors offer an integrated variety of Internet products, advertising services, technologies,
online services and content in a manner similar to Yahoo!. We compete against these and other companies to
attract and retain users, advertisers, developers, and third-party Website publishers as participants in our Affiliate
network, and to obtain agreements with third parties to promote or distribute our services. We also compete with

(‘I\I\‘;Ol mnrﬁn OI‘\A nnf"nnr‘z' 1 i 1 1 1 1 ?
social media and networking sites which are attracting a substantial and increasing share of users and -users

online time, and may continue to attract an increasing share of online advertising dollars.

In addition, several competitors offer products and services that directly compete for users with our offerings,
including consumer e-mail, local search, instant messaging, daily deals, photos, maps, video sharing, content
channels, mobile applications, and shopping. Similarly, the advertising networks operated by our competitors or
by other participants in the display marketplace offer services that directly compete with our offerings for
advertisers, including advertising exchanges, ad networks, demand side platforms, ad serving technologies and
sponsored search offerings. We also compete with traditional print and broadcast media companies to attract
domestic and international advertising spending. Some of our existing competitors and possible entrants may
have greater brand recognition for certain products and services, more expertise in a particular segment of the
market, and greater operational, strategic, technological, financial, personnel, or other resources than we do.
Many of our competitors have access to considerable financial and technical resources with which to compete
aggressively, including by funding future growth and expansion and investing in acquisitions, technologies, and
research and development. Further, emerging start-ups may be able to innovate and provide new products and
services faster than we can. In addition, competitors may consolidate with each other or collaborate, and new
competitors may enter the market. Some of our competitors in international markets have a substantial
competitive advantage over us because they have dominant market share in their territories, are owned by local
telecommunications providers, have greater brand recognition, are focused on a single market, are more familiar
with local tastes and preferences, or have greater regulatory and operational flexibility due to the fact that we
may be subject to both U.S. and foreign regulatory requirements.

If our competitors are more successful than we are in developing and deploying compelling products or in
attracting and retaining users, advertisers, publishers, developers, or distributors, our revenue and growth rates
could decline.

The majority of our revenue is derived from display and search, and the reduction in spending by or loss of
current or potential advertisers would cause our revenue and operating results to decline.

For the twelve months ended December 31, 2011, 81 percent of our total revenue came from display and search.
Our ability to continue to retain and grow display and search revenue depends upon:

¢ maintaining and growing our user base;

* maintaining and growing our popularity as an Internet destination site;

* maintaining and expanding our advertiser base on the Internet and mobile devices;

* broadening our relationships with advertisers to small- and medium-sized businesses;

« successfully implementing changes and improvements to our advertising management platforms and obtaining
the acceptance of our advertising management platforms by advertisers, Website publishers, and online
advertising networks;
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« .successfully acquiring, investing in, and implementing new technologies and strategic partnerships;

* successfully implementing changes in our sales force, sales development teams, and sales strategy;

. continuing to i_nnovate and improve the monetization capabilities of our display advertising products;
«. etfectively monetizing search queries;

* continuing to innovate and improve ﬁsé_rs’ search experiences; ,

* maintaining and expanding our Affiliate program for search and display advertising services; éﬁd'

* deriving better demographic and other information about our users to enable us to offer better expenences to
both our users and advertisers.

In most cases, our agreements with advertisers have a term of one year or less, and may be terminated at any time
by the advertiser or by us. Search marketing agreements often have payments dependent upon usage or click-
through levels. Accordingly, it is difficult to forecast display and search revenue accurately. In addition, our
expense levels are based in part on expectations of future revenue, including occasional guaranteed minimum
payments to our Affiliates in connection with search and/or display advertising, and are fixed over the short-term
in so‘me' categories. The state of the global economy and availability of capital has impacted and could further
impact the advertising spending patterns of existing and‘potential advertisers. Any reduction in spending by, or
loss of, existing or potential advertisers would negatively impact our revenue and operating results. Further, we
may be unable to adjust our expenses and capital expenditures quickly enough to compensate for any unexpected
revenue shortfall.

Adbverse general economic conditions have caused and could cause decreases or delays in display and search
services. spending by our advertisers and could harm our ability to generate display and search revenue and
our results of operations. :

Display and search expenditures tend to be cyclical, reflecting overall economic conditions and budgeting and
buying patterns. Since we derive most of our revenue from display and search, adverse economic conditions have
caused, and a continuation of adverse economic conditions could cause, additional decreases or delays in
advertising spending, a reduction in our display and search revenue and a negative impact on our short-term
ability to grow our revenue. Further, any decreased collectability of accounts receivable or early termination of
agreements, whether resulting from customer bankruptcies or otherwise due to the current economic conditions,
could negatively impact our results of operations.

If we do not manage our operating expenses effectively, our profitability could decline.

We bave implemented cost reduction initiatives to better align our opverating expenses with our revenue,
including reducing our headcount, outsourcing some ‘administrative functions, consolidating space and
terminating leases or entering into subleases. We plan to continue to manage costs to better and more efficiently
manage our business. However, our operating expenses might also increase from their reduced levels as we
expand our operations in areas of desired growth, continue to develop and extend the Yahoo! brand, fund product
development, build data centers or acquire real property, and acquire and integrate complementary businesses
and technologies. Our operating costs might also increase if we do not effectively manage costs as we transition
markets under the Search Agreement and reimbursements from Microsoft under the Search Agreement decline or
cease. In addition, weak economic conditions or other factors could cause our business to contract, requiring us
to implement additional cost cutting measures. If our expenses increase at a greater pace than our revenue, or if
we fail to implement additional cost cutting if required in a timely manner, our profitability will decline.
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Transition, implementation and execution risks associated with our Search Agreement with Microsoft may
adversely affect our business and operating results.

Under our Search Agreement with Microsoft, Microsoft is the exclusive algorithmic and paid search services
provider on Yahoo! Properties and non-exclusive provider of such services on Affiliate sites for the transitioned
markets. Revenue under the Search Agreement represented more than 10 percent of our revenue during 2011.

The parties commenced implementation of the Search Agreement on February 23, 2010. The transition process is
complex and requires the expenditure of significant time and resources by us. We have completed the transition
of our algorithmic search platform to the Microsoft platform in all markets, and have completed transition of paid
search in several markets, including the U.S., Canada, and India. The market-by-market transition of our paid
search platform to Microsoft’s platform and the migration of paid search advertisers and publishers to
Microsoft’s platform are expected to continue through the first half of 2013. Delays or difficulties in, or
disruptions and inconveniences caused by, the transition process could result in the loss of advertisers,

publishers, Affiliates, and emplovees as well as delays i in recognizing or reductions in the ant1c1pated benefits of
the transaction, any of which could negatively impact our business and operating results.

If Microsoft falls to perform as requlred under the Search Agreement for any reason or suffers serv1ce e level
interruptions or other performance issues (1nc1udmg if Microsoft is unable to effectively monetize search queries
in markets where pald search has transmoned under the Search Agreement), or if advert1sers, Affiliates, or users
are less satisfied than expected with the services provided or results obtained after transition or during the period
prior to the transition of search to Mlcrosoft in their respective markets, we may not realize the anticipated
benefits of the Search Agreement, we may lose advertisers, publishers and Affiliates, we may lose exclusivity
with certain publishers, and our search revenue or our profitability could decline. Under the Search Agreement,
for each market, Microsoft generally guarantees Yahoo!’s revenue per search (“RPS Guarantee”) on Yahoo!
Properties for 18 ‘months after the transition of paid search services to Microsoft’s platform in that market. In
2011, Microsoft agreed to extend the RPS Guarantee in the U.S. and Canada through March 2013. To the extent
the RPS Guarantee payments we receive do not fully offset any shortfall relating to- revenue per-search in
transitioned markets or if our revenue per search upon expiration of the RPS Guarantee payments is lower than
the guarantee levels, our search revenue, or our profitability could decline. Notwithstanding any RPS Guarantee
payments that we may receive, our compet1tors may increase revenue, profitability and market share at a higher
rate than us.

If we are unable to provide innovative search -experiences and other products and services that generate
significant traffic to our Websites, our business could be harmed, causing our revenue to decline.

Internet search is characterized by rapidly changing technology, significant competition, evolving industry
standards, and frequent product and service enhancements. We must continually invest in improving our users’
search experience—presenting users with a search experience that is responsive to their needs and preferences—
in order to continue to attract, retain, and expand our user base and paid search advertiser base.

We curre_ntly .deploy our own technology to provide algon'thmie Web search and paid search results on our
network, except in markets where we have transitioned those services to Microsoft’s platform. Even after we
complete the transition to Microsoft’s platform in all markets, we will need to continue to invest and innovate to
improve our users’ search experience.

We also generate revenue through other online products and serviées ‘such as Yahoo! Mail. If we are unable to

prov1de innovative search and other products and serVICes ‘which generate 31gn1f1cant traffic to our Websites, our
business could be harmed, causing our revenue to dechne
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Our comprehensive -strategic review may cause uncertainty regarding the future .of our business, impact
employee. hiring and retention, increase the volaaltty in our stock price, and adversely impact our revenue,
operating results, and financial condition. :

Our Board of Directors is engaged in a comprehensive strategic review, which includes evaluating the full range
of options available to return our company to increased growth and innovation. Our Board’s strategic review and
any related speculation and uncertainty regarding our future business strategy and direction, including litigation
pending in the Delaware Chancery Court relatlng to the strategic review process may cause or result in:

. d1sruptlon of our business or d1stract10n of our employees and management

* difficulty in recruiting, hiring, motivating, and retammg talented and skllled personnel

* increased stock price volatility; _ o

* difficulty-in negotiating, mamtammg, or. consummatmg business or strateglc relat1onsh1ps or transactions; and

* increased advisory fees or costs to investigate or_defend litigation, even if claims are without merit or do not
ultimately result in liability or changes in business practices.

If we are unable to mitigate these or other potential risks related to the uncertainty caused by the strategic review,
it may dlsrupt our business or adversely 1mpact our revenue, operating results and financial condition.

If we are unabl_e to recruit and retain key personnel, we may not be able to execute our business plan.

Our business is dependent on our ability to recruit, hire, motivate, and retain talented, highly skilled personnel.
Achieving this objective may be difficult due to many factors, including the intense competition for such highly
skilled personnel in the San Francisco Bay Area and other metropolitan areas where our offices and the offices of
several of our competitors are located; fluctuations in global economic and industry conditions; changes in our
management; or leadership; uncertainty due to our comprehensive strategic review; competitors’ hiring practices;
and the effectiveness of our compensation programs. If we do not succeed in recruiting, retaining, and motivating
our key employees and in attracting new key personnel; we may be unable to meet our business plan and as a
result, our revenue and profitability may-decline. ;

If we are unable to license or acquire compelling content and services at reasonable cost or if we do not
develop or commission compelling content of our own, the number of users of our services may not grow as
anticipated, or may decline, or users’ level of engagement with our servzces may decline, all or any of which
eould harm our operating results

Our future success depends 1n part on our ab111ty to aggregate compelhng content and deliver that content
through our online propertles We hcense from third parties much of the content and services on our online
properties, such as news items, stock quotes, weather reports, music videos, music radio, and maps. We believe
that users will increasingly demand high-quality content and services, including music videos, film clips, news
footage, and special productions. Such content and services may require us to make substantial payments to, third
parties from whom we license or acquire such content or services. Our ability to maintain and build relationships
with such third- -party providers is critical to our success. In addition, as.new methods for accessing the Internet
become available, including through alternatlve ‘devices, we may need to enter into amended agreements with
ex1st1ng third-party providers to cover the new.devices. We may be unable to enter into new, or preserve ex1st1ng,
re1at10nsh1ps with the third-parties whose content or services we seek to obtain. In addition, as competition for
compelling content increases both domestically and 1nternat10na11y, our third-party providers may increase the
prices at which they offer their content and services to us, and potential providers may not offer their content or
services to us at all, or may offer them on terms that are not agreeable to us. An increase in the prices charged to
us-by.third-party providers could harm our operating results and financial condition. Further, many of our content
and services licenses with third parties are non-exclusive. Accordingly, other media providers may be able to
offer similar or identical content. This increases the importance of our ability to deliver compelling editorial
content and personalization of this content for users in order to differentiate Yahoo! from other businesses. If-we
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are unable to license or acquire compelling content at reasonable prices, if other companies distribute content or
services that are similar to or the same as that provided by us, or if we do not develop compelling editorial
content or personalization services, the number of users of our services may not grow as anticipated, or may
decline, which could harm our operating results.

We rely on the value of our brands, and a failure to maintain or enkance the Yahoo! brands in a cost-effective
manner could harm our operating results.

We believe that maintaining and enhancing our brands is an important aspect of our efforts to attract and expand
our user, advertiser, and Affiliate base. We also believe that the importance of brand recognition will increase
due to the relatively low barriers to entry in certain portions of the Internet market. We have spent considerable
money and resources to date on the establishment and maintenance of our brands, and we anticipate continuing to
spend and devote resources to, advertising, marketing, and other brand-building efforts to preserve and enhance
consumer awateness of our brands. Our brands may be negatively impacted by a number of factors, including
among other issues: service outages; product malfunctions; data privacy and security issues; exploitation of our
trademarks by others without permission; and poor presentation or.integration of our search marketing offerings
by Affiliates on their sites or in their software and services. '

Further, while we attempt to ensure that the quality of our brands is mamtamed by our hcensees our licensees
might take actions that could impair the value of our brands, our proprietary rights, or ‘the reputation of our
products and media properties. If we are unable to maintain or enhance customer awareness of, and trust in, our
brands in a cost-effective manner, or if we incur excessive expenses in these efforts, our business, operating
results and financial condition could be harmed. j

Our intellectual property rights are valuable, and any Jailure or mabzlzty to suffi ctently protect them could
harm our business and our operating results.

We. create, own, and maintain' a wide .array of 1ntellectual property assets, including copyrights, patents
trademarks, trade dress; trade secrets, :and rights to certain domain names, which we believe are collectively
among our most valuable assets. We seek to protect our intellectual property assets through patent, copyright,
trade secret, trademark, and other laws of the U.S. and other countries of the world, and through contractual
provisions. However, the efforts we have taken to protect our intellectual property and proprietary rights might
not be sufficient or effective at stopping unauthorized use of those rights. Protection of the distinctive elements of
Yahoo! might not always be available under copyright law or trademark law, or we might not discover or
determine the full extent of any unauthorized use of our copyrights and trademarks in order to protect our nghts
In addition, effective trademark, patent, copyright, and trade secret protection might not be available or cost-
effective in every country in which our products and media properties are distributed or made available through
the Internet. Changes in patent law, such as changes in the law regarding patentable subject matter, could also
impact our ability to obtain patent protection for our innovations. In particulat, recent amendments'to the U.S.
patent law will become effective in 2012 'and may affect our ability to protect our innovations and defend against
claims of patent infringement. Further, given the costs of obtaining patent protection, we might choose not to
protect (or not to protect in some jurisdictions) certain innovations that later turn out'to be important. There is
also a risk that the scope of protection under our patents may not be sufflClent in some cases or that existing
patents may be deemed invalid or unenforceable. With respect to ma1nta1n1ng our trade secrets, we have entered
into confidentiality agreements with most of our employees and contractors, and conﬁdennahty agreements with
many of the parties with whom we conduct business in order to limit access to and disclosure of our proprietary
information. However, these agreements might be breached and our trade secrets might be compromised by
outside partles or by our employees, Wthh could’ cause us to lose any competltwc advantage provzdcd by
mamtammg our trade secrets.

If we are unable to protect our proprietary nghts from unauthorlzed use, the value of our mtellectual property
assets may be reduced. In addition, protecting our intellectual property and other proprietary rights is expensive
and time consuming. Any increase in -the unauthorized use of our intellectual property could make: it more
expensive to do business and consequently harm our operating results.
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We are, and may in the future be, subject to intellectual property infringement or other third-party claims,
which are costly to-defend, could result in significant damage awards, and could limit our ability to provide
certain content or use certain technologies in the future.

Intemét;'technblogy, media, and patent holding companies often possess a significant number of patents. Further,
many of these companies and other parties are actively developing or purchasing search, indexing, electronic
commerce, and other Internet-related technologies, as well as a variety of online business models and methods.

We believe that these parties will continue to take steps to protect these technologies, including, but not limited
to, seeking patent protection. In addition, patent holding companies may continue to seek to monetize patents
they have purchased or otherwise obtained. As a result, disputes regarding the ownership of technologies and
rights associated with online businesses are likely to continue to arise in the future. From time to time, parties
assert patent infringement claims against us. Currently, we are engaged in a number of lawsuits regarding patent
issues and have been notified of a number of other potential disputes. '

In addition to patent claims, third parties have asserted, and are likely in the future to assert, claims against us
alleging infringement of copyrights, trademark rights, trade secret rights or other proprietary rights, or alleging
unfair competition, violation of federal or state statutes or other claims, including alleged violation of
international statutory and commbn law. In addition, third parties -have made, and may continue to make,
infringement and related claims against us over the display of content or search results triggered by search terms,
including the display of advertising, that include trademark terms. Currently, we are engaged in lawsuits
regarding such intellectual property issues.

As we expand our business and develop new technologies, products and services, we may become increasingly
subject to-intellectual property infringement claims, including those that may arise under international laws. In
the event that there is a determination that we have infringed third-party proprietary rights such as patents,
copyrights, trademark rights, trade secret rights, or other third-party rights such as publicity and privacy rights,
we could incur substantial monetary liability, or be required to enter into costly royalty or licensing agreements
or be prevented from using such rights, which could require us to change our business practices in the future,
hinder us from offering certain features, functionalities, products or services, require us to develop non-infringing
products or technologies, and limit our ability to compete effectively. We may also incur substantial expenses in
defending against third-party claims regardless of the merit of such claims. In addition, many of our agreements
with our customers or Affiliates require us to. indemnify them for some types of third-party intellectual property
infringement claims, which could increase our costs in.defending such claims and our damages. Furthermore,
such customers and Affiliates may discontinue the use of our products, services, and technologies either as a
result of injunctions or otherwise. The occurrence of any of these results could harm our brands or have an
adverse effect on our business, financial position, operating results, and cash flows. :

We are subject to a variety of new and existing U.S. and foreign government laws and regulations which could
subject us to claims, judgments, monetary liabilities and other remedies, and to limitations on our business
practices. ' ’

We are .subject to laws and regulations directly applicable to providers of Internet, mobile, and voice over
Internet protocol, or VOIP, services both domestically and internationally. The application of existing domestic
and international laws and regulations to us relating to issues such as user privacy and data protection, security,
defamation, pricing, advertising, taxation, gambling, sweepstakes, promotions, billing, real -estate, consumer
protection, accessibility, content regulation, quality of services, law enforcement demands, telecommunications,
mobile, television, and intellectual property ownership and infringement in many instances is unclear or
unsettled. In addition, we will also be subject to any new laws and regulations directly applicable to our domestic
and international activities. Further, the application of existing laws to us or our subsidiaries regulating or
requiring - licenses - for - certain businesses of our advertisers including, for example, -distribution of
pharmaceuticals, alcohol, adult content, tobacco, or firearms, as well as insurance and securities brokerage, and
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legal services, can be unclear. Internationally, we may also be subject to laws regulating our activities in foreign
countries and to foreign laws and regulations that are inconsistent from country to country. We may incur
substantial liabilities for expenses necessary to defend such litigation or to comply with these laws and
regulations, as well as potential substantial penalties for any failure to comply. Compliance with these laws and
regulations may also cause us to change or limit our business practices in a manner adverse to our business.

A number of U.S. federal laws, including those referenced below, impact our business. The Digital Millennium
Copyright Act (“DMCA”) is intended, in part, to limit the liability of eligible online service providers for listing
or linking to third-party Websites that include materials that infringe copyrights or other rights of others. Portions
of the Communications Decency Act (“CDA”) are intended to provide statutory protections to online service
providers who distribute third-party content. We rely on the protections provided by both the DMCA and the
CDA in conducting our business. If these or other laws or judicial interpretations are changed to narrow their
protections, or if international jurisdictions refuse to apply similar provisions in foreign lawsuits, we will be
subject to greater risk of liability, our costs of compliance with these regulations or to defend litigation may
increase, or our ability to operate certain lines of business may be limited. The Children’s Online Privacy
Protection Act is intended to impose restrictions on the ability of online services to collect some types of
information from children under the age of 13. In addition, Providing Resources, Officers, and Technology to
Eradicate Cyber Threats to Our Children Act of 2008 (“PROTECT Act”) requires online service providers to
report evidence of violations of federal child pornography laws under certain circumstances. Other federal, state
or international laws and legislative efforts designed to protect children on the Internet may impose additional
requirements on us. U.S. export control laws and regulations impose requirements and restrictions on exports to
certain nations and persons and on our business.

Changes in these or any other laws and regulations or the interpretation of them could increase our future
compliance costs, make our products -and services less attractive to our users, or cause us to change or limit our
business practices. Further, any failure on our part to comply W1th any relevant laws or regulations may subject
us to s1gn1ﬁcant civil or criminal Habilities.

Changes in regulations or user concerns regarding privacy and protection of user data, or any failure to
comply with such laws, could adversely affect our business.

The use of consumer data by online service providers and advertising networks is a topic of active interest among
federal, state, and international regulatory bodies, and the regulatory environment is unsettled. Federal, state, and
international laws and regulations govern the collection, use, retention, disclosure, sharing and security of data
that we receive from and about our users. Our privacy policies and practices concerning the collection, use, and
disclosure of user data are posted on our and many of our Affiliates’ Websites. Any failure, or perceived failure,
by us to comply with our posted privacy policies, to make effective modifications to our privacy policies, or to
comply with any data-related consent orders, Federal Trade Commission requirements or orders, or other federal,
state, or international privacy or data-protection-related laws, regulations or industry self-regulatory principles
could result in proceedings or actions against us by governmental entities or others, which could potentially have
an adverse effect on our business. ‘ ’

Further, failure or perceived failure by us to comply with our policies, applicable requirements, or industry self-
regulatory principles related to the collection, use, sharing or security of personal information, or other privacy,
data-retention or data-protection matters could result in a loss of user confidence in us, damage to the Yahoo!
brands, and ultimately in a loss of users, advertising partners, or Afflllates which could adversely affect our
business.

In addition, various federal, state and foreign legislative or regulatory bodies may enact new or additional laws
and regulations concerning privacy, data-retention and data-protection issues, including laws or regulations
mandating disclosure to domestic or international law enforcement bodies, which could adversely impact our
business, our brand or our reputation with users. The interpretation and application of privacy, data protection
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and data retention laws and regulations are currently unsettled in the U.S. and internationally. These laws may be
interpreted and applied inconsistently from country to country and inconsistently with our current policies and
practices, making it difficult to make long-range business planning decisions regarding data use, notice, storage,
access, or retention. Complying with these varying international requirements could cause us to incur substantial

costs or require us to rhangP our huginesg practices in a manner adverse to our buginess,
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If our security measures are breached, our products and services may be perceived as not being secure, users
and customers may curtail or stop using our products and services, and we may incur significant legal and
financial exposure.

Our products and services involve the storage and transmission of Yahoo!’s users’ and customers’ personal and
proprietary information in our facilities and on our equipment, networks and corporate systems. Security
breaches could expose us to a risk of loss of this information, litigation, remediation costs, increased costs for
security measures, loss of revenue, damage to our reputation, and potential liability. Our user data and corporate
systems and security measures may be breached due to the actions of outside parties, employee error,
malfeasance, or otherwise, and, as a result, an unauthorized party may obtain access to our data or our users’ or
customers’ data. Additionally, outside parties may attempt to fraudulently induce employees, users, or customers
to disclose sensitive information in order to gain access to our data or our users’ or customers’ data. We must
continuously examine and modify our security controls and business policies to adapt to the rise of social
networking, the adoption of new devices and technologies enabling users to share data and communicate in new
ways, and the increasing focus by our users and regulators on controlling and protecting user data.

Any breach or unauthorized access could result in significant legal and financial exposure, increased costs for
security measures or to defend litigation or damage to our reputation, and a loss of confidence in the security of
our products and services and networks that could potentially have an adverse effect on our business. Because the
techniques used to obtain unauthorized access, disable or degrade service, or sabotage systems change frequently
or may be designed to remain dormant until a predetermined event and often are not recognized until launched
against a target, we may be unable to anticipate these techniques or implement adequate preventative measures.
If an actual or perceived breach of our security occurs, the market perception of the effectiveness of our security
measures could be harmed, we could lose users and customers, and we could suffer financial exposure due to
such events or in connection with remediation efforts, investigation costs, changed security, and system
protection measures.

We may be subject to legal liability associated with providing online services or content.

We host and provide a wide variety of services and technology products that enable and encourage individuals
and businesses to exchange information, upload or otherwise generate photos, videos, text, and other content;
advertise products and services; conduct business; and engage in various online activities both domestically and
internationally. As a publisher of original content, we may be subject to claims such as libel, defamation or
improper use of publicity rights, as well as infringement claims such as plagiarism. The law relating to the
liability of providers of online services and products for activities of their users is currently unsettled both within
the U.S. and internationally. Claims have been threatened and brought against us for defamation, negligence,
breaches of contract, plagiarism, copyright or trademark infringement, unfair competition, unlawful activity, tort,
including personal injury, fraud, or other theories based on the nature and content of information which we
publish or to which we provide links or that may be posted online or generated by us or by third parties,
including our users. In addition, we have been and may again in the future be subject to domestic or international
actions alleging that certain content we have generated or third-party content that we have made available within
our services violates laws in domestic and international jurisdictions. Defense of any such actions could be costly
and involve significant time and attention of our management and other resources, may result in monetary
liabilities or penalties, and may require us to change our business in an adverse manner.

We arrange for the distribution of third-party advertisements to third-party publishers and advertising networks,
and we offer third-party products, services, or content, such as stock quotes and trading information, under the
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Yahoo! brand or via distribution on Yahoo! Properties. We may be subject to claims concerning these products,
services, or content by virtue of our involvement in marketing, branding, broadcasting, or providing access to
them, even if we do not ourselves host, operate, provide, or provide access to these products, services, or content.
While our agreements with respect to these products, services, and content often provide that we will be
indemnified against such liabilities, the ability to receive such indemnification may be disputed, could result in
substantial costs to enforce or defend, and depends on the financial resources of the other party to the agreement,
and any amounts received might not be adequate to cover our liabilities or the costs associated with defense of
such proceedings.

It is also possible that if the manner in which information is provided or any information provided directly by us
contains errors or is otherwise wrongfully provided to users, third parties could make claims against us. For
example, we offer Web-based e-mail services, which expose us to potential risks, such as liabilities or claims
resulting from unsolicited e-mail, lost or misdirected messages, illegal or frandulent use of e-mail, alleged
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service. We may also face purported consumer class actions or state actions relating to our online services,
including our fee-based services (particularly in connection with any decision to discontinue a fee-based service).
In addition, our customers, third parties, or government entities may assert claims or actions against us if our
online services or technologies are used to spread or facilitate malicious or harmful code or applications.
Investigating and defending these types of claims are expensive, even if the claims are without merit or do not
ultimately result in liability, and could subject us to significant monetary liability or cause a change in business
practices that could negatively impact our ability to compete.

Acquisitions and strategic investments could result in adverse impacts on our operations and in unanticipated
liabilities. ‘ ‘ ’

We have acquired, and have made strategic investments in, a number of companies (including through joint
ventures) in the past, and we expect to make additional acquisitions and strategic investments in the future. Such
transactions may result in dilutive issuances of our equity securities, use of our cash resources, and incurrence of
debt and amortization expenses related to intangible assets. Our acquisitions and strategic investments to date
were accompanied by a number of risks, including: :

« the difficulty of assimilating the operations and personnel of our acquired companies into our operations;
« the potential disruption of our ongoing business and distraction of management;

+ the incurrence of additional operating losses and expenses of the businesses we acquired or in which we
invested;

« the difficulty of integrating acquired: technology and rights into our services and unantlcxpated expenses related
to such integration;

¢ the failure to successfully further develop acquired technology resulting in the impairment of amounts
currently capitalized as intangible assets;

¢ the failure of strategic investments to pérform as expected;

« the potential for patent and trademark infringement and data privacy and security claims against the acqulred
companies, or companies in which we have invested;

* litigation or other claims in connection with acquisitions, acquired companies, or companies in which we have
invested;

* the -impairment or loss of relationships with customers and partners of the companies we acquired or in which
we invested or with our customers and partners as a result of the integration of acquired operations;

« the impairment of relationships with, or failure to retain, employees of acquired companies or our existing
~employees as a result of integration of new personnel;

« our lack of, or limitations on our, control over the operations of our joint venture companies;
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+ the difficulty of integrating operatlons, systems, and controls as ‘a result of cultural, regulatory, systems, and
operational differences;

* in the case of foreign acquisitions and investments, the impact of particular economic, tax, currency, political,
legal and regulatory risks associated with specific countries; and

* the impact of known potential liabilities or liabilities that may be unknown, including as a result of inadequate
internal controls, associated with the companies we acquired or in which we invested.

We are likely to experience similar risks in connection with our future acquisitions and strategic investments.
Our failure to be successful in addressing these risks or other problems encountered in connection with our past
or future acquisitions and strategic investments could cause us to fail to realize the anticipated benefits of such
acquisitions or investments, incur unanticipated liabilities, and harm our business generally.

Any failure to manage expansion and changes to our business could adversely affect our operating results.

We continue to evolve our business. As a result of acquisitions, and international expansion in recent years, more
than half of our employees are now based outside of our Sunnyvale, California headquarters. If we are unable to
effectively manage a large and geographically dispersed group of employees or to anticipate our future growth
and personnel needs, our business may be adversely affected.

As we expand our business, we must also expand and adapt our operational infrastructure. Our business relies on
data systems, billing systems, and financial reporting and control systems, among others. All of these systems
have become increasingly complex in the recent past due to the growing complexity of our business, acquisitions
of new businesses with different systems, and increased regulation over controls and procedures. To manage our
business in a cost-effective manner, we will need to continue to upgrade and improve our data systems, billing
systems, and other operational and financial systems, procedures, and controls. In some cases, we are outsourcing
administrative functions to lower-cost providers. These upgrades, improvements and outsourcing changes will
require a dedication of resources and in some cases are likely to be complex. If we are unable to adapt our
systems and put adequate controls in place in a timely manner, our business may be adversely affected. In
particular, sustained failures of our billing systems to accommodate increasing numbers of transactions, to
accurately bill users and advertisers, or to accurately compensate Affiliates could adversely affect the viability of
our business model.

Any failure to scale and adapt our existing technology architecture to manage expansion of user-facing
services and to respond to rapid technological change could adversely affect our business.

As some of the most visited sites on the Internet, Yahoo! Properties deliver a significant number of products,
services, page views, and advertising impressions to users around the world. The products and services offered
by us are expected to continue to expand and change significantly and rapidly in the future to accommodate new
technologies and Internet advertising solutions, and new means of content delivery.

In addition, widespread adoption of new Internet, networking or telecommunications technologies, or other
technological changes, could require substantial expenditures to modify or adapt our services or infrastructure.
The technology architectures and platforms utilized for our services are highly complex and may not provide
satisfactory security features or support in the future, as usage increases and products and services expand,
change, and become more complex. In the future, we may make additional changes to our, or move to completely
new, architectures, platforms and systems. Such changes may be technologically challenging to develop and
implement, may take time to test and deploy, may cause us to incur substantial costs or data loss, and may cause
delays or interruptions in service. These changes, delays, or interruptions in our service may cause our users,
Affiliates and other advertising platform participants to become dissatisfied with our service and move to
competing providers or seek remedial actions or compensation. Further, to the extent that demands for our
services increase, we will need to expand our infrastructure, including the capacity of our hardware servers and
the sophistication of our software. This expansion is likely to be expensive and complex and require additional
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technical expertise. As we acquire users who rely upon us for a wide variety of services, it becomes more
technologically complex and costly to retrieve, store, and integrate data that will enable us to track each user’s
preferences. Any difficulties experienced in adapting our architectures, platforms and infrastructure to
accommodate increased traffic, to store user data, and track user preferences, together with the associated costs
and potential loss of traffic, could harm our operatlng results, cash flows from operations, and financial
condition.

We have dedicated considerable resources to provide a variety of premium products and services, which might
not prove to be successful in generating significant revenue for us.

We offer fee-based enhancements for many of our free services. The development cycles for these technologies
are long and generally require significant investment by us. We have invested and will continue to invest in
premium products and services. Some of these premium products and services might not generate anticipated
revenue or might not meet anticipated user adoption rates. We have previously disconiinued some non-profitable
premium services and may discontinue others. General economic conditions as well as the rapidly evolving
competitive landscape may affect users” willingness to pay for such premium services. If we cannot generate
revenue from our premium services that are greater than the cost of providing such services, our operating results

could be harmed.

We rely on third parties to provide the technologies necessary to deliver content, advertising, and services to
our users, and any change in the licensing terms, costs, availability, or acceptance of these formats and
technologies could adversely affect our business.

We rely on third parties to provide the technology to deliver content, advertising, and services to our users. There
can be no assurance that these providers will continue to license their technologies to us on reasonable terms, or
at all. Providers of those technologies may change the fees they charge users or otherwise change their business
model in a manner that slows the widespread acceptance of their technologies. In order for our services to be
successful, there must be a large base of users of the technologies necessary to deliver our content, advertising,
and services. We have limited or no control over the availability or acceptance of those technologies, and any
change in the licensing terms, costs, availability, or user acceptance of these technologies could adversely affect
our business.

If we are unable to attract, sustain, and renew distribution arrangements on favorable terms, our revenue may
decline.

We enter into distribution arrangements with third parties such as operators of third-party Websites, online
networks, software companies, electronics companies, computer manufacturers, and others to promote or supply
our services to their users. For example:

» We maintain search and display advertising relationships with Affiliate sites, which integrate our advertising
offerings into their Websnes

« We enter into distribution alliances with Interet service providers (1nclud1ng prov1ders of cable and
broadband Internet access) and software distributors to promote our services to their users.

¢ We enter into agreements with mobile, tablet, netbook, television, and other device manufacturers, electronics
companies and carriers to promote our software and services on their devices.

In some markets, we depend on a limited number of distribution arrangements for a significant percentage of our
user activity. A failure by our distributors to attract or retain their user bases would negatively impact our user
activity and, in turn, would reduce our revenue. In some cases, device manufacturers may be unwilling to pay
Yahoo! fees in order to distribute Yahoo! services. '



Distribution agreements often involve revenue sharing. Over time competition to enter into distribution
arrangements may cause our traffic acquisition costs to increase. In some cases, we guarantee distributors a
minimum level of revenue and, as a result, run a risk that the distributors’ performance» (in terms of ad
impressions, toolbar installations, etc.) might not be sufficient to otherwise earn their minimum payments. In
other cases, we agree that if the distributor does not realize specified minimum revenue we will adjust the
distributor’s revenue-share percentage or provide make-whole arrangements.

Some of our distribution agreements are not exclusive, have a short term, are terminable at will, or are subject to
early termination provisions. The loss of distributors, increased distribution costs, or the renewal of distribution
agreements on significantly less favorable terms may cause our revenue to decline.

More individuals are utilizing devices other than a PC to access the Internet, and versions of our services
developed for these devices might not gain widespread adoption by the devices’ users, manufacturers, or
distributors or might fail to function as intended on some devices.

The number of individuals who access the Internet through devices other than a PC, such as mobile telephones,
personal digital assistants, handheld computers, tablets, netbooks, televisions, and set-top box devices has
increased dramatically, and the trend is likely to continue. Our services were originally designed for rich,
graphical environments such as those available on PCs. The different hardware and software, memory, operating
systems, resolution, and other functionality associated with alternative devices currently available may make our
PC services unusable or difficult to use on such devices. Similarly, the licenses we have negotiated to present
third-party content to PC users may not extend to users of alternative devices. In those cases, we may need to
enter into new or amended agreements with the content providers in order to present a similar user-experience on
the new devices. The content providers may not be willing to enter into such new or amended agreements on
reasonable terms or at all.

We offer versions of many of our popular services (such as sports, finance, and news) designed to be accessed on
a number of models of alternative devices. We also offer versions of some of our services (such as instant
messaging) designed for specific popular devices. As new devices are introduced, it is difficult to predict the
problems we may encounter in developing versions of our services for use on those devices, and we may need to
devote significant resources to the creation, support, and maintenance of such versions or risk loss of market
share. If we are unable to successfully innovate new forms of Internet advertising for alternative devices, to
attract and retain a substantial number of alternative device manufacturers, distributors, content providers, and
users to our services, or to capture a sufficient share of an increasingly important portion of the market for these
services, we may be unsuccessful in attracting both advertisers and premium service subscribers to these
services. : ’

To the extent that an access provider or device manufacturer enters into a distribution arrangement with one of
our competitors, or as our competitors design, develop, or acquire control of alternative connected devices or
their operating systems, we face an increased risk that our users will favor the services or properties of that
competitor. The manufacturer or access provider might promote a competitor’s services or might impair users’
access to our services by blocking access through their devices or by not making our services available in a
readily-discoverable manner on their devices. If competitive distributors impair access to our services, or if they
simply are more successful than our distributors in developing compelling products that attract and retain users or
advertisers, then our revenue could-decline.

In the future, as new methods for accessing the Internet and our services become available, including through
alternative devices, we may need to enter into amended distribution agreements with existing access providers,
distributors, and manufacturers to cover the new devices and new arrangements. We face a risk that existing and
potential new access providers, distributors, and manufacturers may decide not to offer distribution of our
services on reasonable terms, or at all. If we fail to obtain distribution or to obtain distribution on terms that are
reasonable, we may not be able to fully execute our business plan.
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Our international operations are subject to additional risks which could harm our business, operating results,
and financial condition.

In addition to uncertainty about our ability to continue to generate revenue from our foreign operations and
expand our international market position, there are additional risks inherent in doing business internationally
(including through our international joint ventures), including:

* trade barriers and changes in trade regulations;

* difficulties in developing, staffing, and simultaneously managing a large number of varying foreign operations
as a result of distance, language, and cultural differences;

* stringent local labor laws and regulations;

* longer payment cycles;

» credit risk and higher levels of payment fraud; .

* profit repatriation restrictions and foreign currency exchange restrictions;

* political or social unrest, economic instability, repreésion, or human rights issues;
* geopolitical events, including acts of war and terrorism;

* import or export regulations;

* compliance with U.S. laws such as the Foréign Corrupt Practices Act, and local laws prohibiting bribery and
corrupt payments to government officials;

* antitrust and competition regulations;
* seasonal volatility in business activity and local economic conditions;

* laws, regulations, licensing requirements, and business practices that favor local competitors or prohibit
foreign ownership or investments;

* different or more stringent user protection, content, data protection, privacy and other laws; and

* risks related to other government regulation or required compliance with local laws.

We are subject to numerous and sometimes conflicting U.S. and foreign laws and regulations. Violations of these
complex laws and regulations that apply to our international operations could result in damage awards, fines,
criminal actions, sanctions, or penalties against us, our officers or our employees, prohibitions on the conduct of
our business, and damage to our reputation. Although we have implemented policies and procedures designed to
promote compliance with these laws, there can be no assurance that our employees, contractors, or agents will
not violate our policies. These risks inherent in our international operations and expansion increase our costs of
doing business internationally and could result in harm to our business, operating results, and financial condition.

The benefits of the Framework Agreement may not be realized and we are involved in legal proceedings
related to Alipay that may result in adverse outcomes.

On July 29, 2011, we entered into a Framework Agreement with Alibaba Group Limited (“Alibaba Group”),
Softbank Corp., a Japanese corporation, Alipay.com Co., Ltd. (“Alipay”), APN Ltd., a company organized under
the laws of the Cayman Islands (“IPCo”), Zhejiang Alibaba E-Commerce Co., Ltd., a limited liability company
organized under the laws of the People’s Republic of China (“Holdco™), Jack Ma Yun, Joseph C. Tsai and certain
security holders of Alipay or HoldCo as joinder parties. See Note 4—*“Investments in Equity Interests” in the
Notes to the consolidated financial statements. Pursuant to the terms of the Framework Agreement, the parties
agreed upon the consideration to be received by Alibaba Group for the restructuring of Alipay and the ongoing
relationship between Alipay and Alibaba Group and its subsidiaries. The closing contemplated by the Framework
Agreement occurred in December 2011. Alibaba Group may not realize the anticipated benefits of the
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Framework Agreement due to risks and uncertainties including: the failure of Alipay to generate sigunificant
royalty and software technology services fees payable to Alibaba Group; the possibility that a liquidity event of
Alipay does not occur; the failure or inability of IPCo to pay its promissory note in accordance with its terms;
and uncertainties concerning the laws and regulations of the People’s Republic of China (the “PRC”) and the
PRC regulatory environment.

We and certain officers, directors and third parties are party to a number of stockholder derivative suits and
purported stockholder class action suits filed since we filed our Report on Form 10-Q for the quarter ended
March 31, 2011 with the Securities and Exchange Commission. See the section captioned “Contingencies”
included in Note 12—*“Commitments and Contingencies” in the Notes to the consolidated financial statements.
Such claims and proceedings are inherently uncertain and their results cannot be predicted with certainty.
Regardless of the outcome, such legal proceedings can have an adverse impact on us because of legal costs,
diversion of management resources, and other factors. These lawsuits or any future lawsuits may become time
consuming and expensive and may result in adverse outcomes.

New technologies could block our advertisements, impair our ability to serve interest-based advertising, or
shift the location in which search results appear, which could harm our operating results. :

Technologies have been developed and are likely to continue to be developed that can block display, search, and
interest-based advertising, or shift the location in which search results appear on pages so that our advertisements
do not appear in the most monetizable places on our pages or are obscured. Most of our revenue is derived from
fees paid by advertisers in connection with the display of graphical advertisements or clicks on search
advertisements on Web pages. As a result, such technologies and tools could reduce the number of display and
search advertisements that we are able to deliver or our ability to serve our interest-based advertising and this, in
turn, could reduce our advertising revenue and operating results. '

Proprietary document formats may limit the effectiveness of our search technology by preventing our
technology from accessing the content of documents in such formats, which could limit the effectiveness of
our products and services. ‘ :

A large amount of information on the Internet is provided in proprietary document formats. These proprietary
document formats may limit the effectiveness of search technology by preventing the technology from accessing
the content of such documents. The providers of the software applications used to create these documents could
engineer the document format to prevent or interfere with the process of indexing the document contents with
search technology. This would mean that the document contents would not be included in search results even if
the contents were directly relevant to a search. The software providers may also seek to require us to pay them
royalties in exchange for giving us the ability to search documents in their format. If the search platform
technology we employ is unable to index proprietary format Web documents as effectively as our competitors’
technology, usage of our search services might decline, which could cause our revenue to fall.

Interruptions, delays, or failures in the provision of our services could harm our operating results.

Delays or disruptions to our service, or the loss or compromise of data, could result from a variety of causes,
including the following:

* Our operations are susceptible to outages and interruptions due to fire, flood, eafthquake, tsunami, other
natural disasters, power loss, equipment or telecommunications failures, cyber attacks, terrorist attacks,
political or social unrest, and other events over which we have little or no control.

* The systems through which we provide our products and services are highly technical, complex, and
interdependent. Design errors might exist in these systems, or might be introduced as we roll out
improvements and upgrades, which might cause service malfunctions or require -services to be taken offline
while corrective responses are developed.
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* Despite our implementation of network security measures, our servers are vulnerable to computer viruses,
worms, hacking, physical and electronic break-ins, router disruption, sabotage or espionage, and other
disruptions from unauthorized access and tampering, as well as coordinated denial-of-service attacks. We may
not be in a position to promptly address attacks or to implement adequate preventative measures if we are
unable to immediately detect such attacks. Such events could result in large expenditures to investigate or
remediate, to recover data, to repair or replace networks or information systems, including changes to security
measures, to deploy additional personnel, to defend litigation or to protect against similar future events, and
may cause damage to our reputation or loss of revenue. We distribute servers among data centers around the
world to create redundancies; however, we do not have multiple site capacity for all of our services and some
of our systems are not fully redundant in the event of delays or disruptions to service. As not all of our systems
are fully redundant, some data or systems may not be fully recoverable after such events.

 We rely on third-party providers for our principal Internet connections and co-location of a significant portion
of our data servers, as well as for our payment processing capabilities and key components or features of our
search, e-mail and VOIP services, news, stock quote and other content delivery, chat services, mapping,
streaming, geo-targeting, music, games, and other services. We have little or no control over these third-party
providers. Any disruption of the services they provide us or any failure of these third-party providers to handle
higher volumes of use could, in turn, cause delays or disruptions in- our ‘services and loss of revenue. In
addition, if our agreements with these third-party providers are terminated for any reason, we might not have a
readily available alternative. ' '

Prolonged deléys or disruptions to our service could result in a loss of users, damage to our brands, legal costs or
liability, and harm to our operating results. ' '

If we or our third-party service provider fail to prevent click fraud or choose to manage traffic quality in a way
that advertisers find unsatisfactory, our profitability may decline.

A portion of our display and search revenue comes from advertisers that pay for advertising on a price-per-click
basis, meaning that the advertisers pay a fee every time a user clicks on their advertising. This pricing model can
be vulnerable to so-called “click fraud,” which occurs when clicks are submitted on ads by a user who is
motivated by reasons other than genuine interest in the subject of the ad. On Yahoo! Properties and Affiliate
sites, we or our third-party service provider may be exposed to the risk of click fraud or other clicks or
conversions that advertisers may perceive as undesirable. If fraudulent or other malicious activity is perpetrated
by others and we or our third-party service provider are unable to detect and prevent it, or choose to manage
traffic quality in a way that advertisers find unsatisfactory, the affected advertisers may experience or perceive a
reduced return on their investment in our advertising programs which could-lead the advertisers to become
dissatisfied with our advertising programs and they might refuse to pay, demand refunds, or withdraw future
business. Undetected click fraud could damage our brands and lead to a loss of advertisers and revenue.
Moreover, advertiser dissatisfaction has led to litigation alleging click fraud and other types of traffic quality-
related claims and could potentially lead to further litigation against us or our third-party provider or government
regulation of advertising. Advertisers may also be issued refunds or credits as a result of such activity. Any
increase in costs due to any such litigation, government regulation or legislation, or refunds or credits could
negatively impact our profitability.

We are involved in legal proceedings that may result in adverse outcomes.

We are regularly involved in claims, suits, government investigations, and proceedings arising from the ordinary
course of our business, including actions with respect to intellectual property claims, privacy, data protection or
law enforcement matters, tax matters, labor and employment claims, commercial claims, ‘as well as actions
involving content generated by our users, stockholder derivative actions, purported class action lawsuits, and
other matters. Such claims, suits, government investigations, and proceedings are inherently uncertain and their
results cannot be predicted with certainty. Regardless of the outcome, such legal proceedings can have-an adverse
impact on us because of legal costs, diversion of management and other personnel, and other factors. In addition,

28



it is possible that a resolution of one or more such proceedings could result in liability, penalties, or sanctions, as
well as judgments, consent decrees, or orders preventing us from offering certain features, functionalities,
products, or services, or requiring a change in our business practices, products or technologies, which could in

the future materially and adversely affect our business, operating results, and financial condition. See Note
—*“Commitments and Contingencies” in the Notes to the congolidated financial statements
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Fluctuations in foreign currency exchange rates affect our operating results in U.S. dollar terms.

A portion of our revenue comes from international operations. Revenue generated and expenses incurred by our
international subsidiaries and equity method investees are often denominated in the currencies of the local
countries. As a result, our consolidated U.S. dollar financial statements are subject to fluctuations due to changes
in exchange rates as the financial results' of our intérnational subsidiaries and equity. method investees are
translated from local currencies into U.S. dollars. In addition, our financial results are subject to changes in
exchange rates that impact the settlement of transactions in non-local currencies.

We use derivative instruments, such as foreign currency forward contracts, to partially offset certain exposures to
fluctuations in foreign currency exchange rates. The use of such instruments may not offset any or more than a
portion of the adverse financial effects of unfavorable movements in foreign currency exchange rates over the
limited time the instruments are in place.

We may be required to record a significant charge to earnings if our gbodwill amortizable intangible assets,
investments in equity interests, including investments held by our equity method investees, or other
mvestments become impaired.

We are required under generally accepted accounting principles to test goodwill for impairment at least annually
and to review our amortizable intangible assets and investments in equity interests, including investments held by
our equity method investees, for impairment when events or changes in circumstance indicate the carrying value
may not be recoverable. Factors that could lead to impairment of goodw111 and amortizable intangible assets
include significant adverse changes in the business climate (affecting our company as a whole or affecting any
particular segment) and declines in the financial condition of our business. Factors that could lead to impairment
of ‘investments in equity interests include a prolonged period of decline in the stock price or operating
performance of, or an announcement of adverse changes or events by, the companies in which we invested or the
investments held by those companies. Factors that could lead to an impairment of U.S. government securities,
which constitute a significant portion of our assets, include any downgrade of U.S. government debt or concern
about the creditworthiness of the U.S. government. We have recorded and may be required in the future to record
additional charges to earnings if our goodwill, amortizable intangible assets, investments in equity interests,
including investments held by our equity investees, or other investments become impaired. Any such charge
would adversely impact our financial results.

We may have exposure to additional tax liabilities which could negatively impact our income tax provision, net
income, and cash flow.

We are subject to income taxes and other taxes in both the U.S. and the foreign jurisdictions in which we
currently operate or have historically operated. The determination of our worldwide provision for income taxes
and current and deferred tax assets and liabilities requires judgment and estimation. In the ordinary course of our
business, there are many transactions and calculations where the ultimate tax determination is uncertain. We earn
a significant amount of our operating income from outside the U.S., and any repatriation of funds currently held
in foreign jurisdictions may result in higher effective tax rates for us. In the past there have been proposals to
change U.S. tax laws that could significantly impact how U.S. multinational corporations are taxed on foreign
earnings. We cannot predict the form or timing of potential legislative changes, but any newly enacted tax law
could have a material adverse impact on our tax expense and cash flow. We are subject to regular review and
audit by both domestic and foreign tax authorities as well as subject to the prospective and retrospective effects
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of changing tax regulations and legislation. Although we believe our tax estimates are reasonable, the ultimate
tax outcome may materially differ from the tax amounts recorded in our consolidated financial statements and
may materially affect our income tax provision, net income, or cash flows in the period or periods for which such
determination and settlement is made.

Our stock price has been volatile historically and may continue to be volatile regardless of our operating
performance.

The trading price of our common stock has been and may continue to be subject to broad fluctuations. During the
year ended December 31, 2011, the closing sale price of our common stock on the NASDAQ Global Select
Market ranged from $11.09 to $18.65 per share and the closing sale price on February 17, 2012 was $15.01 per
share. Our stock price may fluctuate in response to a number of events and factors, such as variations in quarterly
operating results, announcements and implementations of technological innovations or new services by us or our
competitors; changes in financial estimates and recommendations by securities analysts; the operating nd stock
price performance of, or other developments involving, other companies that investors may deem comparable to
us; the current and anticipated future operating performance of companies in which we have an equity
investment, including Yahoo Japan Corporation (“Yahoo Japan”) and Alibaba Group; and news reports or
rumors relating to us, companies in which we have an equity investment, trends in our markets, or general
economic conditions. :

In addition, the stock market in general, and the market prices for Internet-related companies in particular, have
experienced volatility that often has been unrelated to the operating performance of such companies. These broad
market and industry fluctuations may adversely affect the price of our stock, regardless of our operating
performance. Volatility or a lack of positive performance in our stock price may adversely affect our ability to
retain key employees, all of whom have been granted stock options or other stock-based awards. A sustained
decline in our stock price and market capitalization could lead to an impairment charge to our long-lived assets.

Delaware statutes and certain provisions in our charter documents could make it more difficult for a third-
party to acquire us.

Our Board of Directors has the authority to issue up to 10 million shares of Preferred Stock and to deterrmne the
price, rights, preferences, privileges and restrictions, including voting rights, of those shares without any further
vote or action by the stockholders. The rights of the holders of our common stock may be subject to, and may be
adversely affected by, the rights of the holders of any Preferred Stock that may be issued in the future. The
issuance of Preferred Stock may have the effect of delaying, deterring or preventing a change in control of
Yahoo! without further action by the stockholders and may adversely affect the voting and other rights of the
holders of our common stock. :

Some provisions of our charter documents, including provisions eliminating the ability of stockholders to take
action by written consent and limiting the ability of stockholders to raise matters at a meeting of stockholders
without giving advance notice, may have the effect of delaying or preventing changes in control or changes in
our management, which could have an adverse effect on the market price of our stock. In addition, our charter
documents do net permit cumulative voting, which may make it more difficult for a third-party to gain control of
our Board of Directors. Further, we are subject to the anti-takeover provisions of Section 203 of the Delaware
General Corporation Law, which will prohibit us from engaging in a “business combination” with an “interested
stockholder” for a period of three years after the date of the transaction in which the person became an interested
stockholder, even if such combination is favored by a majority of stockholders, unless the business combination
is approved in a prescribed manner. The application of Section 203 also could have the effect of delaying or
preventing a change in control of us.
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Item 1B. Unresolved Staff Comments

None.

Item 2.  Properties

Our headquarters is located in Sunnyvale, California and consists of owned and leased space aggregating
approximately 1.4 million square feet. We also lease office space in Argentina, Australia, Belgium, Brazil,
Canada, China, Egypt, France, Germany, Hong Kong, Hungary, India, Indonesia, Ireland, Israel, Italy, Japan,
Jordan, Malaysia, Mexico, Morocco, New Zealand, Norway, the Philippines, Singapore, South Korea, Spain,
Switzerland, Taiwan, the United Arab Emirates, the United Kingdom, and Vietnam. In the United States, we
lease offices in various locations, including Atlanta, Boston, Champaign, Chicago, Dallas, Denver, Detroit,
Hillsboro, the Los Angeles Area, Miami, New York, Omaha, Orlando, the San Diego Area, the San Francisco
Bay Area, and Washington, D.C. Our data centers are operated in locations in the United States, Brazil, Europe,
and Asia.

We believe that our existing facilities are adequate to meet current requirements, and that suitable additional or
substitute space will be available as needed to accommodate any further physical expansion of operations and for
any additional sales offices.

Item 3.  Legal Proceedings
For a description of our material legal proceedings, see Note 12—“Commitments and Cont1ngenc1es in the

Notes to the consolidated financial statements, which is incorporated herein by reference.

Item4. Mine Safety Disclosures
Not applicable.
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Part IT
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
Market Information for Common Stock

Yahoo! Inc. common stock is quoted on the NASDAQ Global Select Market under the symbol “YHOO.” The
following table sets forth the range of high and low per share sales prices as reported for each period indicated:

2010 2011
High Low High Low
FAESE QUALLET . . ..o e e e et et et e e e et $17.30 $14.48 $17.84 $15.41
Second qUAITET . ... vvvnt i e $19.12 $13.79 $18.84 $14.50
Third QUAITET . ... ..ot $15.60 $12.94 $1595 $11.09
FOULtR QUATTET . .« + vt e e vt et e et e et et e e ee e $17.60 $14.13 $16.79 $13.37

Stockholders
We had 10,545 stockholders of record as of February 17, 2012.

Dividends

We have not declared or paid any cash dividends on our common stock. We presently do not have plans to pay
any cash dividends in the near future. ’

Issuer Repurchases of Equity Securities

Share repurchase activity during the three months ended December 31, 2011 was as follows:

Total
Number of
Shares Approximate Dollar
Purchased Value of Shares
Total as Partof a that May Yet be
Number Average Publicly Purchased Under
of Shares Price Paid Announced the Program
Period Purchased®  per Share Program (in 000s)™
October 1—October 31,2011 ................... —_— $ — — $1,021,583
November 1—November 30,2011 ............... 12,796,763  $15.17 12,796,763 $ 827,519
December 1—December 31,2011 ............... 14,679,979  $15.13 14,679,979 $ 605,347
Total ... e e 27,476,742  $15.15 27,476,742

*) The share repurchases in the three months ended December 31, 2011 were made under our stock repurchase
program announced in June 2010, which authorizes the repurchase of up to $3 billion of our outstanding
shares of common stock from time to time. This program, according to its terms, will expire in June 2013.
Repurchases may take place in the open market or in privately negotiated transactions, including derivative
transactions, and may be made under a Rule 10b5-1 plan.
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Performance Graph

This performance graph shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities under that section and shall not be
deemed to be incorporated by reference into any filing of Yahoo! Inc. under the Securitics Act of 1533, as
amended, or the Exchange Act.

The following graph compares, for the five-year period ended December 31, 201 1, the cumulative total
stockholder return for Yahoo!’s common stock, the NASDAQ 100 Index, the Standard & Poor’s North American
Technology-Internet Index (the “SPGIINTR?”), and the Standard & Poor’s 500 Stock Index (the “S&P 500
Index”). Measurement points are the last trading day of each of Yahoo!’s fiscal years ended December 31, 2007,
December 31, 2008, December 31, 2009, December 31, 2010, and December 31, 2011. The graph assumes that
$100 was invested at the market close on December 29, 2006 in the common stock of Yahoo!, the NASDAQ 100
Index, the SPGIINTR, and the S&P 500 Index and assumes reinvestment of any dividends. The stock price
performance on the following graph is not necessarily indicative of future stock price performance.
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Item 6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with the consolidated financial
statements and notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” appearing elsewhere in this Annual Report on Form 10-K. The consolidated statements of income
data and the consolidated balance sheets data for the years ended, and as of, December 31, 2007, 2008, 2009,
2010, and 2011 are derived from our audited consolidated financial statements.

Consolidated Statements of Income Data:

Years Ended December 31,
2007 2008™ 2009 2010 20119
(Ili thousands, except per share amounts)

REVEINUE .« o v e oottt tee e $6,969,274 $7,208,502 $6,460,315 $6,324,651 $4,984,199
Income from operations .................... $ 695413 $ 12963 $ 386,692 $ 772,524 $ 800,341
Net income attributable to Yahoo!Inc. ......... $ 639,155 $ 418,921 $ 597,992 $1,231,663 $1,048,827
Net income attributable to Yahoo! Inc. common

stockholders per share—basic .............. $ 048 $ 031 $ 043 $ 091 $ 0.82
Net income attributable to Yahoo! Inc. common

stockholders per share—diluted ............ $ 047 $ 029 $ 042 $ 0.90 $ 0.82
Shares used in per share calculation—basic .. ... 1,338,987 1,369,476 1,397,652 1,354,118 1,274,240
Shares used in per share calculation—diluted ... 1,366,264 1,391,230 1,415,658 1,364,612 1,282,282

M Our net income attributable to Yahoo! Inc. for the year ended December 31, 2008 included a non-cash gain of
$401 million, net of tax, related to Alibaba Group’s initial public offering (“IPO”) of Alibaba.com Limited
(“Alibaba.com”), the business to business e-commerce subsidiary of Alibaba Group, and a non-cash loss of
$30 million, net of tax, related to the impairment of our direct investment in Alibaba.com. In addition, in the
year ended December 31, 2008, we recorded a goodwill impairment charge of $488 million related to our
Furopean reporting unit and net restructuring charges of $107 million related to our strategic workforce
realignment and cost.reduction initiatives, and a tax benefit for these two items of $42 million. In the
aggregate, these items had a net negative impact of $182 million on net income attributable to Yahoo! Inc., or
$0.13 per both basic and diluted share, for the year ended December 31, 2008.

@ Our net income attributable to Yahoo! Inc. for the year ended December 31, 2009 included a pre-tax gain of
$67 million in connection with the sale of our Gmarket shares and a gain on the sale of our direct investment
in Alibaba.com of $98 million. In addition, in the year ended December 31, 2009, we recorded net
restructuring charges of $127 million related to our cost reduction initiatives. In the aggregate, these items
had a net positive impact of $18 million on net income attributable to Yahoo! Inc., or $0.01 per both basic
and diluted share for the year ended December 31, 2009.

® Our revenue declined in 2010 due to the Search Agreement with Microsoft, which beginning during the
fourth quarter of 2010 required a change in revenue presentation and a sharing of search revenue with
Microsoft in transitioned markets. Our net income attributable to Yahoo! Inc. for the year ended
December 31, 2010 included a pre-tax gain of $66 million in connection with the sale of Zimbra, Inc. and a
pre-tax gain on the sale of HotJobs of $186 million. In addition, in the year ended December 31, 2010, we
recorded net restructuring charges of $58 million related to our cost reduction initiatives. In the aggregate,
these items had a net positive impact of $204 million on net income attributable to Yahoo! Inc., or $0.15 per
both basic and diluted share, for the year ended December 31, 2010. In addition, in the year ended
December 31, 2010, we recorded $43 million pre-tax for the reimbursement of transition costs incurred in
2009 related to the Search Agreement. See Note 16—*“Search Agreement with Microsoft Corporation” in the
Notes to the consolidated financial statements for additional information. Our income tax provision was also
reduced by the effect of certain tax benefits as discussed in Note 9—"Income Taxes” in the Notes to the
consolidated financial statements.
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@ Our revenue declined in 2011 due to the Search Agreement with Microsoft, which beginning during the
fourth quarter of 2010 required a change in revenue presentation and a sharing of search revenue with
Microsoft in transitioned markets. Our net income attributable to Yahoo! Inc. for the year ended
December 31, 2011 included a non-cash gain of $25 million, net of tax related to the dilution of our

in 1 i i Vi wmalogad to fomisnto gl £ Soooas TaoTd
ownership interest in Alibaba Group and a non-cash loss of $33 million related to impairments of assets held

by Yahoo Japan. In addition, in the year ended December 31, 2011, we recorded net restructuring charges of
$24 million related to our cost reduction initiatives. In the aggregate, these items had a net negative impact of
$24 million on net income attributable to Yahoo! Inc., or $0.02 per both basic and diluted share, for the year
ended December 31, 2011.

Consolidated Balance Sheets Data:

December 31,
2007W 2008@ 2009 2010 2011

(In thousands)
Cash and cash equivalents ............... $ 1,513,930 $ 2,292,296 $ 1,275,430 $ 1,526,427 $ 1,562,390
Marketable debt securities .. ............. $ 849,542 $ 1,229,677 $ 3,242,574 $ 2,102,255 $ 967,527
Working capital ....................... $ 942,652 $ 3,040,483 $ 2,877,044 $ 2,719,676 $ 2,245,175
Totalassets .......................... $12,229,554 $13,689,848 $14,936,030 $14,928,104 $14,782,786
Long-term liabilities ................... $ 384208 $ 715,872 $ 699,666 $ 705822 $ 994,078
Total Yahoo! Inc. stockholders’ equity . . ... $ 9,538,209 $11,250,942 $12,493,320 $12,558,129 $12,541,067

M As of December 31, 2007, our $750 million of outstanding zero coupon senior convertible notes were
classified as short-term debt and were reflected in working capital.

@ During the year ended December 31, 2008, our $750 million of outstanding zero coupon senior convertible
notes were converted into 36.6 million shares of Yahoo! common stock. During the year ended December 31,
2008, we received a $350 million, one-time payment from AT&T Inc., of which $129 million was recorded
in short-term deferred revenue and $221 million was recorded in long-term deferred revenue.
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Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

In addition to current and historical information, this Annual Report on Form 10-K contains forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. These statements relate to
our future operations, prospects, potential products, services, developments, and business strategies. These
statements can, in some cases, be identified by the use of terms such as “may,” “will,” “should,” “could,”
“would,” “intend,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “project,” “potential,”
or “continue,” the negative of such terms, or other comparable terminology. This Annual Report on Form 10-K

includes, among others, forward-looking statements regarding our:
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* expectations about revenue, including display, search, and other revenue;

* expectations about growth in users;

« expectations about cost of revenue and operating expenses;

+ expectations about the amount of unrecognized tax benefits and the adequacy of our existing tax reserves;
* anticipated capital expenditures;

« expectations about the implementation and the financial and operational impacts of our Search Agreement
with Microsoft;

« impact of recent acquisitions on our business and evaluation of, and expectations for, possible acquisitions of,
or investments in, businesses, products, and technologies; and

* expectations about positive cash flow generation and existing cash, cash equivalents, and investments being
sufficient to meet normal operating requirements.

These statements involve certain known and unknown risks and uncertainties that could cause our actual results
to differ materially from those expressed or implied in our forward-looking statements. Such risks and
uncertainties include, among others, those listed in Part 1, Item 1A “Risk Factors” of this Annual Report on
Form 10-K. We do not intend, and undertake no obligation, to update any of our forward-looking statements
after the date of this Annual Report on Form 10-K to reflect actual results or future events or circumstances.

Overview

2 6,

Yahoo! Inc., together with its consolidated subsidiaries (“Yahoo!,” the “Company,” “we,” or “us”), is a premier
digital media company. Through our proprietary technology and insights, we deliver personalized digital content
and experiences, across devices and around the globe, to vast audiences. We provide engaging and innovative
canvases for advertisers to connect with their target audiences using our unique blend of Science + Art + Scale.
We provide online properties and services (“Yahoo! Properties”) to users as well as a range of marketing services
designed to reach and connect with those users on Yahoo! and through a distribution network of third-party
entities (“Affiliates”). These Affiliates integrate our advertising offerings into their Websites or other offerings
(those Websites and other offerings, “Affiliate sites”).

Our offerings to users on Yahoo! Properties currently fall into three categories: Communications and
Communities; Search and Marketplaces; and Media. The majority of our offerings are available in more than 45
languages and in 60 countries, regions, and territories. We have properties tailored to users in specific
international markets including Yahoo! Homepage and social networking Websites such as Meme and Wretch.
We manage and measure our business geographically, principally in the Americas, EMEA (Europe, Middle East,
and Africa) and Asia Pacific.
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Strategic Review

During 2011, our Board of Directors initiated a comprehensive strategic review to assess alternatives to return
the Company to increased growth and innovation. As part of this review, we have pursued a wide range of
discussions with potential partners. We are in discussions regarding the possibility of restructuring our holdings
in Alibaba Group and Yahoo Japan. While we continue to pursue these discussions, there is no assurance that any
transaction will be achieved.

Search Agreement with Microsoft Corporation

On December 4, 2009, we entered into a Search and Advertising Services and Sales Agreement (the “Search
Agreement”) with Microsoft Corporauon (“Microsoft”), which provides for Microsoft to be the exclusive
algorithmic and paid search services provider on Yahoo! Properties and non-exclusive provider of such services
on Affiliate sites. We also entered into a License Agreement with Microsoft pursuant to which Microsoft
acquired an exclusive 10-year license to our core search technology that it will be able to integrate into its
existing Web search platforms

During the first five years of the Search Agreement, in transitioned markets we are entitled to receive 88 percent
of the revenue generated from Microsoft’s services on Yahoo! Properties. We are also entitled to receive
88 percent of the revenue generated from Microsoft’s services on Affiliate sites after the Affiliate’s share of
revenue. In the transitioned markets, for search revenue generated from Microsoft’s services on Yahoo!
Properties and Affiliate sites, we report as revenue the 88 percent revenue share, as we are not the primary
obligor in the arrangement with the advertisers and publishers.

Under the Search Agreement, for each market, Microsoft generally guarantees Yahoo!’s revenue per search
(“RPS Guarantee”) on Yahoo! Properties only for 18 months after the transition of paid search services to
Microsoft’s platform in that market. In the fourth quarter of 2011, Microsoft agreed to extend the RPS Guarantee
in the U.S. and Canada through March 2013. The RPS Guarantee is calculated based on the difference in revenue
per search between the pre-transition and post-transition periods. We record the RPS Guarantee as search
revenue in the quarter the amount becomes fixed, which is typically the quarter in which the associated shortfall
in revenue per search occurred.

Under the Search Agreement, Microsoft agreed to reimburse us for certain transition costs up to an aggregate
total of $150 million during the first three years of the Search Agreement. During the third quarter of 2011, our
cumulative transition costs exceeded Microsoft’s $150 million reimbursement cap under the Search Agreement.
Transition costs we incur in excess of the $150 million reimbursement cap are not subject to reimbursement. Our
results for the year ended December 31, 2011 reflect transition cost reimbursements from Microsoft under the
Search Agreement of $26 million. During the year ended December 31, 2010, we recorded transition cost
reimbursements from Microsoft under .the Search Agreement of $81 million. During the year ended
December 31, 2010, we also recorded reimbursements of $43 million for transition costs incurred in 2009. The
2009 transition cost reimbursements were recorded in the first quarter of 2010 after regulatory clearance in the
U.S. and Europe was received, implementation of the Search Agreement commenced, and Microsoft became
obligated to make such payments.

From February 23, 2010 until the applicable services are fully. transitioned to. Microsoft in all markets, Microsoft
will also reimburse us for the costs of operating algorithmic and paid search services subject to specified
exclusions and limitations. Our results reflect search operating .cost reimbursements from Microsoft under the
Search Agreement of $212 million for the year ended December 31, 2011 and $268 million for the same period
of 2010. The global transition of the algorithmic and paid search platforms to Microsoft’s platform and the
migration of the paid search advertisers and publishers to Microsoft’s platform are being done on a market by
market basis. Search operating cost reimbursements are expected to decline as we fully transition all markets and,
in the long term, the underlying expenses are not expected to be incurred under our cost structure.
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We completed the transition of our algorithmic and paid search platforms to the Microsoft platform in the U.S.
and Canada in the fourth quarter of 2010. In 2011, we completed the transition of algorithmic search in all other
markets and the transition of paid search in India. The market-by-market transition of our paid search platform to
Microsoft’s platform and the migration of paid search advertisers and publishers to Microsoft’s platform are
expected to continue through the first half of 2013.

In the year ended December 31, 2010, $17 million was recorded for reimbursements for employee retention costs
incurred in 2010, and $5 million for employee retention costs incurred in 2009. These employee retention cost
reimbursements are separate from and in addition to the $150 million of transition cost reimbursement payments
and the search operating cost reimbursements. )

We record receivables for the reimbursements as costs are incurred and apply them against the operating expense
categories in which the costs were incurred. Of the total amounts incurred during the year ended December 31,
2010, the total reimbursements not yet received from Microsoft of $64 million were classified as part of prepaid
expenses and other current assets on. our consolidated balance sheets as of December 31, 2010. Of the total
amounts incurred during the year ended December 31, 2011, total reimbursements of $16 million not yet
received from Microsoft were classified as part of prepaid expenses and other current assets on our consolidated
balance sheets as of December 31, 2011. We received $6 million of the unpaid reimbursements during the first
quarter of 2012.

See N__ote 16—“Search Agreement with Microsoft Corporation” in the Notes to the consolidated financial
statements for additional information.

Revenue Sources

Display and Search Revenue. Display and search revenue is generated from several offerings including the
display of graphical advertisements (“display advertising”) and the display of text-based links to advertisers’
Websites (“search advertising”). ) .

We recognize revenue from display advertising on Yahoo! Properties and Affiliate sites as “impressions” are
delivered. Impressions are delivered when an advertisement appears in pages viewed by users. Arrangements for
these services generally have terms of up to one year, and in some cases the terms may be up to three years. For
display advertising on Affiliate sites, we pay Affiliates for the revenue generated from the display of these
advertisements on the Affiliate sites or other offerings. Traffic acquisition costs (“TAC”) are payments made to
third-party entities that have integrated our advertising offerings into their Websites or other offerings and
payments made to companies that direct consumer and business traffic to Yahoo! Properties. The display revenue
derived from these arrangements that involve traffic supplied by Affiliates is reported gross of the TAC paid to
Affiliates as we are the primary obligor to the advertisers who are the customers of the display advertising
service.

We recognize revenue from search advertising on Yahoo! Properties and Affiliate sites. Search revenue is
recognized based on “click-throughs”. A “click-through” occurs when a user clicks on an advertiser’s search
result listing. Under the Search Agreement with Microsoft described above, in the transitioned markets, we report
‘as revenue the 88 percent revenue share as we are not the primary obligor in the arrangement with the
advertisers. See Note 16—“Search Agreement with Microsoft Corporation” in the Notes to the consolidated
financial statements for a description of our Search Agreement with Microsoft. In the non-transitioned markets,
we pay Affiliates TAC for the revenue generated from the search advertisements on the Affiliates’ Websites. The
revenue derived from these arrangements is reported gross of the TAC paid to Affiliates, as we continue to be the
primary obligor to the advertisers. We also generate search revenue from a revenue sharing arrangement with
Yahoo Japan for search techno]ogy and services.

Other Revenue. Other revenue includes listings-based services revenue; transaction revenue, and fees revenue.
Listings-based services revenue is generated from a variety of consumer and business listings-based services,
including classified advertising such as Yahoo! Autos and other services. We recognize listings-based services
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revenue when the services are performed. Transaction revenue is generated from facilitating commercial
transactions through Yahoo! Properties, principally from Yahoo! Small Business, Yahoo! Travel, and Yahoo!
Shopping. We recognize transaction revenue when there is evidence that qualifying transactions have occurred
(for example, when travel arrangements are booked through Yahoo! Travel). Fees revenue consists of revenue
gencrated from a variety of consumer aid busiuess fee-based services, including Internet broadband services,
royalties received from joint venture partners, and premium mail, as well as services for small businesses. We

recognize fees revenue when the services are performed.

2011 Highlights
Years Ended December 31, Dollar
Operating Highlights 2010 2011 Change
(In thousands) ‘
Revenue ... oo $6,324,651 $ 4,984,199 $(1,340,452)
Income from operations ................. e $ 772,524 $ 800,341 $ 27,817
Years Ended December 31, Dollar
Cash Flow Highlights ' 2010 2011 Change
(In thousands)
Net cash provided by operating activities ....................... $ 1,240,190 $ 1,323,806 $ 83,616
Net cash provided by investing activities ....................... $ 509915 $ 202,362 $ (307,553)
Net cash used in financing activities .................c..coun.... $(1,501,706) $(1,455,958) $ 45,748

Our revenue decrease of 21 percent for the year ended December 31, 2011 compared to 2010 can be attributed to
a decrease in our search revenue. The decrease in search revenue was primarily due to the required change in
revenue presentation which began in the fourth quarter of 2010, the associated revenue share with Microsoft for
the Americas region, and the loss of an Affiliate in the Asia Pacific region. The increase in income from
operations of $28 million for the year ended December 31, 2011 reflects a decrease in gross profit offset by a
decrease in operating expenses of $243 million for the year ended December 31, 2011 compared to 2010.

Cash provided by operating activities is a measure of the cash product1v1ty of our business model. Our operating
activities in 2011 generated adequate cash to meet our operating needs. Cash provided by investing activities in
the year ended December 31, 2011 included net proceeds from sales, maturities, and purchases of marketable
debt securities of $1,117 million offset by $324 million used for acquisitions, net of cash acquired and net capital
expenditures of $593 million. Cash used in financing ‘activities included $1,619 million used in the direct
repurchase of common stock and $45 million used for tax withholding payments related to the net share
settlements of restricted stock units, offset by $156 million in proceeds from employee option exercises and
employee stock purchases.

Summary

In the following Management’s Discussion and Analysis, we provide 1nformat10n regarding to the following
areas of our financial results:

* Results of Operations;

* Business Segment Results;

¢ Transactions;

* Liquidity and Capital Resources;

* Critical Accounting Policies and Estimates; and

* Recent Accounting Pronouncements.
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Results of Operations

Revenue. Revenue by groups of similar services was as follows (dollars in thousands):

Years Ended December 31, 2009-2010  2010-2011

. 2009 ﬁ“)_ 2010 _(’2_ 2011 _(:‘l % Change % Change

Display ................. $1,866,984  29% $2,154,886  34%$2,160,309 43% 15% 0%
Search .................. 3,396,396 53% 3,161,589 50% 1,853,110 37% (7% 41D)%
Other .........covvvnenn. 1,196,935 _lﬁ% 1,008,176 _1_6% 970,780 ﬂ% (16)% A%
Total revenue ........ $6,460,315 100%$6,324.651 100%$4,984,199 100% (% QD%

(*) Percent of total revenue.

We currently generate revenue principally from display advertising on Yahoo! Properties and from search
advertising on Yahoo! Properties and Affiliate sites.

We earn revenue from guaranteed or “premium” display advertising by delivering advertisements according to
advertisers’ specified criteria, such as number of impressions during a fixed period on a specific placement. Also,
we earn revenue from non-guaranteed or “non-premium” display advertising by delivering advertisements for
advertisers purchasing inventory on a preemptible basis, which means that the advertisement may or may not
appear, inventory is not reserved and position placement is not assured. Generally, we make our non-guaranteed
display inventory available through our Right Media Exchange.

To assist us in evaluatmg display advertising and search advertising, beginning in the fourth quarter of 2010 we
began reporting the number of Web pages viewed by users (“Page Views”) separately for display and search.
“Search Page Views” is defined as the number of Web pages viewed by users on Yahoo! Properties and Affiliate
sites resulting from search queries and “revenue per Search Page View” is defined as search revenue divided by
our Search Page Views. “Display Page Views” is defined as the total number of Page Views on Yahoo!
Properties less the number of Search Page Views on Yahoo! Properties, and “revenue per Display Page View” is
defined as display revenue divided by our Dlsplay Page Views.

We periodically review and refine our methodology for monitoring, gathering, and counting Page Views on
Yahoo! Properties. Based on this process, from time to time, we update our methodology to exclude from the
count of Page Views interactions with our servers that we determine or believe are not the result of user visits to
Yahoo! Propertles :

Display Revenue. Dlsplay revenue for the year ended December 31,2011 remamed flat compared to 2010, due to
growth in guaranteed and non-guaranteed advertising in the EMEA and Asia Pacific segments and increases in
non-guaranteed advertising in the Americas offset by declines in Americas for guaranteed advertising. Display
revenue for the year ended December 31, 2010 increased by 15 percent, compared to 2009. Increased advertising
spending in display and a shift towards higher-yielding display inventory resulted in increased display revenue.

For the year ended December 31, 2011, Display Page Views decreased 2 percent and revenue per Display Page
View increased 6 percent, compared to 2010. For the year ended December 31, 2010, Display Page Views
decreased 2 percent and revenue per Display Page View increased 20 percent, compared to 2009 due to the
increase in revenue as discussed above.

We expect display revenue to remain flat for the first quarter of 2012, compared to the first quarter of 2011, due
to decreases in Americas display revenue primarily from reduced guaranteed display advertising offset by
increases in display revenue in the EMEA and Asia Pacific segments.

Search Revenue. Search revenue for the year ended December 31, 2011 decreased by 41 percent, compared to
2010. Search revenue decreased primarily due to the required change in revenue presentation which began in the
fourth quarter of 2010, the associated revenue share with Microsoft for the U.S. and Canada, and the loss of an
Affiliate in the Asia Pacific segment. Search revenue for the year ended December 31, 2010 decreased by
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7 percent, compared to 2009. Search revenue decreased primarily due to the required change in revenue
presentation in the fourth quarter of 2010 to reflect the revenue share with Microsoft for transitioned markets and
the impact of discontinuing our paid inclusion search product in the fourth quarter of 2009 as part of our
advertising quality initiatives. The decreases for the year ended December 31, 2010 were offset, in part, by the
impact of foreign exchange fluctuations in the Asia Pacific segment and a new Affiliate in the Asia Pacific
segment added in the fourth quarter of 2009.

For the year ended December 31, 2011, Search Page Views decreased 1 percent and revenue per Search Page
View decreased 41 percent, compared to 2010. The decline in revenue per Search Page View in 2011 compared
to 2010 was due to the decline in search revenue as discussed above. For the year ended December 31, 2010,
Search Page Views decreased 1 percent and revenue per Search Page View decreased 6 percent, compared to
2009. The decline in revenue per Search Page View in 2010 compared to 2009 was due to the decline in search
revenue as discussed above

We expect search revenue for the first quarter of 2012 to remain flat compared to the first quarter of 2011 due to
increases in Americas search revenue offset by decreases in EMEA search revenue pnmanly from decreased
Affiliate revenue.

Other Revenue. Other revenue includes listings-based services revenue, transaction revenue and fees revenue.
Other revenue for the year ended December 31, 2011 decreased by 4 percent, compared to 2010. The decrease
can be attributable to changes in certain of our broadband access partnerships, our shift from a fee-paying user
structure to other fee structures, and to the divestiture of certain business lines during the year ended
December 31, 2010. In addition, revenue from other premium services declined year-over-year as we continue to
outsource various offerings to commercial partners.

Other revenue for the year ended December 31, 2010 decreased by 16 percent, compared to 2009. The decrease
can be attributable to changes in certain of our broadband access partnerships, our shift from a fee-paying user
structure to other fee structures, and to the divestiture of certain business lines during the year ended
December 31, 2010. In addition, revenue from other premium services declined year-over—year as we continue to
outsource various offerings to commercial pattners.

We expect other revenue to remain flat for the first quarter of 2012, compared to the first quarter of 2011 due to
decreases in certain of our broadband access partnerships offset by increases in certain of our royalty revenues.

Costs and Expenses. Operating. costs and expenses consist of cost of revenue, sales and marketing, product
development, general and administrative, amortization of intangible assets, and restructuring charges, net. Cost of
revenue consists of TAC, Internet connection charges, and other expenses associated with the production and
usage of Yahoo! Properties, including amortization of acquired intellectual property rights and developed
technology.

Operating costs and expenses were as follows (dollars in thousands):

2009-2010 2010-2011
Years Ended Dec?“‘ber 3L Dollar  Percent Dollar Percent
: 2009 .. 2010 m 2011 o Change Change Change  Change
Cost of revenue®@ . . ... $2,871,746 44% $2,627,545 42% $1,502,650 30% $(244,201) D% $(1,124,895) (43)%

Sales and marketing . .. $1,245,350 19% $1,264,491 20% $1,122,302 23% $ 19,141 2% $ (142,189) (11)%
Product development .. $1,210,168 19% $1,082,176 17% $1,005,090 20% $(127,992) (11)% $ (77,086) (1%
General and

administrative . ..... $ 580,352 9% $ 488,332 8% $ 495804 10% $ (92,020) (16)% $ 7,472 2%
Amortization of

intangibles® ....... $ 39,106 1% $ 31,626 1% $ 33592 1% $ (7,480) (19% $ 1,966 6%
Restructuring charges,
Comet i $ 126901 2% $ 57957 1% $ 24420 0% $ (68,944) (5H% $ (33,537) (58)%

M Percent of total revenue.
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@ For the years ended December 31, 2009, 2010, and 2011, cost of revenue included amortization expense of
$145 million, $96 million, and $84 million, respectively, relating to acquired intellectual property rights and
developed technology.

Stock-based compensation expense was allocated as follows (in thousands):

Years Ended December 31,

2009 2010 2011
COSEOFTEVEIUE . « o v e e e e et e et e e e ee e e et et aeaaaan e s eeeaan s $ 10,759 $ 3,275 $ 3,489
Sales and Marketing ... .......vvoiieei e 141,537 71,154 65,120
Product develOPmENt . ... ....vvneenuenuemnnemnna e 205,971 106,665 89,587
General and adminiStrative . ... ... vereoeeeneronneann et . 79,820 42384 45,762
Restructuring expense accelerations (reversals),net ............ ... 11,062 4,211) 214
26 204,172

Total stock-based compensation EXPENSE . .....oovvveererraeannes $449,149 $219,267 §!

See Note 1—“The Company and Summary of Significant Accounting Policies” and Note 11—“Employee
Benefits” in the Notes to the consolidated financial statements, as well as our Critical Accounting Policies and
Estimates, for additional information about stock-based compensation expense.

TAC. TAC consist of payments made to third-party entities that have integrated our advertising offerings into
their Websites or other offerings and payments made to companies that direct consumer and business traffic to
Yahoo! Properties. We enter into agreements of varying duration that involve TAC. There are generally two
economic structures of the Affiliate agreements: fixed payments based on 4 guaranteed minimum amount of
traffic delivered, which often carry reciprocal performance guarantees from the Affiliate, or variable payments
based on a percentage of our revenue or based on a certain metric, such as number of searches or paid clicks. We
expense TAC under two different methods. Agreements with fixed payments are expensed ratably over the term
the fixed payment covers, and agreements based on a percentage of revenue, number of searches, or other metrics
are expensed based on the volume of the underlying activity or revenue multiplied by the agreed-upon price or
rate.

Compensation, Information Technology; Depreciation and Amortization, and Facilities Expenses. Compensation
expense consists primarily of salary, bonuses, commissions, and stock-based compensation expense. Information
and technology expense includes telecom usage charges and data center operating cOSts. Depreciation and
amortization expense consists primarily of depreciation of server equipment and information technology assets
and amortization of developed or acquired technology and intellectual property rights. Facilities expense consists
primarily of building maintenance costs, rent expense, and utilities. : ' ‘

The changes in operating costs and expenses for the year ended December 31, 2011 compared to the year ended
December 31, 2010 are comprised of the following (in thousands): ' ’ '

Information Depreciation and

Compensation  Technology Amortization TAC Facilities Other Total

Costof revenue . ........ $ (9,782) $14,451 $(30,332) $(1,133,050)" $ (632) $ 34,450 $(1,124,895)
Sales and marketing ..... (32,501) 399) (1,804) — (3317 (102,168)  (142,189)
Product development . ... (71,914) 72 10,560 — (3,693) (12,111) (77,086)
General and ‘

administrative ........ 13,361 (633) (10,920) — 17,548 (11,884) 7,472
Amortization of '

intangibles . .......... — — 1,966 —_ — _ 1,966
Restructuring charges,

11 A — — — — — (33,537) (33,537)
Total ......covvvvenn. $(100,836) $13,491 $(30,530) $(1,133,050) $ 7,906  $(125,250) $(1,368,269)
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The changes in operating costs and expenses for the year ended December 31, 2010 compared to the year ended
December 31, 2009 are comprised of the following (in thousands):

Information Depreciation and

Compensation Technology Amortization TAC Facilities Other Total

Costof revenue . ........ $ (26,404) $(69,357) $(79,220) $(41,403) $ 1,780 $ (29,597) $(244,201)
Sales and marketing .. ... 950 (2,129) (740) — (10,519) 31,579 19,141
Product development . ... (142,980) 12,516 6,509 — (15,376) - 11,339  (127,992)
General and

administrative ........ (36,943) (293) (1,526) -— 7,628 (60,886) (92,020)
Amortization of

intangibles ........... C— — (7,480) — — — (7,480)
Restructuring charges, ,

MEL . eeeiiee — — — — — (68,944)  (68,944)
Total ................. $(205,377) $(59,263) $(82,457) $(41,403) $(16,487) $(116,509) $(521,496)

Compensation Expense. Total compensation expense decreased $101 million for the year ended December 31,
2011, compared to 2010. Excluding the impact of Microsoft reimbursements, compensation expense for the year
ended December 31, 2011 decreased $150 million compared to 2010, primarily due to decreased stock-based
compensation expense and the capitalization of otherwise expensed compensation costs in product development
associated with increased efforts in the development of our technology platform and specific products. The
decrease in stock-based compensation expense is primarily due to increased cancellations for stock options and
increased forfeitures for stock-based awards in the year ended December 31, 2011, compared to 2010. The
decline in compensation expense was offset by decreased Microsoft reimbursements of $49 million during the
year ended December 31, 2011, compared to 2010. The decrease in Microsoft reimbursements for the year ended
December 31, 2011 was due to the transition of paid search to Microsoft platforms.

Total compensation expense decreased $205 million for the year ended December 31, 2010, compared to 2009.
Excluding the impact of Microsoft reimbursements, compensation expense decreased $86 million compared to
2009. The decrease was primarily driven by a decrease in stock-based compensation expense and the
capitalization of otherwise expensed compensation costs in product development. The decrease in stock-based
compensation expense is due to recently granted stock-based compensation awards having a lower grant date fair
value than stock-based compensation awards currently vesting. The decline in stock-based compensation was
offset by increased salaries and wages from increased average headcount, primarily in the product development
and sales and marketing functions. The decline in compensation expense was offset by increased Microsoft
reimbursements of $119 million during the year ended December 31, 2010, for which there were no similar
reimbursements 2009.

Information Technology Expenses. Information technology expenses increased $13 million for the year ended
December 31, 2011, compared to 2010. Excluding the impact of Microsoft reimbursements, information
technology expense for the year ended December 31, 2011 increased $9 million compared to 2010, due to
increased data center operating costs. Information technology expense was impacted by decreased
reimbursements from Microsoft of $4 million for the year ended December 31, 2011, compared to 2010.

Information technology expenses decreased $59 million for the year ended December 31, 2010, compared to
2009. Excluding the impact of Microsoft reimbursements, information technology expense for the year ended
December 31, 2010 increased $36 million compared to 2009. The decline for the year ended December 31, 2010
was primarily due to reimbursements recorded from Microsoft for information technology costs, for which there
were no similar reimbursements in 2009. For the year ended December 31, 2010, the net impact of the
reimbursements by Microsoft for our cost of running search was a reduction in information technology expense
of $95 million compared to 2009.

Depreciation and Amortization Expenses. Depreciation and amortization expenses decreased $31 million for the
year ended December 31, 2011, compared to 2010. Excluding the impact of Microsoft reimbursements,
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depreciation and amortization expense decreased $34 million for year ended December 31, 2011, compared to
2010. The decrease was primarily driven by a decrease in depreciation and amortization: expense for fully
depreciated or amortized assets acquired in prior years. The decline in depreciation and amortization expense was
offset by decreased Microsoft reimbursements of $4 million during the year ended December 31, 201 1, compared
to 2010. :

Depreciation and amortization expenses decreased $82 million for the year ended December 31, 2010, compared
to 2009. Excluding the impact of Microsoft reimbursements, depreciation and amortization expense decreased
$56 million for year ended December 31, 2010, compared to 2009. The decline was primarily due to decreased
amortization expense for intangible assets associated with divested business lines as well as fully amortized
intangible assets acquired in prior years. The decrease in depreciation and amortization expenses was offset by
increased Microsoft reimbursements of $26 million during the year ended December 31, 2010, for which there
were no similar reimbursements in 2009.

TAC. TAC decreased $1,133 million and $41 million for the years ended December 31, 2011 and December 31,
2010, respectively, compared to 2010 and 2009, respectively. The decrease year-over-year in both years is
primarily due to the change in the recording of TAC in the fourth quarter of 2010 due to the Search Agreement
with Microsoft as we no longer incur TAC for transitioned markets. We now receive an 88 percent revenue share
in the transitioned markets as Microsoft is the primary obligor to the advertisers. In addition, the decrease in TAC
for the year ended December 31, 2011, compared to 2010, was due to the loss of an Affiliate in the Asia Pacific
region during late 2010. The decrease for the year ended December 31, 2010, compared to 2009, was offset by
increases in TAC due to a new Affiliate in the Asia Pacific segment added in the fourth quarter of 2009 as well as
increases in revenue from Affiliate sites. -

Facilities and Other Expenses. Facilities and other expenses decreased $117 million year ended December 31,
2011, compared to 2010. Excluding the impact of Microsoft reimbursements, facilities and other expenses
decreased $161 million, primarily due to decreases in marketing-related expenses. Marketing-related expenses
decreased during the year ended December 31, 2011 compared to 2010 due to the launch of various 2010
marketing campaigns, including our global branding campaign, for which there were no similar campaigns in
2011. The decline in facilities and other expenses was offset by decreased Microsoft reimbursements of $44
million during the year ended December 31, 2011, compared to 2010. The decrease in Microsoft reimbursements
for the year ended December 31, 2011 was due to the transition of paid search to Microsoft platforms.

Facilities and other expenses decreased $133 million for the year ended December 31, 2010, compared to 2009.
Excluding the impact of Microsoft reimbursements, facilities and other expenses decreased $61 million. The
decrease is mainly due to a reduction in restructuring charges of $69 million, a reduction in third-party service-
provider expenses of $45 million, and decreases in legal settlements of $21 million, offset by increases in
marketing expenses of $33 million. For the year ended December 31, 2010, we recorded total cost
reimbursements from Microsoft of $93 million for other costs, for which there were no similar reimbursements in
2009. For the year ended December 31, 2010, the net impact of the reimbursements by Microsoft for our cost of
running search and transition costs incurred in 2009 was a reduction in facilities and other expenses of $72
million compared to 2009. Third-party service-provider expenses decreased primarily due to lower advisory and
consulting costs. Marketing-related expenses increased during the year ended December 31, 2010 compared to
2009 due to additional 2010 marketing campaigns including our global branding campaign.

We currently expect our operating costs to increase for the first quarter of 2012, compared to the same period of
2011, reflecting our planned reinvestments in the business and the integration of interclick, inc.



Restructuring Charges, Net. For the years ended December 31, 2009, 2010, and 2011 restructunng charges, net
was comprised of the following (in thousands):

Years Ended December 31,
2009 2010 2011
Employee severance pay and related costs ' $ 48,696 $39,652 $12,965
Non-cancelable lease, contract terminations, and other charges 59,285 19,737 10,251
Other non-cash charges . 7,858 2,779 990
Sub-total before accelerations (reversals) of stock-based compensation expense - 115,839 - 62,168 24,206
Accelerations (reversals) of stock-based compensation expense } 11,062 4,211) 214
Restructuring charges, net $126,901 $57,957 $24,420

Q408 Restructuring Plan. During the fourth quarter of 2008, we implemented certain cost reduction initiatives,
including a workforce reduction and consolidation of certain real estate facilities. We began to consolidate and exit
selected facilities beginning in the fourth quarter of 2008-and continued this process through the second quarter of
2010. We vacated and ceased use of the facilities identified under the plan. Non-cancelable lease costs were
determined based on the present value of remaining lease payments reduced by estimated sublease income. Present
value computations use discount rates based on published Treasury risk-free interest rates, adjusted for our credit
spread, which is consistent with observable credit spreads of companies with similar credit standing. The cost.of
exiting and terminating our facility leases was determined by referring to the contractual terms of the agreements,
by evaluating the current real estate market conditions, and, where applicable, by referring to amounts in
negotiation. Our ability to generate the estimated amounts. of sublease income, as well as to terminate lease
obligations at the estimated amounts, is dependent upon the commercial real estate market conditions in certain
geographies at the time we negotiate the lease termination and sublease arrangements with third parties. These
amounts represent our best estimate of .the obligations we expect to incur and could be subject to adjustment as
market conditions change. The fair value measurement of the liability related to exited facilities involves the use of
certain significant unobservable inputs and therefore falls :within level 3 of the fair value hierarchy established by
accounting guidance (described in Note 8—*“Investments” in the Notes to. the consolidated financial statements).
The remaining lease obligations will be settled over the remaining lease terms which expire through fiscal 2017 and
will be adjusted for changes in estimates or the impact of sublease contracts.

During the year ended December 31, 2009, we incurred total pre-tax cash charges for severance, facility, and
other restructuring costs of approximately $57 million related to the Q408 restructuring plan, net of reversal for
adjustments to original estimates totaling $8 million. In addition to the pre-tax cash charges, we recorded a
_ non-cash charge of approximately $8 million related to the write-off of leasehold improvements furniture and
fixtures for exited facilities. Of the $65 million in restructuring charges, net recorded in the year ended
December 31, 2009 related to the Q408 restructuring plan, $63 million related to the Americas segment and $2
million related to the EMEA segment. During the year ended December 31, 2010, we incurred total pre-tax cash
charges for severance, facility, and other restructuring costs of approximately $19 million related to the Q408
restructuring plan in connection with the continued implementation of these initiatives, net of reversal for
adjustments to original estimates totaling $6 million. Of the $19 million in restructuring charges, net recorded in
the year ended December 31, 2010 related to the Q408 restructuring plan, $18 million related to the Americas
segment and $1 million related to the EMEA segment. During the year ended December 31, 2011, we incurred
total pre-tax cash charges for severance, facility, and other restructuring costs of approximately $6 million related
to the Q408 restructuring plan, net of reversal for adjustments to original estimates totaling $2 million. Of the $6
million in restructuring charges, net recorded in the year ended December 31, 2011 related to the Q408
restructuring plan, $5 million related to the Americas segment and approximately $1 million related to the
EMEA segment. As of December 31, 2011, the aggregate outstanding restructuring liability related to the Q408
restructuring plan was $33 million, most of which relates to the non cancelable lease costs that we expect to pay
over the terms of the related obligations, which end by the second quarter of 2017.
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Q209 Restructuring Plan. During the second quarter of 2009, we implemented new cost reduction initiatives to
further reduce our worldwide workforce by approximately 5 percent. The restructuring plan involved reallocating
resources to align with our strategic priorities including investing resources in some areas, reducing resources in
others, and eliminating some areas of our business that did not support our strategic priorities. During the year
ended December 31, 2009, we incurred total pre-tax cash charges of approximately $35 million in severance and
other costs related to the Q209 restructuring plan. The pre-tax charges were offset by an $8 million credit related
to non-cash stock-based compensation expense reversals for unvested stock awards that were forfeited. Of the
$27 million in restructuring charges, net recorded in the year ended December 31, 2009 related to the Q209
restructuring plan, $19 million related to the Americas segment, $7 million related to the EMEA segment, and $1
million related to the Asia Pacific segment. During the year ended December 31, 2010, we incurred insignificant
charges related to the Q209 restructuring plan. The plan was completed during the fourth quarter of 2010.

Q409 Restructuring Charges. During the fourth quarter of 2009, we decided to close one of our EMEA facilities
and began implementation of a workforce realignment at the facility to focus resources on our strategic
initiatives. We exited the facility in the third quarter of 2010. During the year ended December 31, 2009, we
incurred total pre-tax cash charges of approximately $16 million in severance and other costs related to this
realignment. In connection with the strategic realignment efforts, a U.S. executive of one of our acquired
businesses departed. We incurred $19 million of non-cash stock-based compensation expense for the acceleration
of certain of the executive’s stock-based awards pursuant to the acquisition agreements. Of the $35 million in
restructuring charges, recorded in the year ended December 31, 2009, $18 million related to the Americas
segment, $16 million related to the EMEA segment, and $1 million related to the Asia Pacific segment. During
the year ended December 31, 2010, we incurred total pre-tax cash charges of $2 million in severance, facility and
other costs related to the Q409 restructuring charges, entirely related to the EMEA segment. During the year
ended December 31, 2011 we recorded a net reversal of approximately $2 million for adjustments to the original
estimates in severance and other costs related to the Q409 restructuring charges, entirely related to the EMEA
segment. The workforce realignment was completed during the second quarter of 2011.

Q410 Restructuring Plan. During the fourth quarter of 2010, we began implementation of a worldwide workforce
reduction to align resources with our product strategy. We incurred total pre-tax cash charges of approximately
$41 million in severance and other costs related to this workforce reduction in the fourth quarter of 2010. The
pre-tax cash charges were offset by a $4 million credit related to non-cash stock-based compensation expense
reversals for unvested stock awards that were forfeited. Of the $37 million in net restructuring charges recorded
in 2010, $21 million related to the Americas segment, $14 million related to the EMEA 'segment, and $2 million

- related to the Asia Pacific segment. During the year ended December 31, 2011, we recorded a net reversal of $3
million for adjustments to original estimates in severance and other costs related to the Q410 restructuring plan,
the majority of which related to the Americas segment. As of December 31, 2011, the aggregate outstanding
restructuring liability related to the Q410 restructuring plan was $4 million which we expect to substantially pay
out by the end of the fourth quarter of 2012.

Q111 Restructuring Plan. During the first quarter of 2011, we began implementation of a workforce realignment
and consolidation of certain data centers to further reduce our cost structure and improve efficiency. During the
year ended December 31, 2011, we incurred total pre-tax cash charges of approximately $13 million in severance
and other related costs related to the Q111 restructuring plan, net of reversal for adjustments to original estimates
totaling $1 million. The pre-tax cash charges were offset by a $1 million credit related to non-cash stock-based
compensation expense reversals for unvested stock awards that were forfeited. Of the $12 million in net
restructuring charges recorded in 2011, $11 million related to the Americas segment, $1 million related to the
EMEA segment and insignificant charges related to the Asia Pacific segment. As of December 31, 2011, the
aggregate outstanding restructuring liability related to the Q111 restructuring plan was $3 million which we
expect to substantially pay out by the end of the fourth quarter of 2012.

Q411 Restructuring Plan. During the fourth quarter of 2011, we implemented a further workforce realignment
and consolidation of certain real estate facilities to focus resources as part of our ongoing strategic review. We
began to consolidate and exit selected facilities in the fourth quarter of 2011 and expect to continue this process
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through the second quarter of 2012. During the year ended December 31, 2011, we incurred total pre-tax cash
charges of approximately $9 million in severance, facility and other related costs related to the Q411
restructuring plan. In addition to the pre-tax cash charges, we recorded a non-cash charge of approximately $2
million, the majority of which related to non-cash stock-based compensation expense for the acceleration of
certain executives’ stock awards. Of the $11 million in net restructuring charges recorded in the fourth quarter of
2011, $9 million related to the Americas segment, $1 million related to the EMEA segment and $1 million
related to the Asia Pacific segment. As of December 31, 2011, the aggregate outstanding restructuring liability
related to the Q411 restructuring plan was $9 million which we expect to substantially pay out by the end of the
fourth quarter of 2012.

In addition to the charges described above, we currently expect to incur future charges of approximately $16
million to $21 million primarily related to non-cancelable operating costs and accretion related to exited facilities
identified as part of the Q408 restructuring plan. Of the total future charges, $15 million to $20 million relate to
the Americas segment, $1 million relates to the EMEA segment, and no charges relate to the Asia Pacific
segment. The future charges are expected to be recorded through 2017. See Note 15—“Restructuring charges,
net” in the:Notes to the consolidated financial statements for additional information.

Other Income, Net. Other income, net was as follows (in thousands):

Years Ended December 31, 2009-2010 2010-2011
2009 2010 2011 Dollar Change  Dollar Change

Interest and investment income $ 22,116 $ 23,062 $18,920 $ 946 $ 4,142)
Gain on sales of marketable equity securities 164,851 — - (164,851) —
Gain on sale of Zimbra, Inc. — 66,130 — 66,130 (66,130)
Gain on sale of HotJobs — 186,345 — 186,345 (186,345)
Other » 561 22,332 8,255 21,771 (14,077)

Total other income, net $187,528 $297,869 $27,175 $ 110,341. $(270,694)

Interest and investment income consists of income earned from cash in bank acg:oimts and investments made in
marketable debt securities and money market funds.

In February 2010, we sold Zimbra, Inc., for net proceeds of $100 million and recorded a pre-tax gain of $66
million. In August 2010, we sold HotJobs for net proceeds of $225 million and recorded a pre-tax gain of $186
million. Other consists of foreign exchange gains and losses due to re-measurement of monetary assets and
liabilities denominated in non-functional currencies, gains/losses from sales or impairments of marketable debt
securities and/or investments in privately-held companies, and other non-operating items.

Other i 1ncome net may fluctuate in future periods due to changes in our average investment balances, changes in

interest and foreign exchange rates, changes in the fair value of foreign currency forward contracts, realized gains
and losses on investments, and impairments of investments.
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Income Taxes. The provision for income taxes for the year ended December 31, 2011 differs from the amount
computed by applying the federal statutory income tax rate to income before provision for income taxes and
earnings in equity interests as follows (dollars in thousands):

Years Ended December 31,
2009 @ 2010 4] 2011 )

Income tax at the U.S. federal statutory rate of 35 percent .. ... $200,976 35% $374,638 35% $289,630 35%
State income taxes, net of federalbenefit ................... 4,549) (1Y% 54,268 5% 4,627 1%
Change in valuation allowance . ..........coovvenianinns 13,521 2% 1,315) — 5,975) (L)%
Stock-based compensation €Xpense . ......... ... 28322 5% 4,404 — 18,213 2%
Researchtax credits .. .....ovveennenirinnrenanennneens (11,046) (2)% (10,345) (D%  (10499) (H%
Effect of non-U.S.operations .. .........oouvviiiiinnnn, 20,126 4% 17,344) ()% (42,806) (5)%
Resolution with tax authorities .. .........cooeiiieenntn — —_ (159,168) (14)% (14,685_) )%
Tax gain in excess of book gain from sales of Zimbra, Inc. and '

HotJobs due to basis differences ...............c.ooven. = — 23,184 2% — —
TaxX TEStIUCTUTING « . o v« ot e v vrinrneaean s ennnnenss (25,583) 4% 43,361) (9% - =
107117 oS SR U 2,446) ()% (3438) — 3262 —
Provision for inCOME taxes .. ......c.couvvieeerennnenreocenns $219,321 38% $221,523 21% $241,767 29%

@ Percent of income before income taxes and earnings in equity interests.
The 2011 differences above are further explained as follows:

« State taxes were higher in 2010 due to a reduction of deferred tax assets associated with an effective tax rate
reduction in California that started in 2011.

« Stock-based compensation increases our effective tax rate to the extent that stock-based compensation expense
is recorded in our financial statements is non-deductible for tax purposes. This primarily occurs with regard to
options granted outside the U.S. : ’

e Our effective tax rate in all periods is the result of the mix of income earned in various tax jurisdictions that
apply a broad range of income tax rates. In 2011, we received tax rulings in foreign jurisdictions that provided
favorable tax treatments. -

« In 2010, we had a favorable resolution of certain issues in an IRS examination of our 2005 and 2006 U.S.
federal income tax returns resulting in a reduction of reserves for tax uncertainties and the availability of
capital loss carryforwards to offset the tax on the gain from the sales of Zimbra, Inc. and HotJobs. In 2011, we
reached agreements with certain state tax authorities in connection with adjustments to income tax returns for
years prior to 2009. - :

+ During 2010, in connection with tax restructuring activities, we reached a formal agreement with the IRS
through a pre-filing agreement to treat certain intercompany bad debts as deductible business expenses on the
2009 federal income tax return. '

Our gross amount of unrecognized tax benefits as of December 31, 2011 is $533 million, of which $394 million
is recorded on the consolidated balance sheets. The gross unrecognized tax benefits as of December 31, 2011
decreased by $64 million from the recorded balance as of December 31, 2010 due to favorable settlements of tax
audits in 2011. Since there can be no assurance as to the outcome of tax audits currently in progress, it is
reasonably possible that over the next twelve-month period we may experience an increase or decrease in our
unrecognized tax benefits. It is not possible to determine either the magnitude or the range of any increase or
decrease at this time.

During the last quarter of 2011, we commenced discussions with the IRS Appeals Division to settle the contested
adjustments for certain intercompany transfer pricing matters from the 2005 and 2006 income tax examination.

While no agreement has been reached, the discussions are proceeding. If the matter is resolved on the basis that
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is currently being discussed with the IRS, then the settlement will not cause us to have tax exposure beyond what
has already been provided. In addition, our 2007 and 2008 U.S. income tax returns are still under IRS
examination. :

As of December 31, 2011, we were also under audit by the California Franchise Tax Board for our 2005 and
2006 tax returns. We believe our existing reserves for all tax matters are adequate.

We are in various stages of examination and appeal in connection with our taxes in foreign jurisdictions, which
generally span tax years 2005 through 2010. It is difficult to determine when these examinations will be settled
or what their final outcomes will be. We believe that we have adequately provided for any reasonably foreseeable
adjustment and that any settlement will not have a material adverse effect on our consolidated financial position,
results of operations, or cash flows.

Earnings in Equity Interests. Earnings in equity interests for the year ended December 31, 2011 were
approximately $477 million, compared to $396 million and $250 million for 2010 and 2009, respectively.
Earnings in equity interests increased during the year ended December 31, 2011 compared to 2010 due primarily
to Yahoo Japan and Alibaba Group’s continued improved financial performance and the recognition of a dilution
gain of $25 million, net of tax in third quarter of 2011, related to our ownership interest in Alibaba Group offset
by $33 million in non-cash losses related to the impairment of assets held by Yahoo Japan. Earnings in equity
interests increased during the year ended December 31, 2010 compared to 2009 due primarily to Yahoo Japan’s
improved financial performance and the impact of foreign currency exchange rate fluctuations. See Note 4—
“Investments in Equity Interests” in the Notes to the consolidated financial statements for additional information.

Noncontrolling Interests. Noncontrolling interests represent the noncontrolling holders’ percentage share of
income or losses from the subsidiaries in which we hold a majority, but less than 100 percent, ownership interest
and the results of which are consolidated in our consolidated financial statements. Noncontrolling interests were
approximately $14 million in 2011, compared to $13 million and $7 million in 2010 and 2009, respectively.
Noncontrolling interests recorded in 2011, 2010, and 2009, were mainly related to .the Yahoo! 7 venture in
Australia.

Business Segment Results

We manage our business geographically. The primary areas of measurement and decision making are the
Americas, EMEA (Europe, Middle East and Africa) and Asia Pacific. Management relies on an internal reporting
process that provides revenue ex-TAC, which is defined as revenue less TAC, direct costs excluding TAC by
segment, and consolidated income from operations for making decisions related to the evaluation of the financial
performance of, and allocating resources to, our segments. - :
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Summarized information by segment was as follows (dollars in thousands):

Years Ended December 31,

2009-2010  2010-2011
2009 2010 2011 % Change % Change
Revenue by segment: :
AMEIICAS « v v ve e ie e ieineeennes $4,852,331 $4,425,457 $3,302,989 9% 25)%
EMEA ... i 598,300 579,145 629,383 (3)% 9%
AsiaPacific ... 1,009,684 1,320,049 1,051,827 31% 20)%
Total TeVENUE ... oo vvvveeenennnnnn $6,460,315 $6,324,651 $4,984,199 Q)% 2DH%
TAC by segment:
AMETICAS « oottt iiee e $1,195,579 $ 957,607 $ 160,110 (20)% (83)%
EMEA ... e 207,844 210,261 221,916 1% 6%
AsiaPacific .......... ...t 374,403 568,554 221,345 52% 61)%
Total TAC .....oiviiiiiiiianns $1,777,826 $1,736,422 $ 603,371 2)% (65)%
Revenue ex-TAC by segment: - ’ -
AIMETICAS « v viv v v vt i iieeiine e aineans $3,656,752 $3,467,850 $3,142,879 5)% 9%
EMEA ..... PN 390,456 368,884 407,467 6)% 10%
‘Asia Pacific ... 635,281 751,495 830,482 18% 11%
Total revenue ex-TAC ............. $4,682,489 $4,588,229 $4,380,828_ 2)% 5)%
Direct costs by segment(D:
AMETICAS o v vttt iieie e 620,690 568,017 560,016 8)% D)%
EMEA ...... T AP 115,778 118,954 135,266 3% 14%
AsiaPacific ............. e 138,739 146,657 194,394 6% 33%
Global operating costs@® ... ............... 2,116,747 2,044,246 1,836,569 B3)% 10)%
Restructuring charges;net .................. 126,901 57,957 24420 (5% - (58)%
Depreciation and amortization ............... 738,855 656,396 625,864  (11)% 5)%
Stock-based compensation expense ........... 438,087 223,478 203,958 (49)% 9%
Income from operations ............ $ 386,692 $ 772,524 $ 800,341 100% 4%

() Direct costs for each segment include cost of revenue (excluding TAC) and other operating expenses that are
directly attributable to the segment such as employee compensation expense (excluding stock-based
compensation expense), local sales and marketing expenses, and facilities expenses. Beginning in the fourth
quarter of 2010, we no longer include TAC in segment direct costs. For comparison purposes, prior period
amounts have been revised to conform to the current presentation. '

@ Global operating costs include product development, service engineering and operations, marketing,
customer advocacy, general and administrative, and other corporate expenses that are managed on a global
basis and that are not directly attributable to any particular segment.

® The net cost reimbursements from Microsoft are primarily included in global operating costs for the years

ended December 31, 2010 and 2011.

Americas. Americas revenue ex-TAC for the year ended December 31, 2011 decreased $325 million, or
9 percent, compared to 2010. Our year-over-year decrease in revenue ex-TAC was primarily due to a decline in
search, display, and other revenue. Search revenue ex-TAC decreased due to the revenue share with Microsoft
associated with the Search Agreement as well as declines in our Affiliate search revenue as a result of the
Microsoft transition. Display revenue ex-TAC decreased due to declines in guaranteed advertising. Other revenue
decreased due to changes in certain of our broadband access partnerships, a shift from a fee-paying user structure
to other fee structures, and the divestiture of certain business lines during the year ended December 31, 2010. For
the year ended December 31, 2011, direct costs attributable to the Americas segment decreased $8 million, or 1
percent, compared to 2010. The decrease is primarily due to lower compensation costs offset slightly by higher

content costs.
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Americas revenue ex-TAC for the year ended December 31, 2010 decreased $189. million, or 5 percent,
compared to 2009. Our. year-over-year decrease in revenue ex-TAC was a result of a decline in our search
advertising business and our fee-based services, partially offset by an increase in our display advertising
business. Search revenue ex-TAC decreased due to the revenue share with Microsoft associated with the:Search
Agreement and the.impact of discontinuing our paid inclusion search product in late 2009 as part of our
advertising quality initiatives. These decreases were offset by an increase in display revenue ex-TAC driven by
increased advertising spending and a shift towards higher-yielding display inventory: by our. customers. For the
year ended December 31,:2010;- direct costs attributable to the Americas segment decreased $53 million, or 8
percent, compared to 2009. The decrease is primarily due to lower costs for other costs of revenue including
credit'card costs and content costs. EE ‘

Revenue ex-TAC in the Americas accounted for approximately 72 percent of total revenue ex-TAC for the year
ended December 31, 2011, compared to 76 percent and 78 percent in 2010 and 2009, respectively.

EMEA. EMEA revenue ex-TAC for the year ended December 31, 2011 increased $39 million, or 10 percent,
compared to 2010. Our year-over-year increase in revenue ex-TAC was primarily driven by increases in our
display advertising business and the favorable effects of foreign currency exchange rate fluctuations. For the year
ended December 31, 2011, direct costs attributable to the EMEA segment increased $16 million, or 14 percent,
compared to 2010. The increase is primarily due to higher compensation costs driven by higher headcount and an
increase in content costs. ' - ' ' '

EMEA revenue ex-TAC for the year ended December 31, 2010 decreased:$22 million, or 6 percent, compared to
2009. Our year-over-year decrease in revenue ex-TAC was a result of a decline in our search advertising business
and our fee-based services, partially offset by an increase in our display advertising business. Search revenue
ex-TAC decreased primarily due to traffic quality initiatives. The decrease in fees revenue is primarily -attributed
to changes in certain broadband access partnerships. For the year ended December 31, 2010, direct costs
attributable to the EMEA segment increased $3 million, or 3 percent, compared to 2009. The increase is

primarily driven by an increase in content cQSts, offset by decreases in marketing expenses.

Revenue ex-TAC in EMEA accounted for :approximately 9 percent of t'otal"ré\_r_énue‘ eX-TA_C for the year ended
December 31, 2011, compared to 8 percent for both 2010 and 2009, respectively.

Asia Pacific. Asia Pacific revenue ex-TAC for the year ended December 31, 2011 increased $79 million, or
11 percent, compared to 2010. The increase in Asia Pacific revenue ex-TAC were primarily driven by an increase
in our display advertising business, fee-based services and the favorable effects of foreign currency exchange rate
fluctuations. For -the -year: ended: December 31, 2011, direct costs attributable to the Asia Pacific segment
increased $48 million, or 33 percent, compared to 2010. The increase is primarily due to higher compensation
costs driven by higher headcount and an increase in other cost.of revenue. . - - . :

Asia Pacific revenue ex-TAC for the:year ended December 31,2010 increased $116 million, or 18 .percent,
compared to 2009. The increase in Asia Pacific revenue ex-TAC were primarily driven by a new Affiliate in the
Asia Pacific segment added in the fourth quarter of 2009 and the favorable effects of foreign currency exchange
rate fluctuations. For the year ended December 31, 2010, direct «costs attributable to.the Asia Pacific segment
increased $8 million, or 6 percent, compared to 2009. The increase is primarily due to compensation costs driven
by higher average headcount as well as increased content costs. '

Revenue ex-TAC in Asia Pacific accounted for approximately 19 percent of total revenue ex-TAC for the year
ended December 31, 2011, compared to 16 percent and 14 percent in 2010 and 2009, respectively.

Our international operations expose us to foreign currency exchange rate fluctuations. Revenue ex-TAC and
related expenses generated from our international subsidiaries are generally denominated in the currencies of the

local countries. Primary currencies include Australian dollars, British pounds, Euros, Japanese Yen, Korean won,
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and Taiwan dollars. The statements of income of our international operations are translated into U.S. dollars at
exchange rates indicative of market rates during each applicable period. To the extent the U.S. dollar strengthens
against foreign currencies, the translation of these foreign currency-denominated transactions results in reduced
consolidated revenue and operating expenses. Conversely, our consolidated revenue and operating expenses will
increase. if the U.S. dollar weakens against foreign currencies: Using the foreign currency exchange rates from
the year ended December 31, 2010, revenue ex-TAC for the Americas segment for the year ended December 31,
2011 would have been lower than we reported by $6 million; revenue ex-TAC for the-EMEA segment would
have been lower than-we reported by $16 million, and revenue ex-TAC for the Asia Pacific segment would have
been lower than we reported by $59 million. Using the foreign currency exchange rates from the 'year ended
December 31, 2010, direct costs for the Americas segment for the year ended December 31, 2011 would have
been lower than we reported by $2 million, direct costs for the EMEA segment would have been lower than we
reported by $5 million, and direct costs for the Asia Pacific segment would have been lower than we reported by

Transactions

Significant acquisitions, strategic investments, dispositions, and other transactions completed in the last three
years include the following: i v . e T

« May 2009—Sold our Gmarket shares for net proceeds of $120 million. o o

o July 2009—Entered into a binding letter agreement with Microsoft to negotiate and execute a Search and
Advertising Services and Sales Agreément and a License Agreement. - B K

. Se"ptejmber" 2‘00.9‘——:—Sbldbour’ direct ihvéétinént'in Alibaﬁa.cdm for net proceeds of $145 million, o ;

« - November 2009—Acquired Maktoob, a leading online portal in.the Middle East, for a total purchase price of

« December 2009—Entered 1ntothe Search Agreement and a License Agrégm_éﬁt with Microsoft which provides
for Microsoft to be the exclusive algorithmic and paid search services provider on Yahoo! Properties and
non-exclusive provider of such services on Affiliate sites and for Yahoo! to be the exclusive worldwide
relationship sales force for Yahoo!’s and Microsoft’s premium search advertisers. o ;

o February 2010—The Search Agreement became effective and we sold Zimbra, Inc. for net proceeds of $100

emillions: VT L e vl " L : o LT s i

+ August 2010-—Sold Hotlobs for net proceeds of $225 million. | |

« December 201 ]-—Acquired interclick; inc., a technology that enables Yahoo! to upgrade our data targeting
capabilities and .optimization technologies. We -also acquired a team that has expertise.in selling audiences
against premium content. Total purchase price was $259 million. SRR SN '

See Note '3—*“Acquisitionis” and Note 4—*“Investments in ‘Equity Interests” in thé Notes to the consolidated
financial statements for additional information relating to these and other transactions. E R

We expect to-continue to: evaluate possible acquisitions of, or strategié investments in, businesses, products, and
technologies that are complementary to our business, which acquisitions and investments may require the use of

52



Liquidity and Capital Resources
As of and for each of the three years ended December 31, 2011 (dollars in thousands):

2009 2010 2011
Cashandcashequivalents . .............. ... . ciiiiiinen. $ 1,275,430 $ 1,526,427 $ 1,562,390
Short-term marketable debt securities .. ... ......... ... . ... 2,015,655 - 1,357,661 493,189
Long-term marketable debt securities . ... ............. ... ... 1,226,919 744,594 474,338
Total cash, cash equivalents, and marketable debt securities ........ $4, 518 004 $ 3,628,682 $ 2,529,917
Percentage of total assets ............oiiiiiii it i ; 30%. . 24% 17%
Cash Flow Highlights T . 2009 2010 2011
Net cash provided by operating activities ..................... .. $1310346 ° $ 1,240,190 $ 1,323,806
Net cash (used in) provided by investing activities ... .. veeeeve.o. $(2,419238) $ 509,915 $ 202,362
Net cash provided by (used in) financing activities ............. . $ 34597 $(1,501,706) $(1,455,958)

Our operating activities for each year in the three years ended December 31, 2011 have generated adequate cash
to meet our operating needs. As of December 31, 2011, we had cash, cash equivalents, and marketable debt
securities totaling $2.5 billion, compared to $3.6 billion as of December 31, 2010. The decrease is mainly due to
share repurchases we made during 2011. During the year ended December 31, 2011, we repurchased 110 million
shares for $1,619 million.

During the year ended December 31, 2011, we generated $1,324 million of cash from operating activities, net
proceeds from sales. and maturities of marketable debt securities .of $1, 117 million, and $156 million from the
issuance of common stock as a result of the exercise of employee stock options and employee stock purchases.
This. was offset by a net $593 million in capital expenditures, a net $324 million for acquisitions, $1,619 million
used in the direct repurchase of common stock, and $45 million in tax withholding payments related to net share
settlements of restricted stock units and tax withholding-related reacquisition of shares of restricted stock.

During the year ended December 31, 2010, we generated $1,240 million of cash from operating activities, net
proceeds from sales and maturities of marketable debt securities of $1,097 million, proceeds from the sales of
divested businesses of $325 million, and $167 million from the issuance of common stock as a result of the
exercise of employee stock options and employee stock purchases. This was offset by a net $714 million in
capital expenditures, a net $157 million for acquisitions, $1,749 million used in the direct repurchase of common
stock, and $49 million in tax withholding payments related to net share settlements of restricted stock units.

We have accrued U.S. federal income taxes on the earnings of our foreign subsidiaries except to the extent the
earnings are considered indefinitely reinvested outside the U.S. As of December 31, 2011, approximately $3.2
billion of earnings held by our foreign subsidiaries and a corporate joint venture are désignated as indefinitely
reinvested -outside the U.S. Our foreign subsidiaries held $1.2 billion of our total $2.5 billion of cash; cash
equivalents arid marketable debt securities as of December 31, 2011. If required for our operations in the U.S.,
most of the cash held abroad could' be repatriated to the U.S. but, under current law, would be subject to U.S.
federal income taxes (subject to an adjustment for foreign tax credits). Currently, we do not anticipate a need to
repatriate these funds for use in our U.S. operations.

We invest excess cash predominantly in'marketable debt securities, money market funds, and time deposits that
are liquid, highly rated, and the majority of which have effective maturities of less than one year. Our marketable
debt and equity securities are classified as available-for-sale and are reported at fair value, with unrealized gains
and losses, net of tax, recorded in accumulated other comprehensive income. Realized gains or losses and
declines in value judged to be other-than-temporary, if any, on available-for-sale securities are reported in other
income, net. The fair value for securities is determined based on quoted market prices of the historical underlying
security or from readily available pricing sources for the identical underlying securities that may not be actively
traded as of the valuation date. As of December 31, 2011, certain of our marketable debt securities had a fair
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value below cost due primarily to the changes in market rates of interest and yields on these securities. We
evaluate these investments periodically for possible other-than-temporary impairment. We have no current
requirement or intent to sell these securities. We expect to recover up to (or beyond) the initial cost of the
investment. We monitor our exposure to European markets, and as of December 31, 2011 we do not have any
material direct exposure to European sovereign debt securities. We invest a portion of excess operating cash in
money market funds denominated in Euros and British pounds, and through some of these funds we may have
immaterial indirect exposure to high-credit quality European sovereign debt securities.

We expect to continue to generate positive cash flow from operations in 2012. We use cash generated by
operations as our primary source of liquidity because we believe that internally generated cash flows are
sufficient to support our business operations and capital expenditures. We believe that existing cash, cash
equivalents, and investments in marketable debt securities, together with any cash generated from operations will
be sufficient to meet normal operating requirements including capital expenditures for the next twelve months.
However, we may sell additional equity, or debt securities, or obtain credit facilities to further enhance our
liquidity position, and the sale of additional equity securities could result in dilution to our stockholders.

See Note 8——“Investments” in the Notes to the consolidated financial statements for additional information.

Cash flow changes

Cash provided by operating activities is driven by our net income, adjusted for non-cash items, working .capital
changes, dividends received from equity investees, and non-operating gains from sales of investments, assets and
other. Non-cash adjustments include depreciation, amortization of intangible assets, stock-based compensation
expense, non-cash restructuring charges, tax benefits from stock-based awards, excess tax benefits from stock-
based awards, deferred income taxes, and earnings in equity interests. ‘Cash provided by operating activities was
higher than net income in the year ended December 31, 2011 mainly due to non-cash items included in’ net
income. Cash provided by operating activities was slightly lower than net income in the year ended
December 31, 2010 due to non-cash items included in net income and changes in working capital, including
lower collections on accounts receivable, higher tax payments made, and Microsoft reimbursements not yet
received as cash. ‘ ' o

Cash used in investing activities is primarily attributable to capital expenditures, purchases, sales and maturities
of marketable debt securities, purchases of intangible assets, as well as acquisitions including our strategic
investments. Our capital expenditures. totaled $434 million in 2009, $714 million in 2010, and $593 million in
2011. Our capital expenditures have been primarily used for purchases and internal development of software to
support our offerings and our increased number of users as well as the build out of our owned and operated data
centers. We invested a net $324 million in acquisitions in 2011, compared to $157 million and $195 million in
2010 and 2009, respectively. Acquisition investments in 2011 included the cash outlay for our acquisition of
interclick, inc. In 2011 and 2010, we received net proceeds from sales, maturities, and purchases of marketable
debt securities of $1,117 million and $1,097 million, respectively. In 2009, we utilized $2,027 million for net
purchases of marketable debt securities. In 2010, we received net proceeds. from the sales of divested businesses
of $325 million and in 2009 we received proceeds of $265 million from the sales of marketable equity securities
for which there were no similar transactions in 2011. :

Cash used in financing activities is driven by stock repurchases offset by employee stock option exercises and
employee stock purchases. Our cash proceeds from employee option exercises and employee stock purchases
were $156 million in 2011, compared to $167 million and $113 million in 2010 and 2009, respgctively.

During the year ended December 31, 2011, we used $1,619 million in the direct repurchase of 110 million shares
of common stock at an average price of $14.75 per share and $45 million for tax withholding payments related to
net share settlements of restricted stock units. During the year ended December 31, 2010, we used $1,749 million
in the direct repurchase of 119 million shares of common stock at an average price of $14.68 per share and
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$49 million for tax withholding payments related to net share settlements of restricted stock units and tax
withholding-related reacquisition of shares of restricted stock. During the year ended December 31, 2009, we
used $113 million in the direct repurchase of 7 million shares of common stock at an average price of $15.31 per
share and $73 million for tax withholding payments related to net share settlements of restricted stock units and
tax withholding-related reacquisition of shares of restricted stock.

In 2011, 2010, and 2009, $71 million, $131 million, and $108 million, respectively, of excess tax benefits from
stock-based awards for options exercised in current and prior periods were included as a source of cash flows
from financing activities. These excess tax benefits represent the reduction in income taxes otherwise payable
during the period, attributable to the actual gross tax benefits in excess of the expected tax benefits for options
exercised in current and prior periods. We have accumulated excess tax deductions relating to stock options
exercised prior to January 1, 2006 available to reduce income taxes otherwise payable. To the extent such
deductions reduce income taxes payable in the current year, they are reported as financing activities in the
consolidated statements of cash flows. See Note 11—“Employee Benefits” in the Notes to the consolidated
financial statements for additional information.

Stock repurchases

On June 24, 2010, our Board of Directors approved a stock repurchase program, which expires in. June 2013,
pursuant to which we are authorized to repurchase up to $3 billion of our outstanding shares of common stock
from time to time. The repurchases may take place in the open market or in privately negotiated transactions,
including derivative transactions, and may be made under a Rule 10b5-1 plan.

During the year ended December 31, 201 lv, 110 million shares_b were repurchased under the June 2010 program
for a total of $1,619 million at an average price of $14.75 per share. As of December 31, 2011, the June 2010
program had remaining authorized purchase capacity of $605 million.

During the year ended December 31, 2011, we repurchased and retired 82 nﬁllion shares, resulting in reductions
of $82 thousand in common stock, $643 million in additional paid-in capital, and $559 million in retained
earnings. Treasury stock is accounted for under the cost method.

Capital expenditures

Capital expenditures are generally comprised of purchases of computer hardware, software, server equipment,
furniture and fixtures, and real estate. Capital expenditures, net were $593 million in 2011, compared to $714
million in 2010 and $434 million in 2009. Our capital expenditures in 2012 are expected to be flat to down
compared to 2011.

Contractual obligations and commitments

The following table presénts certain payments due under contractual obligations with minimum firm
commitments as of December 31, 2011 (in millions):

Payments Due by Period
Due in Due in Due in
Total 2012 2013-2014 2015-2016 Thereafter

Operating lease obligations® ......................... $ 581 $158  $235, $122 $ 66
Capital lease obligation® ............................ 64 9 16 16 23
Affiliate commitments® ............................. 166 91 75 — —
Non-cancelable obligations® ....................... . 228 110 86 12 20
Uncertain tax positions, including interest and penalties® . . 408 — — — 408

Total contractual obligations . ..................... $1,447 $368 $412 $150 $517




(D We have entered into various non-cancelable operating lease agreements for our offices throughout the
Americas, EMEA, and Asia Pacific regions with original lease periods up to 13 years, expiring between 2011
and 2022. See Note 12—“Commitments and Contingencies” in the Notes to the consolidated financial
statements for additional information.

@ During the year ended December 31, 2008, we entered into an 11 year lease agreement for a data center in the
western U.S. Of the total expected minimum lease commitment of $105 million, $21 million was classified as
an operating lease for real estate and $84 million was classified as a capital lease for equipment.

) We are obligated to make minimum payments under contracts to provide sponsored search and/or display
advertising services to our Affiliates, which represent TAC.

@ We are obligated to make payments under various arrangements with vendors and other business partners,
principally for marketing, bandwidth, and content arrangements.

®  As of December 31, 2011, unrecognized tax benefits and potential interest and penalties resulted in accrued
liabilities of $408 million, classified as deferred and other long-term tax liabilities, net on our consolidated
balance sheets. As of December 31, 2011, the settlement period for the $408 million long-term income tax
liabilities cannot be determined; however, the liabilities are not expected to result in cash payments or
become due within the next twelve months.

Intellectual Property Rights. We are committed to make certain payments under various intellectual property
arrangements of up to $34 million through 2023. ‘

Other Commitments. In the ordinary course of business, we may provide indemnifications of varying scope and
terms to customers, vendors, lessors, joint venture and business partners, purchasers of assets or subsidiaries and
other parties with respect to certain matters, including, but not limited to, losses arising out of our breach of
agreements or representations and warranties made by us, services to be provided by us, intellectual property
infringement claims made by third parties or, with respect to the sale of assets or a subsidiary, matters related to
our conduct of the business and tax matters prior to the sale. In addition, we have entered into indemnification
agreements with our directors and certain of our officers that will require us, among other things, to indemnify
them against certain liabilities that may arise by reason of their status or service as directors or officers. We have
also agreed to indemnify certain former officers, directors, and employees of acquired companies in connection
with the acquisition of such companies. We maintain director and officer insurance, which may cover certain
liabilities arising from our obligation to indemnify our directors and officers and former directors and officers of

. acquired companies, in certain circumstances. It is not possible to determine the aggregate maximum potential
loss under these indemnification agreements due to the limited history of prior indemnification claims and the
unique facts and circumstances involved in each particular agreement. Such indemnification agreements might
not be subject to maximum loss clauses. Historically, we have not incurred material costs as a result of
obligations under these agreements and we have not accrued any liabilities related to such indemnification
obligations in our consolidated financial statements.

As of December 31, 2011, we did not have any relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance or special purpose entities, which would have
been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes. In addition, as of December 31, 2011, we had no off-balance sheet arrangements that have, or
are reasonably likely to have, a current or future material effect on our consolidated financial condition, results of
operations, liquidity, capital expenditures, or capital resources.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with U.S. GAAP. The preparation of these
consolidated financial statements requires us to make estimates, judgments, and assumptions that affect the
reported amounts of assets, liabilities, revenue and expenses, and the related disclosure of contingent assets and
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liabilities. We base our estimates on historical experience and on various other assumptions that we believe are
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates.

An accounting policy is considered to be critical if it requires an accounting estimate to be made based on
assumptions about matters that are highly uncertain at the time the estimate is made, and if different estimates
that reasonably could have been used, or changes in the accounting estimate that are reasonably likely to occur,
could materially impact the consolidated financial statements. We believe that the following critical accounting
policies reflect the more significant estimates and assumptions used in the preparation of the consolidated
financial statements.

Management has discussed the development and selection of these critical accounting estimates with the Audit
Committee of our Board, and the Audit Committee has reviewed the disclosure below. In addition, there are
other items within our financial statements that require estimation, but are not deemed critical as defined above.
Changes in estimates used in these and other items could have a material impact on our consolidated financial
statements.

Revenue Recognition. Our revenue is generated from display, search, and other. Display revenue is generated
from the display of graphical advertisements and search revenue is generated from the display of text-based links
to an advertiser's Website and from revenue sharing arrangements with partners for search technology and
services. Other revenue consists of listings-based services revenue, transaction revenue, and fees revenue. While
the majority of our revenue transactions contain standard business terms and conditions, there are certain
transactions that contain non-standard business terms and conditions. In addition, we enter into certain sales
transactions that involve multiple elements (arrangements with more than one deliverable). We also enter into
arrangements to purchase goods and/or services from certain customers. As a result, significant contract
interpretation is sometimes required to determine the appropriate accounting for these transactions including:
(1) whether an arrangement exists; (2) whether fees are fixed or determinable; (3) how the arrangement
consideration should be allocated among potential multiple elements; (4) establishing selling prices for
deliverables considering multiple factors; (5) when to recognize revenue on the deliverables; (6) whether all
elements of the arrangement have been delivered; (7) whether the arrangement should be reported gross as a
principal versus net as an agent; (8) whether we receive a separately identifiable benefit from the purchase
arrangements with certain customers for which we can reasonably estimate fair value; and (9) whether the
consideration received from a vendor should be characterized as revenue or a reimbursement of costs incurred. In
addition, our revenue recognition policy requires an assessment as to whether collection is reasonably assured,
which inherently requires us to evaluate the creditworthiness of our customers. Changes in judgments on these
assumptions and estimates could materially impact the timing or amount of revenue recognition.

Income Taxes. Significant judgment is required in evaluating our uncertain tax positions and determining our
provision for income taxes. See Note 9—*“Income Taxes” in the Notes to the consolidated financial statements
for additional information. We establish reserves for tax-related uncertainties based on estimates of whether, and
the extent to which, additional taxes will be due. These reserves are established when we believe that certain
positions might be challenged despite our belief that our tax return positions are in accordance with applicable
tax laws. We adjust these reserves in light of changing facts and circumstances, such as the closing of a tax audit,
new tax legislation, or the change of an estimate based on new information. To the extent that the final tax
outcome of these matters is different than the amounts recorded, such differences will affect the provision for
income taxes in the period in which such determination is made. The provision for income taxes includes the
effect of reserve provisions and changes to reserves that are considered appropriate, as well as the related net
interest and penalties.

We record a valuation allowance against certain of our deferred income tax assets if it is more likely than not that
those assets will not be realized. In evaluating our ability to realize our deferred income tax assets we consider all
available positive and negative evidence, including our operating results, ongoing tax planning, and forecasts of
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future taxable income on a jurisdiction by jurisdiction basis. In the event we were to determine that we would be
able to realize these deferred income tax assets in the future, we would make an adjustment to the valuation
allowance, which would reduce the provision for income taxes.

Goodwill. Goodwill is not amortized, but is tested for impairment on an annual basis and between annual tests in
certain circumstances. The performance of the goodwill impairment test involves a two-step process. The first
step involves comparing the fair value of our reporting units to their carrying values, including goodwill. If the
carrying value of the reporting unit exceeds its fair value, the second step of the test is performed by comparing
the carrying value of the goodwill in the reporting unit to its implied fair value. An impairment charge is
recognized for the excess of the carrying value of goodwill over its implied fair value.

Our reporting units are based on geography, either at the operating segment level or one level below operating
segments. The fair values of our reporting units are estimated using an average of a market approach and an
income approach as this combination is deemed to be the most indicative of our fair value in an orderly
transaction between market participants and is consistent with the methodology used for the goodwill impairment
test in prior years. In addition, we ensure that the fair values estimated under these two approaches are
comparable with each other. Under the market approach, we utilize publicly-traded comparable company
information to determine revenue and earnings multiples that are used to value our reporting units adjusted for an
estimated control premium. Under the income approach, we determine fair value based on estimated future cash
flows of each reporting unit discounted by an estimated weighted-average cost of capital, reflecting the overall
level of inherent risk of a reporting unit and the rate of return an outside investor would expect to earn.
Determining the fair value of a reporting unit is judgmental in nature and requires the use of significant estimates
and assumptions, including selection of market comparables, estimated future cash flows, and discount rates.
These components are discussed below:

» Market comparables

We select comparable companies in the specific regions in which our reporting units operate based on
similarity of type of business, primarily those involved in online advertising, relative size, financial profile,
and other characteristics of those companies compared to our reporting units. Trailing and forward revenue
and earnings multiples derived from these comparable companies are applied to financial metrics of each
reporting unit to determine their estimated fair values, adjusted for an estimated control premium.

« Estimated future cash flows

We base cash flow projections for each reporting unit using a five-year forecast of cash flows and a terminal
value based on the Perpetuity Growth Model. The five-year forecast and related assumptions were derived
from the most recent annual financial forecast for which the planning process commenced in our fourth
quarter. Key assumptions in estimating future cash flows include, among other items, revenue and operating
expense growth rates, terminal value growth rate, and capital expenditure and working capital levels.

o Discount rates

We employ a Weighted Average Cost of Capital (“WACC”) approach to determine the discount rates used in
our cash flow projections. The determination of the discount rates for each reporting unit includes factors such
as the risk-free rate of return and the return an outside investor would expect to earn based on the overall level
of inherent risk. The determination of expected returns includes consideration of the beta (a measure of risk) of
traded securities of comparable companies and risk premiums of reporting units based on international cost of
capital methods.

The sum of the fair values of our reporting units is reconciled to our market capitalization after considering an
estimated control premium. :

We conducted our annual goodwill impairment test as of October 31, 2011 and determined that the fair values of
our reporting units exceeded their carrying values and therefore goodwill in those reporting units was not
impaired.

58



Significant management judgment is involved in determining these estimates and assumptions. Changes in these
estimates and assumptions could materially affect the determination of fair value for each reporting unit which
could trigger future impainnent,

Long-lived Assets. We amortize long-lived assets over their estimated useful livcs. Identifiable long-lived assets
are reviewed for impalrment whenever events or changes in circumstances indicate that the carrying value may
not be recoverable. Determination of recoverability is based on the lowest level of identifiable estimated
undiscounted future cash flows resulting from use of the asset and its eventual disposition. Measurement of any
impairment loss is based on the excess of the carrying value of the asset over its fair value. Fair value is
determined based on the lowest level of identifiable estimated future cash. flows using discount rates determined
by our management to be commensurate with the risk inherent in our business model. Our estimates of future
cash flows attributable to our long-lived assets require significant judgment based on our historical and
anticipated results and are subject to many factors. Different assumptions and judgments could materially affect
estimated future cash flows relating to our long-lived assets which could tngger 1mpa1rment No impairments of
long-lived assets were identified during any of the periods presented.

Investments in Equity Interests. We account for investments in the common stock of entities in which we have
the ability to exercise significant influence but do not own a majority equity interest or otherwise control using
the equity method. In accounting for these 1nvestments we record our propomonate share of the entities’ net
income or loss, one quarter in arrears.

We review our investments in equity interests for impairment whenever events or changes in business
circumstances indicate that the carrying value of the investment may not be fully recoverable. Investments
identified as having an indication of impairment are subject to further analysis to determine if the impairment is
other-than-temporary and this analysis requires estimating the fair value of the investment. The determination of
fair.value of the investment involves considering factors such as the stock prices of public companies.in which
we have an equity investment, current economic and market conditions, the operating performance of the
companies, including current earnings trends and forecasted cash flows, and other company and industry specific
information. The fair value determination, particularly for investments in privately-held companies, requires
significant judgment to determine appropriate estimates and assumptions. Changes in these estimates and
assumptions could affect the calculation of the fair value of the investments and the determination of whether any
identified impairment is other-than-temporary.

Stock-Based Compensation Expense. We recognize stock-based compensation expense net of an estimated
forfeiture rate and therefore only recognize compensation expense for those shares expected to vest over the
service period. of the award. Calculating stock-based compensation expense requires the input of highly
subjective assumptions, including the expected term of the stock-based options, stock price volatility, and the
pre-vesting award forfeiture rate. We estimate the expected. life of options granted based on historical exercise
patterns, which we believe are representative of future behavior. We. estimate the: volatility of our common stock
on the date of grant based on the implied volatility of publicly traded options on our common stock, with a term
of one year or greater. We believe that implied volatility calculated based on actively traded options on our
common stock is a better indicator of expected volatility and future stock price trends than historical volatility.

Therefore, expected volatility for the year ended December 31, 2011 was based on a market-based implied
volatility. The assumptions used in calculating the fair value of stock-based awards represent-our best estimates,
but these estimates involve inherent uncertainties and the application of management judgment. As a result, if
factors change and we use different assumptions, our stock-based compensation expense could be materially
different in the future. In addition, we are required to estimate the expected pre-vesting award forfeiture rate, as
well as the probability that performance conditions that affect the vesting of certain awards will be achieved, and
only. recognize expense for those shares expected to vest. We estimate this forfeiture rate based on historical
experience of our stock-based awards that are granted and cancelled before vesting. If our actual forfeiture rate is
materially different from our original estimates, the stock-based compensation expense could be significantly
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different from what we have recorded in the current period. Changes in the estimated forfeiture rate can have a
significant effect on reported stock-based compensation expense, as the effect of adjusting the forfeiture rate for
all current and previously recognized expense for unvested awards is recognized in the period the forfeiture
estimate is changed. In addition, because many of our stock-based awards have vesting schedules of two or three
years cliff vests, a significant change in our actual or expected forfeiture experience will result in the adjustment
of stock-based compensation which was recorded in prior years for all unvested awards. If the actual forfeiture
rate is higher than the estimated forfeiture rate, then an adjustment will be made to increase the estimated
forfeiture rate, which will result in a decrease to the expense recognized in the consolidated financial statements.
If the actual forfeiture rate is lower than the estimated forfeiture rate, then an adjustment will be ‘made to lower
the estimated forfeiture rate, which will result in an increase to the expense recognized in the consolidated
financial statements. See Note 11—“Employee Benefits” in the Notes to the consolidated financial statements for
additional information.

Recent Accounting Pronouncements

See Note 1—“The Company and Summary of Significant Accounting Policies” in the Notes to the consolidated
financial statements, which is incorporated herein by reference. ' :

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to financial market risks, including changes in currency exchange rates and interest rates and
changes in the market values of our investments.

Interest Rate Exposure. Our exposure to market risk for changes in interest rates relates primarily to our cash and
marketable debt securities portfolio. We invest excess cash in money market funds, time deposits, and liquid debt
instruments of the U.S. and foreign governments and their agencies, U.S. municipalities, and hlgh-credlt
corporate issuers which are classified as marketable debt securities and cash equivalents.

Investments in fixed rate and floating rate interest earning instruments carry a degree of interest rate risk. Fixed
rate securities may have their fair market value adversely impacted due to a rise in interest rates, while floating
rate securities may produce less income than expected if interest rates fall. Due in part to these factors, our future
investment income may fall short of expectations due to changes in interest rates or we may suffer losses in
principal if forced to sell securities that have declined in market value due to changes in interest rates. As of
December 31, 2011 and 2010, we had investments in short-term marketable debt securities of approximately
$493 million and $1.4 billion, respectively. Such investments had a weighted-average yield of less than 1 percent
for both periods. As of December 31, 2011 and 2010, we had investments in long-term marketable debt securities
of approximately $474 million and $745 million, respectively. Such investments had a weighted average yield of
less than 1 percent for 2011 and approximately 1 percent for 2010. A hypothetical 100 basis point increase in
interest rates-would result in a $7- million and $14 million decrease in the fair value of our available-for-sale debt
securities.as of December 31, 2011 and 2010, respectively.

Foreign Currency Exposure. Our foreign currency exposure continues to increase as we grow internationally.
The objective of our foreign exchange risk management program is to identify material foreign currency
exposures and identify methods to manage these exposures to minimize the potential effects of currency
fluctuations on our reported consolidated cash flows and results of operations.

Economic Exposure

We transact business in: various foreign currencies and have significant international revenues, as well as costs
denominated in foreign currencies. This exposes us to the risk of fluctuations in foreign currency exchange rates.
Our objective is to identify material foreign currency exposures and to manage these exposures to minimize the
potential effects of currency fluctuations on our reported consolidated cash flow and results of operations.
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Transactlon Exposure

Our exposure to forelgn currency transactlon gains and Iosses is the result of assets and 11ab111t1es (mcludmg
1nter-company transactions) that are denommated /in currencies other than the relevant entity’s functional
currency In certam cucumstances, changes in the functional currency value of these assets and 11ab11mes create
fiuctuations in our reported consolidated financial position, cash flows and results of operations. We may enter
into derivative instruments, such as foreign currency forward contracts or other instruments to minimize the
short-term foreign currency fluctuations on such assets and liabilities. The gains and losses on the forward
contracts may not offset any or more than a portion of the transaction gains and losses on certain foreign
currency receivables, investments and payables recognized in earnings. Transaction gains and losses on these
foreign exchange contracts are recognized each period in other income, net included on the consolidated
statements of income. During the years ended December 31, 2011, 2010, and 2009, we recorded net realized and
unrealized foreign currency transaction gains of $9 million and $13 million, and a transaction loss of $1 million,
respectively. As of December 31, 2011, we had an outstanding forward contract with a notional value equivalent
of approximately $92 million, which will mature on April 30, 2012.

Translation Exposure

We are also exposed to foreign exchange rate fluctuations as we convert the financial statements of our foreign
subsidiaries and our investments in equity interests into U.S. dollars in consolidation. If there is a change in
foreign currency exchange rates, the conversion of the foreign subsidiaries’ financial statements into U.S. dollars
results in a gain or loss which is recorded as a component of accumulated other comprehensive income which is
part of stockholders’ equity.

Revenue ex-TAC and related expenses generated from our international subsidiaries are generally denominated
in the currencies of the local countries. Primary currencies include Australian dollars, British pounds, Euros,
Japanese Yen, Korean won, and Taiwan dollars. The statements of income of our international operations are
translated into U.S. dollars at exchange rates indicative of market rates during each applicable period. To the
extent the U.S. dollar strengthens against foreign currencies, the translation of these foreign currency-
denominated transactions results in reduced consolidated revenue and operating expenses. Conversely, our
consolidated revenue and operating expenses will increase if the U.S. dollar weakens against foreign currencies.
Using the foreign currency exchange rates from the year ended December 31, 2010, revenue ex-TAC for the
Americas segment for the year ended December 31, 2011 would have been lower than we reported by $6 million,
revenue ex-TAC for the EMEA segment would have been lower than we reported by $16 million, and revenue
ex-TAC for the Asia Pacific segment would have been lower than we reported by $59 million. Using the foreign
currency exchange rates from the year ended December 31, 2010, direct costs for the Americas segment for the
year ended December 31, 2011 would have been lower than we reported by $2 million, direct costs for the
EMEA segment would have been lower than we reported by $5 million, and direct costs for the Asia Pacific
segment would have been lower than we reported by $15 million.

Investment Exposure. We are exposed to investment risk as it relates to changes in the market value of our
investments. We have investments in marketable debt securities and equity instruments of public and private
companies.

Our cash and marketable debt securities investment policy and strategy attempts primarily to preserve capital and
meet liquidity requirements. A large portion of our cash is managed by external managers within the guidelines
of our investment policy. We protect and preserve invested funds by limiting default, market, and reinvestment
risk. To achieve this objective, we maintain our portfolio of cash and cash equivalents and short-term and long-
term investments in a variety of liquid fixed income securities, including both government and corporate
obligations and money market funds. As of December 31, 2011 and 2010, net unrealized gains and losses on
these investments were not material.
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We invest in equity instruments of public companies for business and strategic purposes and have classified these
securities as available-for-sale or investment in equity interests. These investments may be subject to significant
fluctuations in fair value due to the volatility of the stock market and ‘the industries in which these companies
participate. Our mvestments in available-for-sale equity securities were immaterial as of December 31, 2011 and

2010, respectlvely Our realized gains and losses from the sale of available- for-sale equxty securities were not
matenal in 2011 and 2010, respectively.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Yahoo! Inc.:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all
material respects, the financial position of Yahoo! Inc. and its subsidiaries at December 31, 2010 and
December 31, 2011, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2011 in conformity with accounting principles generally accepted in the United
States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying index
presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. Also in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2011, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company’s management is responsible for these financial statements and financial
statement schedule, for maintaining effective internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting, included in Management’s Report on Internal
Control Over Financial Reporting appearing under Item 9A. Our responsibility is to express opinions on these
financial statements, on the financial statement schedule, and on the Company’s internal control over financial
reporting based on our integrated audits. We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement
and whether effective internal control over financial reporting was maintained in all material respects. Our audits
of the financial statements included 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. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal
control based on the assessed risk. Our audits also included performing such other procedures as we considered
necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/ PricewaterhouseCoopers LLP

San Jose, California
February 29, 2012
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Yahoo! Inc.

Consolidated Statements of Income

Years Ended December 31,
2009 2010 2011
. (In thousands, except per share amounts)
Revenue ...ttt iiiiiiieieni.. $6,460315 $6,324,651 $4,984,199
CoStOf TEVEINUE .. ..ottt ettt et ettt e e, 2,871,746 2,627,545 1,502,650
Gross Profit ... .covtiiii i e 3,588,569 3,697,106 3,481,549
Operating expenses:
Salesandmarketing ..................iiiiiiiiiiiiiin., 1,245,350 1,264,491 1,122,302
Productdevelopment . ...........c0iiniiiniininnaens. 1,210,168 - 1,082,176 1,005,090
General and administrative ................ourirerninnnn... 580,352 488,332 495,804
Amortization of intangibles . . .............. ... ... ... . ... 39,106 - 31,626 33,592
Restructuring charges,net ......... P e 126,901 57,957 24,420
Total operating expenses .. .............covvirvinnennn.. 3,201,877 2,924,582 2,681,208
Income fromoperations ............... .. i, 386,692 772,524 800,341
" Otherincome, Net . .....oiiit i e e e 187,528 297,869 27,175
Income before income taxes and earnings in equity interests .......... 574,220 1,070,393 827,516
Provision for inCOmMe taXxes . ..........coviivnirinneennenennnannns (219,321)  (221,523) (241,767
Earnings in equity interests ...............ciiiiiiiiiiiiiiiina., 250,390 395,758 476,920
Netincome ..........uuiiiniiiiin i it iaeennns 605,289 1,244,628 1,062,669
Less: Net income attributable to noncontrolling interests .. ...... (7,297) (12,965)  (13,842)
Net income attributable to Yahoo!Inc. ............... ... .. $ 597,992 $1,231,663 $1,048,827
Net income attributable to Yahoo! Inc. common stockholders per
share—basic .............. e e e $ 043  $ 091 $ 0.82
Net income attributable to Yahoo! Inc. common stockholders per '
share—diluted ........... ... .. ..., $ 042 $ 090 $ 0.82
Shares used in per share calculation—basic ....................... 1,397,652 = 1,354,118 - 1,274,240
Shares used in per share calculation—diluted ..................... 1,415,658 1,364,612 1,282,282
Stock-based compensation expense by function: ...................
Costofrevenue ...........cooveeeieiiinnnrvniiinnnaeds. $ 10759 $ 3275 $ . 3,489
Salesand marketing ................. .00 i, 141,537 71,154 65,120
Productdevelopment ..............ccoiniiiiunneninnennn.. ' 205,971 106,665 89,587
General and administrative ................ e 79,820 42,384 45,762
Restructuring expense accelerations (reversals),net ............ 11,062 “4,211) 214

The accompanying notes are an integral part of these consolidated financial statements.
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Yahoo! Inc.
Consolidated Balance Sheets

ASSETS
Current assets:

Cashand cashequivalents . ...t ninereineenns
Short-term marketable debt securities . ... ........ ... . il

Accounts receivable, net of allowance of $22,975 and $30,142 as of
December 31, 2010 and 2011, respectively ............... ... .......
Prepaid expenses and other current assets . .......... ..o
Total CUTENT @SSELS . . ot vvvr ettt ettt it ee e
Long-term marketable debt securities .......... ... ...
Property and equipment, NEE . ... ...vvutittrtii i
GOoOAWITL . ..o e e e
Intangible assets, Nt .. ... ..ot
Other Iong-term @SSEES . . .« .ottt vttt ie et
Investments in equity interests ...........oooiiiiiiiiiiiii i

TOtal ASSEES v v vt et ettt et et e e e e

LIABILITIES AND EQUITY
Current liabilities: ,
ACCOUNES PAYADIE . ..o\ttt ettt e
Accrued expenses and other current liabilities .. ... e
Deferred TBVENUE . . . ..ot ittt it it i el

Total current liabilities ........... ..ol iiiiii e
Long-term deferredrevenue .............. . i it
Capital lease and other long-term liabilities ................................
Deferred and other long-term tax liabilities, net .. ......... ... ... ..

Total Habilities .\ v vv vt it ittt e e e e
Commitments and contingencies (Note 12) ......... ... .. i n,
Yahoo! Inc. stockholders’ equity:
Preferred stock, $0.001 par value; 10,000 shares authorized; none issued or
outstanding . ... ...t i s
Common stock, $0.001 par value; 5,000,000 shares authorized; 1,308,836
shares issued and 1,308,836 shares outstanding as of December 31, 2010
and 1,217,481 shares issued and 1,190,006 shares outstanding as of
December 31, 2011 ... ivi it e e e
Additional paid-incapital ......... ...
Treasury stock at cost, zero shares as of December 31, 2010 and 27 ,475 shares
asof December 31,2001 ... . i e
Retained €arnings . ... .....uveeini ittt
Accumulated other comprehensive income ........... ... ... i

Total Yahoo! Inc. stockholders’ equity . .............oiiinninn.n.
Noncontrolling interests . .......oouniiiin i iree e

Total QUILY . oo v vt ittt e
Total liabilities and equity . . . .....oo it

The accompanying notes are an integral part of these consolidated financial statements.
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December 31,

2010

2011

(In thousands, except par values)

$ 1,526,427

$ 1,562,390

1,357,661 493,189
1,028900 1,037,474
432,560 359,483
4345548 3,452,536
744,594 474338
1,653,422 1,730,888
3,681,645 3,900,752
255,870 254,600
235,136 220,628
4,011,880 4,749,044

$14,928,104 $14,782,786

$ 162424 $ 166,595
1,208,792 846,044
254,656 194,722
1,625872 1,207,361

56,365 43,639
142,799 134,905
506,658 815,534
2,331,694 2,201,439
1,306 1,242
10,109913 9,825,899
— (416,237)
1,942,656 2,432,294
504,254 697,869
12,558,129 12,541,067
38,281 40,280

12,596,410 12,581,347

$14,928,104 $14,782,786




Yahoo! Inc.
Consolidated Statements of Cash Flows

Years Ended December 31,

2009

2010

2011

CASH FLOWS FROM OPERATING ACTIVITIES:
Netineome . .. ..ottt et e e $ 605,289
Adjustments to reconcile net income to net cash provided by operating

activities: '

(In thousands)

$ 1,244,628

$ 1,062,669

“Depreciation ... e 554,546 555,216 530,516
Amortization of intangible assets ...................... ... ... 184,309 . 127,293 117,723
Stock-based compensation expense, net ... .........i.iiiiiann.. ... 449,149 219,267 204,172
Non-cash restructuring charges .. ...............ccouviiiinnon.... 7,301 2,813 990
Tax benefits from stock-based awards ............................ 6,860 43,119 33,497
Excess tax benefits from stock-basedawards ....................... (108,487) (131,061) (70,680)
Deferred income taxes .. .....ooor it R (90,562) 112,582 70,392
Earnings in equity interests ................0tiiiiiinnn... P (250,390) (395,758) (476,920)
Dividends received from equity investees ......................... 27,628 60,918 75,391
(Gain) loss from sales of investments, assets, and other, net ........... (160,634) (222,347) 4,405
Changes in assets and liabilities, net of effects of acquisitions:

Accounts receivable, Net . ... ... ..ottt 81,959 (31,419) 38,100
Prepaid expenses andother .............. ..o, 21,585 (168,183) 97,849
Accounts payable .. ........ ... (19,684) 23,593 (316)
Accrued expenses and other liabilities ........................ 106,096 (74,505) (290,070)
Deferredrevenue . ...ttt (104,619) (125,966) (73,912)
Net cash provided by operating activities .......................... 1,310,346 1,240,190 1,323,806
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of property and equipment,net ............. ... ... ....... (433,795) (714,078) (593,294)
Purchases of marketable debt securities ................covverenn..... (5,048,462) (2,502,652)  (1,708,530)
Proceeds from sales of marketable debt securities ....................... 136,538 1,525,330 1,508,948
Proceeds from maturities of marketable debt securities ................... 2,884,926 2,074,592 1,316,197
Proceeds from sales of marketable equity securities ..................... 265,194 — —
Acquisitions, net of cashacquired . .................. ... ... .. ....... (195,106) (157,442) (323,830)
Purchases of intangible assets . ............ouiunnnnii i (32,185) (21,443) (11,819)
Proceeds from sales of divested businesses .................ccuviunn.. — 325,000 —
Proceeds from the sale of investments ................................ — — 21,271
Other investing activities, D€t ..............cviiirinneeeanennennnn.. 3,652 (19,392) (6,581)
Net cash (used in) provided by investing activities .................. (2,419,238) 509,915 202,362
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock . ........vuiriii i, 112,673 167,388 156,226
Repurchases of commonstock ..............c0v it (113,444) (1,749,311) (1,618,741)
Excess tax benefits from stock-based awards ... ..............ooooonn... 108,487 131,061 70,680
Tax withholdings related to net share settlements of restricted stock awards .
andrestricted stock units . .......... ... ... (73,119) (48,700) (44,761)
Other financing activities,net ................ vttt e, — (2,144) (19,362)
Net cash provided by (used in) financing activities .................. 34,597  (1,501,706) (1,455,958)
Effect of exchange rate changes on cash and cash equivalents ............. 57,429 2,598 (34,247)
Net change in cash and cash equivalents .......................... (1,016,866) 250,997 35,963
Cash and cash equivalents at beginning of year ......................... 2,292,296 1,275,430 1,526,427
Cash and cash equivalents atend of year ......................couv..... $ 1,275,430 $ 1,526,427 $ 1,562,390

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

Consolidated Statements of Stockholders’ Equity

Common stock
Balance, beginning of year ........... ... ..ol
Common stock issued (retired),net ......................

Balance,endof year ........... ..ottt

Additional paid-in capital
Balance, beginningof year .............. ... ...l
Common stock and stock-based awards issued .............
Stock-based compensation expense . .......... ...
Tax benefits from stock-based awards ....................
Tax withholdings related to net share settlements of restricted
stockunits ................ . PO
Retirement of treasury stock .................... e e
Other . ..o i e i s

Balance,endofyear ............ ...t

Treasury stock ,
Balance, beginningof year ........... ... i
Repurchases of commonstock ........ ...t
Tax withholdings related to net share settlements of restricted
stockawards . ......... it i
Retirement of treasury stock ......... .. ...l

Balance,endofyear .......... ... .. iiiiiiiiiiiiiien

Retained earnings
Balance, beginningof year ................... e
Net income attributable to Yahoo!Inc. ....................
Retirement of treasury stock .......... .. .o it

Balance,endofyear ............. .. ..ol

Accumulated other comprehensive income
Balance, beginningof year .............. .. i
Net change in unrealized (losses) gains on available-for-sale
securities, Net Of taX . . ... vt i i e s
Foreign currency translation adjustment, netof tax ..........

Balance,endofyear .......... ..ottt
Total Yahoo! Inc. stockholders’ equity ......... e

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended December 31,
2009 2010 2011
(In thousands)

$ 1,595 $ 1410 $ 1,306
(185) (104) (64)
1,410 1,306 1,242
11,643,635 10,640,367 10,109,913
112,654 167,368 156,211
463,469 235,558 226,270
6,860 43,119 33,497
(68,344) (48,600) - (44,593)
(1,516,895)  (977,970)  (643,401)
(1,012) -~ 50,071 (11,998)
10,640,367 10,109.913 _ 9,825,899
(5.267484)  (117,331) —
(113,444)  (1,749,311)  (1,618,741)
4780)  (100) . (168)
5268377 1,866,742 1202672
(117,331) . — (416,237)
4752920 1,599,638 1,942,656
597,992 1,231,663 1,048,827
(3,751,274)  (888,645)  (559,189)
1,599,638 1,942,656 2,432,294
120,276 369,236 504,254
(1,936) 3,813 (16,272)
250,896 131,205 209,887
369,236 504,254 697,869
$12,541,067

$12,493,320 $12,558,129



Yahoo! Inc.

Consolidated Statements of Stockholders’ Equity—(Continued)

Years Ended December 31,
2602 2810 2611
(In thousands)

Comprehensive income
CONEEIICOME .. ottt et et e $ 605,280 $1,244:628 $1,062,669
Other comprehensive income (loss): ' ’
Unrealized (losses) gains on available-for-sale securities, net
of taxes of $10,276, $(1,214), and $8,518 for 2009, 2010,
and 2011, respectively ... ... . o i (9,652) 3,987 (17,244)
Reclassification adjustment for realized gains (losses) '
included in net income, net of taxes of $(10,060), $116, and

$(648) for 2009, 2010, and 2011, respectively . .. Ceeeaes 7,716 _ (174) 972
Net change in unrealized (losses). gains on available-for-sale ' ‘ o _
securities, netof tax . .. ...... PP (1,936) . 3,813 (16,272)
Foreign currency translation adjustment, net of tax ............. 250,896 131,205 209,887
Other comprehensive income ................ e 248,960 135,018 193,615
Comprehensive income .............. A e 854,249 1,379,646 1,256,284
Less: Comprehensive income attributable to T

‘ noncontrolling interests . . ... e e e (7,297) (12,965) (13,842)
Comprehensive income attributable to Yahoo! Inc. ......... $ 846,952 $1,366,681 $1,242,442

Number of Outstanding Shares

{(In thousands)
Common stock :

Balance, beginningof year ................ ... ... .... oo 01,391,560 ¢ 1,406,075 - 1,308,836
Common stock and restricted stock issued ...................: 22,227 21,946 18,371
Repurchases of common stock ............................. (7,409)  (119;179) - (109,716)
Tax withholdings related to net share settlements of restricted stock

AWALAS ..o e e e (303) . ®) 10
‘Balance,end of year ........................ e 1,406,075 1,308,836 1,217,481

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

Notes to Consolidated Financial Statements

Note 1 THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company. Yahoo! Inc., together with its consolidated subsidiaries (“Yahoo!,” the “Company,” “we,” or
“us”), is a premier digital media company. Through its proprietary technology and insights, Yahoo! delivers
personalized digital content and experiences, across devices and around the globe, to vast audiences. The
Company provides engaging and innovative canvases for advertisers to connect with their target audiences using
its unique blend of Science + Art + Scale. The Company provides online properties and services (“Yahoo!
Properties™) to users as well as a range of marketing services designed to reach and connect with those users on
Yahoo! and through a distribution network of third-party entities (“Affiliates”). These Affiliates integrate the
Company’s advertising offerings into their Websites or other offerings (those Websites and other offerings,
“Affiliate sites™).

Basis of Presentation. The consolidated financial statements include the accounts of Yahoo! Inc. and its
majority-owned or otherwise controlled subsidiaries. All significant intercompany accounts and transactions have
been eliminated. Investments in entities in which the Company can exercise significant influence, but does not
own a majority equity interest or otherwise control, are accounted for using the equity method and are included
as investments in-equity interests on the consolidated balance sheets. The Company has included the results of
operations of acquired companies from the date of acquisition. Certain prior year amounts have been reclassified
to conform to the current year presentation.

The preparation of consolidated financial statements in conformity with generally accepted accounting principles
(“GAAP”) in the United States (“U.S.”) requires management to make estimates, judgments, and assumptions
that affect the reported amounts of assets, liabilities, revenue, and expenses and the related disclosure of
contingent assets and liabilities. On an ongoing basis, the Company evaluates its estimates, including those
related to revenue, the useful lives of long-lived assets including property and equipment and intangible assets,
investment fair values, stock-based compensation, goodwill, income taxes, contingencies, and restructuring
charges. The Company bases its estimates of the carrying value of certain assets and liabilities on historical
experience and on various other assumptions that are believed to be reasonable under the circumstances, when
these carrying values are not readily available from other sources. Actual results may differ from these estimates.

Revenue Recognition. In October 2009, the Financial Accounting Standards Board (“FASB”) amended the
accounting standard for multiple deliverable revenue arrangements, which provided updated guidance on whether
multiple deliverables exist, how deliverables in an arrangement should be separated, and how consideration
should be allocated. This standard eliminates the use of the residual method and requires arrangement
consideration to be allocated based on the relative selling price for each deliverable. The selling price for each
arrangement deliverable can be established based on vendor specific objective evidence (“VSOE”) or third-party
evidence (“TPE”) if VSOE is not available. The new standard provides additional flexibility to utilize an estimate
of selling price (“ESP”) if neither VSOE nor TPE is available.

The Company elected to early adopt this accounting standard on January 1, 2010 on a prospective basis for
applicable transactions originating or materially modified after December 31, 2009. The adoption of this standard
did not have a significant impact on the Company’s revenue recognition for multiple deliverable arrangements.
Upon adoption, the selling prices for certain custom advertising solutions may use the best estimate of selling price
as provided under the new standard. The adoption of this standard did not have a material impact on the Company’s
consolidated financial position, cash flows, or results of operations for the year ended December 31, 2010.

In all cases, revenue is recognized only when the price is fixed or determinable, persuasive evidence of an
arrangement exists, the service is performed, and collectability of the related fee is reasonably assured. The
Company’s arrangements generally do not include a provision for cancellation, termination, or refunds that
would significantly impact revenue recognition.
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Revenue is generated -from several- offerings including the. display: of graphical advertisements (“display
advertising”), the display of other text-based links to advertisers’ Websites (“search advertlsmg”) and other
sources. .

The Company recognizes revenue from display advertising on Yahoo! Properties and Affiliate sites as
“impressions” are delivered. Impressions are delivered when an advertisement appears in pages viewed by users.
Arrangements for these services generally have terms of up to one year and in some cases the terms may be up to
three years. For display advertising on Affiliate sites, the Company pays Affiliates for the revenue generated
from the display. of these advertisements on the Affiliate sites. Traffic acquisition costs (“TAC”) are payments
made to third-party entities that have integrated the Company’s. advert1s1ng offerings into their Websites or other
offerings and payments made to companies that direct consumer and business traffic to Yahoo! Properties. The
display. revenue derived from these arrangements that involve traffic supplied by Affiliates is reported gross of
the TAC paid to Afﬁhates as the Company is the primary obligor to the advertisers who are the customers of the
display advertrsmg service.

From time-to- time, the Company may offer customized drsplay advertlsmg solutions to advertisers. These
customized display advertising solutions combine the Company’s standard display advertising with customized

content, customer insights, and campaign analysis. Due to the unique nature of these products, the Company may
not be able to establish selling prices based on historical stand-alone sales or third-party evidence; therefore, the
Company may usé its best estimate to establish selling prices. The Company establishes best estimates within a
range of selling prices considering multiple factors including, but not limited to, class of advertiser, size of
transaction, seasonality, margin objectives, observed pricing trends, available online inventory, industry pricing
strategies, and-market conditions. The.Company believes. the use of the best estimates of selling price allows
reyenue recognition in a manner consistent with the underlymg economics of the transaction.

The Company recognizes revenue from search advertising on Yahoo' Propertles and Aff111ate s1tes Search
revenue is recognized based on “click-throughs.” A “click-through” occurs when a user clicks on an advertiser’s
search result listing. The Company has entered into a Search and Advertising Services and Sales Agreement (the
“Search- Agreement”) with Microsoft, which provides for Microsoft to be the exclusive algorithmic and paid
search services provider on Yahoo! Properties and non-exclusive provider of such services on Affiliate sites. In
the transitioned markets, the Company reports -as revenue the 88 percent share of revenue generated from
Microsoft’s services on Yahoo! Properties and Affiliate sites, as the Company is not the primary obligor in the
arrangement with ‘the advertisers. See Note 16—"“Search ‘Agreement with Mlcrosoft Corporation” for a
description of the Search Agreement with Microsoft.

In the non- transmoned markets, the Company pays Affiliates TAC for the revenue generated from the search
advertisements on the Affiliates’ Websites. The revenue derived from these arrangements is reported gross of the
TAC paid to Affiliates, as the Company continues to be the primary obligor to the advertisers. The Company also
generates search revenue from a revenue shanng arrangement w1th Yahoo Japan for search technology and
serv1ces and records the related revenue as it is earned.

Other revenue includes listings-based services révenue, transaction revenue, and fees revenue. Listings-based
services revenue is generated from a variety of consumer and business listings-based services, including
classified advertising such as Yahoo! Autos and other services. The Company recognizes listings-based services
revenue. when the services are . performed. Transaction revenue is generated from facilitating commercial
transactions through Yahoo! Properties, principally from Yahoo! Small Business, Yahoo! Travel, and Yahoo!
Shoppmg The Company recognizes transaction revenue when there is evidence that qualifying transactions have
occurred (for example, when travel arrangements are booked through Yahoo! Travel). Fees revenue consists of
revenue generated from a variety of consumer and business fee-based services, including Internet broadband
services, royalties received from joint venture partners, primarily for the use of Yahoo!’s brand, and premium
mail, as well as services for small businesses. The Company recognizes fees revenue when the serv1ces are
performed.
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The Company accounts for cash consideration given to customers, for which it does not receive a separately
identifiable benefit or cannot reasonably estimate fair value, as-a reduction of revenue rather than as an expense.
Cash consideration received in an arrangement with a provider may require consideration of classification of
amounts received as revenue or a reimbursement of costs incurred.

Current deferred revenue is compnsed of contractual brllrngs in excess of recogmzed revenue and payments
received in advance of revenue recognition. Long-term deferred revenue includes amounts received from
customers for which services will not be delivered within the next 12 months.

Restructuring Charges The Company has developed and 1mplemented restructuring initiatives to 1mprove
efficiencies across the organization, reduce operating expenses, and better ahgn its resources to market
conditions. As a result of these plans, the Company has recorded testructuring charges comprrsed prmcrpally of
employee severance and associated termmatron costs related to the reduction of its workforce office closures,
losses on subleases, and contract termination costs. Liabilities for costs associated with an exit .or drsposal
activity are recognized when the liability is incurred, as opposed to when management commits 'to an exit plan.
In addition, (i) liabilities associated with exit and d1sposal activities are measured at fair value; (ii) one-time
termination benefits are expensed at the date the entlty notifies the employee, unless the employee must provrde
future service, in which case the benefits are expensed ratably over the future service period; and (iii) costs to
terminate a contract before the end of its térm are recogmzed ‘when the entity terminates the contract in
accordance with the contract terms. In’ add1t1on a portion of the Company’s restructurmg costs related to
international employees whose termination beneﬁts are recognized when the amount of such termmatron beneﬁts
becomes estrmable and payment is probable.

These restructuring initiatives require management to make estimates in several areas 1nclud1ng 6] reahzable
values of assets made redundant, obsolete, or excessive; (ii) expenses for severance and other employee
separation costs; and (iii) the ab1llty to generate sublease income and to terminate lease obllgatrons at the
estimated amounts. - : :

Allowance. for Doubrful Accounts. The Company. records its- allowance for doubtful accounts based upon its
assessment, of various factors. The Company considers historical experience, the age of-the accounts receivable
balances, the credit quality of its customers, current economic conditions, and. other factors that may affect
customers’ ab111ty to pay to determine the level of allowance requlred : :

TAC. TAC cons1sts of payments made to th1rd-party ent1t1es that have 1ntegrated the Company s advertrsmg
offerings into their Websites or other offerings and payments made to _companies that direct consumer and
business traffic to Yahoo! Properties. The Company enters into agreements of varying duration that involve
TAC. There are generally two economic structures of the Affiliate agreements: fixed payments based on a
guaranteed minimum amount of traffic dehvered which often carry. rec1procal performance guarantees from the
Affiliate or vanable payments based on a percentage of the Company’s revenue or based on a certain metric,
such as the number of searches or paid clicks, The Company expenses as cost of revenue, TAC under two
different methods. Agreements with fixed payments are expensed ratably over the term the ﬁxed payment covers.
Agreements based on a percentage of revenue, number of searches, or other metrics are expensed based on the
volume of the underlying act1v1ty or revenue multlplred by t_he agreed-upon price or rate.

Product Development. Product development’ expenses' consist primarily “of compensation related expenses
(including stock-based compensation expense) incurred for research and development, the development of,
enhancements to, and maintenance and operation of Yahoo! Properties, ‘advertising products, technology
platforms, and infrastructure. Depreciation expense, thlrd-party technology and development expense and other
operatmg costs are also 1ncluded in product development o :

Advernsmg Costs Adpvertising productlon costs are recorded as expense: the ﬁrst time an advertrsement appears.
Costs of communicating advertising are recorded as expense:as advertising space or airtime is used. All other
advertising costs are expensed as incurred. Advertising expense totaled approximately $197 million, $237
million, and $148 million for 2009, 2010, and 2011, respectively.

72



Stock-Based Compensation Expense. The Company recognizes stock-based compensation expense net of an
estimated forfeiture rate and therefore only recognizes compensation costs for those shares expected to vest over
the service period of the award. Stock-based awards are valued based on the grant date fair value of these awards;
the Company records stock-based compensation expense on a straight-line bas1s over the requisite service period,

generally one to four years.

Calculating stock-based compensation expense requires the input of highly subjective assumptions, including the
expected term of the stock options, stock price volatility, and the pre-vesting forfeiture rate of stock awards. The
Company estimates the expected life of options granted based on historical exercise patterns, which the Company
believes are representative of future behavior. The Company estimates the volatility of its common stock on the
date of grant based on the implied volatility of publicly traded options on its common stock, with a term of one
year or greater. The Company believes that implied volatility calculated based on actively traded options on its
common stock is a better indicator of expected volatility and future stock price trends than historical volatility.
The assumptions used in calculating the fair value of stock-based awards represent the Company’s best estimates,
but these estimates involve inherent uncertainties and the application of management judgment. As a result, if
factors change and the Company uses different assumptions, the Company’s stock-based compensation expense
could be materially different in the future. In addition, the Company is required to estimate the expected
pre-vesting award forfeiture rate, as well as the probability that performance conditions that affect the vesting of
certain awards will be achieved, and only recognizes expense for those shares expected to vest. The Company
estimates the forfeiture rate based on historical experience of the Company’s stock-based awards that are granted
and cancelled before vesting: If the Company’s actual forfeiture rate is materially different from the Company’s
original estimate, the stock-based compensation expense could be significantly different from what the Company
has recorded in the current period. Changes in the estimated forfeiture rate can have a significant effect on
reported stock-based compensation expense, as the: effect of adjusting the forfeiture rate for all current and
previously recognized expense for unvested awards is recognized in the period the forfeiture estimate is changed.
If the actual forfeiture rate is higher than the estimated forfeiture rate, then an adjustment will be made to
increase the estimated forfeiture rate, which will result in a decrease to the expense recognized in the financial
statements. If the actual forfeiture rate is lower than the estimated forfeiture rate, then an adjustment will be
made to lower the estimated forfeiture rate, which will result in an increase to the expense recognized in the
financial statements. See Note 11—*“Employee Benefits” for additional information.

The Company uses the “with and without” approach in determining the order in which tax attributes are utilized.
As a result, the Company only recognizes a tax benefit from stock-based awards in additional paid-in capital if an
incremental tax benefit is realized after all other tax attributes currently available to the Company have been
utilized. When tax deductions from stock-based awards are less than the cumulative book compensation expense,
the tax effect of the resulting difference (“shortfall”) is charged first to additional paid-in capital to the extent of
the Company’s pool of windfall tax benefits with any remainder recognized in income tax expense. The
Company has determined that it has a sufficient windfall pool available through the end of 2011. In addition, the
Company accounts for the indirect effects of stock-based awards on other tax attrlbutes such as the research tax
credit, through the statement of income.

Operating and Capital Leases. The Company leases office space and data centers under operating leases and
certain data center equipment under a capital lease agreement with original lease periods up to 13 years. Assets
acquired under capital leases are amortized over the shorter of the remaining lease term or its estimated useful
life which is generally 10 to 15 years. Certain of the lease agreements contain rent holidays and rent escalation
provisions. For purposes of recognizing these lease incentives on a straight-line basis over the term of the lease,
the Company uses the date of initial possession to begin amortization. Lease renewal periods are considered on a
lease-by-lease basis and are generally not included in the period of straight-line recognition. For each of the years
ended December 31, 2009, 2010 and 2011, the Company expensed $5 million of interest, which approximates the.
cash payments made for interest. As of December 31, 2010 and 2011, the Company had net lease commitments
included in capital lease and other long-term liabilities in the consolidated balance sheets of $40 million and $41
million, respectively. :

73



Income Taxes. Deferred income taxes 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 records a valuation allowance against particular deferred income tax assets if it is more likely than not
that those assets will not be realized. The provision for income taxes comprises the Company’s current tax
liability and change in deferred income tax assets and liabilities. .

Significant judgment is required in evaluating the Company’s uncertain tax positions and determining its
provision for income taxes. The Company establishes reserves for tax-related uncertainties based on estimates of
whether, and the extent to which, additional taxes will be due. These reserves are established when the Company
believes that certain positions might be challenged despite its belief that its tax return positions are in accordance
with applicable tax laws. The Company adjusts these reserves in light of changing facts:and circumstances, such
as the closing of a tax audit, new tax legislation, or the change of an estimate. To the extent that the final tax
outcome of these matters is different than the amounts recorded, such differences will affect the provision for
income taxes in the period in which such determination is made. The provision for income taxes includes the
effect of reserve provisions and changes to reserves that-are considered: appropriate, -as well as the related net
interest and penalties. Income taxes paid were $114 million, $232 million, and $96 million in the years ended
December 31, 2009, 2010, and 2011, respectively. Interest paid was not: material in any of the years presented
See Note 9—“Income Taxes” for additional information.

Comprehensive - Income. Comprehensive' income - consists of two components, -net income .and other
comprehensive income (loss). Other comprehensive income (loss) refers to gains and losses that are recorded as
an element of stockholders’ equity but are excluded from net income. The Company’s other comprehensive -
income (loss) is comprised of foreign currency translation adjustments and unrealized gains and losses -on
marketable debt.and equity securities categorized as. avallable-for-sale as well as the Company s share of -its
equity investees’ other comprehensiye income. - :

Cash and Cash Equivalents, Short- and Long-Term Marketable Debt and Equity Securities. The Company
invests its excess cash in money market funds, time deposits, and liquid debt instruments of the U.S. and foreign
governments and their agencies, U.S. municipalities, and high-credit corporate issuers which are classified as
marketable debt securities and cash equivalents. All investments with an original maturity of three months or less
are considered cash equivalents. Investments with maturities of less than 12 months from the balance sheet date
are classified as current assets. Investments with maturities greater than 12 months from the balance sheet date
are classified as long-term assets. . T

The Company s marketable debt and equ1ty securities are c1a551ﬁed as ava11ab1e~for-sale and are reported at: fair
value, with unrealized gains and losses, net of tax, recorded in accumulated other comprehensive income (loss).
Realized: gains or losses and declines in:value judged to be other-than-temporary, if any, on available-for-sale
securities are reported in other income, net. The Company evaluates the investments periodically. for possible
other-than-temporary impairment. A decline of fair value below amortized-costs of debt securities is considered ’
an other-than-temporary impairment if the Company has the intent to sell the security or it.is more likely than not
that the Company will be required to sell the security before recovery of the entire amortized cost basis. In those
instances, an impairment charge equal to the difference between the fair value and the amortized cost basis is
recognized in earnings. Regardless of the Company’s intent or requirement to sell a debt security, an impairment
is considered other-than-temporary if the Company does not expect to recover the entire amortized cost basis; in
those instances, a credit loss equal to the difference between the present value of the cash flows expected to be
collected based on credit risk and.the amortized cost basis of the debt security is recognized-in earnings. The
Company has no current requirement or intent to sell its debt securities -as of December 31, 2011. The Company
expects to recover up to (or beyond) the initial cost of investment for securities held. When assessing other-than-
temporary. impairment of equity securities, the Company reviews factors such as the length of time and extent.to
which fair value has been below: cost basis, the financial condition of the issuer, the Company’s intent to.hold the
investment for a period of time which may be sufficient for an anticipated recovery in market value, and whether
its cash flow needs may require the Company to sell the investment. If appropriate, the Company records
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impairment charges equal to the amount that the carrying value of an equity security exceeds the estimated fair
value of such security as of the evaluation date. In computing realized gains and losses on available-for-sale
securities, the Company determines cost based on amounts paid, including direct costs such as commissions to
acquire the security, using the specific identification method. During the year ended December 31, 2009, the
Company recognized a gain of $42 million, net of tax, in connection with the sale of its investment in Gmarket.
During the years ended December 31, 2010 and 2011, gross realized gains and losses on available-for-sale debt
and equity securities were not material.

Concentration of Risk. Financial instruments that potentially subject the Company to significant concentration of
credit risk consist primarily of cash, cash equivalents, marketable debt securities, accounts receivable, and
derivative financial instruments. The primary focus of the Company’s investment strategy is to preserve capital
and meet liquidity requirements. A large portion of the Company’s cash is managed by external managers within
the guidelines of the Company’s investment policy. The Company’s investment policy addresses the level of
credit exposure by limiting the concentration in any one corporate issuer or sector and establishing a minimum
allowable credit rating. To manage the risk exposure, the Company maintains its portfolio of cash and cash
equivalents and short-term and long-term investments in a variety of fixed income securities, including U.S. and
foreign government, agency, municipal and highly rated corporate debt obligations and money market funds.
Accounts receivable are typically unsecured and are derived from revenue earned from customers. The Company
performs ongoing credit evaluations of its customers and maintains allowances for potential credit losses.
Historically, such losses have been within management’s expectations. As of December 31, 2010 and 2011, no
one customer accounted for ‘10 percent or more of the accounts receivable balance and no one. customer
accounted for 10 percent or more of the Company’s revenue for 2009, 2010, or 2011. Revenue under the Search
Agreement represented more than 10 percent of the Company’s revenue during 2011.

Property and Equipment. Buildings are stated at cost and depreciated using the straight-line method over the
estimated useful lives of 25 years. Leasehold improvements are amortized over the lesser of their expected useful
lives and the remaining lease term. Computers and equipment and furniture and fixtures are stated at cost and.
depreciated using the straight-line method over the estimated useful lives of the assets, generally two to five
years. . : :

Property and equipment to be held and used are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying value of the assets may not be recoverable. Determination of
recoverability is based on the lowest level of identifiable estimated undiscounted future cash flows resulting from
the use of the asset and its eventual disposition. Measurement of any impairment loss for long-lived assets that
management expects to hold and use is based on the excess of the carrying value of the asset over its fair value.
No impairments of such assets were identified during any of the periods presented.

Internal Use Software and Website Development Costs. The Company capitalized certain internal use software
and Website development costs totaling approximately $90 million, $110 million, and $192 million during 2009,
2010, and 2011, respectively. The estimated useful life of costs capitalized is evaluated for each specific project
and ranges from one to three years. During 2009, 2010, and 2011, the amortization of capitalized costs totaled
approximately $128 million, $108 million, and $114 million, respectively. Capitalized internal use software and
Website development costs are included in property and equipment, net. Included in the capitalized amounts
above are $14 million, $16 million, and $22 million, respectively, of stock-based compensation expense in the
years ended December 31, 2009, 2010, and 2011.

Goodwill. Goodwill represents the excess of the purchase price over the fair value of the net tangible and
intangible assets acquired in a business combination. Goodwill is not amortized, but is tested for impairment on
an annual basis and between annual tests in certain circumstances. The performance of the goodwill impairment
test involves a two-step process. The first step involves comparing the fair value of the Company’s reporting
units to their carrying values, including goodwill. The Company’s reporting units are based on geography, either
at the operating segment level or one level below operating segments. The fair values of the reporting units are
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estimated using an average of a market approach and an income approach as this combination is deemed to be the
most indicative of the Company’s fair value in an orderly transaction between market participants. In addition,
the fair values estimated under these two approaches are validated against each other to ensure consistency.
Under the market approach, the Company utilizes publicly-traded comparable company information, specific to
the regions in which the reporting units operate, to determine revenue and earnings multiples that are used to
value the reporting units adjusted for an estimated control premium. Under the income approach, the Company
determines fair value based on estimated future cash flows of each reporting unit discounted by an estimated
weighted-average cost of capital, which reflects the overall level of inherent risk of a reporting unit and the rate
of return an outside investor would expect to earn. The cash flow projections for each reporting unit are based on
a five-year forecast of cash flows, derived from the most recent annual financial forecast, and a terminal value
based on the Perpetuity Growth Model. The sum of the fair values of the reporting units is reconciled to the
Company’s market capitalization adjusted for an estimated control premium. If the carrying value of the
reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed by comparing
the carrying value of the goodwill in the reporting unit to its implied fair value. An impairment charge is
recognized for the excess of the carrying value of goodwill over its implied fair value. The Company conducted
its annual goodwill impairment test as of October 31, 2011 and determined that the fair values of its reporting
units exceeded their carrying values and therefore goodwill in those reportmg units was not impaired. See
Note 5—*“Goodwill” for additional information.

Intangible Assets. Intangible assets are carried -at cost and amortized over their estimated useful lives, generally
on a straight-line basis over one to eight years. The Company reviews identifiable amortizable intangible assets
to be held and used for impairment whenever events or changes in circumstances indicate that the carrying value
of the assets may not be recoverable. Determination of recoverability is based on the lowest level of identifiable
estimated undiscounted cash flows resulting from use of the asset and its eventual disposition. Measurement of
any impairment loss is based on the excess of the carrying value of the asset over its fair value.

Investments in Equity Interests. Investments in the common stock of entities in which the Company can exercise
significant influence but does not own a majority equity interest or otherwise control are accounted for using the
equity method and are included as investments in equity interests on the consolidated balance sheets. The
Company records its share of the results of these companies one quarter in arrears within earnings in equity
interests on the consolidated statements of income. The Company reviews its investments for other-than-
temporary impairment whenever events or changes in business circumstances indicate that the carrying value of
the investment may not be fully recoverable. Investments identified as having an indication of impairment are
subject to further analysis to determine if the impairment is: other-than-temporary and this analysis requires
estimating the fair value of the investment. The determination of fair value of the. investment involves
considering factors such as the stock prices of public companies in which the Company has an equity investment,
current economic and market conditions, the operating performance of the companies including current earnings
trends and forecasted cash flows, and other company and industry specific information.

Foreign Currency. The functional currency of the Company’s international subsidiaries is evaluated on a
case-by-case basis and is often the local currency. The financial statements of these subsidiaries are translated
into U.S. dollars using period-end rates of exchange for assets and liabilities, historical rates of exchange for
equity, and average rates of exchange for the period for revenue and expenses. Translation gains (losses) are
recorded in accumulated other comprehensive income (loss) as a component of stockholders’ equity. In addition,
the Company records translation gains (losses) related to its foreign equity method investments in accumulated
other comprehensive income (loss). The Company records foreign currency transaction gains and losses, realized
and unrealized in other income, net in the consolidated statements of income. The Company recorded $1 million
of net losses in 2009 and $13 million and $9 million of net gains in 2010 and 2011, respectlvely

Derivative Financial Instruments. The Company uses foreign currency forward contracts with financial
institutions to reduce the risk that its cash flows and earnings will be adversely affected by foreign currency

exchange rate fluctuations.
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The derivative entered into by the Company has not been designated as an accounting hedge and instead is used
as an economic hedge to partially offset the foreign currency exchange gains and losses generated by the
re-measurement of a certain intercompany loan denominated in non-functional currency. The Company
recognized this derivative instrument as a liability on the Company’s-consolidated balance sheets at fair value.

Changes in the fair value of this derivative is recorded in other income, net on the Company’s consolidated

statements of income. The Company’s foreign currency forward contract is not used for trading or speculative
purposes.

The notional amount of the foreign currency forward contract was $92 million as of December 31, 2011. The fair
value of the foreign currency forward contract was $3 million as of December 31, 2011 and was recorded as a
loss of $3 million for the year ended December 31, 2011. The Company did not enter into any derivative
instruments in fiscal years 2010 or 2009. .

Recent Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board (“FASB”) amended its gunidance on the presentation of
comprehensive income. Under the amended guidance, an entity has the option to present comprehensive income
in either one continuous statement or two consecutive financial statements. A single statement must present the
components of net income and total net income, the components of other comprehensive income and total other
comprehensive income, and a total for comprehensive income. In a two-statement approach, an entity must
present the components of net income and total net income in the first statement. That statement must be
immediately followed by a financial statement that presents the components of other comprehensive income, a
total for other comprehensive income, and a total for comprehensive income. The option under the current
guidance that permits the presentation of components of other comprehensive income as part of the statement of
changes in stockholders’ equity has been eliminated. The amendment becomes effective on January 1, 2012 and
is applied retrospectively. Early adoption is permitted. This guidance will not have an impact on the Company’s
consolidated financial position, results of operations or cash flows as it is disclosure-only in nature.

In September 2011, the FASB issued a revised standard on testing for goodwill impairment. The revised standard
allows an entity to first assess qualitatively whether it is necessary to perform step one of the two-step annual
goodwill impairment test. An entity is required to perform step one only if the entity concludes that it is more
likely than not that a reporting unit’s fair value is less than its carrying amount, a likelihood of more than 50
percent. An entity can choose to perform the qualitative assessment on none, some, or all of its reporting units.
Moreover, an entity can bypass the qualitative assessment for any reporting unit in any period and proceed
directly to step one of the impairment test, and then perform the qualitative assessment in any subsequent period.
The revised standard is effective for annual and interim goodwill impairment tests performed for fiscal years
beginning after December 15, 2011 and early adoption is permitted. The Company does not believe this guidance
will have any impact on its consolidated financial position, results of operations, or cash flows.

Note 2 BAsIC AND DiILUTED NET INCOME ATTRIBUTABLE TO YAHOO! COMMON STOCKHOLDERS PER
SHARE . , ‘

Basic and diluted net income attributable to Yahoo! common stockholders per share is computed using the
weighted average number of common shares outstanding during the period, excluding net income attributable to
participating securities (restricted stock awards granted under the Company’s 1995 Stock Plan and restricted
stock units granted under the 1996 Directors’ Stock Plan (the “Directors’ Plan”)). Diluted net income per share is
computed using the weighted average number of common shares and, if dilutive, potential common shares
outstanding during the period. Potential common shares are calculated using the treasury stock method and
consist of unvested restricted stock and shares underlying unvested restricted stock units, the incremental
common shares issuable upon the exercise of stock options, and shares to be purchased under the 1996 Employee
Stock Purchase Plan, as amended and restated in June 2009 (the “Employee Stock Purchase Plan”). The
Company calculates potential tax windfalls and shortfalls by including the impact of pro forma deferred tax
assets.
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The Company takes into account the effect on consolidated net income per share of dilutive securities of entities
in which the Company holds equity interests that are accounted for using the equity method.

For 2009, 2010, and 2011, potentially dilutive securities representing approximately 122 million, 80 million, and
56 million shares of common stock, respectively, were excluded from the computation of diluted earnings per
share for these periods because their effect would have been anti-dilutive.

The following table sets forth the computation of basic and diluted net income per share (in thousands, except per
share amounts):

Years Ended December 31,
2009 2010 2011
Basic:
Numerator:
Net income attributable to Yahoo!Inc. ........................ $ 597,992 $1,231,663 $1,048,827
Less: Net income allocated to participating securities ......... (552) (178) 15)
Net income attributable to Yahoo! Inc. common B
stockholders—basic ..................... edeeeereanaains $ 597,440 $1,231,485 $1,048,812
Denominator: . ,
Weighted average commonshares .................coviiunnn. 1,397,652 1,354,118 1,274,240
Net income attributable to Yahoo! Inc. common stockholders per
share—basic ............... e $ 043 $ 091 $ 0.82
Diluted: ,
Numerator: .
Net income attributable to Yahoo!Inc. ................ ... .... $ 597,992 $1,231,663 $1,048,827
Less: Net income allocated to participating securities ......... 54) 94) (14)
Less: Effect of dilutive securities issued by equity investees ... (343) (2,928) (2,698)
Net income attributable to Yahoo! Inc. common stockholders—diluted ... $ 597,595 $1,228,641 $1,046,115
Denominator:
‘Denominator for basic calculation .....................ve..... 1,397,652 1,354,118 1,274,240
Weighted average effect of Yahoo! Inc. dilutive securities:
Restricted stock and restricted stock units .................. 10,371 5169 5,347
~ Stock options and employee stock purchase plan ............ 7,635 5,325 2,695
Denominator for diluted calculation . .. ........... ... ... 1,415,658 1,364,612 1,282,282
Net income attributable to Yahoo! Inc. common stockholders per , ' )
share—diluted . ... ............... ... ...... T $ 042 $ 090 $ 0.82

Note 3 ACQUISITIONS

The following table summarizes significant acquisitions (including business combinations and asset acquisitions)
completed during the three years ended December 31, 2011 (in millions):

Purchase Amortizable

) Price Goodwill Intangibles
2009 ~

MaKtoob ...t i e e e e $164 $141 $19

Other acqUISIONS . . ..o v iveviine et renennneeennns e -$ 30 $ 16 $16
2010

All aCQUISIHIONS . .\ vttt e et eaannensenanns $159 $105 $50 |
2011 '

11113 v 1o <R PP $259 $171 $79

Other aCqUISILIONS . .. ...ttt ettt ittt nieeeaieeanenns $ 72 $ 49 $26



Transactions completed in 2009 -

Maktoob. On November 11, 2009, the Company acquired Maktooh.corn, Inc. (“Maktoob”), a leading online
portal in the Middle East. The Company believed the acquisition of Maktoob would accelerate the Company’s
growth in the Middle East through Maktoob’s existing strong position in the region and the ability to deliver
users a compelling local experience by combining Makioob’s experienced team with Yahoo!’s scalable
technology and products The purchase price exceeded the fair value of the net tangible and identifiable
intangible assets acquired from Maktoob and as a result, the Company recorded goodwill in connection with this
transaction. Under the terms of the agreement, the Company acquired all of the equity interests (including all
outstanding options) in Maktoob. Maktoob stockholders and vested optionholders were paid in‘ cash, and
outstandrng Maktoob unvested options were assumed. Assumed optrons are exercisable for shares of Yahoo!
common stock.

The total purchase price of $164 million consisted of cash consideration. In connection with the acqursrtron the
Company issued stock- based awards valued at $1 mrlhon which was recognized as stock based compensation
expense over a perrod of up to two years. :

The allocation of the purchase price of the -assets acqurred and habrhtles assumed based on their fair values was
as follows (1n thousands): s

Cash aCqUITEd . . ...ttt ettt e e e $ 830

Other tangible assets acquired ................... Ve el et [P S BT : 6,219
Amortizable intangible assets: " ; -
Customer contracts and related relationships-.......... R S e 1,900
Developed technology and patents . . .. .....ouuutin ettt 13,100
Trade name, trademark, and domainname . .'...... .. 0 vve e uvin i R I i 4,400
GoodWill . ..o e e c.o.o 140,958
Total assets acquired ...... e e e e e e et 167,407
Liabilities assumed . .. .... e e e e e e e e e ©(2,970)
Total .......... P B $164,437

The amortizable intangible assets have useful lives not exceeding five years and a weighted average useful life of
five years. No amounts have been allocated. to in-process research and development and. $141 million has been
allocated to goodwill. Goodwill represents the excess of the purchase price over the fair value of the net tangible
and identifiable intangible assets acquired and is not deductible for tax purposes. The -goodwill recorded in
connection with this acquisition is included in the EMEA segment.

Other Acquisitions—Business Combinations. During the year ended December 31, 2009, the Company acquired
two other companies, which were accounted for as business combinations. The total purchase price for these
acquisitions was $30 million. The total cash consideration of $30 .million less cash acquired of $2 million
resulted in a net cash outlay of $28 million. Of the total purchase price, $16 ‘million was allocated to goodwill,
$16 nnlhon to amortizable 1ntang1b1e assets, $2 million to tangible assets, $2 million to cash acquired, and $6
million to et assumed liabilities. Goodwill represents the excess of the purchase price over the fair value of the
net tangrble and intangible assets acquired and is not deductible for tax purposes.

The Company’s business combmatlons completed in 2009 did not have a material impact on the Company’s
consolidated financial statements, and therefore pro forma disclosures have not been presented

Transactions completed in 2010

All Acquisitions—Business ‘Combinations. During the year ended December 31, 2010, the Company acquired
four companies, which were accounted for as business combinations. The total purchase price for these
acquisitions was $159 million. The total cash consideration -of: $159 million less cash acquired of $2 million
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resulted in a net cash outlay of $157 million. Of the total purchase price, $105 million was allocated to goodwill,
$50 million to amortizable intangible assets, $27 million to tangible assets, $2 million to cash acquired, and $25
million to net assumed liabilities. Goodwill represents the excess of the purchase price over the fair value of the
net tangible and intangible assets acquired and is not deductible for tax purposes.

The Company’s‘ business combinations completed in 2010 did not have a material impact on the Company’s
consolidated financial statements, and therefore pro forma disclosures have not been presented.

Transactions completed in 2011

interclick. On December 14, 2011, the Company completed the acquisition of interclick, inc. (“interclick™)
through an all cash tender offer for all outstanding shares of common stock of interclick at $9.00 per share. With
interclick, the Company acquired innovative data targeting capabilities, optimization technologies and new
premium supply, as well as a team experienced in selling audiences across disparate sources of pooled supply.
The purchase price exceeded the fair value of the net tangible and identifiable intangible assets acquired from
interclick and, as a result, the Company recorded goodwill in connection with this transaction. Under the terms of
the agreement, the Company acquired all of the equity interests (including all outstanding options) in interclick.
interclick stockholders and vested optionholders were paid in cash, and outstanding interclick unvested options
and restricted stock awards were assumed. Assumed options are exercisable for shares of Yahoo! common stock.

The total purchase price of $259 million consisted of cash consideration. In connection with the acquisition, the
Company issued stock-based awards valued at $9 million which is being recognized as stock based
compensation expense as the awards vest over a period of up to 4 years.

The allocation of the purchase price of the assets acquired and liabilities assumed based on their fair values was
as follows (in thousands):

CashacqUired . . ... ...iintt ittt e e et e e P $ 4,369
Other tangible asSets aCqUITEA . .. ..o uvt ettt e ettt e e aa e . 72943
Amortizable intangible assets:
Customer contracts and related relationships .. ........ ... .. i il 42,700
Developed technology and patents .. .............. e e e - 35,600
Trade name, trademark, and domain name ......... N S 600
GoodWill ... e P P A e 170,929
Total assets acquired .............. ... ... . 0 0. P PN .o 327,141
Liabilities assumed . ... ...ovtnrent i [ A S Y (68,174)
Total ..........covviinnitnn et e e e e e e e e e e -$258,967

The amortizable intangible assets have useful lives not exceeding six years and a weighted average useful life of
five years. No amounts have been allocated to in-process research and development and $171 million has been
allocated to goodwill. Goodwill represents the excess of the purchase price over the fair value of the net tangible
and identifiable intangible assets acquired and is not deductible for tax purposes. The goodwill recorded in
connection with this acquisition is included in the Americas segment. -

Other Acquisitions—Business Combinations. During the year ended December 31, 2011, the. Company acquired
three other companies, which were accounted for as business combinations. The total purchase price for these
acquisitions was $72 million. The total cash consideration of $72 million less cash acquired of $3 million
resulted in a net cash outlay of $69 million. Of the total purchase price, $49 million was allocated to goodwill,
$26 million to amortizable intangible assets, $3 million to cash acquired, and $6 million to net assumed
liabilities. Goodwill represents the excess of the purchase price over the fa1r value of the net tangible and
intangible assets acquired and is not deductible for tax purposes.
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The Company’s business' combinations completed in 2011 did not have a material impact on the Company’s
consolidated financial statements; and therefore pro forma disclosures have not-been presented.

Note 4 INVESTMENTS IN EQUITY INTERESTS

As of December 31, investments in equity interests consrsted of the followmg (dollars in thousands)

’ Percent

2010 2011 Ownership

ALDADA GIOUD . .+ e evvee e e e e $2,280,602  $2,521,825 2%
Yahoo Japan ........... e ceveeen. 1731287 2219946  35%
Other ....... fenre e r e s e e U ' — 7273 35%

Total ..o e $4,011,889 $4,749,044

Equity Investment in Alibaba Group. On October 23, 2005, the Company acquired approximately 46 percent of
the. outstanding common. stock .of Alibaba Group Holding Limited (“Alibaba Group”), which represented
approximiately 40 péercent on a fully diluted basis, in exchange for $1.0 billion in cash, the contribution of the
Company’s China-based businesses, including 3721 Network Software Company Limited (“Yahoo! China”), and
direct transaction costs of $8. million. Another investor in Alibaba Group is Softbank Corp., a Japanese
corporation (“Softbank™). Alibaba Group is a privately-held company. Through its investment in Alibaba Group,
the Company combined its search capabilities with Alibaba Group’s leading online marketplace and online
payment system and Alibaba Group’s strong local presence, expertise, and vision in the China market. These
factors contributed to a purchase price in excess of the Company’s share of the fair value of Alibaba Group’s net
tangible and 1ntang1b1e assets acquired resulting in goodwill. As discussed below, following a restructuring in the
ownership of Alibaba Group’s online payment system business, Alipay.com Co., Ltd. (“Alipay”), and the
termination of certain control agreements, Alipay was deconsolidated from Alibaba Group in the first quarter of
2011. Alibaba Group continues to receive payment processing services on preferential terms from Alipay and its
subsidiaries in accordance with a long-term agreement. See “Framework Agreement with Alibaba Group
regarding' Alipay’” below.

The investment in Alibaba Group is being accounted for using the equity method, and the total investment,
including net tangible assets, identifiable intangible assets and.goodwill, is classified as part of investments in
equity interests on the Company’s consolidated balance sheets. The Company records its share of the results of
Alibaba Group and any related amortization expense, one quarter in arrears, within earnings in equity interests in
the consolidated statements of income. ‘The Company recorded a dilution gain of $25 million, net of tax of $15
million, in earnings in equity interests related to the dilution of the Company’s ownersh1p interest in Alibaba
Group primarily as a result of option exercrses and the sale of stock to Alibaba Group employees during its
quarter ended June 30, 2011 at an average price hlgher than the Company s invested cost per share.

The Company s initial purchase prrce was based on acquiring a 40 percent equlty interest in Alibaba Group on a
fully diluted ba31s ‘however, the Company acquired a 46 percent interest based on outstanding shares. In
allocating the initial excess of the carrying value of the investment in Alibaba Group over its proportionate share
of the net assets of Alibaba Group, the Company allocated a portion of the excess to goodwill to account for the
estimated reductions in the carrying value of the investment in Alibaba that may occur as the Company s equity
interest is diluted to 40 percent based on specific events anticipated at the time. As of December 31, 2010 and
2011, the Company’s ownershlp interest in Alibaba Group was approximately 43 percent and 42 percent,
respectively.
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As of December 31, 2011 the difference between the Company’s carrying value of its investment in Alibaba
Group and its proportionate share of the net assets of Alibaba Group is summarized as follows (in thousands):

Carrying value of investment in AlibabaGroup ....................... heeer e e, $2,521,825
Proportionate share of Alibaba Group stockholders’ equity ................... e 1,843,970

Excess of carrying value of investment over proportionate share of Alibaba Group’s
StOCKhOLAErs” EqUILY(*) . .o .ottt it e e e e $ 677,855

(*) The excess carrying value has been primarily assigned to goodwill.

The amortizable intangible assets included in the excess carrying value have useful lives not exceeding seven
years and a weighted average useful life of approximately five years. Goodwill is not deductible for tax purposes.
The following table presenis Alibaba Group’s U.S. GAAP financial information, as derived from the Alibaba
Group financial statements (in thousands):

Twelve Months Ended September 30,

- 2009 ' 2010 - 2011
Operating data®™: . _ v o o
Revenue ..................... e . eeeeeeea.. $730336 $1,298,229 $2,344,973
Gross proﬁt P e P $534,974 $ 986,455 $1,563,979
(Loss) income from operatlons ................... eeieeea.. $(39460) $ (14355) $ 325,343
Net (1088) INCOME ... v vttt tes et ierinnennnns $(19.932) $ 42463 $ 339,552
Net (loss) income attrrbutable to Alibaba Group .......... e $ (57,346) $ (10, 743) $ 268,004

September 30, September 30,
2010 2011

Balance sheet data®™: : : o :
‘Current assets .. ... S R A e $4,399,571  $3,491,753

Long-term assets . .......oouiniiiiitii i i e e $2,436,976  $2,993,329
Current liabilities .......... ..o oo i e e $2,660,043  $1,562,840
Long-term liabilities ... .. .. .oiv it e, e o000 % 58,679 $ 134,160
Non-voting participating redeemable securities ....... Cesel e T % 80 $ 1415
Noncontrolhngmterests...‘..;'..-.........-...................':...f..‘.. $ 338,419 $§ 406,805

® To expedite obtaining an essential regulatory license, the ownership of Alibaba Group’s online payment
business, Alipay, was restructured so that 100 percent of its outstandmg shares are held by a Chinese
domestic company, which is majority owned by Alibaba Group’s chief executlve officer, and certain control
agreements were terminated which resulted in the deconsolidation of Alipay in the ﬁrst quarter of
2011. Accordingly, the Alibaba Group consolidated financial statements as of and for the nine months ended
September 30, 2011 do not include the results of Alipay, nor do they include the net assets of Alipay as of
and for the nine months ended September 30, 2011. As of September 30 2010, the consohdated current
assets and current liabilities of Ahbaba Group both include $1.6 bﬂhon of cash collected from purchasers and
to be remitted to sellers. These amounts are no longer included in the consolidated balance sheet as of
September 30, 2011. The 1mpact of the deconsohdat1on of Ahpay was not matenal to the Company s
financial statements

Since acquiring its interest in Alibaba Group, the Company has recorded, in retained earnings, cumulative
earnings in equity interests, net of tax, of $350 million and $440 million, respectively as of December 31, 2010
and 2011.

The Company also has commercial arrangements with Alibaba Group to provide technical, development, and
advertising services. For the years ended December 31, 2010 and 2011, these transactions were not material.
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Framework Agreement with Alibaba Group regarding Alipay. On July 29, 2011, the Company entered into a
Framework Agreement (the “Framework Agreement”), with Alibaba Group, Softbank, Alipay, APN Lid., a
company organized under the laws of the Cayman Islands (“IPCo”), Zhejiang Alibaba E-Commerce Co., Litd., a
limited liability company organized under the laws of the People’s Republic of China (“HoldCo”’), Jack Ma Yun,
Joseph C. Tsai and certain security holders of Alipay or HoldCo as joinder parties.

Alipay, formerly a subsidiary of Alibaba Group, is a subsidiary of HoldCo, which is majority owned by Mr. Ma.
IPCo is a special purpose entity formed in connection with the Framework Agreement which at the time of
consummation of the transactions under the Framework Agreement is owned by Mr. Ma and Mr. Tsai. The
transactions under the Framework Agreement closed on December- 14, 2011.

Pursuant to the terms of the Framework Agreement the parties have agreed, among other things, that:

(1) Upon a Liquidity Event (as defined below), HoldCo will pay to Alibaba Group 37.5 percent of the equity
value of Alipay (the “Liquidity Event Payment”), less $500 million (i.e., the principal amount of the IPCo
Promissory Note as described below). The Liquidity Event Payment plus $500 million must in the aggregate not
be less than $2 billion and may not exceed $6 billion, subject to certain increases and additional payments.if no
Liquidity Event has occurred by the sixth anniversary of the consummation of the transactions (the “closing”).
“Liquidity Event” means the earlier to occur of (a) a qualified initial public offering of Alipay, (b) a transfer of
37.5 percent or more of the securities of Alipay; or (c) a sale of all or substantially all of the assets of Alipay. If a
Liquidity Event has not occurred by the tenth anniversary of the closing, Alibaba Group will have the right to
cause HoldCo to effect a Liquidity Event, provided that the equity value or enterprise value of Alipay at such
time exceeds $1 billion, and in such case, the $2 billion minimum amount described above will not apply to a
Liquidity Event effected by means of a qualified initial public offering, a sale of all of the securities of Alipay, or
a sale of all or substantially all of the assets of Alipay.

(2) Alibaba Group and Alipay have entered into a long-term agreement pursuant to which Alibaba Group will
receive payment processing services on preferential terms from Alipay and its subsidiaries. The fees to be paid
by Alibaba Group and its subsidiaries to Alipay for the services provided under such agreement take into account
Alibaba Group and its subsidiaries’ status as large volume customers and will be approved on an annual basis by
the directors of Alibaba Group designated by Yahoo! and Softbank.

(3) Alibaba Group has licensed to Alipay certain intellectual property and technology and perform certain
software technology services for Alipay and in return Alipay pays to Alibaba Group a royalty and software
technology services fee, which consists of an expense reimbursement and a 49.9 percent share of the
consolidated pre-tax income of Alipay and its subsidiaries. This percentage will decrease upon certain dilutive
equity issuances by Alipay and HoldCo; provided, however, such percentage will not be reduced below 30
percent. This agreement will terminate upon the earlier to occur of (a) such time as it may be required to be
terminated by applicable regulatory authorities in connection with a qualified initial public offering by Alipay
and (b) the date the Liquidity Event Payment, the IPCo Promissory Note (as defined below) and certain related
payments have been paid in full.

(4) IPCo has issued to Ahbaba Group a non-interest bearing promissory note in the principal amount of $500
million with a seven year maturity (the “IPCo Promissory Note”).

(5) The 1PCo Promissory Note, the Liquidity Event Payment and certain other payments are secured by a pledge
of 50,000,000 ordinary shares of Alibaba Group which.have been contributed to IPCo by Mr. Ma and Mr. Tsai,
as well as certain other collateral which may be pledged in the future.

(6) Yahoo!, Softbank, Alibaba Group, HoldCo, Mr. Ma and Mr. Tsai have entered into an agreement pursuant to
which (a) the Alibaba Group board of directors ratified the actions taken by Alibaba Group in connection with

the restructuring of the ownership of Alipay and the termination of certain control agreements which resulted in
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the deconsolidation of Alipay; and (b) the Company, Softbank and Alibaba Group released claims against
Alibaba Group, Alipay, HoldCo, Mr. Ma, Mr. Tsai and certain of their related parties (including Alibaba Group’s
directors in their capacity as such) from any and all claims and liabilities, subject to certain limitations, arising
out of or based upon such actions.

The Company is evaluating the impact of the Framework Agreement on the Company’s consolidated financial
statements as the Company records its share of the results of Alibaba Group and any related -amortization
expense, one quarter in arrears, within earnings in equity interests in the consolidated statements of income:

Equity Investment in Alibaba.com Limited. As part of the IPO of Alibaba.com, the Company purchased an
approximate 1 percent interest in the common stock of Alibaba.com. This investment was accounted for using
the equity method, consistent with the Company’s investment in Alibaba Group, which holds the controlling
interest in Alibaba.com. In September 2009, the Company sold its direct investment in Alibaba.com for net
proceeds. of $145 million and recorded a pre-tax gain of $98 million in other income, net.

Equity Investment in Yahoo Japan. During April 1996, the Company ‘signed a joint venture agreement with
Softbank, which was amended in September 1997, whereby Yahoo Japan Corporation (“Yahoo Japan™) was
formed. Yahoo Japan was formed to establish and manage a local version of Yahoo! in J apan

The investment in' Yahoo Japan is being accounted for using the equity method and the total investment,
including net tangible assets, identifiable intangible assets and goodwill, is classified as part of the investments in
equity interests balance on the Company’s consolidated balance sheets. The Company records its share of the
resuits- of Yahoo Japan and any related amortization expense, one quarter in arrears, within earnings in equity
interests in the consolidated statements of income.

The Company makes adjustments to the earnings in equity interests line in the consolidated statements of income
for any-differences between U.S. GAAP and accounting principles generally accepted in Japan (“J apanese
GAAP”) the standards by which Yahoo Japan’s financial statements are prepared

During the year ended-December 31, 2011, the Company recorded $33 million in U.S. GAAP adjustmerits to
Yahoo Japan’s net income to reflect the Company’s 35 percent share of non-cash losses related to impairments of
assets held by Yahoo Japan. The $33 million recorded during the year ended December 31, 2011 primarily
includes $7 million related to the Company’s share of a non-cash loss in connection with an impairment of assets
held by Yahoo Japan in the second’quarter of 2011 and a $26 million, U.S. GAAP adjustment to Yahoo Japan’s
net income in the first quarter of 2011 to reflect the Company’s share of an other-than-temporary impairment of a
cost method investment of Yahoo Japan that resulted pnmanly from reductions in the prOJected operating results
of the Yahoo J apan investee. , ‘

The fair value of the Company’s approximate 35 percent ownership in the common stock of Yahoo Japan, based
on the quoted stock price, was approximately $6 billion as of December 31, 2011. :

As of December 31, 2010 and 2011, the Company’s ownership interest in Yahoo Japan was approximately 35
percent. Prior to and during 2001, Yahoo Japan acquired the Company’s equity interests in certain entities in
Japan for total consideration of approximately $65 ‘million, paid partially in shares of Yahoo Japan common
stock and partially in cash. As a result of the acquisition, the Company increased its investment in Yahoo Japan,
which resulted in approximately $41 million of goodwill. The carrying value of the Company’s investment in
Yahoo Japan differs from the amount of the underlying equity in net assets of Yahoo Japan primarily as a result
of the goodwill resulting from these transactions. Goodwill is not deductible for tax purposes.

During the years ended December 31, 2009, 2010 and 2011, the Company received cash dividends from Yahoo
Japan in the amounts of $26 million, $61 million, and $75 million, net of tax, respectlvely, whlch were recorded

as reductions in the Company’s investment in Yahoo Japan.
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The following tables present summarized financial information derived from Yahoo Japan’s consolidated
financial statements, which are prepared on the basis of Japanese GAAP. The Company has made adjustments to
the Yahoo Japan financial information to address differences between Japanese GAAP and U.S. GAAP that

materially impact the summarized financial information.below. Due to these adjustments, the Yahoo Japan
summarized financial information nresented below ig not mofnﬁall}r different than ench information ?resented on

DAALLILA S L AAL HHY PAVOVLWG UVaUYY 10 1aUL aaidivi i ALaVAVALY Laadeas Dl AiaaULiaduaas

the basis of U.S. GAAP.

Twelve Months Ended September 30,

2009 2010 . 2011
Operating data: . , :
REVENUE .. oottt ittt ettt et e evee e ... - $3,172,106 $3,563,989 $3,988,377
Gross Profit . ..ouuvvvnrr ettt e $2,652,513 $2,882,992 $3,311,357
Income from operations .............c.ciiiiiiiiiiianeenn, $1,443,374 $1,679,221 $1,963,924
NetinComMeE . ..vvivtir ettt e iiiee et iae e eneannaanns $ 813,759 $ 981,388 $1,114,637
Net income attributable to Yahoo Japan ...................... $ 810,059 $ 975,715  $1,108,390
September 30,
2010 2011
Balance sheet data:
CUITENE ASSEES & oo e e e iie it et ierieneennns P $2,332,325 - $3,622,833
" LONG-LEITI ASSEES . .+ . e v e vte ettt e et e e e e e L $2,679,566  $2,907,062
TCurrent HADITIEIES « . . o oo oot et et e e e e e e $ 938,985 $1,117,773
Long-term liabilities ........... ... 0o iiiiiii ittt $ 30,132 $ 36,009
Noncontrolling interests .. ... .. .....outttereeeeeeeeeerrrnnrnerninnnns $ 28774 $ 31,102

Since acquiringits equity interest in' Yahoo Japan, the Company has recorded cumulative earnings in equity
interests, net of dividends received and related taxes on dividends, of $1.5 billion and $1.9 billion as of
December 31, 2010 and 2011, respectively.

Under technology and trademark license and other commercial arrangements with Yahoo Japan, the Company
records revenue from Yahoo Japan based on a percentage of revenue earned by Yahoo Japan. The Company
recorded revenue from Yahoo Japan of approximately $303 million, $308 million, and $287 million,
respectively, for the years ended December 31, 2009, 2010, and 2011. As of December 31, 2010 and 2011, the
Company had net receivable balances from Yahoo Japan of approximately $40 million and $42 million,
respectively. h

Note 5 GOODWILL

The changes in the carrying amount of goodwill for the yearé ended December 31, 2010 and 2011 were aé
follows (in thousands): ' .

Americas® EMEA®  Asia Pacific® = Total

Net balance as of January 1,2010 ..................... $2,626,115 $618435 $395,823  $3,640,373
Acquisitions and other® .................... ... ... 44,386 (1,098) (318) 42,970
Foreign currency translation adjustments ............. . 805 (32,277) . 29,774 (1,698)

Net balance as of December 31,2010 .............. $2,671,306 $585,060 $425279 . $3,681,645
Acquisitions and other® . ............... .. iveean.. 197,654 —_— 22,294 219,948
Foreign currency translation adjustments ............... (2,595) (3.,537) 5,291 (841)

Net balance as of December 31,2011 .............. $2,866,365 $581,523 $452,864  $3,900,752

) Gross goodwill balances for the Americas segment were $2.6 billion as of January 1, 2010 and $2.9 billion as
of December 31, 2011.
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@ Gross goodwill balances for the EMEA segment were $1.1 billion as of both January 1, 2010 and
December 31, 2011. The EMEA segment includes accumulated impairment losses of $488 million as of both
January 1, 2010 and December 31, 2011.

® Gross goodwill balances for the Asia Pacific (‘“APAC”) segment were $0.5 billion as of both January 1, 2010
and December 31, 2011. The APAC segment includes accumulated impairment losses of $64 million as of
both January 1, 2010 and December 31, 2011.

@ Acquisitions and other for the year ended December 31, 2010 includes reductions of $19 million and $41
million, respectively, of goodwill in the Americas segment related to the sales of Zimbra, Inc. and HotJobs.

®  Acquisitions and other for the year ended December 31, 2011 includes additions of $198 million and $22
million, respectively, of goodwill in the Americas and Asia Pacific segments.

Note 6 INTANGIBLE ASSETS, NET

The following table summarizes the Company’s carrying amount of intangible assets, net (in thousands):’

December 31, 2010
Gross Carrying Accumulated
Amount Amortization(*) Net
Customer, affiliate, and advertiser related relationships ........... $132,298 $ (70,194) $ 62,104
Developed technology and patents ....................o.oo... 393,036 (225,139) 167,897
Trade names, trademarks, and domainnames ................... 69,346 43,477) 25,869
Total intangible assets,net . ..............covvevnnennn.. $594,680 $(338,810) $255,870
December 31, 2011
‘Gross Carrying  Accumulated
Amount Amortization(*) Net
Customer, affiliate, and advertiser related relationships ........... $178,489 $ (84,806) $ 93,683
Developed technology and patents ........................... 376,561 (238,893) 137,668
Trade names, trademarks, and domainnames ................... 71,685 (48,436) 23,249
Total intangible assets, Nt . . . ... oovvtnnverneeiveeerann.s $626,735 $(372,135)  $254,600

(V*) Foreign currency translation adjustments, reflecting movement in the currencies of the underlying enﬁties,
totaled approximately $18 million as of both December 31, 2010 and 2011.

The intangible assets have estimated useful lives as follows:

¢ Customer, affiliate, and advertiser related relationships—two to eight years;

¢ Developed technology and patents—less than one year to eight years; and

¢ Trade names, trademarks, and domain names—one year to indefinite lived.

The Company recognized amortization expense of intangible assets of approximately $184 million, $127 million,

and $118 million for 2009, 2010, and 2011, respectively, including $145 million, $96 million, and $84 million,

respectively, included in cost of revenue. Based on the current amount of intangibles subject to amortization, the

estimated amortization expense for each of the succeeding years is as follows: 2012: $103 million; 2013:
$62'million; 2014: $42 million; 2015: $22 million; 2016: $5 million; and cumulatively thereafter: $5 million.
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Note 7 CONSOLIDATED FINANCIAL STATEMENT DETAILS
Other income, net
Other income, net for 2009, 2010, and 2011 were as follows (in thousands):

2009 2010 2011
Interest and investment iNCOME . . ... ottt n et et e e e $ 22,116 $ 23,062 $18,920
Gain on sales of marketable equity securities ........................... 164,851 — —
Gainonsale of Zimbra, Inc. . .. ... i —_— 66,130 —_
Gainonsale of HotJobs .. ... ... i —_ 186,345 —
Other . .o 561 22,332 8,255
Total otherincome, net ... ...t $187,528 $297,869 $27,175

Interest and investment income consists of income earned from cash in bank accounts and investments made in
marketable debt securities and money market funds.

Gains on sales of marketable equity securities include gains from sales of publicly traded companies. In May
2009, the Company sold all of its Gmarket shares for net proceeds of $120 million and recorded a pre-tax gain of
$67 million. In September 2009, the Company sold its direct investment in Alibaba.com for net proceeds of $145
million and recorded a pre-tax gain of $98 million.

In February 2010, the Company sold Zimbra, Inc. for net proceeds of $100 million and recorded a pre-tax gain of
$66 million. In August 2010, the Company sold HotJobs for net proceeds of $225 million and recorded a pre-tax
gain of $186 million.

Other consists of foreign exchange gains and losses due to re-measurement of monetary assets and liabilities
denominated in non-functional currencies, gains/losses from sales of marketable debt securities -and/or
investments in privately-held companies, changes in the fair value of the foreign currency forward contract, and
other non-operating items.

Prepaid expenses and other current assets

As of December 31, prepaid expenses and other current assets consisted of the following (in thousands):

2010 2011

Prepaid eXpenses . .. ..ot $ 61,964 $ 81,880
Deferred income taxes (NOt€ Q) ... ..ottt i 148,648 128,581
Other receivables non-trade . ............o ittt 71,288 5,292
Other .......... 150,660 143,730

Total prepaid expenses and other current assets ...................c.oouveo.... $432,560 $359,483
Property and equipment, net
As of December 31, property and equipment, net consisted of the following (in thousands):

2010  20u
Land ... $ 208481 $ 217,970
Buildings . .. ... 494,065 611,033
Leasehold improvements . ............. ... oot 268,808 313,925
Computers and equipment® .. ... .. 1,884,670 2,015,481
Furniture and fixtures . ......... .. 68,082 74,357
ASSELS NOL YL AL USE . .\ ottt e et e e e e e 175,830 169,998
3,099,936 3,402,764

Less: accumulated depreciation and amortization® . ......................... (1,446,514) (1,671,876)

Total property and equipment, net ..............c.c.ooiiiininnnnnnnnn.. $ 1,653,422 $ 1,730,888




 Includes data center equipment acquired under a capital lease of approximately $40 million and $41 million,
respectively, as of December 31, 2010 and 2011.

@ Includes $9 million and $13 million of accumulated depreciation and $2 million and $4 million of
accumulation amortization related to the capital lease as of December 31, 2010 and 2011, respectively.

Other long-term assets

As of December 31, other long-term assets consisted of the following (in thousands):

2010 2011
Deferred income taxes (NOIE Q) ... oottt ittt ittt iae e $ 42,960 $ 42,392
Investments in privately-held companies ............. ... ..l 45,013 30,846
Investments in publicly-held companies . ... 1,469 783
0 73 17=7 P 145,694 146,607
Total other 1ong-term assets ... ... ...t vrnverineeeinerenneeenneeeennos $235,136  $220,628

Accrued expenses and other current liabilities

As of December 31, accrued expenses and other current liabilities consisted of the following (in thousands):

2010 2011

Accrued content, connection, traffic acquisition, and othercosts ................... $ 271,354 $140,147
Deferred income taxes (NOIE 9) . . ..ottt i i i ittt een 1,923 1,812
Accrued compensation and related expenses ........... ... il 368,368 330,593
Accrued taxes payable . ... ... i e 28,031 10,891
Accrued professional SErvice EXPEeNSeS ... ........evriiineerreriinaneesieiaian 66,803 70,769
Accrued sales and marketing related €Xpenses ............c..i ity - 28,564 19,058
Accrued 1estructuring COStS . ... oottt it it et 58,125 27,453
Current liability for uncertain tax contingencies ............. .. ... 111,997 —
Other ........coovvnunnnn. e e e e e 273,627 245,321

Total accrued expenses and other current liabilities ......................... $1,208,792 $846,044

Deferred and other long-term tax liabilities, net

As of December 31, deferred and other long-term tax liabilities, net consisted of the following (in thousands):

2010 2011
Deferred INCOMIE tAKES -« v vt et ettt ettt e ettt e $199,011 - $407,847
Long-term liability for uncertain tax contingencies(*) ..., 307,647 407,687
Total deferred and other long-term tax liabilities, net Note 9) .................. $506,658 $815,534

(*) Includes interest and penalties.
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Accumulated other comprehensive income

As of December 31, the components of accumulated other comprehensive income were as follows
(in thousands):

2010 2011
Unrealized gains (losses) on available-for-sale securities, netoftax .................. $ 8,734 $ (7,538)
Foreign currency translation, net Of taX . .......vvttnr il e et 495,520 705,407

Accumulated other comprehensiveincome ................. ... ..ciiiiiii... $504,254 $697,369

Note 8 INVESTMENTS

The following tables summarize the investments in available-for-sale securities (in thousands):

December 31, 2010
Gross Gross Gross
Amortized Unrealized  Unrealized Estimated
Costs Gains Losses Fair Value
Government and agency Securities ..................... $1,353,064  $1,513 $ (514) $1,354,063
Municipalbonds ........... .. ... .. i 6,609 8 = 6,617
Corporate debt securities, commercial paper, and bank
certificates of deposit .. ....... ..., 740,043 1,608 (76) 741,575
Corporate equity SECUMties ............coveuureennnnn. 2,597 —_— (1,128) 1,469
Total investments in available-for-sale securities .. .... $2,102,313  $3,129 $(1,718) $2,103,724
December 31, 2011
Gross Gross Gross
Amortized Unrealized Unrealized Estimated
Costs Gains Losses Fair Value
Government and agency securities ........................ $599,582  $1,054 $ (172) $600,464
Corporate debt securities, commercial paper, and bank : :
certificates of deposit .............. ... ... oL 366,264 1,025 (226) 367,063
Corporate equity securities ...............cccvveernnen. .. 2,761 — (1,978) 783
Total investments in available-for-sale securities ......... $968,607  $2,079 $(2,376) $968,310
December 31,
2010 2011
Reported as: ‘
Short-term marketable debt securities . ...........outie i $1,357,661 $493,189
Long-term marketable debt securities ...................coiiiiiiiiiinn... 744,594 474,338
(01T YT 1 1,469 . 783
Total ... e e $2,103,724 -$968,310

Available-for-sale securities included in cash and cash equivalénts on the consolidated balance sheets are not
included in the table above as the gross unrealized gains and losses were immaterial for both 2010 and 2011 as
the carrying value approximates fair value because of the short maturity of those instruments.
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The contractual maturities of available-for-sale marketable debt securities were as follows (in thousands):

December 31,
2010 2011
Due Within 0N YEar ... ...ttt ettt et e $1,357,661 $493,189
Due after one year through fiveyears ............... ..oty e 744,594 474,338
Total available-for-sale marketable debt securities . .............cocvreenvnn.. $2,102,255 $967,527

The following tables show all investments in an unrealized loss position for which an other-than-temporary
impairment has not been recognized and the related gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized loss
position (in thousands):

December 31, 2010
Less than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
Government and agency securities ........ $539,287 $ (514) $ — $ — $539.287 $ (514)
Corporate debt securities, commercial paper,
and bank certificates of deposit ......... 153,209 (75) 6,006 (1) 159,215 (76)
Corporate equity securities .............. 1,469 (1,128) — — 1,469 (1,128)
Total investments in available-for-sale
securities ... $693,965  $(1,717) $6,006 $ (1) $699,971 $(1,718)
December 31, 2011
Less than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
Government and agency securities ........ $138,755 $(172) $ — $ —  $138,755 $ (172)
Corporate debt securities, commercial
paper, and bank certificates of deposit ... 123,574 (226) — — 123,574 (226)
Corporate equity securities . ............. — — 783 (1,978) 783 (1,978)
Total investments in available-for-sale

Securities .. ........ . iiiiiat, $262,320  $(398) $ 783 $(1,978) $263,112 $(2,376)

The Company’s investment portfolio consists of liquid high-quality fixed income government, agency,
municipal, and corporate debt securities, money market funds, and time deposits with financial institutions.

Investments in both fixed rate and floating rate interest earning instruments carry a degree of interest rate risk.
Fixed rate securities may have their fair market value adversely impacted due to a rise in interest rates, while
floatirig rate securities may produce less income than expected if interest rates fall. Fixed income securities may
have their fair market value adversely impacted due to a deterioration of the credit quality of the issuer. The
longer the term of the securities, the more susceptible they are to changes in market rates. Investments are
reviewed periodically to identify possible other-than-temporary impairment. The Company has no current
requirement or intent to sell these securities. The Company expects to recover up to (or beyond) the initial cost of
investment for securities held.

The FASB’s authoritative guidance on fair value measurements establishes a framework for measuring fair value
and requires disclosures about fair value measurements by establishing a hierarchy that prioritizes the inputs to
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valuation techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurements) and lowest priority to
unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are described below:

Basis of Fair Value Measurement

Level 1 Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active
markets.

Level2 Inputs reflect quoted prices for identical assets or liabilities in markets that are not active; quoted prices
for similar assets or liabilities in active markets; inputs other than quoted prices that are observable for
the asset or the liability; or inputs that are derived principally from or corroborated by observable
market data by correlation or other means.

Level 3 Unobservable inputs reflecting the Company’s own assumptions incorporated in valuation techniques
used to determine fair value. These assumptions are required to be consistent with market participant
assumptions that are reasonably available.

The following table sets forth the financial assets, measured at fair value, by level within the fair value hierarchy
as of December 31, 2010 (in thousands):

. Fair Value Measurements at Reporting Date Using
Assets Level 1 Level 2 Total

Money market funds®. .. ... ... .. .. . $291,268 $ — $ 291,268

Available-for-sale securities:
Government and agency securities®) ... .................. — 1,401,991 1,401,991
Municipal bonds® .. ... ... . .. —_ 26,269 26,269
Commercial paper and bank certificates of deposit® . . ... ... — 218,485 218,485
Corporate debt securities® ................. 000, — 576,378 576,378
Available-for-sale securities at fairvalue ............. $291,268 $2,223,123- $2,514,391
Corporate equity securities® . ......................... 1,469 — 1,469
Total assets at fairvalue .......................... $292,737 $2,223,123  $2,515,860

() The money market funds, government and agency securities, municipal bonds, commercial paper and bank
certificates of deposn and corporate debt securities are classified as part of either cash and cash equivalents
or investments in marketable debt securities in the consolidated balance sheet.

@ The corporate equity securities are classified as part of the other long-term assets in the consolidated balance
sheet.

The amount of cash and cash equivalents as of December 31, 2010 includes $1.1 billion in cash deposited with
commercial banks, of which $425 million are time deposits.
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The following table sets forth the financial assets and liabilities, measured at fair value, by level within the fair
value hierarchy as of December 31, 2011 (in thousands):

Fair Value Measurements at Reporting Date Using

Assets Level 1 Level 2 Total
Money market funds® .. ... ... i $418,338 5 — $ 418,338
Available-for-sale securities:
Government and agency securities® . ................... — 617,316 617,316
Commercial paper and bank certificates of deposit® ...... — 47,904 47,904
Corporate debt securities® ....... ... v — 318,805 .- 318,805
Available-for-sale securities at fair value ............ $418,338 $984,025 $1,402,363
Corporate equity securities® .......... ... ... o 783 —_ 783
Lisbilities '
_ Foreign currency derivative contracts® ,............ e ' —_ 2,817) 2,817)
Total assets and liabilities at fair value .............. - $419,121 '$981,208 ~ $1,400,329

) The money market funds, government and agency securities, commercial paper and bank certificates of
deposit, and corporate debt securities are classified as part of either cash and cash equivalents or investments
in marketable debt securities in the consolidated balance sheet.

@' The corporate equity secunt:es are classified as part of the other long-term assets in the consolidated balance
sheet.

@ Foreign currency derivative contracts are classified as part of either other current assets or other current
11ab111t1es in the consolidated balance sheet. v

The amount of cash and cash equivalents as of December 31, 2011 1nc1udes $1 1 billion in cash deposited with
commercial banks, of which $217 million are time deposits.

The fair values of the Company’s Level 1 financial assets are based on quoted market prices of the identical
underlying security. The fair values of the Company’s Level 2 financial assets and liabilities are obtained from
readily-available pricing sources for the identical underlying security that may not be actively traded. The
Company utilizes a pricing service to assist in obtaining fair value pricing for the majority of its Level 2
investment portfolio. The Company conducts reviews on a quarterly basis to verify pricing, assess liquidity, and
determine if mgmﬁcant inputs have changed that would impact the fair value hierarchy disclosure. During the
year ended December 31, 2011, the Company did not make significant transfers between Level 1 and Level 2
assets. As of December 31, 2010 and December 31, 2011, the Company did not have any significant Level 3
financial assets.

Note 9 INCOME TAXES

The components of income before income taxes and earnings in equity interests are as follows (in thousands):

Years Ended December 31,
2009 2010 2011
United SEALES . . .o tii ittt et i i i $387,212 $ 872,042 $533,262
S0 (-4 1 187,008 198,351 294,254
Income before provision for income taxes and earnings in equity
e Lo 3 =] - P PP $574,220 $1,070,393 $827,516
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The provision (benefit) for income taxes is composed of the following (in thousands):

Years Ended December 31,
2009 2010 2011
Current: : '
~ United States federal ............c.oooeruinnes it $191,845 $ 26,342 $141,922
] 1 51,662 39,258  (11,037)
Boreign ..o, 66,376 43,341 40,490
Total current provision for incometaxes ...................... 309,883 108,941 171,375
Deferred:
United States federal ............ .. ... i, (32,385) 67,621 77,012
N 1 (58,660) 37,438 4,437
Foreign ... 483 7,523 (2,183)
Total deferred (benefit) provision for income taxes ............. (90,562) 112,582 70,392
Provision forincome taxes .. ..ol $219,321 $221,523 $241,767

The provision for income taxes differs from the amount computed by applying the federal statutory income tax
rate to income before provision for income taxes and earnings in equity interests as follows (in thousands):

Years Ended December 31,
2009 2010 2011

Income tax at the U.S. federal statutory rate of 35 percent ............... $200,976 $ 374,638 $289,630
State income taxes, net of federalbenefit .................coo .. ... 4,549) 54,268 4,627
Change in valuation allowance ...............coovuuurnnnnnnnnn... 13,521 (1,315) (5,975)
Stock-based compensation €Xpense . ............ .. 28,322 4,404 18,213
Research taxcredits ........... ... ... iiivnnennnni... PR (11,046)  (10,345) - (10,499)
Effect of non-U.S. operations . .. ... 20,126 (17,344)  (42,806)
Resolution with tax authorities .......... e e e e — (159,168) (14,685)
Tax gain in excess of book gain from sales of Zimbra, Inc. and HotJobs due

to basis differences ......................... R S — 23,184 —
Tax restructurmg ........... e e e e e -~ (25,583) (43,361) —
Other ...........c.ooviiiin... PR A S (2,446) (3,438) 3,262

Provision for income taxes . .............. P . $219,321 $221,523  $241,767

The 2011 differences above are further explainéd as follows:

* State taxes were higher in 2010 due to a reduction of deferred tax assets associated with an effective tax rate
reductlon in California that started in 2011.

* Stock-based compensation increases the Company’s effective tax rate to the extent that stock-based
compensation expense is recorded in the Company’s financial statements is non-deductible for tax purposes.
This primarily occurs with regard to options granted outside the U.S. :

* The Company’s effective tax rate in all periods is the result of the mix of income earned in various tax
jurisdictions that apply a broad range of income tax rates. In 2011, the Company received tax rulings in foreign
jurisdictions that provided favorable tax treatments.

* In 2010, the Company had a favorable resolution of certain issues in an IRS examination of its 2005 and 2006
U.S. federal income tax returns resulting in a reduction of reserves for tax uncertainties and the availability of
capital loss carryforwards to offset the tax on the gain from the sales of Zimbra, Inc. and HotJobs. In 2011, the
Company reached agreements with certain state tax authorities in connection with adjustments to income tax
returns for years prior to 2009. :
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« During 2010, in connection with tax restructuring activities, the Company reached a formal agreement with the
IRS through a pre-filing agreement to treat certain intercompany bad debts as deductible business expenses on
the 2009 federal income tax return.

Deferred income taxes reflect the tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. The components of
deferred income tax assets and liabilities are as follows (in thousands):

December 31,
2010 2011
Deferred income tax assets:
Net operating loss and tax credit carryforwards . .......... ... $ 152,138 - $ 152,810
Stock-based cOMpensation €XPENsSe . .. ....c.eeererruunnnn ettt 178,294 143,799
Non-deductible reserves and €XPeisSes « ..ot ve v errnereeenneeeaeeans 166,015 79,240
INtangible @SSets .. ...o ittt e - .9,283 6,632
Gross deferred income tax assets .............ooeoeiiiiiiin, 505,730 382,481
Valuation alloWanCe . . ... vv vttt ittt ittt e (60,176)  (53,140)
Deferred inCOmME taX @SSELS . . vt vt vt in v iie et eiia s $ 445,554 $ 329,341
Deferred income tax liabilities: _ ,
Unrealized investment gains . . . ..ottt $ 3,192 $ 3497
Purchased intangible aSSets ... .........coiiiiiiiiiiin i (11,050)  (36,127)
Investments in equity iNLErests ... ... ..vuuetter i (447,022) (535,396)
Deferred income tax liabilities .. .......ccovviueennvnen.., AR, $(454,880) $(568,026)
Net deferred income tax Habilities ... .....vvreetin et iaanenn. $ (9,326) $(238,685)

As of December 31, 2011, the Company’s federal and state net operating loss carryforwards for income tax
purposes were approximately $175 million and $141 million, respectively. The federal .and state net operating
loss carryforwards are subject to various limitations under Section 382 of the Internal Revenue Code -and
applicable state tax law. If not utilized, the federal and state net operating loss carryforwards will begin to expire
in 2021. The Company’s federal and state research tax credit carryforwards for income tax purposes are
approximately $70 million and $185 million, respectively. If not utilized, the federal research ‘tax credit
carryforwards will begin to expire in 2019. The state research tax credit can be carried forward indefinitely.
Federal and state net operating loss and tax credit carryforwards that result from the exercise of employee stock
options are not recorded on the Company’s consolidated balance sheets. Federal and state net operating loss and
tax credit carryforwards that result from the exercise of employee stock options are accounted for as a credit to
additional paid-in capital if and when realized through a reduction in income taxes payable.

The Company has a valuation allowance of approximately $53 million as of December 31, 2011 against certain
deferred income tax assets that are not more likely than not to be realized in future periods. In evaluating the
Company’s ability to realize its deferred income tax assets, the Company considers all available positive and
negative evidence, including operating results, ongoing tax planning, and forecasts of future taxable income on a
jurisdiction by jurisdiction basis. The valuation allowance as of December 31, 2011 relates primarily to foreign
net operating loss and credit carryforwards that will reduce the provision for income taxes if .and when
recognized.

The Company provides U.S. income taxes on the earnings of foreign subsidiaries unless the subsidiaries’
earnings are considered indefinitely reinvested outside the U.S. As of December 31, 2011, U.S. income taxes
were not provided for on a cumulative total of $3.2 billion of undistributed earnings for certain foreign
subsidiaries and a corporate joint venture. If these earnings were to be repatriated, the Company would be subject
to additional U.S. income taxes (subject to an adjustment for foreign tax credits). It is not practicable to
determine the income tax liability that might be incurred if these earnings were to be repatriated.
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The total amount of gross unrecognized tax benefits was $533 million as of December 31, 2011, of which up to
$427 million would affect the Company’s effective tax rate if realized. A reconciliation of the beginning and
ending amount of unrecognized tax benefits in 2010 and 2011 is as follows (in thousands):

2010 2011
Unrecognized tax benefits balance atJanwary 1..................cvvueeeeon.... $ 893,475 $ 597,055
Gross increase for tax positions of prior YOATS &+ ot e et e 44,978 21,001
Gross decrease for tax positions of prior years ...............cv.oeevuuneeeneian.. (370,363) (111,597)
Gross increase for tax positions of currentyear ................cvineeeni... 48,570 37,966
SetIEmMENtS . ..o vttt e (19,293) 9,617)
Lapse of statute of Hmitations ... ...........iniit ittt e, (312) (1,946)
Unrecognized tax benefits balance at December 31....... PP $ 597,055 $ 532,862

The total unrecognized tax benefits as of December 31, 2010 and 2011 include approximately $193 million and
$139 million, respectively, of unrecognized tax benefits that have been netted against the related deferred tax
assets. The remaining balances are recorded on the Company’s consolidated balance sheets as follows (in
thousands):

December 31,
2010 2011

Total unrecognized tax benefits balance ...............c..oureeriniinnnnnnnnn.. $ 597,055 $ 532,862
Amounts netted against related deferred tax assets ...........voverrrnrnrnnni (193,275) (139,258)
Unrecognized tax benefits recorded on consolidated balance sheets .. ............... $ 403,780 $ 393,604
Amounts classified as accrued expenses and other current liabilities ................ $ 111,997 $ —
Amounts classified as deferred and othe;r long-term tax liabilities,net ............... © 291,783 393,604
Unrecognized tax benefits recorded on consolidated balance sheets . . . . e, $ 403,780 $ 393,604

The Company recognizes interest and/or penalties related to uncertain tax positions in income tax expense. To the
extent accrued interest and penalties do not ultimately become payable, amounts accrued will be reduced and reflected
as a reduction of the overall income tax provision in the period that such determination is made. During 2010 and
2011, interest and penalties recorded in the consolidated statements of income were an increase of $4 million and a
decrease of $2 million, respectively. The amounts of accrued interest and penalties recorded on the consolidated
balance sheets as of December 31, 2010 and 2011 were approximately $16 million and $14 million, respectively.

The Company files income tax returns in the U.S. federal jurisdiction and in many U.S. states and foreign
Jurisdictions. The tax years 1995 to 2010 remain open to examination by the major taxing jurisdictions in which
the Company is subject to tax.

During the last quarter of 2011, the Company commenced discussions with the IRS Appeals Division to settle the
contested adjustments for certain intercompany transfer pricing matters from the 2005 and 2006 income tax
examination. While no agreement has been reached, the discussions are proceeding. If the matter is resolved on
the basis that is currently being discussed with the IRS, then the settlement will not cause the Company to have
tax exposure beyond what has already been prov1ded In addition, the Company’s 2007 and 2008 U.S. income tax
returns-are still under IRS examination.

As of December 31, 2011, the Company was also under audit by the Cahfomla Franchise Tax Board for its 2005
and 2006 tax returns. The Company believes its existing reserves for all tax matters are adequate.

The Company is in various stages of the examination and appeals process in connection with taxes in foreign
jurisdictions and it is difficult to determine when these examinations will be settled. It is reasonably possible that
over the next twelve-month period the Company may experience an increase or decrease in its unrecognized tax
benefits. It is not possible to determine either the magnitude or the range of any increase or decrease at this time.
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Note 10 STOCKHOLDERS’ EQUITY

The Board has the authority to issue up to 10 million shares of Preferred Stock and to determine the price, rights,
preferences, privileges, and restrictions, including voting rights, of those shares without any further vote or action
by the stockholders.

Stock Repurchases. The Company repurchases its common stock from time to time in part to reduce the dilutive
effects of its stock options, awards, and employee stock purchase plan.

In October 2006, the Board authorized a stock repurchase program allowing the Company to repurchase up to $3
billion of its outstanding shares of common stock from time to time over the five-year period following its
authorization, dependent on market conditions, stock price, and other factors. Under the program, repurchases
could take place in the open market or in privately negotiated transactions, including derivative transactions, and
could be made under a Rule 10b5-1 plan. The Company exhausted its authority to repurchase shares of the
Company’s common stock under this program in July 2010.

On June 24, 2010, the Board approved a new stock repurchase program. Under the new program, which expires
in June 2013, the Company is authorized to repurchase up to $3 billion of its outstanding shares of common stock
from time to time. The repurchases may take place in the open market or in privately negotiated transactions,
including derivative transactions, and may be made under a Rule 10b5-1 plan.

Under the October 2006 program, in the year ended December 31, 2009, the Company repurchased 7 million
shares of common stock directly at an average price of $15.31 per share, for total consideration of $113 million.
During the year ended December 31, 2010, 63 million shares were repurchased under the October 2006 program
for a total of $973 million, which exhausted the repurchase under the October 2006 program, and 56 million
shares were repurchased under the June 2010 program for a total of $776 million, resulting in aggregate
repurchases during the period of 119 million shares for a total of $1,749 million at an average price of $14.68 per
share. During the year ended December 31, 2011, 110 million shares were repurchased under the June 2010
program for a total of $1,619 million at an average price of $14.75 per share. As of December 31, 2011, the June
2010 program had remaining authorized purchase capacity of $605 million. . :

During the year ended December 31, 2010, the Company had repurchased and retired 335 million shares,
resulting in reductions of $0.3 million in common stock, $2.5 billion in additional paid-in capital, and $4.6 billion
in retained earnings. During the year ended December 31, 2011, the Company has repurchased and retired
82 million shares, resulting in reductions of $82 thousand in common stock, $643 million in additional paid-in
capital, and $559 million in retained earnings. Treasury stock is accounted for under the cost method.

Note 11  EMPLOYEE BENEFITS

Benefit Plans. The Company maintains the Yahoo! Inc. 401(k) Plan (the “401(k) Plan”) for its full-time
employees in the U.S. The 401(k) Plan allows employees of the Company to contribute up to the Internal
Revenue Code prescribed maximum amount. Employees may elect to contribute from 1 to 50 percent of their
annual compensation to the 401(k) Plan. The Company matches employee contributions at a rate of 25 percent,
up to the IRS prescribed amount. For 2009, employee contributions were fully vested, whereas vesting in
matching Company contributions occurred at a rate of 33 percent per year of employment. Beginning in 2010,
both employee and employer contributions vest immediately upon contribution. During 2009, 2010, and 2011,
the Company’s contributions to the 401(k) Plan amounted to approximately $18 million, $21 million, and $20
million, respectively. The Company also contributed approximately $20 million, $23 million, and $24 million to
its other retirement benefit plans outside of the U.S. for 2009, 2010, and 2011, respectively.

Stock Plans. The 1995 Stock Plan provides for the issuance of stock-based awards to-employees, including
executive officers, and consultants. The 1995 Stock Plan permits the granting of incentive stock options,
non-statutory stock options, restricted stock, restricted stock units, stock appreciation rights, and dividend
equivalents. :
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Options granted under the 1995 Stock Plan before May 19, 2005 generally expire 10 years after the grant date,
and options granted after May 19, 2005 generally expire seven years after the grant date. Options generally
become exercisable over a four-year period based on continued employment and vest either monthly, quarterly,
semi-annually, or annually.

The 1995 Stock Plan permits the granting of restricted stock and restricted stock units (collectively referred to as
“restricted stock awards”). The restricted stock award vesting criteria are generally the passing of time, meeting
certain performance-based objectives, or a combination of both, and continued employment through the vesting
period (which varies but generally does not exceed four years). Restricted stock award grants are generally
measured at fair value on the date of grant based on the number of shares granted and the quoted price of the
Company’s common stock. Such value is recognized as an expense over the corresponding service period.

The 1995 Stock Plan provides for the issuance of a maximum of 754 million shares of which 109 million shares
were still available for issuance as of December 31, 2011. Each share of the Company’s common stock issued in
settlement of “full-value awards” (which include all awards other than options and stock appreciation rights)
granted on or after June 25, 2009 under the 1995 Stock Plan is counted as 1.75 shares against the 1995 Stock
Plan’s share limit.

The Directors” Plan provides for the grant of nonqualified stock options and restricted stock units to
non-employee directors of the Company. The Directors’ Plan provides for the issuance of up to 8.8 million shares
of the Company’s common stock, of which approximately 5 million were still available for issuance as of
December 31, 2011. Each share of the Company’s common stock issued in settlement of restricted stock units
granted after the 2006 annual meeting of shareholders under the Directors’ Plan is counted as 1.75 shares against
the Directors’ Plan’s share limit.

Options granted under the Directors’ Plan before. May 25, 2006 generally become exercisable, based on
continued service as a director, for initial grants to new directors, in equal monthly installments over four years,
and for annual grants, with 25 percent of such options vesting on the one year anniversary of the date of grant
and the remaining options vesting in equal monthly installments over the remaining 36-month period thereafter.
Such options generally expire seven to 10 years after the grant date. Options granted on or after May 25, 2006
become exercisable, based on continued service as a director, in equal quarterly installments over one year. Such
options generally expire seven years after the grant date.

Restricted stock units granted under the Directors’ Plan generally vest in equal quarterly installments over a
one-year period following the date of grant and, once vested, are generally payable in an equal number of shares
of the Company’s common stock on the earlier of the end of the one-year vesting period or the date the director
ceases to be a member of the Board (subject to any deferral election that may be made by the director).

Non-employee directors are also permitted to elect an award of restricted stock units or a stock option under the
Directors’ Plan in lieu of a cash payment of fees for serving as chairperson of a committee of the Board. Such
stock options or restricted stock unit awards granted in lieu of cash for chairperson fees are fully vested on the
grant date.

Employee Stock Purchase Plan. The Company’s 1996 Employee Stock Purchase Plan (the “Employee Stock
Purchase Plan”) allows employees to purchase shares of the Company’s common stock through payroll
deductions of up to 15 percent of their annual compensation subject to certain Internal Revenue Code limitations.
The price of common stock purchased under the plan is equal to 85 percent of the lower of the fair market value
of the common stock on the commencement date of each 24-month offering period or the specified purchase
date.

The Employee Stock Purchase Plan provides for the issuance of a maximum of 75 million shares of common
stock of which 25 million shares were available as of December 31, 2011. For the years ended December 31,

2009, 2010, and 2011, stock-based compensation expense related to the activity under the plan was $55 million,
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$26 million, and $46 million, respectively. As of December 31, 2011, there was $46 million of unamortized
stock-based compensation:cost related to the Employee Stock Purchase Plan which will be recognized over a
weighted average period of 1.3 years.

The Company’s 1995 Stock Plan, the Directors’ Plan, and other stock-based award plans assumed through
acquisitions are collectively referred to as the “Plans.” Stock option activity under the Company’s Plans is
summarized as follows (in thousands, except years and per share amounts):

Weighted Average
Weighted Average Remaining
Exercise Price per Contractual Life Aggregate
Shares Share (in years) Intrinsic Value
Outstanding at December 31,2010 ............ 80,976 $22.02 3.87 $147,887
Optionsgranted .. ..................oouunn. " 6,838 $16.30 '
Optionsassumed .. ...............ooouu.. .. 992  $ 807
Options exercised® .. ...................... (72790 $9.84
Options cancelled/forfeited . . ............... L. (6,521 $15.45
Options expired . . ..., (12,567) $28.70
Outstanding at December 31,2011 ............ 62,439 $21.94 §_Z $ 80,211
Vested and expected to vest at December 31, :
2011 60,279 $21.98 m $ 77,136

Exercisable at December 31,2011 ............. 45,396 $24.38 g $ 49,840

(1 The Company issued new shares to satisfy stock option exercises.

@ The expected to vest options are the result of applying the pre-vesting forfeiture rate assumptions to total
outstanding options.

The weighted average grant date fair value of options granted in the years ended December 31, 2009, 2010, and
2011 was $5.59, $5.27, and $5.04 per share, respectively.

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value (the aggregate
difference between the closing stock price of the Company’s common stock on December 31, 2011 and the
" exercise price for in-the-money options) that would have been received by the option holders if all in-the-money
options had been exercised on December 31, 2011.

The total intrinsic value of options exercised in the years ended December 31, 2009, 2010, and 2011 was $51
million, $49 million, and $46 million, respectively.

As of December 31, 2011, there was $67 million of unamortized stock-based compensation expense related to
unvested stock options, which is expected to be recognized over a weighted average period of 2.0 years.

Cash received from option exercises and purchases of shares under the Employee Stock Purchase Plan for the
year ended December 31, 2011 was $156 million.

The total net tax benefit attributable to stock options exercised in the year ended December 31, 2011 was $58
million.
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The fair value of option grants is determined using the Black-Scholes option pricing model with the following
weighted average assumptions: :

Stock Options Purchase Plans®
Years Ended December 31,  Years Ended December 31,
2009 2010 2011 2009 2010 2011

Expected dividend yield® . .......................... 00% 00% - 00% 0.0%  0.0%  0.0%
Risk-free interestrate® .. ........................... 19% 1.6% 13% 27% 21% 13%
Expected volatility® . ............... ... ...... .. . ... 45.8% 34.7% 369% 63.2% 60.5% 35.6%
Expected life (inyears)® . ... ... ... ... oo 4.00  4.06 4.03 1.04 0.55 1.04

() The Company currently has no history or expectation of paying cash dividends on its common stock.

@ The risk-free interest rate is based on the U.S. Treasury yield for a term consistent with the expected term of
the awards in effect at the time of grant.

®) The Company estimates the volatility of its common stock at the date of grant based on the implied volatility
of publicly traded options on its common stock, with a term of one year or greater.

@ The expected life of stock options granted under the Plans is based on historical exercise patterns, which the
Company believes are representative of future behavior. New grants issued by the Company had an expected
life of 4 years in 2009, 4.5 years in 2010, and 4.25 years in 2011. Options assumed in acquisitions had
expected lives of less than 4 years. The expected life of options granted under the Employee Stock Purchase
Plan represents the amount of time remaining in the 24-month offering period.

® Assumptions for the Employee Stock Purchase Plan relate to the annual average of the enrollment periods.
Enrollment is currently permitted in May and November of each year.

Restricted stock awards activity for the year ended December 31, 2011 is summarized as follows (in thousands,
except per share amounts):

Weighted Average
Shares Grant Date Fair Value
Awarded and unvested at December 31,2010 . .............. 0.0 oror . 31,395 . $17.99
Granted . ......... . [ 25,044 $15.83
Assumed ... .. . 466 $15.74
VESIEA ..ot (7,913) $17.19
Forfeited ........ ... (10,217) $15.91

Awarded and unvested at December 31,2011 .............o'o oo, 38,775 $17.28

As of December 31, 2011, there was $287 million of unamortized stock-based compensation cost related to
unvested restricted stock awards, which is expected to be recognized over a weighted average period of 2.3 years.
The total fair value of restricted stock awards vested during the years ended December 31, 2009, 2010, and 2011
was $375 million, $195 million, and $136 million, respectively.

During the year ended December 31, 2011, 7.9 million shares subject to previously granted restricted stock
awards and restricted stock units vested. A majority of these vested restricted stock awards and restricted stock
units were net share settled. The Company withheld 2.8 million shares based upon the Company’s closing stock
price on the vesting date to settle the employees’ minimum statutory obligation for the applicable income and
other employment taxes. The Company then remitted cash to the appropriate taxing authorities.

Total payments for the employees’ tax obligations to the relevant taxing authorities were $45 million for the year
ended December 31, 2011 and are reflected as a financing activity within the consolidated statements of cash
flows. The payments were used for tax withholdings related to the net share settlements of restricted stock units.
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The payments had the effect of share repurchases by the Company as they reduced the number of shares that
would have otherwise been issued on the vesting date and were recorded as a reduction of additional paid-in
capital.

Tn 2009, 2010, and 2011, $108 million, $131 million, and $71 million, respectively, of excess tax benefits from
stock-based awards for options exercised in current and prior periods were included as a source of cash flows
from financing activities. These excess tax benefits represent the reduction in income taxes otherwise payable
during the period, attributable to the actual gross tax benefits in excess of the expected tax benefits for options
exercised in current and prior periods. The Company has accumulated excess tax deductions relating to stock
options exercised prior to January 1, 2006 available to reduce income taxes otherwise payable. To the extent such
deductions reduce income taxes payable in the current year, they are reported as financing activities in the
consolidated statements of cash flows.

Performance-Based Executive Incentive Restricted Stock Units. In February 2009 and February 2010, the
Compensation Committee approved long-term performance-based incentive equity awards to senior officers,
including two types of restricted stock units that vest based on the Company’s achievement of certain
performance goals. For both types of awards, the number of shares which ultimately vest will range from
0 percent to 200 percent of the target amount stated in each executive’s award agreement based on the
performance of the Company relative to the applicable performance targets. The first type of award consists of
restricted stock units which generally are scheduled to vest on the third anniversary of the grant date based on the
Company’s attainment of certain annual financial performance targets in each of the three fiscal years covered by
the award as well as the executive’s continued employment through that vesting date. The annual financial
performance targets are established at the beginning of each fiscal year and, accordingly, the portion . (or
“tranche”) of the award subject to each annual target is treated as a separate annual grant for accounting
purposes. Based on the Company’s relative attainment of the 2009 performance target, 75 percent of the target
amount of the 2009 tranche shares will vest, provided the executive remains employed through the third
anniversary of the initial grant date. Based on the Company’s relative attainment of the 2010 performance target,
119 percent of the target amount of the 2010 tranches of the 2009 and 2010 awards will vest, provided the
executive remains employed through the third anniversary of the initial grant date. Based on the Company’s
relative attainment of the 2011 performance target, 50 percent of the target amount of the 2011 tranches of the
2009 and 2010 awards will vest, provided the executive remains employed through the third anniversary of the
initial grant date. The amount of stock-based compensation recorded for these restricted stock units will vary
depending on the Company’s attainment of the financial performance targets and each executive’s completion of
the service period. The grant date fair values of the 2011 tranches of the 2009 and 2010 awards are $2 million
and $3 million, respectively, and are being recognized as stock-based compensation expense over one-year and
two-year remaining service periods, respectively. The second type of award consists of restricted stock units that
generally were scheduled to vest following the third anniversary of the grant date depending on the Company’s
attainment of certain levels of total stockholder return relative to the returns for the NASDAQ 100 Index
companies during that three-year period as well as the executive’s continued employment through that vesting
date. '

In February 2011, the Compensation Committee approved a long-term performance-based incentive equity award
to senior officers in the form of restricted stock units that generally are scheduled to vest on the third anniversary
of the grant date based on the Company’s attainment of certain financial performance targets for 2011 as well as
the executive’s continued employment through the vesting date. Based on the Company’s relative attainment of
the 2011 performance target, 50 percent of the target amount of these awards will vest, provided the executive
remains employed through the third anniversary of the grant date. The grant date ‘fair value of these restricted
stock unit grants is $32 million and is being recognized as stock-based compensation expense over a three-year
service period.
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Note 12 COMMITMENTS AND CONTINGENCIES

Lease Commitments. The Company leases office space and data centers under operating and capital lease
agreements with original lease periods up to 13 years which expire between 2011 and 2022.

In 2008, the Company entered into an 11-year lease agreement for a data center in the western U.S. Of the total
expected minimum lease commitment of $105 million, $21 million was classified as an operating lease for real
estate and $84 million was classified as a capital lease for equipment. As of December 31, 2011, the Company
had total expected and remaining minimum lease commitments of approximately $79 million over the lease term.
The Company has the option to renew this lease for up to an additional 10 years.

During the second quarter of 2010, the Company acquired certain office space for a total of $72 million 37
million in cash and the assumption of $65 million in debt). In the first quarter of 2010, the property was
reclassified from an operating lease to a capital lease as a result of a commitment to purchase the property.
Accordingly, in the second quarter the Company reduced the capital lease obligation for the $7 million cash
outlay and reclassified the remaining $65 million as assumed debt in its consolidated balance sheets.

Rent expense for all operating leases was approximately $90 million, $81 miHion, and $84 million for 2009,
2010, and 2011, respectively. ~

Many of the Company’s leases contain one or more of the following options which the Company can exercise at
the end of the initial lease term: (i) renewal of the lease for a defined number of years at the then fair market
rental rate or at a slight discount to the fair market rental rate; (ii) purchase of the property at the then fair market
value; or (iii) right of first offer to lease additional space that becomes available.

Gross and net lease commitments as of December 31, 2011 can be summarized as follows (in millions): -

. Gross Operating Sublease Net Operating
Lease Commitments Income Lease Commitments

Years ending December 31,

2002 . $158 $a1 $147
2003 132 an 121
20014 L 103 (10) 93
2005 79 O] .12
20016 .o e 43 €)] 42
DueafterSyears ...........ccoouuiiiiiiiinnnannnn.. 66 —_ 66
Total gross and net lease commitments . .................. $581 $40) $541
Capital

Lease Commitment

200 $ 9
203 8
200 8
200 8
2006 .. 8
Dueafter Syears ..........o.uiuiniiniit i 23
Gross lease COMMIMENE .. .........outnttt ittt ittt $ 64
Less:interest ... .. .. .o e (23)
Net lease commitment included in capital lease and other long-term liabilities .. ........... $ 41
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Affiliate Commitments. In connection with contracts to provide advertising services to Affiliates, the Company is
obligated to make payments, which represent TAC, to its Affiliates. As of December 31, 2011, these
commitments totaled $166 million, of which $91 million will be payable in 2012 and $75 million will be payable
in 2013.

Non-cancelable Obligations. The Company is obligated to make payments under various non-cancelable
arrangements with vendors and other business partners, principally for marketing, bandwidth, co-location, and
content arrangements. As of December 31, 2011, these commitments totaled $228 million, of which $110 million
will be payable in 2012, $66 million will be payable in 2013, $20 million will be payable in 2014, $6 million will
be payable in 2015, $6 million will be payable in 2016, and $20 million will be payable thereafter.

Intellectual Property Rights. The Company is committed to make certain payments under various intellectual
property arrangements of up to $34 million through 2023.

Other Commitments. In the ordinary course of business, the Company may provide indemnifications of varying
scope and terms to customers, vendors, lessors, joint ventures and business partners, purchasers of assets or
subsidiaries and other parties with respect to certain matters, including, but not limited to, losses arising out of
the Company’s breach of agreements or representations and warranties made by the Company, services to be
provided by the Company, intellectual property infringement claims made by third parties or, with respect to the
sale of assets or a subsidiary, matters related to the Company’s conduct of the business and tax matters prior to
the sale. In addition, the Company has entered into indemnification agreements with its directors and certain of
its officers that will require the Company, among other things, to indemnify them against certain liabilities that
may arise by reason of their status or service as directors or officers. The Company has also agreed to indemnify
certain former officers, directors, and employees of acquired companies in connection with the acquisition of
such companies. The Company maintains director and officer insurance, which may cover certain liabilities
arising from its obligation to indemnify its directors and officers, and former directors and officers of acquired
companies, in certain circumstances. It is not possible to determine the aggregate maximum potential loss under
these indemnification agreements due to the limited history of prior indemnification claims and the unique facts
and circumstances involved in each particular agreement. Such indemnification agreements might not be subject
to maximum loss clauses. Historically, the Company has not incurred material costs as a result of obligations
under these agreements and it has not accrued any liabilities related to such indemnification obligations in the
Company’s consolidated financial statements. :

As of December 31, 2011, the Company did not have any relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance or special purpose entities, which would have
been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes. As such, the Company is not exposed to any financing, liquidity, market, or credit. risk that
could arise if the Company had engaged in such relationships. In addition, the Company identified no variable
interests currently held in entities for which it is the primary beneficiary.

See Note 16—“Search Agreement with Microsoft Corporation” for a description of the Company’s Search and
Advertising Services and Sales Agreement (the “Search Agreement”) and License Agreement with Microsoft
Corporation (“Microsoft”).

Contingencies. From time to time, third parties assert patent infringement claims against Yahoo!. Currently, the
Company is engaged in lawsuits regarding patent issues and has been notified of other potential patent disputes.
In addition, 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, copyrights, trade secrets, and other
intellectual property rights, claims related to employment matters, and a variety of other claims, including claims
alleging defamation, invasion of privacy, or similar claims arising in connection with the Company’s e-mail,
message boards, photo and video sites, auction sites, shopping services, and other communications and
community features. '
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On July 12, 2001, the first of several purported securities class action lawsuits was filed in the U.S. District Court
for the Southern District of New York against certain underwriters involved in Overture Services Inc.’s
(“Overture”) IPO, Overture, and certain of Overture’s former officers and directors. The Court consolidated the
cases against Overture. Plaintiffs allege, among other things, violations of the Securities Act of 1933 and the
Securities Exchange ‘Act of 1934 (the “Exchange Act”) involving undisclosed compensation to the underwriters,
and improper practices by the underwriters, and seek unspecified damages. Similar complaints were filed in the
same. court against numerous public companies that conducted IPOs of their common stock since the mid-1990s.
All of these lawsuits were consolidated. On October 5, 2009, the Court granted class certification and granted
final approval of a stipulated global settlement and plan of allocation. On October 6, 2010, various individuals
objecting to the settlement filed opening appeal briefs with the U.S. Court of Appeals for the Second Circuit, and
in early February 2011 Yahoo! and other appellees filed reply briefs in support of the settlement. The Second
Circuit dismissed one appeal and remanded a second appeal to the District Court for a determination on standing,
On remand, the District Court held on August 25, 2011 that the individual objector lacked standing and was not a
class member. That ruling was appealed to the Second Circuit and, on January 13, 2012, the Second Circuit
approved a stipulation withdrawing the appeal, thereby resolving the remaining objection to the settlement.

On June 14, 2007, a stockholder derivative action was filed in the U.S. District Court for the Central District of
California by Jill Watkins against members of the Board and selected officers. The complaint filed by the
plaintiff alleged breaches. of fiduciary duties and corporate waste, similar to the allegations in a former class
action relating to stock price declines during the period April 2004 to July 2006, and alleged violation of
Section 10(b) of the Exchange Act. On July 16, 2009, the plaintiff Watkins voluntarily dismissed the action
against all defendants without prejudice. On July 17, 2009, plaintiff Miguel Leyte-Vidal, who had substituted in
as plaintiff prior to the dismissal of the federal Watkins action, re-filed a stockholder derivative action in Santa
Clara County Superior Court against members of the Board and selected officers. The Santa Clara County
Superior Court derivative action purports to assert causes of action on behalf of the Company for violation of
specified provisions of the California Corporations Code, for breaches of fiduciary duty regarding financial
accounting and insider selling and for unjust enrichment. On September 19, 2011, the Court sustained Yahoo!’s
demurrer to plaintiff’s third amended complaint without leave to amend. On December 21, 2011; plaintiff filed a
notice of appeal.

Since May 31, 2011, a total of eight stockholder derivative suits were filed either in the Santa Clara County
Superior Court or the United States District Court for the Northern District of California purportedly on behalf of
Yahoo! stockholders against certain officers and directors of the Company and third parties. The actions allege
breaches of fiduciary duties, corporate waste, mismanagement, abuse of control, unjust enrichment,
misappropriation of corporate assets, or contribution and seek damages, equitable relief, disgorgement and
corporate governance changes in connection with Alibaba Group’s restructuring of its subsidiary Alipay and
related disclosures. The Santa Clara County actions filed by plaintiffs Cinnoto, Lassoff, Zucker, and Koo were
consolidated under the caption In re Yahoo! Inc. Derivative Shareholder Litigation on June 24, 2011 and
September 12, 2011 (“California Derivative Litigation”). On February 1, 2012, the court approved a stipulation
to stay the California Derivative Litigation for 180 days. The federal actions filed in the Northern District of
California by plaintiffs Salzman, Tawila, and Iron Workers Mid-South Pension Fund were consolidated under the
caption In re Yahoo! Inc. Shareholder Derivative Litigation on October 3, 2011 (“Federal Derivative
Litigation™).

Since June 6, 2011, two purported stockholder class actions were filed in the United States District Court for the
Northern District of California against the Company and certain officers and directors by plaintiffs Bonato and
the Twin Cities Pipe Trades Pension Trust. In October 2011, the District Court consolidated the two actions
under the caption In re Yahoo! Inc. Securities Litigation and appointed the Pension Trust Fund for Operating
Engineers as lead plaintiff. In a consolidated amended complaint filed December 15, 2011, the lead plaintiff
purports to represent a class of investors who purchased the Company’s common stock between April 19, 2011
and July 29, 2011, and alleges that during that class period, defendants issued statements that were materially
false or misleading because they did not disclose information relating to the restructuring of Alipay. The
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complaint purports to assert claims for relief for violation of Section 10(b) and 20(a) of the Exchange Act and for
violation of Rule 10b-5 thereunder, and seeks unspecified damages, injunctive and equitable relief, fees and
COSts.

On December 1, 2011 and December 7, 2011, purported class action complaints were filed in the Delaware
Chancery Court by M & C Partners, III and Louisiana Municipal Police Employees’ Retirement System,
respectively, against the Company and the members of the Company’s board of directors at that time. On
December 14, 2011, The Delaware Chancery Court consolidated the two actions under the caption In re Yahoo!
Shareholders Litig. and appointed lead plaintiffs. On December 29, 2011, lead plaintiffs filed a consolidated
amended class action complaint purportedly on behalf of all of the Company’s stockholders alleging that the
board of directors breached fiduciary duties by failing to maximize the Company’s value in connection with the
strategic review process. Plaintiffs seek injunctive relief, rescission, fees and costs.

With respect to the legal proceedings and claims described above, the Company has determined, based on current
knowledge, that the amount or range of reasonably possible losses, including reasonably possible losses in excess
of amounts already accrued, is not reasonably estimable with respect to certain matters and that the aggregate
amount or range of such losses that are estimable would not have a material adverse effect on the Company’s
consolidated financial position, results of operations or cash flows. Amounts accrued as of December 31, 2010
and December 31, 2011 were not material. The ultimate outcome of legal proceedings involves. judgments,
estimates and inherent uncertainties, and cannot be predicted with certainty: In the event of a determination
adverse to Yahoo!, its subsidiaries, directors, or officers in these matters, however, the Company may incur
substantial monetary liability, and be required to change'its business practices. Either of these events could have
a material adverse effect on the Company’s financial position, results of operations, or cash flows. The Company
may also incur substantial legal fees, which are expensed as incurred in defending against these claims.

Note 13 SEGMENTS

The Company manages its business geographically. The primary areas of measurement and decision making are
the Americas, EMEA (Europe, Middle East and Africa) and Asia Pacific. Management relies on an internal
reporting process that provides revenue ex-TAC, which is defined as revenue less TAC, direct costs excluding
TAC by segment, and consolidated income from operations for making decisions related to the evaluation of the
financial performance of, and allocating resources to, our segments.
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The following tables present summarized information by segment (in thousands):

Years Ended December 31,
) 2009 2010 2011
Revenue by segment: '
AMEIICAS ..\ttt e $4,852,331 $4,425,457 $3,302,989
EMEA .. 598,300 579,145 629,383
AsiaPacific ...... ... .. i, 1,009,684 1,320,049 1,051,827
Totalrevenue . ........ooiunn et i e 6,460,315 6,324,651 = 4,984,199
TAC by segment:
AMETICAS . oo oottt 1,195,579 957,607 160,110
EMEA .. 207,844 210,261 221,916
AsiaPacific ...... ... ... 374,403 - 568,554 221,345
Total TAC . .... e e e e e 1,777,826 1,736,422 603,371
Revenue ex-TAC by segment: _
Americas ............... e e 3,656,752 3,467,850 3,142,879
EMEA ............: N 390,456 368,884 407,467
AsiaPacific ..... ... 635,281 751,495 830,482
Total revenue eX-TAC . . ... ..ovor e 4,682,489 4,588,229 4,380,828
Direct costs by segment(®:
Americas .. ........... e et e e, 620,690 568,017 560,016
BEMEA 115,778 118,954 135,266
AsiaPacific ...... .. ..., 138,739 146,657 194,394
Global operating costs@®) ... ... 2,116,747 2,044,246 1,836,569
Restructuring charges, net . .........vnn e 126,901 57,957 24,420
Depreciation and amortization .......................... e 738,855 656,396 625,864
Stock-based compensation €Xpense .................iiinn.. 438,087 223,478 203,958
Income from operations ... .. e e e b e e e e e e e $ 386,692 $ 772,524 $ 800,341

M Direct costs for each segment include cost of revenue (excluding TAC) and other operating expenses that are
directly attributable to the segment such as employee compensation expense (excluding stock-based
compensation expense), local sales and marketing expenses, and facilities expenses. Beginning in the fourth
quarter of 2010, the Company no longer includes TAC in segment direct costs. For comparison purposes,

prior period amounts have been revised to conform to the current presentation.

@ Global operating costs include product development, service engineering and operations, marketing,
‘customer advocacy, general and administrative, and other corporate expenses that are managed -on a global

basis and that are not directly attributable to any particular segment.

® The net cost reimbursements from Microsoft are primarily included in global operating costs for the years

ended December 31, 2010 and 2011.

Years Ended December 31,
2009 2010 2011
Capital expenditures, net: . L '
Americas............... e $379,287 $563,129 $437,804
EMEA 21,030 58,533 49,371
- Asia Pacific .............. P PR 33,478 92,416 106,119
Total capital expenditures; Det ... ......oovevnneens e $433,795 $714,078 $593,294
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December 31,

2010 2011
Property and equipment, net:
AIDCTICAS .+ & v et et et et e e ettt et ettt e e $1,475,021 $1,489,096
EME A ..ttt e 63,820 79,955
ASIAPACHIC + oottt 114,581 161,837
Total property and equipment, NEt . ...........ccooueiiuiiriieennn. $1,653,422 $1,730,888

See also Note 5—“Goodwill” and Note 15—*“Restructuring Charges, Net” for additional information regarding
segments.
Enterprise Wide Disclosures:
The following table presents revenue for groups of similar services (in thousands):
Years Ended December 31,

2009 2010 2011
DiSPlay ..ot $1,866,984 $2,154,886 $2,160,309
R () 1 O I 3,396,396 3,161,589 1,853,110
(07117 1,196,935 1,008,176 970,780
Total revenue . .. .. PP $6,460,315 $6,324,651 $4,984,199

Years Ended December 31,

2009 2010 2011
Revenue: . ’
U S e e e e e e e e e e e $4,714,436 $4,259,157 $3,112,998
INternational . ... ..ttt e 1,745,879 2,065,494 1,871,201
TOtAl TEVENUE . . v v v v ettt ettt eeiee e anennn $6,460,315 $6,324,651 $4,984,199

Revenue is attributed to individual countries according to the online property that generated the revenue. No
single foreign country was material to revenue in 2009, 2010, and 2011, respectively.

December 31,
2010 2011
Property and equipment, net: :
L 71 TR S PO O PR SV USRS OO $1,471,536 $1,486,596
INEErNAtIONAL o v vttt et e et et e e e et e e e e 181,886 244,292

Total property and equipment, DEt . .........ouuereneetonann. e e $1,653,422 $1,730,888

Note 14 RELATED PARTY TRANSACTIONS

The Company and other third parties are limited partners in Softbank Capital Partners LP (“Softbank Capital”), a
venture capital fund which is an affiliate of Softbank. In July 1999 and March 2000, the Company made
investments in Softbank Capital of approximately $30 million and $6 million, respectively, which together
represents less than a 5 percent holding in Softbank Capital. Since the Company’s initial investment, the
Company has impaired its entire investment. Pursuant to the Partnership Agreement of Softbank Capital Partners
LP, the Company invested on the same terms and on the same basis as all other limited partners.

Revenue from related parties, excluding Yahoo Japan and Alibaba Group, represented approximately 1 percent
of total revenue for the years ended December 31, 2009, 2010, and 2011. Management believes that the terms of
the agreements with these related parties are comparable to the terms obtained in arm’s-length transactions with
unrelated similarly situated customers of the Company.
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See Note 4—*“Investments in Equity Interests” for additional information related to transactions involving Yahoo
Japan and Alibaba Group.

Note 15 RESTRUCTURING CHARGES, NET

Restructuring charges, net consists of costs associated with the six resiruciuring activities initiated in 2009, 2010,
and 2011. It includes employee severance pay and related costs, accelerations and reversals of stock-based
compensation expense, facility restructuring costs, and other non-cash charges associated with the exit of
facilities, as well as reversals of restructuring charges arising from changes in estimates. ‘

For the years ended December 31, 2009, 2010, and 2011, restructuring charges, net was comprised of the
following (in thousands):

Years Ended December 31,

‘ ; 2009 2010 2011

Employee severance pay and related costs . .................couuronr. ... $ 48,696 $39,652 $12,965

Non-cancelable lease, contract terminations, and other charges .............. 59,285 19,737 10,251

Other non-cash charges ........................ e e e 7,858 2,779 990
Sub-total before accelerations (reversals) of stock-based compensation

EXPRIISE .« oottt e e e e 115,839 62,168 24,206

Accelerations (reversals) of stock-based compensation exXpense.............. 11,062  (4,211) 214

Restructuring charges, net ......... e $126,901 $57,957 $24,420

Although the Company does not allocate restructuring charges to its segments, the amounts of the restructuring
charges relating to each segment are presented below. For the years ended December 31, 2009, 2010, and 2011,
restructuring charges, net consists of the following (in thousands):

Year Ended December 31, 2009

Q408 Q209 Q409
Restructuring = Restructuring  Restructuring

Plan Plan Charges Total
AMEriCas . . ...t $63,247 $19,289 $18,390 $100,926
EMEA ... e, 2,171 6,276 15,823 24,270
AsiaPacific ........... ... .. ..., — 1,211 494 1,705
Restructuring charges,net .................... $65,418 $26,776 $34,707 $126,901

Year Ended December 31, 2010
Q408 Q209 Q409 Q410
Restructuring  Restructuring  Restructuring - Restructuring

Plan Plan Charges Plan Total
Americas . ......... ..o $18,657 $(151) $ — $20,459 $38,965
EMEA ... ... .. 827 32 1,811 14,065 16,735
AsiaPacific......................... ' — — — 2,257 2,257
Restructuring charges, net ......... $19,484 $(119) $1,811 $36,781 $57,957

Year Ended December 31, 2011
Q408 Q409 Q410 Q111 Q411
Restructuring Restructuring Restructuring Restructuring Restructuring

Plan Charges Plan . Plan Plan Total
Americas ..................... $5363° § — $(2,934) $10,887 $ 8,928 $22,244
EMEA ....................... 461 (1,583) (55) 533 1,596 952
AsiaPacific................... —_ — 108 266 850 1,224
Restructuring charges, net ...  $5,824 $(1,583) $(2,881) $11,686 $11,374  $24,420
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Q408 Restructuring Plan. During the fourth quarter of 2008, the Company implemented certain cost reduction
initiatives, including a workforce reduction and consolidation of certain real estate facilities. The Company began to
consolidate and exit selected facilities beginning in the fourth quarter of 2008 and continued this process through the
second quarter of 2010. The Company vacated and ceased use of the facilities identified under the plan.
Non-cancelable lease costs were determined based on the present value of remaining lease payments reduced by
estimated sublease income. Present value computations use discount rates based on published Treasury risk-free
interest rates, adjusted for the Company’s credit spread, which is consistent with observable credit spreads of
companies with similar credit standing. The cost of exiting and terminating the Company’s facility leases was
determined by referring to the contractual terms of the agreements, by evaluating the current real estate market
conditions, and, where applicable, by referring to amounts in negotiation. The Company’s ability to generate the
estimated amounts of sublease income, as well as to terminate lease obligations at the estimated amounts, is
dependent upon the commercial real estate market conditions in certain geographies at the time the Company
negotiates the lease termination and sublease arrangements with third parties. These amounts represent the
Company’s best estimate of the obligations the Company expects o incur and could be subject to adjustment as
market conditions change. The fair value measurement of the liability related to exited facilities involves the use of
certain significant unobservable inputs and therefore falls within level 3 of the fair value hierarchy established by
accounting guidance. The remaining lease obligations will be settled over the remaining lease terms which expire
through fiscal 2017 and will be adjusted for changes in estimates or the impact of sublease contracts.

During the year ended December 31, 2009, the Company incurred total pre-tax cash charges for severance,
facility, and other restructuring costs of $57 million related to the Q408 restructuring plan, net of reversal for
adjustments to original estimates totaling $8 million. In addition to the pre-tax cash charges, the Company
recorded a non-cash charge of $8 million related to the write-off of leasehold improvements, furniture and
fixtures for exited facilities. During the year ended December 31, 2010, the Company incurred total pre-tax cash
charges for severance, facility, and other restructuring costs of $19 million related to the Q408 restructuring plan
in connection with the continued implementation of these initiatives, net of reversal for adjustments to original
estimates totaling $6 million. During the year ended December 31, 2011, the Company incurred total pre-tax cash
charges for facility, and other restructuring costs of $6 million related to the Q408 restructuring plan, net of
reversal for adjustments to original estimates totaling $2 million.

0209 Restructuring Plan. During the second quarter of 2009, the Company implemented new cost reduction
initiatives to further reduce the Company’s worldwide workforce by approximately 5 percent. The restructuring
plan involved reallocating resources to align with the Company’s strategic priorities including investing
resources in some areas, reducing resources in others, and eliminating some areas of the Company’s business that
did not support the Company’s strategic priorities. During the year ended December 31, 2009, the Company
incurred total pre-tax cash charges of $35 million in severance and other costs related to the Q209 restructuring
plan. The pre-tax cash charges were offset by an $8 million credit related to non-cash stock-based compensation
expense reversals for unvested stock awards that were forfeited. During the year ended December 31, 2010, the
Company incurred insignificant charges related to the Q209 restructuring plan. The plan was completed during
the fourth quarter of 2010.

Q409 Restructuring Charges. During the fourth quarter of 2009, the Company decided to close one of its EMEA
facilities and began implementation of workforce realignment at the facility to focus resources on its strategic
initiatives. The Company exited the facility in the third quarter of 2010. During the year ended December 31,
2009, the Company incurred total pre-tax cash charges of $16 million in severance and other costs related to this
realignment. In connection with the strategic realignment efforts, a U.S. executive of one of the Company’s
acquired businesses departed. The Company incurred $19 million of non-cash stock-based compensation expense
for the acceleration of certain of the executive’s stock-based awards pursuant to the acquisition agreements.
During: the year ended December 31, 2010, the Company incurred total pre-tax cash charges of $2 million in
severance, facility and other costs related to the Q409 restructuring charges. During the year ended December 31,
2011, the Company recorded a net reversal of $2 million for adjustments to original estimates in severance and
other costs related to the Q409 restructuring charges. The workforce realignment was completed during the
second quarter of 2011.
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Q410 Restructuring Plan. During the fourth quarter of 2010, the Company began implementation of a worldwide
workforce reduction to align resources with its product strategy. The Company incurred total pre-tax cash
charges of $41 million in severance and other costs related to this workforce reduction in the fourth quarter of
2010. The pre-tax cash charges were offset by a $4 million credit related to non-cash stock-based compensation
expense reversals for nnvested stock awards that were forfeited. During the year ended December 31, 2011, the
Company recorded a net reversal of $3 million for adjustments to original estimates in severance and other costs
related to the Q410 restructuring plan.

Q111 Restructuring Plan. During the first quarter of 2011, the Company began implementation of a workforce
realignment and consolidation of certain data centers to further reduce its cost structure and improve efficiency.
During the year ended December 31, 2011, the Company incurred total pre-tax cash charges of $13 million in
severance, facility and other related costs related to the Q111 restructuring plan, net of reversal for adjustments to
original estimates totaling $1 million. The pre-tax cash charges were offset by a $1 million credit related to
non-cash stock-based compensation expense reversals for unvested stock awards that were forfeited.

Q411 Restructuring Plan. During the fourth quarter of 2011, the Company implemented a further workforce
realignment and consolidation of certain real estate facilities to focus resources as a result of the ongoing
strategic review. The Company began to consolidate and exit selected facilities in the fourth quarter of 2011 and
expects to continue this process through the second quarter of 2012. During the year ended December 31, 2011,
the Company incurred total pre-tax cash charges of $9 million in severance, facility and other related costs
related to the Q411 restructuring plan. In addition to the pre-tax cash charges, the Company recorded a non-cash
charge of $2 million, the majority of which related to non-cash stock-based compensation expense for the
acceleration of certain executives’ stock awards.

In addition to the charges described above, the Company currently expects to incur future charges of $16 million
to $21 million primarily related to non-cancelable operating costs and accretion for exited facilities identified as
part of the Q408 restructuring plan. Of the total future charges, $15 million to $20 million relate to the Americas
segment, $1 million relates to the EMEA segment, and no charge relates to the Asia Pacific segment. The future
charges are expected to be recorded through 2017.

Restructuring Accruals. The $49 million restructuring lability as of December 31, 2011 consists of $10 million
for employee severance which the Company expects to substantially pay out by the end of the fourth quarter of
2012 and $39 million relates to non-cancelable lease costs which the Company expects to pay over the terms of
the related obligations which extend to the second quarter of 2017.
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The activity in the Company’s restructuring accruals for the years ended December 31, 2010 and 2011 is
summarized as follows (in thousands):

Q408 Q209 Q409 Q410 Q111 Q411
Restructuring Restructuring Restructuring Restructuring Restructuring Restructuring
Plan Plan Charges Plan Plan Plan Total

Balance as of January 1,

2010 ...l $ 59,965 $ 4,302 $14,765 $ — $ — $ — $ 79,032
Employee severance pay

and related costs ....... 431 344 975 40,992 — — 42,742
Reversals of stock-based

compensation expense . . — — — 4,211) — —_ “4,211)
Non-cancelable lease,

contract termination, and

other charges . ......... 24,525 — 792 — — — 25,317
Other non-cash charges . . . . 72 — 2,725 —_ — — 2,797
Reversal of previous

charges .............. (5,544) (463) (2,681) — — — (8,688)
Restructuring charges, net

for the year ended

December 31, 2010 ... .. $ 19,484 $ (119) $ 1,811 $ 36,781 $ — $ — $ 57,957
Cashpaid .............. (30,650) (3,666) (8,386) (7,100) —_ — (49,802)
Non-cash reversals of stock-

based compensation

CXPENSE .. .vvaiihs — — — 4,211 - — 4,211
Non-cash adjustments . . ... 685 517 (3,904) (560) — — (4,296)
Balance as of December 31,

2010 ...l $ 49,484 $ — $ 4,286 $ 33,332 $ — $ — $ 87,102
Employee severance pay

and related costs ....... 8 — 109 3,967 11,434 6,633 22,151

(Reversals) accelerations of

stock-based

compensation expense . . — — (46) - (586) (646) 1,492 - 214
Non-cancelable lease,

contract termination, and

other charges . ......... 7,137 — 18 384 2,543 2,943 13,025
Other non-cash charges . . .. 684 — — — — 306 990
Reversal of previous ’

charges .............. (2,005) — (1,664) (6,646) (1,645) — (11,960)

Restructuring charges, net

for the year ended

December 31,2011 ..... $ 5,824 $ — $(1,583) $ (2,881) $ 11,686 $11,374  $ 24,420
Cashpaid .............. (22,018) — (1,494) (27,450) (10,130) (1,113)  (62,205)
Non-cash reversals

(accelerations) of stock-

based compensation

EXPense .............. — — 46 586 646 (1,492) (214)
Non-cash adjustments . . ... 179 — (1,255) 244 773 83 24
Balance as of December 31,

2011 ... $ 33,469 $ — $ — $ 3,831 $ 2975 $ 8,852 $49,127

As of December 31, restructuring accruals were included in the Company’s consolidated balance sheets as
follows (in thousands):

2010 2011
Accrued expenses and other current liabilities .......... ... i $58,151 $26,743
Capital lease and other long-term liabilities ..., 28,951 22,384
Total TeStructuring aCCIUALS . . . ..o oo v i e e s s $87,102 $49,127




As of December 31, restructuring accruals by segment consisted of the following (in thousands):

2010 2011
AIOTICAS .+ v vttt it et e e $68,268 $41,199
EME A | e e 16,895 6,948
AsiaPacific .......................... ettt e e e e e 1,939 980
Total restructuring acCruals . . ... ..ottt e e e $87,102 $49,127

Note 16 SEARCH AGREEMENT WITH MICROSOFT CORPORATION

On December 4, 2009, the: Company entered into the Search Agreement with Microsoft, which provides for
Microsoft to be the exclusive algorithmic and paid search services provider on Yahoo! Properties and
non-exclusive provider of such services on Affiliate sites. The Company also entered into a License Agreement
with Microsoft. Under the License Agreement, Microsoft acquired an- exclusive 10-year license to the
Company’s core search technology and will have the ability to integrate this technology into its existing Web
search platforms. The Company received regulatory clearance from both the U.S. Department of Justice and the
European Commission on February 18, 2010 and commenced implementation of the Search Agreement on
February 23, 2010. Under the Search Agreement, the Company will be the exclusive worldwide relationship
sales force for both companies’ premium search advertisers, which include advertisers meeting certain spending
or other criteria, advertising agencies that specialize in or offer search engine marketing services and their clients,
and resellers and their clients seeking assistance with their paid search accounts. The term of the Search
Agreement is 10 years from February 23, 2010, subject to earlier termination as provided in the Search
Agreement.

During the first five years of the term of the Search Agreement, in the transitioned markets the Company is
entitled to receive 88 percent of the revenue generated from Microsoft’s services on Yahoo! Properties (the
“Revenue Share Rate”) and the Company is also entitled to receive 88 percent of the revenue generated from
Microsoft’s services on Affiliate sites after the Affiliate’s share of revenue. For new Affiliates during the term of
the Search Agreement, and for all Affiliates after the first five years of such term, the Company will receive 88
percent of the revenue generated from Microsoft’s services on Affiliate sites after the Affiliate’s share of revenue
and certain Microsoft costs are deducted. On the fifth anniversary of the date of implementation of the Search
Agreement, Microsoft will have the option to terminate the Company’s sales exclusivity for premium search
advertisers. If Microsoft exercises its option, the Revenue Share Rate will increase to 93 percent for the
remainder of the term of the Search Agreement, unless the Company exercises its option to retain the Company’s
sales exclusivity, in which case the Revenue Share Rate would be reduced to 83 percent for the remainder of the
term. If Microsoft does not exercise such option, the Revenue Share Rate will be 90 percent for the remainder of
the term of the Search Agreement. In the transitioned markets, the Company reports as revenue the 88 percent
revenue share as the Company is not the primary. obligor in the arrangement with the advertisers and
publishers. The underlying search advertising services are provided by Microsoft. '

As of December 31, 2010 and December 31, 2011, the Company had collected a total amount of $93 million and
$66 million, respectively, on behalf of Microsoft and Affiliates, which was included in cash and cash equivalents
as of December 31, 2010 and December 31, 2011, respectively, with a corresponding liability in accrued
expenses and other current liabilities. The Company remitted the $93 million to Microsoft in the first quarter of
2011 and the $66 million in the first quarter of 2012. The Company’s uncollected 88 percent share in connection
with the Search Agreement was $172 million and $203 million, which is included in accounts receivable, net, as
of December 31, 2010 and December 31, 2011, respectively.

The Company completed the transition of its algorithmic and paid search platforms to the Microsoft platform in
the U.S. and Canada in the fourth quarter of 2010. In 2011, the Company completed the transition of algorithmic
search in all other markets and the transition of paid search in India. The market-by-market transition of the
Company’s paid search platform to Microsoft’s platform and the migration of paid search advertisers and
publishers to Microsoft’s platform are expected to continue through the first half of 2013. -

111



Under the Search Agreement, for each market, Microsoft generally guarantees Yahoo!’s revenue per search
(“RPS Guarantee”) on Yahoo! Properties only for 18 months after the transition of paid search services to
Microsoft’s platform in that market. In the fourth quarter of 2011, Microsoft agreed to extend the RPS Guarantee
in the U.S. and Canada through March 2013. The RPS Guarantee is calculated based on the difference in revenue
per search between the pre-transition and post-transition periods. The Company records the RPS Guarantee as
search revenue in the quarter the amount becomes fixed, which would typically be the quarter in which the
associated shortfall in revenue per search occurred.

From February 23, 2010 until the applicable services are fully transitioned to Microsoft in all markets, Microsoft
will also reimburse the Company for the costs of operating algorithmic and paid search services subject to
specified exclusions and limitations. The Company’s results for the years ended December 31, 2010 and
December 31, 2011 reflect $268 million and $212 million, respectively, in search operating cost reimbursements
from Microsoft under the Search Agreement. Search operating cost reimbursements began during the quarter
ended March 31, 2010 and will, subject to specified exclusions and limitations, continue until the Company has

fully transitioned to Microsoft’s platform.

The Company’s results for the year ended December 31, 2010 also reflect transition cost reimbursements from
Microsoft under the Search Agreement, which were equal to the transition costs of $81 million incurred by Yahoo!
related to the Search Agreement in the year ended December 31, 2010. In addition, in the year ended December 31,
2010, $43 million was recorded for reimbursement of transition costs incurred in 2009. The 2009 transition cost
reimbursements were recorded in 2010 after regulatory clearance in the U.S. and Europe was received, implementation
of the Search Agreement commenced, and Microsoft became obligated to make such payments. The Company’s
results for the year ended December 31, 2011 reflect transition cost reimbursements from Microsoft under the Search
Agreement, which were equal to the transition costs of $26 million incurred by Yahoo! related to the Search
Agreement in the year ended December 31, 2011. During the third quarter of 2011, the Company’s cumulative
transition costs exceeded Microsoft’s $150 million reimbursement cap under the Search Agreement. Transition costs
the Company incurs in excess of the $150 million reimbursement cap are not subject to reimbursement.

In the year ended December 31, 2010, $17 million was recorded for reimbursements for employee retention costs
incurred in 2010, and $5 million for employee retention costs incurred in 2009. These employee retention cost
reimbursements are separate from and in addition to the $150 million of transition cost reimbursement payments
and the search operating cost reimbursements. '

Reimbursement receivables are recorded as the reimbursable costs are incurred and are applied against the
operating expense categories in which the costs were incurred. As of December 31, 2010, a total of $414 million
of reimbursable expenses related to 2009 and 2010 had been incurred by the Company related to the Search
Agreement. Of that amount, $350 million had been received from Microsoft and $64 million was classified as
part of prepaid expenses and other current assets on the Company’s consolidated balance sheets as of
December 31, 2010. As of December 31, 2011, a total of $238 million of reimbursable expenses related to 2011
had been incurred by the Company related to the Search Agreement. Of that amount, $16 million had not been
received from Microsoft and was classified as part of prepaid expenses and other current assets on the
Company’s consolidated balance sheets as of December 31, 2011.

Note 17 SUBSEQUENT EVENTS

Management Changes. On January 3, 2012, the Board took the following actions, effective January 9, 2012:
(1) appointed Mr. Scott Thompson, 54, to serve as Chief Executive Officer and President of the Company, and
(2) increased the size of the Board from nine to ten members and appointed Mr. Thompson as a director.

On January 3, 2012, the Company entered into an employment letter agreement (the “Agreement”) with
Mr. Thompson. The Agreement does not have a specified term, and Mr. Thompson’s employment with the
Company will be on an at-will basis.

112



The Agreement provides that Mr. Thompson will receive an annual base salary of $1,000,000, subject to annual
review, and will be eligible to receive an annual bonus under the Company’s annual Executive Incentive Plan
with a target incentive of 200% of annual base salary. The actual amount of the annual bonus will be determined
by the Compensation and Leadership Development Committee of the Board (the “Compensation Committee”)
based upon the Company’s financial performance and, if applicable under the Company’s Exccutive Incentive

Plan for the relevant year, Mr. Thompson’s performance for that year. However, Mr. Thompson’s annual bonus
for 2012 will not be less than 50% of his target amount for that year.

Pursuant to the Agreement, on January 27, 2012, the Compensation Committee granted Mr. Thompson an award
of restricted stock units under the 1995 Stock Plan with an aggregate value of $6.5 million on the date of grant
(the “Make-Whole RSUs”). The Make-Whole RSUs are scheduled to vest as to a number of stock units with a
grant date value of $5.5 million on March 15, 2012 and with respect to the remaining stock units subject to the
grant on March 15, 2013. On February 10, 2012, Mr. Thompson received a make-whole cash bonus of $1.5
million (the “Make-Whole Cash Bonus”). The Make-Whole RSUs and the Make-Whole Cash Bonus are
intended to compensate Mr. Thompson for the forfeiture of the value of his cash bonus and equity awards from
his previous employer. The Make-Whole Cash Bonus and the Make-Whole RSUs vesting in 2012 are subject to
certain clawback provisions in the event that Mr. Thompson terminates his employment without good reason
during the first year of employment with the Company.

Pursuant to the Agreement, on February 27, 2012, Mr. Thompson was granted stock options and restricted stock
units with an aggregate value of $16 million, including inducement awards ‘with a value of $5 million and annual
grants with a value of $11 million. Half of the value was awarded in the form of stock options and half in the
form of restricted stock units, with the award values converted into options or units, respectively, based on
customary Company equity award conversion policies. Each of these equity awards is scheduled to vest in equal
annual installments over three years and was granted on the same terms as the annual grants for 2012 made to the
Company’s senior executives generally. In addition, Mr. Thompson’s restricted stock unit awards as well as the
Make-Whole RSUs carry specified dividend equivalent rights, and any shares of Company common stock
acquired by Mr. Thompson upon vesting of his inducement restricted stock units generally must be held by him
for at least two years following his acquisition of the shares.
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Schedule II-——Valuation and Qualifying Accounts
Years Ended December 31, 2009, 2010, and 2011

Balance at

Write-Offs

Balance

Beginning Charged to Net of, at End
of Year Expenses  Recoveries of Year
(In thousands)
Accounts receivable
Allowance for doubtful accounts
2000 o i e e e 51,600 -4,607 (15,204) 41,003
2010 e e i e 41,003 4,944 (22,972) 22,975
200 e e e 22,975 18,147 (10,980) 30,142
Charged

Balance at (Credited)  Balance

Beginning Charged to to Oiher at End

of Year Expenses Accounts(*) . of Year

(In thousands)

Deferred tax asset valuation allowance :
2009 ........ B 83,550 13,521 (33,707) 63,364
2000 ot e e e e 63,364 (1,315) ' (1,873) 60,176
200 . e e e 60,1_76 (5,975) (1,061) 53,140

*) Amounfs not charged (credited) to expenses are charged (credited) to stockholders’ equity, deferred tax assets

(liabilities), or goodwill.
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" Selected Quarterly Financial Data

(Unaudited)
: Quarters Ended
; March 31, = June30, - September 30, December 31, March 31, June 30, September 30, December 31,
20100 2010@ 2010® 2010@ 20114 2011©® 20110 2011®
(In thousands, except per share amounts)

Revenue .......... $1,596,960 $1,601,379 $1,601,203 $1,525,109 $1,214,357 $1,229,024 $1,216,665 $1,324,153
Gross profit ....... $ 890,577 $ 918,657 $ 920,449 $ 967,423 $ 836,895 $ 857,869 $ 857,389 $ 929,396
Net income '

attributable to

Yahoo! Inc. ..... $ 310,191$ 213,321 $ 396,131 $ 312,020 $ 222992 % 236,972 $ 293,291 $ 295,572
Net income

attributable to

Yahoo! Inc.

common

stockholders per

share—basic . . ... $ 0228 015 $ 030 $ 024 $ 017 $ 0.18 §$ 023 $ 0.24
Net income

attributable to

Yahoo! Inc.

common

stockholders per

share—diluted ... $ 0223 0.15 $ 0.29 $ 024 $ 0.17 $ 0.18 $ 023 % 0.24
Shares used in per ‘ ' ' . ’ V

share

calculation— : .

basic........... 1,398,308 1,378,374 1,333,753 1,306,036 1,309,064 1,299,947 1,253,044 1,234,904

Shares used in per
share
calculation—
diluted

1413432 1390240 1,343,004 1311,682 1320,185 1308359 1259576 1,241,009

(O]

@)

@

&)

©6)

Net income attributable to Yahoo! Inc. for the quarter ended March 31, 2010 includes a pre-tax gain of $66
million in connection with the sale of Zimbra, Inc. and net restructuring charges of $4 million. During the
quarter ended March 31, 2010, Yahoo! recorded $43 million for the feimbursement of transition costs

" incurred in 2009. :
)

Net income attributable to Yahoo! Inc. for the quarter ended June 30, 2010 incliides‘ net restructuring charges
of $10 million. ‘ :

Net income attributable to Yahoo! Inc. for the quarter ended September 30, 2010 iincludes a pre-tax gain of
$186 million in connection with the sale of HotJobs and net restructuring charges of $6 million.

Net income attributable to Yahoo! Inc. for the quarter ended December 31, 2010 includes net restructuring
charges of $38 million. Beginning in the fourth quarter of 2010 when Yahoo! completed the transition of
algorithmic and paid search services to the Microsoft platform in the U.S. and Canada, revenue was impacted
by the required change in revenue presentation and the revenue share with Microsoft associated with the
transition pursuant to the Search Agreement. For transitioned markets, Yahoo! now reports an 88 percent
revenue share for search advertising services provided by Microsoft. Yahoo!’s income tax provision was also
reduced by the effect of certain tax benefits as discussed in Note 9—“Income Taxes” in the Notes to the
consolidated financial statements.

Net income attributable to Yahoo! Inc. for the quarter ended March 31, 2011 includes Yahoo!’s non-cash loss
related to an impairment of an investment held by Yahoo Japan, net of taxes, which is included in earnings in
equity interests of $26 million and net restructuring charges of $11 million. o '
Net income -attributable -to Yahoo! Inc. for the quarter ended June 30, 2011 includes Yahoo!’s:share of the
non-cash loss related to impairments of assets held by Yahoo Japan, which is included in earnings in equity
interests of $7 million and net restructuring charges of less than $1 million.
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) Net income attributable to Yahoo! Inc. for the quarter ended September 30, 2011 includes non-cash gain
related to the dilution of the Company’s ownership interest in Alibaba Group, which is included in earnings
in equity interests of $25 million and net restructuring reversal of $3 million.

® Net income attributable to Yahoo! Inc. for the quarter ended December 31, 2011 includes net restructuring
charges of $16 million.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Company’s management, with the participation of the Company’s principal executive officer and principal
financial officer; has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such
term is defined in Rules 13a-15(¢) and 15d-15(e) under the Exchange Act) as of the end of the period covered by
this report. Based on such evaluation, the Company’s principal executive officer and principal financial officer
have concluded that, as of the end of such period, the Company’s disclosure controls and procedures were
effective.

Management’s Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Under the supervision
and with the participation of the Company’s management, including its principal executive officer and principal
financial officer, the Company conducted an evaluation of the effectiveness of its internal control over financial
reporting based on criteria established in the framework in Internal Control—Integrated Framework issued by
the, Committee of Sponsoring 0rgamzat1ons of the Treadway Commission. Based on this evaluatwn ‘the
Company’s management- concluded that its internal control over financial reportlng was effective as of
December 31, 2011. : ; :

Because of its inherent hmltatlons 1ntemal control over fmanmal reportmg may not. prevent or detect all
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
p011c1es or procedures may deteriorate.

The Company’s independent reglstered public accounting firm_has issued an attestation report regardmg its
assessment of the Company s mtemal control over fmanc1a1 reportmg as of December 31, 2011, which appears
on page 64

Changes in Internal Control Over Fmanclal Reportmg

There have been no changes in Yahoo!’s internal control over financial reporting (as such term is defined in
Rules 13a-15(f) and 15d-15¢f) under the Exchange Act) during the quarter ended December 31,.2011 that have
materially affected, or are reasonably likely to materially affect, internal control over financial reporting.

Item 9B.  Other Information
Executlve Incentlve Plan

On February 27, 2012, the:Compensation and. Leadershlp Development Committee of the Board (the
“Compensation Committee”) approved the Company’s annual cash bonus plan for senior executives (the
Executive Incentive Plan, or “EIP”), which will be effective for 2012. Each participant in the EIP is assigned a
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target bonus percentage each-year that-is expressed as a percentage of the participant’s annual base salary. The
aggregate bonus pool available under the EIP for a partlcular year will equal the aggregate amount of the
participants’ target bonus opponumtles muluphed by a factor that may range from 50 percent to 200 percent
based on Yahoo!’s revenue ex-TAC growth rate and ex- TAC operating margin (each as defined in the EIP) for
that year. Payout of 100 percent of each participant’s bonus will be determined based on the Company’s
performance, although the Compensation Committee retains discretion under the EIP to reduce or eliminate the
amount of any EIP bonus otherwise payable to a participant as determined based on' Company performance.
Partmpants whose employment is terminated or are under not1ce of termination prior to the EIP bonus payment
date are generally ineligible for an EIP bonus. The foregomg summary of the EIP is qualified in its entirety by
the provisions of the EIP.

The following table sets forth the 2012 EIP target bonus percentage, expressed as a percentage of the
participant’s annual base salary, for the Company’s principal executive officer, principal financial officer, and
the other executive officers who were named in the Summary Compensation Table of the Company s Proxy
Statement filed with the SEC on April 29, 2011 and who are currently employed as executive officers of the
Company and will participate in the EIP: : :

h -~ 2012 Target Bonus

Name and Principal Position (% of Base Salary)
CScott Thompson .. ..o v 200%

Chief Executive Officer o

Timothy R.Morse ............oiiiiiiiinnen.n. ...... ' 120%

Executive Vice President and Chief Financial Officer '

BlakeIrving .................. e i e S 120%

Executive Vice President and Chief Product Officer C

Ross B.Levinsohn . ......... PP 120%

Executive Vice President, Americas © = o o :

Michael J.Callahan ................ ... ... ... ..., e e . 0% -

Executive Vice President, General Counsel and Secretary

Part II1

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is incorporated by reference to Yahoo"s Proxy Statement for its 2012
Annual Meeting of Shareholders to be filed with the'SEC within 120 days after the end of the fiscal year ended
December 31, 2011.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to Yahoo!’s Proxy Statement for its 2012
Annual Meeting of Shareholders to be filed w1th the SEC w1th1n 120 days after the end of the flscal year ended
December 31, 2011.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item is incorporated by reference to Yahoo!’s Proxy Statement for its 2012
Annual Meeting of Shareholders to be filed with the SEC within 120 days after the end of the fiscal year ended
December 31, 2011.
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Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by th1s item is 1ncorporated by reference to Yahoo!’s Proxy Statement for its 2012
Annual Meeting of Shareholders to be filed with the SEC within 120 days after the end of the ﬁscal year ended
December 31, 2011. ’

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference to Yahoo!’s Proxy Statement for its 2012
Annual Meeting of Shateholders to be filed with the SEC within 120 days after the end of the fiscal year ended
December 31, 2011.

Part IV
Item 15.  Exhibits, Financial Statement Schedules ‘ _
(a) The following documents are filed as part of this report:

1. Consolidated Financial Statements:

Page
Index To Consolidated Financial Statements
Consolidated Financial Statements:
Report of Independent Registered Public Accounting Firm .................................. 64
Consolidated Statements of Income for each of the three years in the period ended December 31,

200 e e 65
Consolidated Balance Sheets as of December 31,2010and 2011 ......................... P 66
Consolidated Statements of Cash Flows for each of the three years in the period ended December 31,

200 e e e e e e 67
Consolidated Statements of Stockholders’ Equity for each of the three years in the period ended

December 31, 2000 ... o e e i e e 68
Notes to Consolidated Financial Statements .. .......... ...ttt ernernernennsonnn 70

2. Financial Statement Schedules:

Financial Statement Schedules:
II—Valuation and Qualifying Accounts for each of the three years in the period ended December 31,
20011 .. L P 114
All other schedules are omitted because they are not apphcable or the requlred information is shown
in the Consolidated Financial Statements or Notes thereto

Supplementary Financial Data:
Selected Quarterly Financial Data (unaudited) for the two years ended December 31, 2011 ......... 115

3. Exhibits:

The exhibits listed in the Exhibit Index (following the signatures page of this report) are’ filed with, or
incorporated by reference in, this report.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 29th day

AT ol nce s ANTH
vl r'eotualy 4vi4.

YAHOO! INC.
By: /s/ TiMOTHY R. MORSE
Timothy R: Morse
Chief Financial Officer

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Scott Thompson and Timothy R. Morse, his or her attorneys-in-fact, each with the power of
substitution, for him or her in any and all capacities, to sign any amendments to this Annual Report on Form
10-K and to file the same, with Exhibits thereto and other documents in connection therewith with the Securities
and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or substitute
or substitutes may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title Date
/s/ ScoTT THOMPSON Chief Executive Officer, President and  February 29, 2012
Scott Thompson Director

(Principal Executive Officer)

/s/ TmoTHY R. MORSE Chief Financial Officer February 29, 2012
Timothy R. Morse (Principal Financial Officer)

/s/  AMAN S. KOTHARI SVP, Global Controller and Chief February 29, 2012
Aman S. Kothari Accounting Officer

(Principal Accounting Officer)

/s/ Roy J. BosTock Chairman of the Board February 27, 2012
Roy J. Bostock

/s/  ALFRED J. AMOROSO Director February 29, 2012

Alfred J. Amoroso
/s/ PATTIS. HART Director February 29, 2012
Patti S. Hart )

/s/SusaN M. JAMES Director February 29, 2012
Susan M. James

/s/  VYOMESH JOSHI Director February 29, 2012
Vyomesh Joshi
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Signature

- /s/ DaviD W, KENNY

David W. Kenny

/s/  ARTHUR H. KERN

Arthur H. Kern

/s/ BraD D. SMITH

Brad D. Smith

/s/ MAYNARD G. WEBB, JR.

Maynard G. Webb, Jr.

/s/  GARY L. WILSON

Gary L. Wilson
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Director

Director

Director

Director

Director

Date

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 2012



EXHIBIT INDEX

The following exhibits are included, or incorporated by reference, in this Annual Report on Form 10-K (and are
numbered in accordance with Item 601 of Regulation S-K). Pursuant to Item 601(a)(2) of Regulation S-K, this
exhibit index immediately precedes the exhibits.

Exhibit
Number

Description

2.1

2.2

23

24

25

3.1(A)

3.1(B)

32

10.1+

10.2(A)+

10.2(B)+

10.2(C)+

Stock Purchase and Contribution Agreement, dated as of August 10, 2005, between the Registrant
and Alibaba.com Corporation (previously filed as Exhibit 2.1 to the Registrant’s Current Report on
Form 8-K filed August 16, 2005 and incorporated herein by reference).

Amendment to the Stock Purchase and Contribution Agreement, dated as of October 24, 2005,
between the Registrant and Alibaba.com Corporation (previously filed as Exhibit 2.2 to the
Registrant’s Current Report on Form 8-K filed October 27, 2005 and incorporated herein by
reference).

Tao Bao Share Purchase Agreement, dated as of October 24, 2005, among the Registrant,
SOFTBANK CORP. and SB TB Holding Limited (previously filed as Exhibit 2.3 to the Registrant’s
Current Report on Form 8-K filed October 27, 2005 and incorporated herein by reference).

Secondary Share Purchase Agreement, dated as of October 24, 2005, among the Registrant and
certain shareholders of Alibaba.com Corporation (previously filed as Exhibit 2.4 to the Registrant’s
Current Report on Form 8-K filed October 27, 2005 and incorporated herein by reference).

Shareholders Agreement, dated as of October 24, 2005, among Alibaba.com Corporation, the
Registrant, SOFTBANK CORP., the Management Members, and the other shareholders named
therein (previously filed as Exhibit 2.5 to the Registrant’s Current Report on Form 8-K filed October
27, 2005 and incorporated herein by reference).

Amended and Restated Certificate of Incorporation of the Registrant (previously filed as Exhibit 3.1
to the Registrant’s Quarterly Report on Form 10-Q filed July 28, 2000 and incorporated herein by
reference).

Certificate of Designation, Preferences and Rights of Series A Junior Participating Preferred Stock of
the Registrant (included as Exhibit A within the Amended and Restated Rights Agreement, dated as
of April 1, 2005, by and between the Registrant and Equiserve Trust Company, N.A., as rights agent
(previously filed as Exhibit 4.1 to the Registrant’s Current Report on Form 8-K filed April 4, 2005
and incorporated herein by reference)).

Amended and Restated Bylaws of the Registrant (previously filed as Exhibit 3.1 to the Registrant’s

‘Current Report on Form 8-K/A filed December 20, 2010 and incorporated herein by reference).

Form of Indemnification Agreement between the Registrant and each of its directors and executive
officers (previously filed as Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q filed
November 6, 2009 and incorporated herein by reference).

Yahoo! Inc. 1995 Stock Plan, as amended and restated on June 25, 2009 (previously filed as
Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed June 29, 2009 and incorporated
herein by reference).

Form of Stock Option Agreement, including Notice of Stock Option Grant, under the Yahoo!
Inc.1995 Stock Plan (previously filed as Exhibit 10.2(B) to the Registrant’s Quarterly Report on
Form 10-Q filed November 6, 2009 and incorporated herein by reference).

Form of Stock Option Agreement for Executives, including Notice of Stock Option Grant to
Executive, under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit 10.2(C) to the
Registrant’s Annual Report on Form 10-K filed February 28, 2011 and incorporated herein by
reference).
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Exhibit
Number

10.2(D)+
10.2(E)+

10.2(F)+*

10.2(G)+
10.2(H)+

10.2(I)+

10.2(0)+

10.2(K)+
10.2Ly+
10.2(M)+*
10.2(N)+
10.2(0)+
102(P)+

10.3(A)+

Description

Form of Restricted Stock Unit Award Agreement under the Yahoo! Inc. 1995 Stock Plan
(previously filed as Exhibit 10.2(D) to the Registrant’s Quarterly Report on Form 10-Q filed
November 6, 2009 and incorporated herein by reference).

Form of Restricted Stock Unit Award Agreement for Executives under the Yahoo! Inc. 1995
Stock Plan (previously filed as Exhibit 10.2(E) to the Registrant’s Annual Report on Form 10-K
filed February 28, 2011 and incorporated herein by reference).

Form of Restricted Stock Unit Award Agreement for Executives (version 2) under the Yahoo!
Inc. 1995 Stock Plan.

Form of Performance Restricted Stock Unit Award Agreement (TSR version) under the Yahoo!
Inc. 1995 Stock Plan \yrcvu)um_y filed as Exhibit 10. 2(F) to thc R x\usmuaur s Annual R r\vyuu Oit

Form 10-K filed February 26, 2010 and incorporated herein by reference).

Form of Performance Restricted Stock Unit Award Agreement (OCF version) under the Yahoo!
Inc. 1995 Stock Plan (previously filed as Exhibit 10.2(I) to the Registrant’s Annual Report on

- Form 10-K filed February 27, 2009 and incorporated herein by reference).

*+ Form of First Letter Amendment (2010) to Performance Restricted Stock Unit Award Agreement

(OCF version) under the Yahoo! Inc. 1995 Stock Plan. (previously filed as Exhibit 10.2(H) to the
Registrant’s Annual Report on Form 10-K filed February 26, 2010 and incorporated herein by

reference)

Form of Second  Letter Amendment (2011) to Perfonnance Restricted Stock Unit Award
Agreement (OCF version) under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit
10.2(I) to the Registrant’s Annual Report on Form 10-K filed February 28, 2011 and incorporated

‘herein by reference).

Form of Performance Restricted Stock Unit Award Agreement (2010 AFP version) under the
Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit 10.2(I) to the Registrant’s Annual
Report on Form 10-K filed February 26, 2010 and incorporated herein by reference).

Form of Letter Amendment (2011) to Performance Restricted Stock Unit Award Agreement
(2010 AFP version) under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit 10.2(K)
to the Registrant’s Annual Report on Form 10-K filed February 28, 2011 and incorporated herein
by reference).

Form of Second Letter Amendment (2012) to Performance Restricted Stock Unit Award
Agreement (2010 AFP version) under the Yahoo! Inc. 1995 Stock Plan.

Form of Performance Restricted Stock Unit Award Agreement under the Yahoo! Inc. 1995 Stock
Plan (previously filed as Exhibit 10.2(L) to the Registrant’s Annual Report on Form 10-K filed
February 28, 2011 and incorporated herein by reference).

Form of Restricted Stock Award Agreement under the Yahoo! 1995 Stock Plan (prevrously filed
as Exhibit 10.2(F) to the Registrant’s Quarterly Report on Form 10-Q filed November 6, 2009
and incorporated herein by reference).

Form of Stock. Appreciation Rights Award Agreement under the Yahoo! Inc. 1995 Stock Plan

(previously filed -as Exhibit 10.23(D) to the Registrant’s Quarterly Report on Form 10-Q filed
August 8, 2007 and incorporated herein by reference).

" Yahoo! Inc. 1996 Employee Stock Purchase Plan, as amended and restated on February 7, 2011

(previously filed as Exhibit 10.3(A) to the Registrant’s Annual Report on Form 10-K filed
February 28, 2011 and incorporated herein by reference).
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Exhibit
Number

10.3(B)+
10.4(A)+
10.4(B)+

10.4(C)+

10.5
10.6

10.7

10.8

10.9

10.10+*
10.11+%
10.12+

10.13+

10.14(A)+

Description

Form of Enrollment Agreement under the Yahoo! Inc. Amended and Restated 1996 Employee
Stock Purchase Plan (previously filed as Exhibit 10.3(B) to the Registrant’s Quarterly Report on
Form 10-Q filed May 10, 201 i and incorporated herein by reference).

Yahoo! Inc. 1996 Directors’ Stock Plan, as amended and restated June 24, 2010 (previously filed
as Exhibit 10.4(A) to the Registrant’s Quarterly Report on Form 10-Q filed August 9, 2010 and
incorporated herein by reference).

Form of Director Nonstatutory Stock Option Agreement, including Notice of Grant, under the
Yahoo! Inc. 1996 Directors’ Stock Plan (previeusly filed as Exhibit 10.4(B) to the Registrant’s
Quarterly Report on Form 10-Q filed August 9, 2010 and incorporated herein by reference).

Form of Notice of Restricted Stock Unit Grant and Director Restricted Stock Unit Award
Agreement under the Yahoo! Inc. 1996 Directors” Stock Plan (previously filed as Exhibit 10.4(C)
to the Registrant’s Quarterly Report on Form 10-Q filed August 9, 2010 and incorporated herein
by reference).

Joint Venture Agreement dated April 1, 1996 by and between the Registrant and SOFTBANK
Corporation (previously filed as Exhibit 10.7 to the Registrant’s Annual Report on Form 10-K
filed March 21, 2003 and incorporated herein by reference). S

Amendment Agreement dated September 17, 1997 by and between Registrant and SOFTBANK
Corporation (previously filed as Exhibit 10.11 to the Reglstrant ] Annual Report on Form 10-K
filed March 21, 2003 and incorporated herein by reference).

Yahoo Japan License Agreement dated April 1, 1996 by and between the Reglstrant and Yahoo
Japan Corporation (previously filed as Exhibit 10.43 to Amendment No. 2 to the Registrant’s
Registration Statement on Form S-3, Registration No. 333-100298, filed on December 23, 2002
and incorporated herein by reference).

Amendment to Yahoo Japan License Agreement dated September 12, 1997 by and between the
Registrant and Yahoo Japan Corporation (previously filed as Exhibit 10.40 to Amendment No. 1
of the Registrant’s Registration Statement on Form S-3, Registration No. 333-100298, filed on
November 27, 2002 and incorporated herein by reference).

Amendment No. 2 to Yahoo Japan License Agreement dated January 31, 2005 by and between
the Registrant and Yahoo Japan Corporation (previously filed as Exhibit 10.30 to the Registrant’s
Annual Report on Form 10-K filed March 11, 2005 and incorporated herein by reference).

Summary of Compensation Payable to Named Executive Officers.
Yahoo! Inc. Executive Incentive Plan.

Form of Severance Agreement (previously filed as Exhibit 10.14 to the Registrant’s Annual
Report on Form 10-K filed February 28, 2011 and incorporated herein by reference).

Yahoo! Inc. Change in Control Employee Severance Plan for Level I and Level IT Employees, as
amended on December 10, 2008 (previously filed as Exhibit 10.15 to the Registrant’s Annual
Report on Form 10-K filed February 27, 2009 and incorporated herein by reference).

Employment Agreement Letter, dated January 13 2009 between the Registrant and Carol Bartz
(previously filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K ﬁled January 15,
2009 and incorporated herein by reference).
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Exhibit
Number

Description

10.14(B)+

10.14(C)+

10.14(D)+

10.14(E)+

10.14(F)+

10.14(G)+

10.14(H)+

10.14(D+

10.14(J)+

10.15+

10.16(A)F

10.16(B)7

10.16(C)

Notice of Stock Option Grant and Stock Option Award Agreement, dated January 30, 2009, between
the Registrant and Carol Bartz (previously filed as Exhibits 10.17(B) and 10.17(C), respectively, to
the Registrant’s Annual Report on Form 10-K filed February 27, 2009 and incorporated herein by
reference).

Stock Option Award Agreement, including Notice of Stock Option Grant, dated February 25, 2009,
between the Registrant and Carol Bartz (previously filed as Exhibit 10.17(E) to the Registrant’s
Annual Report on Form 10-K filed February 27, 2009 and incorporated herein by reference).

Performance Restricted Stock Unit Award Agreement (TSR version), dated February 25, 2009,
between the Registrant and Carol Bartz (previously filed as Exhibit 10.17(G) to the Registrant’s
Annual Report on Form 10-K filed February 27, 2009 and incorporated herein by reference).

Performance Restricted Stock Unit Award Agreement (OCF version), dated February 25, 2009,
between the Registrant and Carol Bartz (previously filed as Exhibit 10.17(H) to the Registrant’s
Annual Report on Form 10-K filed February 27, 2009 and incorporated herein by reference).

Form of Stock Option Award Agreement, including Notice of Stock Option Grant—2010, between
the Registrant and Carol Bartz under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit
10.14(H) to the Registrant’s Annual Report on Form 10-K filed February 26, 2010 and incorporated
herein by reference). ;

Form of Performance Restricted Stock Unit Award Agreement (TSR version)—2010 between the
Registrant and Carol Bartz under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit
10.14(J) to the Registrant’s Annual Report on Form 10-K filed February 26, 2010 and incorporated
herein by reference).

Form of Performance Restricted Stock Unit Award Agreement (AFP version)—2010 between the
Registrant and Carol Bartz under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit
10.14(K) to the Registrant’s Annual Report on Form 10-K filed February 26, 2010 and incorporated
herein by reference).

Form of Stock Option Award Agreement, including Notice of Stock Option Grant, between the
Registrant and Carol Bartz under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit
10.16(L) to the Registrant’s Annual Report on Form 10-K filed February 28, 2011 and incorporated
herein by reference).

Form of Performance Restricted Stock Unit Award Agreement between the Registrant and Carol
Bartz under the Yahoo! Inc. 1995 Stock Plan (previously filed as Exhibit 10.16(N) to the Registrant’s
Annual Report on Form 10-K filed February 28, 2011 and incorporated herein by reference).

Employment Letter Agreement, dated June 5, 2009, between the Registrant and Timothy R. Morse
(previously filed as Exhibit 10.20 to the Registrant’s Quarterly Report on Form 10-Q filed August 7,
2009 and incorporated herein by reference).

Letter Agreement, dated July 29, 2009, between the Registrant and Microsoft Corporation
(previously filed as Exhibit 10.21(A) to the Registrant’s Quanerly Report on Form 10-Q filed
November 6, 2009 and incorporated herein by reference).

Search and Advertising Services and Sales Agreement, dated December 4, 2009, between the
Registrant and Microsoft Corporation (previously filed as Exhibit 10.18(B) to the Registrant’s

Annual Report on Form 10-K filed February 26, 2010 and incorporated herein by reference).

License Agreement, dated December 4, 2009, between the Registrant and Microsoft Corporation
(previously filed as Exhibit 10.18(C) to the Registrant’s Annual Report on Form 10-K filed
February 26, 2010 and incorporated herein by reference).
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Exhibit
Number

10.16(D)T

10.16(E)t

10.16(F)t

10.16(G)t

10.16(H)

10.16(D)t

10.16(0)7

10.17+
10.18+

10.19%

10.20(A)+

10.20(B)+*

Description

First Amendment to Search and Advertising Services and Sales Agreement, dated as of July 14,
2010, by and between the Registrant and Microsoft Corporation (previously filed as
Exhibit 10.18(D). to the Registrant’s Quarterly Report on Form 10-Q filed May 10, 2011 and
incorporated herein by reference).

Second Amendment to Search and Advertising Services and Sales Agreement, dated as of
October 10, 2010, by and between the Registrant and Microsoft Corporation (previously filed as
Exhibit 10.18(E) to the Registrant’s Quarterly Report on Form 10-Q filed May 10, 2011 and
incorporated herein by reference).

Third Amendment to Search and Advertising Services and Sales Agreement, dated as of
March 31, 2011, by and between the Registrant and Microsoft Corporation (previously filed as
Exhibit 10.18(F) to the Registrant’s Quarterly Report on Form 10-Q filed May 10, 2011 and
incorporated herein by reference).

Amendment No. 1 to License Agreemént, dated as of October 10, 2010, by and between the
Registrant and Microsoft Corporation (previously filed as Exhibit 10.18(G) to the Registrant’s
Quarterly Report on Form 10-Q filed May 10, 2011 and incorporated herein by reference).

Fourth Amendment to Search and Advertising Services and Sales Agency Agreement, dated as
of December 13, 2010, by and between the Registrant and Microsoft Corporation (previously
filed as Exhibit 10.18(H) to Amendment No. 1 to the Registrant’s Quarterly Report on Form
10-Q filed December 2, 2011 and incorporated herein by reference).

Fifth Amendment to Search and Advertising Services and Sales Agency Agreement, dated as of
July 2, 2011, by and between the Registrant and Microsoft Corporation (previously filed as
Exhibit 10.18(I) to Amendment No. 1 to the Registrant’s Quarterly Report on Form 10-Q filed
December 2, 2011 and incorporated herein by reference).

Sixth Amendment to Search and Advertising Services and Sales Agency Agreement, dated as of
October 14, 2011, by and between the Registrant and Microsoft Corporation (previously filed as
Exhibit 10.18(J) to the Registrant’s Quarterly Report on Form 10-Q filed November 7, 2011 and
incorporated herein by reference). '

Employment Offer Letter, dated May 28, 2010, between the Registrant and Blake Irving
(previously filed as Exhibit 10.20 to the Registrant’s Quarterly Report on Form 10-Q filed
May 10, 2011 and incorporated herein by reference).

Employment Offer letter, dated October 27, 2010, between the Registrant and Ross Levinsohn
(previously filed as Exhibit 10.21 to the Registrant’s Quarterly Report on Form 10-Q filed
May 10, 2011 and incorporate herein by reference).

Framework Agreement, dated as of July 29, 2011, by and among the Registrant, Alibaba Group
Holding Limited, Softbank Corp., Alipay.com Co., Ltd., APN Ltd., Zhejiang Alibaba
E-Commerce Co., Ltd., Jack Ma Yun, Joseph C. Tsai and certain joinder parties (previously filed
as Exhibit 10.1 to Amendment No. 1 to the Registrant’s Current Report on Form 8-K filed
August 12, 2011 and incorporated herein by reference). '

Letter Agreement, dated January 3, 2012, between the Registrant and Scott Thompson
(previously filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed on
January 3, 2012 and incorporated herein by reference).

Form of Restricted Stock Unit Award Agreement (CEO Make-Whole Grant) between the
Registrant and Scott Thompson.
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Exhibit
Number

10.20(C)+*
10.20(D)+*

21.1%
23.1%
24.1

31.1%*

31.2%
32%

101.INS*
101.SCH*
101.CAL*
101.DEF*
101.LAB*
101.PRE*

Description
Form of Restricted Stock Unit. Award Agreement (CEO Inducement Grant) between the Registrant
and Scott Thompson.

Form of Restricted Stock Unit Award Agreement (CEO Annual Grant) between the Registrant and
Scott Thompson.

List of Subsidiaries.
Consent of Independent Registered Public Accounting Firm.
Power of Attorney (see the signature page of this Annual Report on Form 10-K.)

Certificate of Chief Executive Officer Pursuant to Securities Exchange Act Rules 13a-14(a) and

" 15d-14(a) as Adopted Purquant to Section 302 of the Sarbanes-Oxley Act of 2002, dated

February 29, 2012.

Certificate of Chief Financial Officer Pursuant to Securities Exchange Act Rules 13a-14(a) and
15d-14(a) as Adopted Pursuant to Section 302 of the Sarbanes—Oxley Act of 2002, dated

February 29, 2012.

Certificate of Chief Executlve Officer and Chief Financial Officer Pursuant to Securities Exchange
Act Rules 13a-14(b) and 15d-14(b) and 18 U.S.C. Section 1350, as Adopted Pursuant to Section

- 906 of the Sarbanes-Oxley Act of 2002, dated February 29, 2012.

XBRL Instance

XBRL Taxonomy Extension Schema
XBRL Taxonorhy EXtension Calculation
XBRL Taxonomy Extension Definition
XBRL Taxonomy Extension Labels

XBRL Taxonomy Extension Presentation

*  Filed herewith.

+ Indicates a management contract or compensatory plan or arrangement. .

+ Portions of this exhibit have been omitted and filed separately with the U.S. Securities and Exchange
Commission pursuant to a request for confidential treatment.
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Exhibit 31.1

Certification of Chief Executive Officer Pursuant to
Securities Exchange Act Rules 13a-14(a) and 15d-14(a)
as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Scott Thompson, certify that:

1.
2.

I have reviewed this Form 10-K of Yahoo! Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operatlons and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the reg1strant and
have:

‘(@) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial

- reporting to be designed under our- supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the-preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and- presented in this
- report our conclusions about the effectiveness of the disclosure controls and procedures as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected; or is reasonably 11kely to matenally affect the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions): ‘

(@) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s -ability to record,
process, summarize and report financial-information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. -

Dated: February 29, 2012 By: /s/ _ScorT THOMPSON

Scott Thompson
Chief Executive Officer



Exhibit 31.2

Certification of Chief Financial Officer Pursuant to
Securities Exchange Act Rules 13a-14(a) and 15d-14(a)
as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Timothy R. Morse, certify that:

1.
2.

I have reviewed this Form 10-K of Yahoo! Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

. Based on my knowledge, the financial statements, and other. financial information included in this report,

fa1r1y present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) -Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be, designed under our -supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to,us by others within those entities, particularly
during the period in which this report is being prepared;

.(b) Designed such internal control over financial reporting, or caused such internal control over financial

reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c). Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in 'this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably hkely to materially affect, the
registrant’s internal control over financial reporting; and :

- The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of

internal control over financial reporting, to the registrant’s auditors and .the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation. of internal control over
financial reporting which are reasonably likely ‘to adversely affect the registrant’s. ability to record,
process, summarize and report financial information;-and

(b) Any. fraud, whether or not material, that involves management or. other employees who have a
significant role in the registrant’s internal control over financial reporting.

Dated: February 29, 2012 ‘ By: /s/ _TiMOTHY R. MORSE

Timothy R. Morse
Chief Financial Officer



Exhibit 32

Certification of Chief Executive Officer and Chief Financial Officer Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 10-K of Yahoo! Inc. (the “Company”) for the year ended
December 31, 2011 as filed with the Securities and Exchange Commission on the date hereof (the “Report”),
Scott Thompson, as Chief Executive Officer of the Company, and Timothy R. Morse, as Chief Financial Officer
of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, to the best of his knowledge, respectively, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s/ ScotrT THOMPSON

Name: Scott Thompson
Title: Chief Executive Officer
Dated: February 29, 2012

/s/ TIMOTHY R. MORSE

Name: Timothy R. Morse
Title: Chief Financial Officer
Dated: February 29, 2012

The foregoing certification is being furnished pursuant to 18 U.S.C. Section 1350. It is not being filed for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and it is not to be incorporated by
reference into any filing of the Company, regardless of any general incorporation language in such filing.
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