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Forward-Looking Statements
 
In addition to current and historical information, this Quarterly Report on Form 10-Q (“Report”) 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 Report
includes, among others, forward-looking statements regarding our:
 

•  expectations related to our strategic plan announced in February 2016;
 

•  expectations regarding the pending transaction with Verizon Communications Inc.;
 

•  expectations about revenue, including search, display, and other revenue, as well as revenue from our offerings in mobile, video, native, and social
(“Mavens”);

 

•  expectations about the financial and operational impacts of our Search and Advertising Services and Sales Agreement (“Microsoft Search Agreement”)
with Microsoft Corporation (“Microsoft”) and our Google Services Agreement with Google Inc.;

 

•  expectations about the opportunities for monetization of, and revenue growth from, our mobile offerings;
 

•  expectations about growth in users;
 

•  projections and estimates with respect to our restructuring activities;
 

•  expectations about our operating expenses;
 

•  anticipated capital expenditures;
 

•  expectations about the amount of unrecognized tax benefits, the outcome of tax assessment appeals, the adequacy of our existing tax reserves, future tax
expenditures, and tax rates;

 

•  expectations about the sufficiency of our available sources of liquidity to meet normal operating requirements and capital expenditures; and
 

•  expectations regarding the future outcome of legal proceedings in which we are involved.

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. You are urged to carefully review the disclosures made concerning risks and uncertainties that may affect our
business or operating results, which include, among others, those listed in Part II, Item 1A. “Risk Factors” of this Report. We do not intend, and undertake no
obligation, to update or revise any of our forward-looking statements after the date of this Report to reflect new information, actual results or future events or
circumstances.
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PART I — FINANCIAL INFORMATION
  
Item 1. Condensed Consolidated Financial Statements (unaudited)

Yahoo! Inc.

Condensed Consolidated Balance Sheets
 

  
December 31,

2015   
June 30,

2016  
 

 

  
(Unaudited, in thousands

except par values)  
ASSETS   

Current assets:   
Cash and cash equivalents    $ 1,631,911      $ 1,325,404   
Short-term marketable securities   4,225,112     5,055,683   
Accounts receivable, net   1,047,504     991,185   
Prepaid expenses and other current assets   602,792     224,729   

   
 

   
 

Total current assets   7,507,319     7,597,001   
Long-term marketable securities   975,961     1,284,026   
Property and equipment, net   1,547,323     1,326,242   
Goodwill   808,114     431,366   
Intangible assets, net   347,269     202,116   
Other long-term assets and investments   342,390     245,123   
Investment in Alibaba Group   31,172,361     30,504,958   
Investments in equity interests   2,503,229     2,623,463   

   
 

   
 

Total assets    $    45,203,966      $    44,214,295   
   

 

   

 

LIABILITIES AND EQUITY   
Current liabilities:   

Accounts payable    $ 208,691      $ 171,621   
Other accrued expenses and current liabilities   934,658     982,860   
Deferred revenue   134,031     122,026   

   
 

   
 

Total current liabilities   1,277,380     1,276,507   
Convertible notes   1,233,485     1,266,279   
Long-term deferred revenue   27,801     33,557   
Other long-term liabilities   118,689     125,826   
Deferred tax liabilities related to investment in Alibaba Group   12,611,867     12,339,927   
Deferred and other long-term tax liabilities   855,324     775,895   

   
 

   
 

Total liabilities   16,124,546     15,817,991   
   

 
   

 

Commitments and contingencies (Note 12)   
Yahoo! Inc. stockholders’ equity:   

Common stock, $0.001 par value; 5,000,000 shares authorized; 962,959 shares issued and 945,854 shares
outstanding as of December 31, 2015 and 967,825 shares issued and 950,751 shares outstanding as of June 30,
2016   959     964   
Additional paid-in capital   8,807,273     8,978,802   
Treasury stock at cost, 17,105 shares as of December 31, 2015 and 17,074 shares as of June 30, 2016   (911,533)    (910,117)  
Retained earnings   4,570,807     4,030,249   
Accumulated other comprehensive income   16,576,031     16,263,996   

   
 

   
 

Total Yahoo! Inc. stockholders’ equity   29,043,537     28,363,894   
Noncontrolling interests   35,883     32,410   

   
 

   
 

Total equity   29,079,420     28,396,304   
   

 
   

 

Total liabilities and equity    $    45,203,966      $    44,214,295   
   

 

   

 

  

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

Condensed Consolidated Statements of Operations
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

  
(Unaudited, in thousands

except per share amounts)  
Revenue    $ 1,243,265      $ 1,307,637      $ 2,469,235      $ 2,394,789   

   
 

   
 

   
 

   
 

Operating expenses:     
Cost of revenue — traffic acquisition costs   200,230     466,486     383,369     694,249   
Cost of revenue — other   295,932     268,483     581,195     551,070   
Sales and marketing   274,304     226,024     549,661     462,057   
Product development   306,428     280,035     633,175     558,064   
General and administrative   180,595     158,355     354,108     313,806   
Amortization of intangibles   19,982     16,369     40,055     35,142   
Gain on sale of patents and land   (9,100)    (120,059)    (11,100)    (121,559)  
Goodwill impairment charge   -      394,901     -      394,901   
Intangible assets impairment charge   -      87,335     -      87,335   
Restructuring charges, net   19,688     19,384     70,920     76,614   

   
 

   
 

   
 

   
 

Total operating expenses       1,288,059         1,797,313         2,601,383         3,051,679   
   

 
   

 
   

 
   

 

Loss from operations   (44,794)    (489,676)    (132,148)    (656,890)  
Other (expense) income, net   (11,741)    15,062     (42,804)    (32,354)  

   
 

   
 

   
 

   
 

Loss before income taxes and earnings in equity interests   (56,535)    (474,614)    (174,952)    (689,244)  
(Provision) benefit for income taxes   (58,495)    (15,543)    (17,595)    19,223   
Earnings in equity interests, net of tax   95,841     51,777     195,531     133,351   

   
 

   
 

   
 

   
 

Net (loss) income   (19,189)    (438,380)    2,984     (536,670)  
Net income attributable to noncontrolling interests   (2,365)    (1,533)    (3,340)    (2,475)  

   
 

   
 

   
 

   
 

Net loss attributable to Yahoo! Inc.    $ (21,554)     $ (439,913)     $ (356)     $ (539,145)  
   

 

   

 

   

 

   

 

Net loss attributable to Yahoo! Inc. common stockholders per share — basic    $ (0.02)     $ (0.46)     $ (0.00)     $ (0.57)  
   

 

   

 

   

 

   

 

Net loss attributable to Yahoo! Inc. common stockholders per share — diluted    $ (0.02)     $ (0.46)     $ (0.00)     $ (0.57)  
   

 

   

 

   

 

   

 

Shares used in per share calculation — basic   937,569     948,432     936,159     947,076   
   

 

   

 

   

 

   

 

Shares used in per share calculation — diluted   937,569     948,432     936,159     947,076   
   

 

   

 

   

 

   

 

Stock-based compensation expense by function:     
Cost of revenue — other    $ 7,200      $ 7,910      $ 13,209      $ 16,436   
Sales and marketing   39,978     38,944     78,099     71,831   
Product development   50,762     58,474     98,983     106,462   
General and administrative   27,190     26,636     50,535     45,642   
Restructuring charges, net   -      -      2,705     7,374   

  

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

Condensed Consolidated Statements of Comprehensive Loss
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2015   2016   2015   2016  
 

 

  (Unaudited, in thousands)  
Net (loss) income    $ (19,189)      $(438,380)      $ 2,984       $(536,670)   

   
 

   
 

   
 

   
 

Available-for-sale securities:     
Unrealized (losses) gains on available-for-sale securities, net of taxes of $149,980 and
$(76,651) for the three months ended June 30, 2015 and 2016, respectively, and $3,388,114
and $286,431 for the six months ended June 30, 2015 and 2016, respectively   (212,465)     111,715      (4,926,084)     (404,823)   
Reclassification adjustment for realized (gains) losses on available-for-sale securities included
in net (loss) income, net of taxes of $49 and $4 for the three months ended June 30, 2015 and
2016, respectively, and $(2) and $(107) for the six months ended June 30, 2015 and 2016,
respectively   (81)     (8)     2      195    

   
 

   
 

   
 

   
 

Net change in unrealized (losses) gains on available-for-sale securities, net of tax   (212,546)     111,707      (4,926,082)     (404,628)   
   

 
   

 
   

 
   

 

Foreign currency translation adjustments (“CTA”):     
Foreign CTA gains (losses), net of taxes of $(128) and $(43) for the three months ended
June 30, 2015 and 2016, respectively, and $454 and $(379) for the six months ended June 30,
2015 and 2016, respectively   38,140      165,751      (233,102)     167,934    
Net investment hedge CTA gains (losses), net of taxes of $(9,153) and $13,322 for the three
months ended June 30, 2015 and 2016, respectively, and $(10,744) and $30,253 for the six
months ended June 30, 2015 and 2016, respectively   15,404      (24,165)     18,038      (54,875)   
Reclassification adjustment for realized (gains) losses included in CTA, net of taxes of $0, for
all periods presented   -      (16,500)     -      (16,500)   

   
 

   
 

   
 

   
 

Net foreign CTA losses, net of tax   53,544      125,086      (215,064)     96,559    
   

 
   

 
   

 
   

 

Cash flow hedges:     
Unrealized gains (losses) on cash flow hedges, net of taxes of $(1,065) and $1,637 for the
three months ended June 30, 2015 and 2016, respectively, and $(689) and $2,975 for the six
months ended June 30, 2015 and 2016, respectively   5,875      (2,972)     (5,281)     (5,398)   
Reclassification adjustment for realized losses (gains) on cash flow hedges included in net
income, net of taxes of $529 and $(512) for the three months ended June 30, 2015 and 2016,
respectively, and $718 and $(789) for the six months ended June 30, 2015 and 2016,
respectively   478      930      2,138      1,432    

   
 

   
 

   
 

   
 

Net change in unrealized gains (losses) on cash flow hedges, net of tax   6,353      (2,042)     (3,143)     (3,966)   
   

 
   

 
   

 
   

 

Other comprehensive (loss) income   (152,649)     234,751      (5,144,289)     (312,035)   
   

 
   

 
   

 
   

 

Comprehensive loss   (171,838)     (203,629)     (5,141,305)     (848,705)   
Less: comprehensive income attributable to noncontrolling interests   (2,365)     (1,533)     (3,340)     (2,475)   

   
 

   
 

   
 

   
 

Comprehensive loss attributable to Yahoo! Inc.    $(174,203)      $(205,162)    $ (5,144,645)    $ (851,180)   
   

 

   

 

   

 

   

 

  

 

 
 

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

Condensed Consolidated Statements of Cash Flows
 
  Six Months Ended June 30,  
  2015   2016  
 

 

  (Unaudited, in thousands)  
CASH FLOWS FROM OPERATING ACTIVITIES:   

Net income (loss)  $ 2,984     $ (536,670)   
Adjustments to reconcile net income (loss) to net cash (used in) provided by operating activities:   

Depreciation   236,694      213,054    
Amortization of intangible assets   68,524      59,838    
Accretion of convertible notes discount   31,117      32,794    
Stock-based compensation expense   243,531      247,745    
Non-cash goodwill impairment charge   -      394,901    
Non-cash intangible assets impairment charge   -      87,335    
Non-cash restructuring (reversals) charges   (933)     1,376    
Non-cash accretion on marketable debt securities   23,557      18,494    
Foreign exchange loss (gain)   21,318      (36,433)   
Gain on sale of assets and other   (28)     (1,831)   
Gain on sale of patents and land   (11,100)     (121,559)   
Loss on Hortonworks warrants   6,460      41,437    
Earnings in equity interests   (195,531)     (133,351)   
Tax (detriments) benefits from stock-based awards   (3,617)     1,816    
Excess tax benefits from stock-based awards   (1,850)     (10,560)   
Deferred income taxes   (13,218)     (93,543)   
Dividends received from equity investee   141,670      156,968    
Changes in assets and liabilities, net of effects of acquisitions:   

Accounts receivable   32,881      58,199    
Prepaid expenses and other   (90,078)     343,422    
Accounts payable   37,505      (1,104)   
Accrued expenses and other liabilities   232,210      59,847    
Incomes taxes payable related to sale of Alibaba Group ADSs   (3,282,293)     -    
Deferred revenue   (132,790)     (6,477)   

   
 

   
 

Net cash (used in) provided by operating activities   (2,652,987)     775,698    
   

 
   

 

CASH FLOWS FROM INVESTING ACTIVITIES:   
Acquisition of property and equipment   (267,390)     (154,336)   
Proceeds from sales of property and equipment   495      247,887    
Purchases of marketable securities   (2,326,886)     (4,257,001)   
Proceeds from sales of marketable securities   473,775      167,961    
Proceeds from maturities of marketable securities   3,584,596      2,942,666    
Acquisitions, net of cash acquired   (21,291)     -    
Proceeds from sales of patents   20,000      1,500    
Purchases of intangible assets   (4,611)     (1,965)   
Proceeds from settlement of derivative hedge contracts   64,767      37,815    
Payments for settlement of derivative hedge contracts   (3,882)     (5,164)   
Payments for equity investments in privately held companies   -      (9)   
Other investing activities, net   (153)     (93)   

   
 

   
 

Net cash provided by (used in) investing activities   1,519,420      (1,020,739)   
   

 
   

 

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

Condensed Consolidated Statements of Cash Flows (continued)
 
      Six Months Ended June 30,     
  2015   2016  
 

 

  (Unaudited, in thousands)  
CASH FLOWS FROM FINANCING ACTIVITIES:   

Proceeds from issuance of common stock   46,777      10,924    
Repurchases of common stock   (203,771)     -    
Excess tax benefits from stock-based awards   1,850      10,560    
Tax withholdings related to net share settlements of restricted stock awards and restricted stock units   (149,960)     (91,425)   
Distributions to noncontrolling interests   (15,847)     (5,948)   
Other financing activities, net   (9,015)     (7,567)   

   
 

   
 

Net cash used in financing activities   (329,966)     (83,456)   
   

 
   

 

Effect of exchange rate changes on cash and cash equivalents   (12,396)     21,990    
Net change in cash and cash equivalents   (1,475,929)     (306,507)   

Cash and cash equivalents at beginning of period   2,664,098      1,631,911    
   

 
   

 

Cash and cash equivalents at end of period    $ 1,188,169       $ 1,325,404    
   

 

   

 

  

      

NON-CASH ACTIVITIES:   
Change in non-cash acquisitions of property and equipment    $ 4,905      $ (1,273)   

 

 
 

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

Notes to Condensed Consolidated Financial Statements

(unaudited)

Note 1     The Company And Summary Of Significant Accounting Policies
 
The Company. Yahoo! Inc., together with its consolidated subsidiaries (“Yahoo” or the “Company”), is a guide to digital information discovery, focused on
informing, connecting, and entertaining users through its search, communications, and digital content products. By creating highly personalized experiences,
the Company helps users discover the information that matters most to them around the world — on mobile or desktop. The Company creates value for
advertisers with a streamlined, simple advertising technology stack that leverages Yahoo’s data, content, and technology to connect advertisers with their
target audiences. Advertisers can build their businesses through advertising to targeted audiences on the Company’s online properties and services (“Yahoo
Properties”) and a distribution network of third party entities (“Affiliates”) who integrate the Company’s advertising offerings into their websites or other offerings
(“Affiliate sites”). The Company’s revenue is generated principally from search and display advertising. The Company manages and measures its business
geographically, principally in the Americas, EMEA (Europe, Middle East, and Africa) and Asia Pacific.

Basis of Presentation. The condensed consolidated financial statements include the accounts of Yahoo! Inc. and its majority-owned or otherwise controlled
subsidiaries. All 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 condensed consolidated balance sheets. The Company has included the results of operations of acquired companies from the date of the
acquisition.

The Company revised the consolidated statement of cash flows for the six months ended June 30, 2015 to correct for a non-cash acquisition of property and
equipment resulting in an increase in cash used in operating activities of $23 million and a corresponding increase in net cash provided by investing activities.
Certain other prior period amounts have been reclassified to conform to the current period presentation.

The accompanying unaudited condensed consolidated interim financial statements reflect all adjustments, consisting of only normal recurring items, which, in
the opinion of management, are necessary for a fair statement of the results of operations for the periods shown. The results of operations for such periods are
not necessarily indicative of the results expected for the full year or for any future periods.

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, originally developed content, acquired content, 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.

These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and related notes included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2015. Certain information and footnote disclosures normally included in financial
statements prepared in accordance with U.S. GAAP have been condensed or omitted. The condensed consolidated balance sheet as of December 31, 2015
was derived from the Company’s audited financial statements for the year ended December 31, 2015, but does not include all disclosures required by U.S.
GAAP. However, the Company believes the disclosures are adequate to make the information presented not misleading.

Revenue Recognition — Search Revenue and Cost of Revenue — TAC. On April 15, 2015, the Company and Microsoft Corporation (“Microsoft”) entered
into the Eleventh Amendment (the “Eleventh Amendment”) to the Search and Advertising Services and Sales Agreement (“Microsoft Search Agreement”).
Pursuant to the Eleventh Amendment, the Company completed the transition of its exclusive sales responsibilities to Microsoft for Microsoft’s paid search
services to premium advertisers in the United States, Canada, and Europe on April 1, 2016 and in its remaining markets (other than Taiwan and Hong Kong)
on June 1, 2016. Following the transition in each respective market, Yahoo is considered the principal in the sale of traffic to Microsoft and other customers
because Yahoo is the primary obligor in its arrangements with Microsoft and has discretion in how search queries from Affiliate sites will be fulfilled and
monetized. As a result, amounts paid to Affiliates under the Microsoft Search Agreement in the transitioned markets are recorded as cost of revenue — TAC
rather than as a reduction to revenue, resulting in revenue from the Microsoft Search Agreement being reported on a gross rather than net basis. Effective
June 3, 2016, the Company and Microsoft further amended the Microsoft Search Agreement to provide that sales responsibilities for premium advertisers in
Taiwan and Hong Kong will not be transitioned. TAC in those markets will continue to be reported as a reduction to revenue.
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The table below illustrates the impact of the implementation of the Eleventh Amendment for the periods presented and sets out the amounts paid to Affiliates
related to the Microsoft Search Agreement during the three and six months ended June 30, 2015 and 2016 that were recorded as cost of revenue—TAC:
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

Cost of revenue—TAC(*)    $ -         $ 252,331       $ -         $ 252,331    
Reduction of revenue    $        332,589       $        2,377       $        687,891       $        273,705    

    
 

 

 

(*) Includes $218 million in the Americas segment, $33 million in the EMEA segment and $1 million in the Asia Pacific segment.

See Note 17—“Microsoft Search Agreement” for a description of the Search Agreement with Microsoft.

Prior to the Eleventh Amendment, the Company was entitled to receive a percentage of the revenue (the “Revenue Share Rate”) generated from Microsoft’s
services on Yahoo Properties and on Affiliate sites after deduction of the Affiliate sites’ share of revenue and certain Microsoft costs. The Revenue Share Rate
was 88 percent for the first five years of the Microsoft Search Agreement and then increased to 90 percent on February 23, 2015. Pursuant to the Eleventh
Amendment, the Revenue Share Rate increased to 93 percent, but Microsoft now receives its 7 percent revenue share before deduction of the Affiliate site’s
share of revenue. The Company is responsible for paying the Affiliate for the Affiliate site’s share of revenue.

Search revenue is generated from mobile and desktop clicks on text-based links to advertisers’ websites that appear primarily on search results pages (“search
advertising”). The Company recognizes revenue from search advertising on Yahoo Properties and Affiliate sites. Search revenue is recognized based on Paid
Clicks. A Paid Click occurs when an end-user clicks on a sponsored listing on Yahoo Properties and Affiliate sites for which an advertiser pays on a per click
basis. The Company also sells search traffic to certain customers where it does not have a direct relationship with the advertiser, in which case revenue is also
recognized based on Paid Clicks. In the Microsoft Search Agreement, the Company agreed to request paid search results from Microsoft for 51 percent of
search queries originating from desktop computers accessing Yahoo Properties and Affiliate sites (the “Volume Commitment”). There is no such Volume
Commitment for traffic generated on mobile devices.

The Company recognizes search revenue generated from mobile and desktop ads served through Yahoo Gemini (Yahoo’s marketplace for search and native
advertising) to Yahoo Properties and Affiliate sites. The Company is considered the primary obligor to the advertisers who are the customers of the search
advertising service. Accordingly, the search revenue generated from mobile and desktop ads served through Yahoo Gemini that involve traffic supplied by
Affiliates is reported gross of the traffic acquisition costs (“TAC”) paid to Affiliates (reported as cost of revenue—TAC) as the Company performs the search
service for advertisers.

In October 2015, Yahoo reached an agreement with Google that provides Yahoo with additional flexibility to choose among suppliers of search results and ads.
Google’s offerings complement the search services provided by Microsoft and Yahoo Gemini. The Company also generates search revenue from a revenue
sharing arrangement with Yahoo Japan for search technology and services and records the related revenue as reported.

TAC consists of payments made to Affiliates and payments made to companies that direct consumer and business traffic to Yahoo Properties. TAC is either
recorded as a reduction of revenue or as cost of revenue—TAC. For reporting periods ended December 31, 2014 and 2015, and March 31, 2016, TAC related
to the Microsoft Search Agreement was recorded as a reduction of revenue. Beginning in the reporting period ended June 30, 2016, TAC related to the
Microsoft Search Agreement is recorded as cost of revenue—TAC in markets that have completed the transition of exclusive sales responsibilities to Microsoft
for paid search services to premium advertisers pursuant to the Eleventh Amendment as described above.

Recent Accounting Pronouncements. In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 2014-
09, “Revenue from Contracts with Customers,” which supersedes the revenue recognition requirements in Topic 605, “Revenue Recognition” and requires
entities to recognize revenue in a way that depicts the transfer of promised goods or services to customers in an amount that reflects the consideration to
which the entity expects to be entitled in exchange for those goods or services. In August 2015, the FASB issued ASU 2015-14, which defers by one year the
effective date of ASU 2014-09. Accordingly, this guidance is effective for interim and annual periods beginning after December 15, 2017 with early adoption
permitted for interim and annual periods beginning after December 15, 2016. In March 2016, the FASB issued ASU 2016-08 “Principal versus Agent
Considerations (Reporting Revenue Gross versus Net),” which finalizes its amendments to the guidance in the new revenue standard on assessing whether an
entity is a principal or an agent in a revenue transaction. This conclusion impacts whether an entity reports revenue on a gross or net basis. In April 2016, the
FASB issued ASU 2016-10 “Identifying Performance Obligations and Licensing” which finalizes its amendments to the guidance in the new revenue standard
regarding the identification of performance obligations and accounting for the license of intellectual property. In May 2016, the FASB issued ASU 2016-12
“Narrow-Scope Improvements and Practical Expedients” which finalizes its amendments to the guidance in the new revenue standard on collectability, noncash
consideration, presentation of sales tax, and transition. The amendments are intended to make the guidance more operable and lead to more consistent
application. The amendments have the same effective date and transition requirements as the new revenue recognition standard. The Company plans to adopt
this guidance on January 1, 2018. The Company is currently evaluating the effects, if any, that the adoption of this guidance will have on the Company’s
financial position, results of operations, and cash flows.
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In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments-Overall: Recognition and Measurement of Financial Assets and Financial
Liabilities”. The new standard principally affects accounting standards for equity investments, financial liabilities where the fair value option has been elected,
and the presentation and disclosure requirements for financial instruments. Upon the effective date of the new standards, all equity investments in
unconsolidated entities, other than those accounted for using the equity method of accounting, will generally be measured at fair value through earnings. There
will no longer be an available-for-sale classification and therefore, no changes in fair value will be reported in other comprehensive income (loss) for equity
securities with readily determinable fair values. The new guidance on the classification and measurement will be effective for public business entities in fiscal
years beginning after December 15, 2017, including interim periods within those fiscal years, and early adoption is permitted. The Company is in the process of
evaluating the impact of the adoption of ASU 2016-01 on the consolidated financial statements and currently anticipates the new guidance would significantly
impact its consolidated statements of operations and consolidated statements of comprehensive income (loss) as the Company’s marketable equity securities,
primarily the Company’s investments in Alibaba Group Holding Limited (“Alibaba Group”) and Hortonworks Inc. (“Hortonworks”), are currently 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.

In February 2016, the FASB issued ASU 2016-02, “Leases” which, for operating leases, requires a lessee to recognize a right-of-use asset and a lease liability,
initially measured at the present value of the lease payments, in its balance sheet. The standard also requires a lessee to recognize a single lease cost,
calculated so that the cost of the lease is allocated over the lease term, on a generally straight-line basis. The ASU is effective for public companies for fiscal
years beginning after December 15, 2018, including interim periods within those fiscal years. Early adoption is permitted. The Company is currently evaluating
the effects that the adoption of ASU 2016-02 will have on the Company’s consolidated financial position, results of operations and cash flows and anticipates
the new guidance will significantly impact its consolidated financial statements given the Company has a significant number of leases.

In March 2016, the FASB issued ASU 2016-06, “Contingent put and call options in debt instruments, a consensus of the FASB’s Emerging Issues Task Force,”
which simplifies the embedded derivative analysis for debt instruments containing contingent call or put options. The new guidance clarifies that an exercise
contingency does not need to be evaluated to determine whether it relates to interest rates and credit risk in an embedded derivative analysis. A contingent put
or call option embedded in a debt instrument would be evaluated for possible separate accounting as a derivative instrument without regard to the nature of the
exercise contingency. The ASU is effective for public companies for fiscal years beginning after December 15, 2016, and interim periods within those fiscal
years. Early adoption is permitted for any interim and annual financial statements that have not yet been issued. The new guidance is required to be applied on
a modified retrospective basis to all existing and future debt instruments. An entity will be able to elect the fair value option at transition for the entire debt
instrument, including its embedded features, but will not be able to unwind a previously-elected fair value option. The Company is currently evaluating the
effects, if any, that the adoption of this guidance will have on the Company’s consolidated financial position, results of operations and cash flows.

In March 2016, the FASB issued ASU 2016-07, “Simplifying the Transition to the Equity Method of Accounting,” which eliminates the requirement to apply the
equity method of accounting retrospectively when a reporting entity obtains significant influence over a previously held investment in order to reduce
recognition and presentation complexity in financial reporting. Instead, the new guidance requires equity method of accounting to be applied prospectively from
the date significant influence is obtained. The ASU is effective for public companies for fiscal years beginning after December 15, 2016, and interim periods
within those fiscal years. Early adoption is permitted for any interim and annual financial statements that have not yet been issued. The new guidance is
required to be applied prospectively for investments that qualify for the equity method of accounting after the effective date. The Company is currently
evaluating the effects, if any, that the adoption of this guidance will have on the Company’s consolidated financial position, results of operations and cash flows.

In March 2016, the FASB issued ASU 2016-09, “Improvements to Employee Share-Based Payment Accounting” as part of its simplification initiative, which
involves several aspects of accounting for share-based payment transactions, including the income tax effects, statutory withholding requirements, forfeitures,
and classification on the statement of cash flows. The ASU is effective for public companies for fiscal years beginning after December 15, 2016, and interim
periods within those fiscal years. Early adoption is permitted for any interim and annual financial statements that have not been issued. If an entity early adopts
the amendments in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that includes that interim period. The Company
is currently evaluating the effects, if any, that the adoption of this guidance will have on the Company’s consolidated financial position, results of operations and
cash flows.

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments – Credit Losses”, which introduces new guidance for credit losses on instruments within
its scope. The new guidance introduces an approach based on expected losses to estimate credit losses on certain types of financial instruments, including,
but not limited to, trade and other receivables, held-to-maturity debt securities, loans and net investments in leases. The new guidance also modifies the
impairment model for available-for-sale debt securities and requires the entities to determine whether all or a portion of the unrealized loss on an available-for-
sale debt security is a credit loss. The standard also indicates that entities may not use the length of time a security has been in an unrealized loss position as
a factor in concluding whether a credit loss exists. The ASU is effective for public companies for fiscal years beginning after December 15, 2019, and interim
periods within those fiscal years. Early adoption will be permitted for all entities for fiscal years beginning after December 15, 2018, including interim periods
within those fiscal years. The Company is currently evaluating the effects, if any, that the adoption of this guidance will have on the Company’s consolidated
financial position, results of operations and cash flows.
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Note 2 Marketable Securities, Investments And Fair Value Disclosures
 
The following tables summarize the available-for-sale securities (in thousands):
 
  December 31, 2015  

  
Cost
Basis   

Gross
Unrealized

Gains   

Gross
Unrealized

Losses   
Estimated
Fair Value  

 
 

Government and agency securities    $ 616,501       $ 24       $ (635)       $ 615,890    
Corporate debt securities, commercial paper, time deposits, and bank
certificates of deposit   4,589,799      292      (4,908)      4,585,183    
Alibaba Group equity securities   2,713,483      28,458,878      -        31,172,361    
Hortonworks equity securities   26,246      57,977      -        84,223    
Other corporate equity securities   298      -        (101)      197    

   
 

   
 

   
 

   
 

Total available-for-sale marketable securities    $         7,946,327       $         28,517,171       $        (5,644)       $         36,457,854    
   

 

   

 

   

 

   

 

    
 

 

  June 30, 2016  

  
Cost
Basis   

Gross
Unrealized

Gains   

Gross
Unrealized

Losses   
Estimated
Fair Value  

 
 

Government and agency securities    $ 629,573       $ 667       $ (18)       $ 630,222    
Corporate debt securities, commercial paper, time deposits, and bank
certificates of deposit   5,705,266      4,677      (456)      5,709,487    
Alibaba Group equity securities   2,713,484      27,791,474      -        30,504,958    
Hortonworks equity securities   26,246      14,866      -        41,112    
Other corporate equity securities   7,984      62        (1,495)      6,551    

   
 

   
 

   
 

   
 

Total available-for-sale marketable securities      $ 9,082,553       $ 27,811,746       $ (1,969)       $ 36,892,330    
   

 

   

 

   

 

   

 

    
 

 

  
December 31,

2015   
June 30,

2016  
 

 

Reported as:   
Short-term marketable securities    $ 4,225,112     $ 5,055,683    
Long-term marketable securities   975,961      1,284,026    
Investment in Alibaba Group   31,172,361      30,504,958    
Other long-term assets and investments   84,420      47,663    

   
 

   
 

Total    $    36,457,854       $    36,892,330    
   

 

   

 

  
 

 

Short-term, highly liquid investments of $667 million and $520 million as of December 31, 2015 and June 30, 2016, respectively, included in cash and cash
equivalents on the condensed consolidated balance sheets are not included in the table above as the gross unrealized gains and losses were immaterial as
the carrying value approximates fair value because of the short maturity of those instruments. Realized gains and losses from sales of available-for-sale
marketable debt securities were not material for both the three and six months ended June 30, 2015 and 2016.
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The remaining contractual maturities of available-for-sale marketable debt securities were as follows (in thousands):
 

  
December 31,

2015   
June 30,

2016  
 

 

Due within one year      $ 4,225,112      $ 5,055,683    
Due after one year through five years   975,961      1,284,026    

   
 

   
 

Total available-for-sale marketable debt securities      $     5,201,073      $     6,339,709    
   

 

   

 

  
 

 

The following tables show all available-for-sale marketable debt securities 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, 2015  
  Less than 12 Months   12 Months or Longer   Total  

  
Fair

Value   
Unrealized

Loss   
Fair

Value   
Unrealized

Loss   
Fair

Value   
Unrealized

Loss  
 

 

Government and agency securities  $ 552,041     $ (635)    $ -       $ -       $ 552,041    $ (635)   
Corporate debt securities, commercial paper, and bank certificates of deposit   2,415,347      (4,763)     99,214      (145)     2,514,561     (4,908)   

   
 

   
 

   
 

   
 

   
 

   
 

Total available-for-sale marketable debt securities  $ 2,967,388     $ (5,398)    $99,214     $ (145)    $3,066,602    $ (5,543)   
   

 

   

 

   

 

   

 

   

 

   

 

      
 

 

  June 30, 2016  
  Less than 12 Months   12 Months or Longer   Total  

  
Fair

Value   
Unrealized

Loss   
Fair

Value   
Unrealized

Loss   
Fair

Value   
Unrealized

Loss  
 

 

Government and agency securities  $ 96,661     $ (18)    $ -       $ -       $ 96,661    $ (18)   
Corporate debt securities, commercial paper, and bank certificates of deposit   905,162      (413)     88,852      (43)     994,014     (456)   

   
 

   
 

   
 

   
 

   
 

   
 

Total available-for-sale marketable debt securities  $  1,001,823     $ (431)    $88,852     $ (43)    $1,090,675    $ (474)   
   

 

   

 

   

 

   

 

   

 

   

 

      
 

 

The Company’s investment portfolio includes equity securities of Alibaba Group and Hortonworks, as well as liquid high-quality fixed income debt securities
including government, agency and corporate debt, money market funds, commercial paper, certificates of deposit and time deposits held with financial
institutions. The fair value of any debt or equity security will vary over time and is subject to a variety of market risks including: macro-economic, regulatory,
industry, company performance, and systemic risks of the equity markets overall. Consequently, the carrying value of the Company’s investment portfolio will
vary over time as the value of the various marketable securities changes.

Investments in instruments that earn a fixed rate or a floating rate interest earning instruments carry a degree of interest rate risk. Fixed rate securities may
have their fair value adversely impacted due to a rise in interest rates, while floating rate securities may produce less income than expected if interest rates fall.
Fixed income securities may have their fair 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.

Available-for-sale marketable debt securities are reviewed periodically to identify possible other-than-temporary impairment. The Company has no current
requirement or intent to sell the securities in an unrealized loss position. The Company expects to recover up to (or beyond) the initial cost of investment for
securities held.
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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, 2015 (in
thousands):
 
  Fair Value Measurements at Reporting Date Using  
Assets  Level 1   Level 2   Level 3   Total  
 

 

Money market funds(1)    $ 386,792      $ -         $ -        $ 386,792    
Available-for-sale marketable debt securities:     

Government and agency securities(1)   -         635,917      -         635,917    
Commercial paper and bank certificates of deposit(1)   -         1,844,494      -         1,844,494    
Corporate debt securities(1)   -         2,918,496      -         2,918,496    
Time deposits(1)   -         82,703      -         82,703    

Available-for-sale equity securities:     
Other corporate equity securities(2)   197     -          -         197    
Alibaba Group equity securities   31,172,361     -          -         31,172,361    
Hortonworks equity securities(2)   84,223     -          -         84,223    

Hortonworks warrants   -         -          78,861     78,861    
Foreign currency derivative contracts(3)   -         84,319      -         84,319    

   
 

   
 

   
 

   
 

Financial assets at fair value    $ 31,643,573      $ 5,565,929       $ 78,861      $ 37,288,363    
Liabilities     
Foreign currency derivative contracts(3)   -         (5,661)     -         (5,661)   

   
 

   
 

   
 

   
 

Total financial assets and liabilities at fair value    $     31,643,573      $    5,560,268       $          78,861      $     37,282,702    
   

 

   

 

   

 

   

 

    
 

 

The following table sets forth the financial assets and liabilities, measured at fair value, by level within the fair value hierarchy as of June 30, 2016 (in
thousands):
 
  Fair Value Measurements at Reporting Date Using  
Assets  Level 1   Level 2   Level 3   Total  
 

 

Money market funds(1)  $ 448,078   $ -        $ -        $ 448,078    
Available-for-sale marketable debt securities:     

Government and agency securities(1)   -         630,222      -         630,222    
Commercial paper and bank certificates of deposit(1)   -         2,316,960      -         2,316,960    
Corporate debt securities(1)   -         3,416,494      -         3,416,494    
Time deposits(1)   -         47,682      -         47,682    

Available-for-sale equity securities:     
Other corporate equity securities (2)   6,551      -         -         6,551    
Alibaba Group equity securities   30,504,958      -         -         30,504,958    
Hortonworks equity securities(2)   41,112      -         -         41,112    

Hortonworks warrants   -         -         37,424      37,424    
Foreign currency derivative contracts(3)   -         205      -         205    

   
 

   
 

   
 

   
 

Financial assets at fair value    $ 31,000,699       $ 6,411,563       $ 37,424       $ 37,449,686    
Liabilities     
Foreign currency derivative contracts(3)   -         (48,881)     -         (48,881)   

   
 

   
 

   
 

   
 

Total financial assets and liabilities at fair value    $    31,000,699       $    6,362,682       $          37,424       $     37,400,805    
   

 

   

 

   

 

   

 

    
 

 

 

(1) The money market funds, government and agency securities, commercial paper and bank certificates of deposit, corporate debt securities, and time
deposits are classified as part of either cash and cash equivalents or short or long-term marketable securities on the condensed consolidated balance
sheets.

 

(2) The Hortonworks equity securities and other corporate equity securities are classified as part of other long-term assets and investments on the
condensed consolidated balance sheets.
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(3) Foreign currency derivative contracts are classified as part of either current or noncurrent assets or liabilities on the condensed consolidated balance
sheets. The notional amounts of the foreign currency derivative contracts were: $1.5 billion, including contracts designated as net investment hedges of
$1.2 billion, as of December 31, 2015; and $0.7 billion, including contracts designated as net investment hedges of $0.5 billion, as of June 30, 2016.

The amount of cash included in cash and cash equivalents as of December 31, 2015 and June 30, 2016 was $965 million and $806 million, respectively.

The fair values of the Company’s Level 1 financial assets and liabilities are based on quoted prices in active markets for identical assets or liabilities. The fair
values of the Company’s Level 2 financial assets and liabilities are obtained using quoted prices for similar assets or liabilities in active markets; quoted prices
for identical or similar assets in markets that are not active; and inputs other than quoted prices (e.g., interest rates and yield curves). The Company utilizes a
pricing service to assist in obtaining fair value pricing for the marketable debt securities. The fair value for the Company’s Level 3 financial asset was obtained
using a Black-Scholes model.

Activity between Levels of the Fair Value Hierarchy

During the year ended December 31, 2015 and the six months ended June 30, 2016, the Company did not make any transfers between Level 1, Level 2, and
Level 3 assets or liabilities.

Hortonworks Warrants
The estimated fair value of the Hortonworks warrants was $79 million and $37 million as of December 31, 2015 and June 30, 2016, respectively, which is
included in other long-term assets and investments on the condensed consolidated balance sheets. During the three and six months ended June 30, 2015, the
Company recorded a gain of $5 million and a loss of $6 million, respectively, and during the three and six months ended June 30, 2016, the Company recorded
losses of $2 million and $41 million, respectively, due to the change in estimated fair value of the Hortonworks warrants during the respective periods, which
was included within other (expense) income, net in the Company’s condensed consolidated statements of operations. The estimated fair value of the
Hortonworks warrants was determined using a Black-Scholes model.

Assets and Liabilities at Fair Value on a Nonrecurring Basis:

Convertible Senior Notes. In 2013, the Company issued $1.4 billion aggregate principal amount of 0.00% Convertible Senior Notes due in 2018 (the “Notes”).
The Notes are carried at their original issuance value, net of unamortized debt discount, and are not marked to market each period. The approximate estimated
fair value of the Notes as of both December 31, 2015 and June 30, 2016 was $1.3 billion. The estimated fair value of the Notes was determined on the basis of
quoted market prices observable in the market and is considered Level 2 in the fair value hierarchy. See Note 11—“Convertible Notes” for additional
information related to the Notes.

Goodwill and Definite-Lived Intangible Assets. The inputs used to measure the estimated fair value of goodwill and definite-lived intangible assets are
classified as a Level 3 fair value measurement due to the significance of unobservable inputs using company-specific information. The valuation methodology
used to estimate the fair value of goodwill and definite-lived intangible assets is discussed in Note 5—“Goodwill” and Note 6—“Intangible Assets, Net”.

Other Investments. As of both December 31, 2015 and June 30, 2016, the Company held approximately $83 million of investments in equity securities of
privately-held companies that are accounted for using the cost method. These investments are included within other long-term assets and investments on the
condensed consolidated balance sheets. Such investments are reviewed periodically for impairment.
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Note 3    Consolidated Financial Statement Details
 

Accumulated Other Comprehensive Income
The components of accumulated other comprehensive income were as follows (in thousands):
 

  
December 31,

2015   
June 30,

2016  
 

 

Unrealized gains on available-for-sale securities, net of tax    $    16,918,539        $ 16,513,911     
Unrealized gains (losses) on cash flow hedges, net of tax   482       (3,484)    
Foreign currency translation, net of tax   (342,990)      (246,431)    

   
 

   
 

Accumulated other comprehensive income    $    16,576,031        $    16,263,996     
   

 

   

 

  
 

 

 
Noncontrolling Interests
 
Noncontrolling interests were as follows (in thousands):
 

  
June 30,

2015   
June 30,

2016  
 

 

Beginning noncontrolling interests    $ 43,755        $ 35,883     
Distributions to noncontrolling interests   (15,847)      (5,948)    
Net income attributable to noncontrolling interests   3,340       2,475     

   
 

   
 

Ending noncontrolling interests    $            31,248        $            32,410     
   

 

   

 

  
 

 

 
Other (Expense) Income, Net
 

Other (expense) income, net was as follows (in thousands):
 

  
  

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2015   2016   2015   2016  
 

 

Interest, dividend, and investment income    $ 8,034        $ 14,039        $ 16,879        $ 25,521     
Interest expense   (17,558)      (18,332)      (35,128)      (36,725)    
Gain (loss) on Hortonworks warrants   5,449       (2,287)      (6,460)      (41,437)    
Foreign exchange (loss) gain   (8,186)      20,964       (19,527)      18,826     
Other   520       678       1,432       1,461     

   
 

   
 

   
 

   
 

Total other (expense) income, net    $(11,741)       $ 15,062        $(42,804)       $(32,354)    
   

 

   

 

   

 

   

 

    
 

 

Interest, dividend and investment income consists of income earned from cash and cash equivalents in bank accounts and investments made in marketable
debt securities.

Interest expense is related to the Notes and notes payable related to building and capital lease obligations for data centers.

During the three and six months ended June 30, 2015, the Company recorded a gain of $5 million and a loss of $6 million, respectively, and during the three
and six months ended June 30, 2016, the Company recorded losses of $2 million and $41 million, respectively, due to the change in estimated fair value of the
Hortonworks warrants during the respective periods. See Note 2—“Marketable Securities, Investments and Fair Value Disclosures” for additional information.

Foreign exchange (loss) gain consists of foreign exchange gains and losses due to re-measurement of monetary assets and liabilities denominated in non-
functional currencies, and unrealized and realized foreign currency transaction gains and losses, including gains and losses related to balance sheet hedges.
Additionally, during the second quarter of 2016, the Company reclassified certain unrealized currency translation adjustments from accumulated other
comprehensive income and realized a gain of $18 million due to the liquidation of foreign subsidiaries.

Other consists of gains from other non-operational items.
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Reclassifications Out of Accumulated Other Comprehensive Income
Reclassifications out of accumulated other comprehensive income for the three months ended June 30, 2015 and 2016 were as follows (in thousands):
 
  Three Months Ended June 30,     

 

 2015   2016   

Affected Line Item in the
Statement of Income   

Reclassified from
Accumulated

Other
Comprehensive

Income   

Reclassified from
Accumulated

Other
Comprehensive

Income   
 

 

Realized losses on cash flow hedges, net of tax    $ 478       $ 930      Revenue   
Realized gains on available-for-sale securities, net of tax   (81)     (8)     Other (expense) income, net  
Realized (gains) losses on foreign currency translation adjustments (“CTA”):    

Liquidation of foreign subsidiary CTA reclassification   -      1,110      Restructuring charges, net  
Liquidation of foreign subsidiary CTA reclassification   -      (17,610)     Other (expense) income, net  

   
 

   
 

 

Total reclassifications for the period    $                     397       $                (15,578)    
   

 

   

 

 

   
 

 

Reclassifications out of accumulated other comprehensive income for the six months ended June 30, 2015 and 2016 were as follows (in thousands):
 
  Six Months Ended June 30,     

 

 2015   2016   

Affected Line Item in the
Statement of Income   

Reclassified from
Accumulated

Other
Comprehensive

Income   

Reclassified from
Accumulated

Other
Comprehensive

Income   
 

 

Realized losses on cash flow hedges, net of tax    $ 2,138       $ 1,432      Revenue   
Realized losses on available-for-sale securities, net of tax   2      195      Other (expense) income, net  
Realized (gains) losses on foreign currency translation adjustments (“CTA”):    

Liquidation of foreign subsidiary CTA reclassification   -      1,110      Restructuring charges, net  
Liquidation of foreign subsidiary CTA reclassification   -      (17,610)     Other (expense) income, net  

   
 

   
 

 

Total reclassifications for the period    $                    2,140       $                (14,873)     
   

 

   

 

 

   
 

 

Note 4     Acquisitions and Dispositions
 
During the six months ended June 30, 2015, the Company acquired one company which was accounted for as a business combination. The total purchase
price for this acquisition was $23 million. The purchase price allocation of the assets acquired and liabilities assumed based on their estimated fair values was
as follows: $5 million to amortizable intangibles; $4 million to net liabilities assumed; and the remainder of $22 million to goodwill. Goodwill represents the
excess of the purchase price over the estimated fair value of the net tangible and identifiable intangible assets acquired and is not deductible for tax purposes.
The entire goodwill amount which was recorded in the EMEA segment was subsequently impaired during the fourth quarter of 2015 as a result of the
impairment testing performed by the Company on its reporting units as of October 31, 2015.
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The Company’s business combination completed during the six months ended June 30, 2015 did not have a material impact on the Company’s condensed
consolidated financial statements and therefore actual and pro forma disclosures have not been presented.

The Company did not make any acquisitions during the six months ended June 30, 2016.

Patent Sale and License Agreement

During 2014, the Company entered into a patent sale and license agreement for total cash consideration of $460 million. The total consideration was allocated
based on the estimated relative fair value of each of the elements of the agreement: $61 million was allocated to the sale of patents (“Sold Patents”),
$135 million to the license to existing patents (“Existing Patents”) and $264 million to the license of patents developed or acquired in the five years following the
date the Company entered into the agreement (“Capture Period Patents”). The Company recorded $61 million as a gain on the Sold Patents during 2014.

The amounts allocated to the license of the Existing Patents are being recorded as revenue over the four-year payment period under the license when
payments are due. The amounts allocated to the Capture Period Patents are being recorded as revenue over the five-year capture period. During the three and
six months ended June 30, 2015 and 2016, the Company recognized $22 million and $43 million, respectively, in revenue related to the Existing Patents and
the Capture Period Patents.

During the three and six months ended June 30, 2015, the Company sold certain patents and recorded gains on sales of patents of approximately $9 million
and $11 million, respectively. During the three months ended June 30, 2016, the Company did not have any patent sales. During the six months ended
June 30, 2016, the Company sold certain patents and recorded gains on sales of patents of approximately $2 million.

Sale of Santa Clara Property

On April 21, 2016, the Company entered into a purchase agreement to sell certain property located in Santa Clara, California. The total carrying value of the
property assets was $126 million, which mostly pertained to the land, and was reported within the Americas segment. The decision to sell this property was
largely based upon a general lack of operational need for the land and recent improvements in market conditions for commercial real estate in the area. The
sale under the purchase agreement was finalized on June 16, 2016 for total proceeds of $246 million, net of closing costs of $4 million. The Company recorded
a gain of $120 million, net of closing costs, on the sale of the property assets which is included in gain on sale of patents and land in our condensed
consolidated statements of operations.

Note 5    Goodwill
 
The changes in the carrying amount of goodwill for the six months ended June 30, 2016 were as follows (in thousands):
 
  Americas(1)   EMEA(2)   Asia Pacific(3)   Total  
 

 

Net balance as of January 1, 2016    $ 518,886       $  -           $ 289,228       $ 808,114    
Goodwill impairment charge   (394,901)     -          -          (394,901)   
Foreign currency translation adjustments   -          -          18,153      18,153    

   
 

   
 

   
 

   
 

Net balance as of June 30, 2016    $ 123,985       $ -           $ 307,381       $ 431,366    
   

 

   

 

   

 

   

 

    
 

 

 
(1) Gross goodwill balance for the Americas segment was $4.4 billion as of June 30, 2016. The Americas segment includes accumulated impairment

losses of $4.3 billion as of June 30, 2016.
 

(2) Gross goodwill balance for the EMEA segment was $1.2 billion as of June 30, 2016. The EMEA segment includes accumulated impairment losses of
$1.2 billion as of June 30, 2016.

 

(3) Gross goodwill balance for the Asia Pacific segment was $466 million as of June 30, 2016. The Asia Pacific segment includes accumulated impairment
losses of $159 million as of June 30, 2016.

Goodwill Impairment Testing

Goodwill is not amortized but is tested for impairment annually (as of October 31) at the reporting unit level or whenever the Company identifies certain
triggering events or circumstances that would more likely than not reduce the estimated fair value of a reporting unit below its carrying amount. Events or
circumstances that might indicate an interim evaluation is warranted include, among other things, unexpected adverse business conditions, regulatory
changes, loss of key personnel and reporting unit and macro-economic factors such as deterioration in general economic conditions, limitations on accessing
capital, fluctuations in foreign exchange rates, or other developments in equity and credit markets.

Goodwill is tested for impairment at the reporting unit level, which is one level below the Company’s operating segments. The Company identified U.S. &
Canada, Latin America, and Tumblr as the reporting units below the Americas operating segment; Europe and Middle East as the reporting units below the
EMEA operating segment; and Taiwan, Hong Kong, Australia & New Zealand, India & Southeast Asia as the reporting units below the Asia Pacific operating
segment. These operating segments are the same as the Company’s reportable segments.
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Determining the fair value of each reporting unit is judgmental in nature and requires the use of significant estimates and assumptions, including revenue
growth rates and operating margins, discount rates and future market conditions, among others. It is reasonably possible that a future decline in market
conditions, and/or changes in the Company’s market share could negatively impact the market comparables, estimated future cash flows and discount rates
used in the market and income approaches to determine the fair value of each reporting unit and could result in some portion or all of the remaining goodwill to
become impaired in the future.

After recording the goodwill impairment charge as of October 31, 2015, for Tumblr during the fourth quarter of 2015, the fair value of the Tumblr reporting unit
approximated its carrying value. As such, any significant unfavorable changes in the forecast would result in the fair value being less than the carrying value.
Subsequent to the most recent annual goodwill impairment assessment performed as of October 31, 2015, the Company has continued to monitor the actual
performance of its reporting units. During the three months ended June 30, 2016, the Company determined that there were indicators present to suggest that it
was more likely than not that the fair value of the Tumblr reporting unit was less than its carrying amount. The significant changes for the Tumblr reporting unit
subsequent to the annual goodwill impairment test performed as of October 31, 2015 included a decline in the 2016 and beyond forecasted revenue, operating
income and cash flows.

Step One

To test the Tumblr reporting unit for impairment, the Company used the two-step quantitative test. Consistent with methodology used for the prior year’s annual
goodwill impairment testing, the Company estimated the fair value of the Tumblr reporting unit using an income approach which was deemed to be the most
indicative of fair value in an orderly transaction between market participants. Under the income approach, the Company determined fair value based on
estimated future cash flows of the Tumblr reporting unit discounted by an estimated weighted-average cost of capital, reflecting the overall level of inherent risk
of the Tumblr reporting unit and the rate of return an outside investor would expect to earn. The Company bases cash flow projections for the Tumblr reporting
unit using a forecast of cash flows and a terminal value based on the Perpetuity Growth Model. The forecast and related assumptions were derived from an
updated financial forecast prepared during the second quarter of 2016. As a result of the analysis, the Company concluded that the carrying value of the
Tumblr reporting unit exceeded its estimated fair value.

Step Two

As identified above, in step one, the Tumblr reporting unit’s carrying value exceeded its estimated fair value. The second step of the quantitative test was
performed by comparing the carrying value of the goodwill in the Tumblr reporting unit to its implied fair value. The implied fair value is calculated by allocating
all of the assets and liabilities of the Tumblr reporting unit, including any unrecognized intangible assets, in a hypothetical analysis that calculates the implied
fair value of goodwill in the same manner as if the reporting unit was being acquired in a business combination. An impairment charge is recognized for the
excess of the carrying value of goodwill over its implied fair value.

The step two quantitative test for the Tumblr reporting unit resulted in an impairment for the Tumblr reporting unit, and the Company recorded a goodwill
impairment charge of $395 million during the second quarter of 2016. The remaining goodwill related to the Tumblr reporting unit as of June 30, 2016 was $124
million, which is included in the Americas operating segment. There is also goodwill remaining for Taiwan, Hong Kong, and Australia & New Zealand reporting
units, which are included in the Asia Pacific operating segment.

Given the impairment recorded in the Tumblr reporting unit during the second quarter of 2016, it is reasonably possible that changes in judgments,
assumptions and estimates we made in assessing the fair value of goodwill could cause us to consider some portion or all of the remaining goodwill of the
Tumblr reporting unit to become impaired. For example, a future decline in market conditions, changes in our market share, and/or other factors could
negatively impact the estimated future cash flows and discount rates used in the income approach to determine the fair value of the Tumblr reporting unit and
could result in one or more additional impairment charges in the future.
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Note 6     Intangible Assets, Net
 
The following table summarizes the Company’s intangible assets, net (in thousands):

 
  December 31, 2015  June 30, 2016  
     Gross Carrying   Accumulated   Impairment     
  Net   Amount   Amortization(*)   Charge   Net  
 

 

Customer, affiliate, and advertiser related relationships    $ 220,055       $ 350,913       $ (159,804)      $ (66,680)      $ 124,429    
Developed technology and patents   86,909      129,278      (65,775)     -     63,503    
Tradenames, trademarks, and domain names   40,305      66,631      (31,792)     (20,655)     14,184    

   
 

   
 

   
 

   
 

   
 

Total intangible assets, net    $ 347,269       $ 546,822       $ (257,371)      $ (87,335)      $ 202,116    
   

 

   

 

   

 

   

 

   

 

     
 

 

(*) Cumulative foreign currency translation adjustments, reflecting movement in the currencies of the underlying entities, totaled approximately $18 million
as of June 30, 2016.

As a result of the impairment testing performed in the fourth quarter of 2015, the entire carrying value of the indefinite-lived intangible assets were fully
impaired as of December 31, 2015 and the Company did not purchase any indefinite-lived intangibles during the first half of 2016. As of June 30, 2016, the
Company only had definite-lived intangible assets.

For the three months ended June 30, 2015 and 2016, the Company recognized amortization expense for intangible assets of $34 million and $28 million,
respectively, including $14 million and $11 million in cost of revenue — other for the three months ended June 30, 2015 and 2016, respectively. For the six
months ended June 30, 2015 and 2016, the Company recognized amortization expense for intangible assets of $68 million and $60 million, respectively,
including $28 million and $25 million in cost of revenue — other for the six months ended June 30, 2015 and 2016, respectively. Based on the current amount
of intangibles subject to amortization, the estimated amortization expense for the remainder of 2016 and each of the succeeding years is as follows: six months
ending December 31, 2016: $40 million; 2017: $76 million; 2018: $55 million; 2019: $30 million; 2020 and cumulatively thereafter: $1 million.

Intangibles Impairment Testing

Definite-lived intangible assets are carried at cost and are amortized over their estimated useful lives, generally on a straight-line basis over one to seven years
as the pattern of use is ratable. 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 impairment losses on definite-lived
intangible assets are based on the excess of the carrying value of the asset over its fair value.

During the three months ended June 30, 2016, the Company reviewed its Tumblr asset group for impairment as there were events and changes in
circumstances that indicated that the carrying value of the long-lived assets may not be recoverable. As a result, the Company performed a quantitative test
comparing the fair value of the Tumblr long-lived assets with the carrying amounts and recorded an impairment charge of $87 million associated with its
definite-lived intangible assets, which were included within customer, affiliate, and advertiser related relationships and tradenames, trademarks, and domain
names.
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Note 7    Basic And Diluted Net Loss Attributable To Yahoo! Inc. Common Stockholders Per
Share
 
Basic and diluted net income (loss) attributable to Yahoo! Inc. 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 units granted under the Directors’ Stock Plan
(the “Directors’ Plan”)). Diluted net income (loss) 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 the incremental common shares issuable upon the exercise of stock options. The Company calculates potential tax windfalls and shortfalls by
including the impact of deferred tax assets.

The Company takes into account the effect on consolidated net income (loss) per share of dilutive securities of entities in which the Company holds equity
interests that are accounted for using the equity method.

The Company has the option to pay cash, issue shares of common stock or any combination thereof for the aggregate amount due upon conversion of the
Notes. The Company’s intent is to settle the principal amount of the Notes in cash upon conversion. As a result, upon conversion of the Notes, only the
amounts payable in excess of the principal amounts of the Notes are considered in diluted earnings per share under the treasury stock method.

The denominator for diluted net income (loss) per share also does not include any effect from the note hedges. In future periods, the denominator for diluted
net income (loss) per share will exclude any effect of the note hedges, if their effect would be anti-dilutive. In the event an actual conversion of any or all of the
Notes occurs, the shares that would be delivered to the Company under the note hedges are designed to neutralize the dilutive effect of the shares that the
Company would issue under the Notes. See Note 11—“Convertible Notes” for additional information.

The following table sets forth the computation of basic and diluted net loss per share (in thousands, except per share amounts):
 
      Three Months Ended June 30,          Six Months Ended June 30,     
  2015   2016   2015   2016  
 

 

Basic:     
Numerator:     

Net loss attributable to Yahoo! Inc.    $ (21,554)    $ (439,913)     $ (356)     $ (539,145)  
   

 
   

 
   

 
   

 

Net loss attributable to Yahoo! Inc. common stockholders—basic    $ (21,554)    $ (439,913)     $ (356)     $ (539,145)  
   

 

   

 

   

 

   

 

Denominator:     
Weighted average common shares   937,569     948,432     936,159     947,076   

   
 

   
 

   
 

   
 

Net loss attributable to Yahoo! Inc. common stockholders per share—basic    $ (0.02)    $ (0.46)     $ (0.00)     $ (0.57)  
   

 

   

 

   

 

   

 

Diluted:     
Numerator:     

Net loss attributable to Yahoo! Inc.    $ (21,554)    $ (439,913)     $ (356)     $ (539,145)  
Less: Effect of dilutive securities issued by equity investees   (1,125)   -        (2,319)   -      

   
 

   
 

   
 

   
 

Net loss attributable to Yahoo! Inc. common stockholders—diluted    $ (22,679)    $ (439,913)     $ (2,675)     $ (539,145)  
   

 

   

 

   

 

   

 

Denominator:     
Denominator for diluted calculation   937,569     948,432     936,159     947,076   

   

 

   

 

   

 

   

 

Net loss attributable to Yahoo! Inc. common stockholders per share—diluted    $ (0.02)    $ (0.46)    $ (0.00)    $ (0.57) 
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Note 8    Investments In Equity Interests Accounted For Using The Equity Method Of
Accounting
 
The following table summarizes the Company’s investments in equity interests accounted for using the equity method of accounting (dollars in thousands):
 

  
December 31,

2015   
Percent

Ownership  
June 30,

2016   
Percent

Ownership 
 

 

Yahoo Japan    $    2,496,657      35.5%     $    2,623,463      35.5%  
Other   6,572      20%    -         -       

   
 

    
 

 

Total    $    2,503,229        $    2,623,463     
   

 

    

 

 

    
 

 

Equity Investment in Yahoo Japan

The investment in Yahoo Japan is 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 condensed consolidated balance sheets. The Company
records its share of the results of Yahoo Japan, and any related amortization expense, one quarter in arrears within earnings in equity interests in the
condensed consolidated statements of operations.

The Company makes adjustments to the earnings in equity interests line in the condensed consolidated statements of operations for any material differences
between U.S. GAAP and International Financial Reporting Standards (“IFRS”) issued by the International Accounting Standards Board, the standards by which
Yahoo Japan’s financial statements are prepared.

The fair value of the Company’s ownership interest in the common stock of Yahoo Japan, based on the quoted stock price, was $8.9 billion as of June 30,
2016.

During the three and six months ended June 30, 2015 and the three and six months ended June 30, 2016, the Company received cash dividends from Yahoo
Japan in the amount of $142 million and $157 million, net of withholding taxes, respectively, which were recorded as reductions to the Company’s investment in
Yahoo Japan.

The following tables present summarized financial information derived from Yahoo Japan’s consolidated financial statements, which are prepared on the basis
of IFRS. The Company has made adjustments to the Yahoo Japan summarized financial information to address differences between IFRS and U.S. GAAP that
materially impact the summarized financial information below. Any other differences between U.S. GAAP and IFRS did not have any material impact on the
Yahoo Japan’s summarized financial information presented below:
 
   Three Months Ended March 31,    Six Months Ended March 31,  
  2015   2016   2015   2016  
 

 

  (In thousands)  
Operating data:     

Revenue    $        987,417       $        1,062,418       $        1,928,658       $        2,021,279    
Gross profit    $        790,966       $         830,816       $        1,541,950       $        1,585,555    
Income from operations    $        438,166       $         229,175       $         863,219       $         574,126    
Net income    $        274,721       $         141,451       $         561,514       $         375,965    
Net income attributable to Yahoo Japan    $        274,129       $         145,233       $         558,975       $         379,896    
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  September 30,   March 31,  
  2015   2016  
 

 

  (In thousands)  
Balance sheet data:   

Current assets    $    6,150,688     $    6,226,784    
Long-term assets    $ 2,430,699     $ 3,635,489    
Current liabilities    $ 2,003,960     $ 2,444,089    
Long-term liabilities    $ 245,834     $ 274,929    
Noncontrolling interests    $ 165,601     $ 169,966    

 
 

Under technology and trademark license and other commercial arrangements with Yahoo Japan, the Company records revenue from Yahoo Japan based on a
percentage of advertising revenue earned by Yahoo Japan. The Company recorded revenue from Yahoo Japan of approximately $55 million and $60 million for
the three months ended June 30, 2015 and 2016, respectively, and approximately $115 million and $122 million for the six months ended June 30, 2015 and
2016, respectively. As of December 31, 2015 and June 30, 2016, the Company had net receivable balances from Yahoo Japan of approximately $37 million
and $43 million, respectively.

Alibaba Group

Equity Investment in Alibaba Group. The Company reflects the investment in Alibaba Group as an available-for-sale equity security on the consolidated
balance sheet and adjusts the investment to fair value each quarterly reporting period with changes in fair value recorded within other comprehensive loss, net
of tax. See Note 2 — “Marketable Securities, Investments and Fair Value Disclosures” and the condensed consolidated statements of comprehensive loss for
additional information.

Technology and Intellectual Property License Agreement (the “TIPLA”). As a result of the initial public offering of Alibaba Group in September 2014 (the
“Alibaba Group IPO”), Alibaba Group’s obligation to make royalty payments under the TIPLA ceased on September 24, 2014 and the Company’s recognition of
the remaining TIPLA deferred revenue was completed on September 18, 2015. For the three and six months ended June 30, 2015, the Company recognized
approximately $69 million and $139 million, respectively, related to the TIPLA.

Note 9     Foreign Currency Derivative Financial Instruments
 
The Company uses derivative financial instruments, primarily forward contracts and option contracts, to mitigate risk associated with adverse movements in
foreign currency exchange rates.

The Company records all derivatives in the condensed consolidated balance sheets at fair value, with assets included in prepaid expenses and other current
assets or other long-term assets, and liabilities included in accrued expenses and other current liabilities or other long-term liabilities. The Company’s
accounting treatment for these instruments is based on whether or not the instruments are designated as a hedging instrument. The effective portions of net
investment hedges are recorded in other comprehensive loss as a part of the cumulative translation adjustment. The effective portions of cash flow hedges are
recorded in accumulated other comprehensive income until the hedged item is recognized in revenue on the condensed consolidated statements of operations
when the underlying hedged revenue is recognized. Any ineffective portions of net investment hedges and cash flow hedges are recorded in other (expense)
income, net on the Company’s condensed consolidated statements of operations. For balance sheet hedges, changes in the fair value are recorded in other
(expense) income, net on the Company’s condensed consolidated statements of operations.

The Company enters into master netting arrangements, which are designed to reduce credit risk by permitting net settlement of foreign exchange contracts
with the same counterparty, subject to applicable requirements. The Company presents its derivative assets and liabilities at their gross fair values on the
condensed consolidated balance sheets. The Company is not required to pledge, and is not entitled to receive, cash collateral related to these derivative
transactions.

Designated as Hedging Instruments
Net Investment Hedges. The Company currently hedges, on an after-tax basis, a portion of its net investment in Yahoo Japan with forward contracts and
option contracts to reduce the risk that its investment in Yahoo Japan will be adversely affected by foreign currency exchange rate fluctuations. The total of the
after-tax net investment hedge was less than the Yahoo Japan investment balance as of both December 31, 2015 and June 30, 2016. As such, the net
investment hedge was considered to be effective.

Cash Flow Hedges. The Company entered into foreign currency forward contracts designated as cash flow hedges of varying maturities through January 31,
2017. The cash flow hedges were considered to be effective as of December 31, 2015 and June 30, 2016. All of the forward contracts designated as cash flow
hedges that were settled were reclassified to revenue during the three and six months ended June 30, 2015 and 2016. All current outstanding cash flow
hedges are expected to be reclassified into revenue during 2016. For the three and six months ended June 30, 2015 and 2016, the amounts recorded in other
(expense) income, net as a result of hedge ineffectiveness were not material.
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Not Designated as Hedging Instruments
Balance Sheet Hedges. The Company hedges certain of its net recognized foreign currency assets and liabilities with foreign exchange forward contracts to
reduce the risk that its earnings and cash flows will be adversely affected by changes in foreign currency exchange rates. These derivative instruments hedge
monetary assets and liabilities, including intercompany transactions, which are denominated in foreign currencies.

Notional amounts of the Company’s outstanding derivative contracts as of December 31, 2015 and June 30, 2016 were as follows (in millions):
 
  December 31,       June 30,  
  2015       2016  
 

 

Derivatives designated as hedging instruments:   
Net investment hedge forward and option contracts  $ 1,150   $ 494    
Cash flow hedge forwards  $ 75   $ 54    

Derivatives not designated as hedging instruments:   
Balance sheet hedges  $ 225   $ 115    

 
 

Foreign currency derivative activity for the six months ended June 30, 2015 was as follows (in millions):
 
           Gain (Loss)   Gain     
        Gain (Loss)   Recorded in   (Loss)     
     Settlement   Recorded in   Other   Recorded    
  Beginning  Payment   Other (Expense)  Comprehensive  in   Ending Fair 
  Fair Value   (Receipt), Net  Income, Net   Loss   Revenue   Value  
 

 

Derivatives designated as hedging instruments:       
Net investment hedges    $ 185   $ (38)  $ (2)       $ 29 (*)  $ -       $ 174    
Cash flow hedges    $ 8   $ (1)  $ (1)       $ (3)         $ (1)  $ 2    

Derivatives not designated as hedging instruments:       
Balance sheet hedges    $ 4   $ (22)  $ 14   $ -       $ -       $ (4)   

 
 

 
(*) This amount does not reflect the tax impact of $11 million recorded during the six months ended June 30, 2015. The $18 million after tax impact of the

gain recorded within other comprehensive loss was included in accumulated other comprehensive income on the Company’s condensed consolidated
balance sheets.

Foreign currency derivative activity for the six months ended June 30, 2016 was as follows (in millions):
 
           Gain (Loss)   Gain     
        Gain (Loss)   Recorded in   (Loss)     
     Settlement   Recorded in   Other   Recorded    
  Beginning  Payment   Other (Expense)  Comprehensive  in   Ending Fair 
  Fair Value   (Receipt), Net  Income, Net   Loss   Revenue   Value  
 

 

Derivatives designated as hedging instruments:       
Net investment hedges  $ 74     $ (30)    $ 1   $ (85) (*)  $ -         $ (40)   
Cash flow hedges  $ 2     $ -         $ (2)  $ (6)         $ (2)    $ (8)   

Derivatives not designated as hedging instruments:       
Balance sheet hedges  $ 2     $ (3)    $ -       $ -       $ -         $ (1)   

 
 

 
(*) This amount does not reflect the tax impact of $30 million recorded during the six months ended June 30, 2016. The $55 million after tax impact of the

loss recorded within other comprehensive loss was included in accumulated other comprehensive income on the Company’s condensed consolidated
balance sheets.
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Foreign currency derivative contracts balance sheet location and ending fair value was as follows (in millions):
 
  Balance Sheet     December 31,       June 30,   
  Location      2015      2016  
 

 

Derivatives designated as hedging instruments:        
Net investment hedges   Asset(1)     $      79    $      -      

  Liability(2)     $      (5)   $      (40)   
Cash flow hedges   Asset(1)     $      2    $      -      

  Liability(2)     $      -    $      (8)   
Derivatives not designated as hedging instruments:        

Balance sheet hedges   Asset(1)     $      3    $      -      
  Liability(2)     $      (1)   $      (1)   

 
 

 

(1) Included in prepaid expenses and other current assets or other long-term assets on the condensed consolidated balance sheets.
 

(2) Included in accrued expenses and other current liabilities or other long-term liabilities on the condensed consolidated balance sheets.

Note 10     Credit Agreement
 
On May 18, 2016, the Company delivered notice to Citibank to terminate its credit agreement with Citibank, N.A., as Administrative Agent, entered into on
October 19, 2012 (as amended on October 10, 2013, October 9, 2014, and July 24, 2015, the “Credit Agreement”) which provided for a $750 million unsecured
revolving credit facility. The termination of the Credit Agreement and $750 million unsecured revolving credit facility provided thereunder took effect on May 23,
2016.

Note 11     Convertible Notes
 
0.00% Convertible Senior Notes
As of June 30, 2016, the Company had $1.4 billion in principal amount of Notes outstanding. The Notes are senior unsecured obligations of Yahoo, the Notes
do not bear regular interest, and the principal amount of the Notes was issued at par value. The Notes mature on December 1, 2018, unless previously
purchased or converted in accordance with their terms prior to such date. The Company may not redeem the Notes prior to maturity. However, holders of the
Notes may convert them at certain times and upon the occurrence of certain events in the future, as outlined in the indenture governing the Notes (the
“Indenture”). Holders of the Notes who convert in connection with a “make-whole fundamental change,” as defined in the Indenture, may require Yahoo to
purchase for cash all or any portion of their Notes at a purchase price equal to 100 percent of the principal amount, plus accrued and unpaid special interest as
defined in the Indenture, if any. The Notes are convertible, subject to certain conditions, into shares of Yahoo common stock at an initial conversion rate of
18.7161 shares per $1,000 principal amount of Notes (which is equivalent to an initial conversion price of approximately $53.43 per share), subject to
adjustment upon the occurrence of certain events. Upon conversion of the Notes, holders will receive cash, shares of Yahoo’s common stock or a combination
thereof, at Yahoo’s election. The Company’s intent is to settle the principal amount of the Notes in cash upon conversion. If the conversion value exceeds the
principal amount, the Company would deliver shares of its common stock with respect to the remainder of its conversion obligation in excess of the aggregate
principal amount (conversion spread). As of June 30, 2016, none of the conditions allowing holders of the Notes to convert had been met.
The Notes consist of the following (in thousands):
 
  December 31,   June 30,  
  2015   2016  
 

 

Liability component:   
Principal    $ 1,437,500       $ 1,437,500    
Less: note discount   (204,015)     (171,221)   

   
 

   
 

Net carrying amount    $ 1,233,485       $ 1,266,279    
   

 

   

 

Equity component (*)    $ 305,569       $ 305,569    
   

 

   

 

  
 

 

 

(*) Recorded on the condensed consolidated balance sheets within additional paid-in capital.
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The following table sets forth total interest expense recognized related to the Notes (in thousands):
 

  
            Three Months Ended June 30,      

        
            Six Months Ended June 30,      

       
  2015   2016   2015   2016  
 

 

Accretion of convertible note discount    $ 15,660     $ 16,505       $ 31,117     $ 32,794    
 

 

The fair value of the Notes, which was determined based on inputs that are observable in the market (Level 2), and the carrying value of debt instruments
(carrying value excludes the equity component of the Notes classified in equity) were as follows (in thousands):
 
  December 31, 2015   June 30, 2016  
  Fair Value   Carrying Value   Fair Value   Carrying Value  
 

 

Convertible senior notes  $    1,250,124   $             1,233,485   $    1,301,113   $        1,266,279  
 

 

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 of up to
15 years which expire between 2016 and 2025. A summary of gross and net lease commitments as of June 30, 2016 was as follows (in millions):
 

  

        Gross Operating        
Lease

Commitments   
        Sublease        

Income   

        Net Operating        
Lease

Commitments  
 

 

Six months ending December 31, 2016    $ 58       $ (8)      $ 50    
Years ending December 31,    
2017   93      (15)     78    
2018   67      (11)     56    
2019   52      (9)     43    
2020   39      (7)     32    
2021   30      (6)     24    
Due after 5 years   86      (2)     84    

   
 

   
 

   
 

Total gross and net lease commitments    $ 425       $ (58)      $ 367    
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  Capital Lease  
  Commitments 
 

 

Six months ending December 31, 2016    $ 6    
Years ending December 31,  
2017   11    
2018   9    
2019   5    
2020   -        
2021   -        
Due after 5 years   3    

   
 

Gross capital lease commitments    $ 34    
   

 

Less: interest   6    
   

 

Net capital lease commitments included in other accrued expenses and current liabilities and
other long-term  liabilities    $ 28    

   

 

 
 

 

Affiliate Commitments. The Company is obligated to make payments, which represent TAC, to its Affiliates. As of June 30, 2016, these commitments totaled
$1,344 million, of which $188 million will be payable in the remainder of 2016, $375 million will be payable in each year from 2017 through 2019, and $31
million will be payable in 2020.

Non-cancelable Obligations. The Company is obligated to make payments under various non-cancelable arrangements with vendors and other business
partners, principally for content, bandwidth, and marketing arrangements. As of June 30, 2016, these commitments totaled $139 million, of which $54 million
will be payable in the remainder of 2016, $40 million will be payable in 2017, $29 million will be payable in 2018, $4 million will be payable in 2019, $3 million
will be payable in 2020, $2 million will be payable in 2021 and $7 million will be payable thereafter.

Intellectual Property Rights. The Company is committed to make certain payments under various intellectual property arrangements of up to $13 million
through 2023.

Note Payable Obligations. The Company is obligated to make payments for notes payable related to two buildings in Sunnyvale, California. The estimated
timing and amounts of payments totaled $54 million, of which $2 million will be payable in the remainder of 2016, $5 million will be payable in each year from
2017 through 2021, and $27 million will be payable thereafter.

Standby Letters of Credit. As of June 30, 2016, the Company had outstanding potential obligations relating to standby letters of credit of $38 million. Standby
letters of credit are financial guarantees provided by third parties for ongoing operating liabilities such as leases, utility bills, taxes, and insurance. If any letter of
credit is drawn upon by a beneficiary, the Company is obligated to reimburse the provider of the guarantee. The standby letters of credit generally renew
annually.

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, lease, or assignment of assets, or the sale of a subsidiary, matters
related to the Company’s conduct of the business and tax matters prior to the sale, lease or assignment. 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 current and former 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 material liabilities related to such indemnification obligations in the Company’s condensed consolidated financial
statements.

As of June 30, 2016, 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, established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes. Accordingly, the Company is not exposed to any financing, liquidity, market, or credit risk that could arise if the Company had such relationships. In
addition, the Company identified no variable interests currently held in entities for which it is the primary beneficiary.
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Legal Contingencies

General. The Company is regularly involved in claims, suits, government investigations, and proceedings arising from the ordinary course of the Company’s
business, including actions with respect to intellectual property claims, privacy, consumer protection, information security, data protection or law enforcement
matters, tax matters, labor and employment claims, commercial claims, as well as actions involving content generated by users, stockholder derivative actions,
purported class action lawsuits, and other matters.

Patent Matters. From time to time, third parties assert patent infringement claims against the Company. Currently, the Company is engaged in lawsuits
regarding patent issues and has been notified of other potential patent disputes.

Stockholder and Securities Matters. On April 22, 2015, a stockholder action captioned Cathy Buch v. David Filo, et al., was filed in the Delaware Court of
Chancery against the Company and certain of its current and former directors. The complaint asserts both derivative claims, purportedly on behalf of Yahoo,
and class action claims, purportedly on behalf of the plaintiff and all similarly situated stockholders, relating to the termination of, and severance payments
made to, our former chief operating officer, Henrique de Castro. The plaintiff claims that certain current and former board members allegedly violated or
acquiesced in the violation of the Company’s Bylaws when Mr. de Castro was terminated without cause, and breached fiduciary duties by allowing Yahoo to
make allegedly false and misleading statements regarding the value of his severance. The plaintiff has also asserted claims against Mr. de Castro. The plaintiff
seeks to have the full Board reassess the propriety of terminating Mr. de Castro without cause, potentially leading to disgorgement in favor of the Company of
the severance paid to Mr. de Castro, an equitable accounting, monetary damages, declaratory relief, injunctive relief, and an award of attorneys’ fees and
costs. The Company and the individual defendants filed a motion to dismiss the action, which the Court denied in part and granted in part on July 27, 2016.

On January 27, 2016, a stockholder action captioned UCFW Local 1500 Pension Fund v. Marissa Mayer, et al., was filed in the U.S. District Court for the
Northern District of California against the Company, and certain current and former officers and directors of the Company. On April 29, 2016, the plaintiff filed
an amended complaint. The amended complaint asserts derivative claims, purportedly on behalf of Yahoo, for violations of the Investment Company Act of
1940, breach of fiduciary duty, unjust enrichment, violations of Delaware General Corporation Law Section 124, and violations of California Business &
Professions Code Section 17200. The amended complaint seeks to rescind Yahoo’s employment contracts with the individual defendants because those
defendants allegedly caused Yahoo to illegally operate as an unregistered investment company. The plaintiff seeks disgorgement in favor of Yahoo, rescission,
and an award of attorneys’ fees and costs. In addition, the amended complaint asserts a direct claim against Yahoo for alleged violation of Delaware General
Corporation Law Section 124(1), based on the allegation that Yahoo has illegally operated as an unregistered investment company. Pursuant to this claim, the
plaintiff seeks injunctive relief preventing Yahoo from entering into any future contracts, including any contracts to sell its assets. The Company has filed a
motion to dismiss the action.

TCPA Litigation Concerning Yahoo Messenger. On March 21, 2014 and April 16, 2014, civil complaints were filed in the U.S. District Court for the Northern
District of Illinois by plaintiffs Rachel Johnson and Zenaida Calderin, respectively, against the Company, alleging that the process by which Yahoo Messenger
sends a notification SMS message in addition to delivering a user’s instant message to a recipient’s cellular telephone constitutes a violation of the Telephone
Consumer Protection Act (“TCPA”), 47 U.S.C. § 227. The penalty per violation ranges from $500 to $1,500. The complaints, which were consolidated, seek
statutory damages for a purported class of plaintiffs. In January 2016, the District Court denied class certification treatment proposed by plaintiff Calderin, who
accepted a $1,500 offer of judgment to resolve her case in its entirety. The District Court certified a class proposed by plaintiff Johnson comprising more than
300,000 potential members. The Company sought permission from the United States Court of Appeals for the Seventh Circuit to appeal the District Court’s
certification order, which the Court of Appeals denied. No decision has been made on the merits of plaintiffs’ claims, which the Company is defending
vigorously. Trial is scheduled for November 2016. The Company also previously defended related litigation in the United States District Court for the Southern
District of California, which denied class certification in September 2015; the case was dismissed with prejudice in March 2016.

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 described above. The Company has also determined, based
on current knowledge, that the aggregate amount or range of losses that are estimable with respect to the Company’s legal proceedings, including the matters
described above, would not have a material adverse effect on the Company’s consolidated financial position, results of operations or cash flows. Amounts
accrued as of June 30, 2016 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, 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.
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Note 13     Stockholders’ Equity And Employee Benefits
 
Stock Options. The Company’s Stock Plan, the Directors’ Plan, and stock-based awards assumed through acquisitions (including stock-based commitments
related to continued service of acquired employees, such as holdbacks by Yahoo of shares of Yahoo common stock issued to founders of acquired companies
in connection with certain of the Company’s acquisitions) are collectively referred to as the “Plans”. Stock option activity under the Company’s Plans for the six
months ended June 30, 2016 is summarized as follows (in thousands, except per share amounts):
 

      Shares      

    Weighted Average    
Exercise Price Per

Share  
 

 

Outstanding at December 31, 2015(1)   6,522      $ 18.82   
Options granted   -          $ -       
Options exercised(2)   (736)     $ 14.84   
Options expired   (422)     $ 18.61   
Options cancelled/forfeited   (356)     $ 18.34   

   
 

 

Outstanding at June 30, 2016(1)   5,008      $ 19.46   
   

 

 

  
 

 

 
(1) Includes shares subject to performance-based stock options for which performance goals had not been set as of the date shown.
 

(2) The Company generally issues new shares to satisfy stock option exercises.

As of June 30, 2016, there was $17 million of unamortized stock-based compensation expense related to unvested stock options, which is expected to be
recognized over a weighted average period of 1 year.

Restricted Stock and Restricted Stock Units. Restricted stock and restricted stock unit activity under the Plans for the six months ended June 30, 2016 is
summarized as follows (in thousands, except per share amounts):
 

  Shares   

    Weighted Average    
Grant Date
Fair Value
Per Share  

 
 

Awarded and unvested at December 31, 2015(1)   28,739       $ 39.15   
Granted(2)   14,057       $ 34.14   
Vested   (7,266)      $ 31.45   
Forfeited   (4,593)      $ 35.82   

   
 

 

Awarded and unvested at June 30, 2016(1)           30,937       $ 39.18   
   

 

 

  
 

 

 

(1) Includes the maximum number of shares issuable under the Company’s performance-based restricted stock unit awards (including future-year tranches
for which performance goals had not been set) as of the date shown.

 

(2) Includes the maximum number of shares issuable under the performance-based restricted stock unit awards granted during the six months ended
June 30, 2016 (including future-year tranches for which performance goals had not been set during the period); excludes tranches of previously
granted performance-based restricted stock units for which performance goals were set during the six months ended June 30, 2016.

As of June 30, 2016, there was $724 million of unamortized stock-based compensation expense related to unvested restricted stock and restricted stock units,
which is expected to be recognized over a weighted average period of 2.5 years.

During the six months ended June 30, 2015 and 2016, 9.1 million shares and 7.3 million shares, respectively, that were subject to previously granted restricted
stock units, vested. These vested restricted stock units were net share settled. During the six months ended June 30, 2015 and 2016, the Company withheld
3.4 million shares and 2.7 million shares, respectively, based upon the Company’s closing stock price on the vesting date, to satisfy the Company’s tax
withholding obligation relating to the employees’ minimum statutory obligation for the applicable income and other employment taxes. The Company then
remitted cash to the appropriate taxing authorities.
 

29



Table of Contents

Total payments for the employees’ tax obligations to the relevant taxing authorities were $150 million and $91 million, respectively, for the six months ended
June 30, 2015 and 2016 and are reflected as a financing activity within the condensed consolidated statements of cash flows. The payments were used for tax
withholdings related to the net share settlements of restricted stock units. 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.

Performance Options. The financial performance stock options awarded by the Company in November 2012 to Ms. Mayer include multiple performance
periods. The number of stock options that ultimately vest for each performance period will range from 0 percent to 100 percent of the target amount for such
period stated in each executive’s award agreement based on the Company’s performance relative to goals. The financial performance goals are established at
the beginning of each performance period and the portion (or “tranche”) of the award related to each performance period is treated as a separate grant for
accounting purposes. In March 2016, the Compensation Committee established performance goals under these stock options for the 2016 performance year.
The 2016 financial performance metrics (and their weightings) under the performance stock options are GAAP revenue (one-third), revenue ex-TAC (one-third),
and adjusted EBITDA (one-third). The grant date fair value of the 2016 tranche of the November 2012 financial performance stock options was $13 million, and
is being recognized over the twelve-month service period. The Company began recording stock-based compensation expense for this tranche in March 2016,
when the financial performance goals were established.

Performance RSUs. In March 2016, the Compensation Committee approved additional annual financial performance-based RSU awards to Ms. Mayer and
other senior officers, and established the 2016 annual performance goals for these awards as well as for the similar performance-based RSUs granted in
February 2013, February 2014, and March 2015. The 2013, 2014, 2015, and 2016 performance-based RSU awards are generally eligible to vest in equal
annual target amounts over four years (three years for Ms. Mayer) based on the Company’s attainment of annual financial performance goals as well as the
executive’s continued employment through each vesting date. The number of shares that ultimately vest each year will range from 0 percent to 200 percent of
the annual target amount, based on the Company’s performance. Annual financial performance metrics and goals are established for these RSU awards at the
beginning of each year and the tranche of each RSU award related to that year’s performance goal is treated as a separate annual grant for accounting
purposes. The 2016 financial performance metrics (and their weightings) established for the performance RSUs are: GAAP revenue (one-third), revenue ex-
TAC (one-third), and adjusted EBITDA (one-third). The grant date fair value of the first tranche of the March 2016 performance RSUs was $10 million, the grant
date fair value of the second tranche of the March 2015 performance RSUs was $8 million, the grant date fair value of the third tranche of the February 2014
performance RSUs was $4 million, and the grant date fair value of the fourth tranche of the February 2013 performance RSUs was $8 million. These values
are being recognized over the tranches’ twelve-month service periods. The Company began recording stock-based compensation expense for these tranches
in March 2016, when the financial performance goals were established.

Stock Repurchases. In November 2013, the Board authorized a stock repurchase program with an authorized level of $5 billion. The November 2013
program, according to its terms, will expire in December 2016. The aggregate amount remaining under the November 2013 repurchase program was
approximately $726 million at June 30, 2016. In March 2015, the Board authorized an additional stock repurchase program with an authorized level of $2
billion. The March 2015 program, according to its terms, will expire in March 2018. The aggregate amount available under the March 2015 repurchase program
was $2 billion at June 30, 2016. Repurchases under the repurchase programs may take place in the open market or in privately negotiated transactions,
including structured and derivative transactions such as accelerated share repurchase transactions, and may be made under a Rule 10b5-1 plan. During the
six months ended June 30, 2016, the Company did not repurchase any of its outstanding common stock.
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Note 14     Restructuring Charges, Net
 
Restructuring charges, net consists of employee severance pay and related costs, accelerations of stock-based compensation expense, facility restructuring
costs, contract termination and other non-cash charges associated with the exit of facilities, as well as reversals of restructuring charges arising from changes
in estimates.

Restructuring charges, net was comprised of the following (in thousands):

 
  Three Months Ended June 30,  Six Months Ended June 30, 
  2015   2016   2015   2016  
 

 

Employee severance pay and related costs    $ 7,149       $ 5,052       $ 51,149       $ 49,848    
Non-cancelable lease, contract termination, and other charges   13,403      14,030      22,020      19,934    
Reversals of previous charges   (790)     (712)     (4,021)     (1,918)   
Non-cash accelerations of stock-based compensation expense   -         -         2,705      7,374    
Other non-cash (credits) charges, net   (74)     1,014      (933)     1,376    

   
 

   
 

   
 

   
 

Restructuring charges, net    $     19,688       $     19,384       $    70,920       $     76,614    
   

 

   

 

   

 

   

 

  

The Company has implemented multiple restructuring plans to reduce its cost structure, align resources with its product strategy and improve efficiency, which
have resulted in workforce reductions and the consolidation of certain real estate facilities and data centers. For the three months ended June 30, 2015, the
Company recorded expense of $12 million, $7 million, and $1 million related to the Americas, EMEA, and Asia Pacific segments, respectively. For the six
months ended June 30, 2015, the Company recorded expense of $53 million, $14 million, and $4 million related to the Americas, EMEA, and Asia Pacific
segments, respectively. For the three months ended June 30, 2016, the Company recorded expense of $12 million, $5 million, and $2 million related to the
Americas, EMEA, and Asia Pacific segments, respectively. For the six months ended June 30, 2016, the Company recorded expense of $60 million, $13
million, and $4 million related to the Americas, EMEA, and Asia Pacific segments, respectively.

The amounts recorded during the six months ended June 30, 2016 were primarily related to the Company’s announced plans in February 2016 to reduce the
Company’s workforce by approximately 15 percent by the end of 2016 and exit six offices in Dubai, Mexico City, Buenos Aires, Madrid, Milan and Burbank,
California, subject to applicable laws and consultation processes, as a part of the strategic plan to simplify Yahoo’s product portfolio. During the three months
ended June 30, 2016, in connection with this action, the Company incurred pre-tax cash charges of $2 million for severance pay expenses and related cash
expenditures and pre-tax cash charges of $13 million related to the consolidation and exit of facilities related to non-cancelable lease costs and other related
costs. During the six months ended June 30, 2016, in connection with this action, the Company incurred pre-tax cash charges of $46 million for severance pay
expenses and related cash expenditures, pre-tax cash charges of $16 million related to the consolidation and exit of facilities related to non-cancelable lease
costs and other related costs, pre-tax non-cash charges of $7 million related to stock-based compensation expense and less than $1 million related to
impairment costs.

The Company’s restructuring accrual activity for the six months ended June 30, 2016 is summarized as follows (in thousands):
 
 

 

Accrual balance as of December 31, 2015    $ 65,891    
Restructuring charges   76,614    
Cash paid               (71,479)   
Non-cash accelerations of stock-based compensation expense   (7,374)   
Foreign currency translation and other adjustments   (1,355)   

   
 

Accrual balance as of June 30, 2016    $ 62,297    
   

 

  

The $62 million restructuring liability as of June 30, 2016 consisted of $11 million for employee severance expenses, which the Company expects to pay out by
the end of the second quarter of 2017, and $51 million related to non-cancelable lease costs, which the Company expects to pay over the terms of the related
obligations through the fourth quarter of 2025, less estimated sublease income.
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The restructuring accruals by segment consisted of the following (in thousands):
 

  
December 31,

2015   
June 30,

2016  
 

 

Americas    $ 47,054       $ 50,628    
EMEA   18,389      11,063    
Asia Pacific   448      606    

   
 

   
 

Total restructuring accruals    $          65,891       $    62,297    
   

 

   

 

  

Note 15     Income Taxes
 
The Company’s effective tax rate is the result of the mix of income earned and losses incurred in various tax jurisdictions that apply a broad range of income
tax rates. Historically, the Company’s provision for income taxes has differed from the tax computed at the U.S. federal statutory income tax rate due to state
taxes, the effect of non-U.S. operations, non-deductible stock-based compensation expense, non-deductible acquisition-related costs, and adjustments to
unrecognized tax benefits.

The Company recorded income tax expense of $58 million and $16 million for the three months ended June 30, 2015 and 2016, respectively. The Company
recorded income tax expense of $18 million and income tax benefit of $19 million for the six months ended June 30, 2015 and 2016, respectively. For the three
and six months ended June 30, 2015, despite the pre-tax loss, the Company recorded income tax expense, based on forecasted tax expense for fiscal year
2015 as a result of tax expense in profitable jurisdictions being higher than tax benefits anticipated in loss jurisdictions. The income tax provision/benefit for the
three and six months ended June 30, 2016 included tax expenses associated with the Company’s gain from sale of its real estate property in Santa Clara,
California, offset by tax benefits from the Company’s loss before income taxes and earnings in equity interests and its Tumblr intangible assets impairment
charge.

As of June 30, 2016, the Company does not anticipate repatriating its undistributed foreign earnings of approximately $3.3 billion. Those earnings are
principally related to its equity method investment in Yahoo Japan. If those earnings were to be repatriated in the future, the Company may 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.

During the six months ended June 30, 2016, the Company received a cash tax refund of $190 million associated with the Company’s claim to carry back its
2015 losses and tax attributes to earlier taxable years.

The Company’s gross amount of unrecognized tax benefits as of June 30, 2016 was $1.1 billion, of which $1.0 billion is recorded on the condensed
consolidated balance sheets. The gross unrecognized tax benefits as of June 30, 2016 increased by $6 million from the recorded balance as of December 31,
2015. The increase mainly related to transfer prices in different tax jurisdictions, offset by audit settlements for previous taxable years.

The Company is in various stages of examination and appeal in connection with its taxes both in the United States and in foreign jurisdictions. Those audits
generally span tax years 2005 through 2014. As of June 30, 2016, the Company’s 2011 through 2013 U.S. federal income tax returns are currently under
examination. The Company has appealed the California Franchise Tax Board’s proposed adjustments to the 2005 through 2008 returns, but no formal
conclusions have been received to date. While it is difficult to determine when the examinations will be settled or their final outcomes, certain audits in various
jurisdictions are expected to be resolved in the foreseeable future. The Company believes that it has adequately provided for any reasonably foreseeable
adverse adjustment to its tax returns and that any settlement will not have a material adverse effect on its consolidated financial position, results of operations,
or cash flows. It is reasonably possible that the Company’s unrecognized tax benefits could be reduced by up to approximately $10 million in the next twelve
months.

In the six months ended June 30, 2015, the Company satisfied the $3.3 billion income tax liability related to the sale by Yahoo! Hong Kong Holdings Limited,
the Company’s wholly-owned subsidiary, of Alibaba Group American Depositary Shares (“ADSs”) in the Alibaba Group IPO on September 24, 2014. As of
June 30, 2016 the Company accrued deferred tax liabilities of $12.3 billion associated with the 384 million ordinary shares of Alibaba Group (“Alibaba Group
shares”) retained by the Company. Such deferred tax liabilities are subject to periodic adjustments due to changes in the fair value of the Alibaba Group
shares.

The Company may have additional tax liabilities in China related to the sale to Alibaba Group of 523 million Alibaba Group shares that took place during the
year ended December 31, 2012 and related to the sale of the 140 million Alibaba Group ADSs sold in the Alibaba Group IPO that took place during the year
ended December 31, 2014. Any taxes assessed and paid in China are expected to be ultimately offset and recovered in the United States through the use of
foreign tax credits.
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Tax authorities from the Brazilian State of Sao Paulo have assessed certain indirect taxes against the Company’s Brazilian subsidiary, Yahoo! do Brasil Internet
Ltda., related to online advertising services. The assessment is for calendar years 2008 through 2011 and as of June 30, 2016 totals approximately $110
million. The Company currently believes the assessment is without merit. The Company believes the risk of loss is remote and has not recorded an accrual for
the assessment.

Note 16     Segments
 
The Company continues to manage its business geographically. The primary areas of measurement and decision-making are Americas, EMEA (Europe,
Middle East, and Africa), and Asia Pacific. Management relies on an internal reporting process that provides revenue, revenue ex-TAC (which is defined as
revenue less cost of revenue—TAC), direct costs excluding TAC by segment, and consolidated loss from operations for making decisions related to the
evaluation of the financial performance of, and allocating resources to, the Company’s segments.

The following tables present summarized information by segment (in thousands):
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

Revenue by segment(1):     
Americas    $ 992,210       $ 1,055,068       $ 1,976,931       $ 1,916,607    
EMEA   85,830      103,134      166,916      180,057    
Asia Pacific   165,225      149,435      325,388      298,125    

   
 

   
 

   
 

   
 

Total Revenue    $ 1,243,265       $    1,307,637       $ 2,469,235       $ 2,394,789    
   

 

   

 

   

 

   

 

TAC by segment(1):     
Americas    $ 180,822       $ 413,194       $ 347,477       $ 618,065    
EMEA   12,950      42,330      24,654      54,839    
Asia Pacific   6,458      10,962      11,238      21,345    

   
 

   
 

   
 

   
 

Total TAC    $ 200,230       $ 466,486       $ 383,369       $ 694,249    
   

 

   

 

   

 

   

 

Revenue ex-TAC by segment:     
Americas    $ 811,388       $ 641,874       $ 1,629,454       $ 1,298,542    
EMEA   72,880      60,804      142,262      125,218    
Asia Pacific   158,767      138,473      314,150      276,780    

   
 

   
 

   
 

   
 

Total Revenue ex-TAC       1,043,035      841,151          2,085,866          1,700,540    
   

 
   

 
   

 
   

 

Direct costs by segment(2) :     
Americas   78,705      65,766      139,584      138,274    
EMEA   20,567      18,894      40,751      39,503    
Asia Pacific   51,820      47,144      102,552      91,792    

Global operating costs(3)   647,340      552,271      1,329,263      1,137,307    
Gain on sale of patents and land   (9,100)     (120,059)     (11,100)     (121,559)   
Goodwill impairment charge   -         394,901      -         394,901    
Intangible assets impairment charge   -         87,335      -         87,335    
Depreciation and amortization   153,679      133,227      305,218      272,892    
Stock-based compensation expense   125,130      131,964      240,826      240,371    
Restructuring charges, net   19,688      19,384      70,920      76,614    

   
 

   
 

   
 

   
 

Loss from operations    $ (44,794)      $ (489,676)      $ (132,148)      $ (656,890)   
   

 

   

 

   

 

   

 

  

 

(1) Commencing in the second quarter of 2016, TAC payments related to the Microsoft Search Agreement, which previously would have been recorded as
a reduction of revenue, began to be recorded as cost of revenue—TAC due to a required change in revenue presentation. See Note 1—“The Company
And Summary Of Significant Accounting Policies” and Note 17—“Microsoft Search Agreement” for additional information.
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(2) Direct costs for each segment include certain cost of revenue—other and costs associated with the local sales teams. Prior to the second quarter of
2016, certain account management costs associated with Yahoo Properties were managed locally and included as direct costs for each segment. Prior
period amounts have been revised to conform to the current presentation.

 

(3) Global operating costs include product development, marketing, real estate workplace, general and administrative, account management costs, and
other corporate expenses that are managed on a global basis and that are not directly attributable to any particular segment. Beginning in the second
quarter of 2016, certain account management costs associated with Yahoo Properties are managed globally and included as global costs. Prior period
amounts have been revised to conform to the current presentation.

 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

Capital expenditures, net:     
Americas(1)    $ 139,935       $ (176,879)      $ 238,720       $ (112,535)   
EMEA   6,978      3,949      14,648      8,819    
Asia Pacific   8,529      3,280      13,527      10,165    

   
 

   
 

   
 

   
 

Total capital expenditures, net    $        155,442       $      (169,650)      $        266,895       $        (93,551)   
   

 

   

 

   

 

   

 

  

 

(1) The three and six months ended June 30, 2016 includes net proceeds of $246 million associated with the sale of certain property assets located in
Santa Clara, California. See Note 4—“Acquisitions and Dispositions” for additional information.

 

  
December 31,

2015   
June 30,

2016  
 

 

Property and equipment, net:   
Americas:   
U.S.  $ 1,447,995   $ 1,229,100  
Other   353    2,440  

   
 

   
 

Total Americas  $ 1,448,348   $ 1,231,540  
   

 
   

 

EMEA   33,940    31,883  
Asia Pacific           65,035             62,819  

   
 

   
 

Total property and equipment, net  $ 1,547,323   $ 1,326,242  
   

 

   

 

  

See Note 5—“Goodwill” and Note 14—“Restructuring Charges, Net” for additional information regarding segments.

Enterprise Wide Disclosures

The following tables present revenue for groups of similar services and revenue by U.S. and international markets (in thousands):
 
      Three Months Ended June 30,          Six Months Ended June 30,     
  2015   2016   2015   2016  
 

 

Search(1)(2)    $ 528,215       $ 711,496       $ 1,070,307       $ 1,203,377    
Display(1)   503,328      469,537      970,266      932,556    
Other(1)   211,722      126,604      428,662      258,856    

   
 

   
 

   
 

   
 

Total revenue    $ 1,243,265       $ 1,307,637       $ 2,469,235       $ 2,394,789    
   

 

   

 

   

 

   

 

  

  Three Months Ended June 30,   Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

Revenue:(2)     
U.S.    $ 965,228       $ 1,026,540       $ 1,928,739       $ 1,867,339    
International   278,037      281,097      540,496      527,450    

   
 

   
 

   
 

   
 

Total revenue    $     1,243,265       $ 1,307,637       $ 2,469,235       $ 2,394,789    
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(1) At the beginning of 2016, the Company reclassified certain amounts from other revenue to either search or display revenue. Prior period amounts have
been revised to conform to the current presentation. For the three months ended June 30, 2015, to conform to the current presentation, the Company
reclassified $7.1 million and $3.0 million to search and display revenue, respectively, previously included in other revenue. For the six months ended
June 30, 2015, to conform to the current presentation, the Company reclassified $17.5 million and $6.2 million to search and display revenue,
respectively, previously included in other revenue.

 

(2) Commencing in the second quarter of 2016, TAC payments related to the Microsoft Search Agreement, which previously would have been recorded as
a reduction of revenue, began to be recorded as cost of revenue—TAC due to a required change in revenue presentation. See Note 1—“The Company
And Summary Of Significant Accounting Policies” and Note 17—“Microsoft Search Agreement” for additional information.

Revenue is attributed to individual countries according to the online property that generated the revenue. No single foreign country accounted for more than 10
percent of the Company’s revenue for the three or six months ended June 30, 2015 and 2016.

Note 17     Microsoft Search Agreement
 
On December 4, 2009, the Company entered into the Microsoft Search Agreement. On February 18, 2010, the Company received regulatory clearance from
both the U.S. Department of Justice and the European Commission and on February 23, 2010 the Company commenced implementation of the Microsoft
Search Agreement on a market-by-market basis.

On April 15, 2015, the Company and Microsoft entered into the Eleventh Amendment pursuant to which the terms of the Microsoft Search Agreement were
amended. Previously under the Microsoft Search Agreement, Microsoft was the exclusive algorithmic and paid search services provider to Yahoo on personal
computers for Yahoo Properties and for search services provided by Yahoo to Affiliate sites. Microsoft was the non-exclusive provider on mobile devices.
Pursuant to the Eleventh Amendment, Microsoft will provide such services on a non-exclusive basis for Yahoo Properties and Affiliate sites on all devices.
Commencing on May 1, 2015, Yahoo agreed to the Volume Commitment and displays only Microsoft’s paid search results on such search result pages.

Prior to the Eleventh Amendment, the Company was entitled to receive the Revenue Share Rate with respect to revenue generated from paid search results
on Yahoo Properties and on Affiliate sites after deduction of the Affiliate sites’ share of revenue and certain Microsoft costs. The Revenue Share Rate was 88
percent for the first five years of the Microsoft Search Agreement and then increased to 90 percent on February 23, 2015. Pursuant to the Eleventh
Amendment, the Revenue Share Rate increased to 93 percent, but Microsoft now receives its 7 percent revenue share before deduction of the Affiliate site’s
share of revenue. The Company is responsible for paying the Affiliate for the Affiliate site’s share of revenue.

Additionally, pursuant to the Eleventh Amendment, the Company has the ability in response to queries on both personal computers and mobile devices to
request algorithmic listings only, paid listings only or both algorithmic and paid listings from Microsoft. To the extent the Company requests algorithmic listings
only or requests paid listings but elects not to display such paid listings, the Company pays Microsoft serving costs but not a revenue share. In other cases and
with respect to the Volume Commitment, the Revenue Share Rate applies.

Previously under the Microsoft Search Agreement, Yahoo had sales exclusivity for both the Company’s and Microsoft’s premium advertisers. For reporting
periods ending December 31, 2014 and 2015, and March 31, 2016, TAC related to the Company’s Microsoft Search Agreement was recorded as a reduction of
revenue. Pursuant to the Eleventh Amendment, the Company completed the transition of its exclusive sales responsibilities to Microsoft for Microsoft’s paid
search services to premium advertisers in the United States, Canada, and Europe on April 1, 2016 and in its remaining markets (other than Taiwan and Hong
Kong) on June 1, 2016. Following the transition in each respective market, Yahoo is considered the principal in the sale of traffic to Microsoft and other
customers because Yahoo is the primary obligor in its arrangements with Microsoft and has discretion in how search queries from Affiliate sites will be fulfilled
and monetized. As a result, the amounts paid to Affiliates under the Microsoft Search Agreement in the transitioned markets are recorded as cost of revenue—
TAC rather than as a reduction to GAAP revenue, resulting in GAAP revenue from the Microsoft Search Agreement being reported on a gross rather than net
basis.

Effective June 3, 2016, the Company and Microsoft further amended the Microsoft Search Agreement to provide that sales responsibilities for premium
advertisers in Taiwan and Hong Kong will not be transitioned. TAC in those markets will continue to be reported as a reduction to revenue.

The term of the Microsoft Search Agreement is 10 years from its commencement date, February 23, 2010, subject to earlier termination as provided in the
Microsoft Search Agreement. As October 1, 2015, either the Company or Microsoft may terminate the Microsoft Search Agreement by delivering a written
notice of termination to the other party. The Microsoft Search Agreement will remain in effect for four months from the date of the termination notice to provide
for a transition period; however, the Company’s Volume Commitment will not apply in the third and fourth months of this transition period.
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Approximately 37 percent and 40 percent of the Company’s revenue for the three months ended June 30, 2015 and 2016, respectively, was attributable to the
Microsoft Search Agreement, and approximately 38 percent and 35 percent of the Company’s revenue for the six months ended June 30, 2015 and 2016,
respectively, was attributable to the Microsoft Search Agreement. Commencing in the second quarter of 2016, TAC payments related to the Microsoft Search
Agreement for transitioned markets, which previously would have been recorded as a reduction of revenue, began to be recorded as a cost of revenue due to a
required change in revenue presentation. During the three months ended June 30, 2016, $252 million of GAAP revenue and cost of revenue—TAC was due to
the change in revenue presentation. See Note 1—“The Company And Summary Of Significant Accounting Policies” for additional information on change in
revenue presentation.

The Company’s uncollected revenue share in connection with the Microsoft Search Agreement was $267 million and $357 million, which is included in
accounts receivable, net, as of December 31, 2015 and June 30, 2016, respectively.

On December 4, 2009, in connection with entering into the Microsoft Search Agreement, the Company also entered into a License Agreement with Microsoft
(as amended, the “License Agreement”). Under the License Agreement, Microsoft acquired an exclusive 10-year license to the Company’s core search
technology and has the ability to integrate this technology into its existing Web search platforms. Pursuant to the Eleventh Amendment, the exclusive licenses
granted to Microsoft under the License Agreement became non-exclusive. The Company also agreed pursuant to the Eleventh Amendment to license certain
sales tools to Microsoft to use solely in connection with Microsoft’s paid search services pursuant to the terms of the License Agreement.

Note 18     Subsequent Events
 
Definitive Agreement with Verizon. On July 23, 2016, the Company entered into a Stock Purchase Agreement (the “Stock Purchase Agreement”) with
Verizon Communications Inc. (“Verizon”), pursuant to which the Company agreed to sell, and Verizon agreed to purchase (the “Sale”), all of the outstanding
shares of Yahoo Holdings, Inc., a newly formed wholly-owned subsidiary of the Company (“Yahoo Holdings”), which, immediately prior to the consummation of
the Sale, will own the Company’s operating business. The consideration to be paid by Verizon to the Company in connection with the Sale is $4,825,800,000 in
cash, subject to certain adjustments as provided in the Stock Purchase Agreement.

Concurrently with the execution of the Stock Purchase Agreement, the Company entered into a Reorganization Agreement (the “Reorganization Agreement”)
with Yahoo Holdings, pursuant to which the Company will, prior to the consummation of the Sale, transfer all of its assets and liabilities relating to the operating
business of Yahoo, other than specific excluded assets and retained liabilities, to Yahoo Holdings (the “Reorganization”). Verizon will also receive for its benefit
and that of its current and certain future affiliates, a non-exclusive, worldwide, perpetual, royalty-free license to certain intellectual property not core to the
operating business held by Excalibur IP, LLC, a wholly-owned subsidiary of the Company (“Excalibur”), that is not being conveyed with the operating business.

The excluded assets include cash and marketable securities as of the consummation of the Sale, the Company’s equity interests in Alibaba Group, Yahoo
Japan, certain other minority equity investments, and all of the equity in Excalibur. The retained liabilities will include the Notes. Following the closing of the
Sale, the excluded assets and retained liabilities will remain in the Company, which will be renamed and will become an independent, publicly traded
management investment company registered under the Investment Company Act of 1940.

The consummation of the Sale is subject to certain conditions, including, among others, the approval of the Sale by Yahoo’s stockholders, antitrust approvals,
the closing of the Reorganization, and certain other customary closing conditions.
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Item 2. Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Overview
 
Yahoo! Inc., together with its consolidated subsidiaries (“Yahoo,” the “Company,” “we,” or “us”), is a guide to digital information discovery, focused on informing,
connecting, and entertaining our users through our search, communications, and digital content products. By creating highly personalized experiences, we help
users discover the information that matters most to them around the world — on mobile or desktop. We create value for advertisers with a streamlined, simple
advertising technology stack that leverages Yahoo’s data, content, and technology to connect advertisers with their target audiences. Advertisers can build their
businesses through advertising to targeted audiences on our online properties and services (“Yahoo Properties”) and a distribution network of third party
entities (“Affiliates”) who integrate our advertising offerings into their websites or other offerings (“Affiliate sites”). Our revenue is generated principally from
search and display advertising. We continue to manage and measure our business geographically, principally in the Americas, EMEA (Europe, Middle East,
and Africa), and Asia Pacific. As of June 30, 2016, we had approximately 8,800 full-time employees after excluding employees under notice of termination and
approximately 700 contractors.

In the following Management’s Discussion and Analysis, we provide information regarding the following areas:
 

•  Recent Developments;
 

•  Significant Transactions;
 

•  Key Financial Metrics;
 

•  Results of Operations;
 

•  Segment Reporting;
 

•  Liquidity and Capital Resources;
 

•  Critical Accounting Policies and Estimates; and
 

•  Recent Accounting Pronouncements.

Recent Developments
 
Strategic Plan

On February 2, 2016, we announced a strategic plan to simplify Yahoo, narrowing our focus on areas of strength to fuel growth, drive revenue, and increase
efficiency in 2016 and beyond. This plan includes simplifying our product portfolio, reducing costs and exploring divestiture of non-core assets.

In the first half of 2016, we began simplifying our product portfolio and exited our Food, Health, Parenting, Makers, and Travel digital magazines, as well as our
Autos, Games, Real Estate and Smart TV products, and focused on our core verticals (News, Sports, Finance and Lifestyle). In the six months ended June 30,
2016, we substantially completed six planned office closures and reduced our workforce by 15 percent. Additionally, we completed the sale of our Santa Clara
land and received $246 million in net cash proceeds.

Pending Sale of the Operating Business to Verizon Communications Inc.

In February, 2016, our Board formed a Strategic Review Committee of independent directors to consider strategic alternatives for the Company, including a
sale of our operating business. On July 23, 2016, we entered into a Stock Purchase Agreement (the “Stock Purchase Agreement”) with Verizon
Communications Inc. (“Verizon”), pursuant to which we have agreed to sell, and Verizon has agreed to purchase (the “Sale”), all of the outstanding shares of
Yahoo Holdings, Inc., a newly formed wholly-owned subsidiary of Yahoo (“Yahoo Holdings”), which, immediately prior to the consummation of the Sale will own
our operating business. The aggregate consideration to be paid to us by Verizon in connection with the Sale is $4,825,800,000 in cash, subject to certain
adjustments as provided in the Stock Purchase Agreement.

Concurrently with the execution of the Stock Purchase Agreement, we entered into a Reorganization Agreement (the “Reorganization Agreement”) with Yahoo
Holdings, pursuant to which we will, prior to the consummation of the Sale, transfer all of our assets and liabilities relating to our operating business, other than
specific excluded assets and retained liabilities, to Yahoo Holdings (the “Reorganization”). Verizon will also receive for its benefit and that of its current and
certain future affiliates, a non-exclusive, worldwide, perpetual, royalty-free license to certain intellectual property not core to the operating business held by
Excalibur IP, LLC, a wholly-owned subsidiary of the Company (“Excalibur”), that is not being conveyed with the operating business.
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The excluded assets include cash and marketable securities as of the closing of the Sale, our equity interests in Alibaba Group, Yahoo Japan, certain other
minority equity investments, and all of the equity in Excalibur. The retained liabilities will include the 0.00% Convertible Senior Notes due 2018 (“Notes”) we
issued in November 2013. Following the closing of the Sale, the excluded assets and retained liabilities will remain in Yahoo which will be renamed and will
become an independent, publicly traded, management investment company registered under the Investment Company Act of 1940.

The closing of the Sale is subject to certain conditions, including, among others, the approval of the Sale by our stockholders, antitrust approvals, the closing of
the Reorganization, and certain other customary closing conditions.

The Stock Purchase Agreement may be terminated by us or Verizon in certain circumstances. If the Stock Purchase Agreement is terminated, we may be
required to pay Verizon a termination fee of $144,774,000 in certain circumstances, including if we terminate the Stock Purchase Agreement to enter into a
superior proposal satisfying certain requirements.

Under the terms of the Stock Purchase Agreement, each of our stock options outstanding immediately prior to the closing will, if not already vested, become
fully vested as of the closing and will remain outstanding, and we will retain all liabilities and obligations with respect to such outstanding stock options. Each
restricted stock unit (an “RSU”) of the Company that is outstanding immediately prior to the closing will generally receive in substitution therefor a cash-settled
Verizon RSU award, and will be subject to the same vesting and other terms and conditions as the Yahoo RSUs.

The Sale is expected to close in the first quarter of 2017.

Significant Transactions
 
Microsoft Search Agreement

The term of the Search and Advertising Services and Sales Agreement (“Microsoft Search Agreement”) with Microsoft Corporation (“Microsoft”) is 10 years
from its commencement date, February 23, 2010, subject to earlier termination as provided in the Microsoft Search Agreement. Under the current terms of the
Microsoft Search Agreement, as amended on April 15, 2015 by the Eleventh Amendment to the Microsoft Search Agreement (the “Eleventh Amendment”), we
are entitled to receive a percentage of the revenue (the “Revenue Share Rate”) generated from Microsoft’s services on Yahoo Properties and on Affiliate sites
equal to 93 percent. Microsoft receives its 7 percent revenue share before deduction of the Affiliate site’s share of revenue. Yahoo is responsible for paying the
Affiliate for the Affiliate site’s share of revenue. Pursuant to the Eleventh Amendment, commencing on May 1, 2015, we also agreed to request paid search
results from Microsoft for 51 percent of our search queries originating from personal computers accessing Yahoo Properties and our Affiliate sites and will
display only Microsoft’s paid search results on such search result pages.

For reporting periods ended December 31, 2014 and 2015, and March 31, 2016, TAC related to our Microsoft Search Agreement was recorded as a reduction
of revenue. Pursuant to the Eleventh Amendment to the Microsoft Search Agreement, the Company completed the transition of its exclusive sales
responsibilities to Microsoft for Microsoft’s paid search services to premium advertisers in the United States, Canada, and Europe on April 1, 2016 and in its
remaining markets (other than Taiwan and Hong Kong) on June 1, 2016. Following the transition in each respective market, we are considered the principal in
the sale of traffic to Microsoft and other customers because we are the primary obligor in our arrangements with Microsoft and have discretion in how search
queries from Affiliate sites will be fulfilled and monetized. As a result, amounts paid to Affiliates under the Microsoft Search Agreement in the transitioned
markets are recorded as cost of revenue — TAC rather than as a reduction to revenue, resulting in GAAP revenue from the Microsoft Search Agreement being
reported on a gross rather than a net basis.

Effective June 3, 2016, Yahoo and Microsoft further amended the Microsoft Search Agreement to provide that sales responsibilities for premium advertisers in
Taiwan and Hong Kong will not be transitioned. TAC in those markets will continue to be reported as a reduction to revenue.

The table below illustrates the impact of the implementation of the Eleventh Amendment for the periods presented and sets out the amounts paid to Affiliates
related to the Microsoft Search Agreement during the three and six months ended June 30, 2015 and 2016, respectively, that that were recorded as cost of
revenue — TAC:
 
      Three Months Ended June 30,          Six Months Ended June 30,     
  2015   2016   2015   2016  
 

 

Cost of revenue — TAC(*)      $ -     $ 252,331         $ -         $ 252,331    
Reduction of revenue  

    $
 

332,589
 

  
  

$
 

2,377  
 

  
  

    $
 

687,891  
 

  
  

    $
 

273,705  
 

  
 

 
 

 
(*) Includes $218 million in the Americas segment, $33 million in the EMEA segment and $1 million in the Asia Pacific segment.

Revenue under the Microsoft Search Agreement represented approximately 37 percent and 40 percent of our revenue for the three months ended June 30,
2015 and 2016, respectively. The increase in revenue from Microsoft year-over-year is due to the change in revenue presentation related to the Eleventh
Amendment that took place in the second quarter of 2016 for which we now account for amounts paid to Affiliates in transitioned markets as cost of revenue —
TAC rather than as a reduction to GAAP revenue, resulting in revenue from the Microsoft Search Agreement being reported on a gross rather than net basis.
This was partially offset by a shift in composition of revenue due to the use of Google and Gemini (our unified marketplace for search and native advertising on
Yahoo Properties and Affiliate sites) to source search results and advertisements as allowed by the Eleventh Amendment.
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Revenue under the Microsoft Search Agreement represented approximately 38 percent and 35 percent of our revenue for the six months ended June 30, 2015
and 2016, respectively. The decline in revenue from Microsoft year-over-year is due to the use of Google and Gemini. This was partially offset by an increase in
revenue from Microsoft due to the change in revenue presentation related to the Eleventh Amendment to the Microsoft Search Agreement, noted above.

See Note 17—“Microsoft Search Agreement” in the Notes to our condensed consolidated financial statements for additional information.

Key Financial Metrics
 
The key financial metrics we use are as follows: revenue; revenue less traffic acquisition costs (“TAC”), or revenue ex-TAC; loss from operations; adjusted
EBITDA; net loss attributable to Yahoo! Inc.; net cash provided by (used in) operating activities; and free cash flow. Revenue ex-TAC, adjusted EBITDA, and
free cash flow are financial measures that are not defined in accordance with U.S. generally accepted accounting principles (“GAAP”). We use these non-
GAAP financial measures for internal managerial purposes and to facilitate period-to-period comparisons.
 
      Three Months Ended June 30,            Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

  (in thousands)  
Revenue      $ 1,243,265       $ 1,307,637       $ 2,469,235       $ 2,394,789    
Revenue ex-TAC      $ 1,043,035       $ 841,151       $ 2,085,866       $ 1,700,540    
Loss from operations(1)      $ (44,794)      $ (489,676)      $ (132,148)      $ (656,890)   
Net loss attributable to Yahoo! Inc.      $ (21,554)      $ (439,913)      $ (356)      $ (539,145)   
Adjusted EBITDA      $ 261,703       $ 172,369       $ 492,816       $ 319,441    
Net cash provided by (used in) operating activities      $ 307,952       $ 409,930       $ (2,652,987)      $ 775,698    
Free cash flow(2)(3)      $ (24,780)      $ 425,646       $ (3,059,702)      $ 722,841    
 

 

(1) Includes:     
Stock-based compensation expense      $ 125,130       $ 131,964       $ 240,826       $ 240,371    
Restructuring charges, net      $ 19,688       $ 19,384       $ 70,920       $ 76,614    
Goodwill impairment charge      $ -         $ 394,901       $ -         $ 394,901    
Intangible assets impairment charge      $ -         $ 87,335       $ -         $ 87,335    

 
 

 

(2) During the six months ended June 30, 2015, we satisfied the $3.3 billion income tax liability related to the sale of Alibaba Group Holding Limited (“Alibaba
Group”) American Depositary Shares (“ADSs”) in September 2014.

 

(3) During the three and six months ended June 30, 2016, we received net cash proceeds from the sale of land of $246 million and during the six months
ended June 30, 2016, we received a cash tax refund of $190 million associated with our claim to carry back our 2015 losses and tax attributes to earlier
taxable years.

Revenue ex-TAC. Revenue ex-TAC is a non-GAAP financial measure defined as GAAP revenue less TAC that has been recorded as a cost of revenue. TAC
consists of payments made to Affiliates and payments made to companies that direct consumer and business traffic to Yahoo Properties. TAC is recorded
either as a reduction of revenue or as cost of revenue.

Adjusted EBITDA. Adjusted EBITDA is a non-GAAP financial measure defined as net loss attributable to Yahoo! Inc. before taxes, depreciation, amortization
of intangible assets, stock-based compensation expense, other (expense) income, net (which includes interest), earnings in equity interests, net income
attributable to noncontrolling interests, and other gains, losses, and expenses that we do not believe are indicative of our ongoing results.

Free Cash Flow. Free cash flow is a non-GAAP financial measure defined as net cash (used in) provided by operating activities (adjusted to include excess
tax benefits from stock-based awards), less acquisition of property and equipment, net (i.e., acquisition of property and equipment less proceeds received from
disposition of property and equipment including land), and dividends received from equity investees.
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For additional information about these non-GAAP financial measures, see “Non-GAAP Financial Measures” included in our Annual Report on Form 10-K for
the year ended December 31, 2015 under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

In this Management’s Discussion and Analysis, we also present adjusted GAAP revenue and cost of revenue — TAC amounts that exclude the effect of the
change in revenue presentation related to implementation of the Eleventh Amendment to the Microsoft Search Agreement during the second quarter of 2016.
We believe providing this additional information to investors is useful because it provides investors with comparable revenue and cost of revenue — TAC
measures for comparison to our historical reported financial information.

Revenue and Revenue ex-TAC (a Non-GAAP Financial Measure)
 
  Three Months Ended June 30,      Six Months Ended June 30,     
  2015   2016   % Change  2015   2016   % Change 
 

 

  (dollars in thousands)           
Revenue      $    1,243,265         $    1,307,637      5%       $    2,469,235         $    2,394,789      (3)%  
Less: TAC   200,230      466,486      133%    383,369      694,249      81%  

   
 

   
 

    
 

   
 

 

Revenue ex-TAC      $ 1,043,035         $ 841,151      (19)%       $ 2,085,866         $ 1,700,540      (18)%  
   

 

   

 

    

 

   

 

 

      
 

 

For the three months ended June 30, 2016, revenue and TAC increased $64 million and $266 million, respectively, compared to the same period of 2015. For
the three months ended June 30, 2016, revenue ex-TAC decreased $202 million compared to the same period of 2015. The increase in revenue for the three
months ended June 30, 2016 was primarily attributable to an increase in search revenue of $183 million, partially offset by a decline in display and other
revenue of $34 million and $85 million, respectively. The increase in search revenue was primarily due to the change in revenue presentation related to the
implementation of the Eleventh Amendment to the Microsoft Search Agreement that took place in the second quarter of 2016 for which we now record amounts
paid to Affiliates in transitioned markets as cost of revenue — TAC rather than as a reduction to GAAP revenue, resulting in revenue from the Microsoft Search
Agreement being reported on a gross rather than net basis. The revenue and TAC increase from the change in revenue presentation was $252 million for the
three months ended June 30, 2016. See “Significant Transactions—Microsoft Search Agreement”, above, for further detail. Excluding the impact of the change
in revenue presentation, noted above, search revenue declined $69 million, or 13 percent, primarily in the Americas segment due to a decline in Paid Clicks on
Yahoo Properties and Affiliate sites driven by a decline in traffic, partially offset by an increase in Affiliate site revenue due to improved pricing. The decline in
display revenue was primarily due to a decline in revenue from Affiliate sites and, to a lesser extent, a decline in revenue from Yahoo Properties. The decline in
revenue from Affiliate sites was primarily driven by a decline in video and audience advertising partially offset by an increase in native advertising. The decline
in revenue from Yahoo Properties was primarily driven by a decline in premium advertising, partially offset by an increase from audience advertising. The
decline in other revenue was primarily attributable to the completion of recognition of deferred revenue under the Technology and Intellectual Property License
Agreement (the “TIPLA”) with Alibaba Group in which we recognized $69 million in the three months ended June 30, 2015.

For the six months ended June 30, 2016, revenue decreased $74 million and TAC increased $311 million compared to the same period of 2015. For the six
months ended June 30, 2016, revenue ex-TAC decreased $385 million, compared to the same period of 2015. The decrease in revenue for the six months
ended June 30, 2016 was primarily attributable to a decline in display and other revenue of $38 million and $170 million, respectively, partially offset by an
increase in search revenue of $133 million. The decline in display revenue was primarily due to a decline in revenue on Yahoo Properties from premium
advertising and, to a lesser extent, native advertising, partially offset by an increase from audience advertising. The decline in display revenue from Yahoo
Properties was offset slightly by an increase in revenue from Affiliate sites primarily related to native advertising partially offset by declines in video and
audience advertising. The decline in other revenue was primarily attributable to the completion of recognition of deferred revenue under the TIPLA with Alibaba
Group pursuant to which we recognized $139 million in the six months ended June 30, 2015. The increase in search revenue was primarily due to the change
in revenue presentation related to the implementation of the Eleventh Amendment to the Microsoft Search Agreement, as noted above. The revenue and TAC
increase from the change in revenue presentation was $252 million for the six months ended June 30, 2016. Excluding the impact of the change in revenue
presentation, search revenue declined $119 million, or 11 percent, primarily in the Americas segment due to a decline in Paid Clicks on Yahoo Properties and
Affiliate sites driven by a decline in traffic, partially offset by an increase in Affiliate site revenue due to improved pricing.

Total revenue noted above included declines of $18 million and $35 million in revenue for the three and six months ended June 30, 2016, respectively, as
compared to the same periods of 2015, associated with the agreement we entered into with Mozilla Corporation (“Mozilla”) in November 2014 to compensate
Mozilla for making us the default search provider on certain of Mozilla’s products in the United States. TAC associated with the Mozilla Agreement for both the
three and six months ended June 30, 2016 was flat compared to the same periods of 2015.

See “Results of Operations” for a more detailed discussion of the factors that contributed to the changes in revenue and TAC during this period.
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We expect 2016 revenue to be similar to the amount reported in 2015 primarily due to the change in revenue presentation related to the Microsoft Search
Agreement. Excluding the impact of the change in revenue presentation related to the Microsoft Search Agreement, revenue is expected to decline from the
amount reported in 2015 as a result of the completion of recognition of deferred revenue under the TIPLA with Alibaba Group, strategic product exits, declines
in our legacy desktop display business and a decline in mobile and desktop search.

Mavens Revenue

One of our primary strategies is to invest in and grow our Mavens offerings. Revenue from our Mavens offerings is generated from, without duplication,
(i) mobile (as defined below), (ii) video ads and video ad packages, (iii) native ads, and (iv) Tumblr and Polyvore ads and fees.

Mavens revenue for the three months ended June 30, 2016 increased to $504 million, compared to $401 million for the three months ended June 30, 2015.
Mavens revenue for the six months ended June 30, 2016 increased to $894 million, compared to $767 million for the six months ended June 30, 2015. The
change in revenue presentation associated with the Eleventh Amendment to the Microsoft Search Agreement contributed $119 million to Mavens revenue in
the three and six months ended June 30, 2016. Excluding the impact of the revenue presentation noted above, Mavens revenue would have been $385 million
and $775 million, respectively, for the three and six months ended June 30, 2016. For the three and six months ended June 30, 2016, excluding the change in
revenue presentation, Mavens revenue declined $16 million, or 4 percent, and increased $8 million, or 1 percent, respectively, compared to the same periods
of 2015. The decline in Mavens revenue for the three months ended June 30, 2016 was primarily attributable to a decline in video advertising on Affiliate sites
associated with pricing and demand, partially offset by an increase in video advertising on Yahoo Properties due to an increase in supply. The increase in
Mavens revenue for the six months ended June 30, 2016 was primarily related to growth in native advertising on mobile devices, partially offset by a decline in
video advertising on Affiliate sites associated with pricing and demand.

We expect our Mavens revenue to be higher in 2016 from the amount reported in 2015. Excluding the impact of the change in revenue presentation related to
the Microsoft Search Agreement, Mavens revenue is expected to decline from the amount reported in 2015 based on trends observed during the first six
months of 2016.

Mobile Revenue

With the significant platform shift to mobile devices, including smartphones and tablets, we continue to focus on mobile products and mobile ad formats. In the
second quarter of 2016, we continued to refresh the user experience on mobile with the launch of new Yahoo Sports and Finance apps that provide a more
personalized experience. As of June 30, 2016, we had more than 600 million monthly mobile users (including mobile Tumblr users).

Mobile revenue is generated in connection with user activity on mobile devices, including smartphones and tablets (a “device-based” approach), regardless of
whether the device is accessing a mobile-optimized service. Mobile revenue is primarily generated by search and display advertising. Mobile revenue also
includes leads, listings and fees revenue and e-commerce revenue allocated to user activity on mobile devices. For additional information about how we
generate and recognize mobile revenue, see “Key Metrics — Revenue — Mobile Revenue” included in our Annual Report on Form 10-K for the year ended
December 31, 2015 under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Mobile revenue for the three months ended June 30, 2016 increased to $378 million, compared to $252 million for the three months ended June 30, 2015.
Mobile revenue for the six months ended June 30, 2016 increased to $638 million, compared to $485 million for the six months ended June 30, 2015. The
change in revenue presentation associated with the Eleventh Amendment to the Microsoft Search Agreement contributed $119 million to mobile revenue in the
three and six months ended June 30, 2016. Excluding the impact of the revenue presentation, noted above, mobile revenue would have been $259 million and
$519 million, respectively, for the three and six months ended June 30, 2016. For the three and six months ended June 30, 2016, excluding the change in
revenue presentation, mobile revenue increased $7 million, or 3 percent and $34 million, or 7 percent, respectively, compared to the same periods of 2015. The
increase in mobile revenue for the three and six months ended June 30, 2016 was primarily attributable to growth in native advertising associated with an
increase in volume from Affiliate sites and video from the BrightRoll platform.

We expect our mobile revenue to be higher in 2016 from the amount reported in 2015. Excluding the impact of the change in revenue presentation related to
the Microsoft Search Agreement, mobile revenue is expected to decline from the amount reported in 2015.

TAC rates that we pay to Affiliates for Mavens and mobile are substantially consistent with our TAC rates for our other revenue streams.
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Results of Operations
 
 
      Three Months Ended June 30,         Six Months Ended June 30,  
  2015   2016   2015   2016  
 

 

  (dollars in thousands)  
Total revenue      $  1,243,265         $  1,307,637         $    2,469,235         $    2,394,789    
Total operating expenses(1)   1,288,059      1,797,313      2,601,383      3,051,679    

   
 

   
 

   
 

   
 

Loss from operations      $ (44,794)        $ (489,676)        $ (132,148)        $ (656,890)   
   

 

   

 

   

 

   

 

(1) Includes:     
Stock-based compensation expense      $ 125,130         $ 131,964         $ 240,826         $ 240,371    
Restructuring charges, net      $ 19,688         $ 19,384         $ 70,920         $ 76,614    
Goodwill impairment charge      $ -         $ 394,901         $ -         $ 394,901    
Intangible assets impairment charge      $ -         $ 87,335         $ -         $ 87,335    

Items as a percentage of revenue     
Total revenue   100%        100%        100%        100%      
Total operating expenses   104%        137%        105%        127%      

   
 

   
 

   
 

   
 

Loss from operations   (4)%        (37)%        (5)%        (27)%      
   

 

   

 

   

 

   

 

Includes:     
Stock-based compensation expense   10%        10%        10%        10%      

 
 

Revenue
We generate revenue principally from search and display advertising on Yahoo Properties and Affiliate sites, with the majority of our revenue coming from
advertising on Yahoo Properties. Our margins on revenue from advertising on Yahoo Properties are higher than our margins on revenue from advertising on
Affiliate sites, as we pay TAC to our Affiliates. Additionally, we generate revenue from other sources including listings-based services, e-commerce
transactions, royalties, patent licenses, and consumer and business fee-based services. For additional information about how we generate and recognize
revenue, see “Results of Operations — Revenue — Search Revenue, — Display Revenue, and —Other Revenue included in our Annual Report on Form 10-K
for the year ended December 31, 2015, under the caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

In the first quarter of 2016, we reclassified certain amounts from other revenue to either search or display revenue. To conform to the current presentation, we
reclassified $7.1 million and $3.0 million to search and display revenue, respectively, previously included in other revenue for the three months ended June 30,
2015, and we reclassified $17.5 million and $6.2 million to search and display revenue, respectively, previously included in other revenue for the six months
ended June 30, 2015.

Search Revenue

The following table presents search revenue and search revenue as a percentage of total revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Search     
Yahoo Properties      $ 470,062         $ 488,290         $ 955,982         $ 887,597    
Affiliate sites   58,153      223,206      114,325      315,780    

   
 

   
 

   
 

   
 

Total search revenue      $ 528,215         $ 711,496         $ 1,070,307         $ 1,203,377    
   

 
   

 
   

 
   

 

Search as a percentage of total revenue     
Yahoo Properties   38%        37%        39%        37%      
Affiliate sites   5%        17%        4%        13%      

   
 

   
 

   
 

   
 

Total search revenue   43%        54%        43%        50%      
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Search revenue for the three and six months ended June 30, 2016 increased $183 million and $133 million, respectively, compared to the same periods of
2015. The increase in search revenue was primarily due to the change in the revenue presentation associated with the Eleventh Amendment to the Microsoft
Search Agreement that took place in the second quarter of 2016 for which we now record amounts paid to Affiliates in transitioned markets as cost of revenue
— TAC rather than as a reduction to GAAP revenue, resulting in revenue from the Microsoft Search Agreement being reported on a gross rather than net
basis. The revenue and TAC increase from the change in revenue presentation was $252 million for both the three and six months ended June 30, 2016. See
“Significant Transactions—Microsoft Search Agreement”, above, for further detail. Excluding the impact of the change in revenue presentation, noted above,
search revenue for the three and six months ended June 30, 2016 declined $69 million, or 13 percent, and $119 million, or 11 percent, respectively, primarily in
the Americas segment due to a decline in Paid Clicks on Yahoo Properties and Affiliate sites driven by a decline in traffic. For the three and six months ended
June 30, 2016, despite the decline in Paid Clicks on Affiliate sites, advertising revenue on Affiliate sites grew by $25 million and $61 million, respectively
(excluding the impact of the change in revenue presentation) due to improved Price-per-Click in the Americas segment associated with a significant reduction
in lower monetizing Affiliate clicks as compared to the same periods of 2015.

Display Revenue

The following table presents display revenue and display revenue as a percentage of total revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Display     
Yahoo Properties      $ 363,078         $ 352,761         $ 719,624         $ 679,901    
Affiliate sites   140,250      116,776      250,642      252,655    

   
 

   
 

   
 

   
 

Total display revenue      $ 503,328         $ 469,537         $ 970,266         $ 932,556    
   

 
   

 
   

 
   

 

    

Display as a percentage of total revenue     
Yahoo Properties   29%        27%        29%        28%      
Affiliate sites   11%        9%        10%        11%      

   
 

   
 

   
 

   
 

Total display revenue   40%        36%        39%        39%      
   

 
   

 
   

 
   

 

    
 

 

During the first quarter of 2016, we changed the account coding for certain transactions to properly reflect the allocation of display revenue between Yahoo
Properties and Affiliate sites. Prior period amounts have been revised to conform to the current presentation, as follows: Yahoo Properties display revenue
should have been $357 million, $363 million, $350 million and $421 million for the first, second, third and fourth quarters of 2015, respectively. Affiliate display
revenue should have been $110 million, $140 million, $162 million, and $183 million for the first, second, third and fourth quarters of 2015, respectively.

Display revenue for the three and six months ended June 30, 2016 decreased $34 million, or 7 percent, and $38 million, or 4 percent, respectively, compared
to the same periods of 2015. The decline in display revenue for the three months ended June 30, 2016 was due to a decline on Yahoo Properties and Affiliate
sites of $10 million and $24 million, respectively. The decline in display revenue for the six months ended June 30, 2016 was due to a decline on Yahoo
Properties of $40 million which was slightly offset by an increase in advertising revenue from Affiliate sites driven primarily by native advertising. The decline in
revenue from Yahoo Properties for the three and six months ended June 30, 2016 was primarily attributable to a decline in premium advertising, partially offset
by an increase in audience advertising. Display revenue from Yahoo Properties for the six months ended June 30, 2016 was also impacted by a decline in
native advertising. The decline in revenue from Affiliate sites for the three months ended June 30, 2016 was primarily due to a decline in video and audience
advertising, partially offset by an increase from native advertising. The increase in revenue from Affiliate sites for the six months ended June 30, 2016 was
partially offset by declines in video and audience advertising.

The total decrease in display revenue for the three and six months ended June 30, 2016 described above included the impact of unfavorable foreign exchange
fluctuations of $4 million and $14 million, respectively, for the three and six months ended June 30, 2016, using the foreign currency exchange rates from the
three and six months ended June 30, 2015.

Other Revenue

The following table presents other revenue and other revenue as a percentage of total revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Other revenue  $ 211,722     $ 126,604     $ 428,662     $ 258,856    
Other revenue as a percentage of total revenue
  

 
 

17%  
 

  
  

 
 

10%  
 

  
  

 
 

18%  
 

  
  

 
 

11%  
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Other revenue for the three and six months ended June 30, 2016 decreased $85 million, or 40 percent, and $170 million, or 40 percent, respectively, compared
to the same periods of 2015. The decrease in other revenue was attributable to a decline in fees and listings-based revenue of $77 million and $8 million,
respectively, for the three months ended June 30, 2016, and a decline in fees and listings-based revenue of $152 million and $18 million, respectively, for the
six months ended June 30, 2016. The decline in fees revenue was primarily due to the completion of recognition of deferred revenue under the TIPLA with
Alibaba Group in which we recognized $69 million and $139 million, respectively, in the three and six months ended June 30, 2015. The decline in listings-
based revenue for the three and six months ended June 30, 2016 was attributable to partner agreements that ended in 2015 for which we have no similar
revenue in 2016.

We expect other revenue to decline in 2016, as compared to 2015, as a result of completing the recognition of deferred revenue under the TIPLA with Alibaba
Group in the third quarter of 2015, for which we no longer recognize associated fees revenue.

Search and Display Metrics
We present information below regarding the number of “Paid Clicks” and “Price-per-Click” for search and the number of “Ads Sold” and “Price-per-Ad” for
display. This information is derived from internal data.

“Paid Clicks” are defined as clicks by end-users on sponsored search listings (excluding native ad units, which are defined as display ads that appear in the
content streams viewed by users) on Yahoo Properties and Affiliate sites. Advertisers generally pay for sponsored search listings on a per-click basis. “Search
click-driven revenue” is gross search revenue (GAAP search revenue plus the related revenue share with third parties), excluding search revenue from Yahoo
Japan. “Price-per-Click” is defined as search click-driven revenue divided by our total number of Paid Clicks.

“Ads Sold” consist of display ad impressions for paying advertisers on Yahoo Properties and Affiliate sites. “Price-per-Ad” is defined as display revenue from
Yahoo Properties and Affiliate sites divided by our total number of Ads Sold. Our price and volume metrics for display are based on display revenue which we
report on a gross basis (before TAC), and include data for graphical, sponsorship, and native ad units on Yahoo Properties and Affiliate sites.

We periodically review, refine and update our methodologies for monitoring, gathering, and counting number of Paid Clicks and Ads Sold and for calculating
search click-driven revenue, Price-per-Click, and Price-per-Ad. Prior period amounts have been updated to conform to the current presentation.

Search Metrics

For the three and six months ended June 30, 2016, Paid Clicks decreased 24 percent and 23 percent, respectively, compared to the same periods of 2015,
primarily due to a decline in Paid Clicks from Affiliate and Yahoo traffic, including on desktop.

For the three and six months ended June 30, 2016, Price-per-Click increased 8 percent and 7 percent, respectively, compared to the same periods of 2015,
due to a mix shift toward Yahoo Properties and higher monetizing Affiliate clicks, which resulted from a significant reduction in lower monetizing Affiliate clicks.

Search click-driven revenue declined 18 percent and 17 percent for the three and six months ended June 30, 2016, respectively, as compared to the same
periods of 2015, driven by the decline in traffic on Yahoo Properties.

Display Metrics

For both the three and six months ended June 30, 2016, the number of Ads Sold increased 9 percent, compared to the same periods of 2015, primarily
attributable to an increase in audience and native ad units sold, partially offset by a continued decline in premium ad units sold. Native Ads Sold grew primarily
due to our syndication (third-party, affiliate) business and an increase in native Ads Sold internationally. Native ad units represented approximately 43 percent
and 45 percent of total Ads Sold for the three and six months ended June 30, 2016, compared to 41 percent of total Ads Sold for both the three and six months
ended June 30, 2015.

For the three and six months ended June 30, 2016, the Price-per-Ad decreased 15 percent and 11 percent, respectively, compared to the same periods of
2015, due to continued pricing pressure on premium advertising, a decline in pricing of native and video advertising, partially offset by an increase in pricing of
audience advertising.

Operating Costs and Expenses
Cost of Revenue — TAC

TAC consists 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 also have an agreement to compensate Mozilla to make us the default search
provider on certain of Mozilla’s products in the United States. We record those payments as cost of revenue — TAC.
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The following table presents cost of revenue — TAC and those expenses as a percentage of revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Cost of revenue — TAC      $ 200,230       $ 466,486       $ 383,369       $ 694,249    
Cost of revenue — TAC as a percentage of revenue
  

 
 

16%
 

  
  

 
 

36%
 

  
  

 
 

15%
 

  
  

 
 

29%  
 

  
 

 
 

Cost of revenue — TAC for the three and six months ended June 30, 2016 increased $266 million and $311 million, respectively, compared to the same
periods of 2015, primarily due to the change in revenue presentation related to the implementation of the Eleventh Amendment to the Microsoft Search
Agreement that took place in the second quarter of 2016 for which we now record amounts paid to Affiliates in transitioned markets as cost of revenue — TAC
rather than as a reduction to GAAP revenue, resulting in revenue from the Microsoft Search Agreement being reported on a gross rather than net basis. The
revenue and TAC increase from the change in revenue presentation was $252 million for the three and six months ended June 30, 2016. See “Significant
Transactions—Microsoft Search Agreement”, above, for further detail. For the three and six months ended June 30, 2016, excluding the impact of the change
in revenue presentation, TAC increased $14 million, or 7 percent, and $59 million, or 15 percent, respectively. The remaining increase in cost of revenue —
TAC was attributable to an increase in other search TAC, partially offset by a decrease in display TAC primarily associated with BrightRoll.

Cost of Revenue — Other

Cost of revenue — other consists of bandwidth costs, stock-based compensation, content and other expenses associated with the production and usage of
Yahoo Properties, including content expense and amortization of developed technology and patents. Cost of revenue — other also includes costs for Yahoo’s
technology platforms and infrastructure, including depreciation expense and other operating costs, directly related to revenue generating activities.

The following table presents cost of revenue — other and those expenses as a percentage of revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,        Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Cost of revenue — other      $ 295,932         $ 268,483       $ 581,195       $ 551,070    
Cost of revenue — other as a percentage of revenue
  

 
 

24%  
 

  
  

 
 

21%
 

  
  

 
 

24%
 

  
  

 
 

23%  
 

  
 

 
 

Cost of revenue — other for the three months ended June 30, 2016 decreased $27 million, or 9 percent, compared to the same period of 2015, primarily due to
a decline in content expense of $11 million, lower cost of revenue of $4 million related to a decline in algorithmic serving costs and rich media serving costs,
partially offset by an increase in costs associated with specialized ad campaigns, lower compensation costs of $7 million and lower credit card costs of $5
million. These declines were also partially offset by an increase in depreciation and amortization expense of $3 million. The decline in content expense was
associated with original content production costs in 2015 for which we have no similar costs in 2016.

Cost of revenue — other for the six months ended June 30, 2016 decreased $30 million, or 5 percent, compared to the same period of 2015. The decrease for
the six months ended June 30, 2016, compared to 2015, was primarily due to declines in content expense of $18 million, compensation costs of $14 million,
credit card costs of $11 million and facilities expense of $3 million, partially offset by increases in depreciation and amortization expense of $11 million and
other cost of revenue of $8 million related to an increase in costs associated with specialized ad campaigns, fraud prevention and ad verification fees and our
ecommerce business in the Asia Pacific segment. The decline in content expense was associated with original content production costs in 2015 for which we
have no similar costs in 2016.
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Sales and Marketing

Sales and marketing expenses consist primarily of advertising and other marketing-related expenses, compensation-related expenses (including stock-based
compensation expense), sales commissions, and travel costs.

The following table presents sales and marketing expenses and those expenses as a percentage of revenue for the periods presented (dollars in thousands):
 
    Three Months Ended June 30,    Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Sales and marketing expenses      $ 274,304     $ 226,024     $ 549,661     $ 462,057    
Sales and marketing expenses as a percentage of revenue
  

 
 

22%  
 

  
  

 
 

17%  
 

  
  

 
 

22%  
 

  
  

 
 

19%  
 

  
 

 
 

Sales and marketing expenses for the three months ended June 30, 2016 decreased $48 million, or 18 percent, compared to the same period of 2015,
primarily due to declines in compensation costs of $22 million, marketing and public relations expense of $17 million, outside service provider expense of $4
million, and travel and entertainment expense of $3 million. The decline in compensation costs was primarily attributable to a 23 percent decrease in headcount
year-over-year. The decline in marketing and public relations expense was primarily attributable to brand marketing campaigns in 2015 for which there were no
similar campaigns in 2016.

Sales and marketing expenses for the six months ended June 30, 2016 decreased $88 million, or 16 percent, compared to the same period of 2015, primarily
due to declines in compensation costs of $47 million, marketing and public relations expense of $20 million, outside service provider expense of $3 million,
travel and entertainment expense of $6 million, and stock-based compensation expense of $6 million. The decline in compensation costs was primarily
attributable to a 23 percent decrease in headcount year-over-year. The decline in marketing and public relations expense was primarily attributable to brand
marketing campaigns in 2015 for which there were no similar campaigns in 2016.

Product Development

Product development expenses consist primarily of compensation-related expenses (including stock-based compensation expense) incurred for the
development of, enhancements to and maintenance of Yahoo Properties, research and development, and Yahoo’s technology platforms and infrastructure.
Depreciation expense and other operating costs are also included in product development.

The following table presents product development expenses and those expenses as a percentage of revenue for the periods presented (dollars in thousands):
 
    Three Months Ended June 30,          Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Product development expenses      $ 306,428         $ 280,035         $ 633,175         $ 558,064    
Product development expenses as a percentage of revenue
  

 
 

25%  
 

  
  

 
 

21%  
 

  
  

 
 

26%  
 

  
  

 
 

23%  
 

  
 

 
 

Product development expenses for the three months ended June 30, 2016 decreased $26 million, or 9 percent, compared to the same period of 2015, primarily
attributable to a decline in compensation costs of $21 million, depreciation and amortization expense of $18 million, and facilities and equipment expense of $5
million. These declines were partially offset by an increase in stock-based compensation expense of $8 million and an increase of $7 million related to product
initiatives to drive search volume. The decline in compensation costs is primarily attributable to a 17 percent decline in headcount year-over-year.

Product development expenses for the six months ended June 30, 2016 decreased $75 million, or 12 percent, compared to the same period of 2015, primarily
attributable to a decline in compensation costs of $54 million, depreciation and amortization expense of $33 million, and facilities and equipment expense of
$11 million. These declines were partially offset by an increase in stock-based compensation expense of $7 million, and an increase of $10 million related to
product initiatives to drive search volume. The decline in compensation costs is primarily attributable to a 17 percent decline in headcount year-over-year.

General and Administrative

General and administrative expenses consist primarily of compensation-related expenses (including stock-based compensation expense) related to other
corporate departments and fees for professional services.
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The following table presents general and administrative expenses and those expenses as a percentage of revenue for the periods presented (dollars in
thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

General and administrative expenses      $ 180,595   $ 158,355   $ 354,108   $ 313,806   
General and administrative expenses as a percentage of revenue
  

 
 

15%
 

  
  

 
 

12%
 

  
  

 
 

14%
 

  
  

 
 

13% 
 

  
 

 
 

General and administrative expenses for the three months ended June 30, 2016 decreased $22 million, or 12 percent, compared to the same period of 2015,
primarily attributable to declines in compensation costs of $11 million and facilities and equipment expense of $7 million. The decline in compensation costs
was primarily attributable to a 14 percent decline in headcount year-over-year.

General and administrative expenses for the six months ended June 30, 2016 decreased $40 million, or 11 percent, compared to the same period of 2015,
primarily attributable to declines in compensation costs of $21 million, facilities and equipment expense of $12 million, travel and entertainment expense of $5
million, and stock-based compensation expense of $5 million, partially offset by an increase in outside service provider expense of $6 million. The decline in
compensation costs was primarily attributable to a 14 percent decline in headcount year-over-year.

Amortization of Intangibles

We have purchased, and may continue purchasing, assets and/or businesses, which may include the purchase of intangible assets. Intangible assets include
customer, affiliate, and advertiser-related relationships and tradenames, trademarks and domain names. Amortization of developed technology and patents is
included in the cost of revenue—other and not in amortization of intangibles.

The following table presents amortization of intangibles and those expenses as a percentage of revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Amortization of intangibles      $ 19,982   $ 16,369   $ 40,055   $ 35,142   
Amortization of intangibles as a percentage of revenue   1%    1%    2%    1%   
 

 

Amortization of intangibles for the three and six months ended June 30, 2016 decreased $4 million, or 18 percent, and $5 million, or 12 percent, respectively,
compared to the same periods of 2015, driven by a decline in expense for fully amortized assets.

Gain on Sale of Patents and Land

The following table presents gain on sale of patents and land and those gains as a percentage of revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Gain on sale of patents and land      $ (9,100)  $ (120,059)  $ (11,100)  $ (121,559)  
Gain on sale of patents and land as a percentage of revenue   (1)%    (9)%    (1)%    (5)%   
 

 

During the three and six months ended June 30, 2016, we sold certain property located in Santa Clara, California and recorded a gain on sale of land of $120
million. See Note 4—“Acquisitions and Dispositions” in the Notes to our condensed consolidated financial statements for additional information. Also, during the
six months ended June 30, 2016, we sold certain patents and recorded gain on sale of patents of approximately $2 million.

During the three and six months ended June 30, 2015, we sold certain patents and recorded gain on sale of patents of approximately $9 million and $11
million, respectively.
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Goodwill Impairment Charge

The following table presents goodwill impairment charge and those charges as a percentage of revenue for the periods presented (dollars in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,         
  2015   2016   2015   2016  
 

 

Goodwill impairment charge      $ —     $ 394,901   $ —     $ 394,901    
Goodwill impairment charge as a percentage of revenue   0%    30%    0%    16%    
  

After recording the goodwill impairment charge as of October 31, 2015, for Tumblr during the fourth quarter of 2015, the fair value of the Tumblr reporting unit
approximated its carrying value. As such, any significant unfavorable changes in the forecast would result in the fair value being less than the carrying value.
Subsequent to the most recent annual goodwill impairment assessment performed as of October 31, 2015, we have continued to monitor the actual
performance of our reporting units. During the three months ended June 30, 2016, we determined that there were indicators present to suggest that it was
more likely than not that the fair value of the Tumblr reporting unit was less than its carrying amount. The significant changes for the Tumblr reporting unit
subsequent to the annual goodwill impairment test performed as of October 31, 2015 included a decline in the 2016 and beyond forecasted revenue, operating
income and cash flows.

During the three and six months ended June 30, 2016, we recorded a goodwill impairment charge of $395 million. See Note 5—“Goodwill” in the Notes to our
condensed consolidated financial statements for additional information.

Intangible Assets Impairment Charge

The following table presents intangible assets impairment charge and those charges as a percentage of revenue for the periods presented (dollars in
thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Intangible assets impairment charge  $ —     $ 87,335   $ —     $ 87,335  
Intangible assets impairment charge as a percentage of revenue   0%    7%    0%    4%  
  

During the three months ended June 30, 2016, we reviewed our Tumblr asset group for impairment as there were events and changes in circumstances that
indicated that the carrying value of the long-lived assets may not be recoverable. As a result, we performed a quantitative test comparing the fair value of the
Tumblr long-lived assets with the carrying amounts and recorded an impairment charge of $87 million associated with its definite-lived intangible assets, which
were included within customer, affiliate, and advertiser related relationships and tradenames, trademarks, and domain names. See Note 6—“Intangible Assets,
Net” in the Notes to our condensed consolidated financial statements for additional information.

Restructuring Charges, Net

Restructuring charges, net was comprised of the following (in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
Employee severance pay and related costs    $ 7,149       $ 5,052       $ 51,149       $ 49,848    
Non-cancelable lease, contract termination, and other charges   13,403      14,030      22,020      19,934    
Reversals of previous charges   (790)     (712)     (4,021)     (1,918)   
Non-cash accelerations of stock-based compensation expense   —      —      2,705      7,374    
Other non-cash (credits) charges, net   (74)     1,014      (933)     1,376    

   
 

   
 

   
 

   
 

Restructuring charges, net    $ 19,688       $ 19,384       $ 70,920       $ 76,614    
   

 

   

 

   

 

   

 

    
 

 

We have implemented various restructuring plans to reduce our cost structure, align resources with our product strategy and improve efficiency, which have
resulted in workforce reductions and the consolidation of certain real estate facilities and data centers. For the three months ended June 30, 2016, we recorded
expense of $12 million, $5 million, and $2 million related to the Americas, EMEA, and Asia Pacific segments, respectively. For the three months ended
June 30, 2015, we recorded expense of $12 million, $7 million, and $1 million related to the Americas, EMEA, and Asia Pacific segments, respectively. For the
six months ended June 30, 2016, we recorded expense of $60 million, $13 million, and $4 million related to the Americas, EMEA, and Asia Pacific segments,
respectively. For the six months ended June 30, 2015, we recorded expense of $53 million, $14 million, and $4 million related to the Americas, EMEA, and Asia
Pacific segments, respectively.
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The amounts recorded during the three and six months ended June 30, 2016 were primarily related to the plans we announced in February 2016 to reduce our
workforce by approximately 15 percent by the end of 2016 and exit six offices in Dubai, Mexico City, Buenos Aires, Madrid, Milan and Burbank, California,
subject to applicable laws and consultation processes, as a part of the strategic plan to simplify our product portfolio. During the three months ended June 30,
2016, in connection with this action, we incurred pre-tax cash charges of $2 million for severance pay expenses and related cash expenditures and pre-tax
cash charges of $13 million related to the consolidation and exit of facilities related to non-cancelable lease costs and other related costs. During the six
months ended June 30, 2016, in connection with this action, we incurred pre-tax cash charges of $46 million for severance pay expenses and related cash
expenditures, pre-tax cash charges of $16 million related to the consolidation and exit of facilities related to non-cancelable lease costs and other related costs,
pre-tax non-cash charges of $7 million related to stock-based compensation expense and less than $1 million related to impairment costs. The amounts
recorded during the three and six months ended June 30, 2015 were primarily related to severance, facility and other related costs pursuant to a restructuring
plan that we initiated in 2015.

The $62 million restructuring liability as of June 30, 2016 consisted of $11 million for employee severance pay expenses, which we expect to pay out by the
end of the second quarter of 2017, and $51 million relating to non-cancelable lease costs, which we expect to pay over the terms of the related obligations
through the fourth quarter of 2025, less estimated sublease income.

See Note 14—“Restructuring Charges, Net” in the Notes to our condensed consolidated financial statements for additional information.

Other (Expense) Income, Net
Other (expense) income, net was as follows (in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Interest, dividend, and investment income    $ 8,034       $ 14,039       $ 16,879       $ 25,521    
Interest expense   (17,558)     (18,332)     (35,128)     (36,725)   
Gain (loss) on Hortonworks warrants   5,449      (2,287)     (6,460)     (41,437)   
Foreign exchange gain (loss)   (8,186)     20,964      (19,527)     18,826    
Other   520      678      1,432      1,461    

   
 

   
 

   
 

   
 

          Total other (expense) income, net    $ (11,741)      $ 15,062       $ (42,804)      $ (32,354)   
   

 

   

 

   

 

   

 

    
  

Interest, dividend and investment income increased $6 million and $9 million for the three and six months ended June 30, 2016, respectively, compared to the
same periods of 2015, primarily due to an increase in interest income.

Interest expense increased $1 million and $2 million for the three and six months ended June 30, 2016, respectively, compared to the same periods of 2015.
Interest expense is primarily related to the accreted non-cash interest expense related to the Notes we issued in November 2013.

During the three and six months ended June 30, 2016, we recorded losses of $2 million and $41 million, respectively, due to the decline in fair value of the
Hortonworks warrants.

Foreign exchange gain (loss) consists of foreign exchange gains and losses due to re-measurement of monetary assets and liabilities denominated in non-
functional currencies, and unrealized and realized foreign currency transaction gains and losses, including gains and losses related to balance sheet hedges.
The increase in foreign exchange gains is attributable to the write off of CTA associated with liquidation of foreign subsidiaries.

Other consists of gains from other non-operational items.

Income Taxes
Our effective tax rate is the result of the mix of income earned in various tax jurisdictions that apply a broad range of income tax rates. Historically, our provision
for income taxes has differed from the tax computed at the U.S. federal statutory income tax rate due to state taxes, the effect of non-U.S. operations, non-
deductible stock-based compensation expense and adjustments to unrecognized tax benefits.
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We recorded income tax expense of $58 million and $16 million for the three months ended June 30, 2015 and 2016, respectively. We recorded income tax
expense of $18 million and income tax benefit of $19 million for the six months ended June 30, 2015 and 2016, respectively. For the three and six months
ended June 30, 2015, despite the pre-tax loss, we recorded income tax expense, based on forecasted tax expense for fiscal year 2015 as a result of tax
expense in profitable jurisdictions being higher than tax benefits anticipated in loss jurisdictions. The income tax provision/benefit for the three and six months
ended June 30, 2016 included tax expenses associated with gain from sale of our real estate property in Santa Clara, California, offset by tax benefits from our
loss before income taxes and earnings in equity interests and the Tumblr intangible assets impairment charge.

As of June 30, 2016, we do not anticipate repatriating our undistributed foreign earnings of approximately $3.3 billion. Those earnings are principally related to
our equity method investment in Yahoo Japan. If those earnings were to be repatriated in the future, we may 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.

In the first quarter of 2016, we received a cash tax refund of $190 million associated with our claim to carry back 2015 losses and tax attributes to earlier
taxable years.

Our gross amount of unrecognized tax benefits as of June 30, 2016 was $1.1 billion, of which $1.0 billion is recorded on our condensed consolidated balance
sheets. The gross unrecognized tax benefits as of June 30, 2016 increased by $6 million from the recorded balance as of December 31, 2015. The increase
mainly related to transfer prices in different tax jurisdictions, offset by audit settlements for previous taxable years.

We are in various stages of examination and appeal in connection with our taxes both in the United States and in foreign jurisdictions. Those audits generally
span tax years 2005 through 2014. As of June 30, 2016, our 2011 through 2013 U.S. federal income tax returns are currently under examination. We have
appealed the proposed California Franchise Tax Board’s adjustments to the 2005 through 2008 returns, but no conclusions have been reached to date. While it
is difficult to determine when the examinations will be settled or their final outcomes, certain audits in various jurisdictions are expected to be resolved in the
foreseeable future. We believe that we have adequately provided for any reasonably foreseeable adverse adjustment to our tax returns and that any settlement
will not have a material adverse effect on our consolidated financial position, results of operations, or cash flows. It is reasonably possible that our
unrecognized tax benefits could be reduced by up to approximately $10 million in the next twelve months.

In the first quarter of 2015, we satisfied the $3.3 billion income tax liability related to the sale by Yahoo! Hong Kong Holdings Limited, our wholly-owned
subsidiary, of Alibaba Group ADSs in the Alibaba Group IPO on September 24, 2014. As of June 30, 2016, we accrued deferred tax liabilities of $12.3 billion
associated with the Alibaba Group shares that we retained. Such deferred tax liabilities will be subject to periodic adjustments due to changes in the fair value
of the Alibaba Group shares.

We may have additional tax liabilities in China related to the sale to Alibaba Group of 523 million Alibaba Group shares that took place during the year ended
December 31, 2012 and related to the sale of 140 million Alibaba Group ADSs sold in the Alibaba Group IPO that took place during the year ended
December 31, 2014. Any taxes assessed and paid in China are expected to be ultimately offset and recovered in the United States through the use of foreign
tax credits.

Tax authorities from the Brazilian State of Sao Paulo have assessed certain indirect taxes against our Brazilian subsidiary, Yahoo! do Brasil Internet Ltda.,
related to online advertising services. The assessment is for calendar years 2008 through 2011 and, translated into U.S. dollars as of June 30, 2016, totals
approximately $110 million. We currently believe the assessment is without merit. We believe the risk of loss is remote and have not recorded an accrual for
the assessment.

Earnings in Equity Interests
We record our share of the results of earnings in equity interests, including tax impacts, one quarter in arrears, within earnings in equity interests in the
condensed consolidated statements of operations.

The following table presents earnings in equity interests for the periods presented (in thousands):
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

Earnings in equity interests      $ 95,841         $ 51,777         $ 195,531         $ 133,351    
    

 
 

Earnings in equity interests for the three and six months ended June 30, 2016 decreased $44 million and $62 million, respectively, compared to the same
periods of 2015. See Note 8—“Investments in Equity Interests Using the Equity Method of Accounting” in the Notes to our condensed 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 condensed consolidated financial statements. Noncontrolling interests
recorded in the three and six months ended June 30, 2015 and 2016 were related to the Yahoo!7 venture in Australia and New Zealand.
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Net Loss Attributable to Yahoo! Inc.
Net loss attributable to Yahoo! Inc. for the three months ended June 30, 2016 increased $418 million to $440 million, primarily attributable to goodwill and
intangible assets impairment charges, a decrease in revenue (excluding the impact of the change in revenue presentation associated with the Eleventh
Amendment), and, to a lesser extent, a decline in earnings in equity interests. This was partially offset by a gain on sale of land, and, to a lesser extent, an
increase in other income, net and declines in sales and marketing expense, provision for income taxes, cost of revenue — other, product development
expense, and general and administrative expense.

Net loss attributable to Yahoo! Inc. for the six months ended June 30, 2016 increased to $539 million, primarily attributable to goodwill and intangible assets
impairment charges, a decrease in revenue (excluding the impact of the change in revenue presentation associated with the Eleventh Amendment), and, to a
lesser extent, a decline in earnings in equity interests and an increase in cost of revenue — TAC (excluding the impact of the change in revenue presentation
associated with the Eleventh Amendment). This was partially offset by a gain on sale of land, declines in sales and marketing and product development
expense, and, to a lesser extent, declines in general and administrative expense, cost of revenue — other, and other expense, net, and an increase in benefit
from income taxes.

The declines in revenue noted above were partially attributable to the completion of recognition of deferred revenue under the TIPLA with Alibaba Group in
which we recognized $69 million and $139 million, respectively, in the three and six months ended June 30, 2015, for which there was no similar revenue in
2016.

Adjusted EBITDA (a Non-GAAP Financial Measure)
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
  (dollars in thousands)  
 

 

Net loss attributable to Yahoo! Inc.      $ (21,554)        $ (439,913)        $ (356)        $ (539,145)   
Advisory fees   8,000      15,293      8,000      24,277    
Gain on sale of land   —        (120,059)     —        (120,059)   
Depreciation and amortization   153,679      133,227      305,218      272,892    
Stock-based compensation expense   125,130      131,964      240,826      240,371    
Goodwill impairment charge   —        394,901      —        394,901    
Intangible assets impairment charge   —        87,335      —        87,335    
Restructuring charges, net   19,688      19,384      70,920      76,614    
Other (expense) income, net   11,741      (15,062)     42,804      32,354    
(Provision) benefit for income taxes   58,495      15,543      17,595      (19,223)   
Earnings in equity interests, net of tax   (95,841)     (51,777)     (195,531)     (133,351)   
Net income attributable to noncontrolling interests   2,365      1,533      3,340      2,475    

   
 

   
 

   
 

   
 

Adjusted EBITDA      $ 261,703         $ 172,369         $ 492,816         $ 319,441    
Net loss attributable to Yahoo! Inc. as a percentage of revenue   (2)%     (34)%     0%     (23)%   

   

 

   

 

   

 

   

 

Adjusted EBITDA as a percentage of revenue ex-TAC(1)   25%     (20)%     24%     (19)%   
   

 

   

 

   

 

   

 

    
 

 

 

(1) Revenue ex-TAC is calculated as GAAP revenue less cost of revenue — TAC.

For the three months ended June 30, 2016, adjusted EBITDA decreased $89 million, or 34 percent, compared to the same period of 2015, mainly due to an
increase in TAC payments due to the change in revenue presentation described above and a lower benefit from patent sales. This was partially offset by an
increase in revenue and a decline in global operating costs and Americas direct costs, as described in “Segment Reporting” below.

For the six months ended June 30, 2016, adjusted EBITDA decreased $173 million or 35 percent, compared to the same period of 2015, mainly due to a
decrease in revenue, the increase in TAC (described above) and a lower benefit from patent sales, which were partially offset by a decline in global operating
costs.

Adjusted EBITDA for the three and six months ended June 30, 2016 was impacted by a decline in revenue attributable to the completion of recognition of
deferred revenue under the TIPLA with Alibaba Group in which we recognized $69 million and $139 million, respectively, in the three and six months ended
June 30, 2015, for which there was no similar revenue in 2016.
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Segment Reporting
 
We continue to manage our business geographically. The primary areas of measurement and decision-making are currently the Americas, EMEA, and Asia
Pacific. Management relies on an internal reporting process that provides revenue, revenue ex-TAC, direct costs excluding TAC by segment, and consolidated
loss from operations for making decisions related to the evaluation of the financial performance of, and allocating resources to, our segments.
 
  Three Months Ended June 30,   Percent   Six Months Ended June 30,   Percent 
  2015   2016   Change   2015   2016   Change 
 

 

  (dollars in thousands)  
Revenue by segment (3):       

Americas      $ 992,210         $ 1,055,068      6%        $ 1,976,931         $ 1,916,607      (3)%   
EMEA   85,830      103,134      20%     166,916      180,057      8%   
Asia Pacific   165,225      149,435      (10)%     325,388      298,125      (8)%   

   
 

   
 

    
 

   
 

 

Total revenue      $    1,243,265         $    1,307,637      5%        $    2,469,235         $    2,394,789      (3)%   
   

 

   

 

    

 

   

 

 

TAC by segment (3):       
Americas      $ 180,822         $ 413,194      129%        $ 347,477         $ 618,065      78%   
EMEA   12,950      42,330      227%     24,654      54,839      122%   
Asia Pacific   6,458      10,962      70%     11,238      21,345      90%   

   
 

   
 

    
 

   
 

 

Total TAC      $ 200,230         $ 466,486      133%        $ 383,369         $ 694,249      81%   
   

 

   

 

    

 

   

 

 

Revenue ex-TAC by segment:       
Americas      $ 811,388         $ 641,874      (21)%        $ 1,629,454         $ 1,298,542      (20)%   
EMEA   72,880      60,804      (17)%     142,262      125,218      (12)%   
Asia Pacific   158,767      138,473      (13)%     314,150      276,780      (12)%   

   
 

   
 

    
 

   
 

 

Total revenue ex-TAC   1,043,035      841,151      (19)%     2,085,866      1,700,540      (18)%   
   

 

   

 

   

 

   

 

   

 

 

Direct costs by segment (1):       
Americas   78,705      65,766      (16)%     139,584      138,274      (1)%   
EMEA   20,567      18,894      (8)%     40,751      39,503      (3)%   
Asia Pacific   51,820      47,144      (9)%     102,552      91,792      (10)%   

Global operating costs(2)   647,340      552,271      (15)%     1,329,263      1,137,307      (14)%   
Gain on sale of patents and land   (9,100)     (120,059)     1219%     (11,100)     (121,559)     995%   
Goodwill impairment charge   —        394,901      100%     —        394,901      100%   
Intangible assets impairment charge   —        87,335      100%     —        87,335      100%   
Depreciation and amortization   153,679      133,227      (13)%     305,218      272,892      (11)%   
Stock-based compensation expense   125,130      131,964      5%     240,826      240,371      0%   
Restructuring charges, net   19,688      19,384      (2)%     70,920      76,614      8%   

   
 

   
 

    
 

   
 

 

Loss from operations      $ (44,794)        $ (489,676)     993%        $ (132,148)        $ (656,890)     397%   
   

 

   

 

    

 

   

 

 

      
 

 

 

(1) Direct costs for each segment include costs associated with the local sales teams and other cost of revenue. Prior to the second quarter of 2016,
certain account management costs associated with Yahoo Properties were managed locally and included as direct costs for each segment. Prior period
amounts have been revised to conform to the current presentation.

 

(2) Global operating costs include product development, marketing, real estate workplace, general and administrative, account management costs and
other corporate expenses that are managed on a global basis and that are not directly attributable to any particular segment. Beginning in the second
quarter of 2016, certain account management costs associated with Yahoo Properties are managed globally and included as global costs. Prior period
amounts have been revised to conform to the current presentation.

 

(3) Commencing in the second quarter of 2016, TAC payments related to the Microsoft Search Agreement, which previously would have been recorded as
a reduction of revenue, began to be recorded as cost of revenue — TAC due to a required change in revenue presentation. See Note 1 — “The
Company And Summary Of Significant Accounting Policies” and Note 17—“Microsoft Search Agreement” for additional information.
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Revenue and Revenue ex-TAC by Segment
Americas

Americas revenue for the three and six months ended June 30, 2016 increased $63 million, or 6 percent, and decreased $60 million, or 3 percent, respectively,
compared to the same periods of 2015. The increase in Americas revenue for the three months ended June 30, 2016 was primarily attributable to an increase
in search revenue of $162 million, partially offset by declines in other revenue and display revenue of $79 million and $20 million, respectively. The decrease in
Americas revenue for the six months ended June 30, 2016 was primarily attributable to declines in other revenue and display revenue of $158 million and $21
million, respectively, partially offset by an increase in search revenue of $119 million. The increase in Americas search revenue was primarily due to the
change in revenue presentation associated with the implementation of the Eleventh Amendment to the Microsoft Search Agreement. The revenue and TAC
increase from the change in revenue presentation was $218 million for the three and six months ended June 30, 2016. See “Significant Transactions—
Microsoft Search Agreement” for further detail. Excluding the impact of the change in revenue presentation, noted above, search revenue declined $56 million,
or 13 percent, and $99 million, or 11 percent, for the three and six months ended June 30, 2016, respectively, primarily due to a decline in Paid Clicks on
Yahoo Properties and Affiliate sites driven by a decline in traffic, partially offset by an increase in Affiliate site revenue due to improved pricing. The decline in
Americas other revenue was primarily due to the completion of recognition of deferred revenue pursuant to the TIPLA with Alibaba Group in which we
recognized $69 million and $139 million in the three and six months ended June 30, 2015. The decline in Americas display revenue for the three and six
months ended June 30, 2016 was attributable to a decline in revenue on Affiliate sites driven primarily by video and audience advertising, partially offset by an
increase from native advertising. For the three months ended June 30, 2016, the decline was partially offset by an increase in advertising revenue on Yahoo
Properties.

Revenue in the Americas accounted for approximately 81 percent and 80 percent of total revenue for the three and six months ended June 30, 2016,
respectively, compared to 80 percent of total revenue for both the three and six months ended June 30, 2015.

Americas revenue ex-TAC for the three and six months ended June 30, 2016 decreased $170 million, or 21 percent, and $331 million, or 20 percent, compared
to the same periods of 2015, primarily due to the revenue declines noted above as well as increases in TAC. Excluding the impact of the implementation of the
Eleventh Amendment to the Microsoft Search Agreement, TAC increased $14 million, or 8 percent, and $52 million, or 15 percent, for the three and six months
ended June 30, 2016, respectively, due to an increase in other search TAC, partially offset by a decline in display TAC related to BrightRoll.

Revenue ex-TAC in the Americas accounted for approximately 76 percent of total revenue ex-TAC for both the three and six months ended June 30, 2016,
compared to 78 percent of total revenue ex-TAC for both the three and six months ended June 30, 2015.

EMEA

EMEA revenue for the three and six months ended June 30, 2016 increased $17 million, or 20 percent, and $13 million, or 8 percent, respectively, compared to
the same periods of 2015. The increase in EMEA revenue for the three months ended June 30, 2016 was attributable to an increase in search revenue of $25
million, partially offset by a decline in display revenue of $6 million. The increase in EMEA revenue for the six months ended June 30, 2016 was attributable to
an increase in search revenue of $21 million, partially offset by a decline in display revenue of $5 million and other revenue of $3 million. The increase in EMEA
search revenue was primarily due to the change in revenue presentation associated with the implementation of the Eleventh Amendment to the Microsoft
Search Agreement. The revenue and TAC increase from the change in revenue presentation was $33 million for the three and six months ended June 30,
2016. Excluding the impact of the change in revenue presentation, noted above, search revenue declined $9 million, or 29 percent, and $12 million, or 21
percent, for the three and six months ended June 30, 2016, respectively, primarily due to a decline in Paid Clicks.

Revenue in EMEA accounted for approximately 8 percent of total revenue for both the three and six months ended June 30, 2016, compared to 7 percent of
total revenue for both the three and six months ended June 30, 2015.

EMEA revenue ex-TAC for the three and six months ended June 30, 2016 decreased $12 million, or 17 percent, and $17 million, or 12 percent, respectively,
compared to the same periods of 2015, primarily due to TAC growing at a faster rate than revenue.

Revenue ex-TAC in EMEA accounted for approximately 7 percent of total revenue ex-TAC for both the three and six months ended June 30, 2016 and 2015.

Asia Pacific

Asia Pacific revenue for the three and six months ended June 30, 2016 decreased $16 million, or 10 percent, and $27 million, or 8 percent, respectively,
compared to the same periods of 2015, primarily due to declines in display revenue of $7 million and $12 million respectively, other revenue of $5 million and
$8 million, respectively, and search revenue of $4 million and $7 million, respectively.

Revenue in Asia Pacific accounted for approximately 11 percent and 12 percent of total revenue for the three and six months ended June 30, 2016,
respectively, compared to 13 percent of total revenue for both the three and six months ended June 30, 2015.
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Asia Pacific revenue ex-TAC for the three and six months ended June 30, 2016 decreased $20 million, or 13 percent, and $37 million, or 12 percent,
respectively, compared to the same periods of 2015, primarily due to an increase in display TAC of $4 million and $10 million for the three and six months
ended June 30, 2016, respectively, and a decrease in revenue as discussed above.

Revenue ex-TAC in Asia Pacific accounted for approximately 17 percent of total revenue ex-TAC for both the three and six months ended June 30, 2016,
compared to 15 percent of total revenue ex-TAC for both the three and six months ended June 30, 2015.

Direct Costs by Segment
Americas

For the three and six months ended June 30, 2016, direct costs attributable to the Americas segment decreased $13 million, or 16 percent, and $1 million, or 1
percent, respectively, compared to the same periods of 2015. The decline in direct costs attributable to the Americas segment for the three months ended
June 30, 2016 was primarily related to a decline in compensation costs. The decline in direct costs attributable to the Americas segment for the six months
ended June 30, 2016 was primarily attributable to declines in compensation costs, travel and entertainment expense, bad debt expense and other cost of
revenue, partially offset by an increase in marketing and public relations expense and content costs.

Direct costs attributable to the Americas segment represented approximately 10 percent and 11 percent of Americas revenue ex-TAC for the three and six
months ended June 30, 2016, respectively, compared to 10 percent and 9 percent for the three and six months ended June 30, 2015, respectively.

EMEA

For the three and six months ended June 30, 2016, direct costs attributable to the EMEA segment decreased $2 million, or 8 percent, and $1 million, or 3
percent, respectively, compared to the same periods of 2015, primarily due to a decline in compensation costs and other cost of revenue, partially offset by a
slight increase in marketing and public relations expense. The decline in direct costs attributable to the EMEA segment for the six months ended June 30, 2016
was also slightly offset by an increase in bad debt expense.

Direct costs attributable to the EMEA segment represented approximately 31 percent and 32 percent of EMEA revenue ex-TAC for the three and six months
ended June 30, 2016, respectively, compared to 28 percent and 29 percent for the three and six months ended June 30, 2015, respectively.

Asia Pacific

For the three and six months ended June 30, 2016, direct costs attributable to the Asia Pacific segment decreased $5 million, or 9 percent, and $11 million, or
10 percent, respectively, compared to the same periods of 2015, primarily attributable to a decline in compensation costs and marketing and public relation
expense. Direct costs attributable to the APAC segment for the three months ended June 30, 2016 were also impacted by a decline in other cost of revenue.

Direct costs attributable to the Asia Pacific segment represented approximately 34 percent and 33 percent of Asia Pacific revenue ex-TAC for the three and six
months ended June 30, 2016, respectively, compared to 33 percent for both the three and six months ended June 30, 2015.

Liquidity and Capital Resources
 
 

  
December 31,

2015      
June 30,

2016  
 

 

  (dollars in thousands)  
Cash and cash equivalents      $ 1,631,911         $1,325,404   
Short-term marketable securities   4,225,112      5,055,683   
Long-term marketable securities   975,961      1,284,026   

   
 

    
 

Total cash, cash equivalents, and marketable securities      $ 6,832,984         $7,665,113   
   

 

    

 

Percentage of total assets   15%     17%  
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Six Months Ended

June 30,  
Cash Flow Highlights  2015      2016  
 

 

  (in thousands)  
Net cash (used in) provided by operating activities    $ (2,652,987)       $       775,698    
Net cash provided by (used in) investing activities    $    1,519,420        $ (1,020,739)   
Net cash used in financing activities    $ (329,966)       $ (83,456)   
  

For the six months ended June 30, 2016, our operating activities generated adequate cash to meet our operating needs. Our operating activities for the six
months ended June 30, 2015 did not generate positive cash flow as we satisfied the $3.3 billion income tax liability related to the sale of Alibaba Group ADSs
in September 2014.

As of June 30, 2016, we had cash, cash equivalents, and marketable securities (excluding Alibaba Group and Hortonworks equity securities) totaling $7.7
billion compared to $6.8 billion at December 31, 2015. During the six months ended June 30, 2016, we received cash proceeds from the sale of certain
property in Santa Clara, California of $246 million (net of closing costs of $4 million) and a cash tax refund of $190 million associated with our claim to carry
back 2015 losses and tax attributes to earlier taxable years.

Our foreign subsidiaries held $402 million of our total $7.7 billion of cash and cash equivalents and marketable securities (excluding Alibaba Group and
Hortonworks equity securities) as of June 30, 2016. The cumulative earnings remaining in our consolidated foreign subsidiaries, if repatriated to the United
States, under current law, would be subject to U.S. income taxes with an adjustment for foreign tax credits. As of June 30, 2016, we do not anticipate
repatriating our undistributed foreign earnings of approximately $3.3 billion. Those earnings are principally related to our equity method investment in Yahoo
Japan. It is not practicable to determine the income tax liability that might be incurred if these earnings were to be repatriated.

On May 18, 2016, we delivered notice to Citibank to terminate our credit agreement with Citibank, N.A., as Administrative Agent entered into on October 19,
2012 (as amended on October 10, 2013, October 9, 2014, and July 24, 2015, the “Credit Agreement”) which provided for a $750 million unsecured revolving
credit facility. The termination of the Credit Agreement and $750 million unsecured revolving credit facility provided thereunder took effect on May 23, 2016.

We currently hedge a portion of our net investment in Yahoo Japan with forward and option contracts to reduce the risk that our investment in Yahoo Japan will
be adversely affected by foreign currency translation exchange rate fluctuations. The forward contracts are required to be settled in cash and the amount of
cash payment we receive or could be required to pay upon settlement could be material. The amount of cash paid or received on the option contracts would
only be required if the exchange rate at maturity is outside a predetermined range.

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

We use cash generated by operations as our primary source of liquidity and believe that existing cash, cash equivalents, and investments in marketable
securities, together with any cash generated from operations, will be sufficient to meet normal operating requirements and capital expenditures for the next
twelve months.

Cash Flow Changes
Net cash provided by (used in) operating activities. Cash flows from operating activities for the six months ended June 30, 2016 were driven by a net
source of cash from working capital of $454 million (which included a $190 million cash tax refund), dividends received from equity investees of $157 million
and non-cash adjustments of $835 million, reduced by a net loss of $537 million and earnings in equity interests of $133 million.

For the six months ended June 30, 2015, cash flows from operating activities were reduced by changes in working capital of $3,203 million (which included the
reduction of the income tax liability related to the sale of Alibaba Group shares in September 2014) and earnings in equity interests of $196 million offset by net
income of $3 million, dividends received from equity investees of $142 million and non-cash adjustments of $601 million.

Net cash provided by (used in) investing activities. In the six months ended June 30, 2016, the $1,021 million used in investing activities was due to
purchases of marketable securities, net of proceeds from sales and maturities, of $1,146 million, partially offset by net proceeds from disposition of property
and equipment of $94 million and $33 million in net proceeds from settlement of derivative hedge contracts.

In the six months ended June 30, 2015, the $1,519 million provided by investing activities was due to proceeds from sales and maturities of marketable
securities, net of purchases, of $1,731 million, $20 million proceeds from the sale of patents, and $61 million in net proceeds from settlement of derivative
hedge contracts, partially offset by $267 million used for capital expenditures, $21 million used for acquisitions, and $5 million used for the purchase of
intangibles and other activities.
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Net cash used in financing activities. In the six months ended June 30, 2016, the $83 million used in financing activities was due to $99 million used for tax
withholding payments related to net share settlements of restricted stock units and other financing activities and $6 million used for distributions to non-
controlling interests. This use of cash was partially offset by $11 million in cash proceeds received from employee stock option exercises, and an excess tax
benefit from stock-based awards of $11 million.

In the six months ended June 30, 2015, the $330 million used in financing activities was due to $204 million used for the repurchase of 4 million shares of
common stock at an average price of $47.65 per share, $16 million used for distributions to non-controlling interests, and $159 million used for tax withholding
payments related to net share settlements of restricted stock units and other financing activities. This use of cash was partially offset by $47 million in cash
proceeds received from employee stock option exercises and employee stock purchases made through our employee stock purchase plan, and an excess tax
benefit from stock-based awards of $2 million.

Capital Expenditures, Net
Capital expenditures, net are generally comprised of purchases of computer hardware, software, server equipment, furniture and fixtures, real estate, and
capitalized software and labor for internal use software projects.

For the six months ended June 30, 2016, we had a net benefit of $94 million primarily associated with net cash proceeds of $246 million received from the sale
of land in Santa Clara, California. Excluding the proceeds received from the land sale, capital expenditures, net for the six months ended June 30, 2016 were
$152 million. For the six months ended June 30, 2015, capital expenditures, net were $267 million. The $115 million decrease in capital expenditures was a
result of the completion of certain Company initiatives, facilities expansions and improvements in 2015.

Excluding the net cash proceeds of $246 million received from the sale of land, we expect capital expenditures, net to be up to $350 million for the year ending
December 31, 2016. We expect these expenditures to be funded by our cash flows from operating activities.

Free Cash Flow (a Non-GAAP Financial Measure)
 
        Three Months Ended June 30,              Six Months Ended June 30,       
  2015   2016   2015   2016  
 

 

  (dollars in thousands)  
Net cash provided by (used in) operating activities      $ 307,952         $ 409,930         $ (2,652,987)        $ 775,698    
Acquisition of property and equipment, net   (155,442)     169,650      (266,895)     93,551    
Excess tax benefits from stock-based awards   (35,620)     3,034      1,850      10,560    
Dividends received from equity investee   (141,670)     (156,968)     (141,670)     (156,968)   

   
 

   
 

   
 

   
 

Free cash flow      $ (24,780)        $ 425,646         $ (3,059,702)        $ 722,841    
   

 

   

 

   

 

   

 

    
 

 

For the three months ended June 30, 2016, free cash flow increased $450 million, primarily due to the net cash proceeds from disposition of property and
equipment which was a result of the sale of certain property in Santa Clara, California, including land, as well as an increase in cash inflow from working
capital.

For the six months ended June 30, 2016, free cash flow increased $3.8 billion due to the satisfaction of the $3.3 billion income tax liability related to the sale of
Alibaba Group ADSs in the first quarter of 2015 for which there were no similar transactions in 2016, as well as the net cash proceeds from disposition of
property and equipment, as noted above.

Stock Repurchases

During the six months ended June 30, 2016, we did not repurchase any shares of our common stock. The following table provides the remaining authorization
and repurchases by program:
 

  
November 2013

Program   
March 2015

Program   Total  
 

 

  (in millions)  
January 1, 2016    $ 726       $ 2,000       $ 2,726    
Total repurchases in the first quarter   —          —          —        
Total repurchases in the second quarter   —          —          —        

   
 

   
 

   
 

June 30, 2016    $             726       $            2,000       $            2,726    
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Contractual Obligations and Commitments
The following table presents certain payments due under contractual obligations with minimum commitments as of June 30, 2016 (in millions):
 
  Payments Due by Period  

  Total   
Due in
2016   

Due in
2017-2018   

Due in
2019-2020   Thereafter  

 
 

Convertible notes(1)      $ 1,438         $     -         $ 1,438         $ -     $ -    
Note payable obligations   54      2      10      10      32    
Operating lease obligations(2) (3) (4)   425      58      160      91      116    
Capital lease obligations   34      6      20      5      3    
Affiliate commitments(5)   1,344      188      750      406      -    
Non-cancelable obligations(6)   139      54      69      7      9    
Intellectual property rights(7)   13      3      5      2      3    
Uncertain tax positions, including interest and penalties(8)   1,178      1      -      -      1,177    

   
 

   
 

   
 

   
 

   
 

Total contractual obligations      $    4,625         $    312         $    2,452         $    521         $    1,340    
   

 

   

 

   

 

   

 

   

 

  

 

(1) During the year ended December 31, 2013, we completed an offering of the Notes, which are due in 2018. The amount above represents the principal
balance to be repaid. See Note 11—“Convertible Notes” in the Notes to our condensed consolidated financial statements for additional information.

 

(2) 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 15 years, expiring between 2016 and 2025. See Note 12—“Commitments and Contingencies” in the Notes to our
condensed consolidated financial statements for additional information.

 

(3) In May 2013, we entered into a 12 year operating lease agreement for four floors of the former New York Times building in New York City with a total
expected minimum lease commitment of $125 million. We have the option to renew the lease for an additional five years.

 

(4) In December 2014, the Company entered into a 10-year lease agreement for three buildings in Los Angeles, California. As of June 30, 2016, the total
expected minimum operating lease commitment was $59 million for three buildings. The Company has the option to renew the lease for two
consecutive renewal terms of either five years or seven years each.

 

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

 

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

 

(7) We are committed to make certain payments under various intellectual property arrangements.
 

(8) As of June 30, 2016, unrecognized tax benefits and potential interest and penalties resulted in accrued liabilities of $1,178 million, classified as other
accrued expenses and current liabilities and deferred and other long-term tax liabilities, net on our condensed consolidated balance sheets. As of
June 30, 2016, the settlement period for the $1,177 million income tax liabilities cannot be determined. See Note 15—“Income Taxes” in the Notes to
our condensed consolidated financial statements for additional information.

Standby Letters of Credit. As of June 30, 2016, we had outstanding potential obligations relating to standby letters of credit of $38 million. Standby letters of
credit are financial guarantees provided by third parties for ongoing operating liabilities such as leases, utility bills, taxes, and insurance. If any letter of credit is
drawn upon by a beneficiary, we are obligated to reimburse the provider of the guarantee. The standby letters of credit generally renew annually.

Other Commitments and Off-Balance Sheet Arrangements. In the ordinary course of business, we 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 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, lease, or assignment of assets or the sale of a subsidiary, matters
related to our conduct of the business and tax matters prior to the sale, lease, or assignment of assets. 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 current and former 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
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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 material liabilities related to such indemnification
obligations in our condensed consolidated financial statements.

As of June 30, 2016, 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, established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
Accordingly we are not exposed to any financing, liquidity, market, or credit risk that could arise if we had such relationships. In addition, we identified no
variable interests currently held in entities for which we are the primary beneficiary. In addition, as of June 30, 2016, 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 condensed consolidated financial statements, which have
been prepared in accordance with U.S. GAAP. The preparation of these condensed 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
liabilities. We base our estimates on historical experience and on various other assumptions that we believe are reasonable under the circumstances. Our
estimates form the basis for our 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 condensed consolidated financial statements. We believe that our critical accounting policies reflect the more
significant estimates and assumptions used in the preparation of the condensed consolidated financial statements.

Goodwill. Goodwill is not amortized but is evaluated for impairment annually (as of October 31) or whenever we identify certain triggering events or
circumstances that would more likely than not reduce the estimated fair value of a reporting unit below its carrying amount. Events or circumstances that might
indicate an interim evaluation is warranted include, among other things, unexpected adverse business conditions, regulatory changes, loss of key personnel
and reporting unit and macro-economic factors.

Goodwill is tested for impairment at the reporting unit level, which is one level below our operating segments. We identified U.S. & Canada, Latin America, and
Tumblr as the reporting units below the Americas operating segment; Europe and Middle East as the reporting units below the EMEA operating segment; and
Taiwan, Hong Kong, Australia & New Zealand, India & Southeast Asia as the reporting units below the Asia Pacific operating segment. These operating
segments are the same as our reportable segments.

Determining the fair value of each reporting unit is judgmental in nature and requires the use of significant estimates and assumptions, including revenue
growth rates and operating margins, discount rates and future market conditions, among others. It is reasonably possible that a future decline in market
conditions and/or changes in our market share could negatively impact the market comparables, estimated future cash flows and discount rates used in the
market and income approaches to determine the fair value of each reporting unit and could result in some portion or all of the remaining goodwill to become
impaired in the foreseeable future.

After recording the goodwill impairment charge as of October 31, 2015, for Tumblr during the fourth quarter of 2015, the fair value of the Tumblr reporting unit
approximated its carrying value. As such, any significant unfavorable changes in the forecast would result in the fair value being less than the carrying value.
Subsequent to the most recent annual goodwill impairment assessment performed as of October 31, 2015, we have continued to monitor actual performance
of our reporting units. During the three months ended June 30, 2016, we determined that there were indicators present to suggest that it was more likely than
not that the fair value of the Tumblr reporting unit was less than its carrying amount. The significant changes for the Tumblr reporting unit subsequent to the
annual goodwill impairment test performed as of October 31, 2015 included a decline in the 2016 and beyond forecasted revenue, operating income and cash
flows.

Step One

To test the Tumblr reporting unit for impairment, we used the two-step quantitative test. Consistent with methodology used for the prior year’s annual goodwill
impairment testing, we estimated the fair value of the Tumblr reporting unit using an income approach which was deemed to be the most indicative of fair value
in an orderly transaction between market participants. Under the income approach, we determined fair value based on estimated future cash flows of the
Tumblr reporting unit discounted by an estimated weighted-average cost of capital, reflecting the overall level of inherent risk of the Tumblr reporting unit and
the rate of return an outside investor would expect to earn. We base cash flow projections for the Tumblr reporting unit using a forecast of cash flows and a
terminal value based on the Perpetuity Growth Model. The forecast and related assumptions were derived from an updated financial forecast prepared during
the second quarter of 2016. As a result of the analysis, we concluded that the carrying value of the Tumblr reporting unit exceeded its estimated fair value.
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Step Two

As identified above, in step one, the Tumblr reporting unit’s carrying value exceeded its estimated fair value. The second step of the quantitative test was
performed by comparing the carrying value of the goodwill in the Tumblr reporting unit to its implied fair value. The implied fair value is calculated by allocating
all of the assets and liabilities of the Tumblr reporting unit, including any unrecognized intangible assets, in a hypothetical analysis that calculates the implied
fair value of goodwill in the same manner as if the reporting unit was being acquired in a business combination. An impairment charge is recognized for the
excess of the carrying value of goodwill over its implied fair value.

The step two quantitative test for the Tumblr reporting unit resulted in an impairment for the Tumblr reporting unit and we recorded a goodwill impairment
charge of $395 million during the second quarter of 2016. The remaining goodwill related to the Tumblr reporting unit as of June 30, 2016 was $124 million,
which is included in the Americas operating segment. There is also goodwill remaining for Taiwan, Hong Kong, and Australia & New Zealand reporting units,
which are included in the Asia Pacific operating segment.

In determining the fair value of the Tumblr reporting unit, we used the following assumptions:
 

•  Expected cash flows underlying our business plans for the periods 2016 through 2027.
 

•  Cash flows beyond 2026 are projected to grow at a perpetual growth rate.
 

•  In order to risk adjust the cash flow projections in determining fair value, we utilized a discount rate of 15 percent.

Given the impairment recorded in the Tumblr reporting unit during the second quarter of 2016, it is reasonably possible that changes in judgments,
assumptions and estimates we made in assessing the fair value of goodwill could cause us to consider some portion or all of the remaining goodwill of the
Tumblr reporting unit to become impaired. For example, a future decline in market conditions, changes in our market share, and/or other factors could
negatively impact the estimated future cash flows and discount rates used in the income approach to determine the fair value of the Tumblr reporting unit and
could result in one or more additional impairment charges in the future.

See “Operating Costs and Expenses—Goodwill Impairment Charge” for additional goodwill impairment information for the three and six months ended
June 30, 2016 and also Note 5—“Goodwill” in the Notes to our condensed consolidated financial statements.

Long-lived Assets. We amortize long-lived assets, including property and equipment and intangible assets, over their estimated useful lives. Identifiable long-
lived assets are reviewed for impairment 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 such as revenue growth rates and operating margins, the estimation of the useful
life over which the undiscounted cash flows will occur, and the terminal value of the asset group at the end of that useful life could materially affect estimated
future cash flows relating to our long-lived assets which could trigger impairment. See “Operating Costs and Expenses—Intangible Assets Impairment Charge”
for additional intangibles impairment information for the six months ended June 30, 2016 and also Note 5—“Goodwill” in the Notes to our condensed
consolidated financial statements.

For a complete discussion of our critical accounting policies and estimates, see “Critical Accounting Policies and Estimates” included in our Annual Report on
Form 10-K for the year ended December 31, 2015 under the caption “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.” Other than as discussed above, we have made no significant changes to our critical accounting policies and estimates from those described in our
Annual Report on Form 10-K for the year ended December 31, 2015.

Recent Accounting Pronouncements
 
See Note 1—“The Company and Summary of Significant Accounting Policies” in the Notes to our condensed consolidated financial statements.

 
 
Item 3. 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. We may use derivative financial instruments to mitigate certain risks in accordance with our investment and foreign exchange policies.
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We enter into master netting arrangements, which are designed to reduce credit risk by permitting net settlement of transactions with the same counterparty.
We present our derivative assets and liabilities at their gross fair values on the condensed consolidated balance sheets.

Interest Rate Exposure
 
Our exposure to market risk for changes in interest rates impacts our costs associated with hedging, and primarily relates to our cash and marketable
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, and high-credit corporate issuers which are classified as marketable securities and cash equivalents.

In November 2013, we issued $1.4375 billion of the Notes. We carry the Notes at face value less unamortized discount on our condensed consolidated
balance sheets. The fair value of the Notes fluctuates from changes in interest rates, credit spreads, and time to maturity.

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 or changes in credit quality. A hypothetical 100 basis point increase in interest
rates would result in a $28 million and $37 million decrease in the fair value of our available-for-sale debt securities as of December 31, 2015 and June 30,
2016, respectively.

Foreign Currency Exposure
 
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 condensed consolidated cash flows and results of operations. All
counterparties to our derivative contracts are major financial institutions. See Note 9—“Foreign Currency Derivative Financial Instruments” in the Notes to our
condensed consolidated financial statements for additional information on our hedging programs.

We transact business in various foreign currencies and have international revenue, as well as costs denominated in foreign currencies. This exposes us to the
risk of fluctuations in foreign currency exchange rates.

We had net realized and unrealized foreign currency transaction losses of $8 million and $20 million for the three and six months ended June 30, 2015,
respectively. We had net realized and unrealized foreign currency transaction gains of $21 million and $19 million for the three and six months ended June 30,
2016, respectively. These include the impact of balance sheet hedging and remeasurements of foreign denominated monetary assets and liabilities on our
consolidated balance sheets.

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.

A Value-at-Risk (“VaR”) sensitivity analysis was performed on all of our foreign currency derivative positions to assess the potential impact of fluctuations in
exchange rates. The VaR model uses a Monte Carlo simulation to generate thousands of random price paths assuming normal market conditions. The VaR is
the maximum expected one day loss in fair value, for a given statistical confidence level, to our foreign currency derivative positions due to adverse movements
in rates. The VaR model is used as a risk management tool and is not intended to represent either actual or forecasted losses. Based on the results of the
model using a 99 percent confidence interval, we estimate the maximum one-day loss in the net investment hedge portfolio was $45 million and $47 million,
respectively, at December 31, 2015 and June 30, 2016. The maximum one-day loss in the cash flow hedge portfolio was $3 million and $5 million, respectively,
at December 31, 2015 and June 30, 2016. The maximum one-day loss in the balance sheet hedge portfolio was $11 million and $12 million, respectively, at
December 31, 2015 and June 30, 2016. Actual future gains and losses associated with our derivative positions may differ materially from the sensitivity
analysis performed as of June 30, 2016 due to the inherent limitations associated with predicting the timing and amount of changes in foreign currency
exchange rates and our actual exposures and positions. In addition, the VaR sensitivity analysis may not reflect the complex market reactions that may arise
from the market shifts modeled within this VaR sensitivity analysis.

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, Taiwan dollars, and Singapore dollars. The statements of operations 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
 

60



Table of Contents

currency exchange rates from the three and six months ended June 30, 2015, revenue ex-TAC for the Americas segment for the three and six months ended
June 30, 2016 would have been higher than we reported by $2 million and $5 million, respectively; revenue ex-TAC for the EMEA segment would have been
higher than we reported by $1 million and $5 million, respectively; and revenue ex-TAC for the Asia Pacific segment would have been higher than we reported
by $2 million and $7 million, respectively. Using the foreign currency exchange rates from the three and six months ended June 30, 2015, direct costs for the
Americas segment for the three and six months ended June 30, 2016 would have been higher than we reported by $1 million and $2 million, respectively;
direct costs for the EMEA segment would have been flat and higher than we reported by $1 million, respectively; and direct costs for the Asia Pacific segment
would have been higher than we reported by $2 million and $5 million, respectively.

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 securities and equity
instruments of public and private companies. As of the date of the Alibaba Group IPO, we no longer account for our remaining investment in Alibaba Group
using the equity method and no longer record our proportionate share of Alibaba Group’s financial results in the consolidated financial statements. Instead, we
now reflect our remaining investment in Alibaba Group as an available-for-sale equity security on the condensed consolidated balance sheet and adjust the
investment to fair value each quarterly reporting period with changes in fair value recorded within other comprehensive loss, net of tax. The change in the
classification of our investment in Alibaba Group from an equity method investment to an available-for-sale equity security exposes our investment portfolio to
increased equity price risk. The fair value of the equity investment in Alibaba Group will vary over time and is subject to a variety of market risks including:
company performance, macro-economic, regulatory, industry, and systemic risks of the equity markets overall.

The objective of our corporate investment policy is to preserve capital, meet liquidity requirements, and provide a reasonable rate of return. A large portion of
our cash is managed by external managers according to the guidelines of our corporate 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 both
December 31, 2015 and June 30, 2016, net unrealized losses on these investments were $5 million.

A sensitivity analysis was performed on our marketable equity security portfolio to assess the potential impact of fluctuations in stock price. Hypothetical
declines in stock price of ten percent, twenty percent, and thirty percent were selected based on potential near-term changes in the stock price that could have
an adverse effect on our marketable equity security portfolio. As of both December 31, 2015 and June 30, 2016, the fair value of our marketable equity security
portfolio was approximately $31 billion. As of June 30, 2016, declines in stock prices of ten percent, twenty percent and thirty percent would have resulted in a
$3 billion, $6 billion and $9 billion decline, respectively, in the total value of our marketable equity security portfolio.

We performed a separate sensitivity analysis on our Hortonworks warrants for which we estimate fair value using the Black-Scholes model. We have held all
other inputs constant and determined the impact of hypothetical declines in stock price of ten percent, twenty percent, and thirty percent, based on potential
near-term changes in the stock price that could have an adverse effect on the fair value of the warrants and result in a loss recorded to the consolidated
statements of operations. As of December 31, 2015 and June 30, 2016, the fair value of the Hortonworks warrants was approximately $79 million and $37
million, respectively. As of June 30, 2016, declines in stock prices of ten percent, twenty percent and thirty percent would have resulted in a $4 million, $8
million and $12 million decline, respectively, in the total value of the Hortonworks warrants.

 
 
Item 4. Controls and Procedures
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(e) and 15d-15(e) under
the Securities and Exchange Act of 1934, as amended (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.

Internal Control Over Financial Reporting. There have not been any changes in the Company’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 most recent fiscal quarter that have materially affected, or are reasonably likely to
materially affect, the Company’s internal control over financial reporting.
 

61



Table of Contents

PART II—OTHER INFORMATION
  
Item 1. Legal Proceedings
For a description of our material legal proceedings, see the section captioned “Legal Contingencies” included in Note 12—“Commitments and Contingencies”
in the Notes to our condensed consolidated financial statements, which is incorporated by reference herein.
  
Item 1A. Risk Factors
We have updated the risk factors previously disclosed in Part I, Item 1A. of our Annual Report on Form 10-K for the year ended December 31, 2015, which was
filed with the Securities and Exchange Commission on February 29, 2016 (“2015 Annual Report”), as set forth below. Other than the addition of a risk factor
regarding our pending transaction with Verizon, we do not believe any of the changes constitute material changes from the risk factors previously disclosed in
our 2015 Annual Report.

We face significant competition for users, advertisers, publishers, developers, and distributors.

We face significant competition from online search engines, sites offering integrated internet products and services, social media and networking sites, e-
commerce sites, companies providing analytics, monetization and marketing tools for mobile and desktop developers, and digital, broadcast and print media. 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 entities 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 social media and networking
sites which are increasingly used to communicate and share information, and which are attracting a substantial and increasing share of users, users’ online
time, and online advertising dollars.

A key element of our strategy is focusing on increasing our revenue growth through our Mavens offerings. As part of this strategy, we are focusing on mobile
products and mobile advertising formats, as well as increasing our revenue from mobile. A number of our competitors have devoted significant resources to the
development of products, services and apps for mobile devices. Several of our competitors have mobile revenue significantly greater than ours. If we are
unable to develop products for mobile devices that users find engaging and that help us grow our mobile revenue, our competitive position, our financial
condition and operating results could be harmed.

In addition, a number of competitors offer products, services and apps that directly compete for users with our offerings, including e-mail, search, video, social,
sports, news, finance, micro-blogging, and messaging. Similarly, our competitors or other participants in the online advertising marketplace offer advertising
exchanges, ad networks, demand side platforms, ad serving technologies, sponsored search offerings, and other services that directly compete for advertisers
with our offerings. Additionally, as the use of programmatic advertising continues to increase, we compete with companies that have also invested in
programmatic platform 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 have greater brand recognition for certain products, services and apps, more expertise in
particular market segments, 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,
services and apps faster than we can. In addition, competitors may consolidate or collaborate with each other, 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, have greater local 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.
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We generate the majority of our revenue from search and display advertising, and the reduction in spending by or loss of current or potential
advertisers would cause our revenue and operating results to decline.

For the three and six months ended June 30, 2016, 90 percent and 89 percent, respectively, of our total revenue came from search and display advertising.
Our ability to retain and grow search and display revenue depends upon:
 

•  increasing our daily active users, logged in users, page views and engagement;
 

•  introducing engaging new products that are popular with users and distributable on mobile and other alternative devices and platforms;
 

•  maintaining and expanding our advertiser base on PCs and mobile devices;
 

•  achieving a better traffic mix from our Yahoo Properties and Affiliates and improving our monetization rates on such traffic;
 

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

•  successfully implementing changes and improvements to our advertising management platforms and formats and obtaining the acceptance of our
advertising management platforms by advertisers, website publishers, and online advertising networks;

 

•  successfully acquiring, investing in, and implementing new technologies;
 

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

•  continuing to innovate and improve the monetization capabilities of our display and native advertising and our mobile products;
 

•  effectively monetizing mobile and other search queries;
 

•  improving the quality of our user and advertiser products;
 

•  continuing to innovate and improve users’ search experiences;
 

•  maintaining and expanding our Affiliate program for search and display advertising services; and
 

•  deriving better demographic and other information about our users to enable us to offer better, more personalized and targeted experiences 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. Payments under
our agreements with advertisers are often dependent upon performance and click-through levels. Accordingly, it is difficult to forecast search and display
revenue accurately. In addition, our expense levels are based in part on expectations of future revenue, including any guaranteed minimum payments to our
Affiliates in connection with search and/or display advertising, and in some cases, the expenses could exceed the revenue that we generate. The state of the
global economy, growth rate of the online advertising market, and availability of capital impacts the advertising spending patterns of our 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.

As more people access our products via mobile devices rather than PCs and mobile advertising continues to evolve, if we do not continue to attract
and retain mobile users and grow mobile revenue, our financial results will be adversely impacted.

The number of people who access the Internet through mobile devices rather than a PC, including mobile telephones, smartphones and tablets, is increasing
and will likely continue to increase dramatically. More than 600 million of our monthly users are now joining us (including Tumblr) on mobile devices. In addition,
search queries are increasingly being undertaken through mobile devices. As a result, our ability to grow advertising revenue is increasingly dependent on our
ability to generate revenue from ads displayed on mobile devices.

A key element of our strategy is focusing on mobile devices, and we expect to continue to devote significant resources to the creation and support of
developing new and innovative mobile products, services and apps. However, if our new mobile products, services and apps, including new forms of Internet
advertising for mobile devices, do not continue to attract and retain mobile users, advertisers and device manufacturers and to generate and grow mobile
revenue, our operating and financial results will be adversely impacted. We are dependent on the interoperability of our products and services with mobile
operating systems we do not control and we may not be successful in maintaining relationships with the key participants in the mobile industry that control such
mobile operating systems. The manufacturer or access provider might promote a competitor’s or its own products and services, impair users’ access to our
services by blocking access through their devices, make it hard for users to readily discover, install, update or access our products on their devices, or charge
us for delivery of ads, or limit our ability to deliver ads or measure their effectiveness. If distributors impair access to or refuse to distribute our services or apps,
or charge for or limit our ability to deliver ads or measure the effectiveness of our ads, then our user engagement and revenue could decline.
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If we do not manage our operating expenses effectively, our profitability could fail to improve and could decline.

We have implemented cost reduction initiatives to reduce our operating expenses, including reducing our headcount, closing offices and exiting certain
products and verticals. However, we may not realize the cost savings expected from these initiatives or the revenue impact from our exit of certain regions and
products may be greater than we expect. We plan to seek to operate efficiently and to manage our costs effectively. However, we are also investing in areas we
believe will grow revenue and our operating expenses might increase as a result of these investments. If our operating expenses increase at a greater pace
than our revenue grows, or if we fail to manage costs effectively, our profitability could fail to improve and could decline.

Risks associated with the pending transaction with Verizon may adversely affect our business financial performance and stock price.

There is no assurance that the Sale transaction will be consummated in a timely manner or at all. Potential risks and uncertainties related to the Sale
transaction include, among others:
 

•  the inability to consummate the transaction in a timely manner or at all, due to the inability to obtain or delays in obtaining the approval of our stockholders,
the necessary regulatory approvals, or satisfaction of other conditions to the closing of the Sale;

 

•  the occurrence of any event, change or other circumstance that could give rise to the termination of the Stock Purchase Agreement;
 

•  potential adverse effects on our partner, advertiser, vendor and customer relationships, operating results and business generally resulting from the
announcement and pendency of the Sale;

 

•  the implementation of the Reorganization Agreement and Stock Purchase Agreement, which will require significant time, attention and resources of our
senior management and other employees within the Company, potentially diverting their attention from other aspects of our business;

 

•  risks related to our ability to retain or recruit key talent;
 

•  costs, fees, expenses and charges related to or triggered by the transactions;
 

•  potential adverse effects on our business, properties or operations caused by us implementing the transactions;
 

•  the initiation or outcome of any legal proceedings or regulatory proceedings that may be instituted against us relating to the transactions;
 

•  the anticipated benefits of the transaction may not be realized; and
 

•  following the closing of the Sale, the Company will be a publicly traded management investment company registered under the Investment Company Act
of 1940, and will be required to comply with the regulations thereunder.

All of these risks and uncertainties could potentially have an adverse impact on our business, financial performance and stock price.

Risks associated with our Search Agreement with Microsoft may adversely affect our business and operating results.

Under our Search Agreement with Microsoft, Microsoft was the exclusive provider of algorithmic and paid search services for Yahoo Properties and Affiliate
sites on personal computers and the non-exclusive provider of such services on mobile devices. As of April 15, 2015, Microsoft became the non-exclusive
provider of such services on all devices. Commencing on May 1, 2015, the Company is required to request paid search results from Microsoft for 51 percent of
its search queries originating from personal computers accessing Yahoo Properties and its Affiliate sites (the “Volume Commitment”) and will display only
Microsoft’s paid search results on such search result pages. Approximately 40 percent, 35 percent and 35 percent of our revenue for the three and six months
ended June 30, 2016 and the year ended December 31, 2015, respectively, were attributable to the Microsoft Search Agreement (or approximately 26 percent
and 27 percent for the three and six months ended June 30, 2016, respectively, after excluding the impact of the change in revenue presentation related to the
implementation of the Eleventh Amendment to the Microsoft Search Agreement during the second quarter of 2016). Our business and operating results would
be adversely affected by a significant decline in or loss of this revenue if we are not able to successfully replace this revenue with revenue from search results
displayed through our Yahoo Gemini platform or our Services Agreement with Google.

As a result of the Volume Commitment, we continue to be dependent on Microsoft continuing to invest and innovate to maintain and improve its algorithmic and
paid search services and to be competitive with other search providers. If Microsoft fails to do this, our revenue and profitability could decline and our ability to
maintain and expand our relationships with Affiliates for search and paid search advertising could be negatively impacted. Further, our competitors may
continue to increase revenue, profitability, and market share at a higher rate than we do.

The term of the Microsoft Search Agreement is 10 years from its commencement date, February 23, 2010, subject to earlier termination as provided in the
Microsoft Search Agreement. On or after October 1, 2015, either the Company or Microsoft may terminate the Microsoft Search Agreement by delivering a
written notice of termination to the other party. The Microsoft Search Agreement will remain in effect for four months from the date of a termination notice to
provide for a transition period. If Microsoft terminated the Microsoft Search Agreement and the Company was unable to rely on its own services or the Services
Agreement with Google, the termination could have an adverse impact on our business, revenue and operating results.
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Risks associated with our Services Agreement with Google may adversely affect our business and operating results.

Under our Services Agreement with Google, Google will provide us with search advertisements through Google’s AdSense for Search service, web algorithmic
search services through Google’s Websearch Service, and image search services. We entered into the Services Agreement with Google in the fourth quarter
of 2015. We expect that our revenues under the Services Agreement with Google will increase in 2016. In addition, if Microsoft were to terminate its Search
Agreement with us, we would be required to rely on the Services Agreement and our Yahoo Gemini platform to replace the search revenue we currently
receive under the Microsoft Search Agreement.

We are dependent on Google continuing to invest and innovate to maintain and improve its algorithmic and paid search services and to be competitive with
other search providers. If Google fails to do this, our revenue and profitability could decline. Further, Google has a number of termination rights under the
Services Agreement. If Google terminated the Services Agreement and we were unable to rely on our Yahoo Gemini platform or the Microsoft Search
Agreement, the termination could have an adverse impact on our business, revenue and operating results.

If we are unable to provide innovative search experiences and other products and services that differentiate our services and 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. Although we have agreements with Microsoft and Google to use their paid search platforms, we still need to continue to invest in our Yahoo
Gemini search platform and to innovate to improve our users’ search experience (especially on mobile) to continue to differentiate our services and attract,
retain, and expand our user base and paid search advertiser base. We also generate revenue through other online products, services and apps, and continue
to innovate the products, services and apps in our portfolio. The research and development of new, technologically advanced products is a complex process
that requires significant levels of innovation and investment, as well as accurate anticipation of technology, market and consumer trends.

If we are unable to provide innovative search experiences and other products and services which differentiate our services, gain user acceptance and generate
significant traffic to our websites, or if we are unable to effectively monetize the traffic from such products and services, our business could be harmed, causing
our revenue to decline.

Our business depends on a strong brand, and failing to maintain or enhance the Yahoo brands in a cost-effective manner could harm our operating
results.

Maintaining and enhancing our brands is an important aspect of our efforts to attract and expand our user, advertiser, and Affiliate base. We believe that the
importance of brand recognition will increase due to the relatively low barriers to entry in certain portions of the Internet market. Maintaining and enhancing our
brands will depend largely on our ability to provide high-quality, innovative products, and services, which we might not do successfully. We have spent and
expect to spend considerable money and resources on the establishment and maintenance of our brands, as well as advertising, marketing, and other brand-
building efforts to preserve and enhance consumer awareness of our brands. Our brands may be negatively impacted by a number of factors such as service
outages, product malfunctions, data protection 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 maintained by our licensees, 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 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.

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.

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. 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. Many states have passed laws requiring notification to users where there is a
security breach for personal data, such as California’s Information Practices Act. We face similar risks in international markets where our products, services
and apps are offered. Any failure, or perceived failure, by us to comply with or make effective modifications to our policies, or to comply with any applicable
federal, state, or international privacy, data-retention or data-protection-related laws, regulations, orders or industry self-regulatory principles could result in
proceedings or actions against us by governmental entities or others, a loss of user confidence, damage to the Yahoo brands, and a loss of users, advertising
partners, or Affiliates, any of which could potentially have an adverse effect on 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, data transfer 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. For example, some countries are considering or have enacted laws
mandating that user data regarding users in their country be maintained in their country. Having to maintain local data centers in individual countries could
increase our operating costs significantly. In addition, there currently is a data protection regulation pending implementation by the member states of the
European Union by May 2018 that includes operational and compliance requirements that are different than those currently in place and that also includes
significant penalties for non-compliance.
 

65



Table of Contents

The European Court of Justice invalidated the European Commission’s 2000 Safe Harbor Decision that we had previously relied on for data transfers between
the European Union and United States. The model contractual clauses and other mechanisms that we currently rely on to address European Union data
protection requirements for transfers of data are subject to uncertainty and legal challenges. The European Union and United States recently agreed to the
Privacy Shield Framework, an alternative mechanism to comply with European Union data protection requirements. We are not currently relying on the Privacy
Shield Framework. Challenges to our existing data transfer mechanisms, and any future legal challenges to data transfer mechanisms that we may adopt,
could cause us to incur additional costs, require us to change business practices in a manner adverse to our business, or affect the manner in which we
provide our services.

The interpretation and application of privacy, data protection, data transfer and data retention laws and regulations are often uncertain and in flux in the United
States and internationally. These laws may be interpreted and applied inconsistently from country to country and inconsistently with our current policies and
practices, complicating long-range business planning decisions. If privacy, data protection, data transfer or data retention laws are interpreted and applied in a
manner that is inconsistent with our current policies and practices we may be fined or ordered to change our business practices in a manner that adversely
impacts our operating results. Complying with these varying international requirements could cause us to incur substantial costs or require us to change our
business practices in a manner adverse to our business and operating results.

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 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. Outside parties may attempt to fraudulently induce employees, users,
or customers to disclose sensitive information to gain access to our data or our users’ or customers’ data. In addition, hardware, software or applications we
procure from third parties may contain defects in design or manufacture or other problems that could unexpectedly compromise network and data security.
Additionally, some third parties, such as our distribution partners, service providers and vendors, and app developers, may receive or store information
provided by us or by our users through applications integrated with Yahoo. If these third parties fail to adopt or adhere to adequate data security practices, or in
the event of a breach of their networks, our data or our users’ data may be improperly accessed, used or disclosed. Security breaches or unauthorized access
have resulted in and may in the future result in a combination of significant legal and financial exposure, increased remediation and other costs, damage to our
reputation and a loss of confidence in the security of our products, services and networks that could have an adverse effect on our business. We take steps to
prevent unauthorized access to our corporate systems, however, 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 triggering event, 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 and we could lose users and customers.

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 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 websites.
 

•  We enter into distribution alliances with Internet service providers (including providers of cable and broadband Internet access) and software distributors to
promote our services to their users.

 

•  We enter into agreements with mobile phone, tablet, 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, reduce our revenue. For mobile app distribution, we depend on a limited
number of distributors, primarily the developers of the operating systems or device manufacturers. If we are unable to reach agreements with these distributors
for distribution of our mobile apps or they refuse to distribute or block our mobile apps, our operating results will be harmed. 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.

Distribution agreements often involve revenue sharing. Competition to enter into distribution arrangements has caused and may in the future 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 which case our
payments could exceed the revenue that we receive. 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.
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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.

If we are unable to license, acquire, create or aggregate compelling content and services at reasonable cost, or receive compelling content, the
number of users of our services may not grow as anticipated, or may decline, or users’ level of engagement with our services may decline, all of
which could harm our operating results.

Our future success depends in part on our ability to aggregate compelling content and deliver that content through our online properties. We license from third
parties much of the content and services on our online properties, such as news, stock quotes, weather, sports, video, and photos. In addition, our users also
contribute content to us. We believe that users will increasingly demand high-quality content and services. We may need 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 users increasingly access the Internet via mobile and other alternative devices, we may need to enter into amended agreements with
existing third-party providers to cover new devices. We may be unable to enter into new, or preserve existing, relationships with the third-parties whose content
or services we seek to obtain. In addition, as competition for compelling content increases both domestically and internationally, our third-party providers may
increase the prices at which they offer their content and services to us, stop offering their content or services to us, or offer their content and services 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,
because many of our licenses for our content and services with third parties are non-exclusive, 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 are unable to license or acquire compelling content at reasonable cost, if other companies distribute content or services
that are similar to or the same as that provided by us, or if we do not receive compelling content from our users, the number of users of our services may not
grow as anticipated, or may decline, users’ level of engagement with our services may decline, clicks on our ads may decrease, or advertisers may reduce
future purchases of our ads, all or any of which could harm our operating results.

Interruptions, delays, or failures in the provision of our services could damage our reputation and 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, earthquake, 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. 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, so some
data or systems may not be fully recoverable after such events.

 

•  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 when we make modifications, which might cause service malfunctions or require services to be taken offline while
corrective responses are developed.

 

•  Despite our implementation of network security measures, our servers are vulnerable to computer viruses, malware, 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 rely on third-party providers over which we have little or no control 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 certain of our products and services. 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 delays 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.

Technologies, tools, software, and applications could block our advertisements, impair our ability to deliver interest-based advertising, or shift the
location in which advertising appears, which could harm our operating results.

Technologies, tools, software, and applications (including new and enhanced browsers) have been developed and are likely to continue to be developed that
can block or allow users to opt out of display, search, and interest-based advertising and content, delete or block the cookies used to deliver such advertising,
or shift the location in which advertising appears on pages so that our advertisements do not show up 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 and non-graphical advertisements or clicks
on search advertisements on web pages. As a result, the adoption of such technologies, tools, software, and applications could reduce the number of search
and display advertisements that we are able to deliver and/or our ability to deliver interest-based advertising and this, in turn, could reduce our advertising
revenue and operating results.
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If we are unable to recruit, hire, motivate, 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 recent announcement that Verizon has agreed to acquire our operating business; the intense competition for such highly skilled
personnel in the San Francisco Bay Area and other metropolitan areas where our offices are located; competitors’ hiring practices; the effectiveness of our
compensation and retention programs; and fluctuations in global economic and industry conditions. If we do not succeed in retaining and motivating our
existing 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.

We are regularly involved in claims, suits, government investigations, and other 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, consumer protection, information security, 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 and
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, it is possible that a resolution of one or more such proceedings could result in reputational
harm, 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 12—“Commitments and Contingencies” in the Notes to our consolidated financial statements.

Our intellectual property rights are valuable, and any failure or inability to sufficiently protect them could harm our business and our operating
results.

We create, own, and maintain a wide array of copyrights, patents, trademarks, trade dress, trade secrets, rights to domain names and other intellectual
property assets 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 rights. 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 particular, recent amendments to the U.S. patent law 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 sufficient in some cases or that existing patents
may be deemed invalid or unenforceable. To help maintain our trade secrets, we have entered into confidentiality agreements with most of our employees and
contractors, and confidentiality agreements with many of the parties with whom we conduct business, in order to limit access to and disclosure of our
proprietary information. If these confidentiality agreements are breached it could compromise our trade secrets and cause us to lose any competitive
advantage provided by those trade secrets.

If we are unable to protect our proprietary rights from unauthorized use, the value of our intellectual 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.

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.

Internet, technology, 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, e-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 such as seeking patent protection to protect these technologies. 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 common law. In addition, third parties have made, and may continue to make, infringement and other claims against us
over the display of content or search results triggered by search terms.
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As we develop new technologies, products and services, we may become increasingly subject to intellectual property infringement and other 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 may be required to record a significant charge to earnings if our goodwill, intangible assets, investments in equity interests, or other
investments become impaired.

We have previously recorded charges to earnings when our goodwill, intangible assets, investments in equity interests, including investments held by any
equity method investee, and other investments became impaired. For example, we recorded a $4.461 billion non-cash goodwill impairment charge during the
fourth quarter of 2015 and a non-cash goodwill impairment charge of $395 million and a non-cash intangible assets impairment charge of $87 million during the
second quarter of 2016. We are required under generally accepted accounting principles to test goodwill for impairment at least annually and to review our
intangible assets, investments in equity interests (including investments held by any equity method investee), and our other investments, for impairment when
events or changes in circumstance indicate the carrying value may not be recoverable. Factors that could lead to impairment of goodwill, intangible assets
(including goodwill or assets acquired via acquisitions) and other investments include significant adverse changes in the business climate and actual or
projected operating results (affecting our company as a whole or affecting any particular reporting unit) 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 current assets, include any downgrade of U.S. government debt or
concern about the creditworthiness of the U.S. government. We may be required in the future to record additional charges to earnings if our goodwill, intangible
assets, investments in equity interests, including investments held by any equity method investee, or other investments become impaired. Any such charge
would adversely impact our financial results.

Fluctuations in foreign currency exchange rates may adversely affect our operating results and financial condition.

Revenue generated and expenses incurred by our international subsidiaries and any equity method investee 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 international subsidiaries and any equity method investee are translated from local currencies into U.S. dollars. Our financial results are also
subject to changes in exchange rates that impact the settlement of transactions in non-local currencies. The carrying values of our equity investments in any
equity investee are also subject to fluctuations in the exchange rates of foreign currencies.

We use derivative instruments, such as foreign currency forward contracts and options, 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. Any losses on these instruments that we experience may adversely impact our financial results, cash flows and financial condition.
Further, we hedge a portion of our net investment in Yahoo Japan Corporation (“Yahoo Japan”) with currency forward contracts. If the Japanese yen has
appreciated at maturity beyond the contract execution rate, we would be required to settle the contract by making a cash payment which could be material and
could adversely impact our cash flows and financial condition. See Part I, Item 3—“Quantitative and Qualitative Disclosures About Market Risk” of this Annual
Report.

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). Such acquisitions and strategic
investments to date were accompanied by a number of risks, including:
 

•  the difficulty of integrating the operations, personnel, systems, and controls of acquired companies as a result of cultural, regulatory, systems, and
operational differences;

 

•  the potential disruption of our ongoing business and distraction of management;
 

•  the incurrence of additional operating losses and operating expenses of the businesses we acquired or in which we invested;
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•  the difficulty of integrating acquired technology and rights into our services and unanticipated expenses related to such integration;
 

•  the failure to successfully further develop an acquired business or technology and any resulting impairment of amounts currently capitalized as intangible
assets;

 

•  the failure of strategic investments to perform as expected or to meet financial projections;
 

•  the potential for patent and trademark infringement and data privacy and security claims against the acquired 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;
 

•  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.

Our failure to be successful in addressing these risks or other problems encountered in connection with our 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.

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

We are subject to numerous U.S. and foreign laws and regulations covering a wide variety of subject matters. New laws and regulations, changes in existing
laws and regulations or the interpretation of them, our introduction of new products or forms of advertising (such as native advertising), or an extension of our
business into new areas, 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. We may incur substantial expenses to comply with laws and regulations or defend against a claim that we have not complied with
them. Further, any failure on our part to comply with any relevant laws or regulations may subject us to significant civil or criminal liabilities, penalties, and
negative publicity.

The application of existing domestic and international laws and regulations to us relating to issues such as user privacy and data protection, data transfer,
security, defamation, pricing, advertising, taxation, gambling, sweepstakes, promotions, billing, real estate, fantasy sports, 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. Further, the application to us or our subsidiaries of existing laws regulating or requiring licenses for certain
businesses of our advertisers can be unclear. For example, paid fantasy sports contests are an area of current regulatory uncertainty, with various government
authorities having taken positions that some types of contests are unlawful and/or subject to licensing requirements. U.S. export control laws and regulations
also impose requirements and restrictions on exports to certain nations and persons and on our business. 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.

The Digital Millennium Copyright Act (“DMCA”) is intended, in part, to limit the liability of eligible online service providers for caching, hosting, listing or linking
to, third-party websites or user content that include materials that give rise to copyright infringement. 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, and may be adversely impacted by future legislation and future judicial decisions altering these safe harbors or if
international jurisdictions refuse to apply similar protections.

Various U.S. and international laws restrict the distribution of materials considered harmful to children and impose additional restrictions on the ability of online
services to collect information from minors. These laws currently impose restrictions and requirements on our business, and future federal, state or
international laws and legislative efforts designed to protect children on the Internet may impose additional requirements on us.
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Our international operations expose us to additional risks that 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, there are additional risks inherent in doing business
internationally (including through our international joint ventures), including:
 

•  tariffs, trade barriers, customs classifications 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, repression, or human rights issues;
 

•  geopolitical events, including natural disasters, acts of war and terrorism;
 

•  import or export regulations;
 

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

•  antitrust and competition regulations;
 

•  potentially adverse tax developments;
 

•  seasonal volatility in business activity and local economic conditions;
 

•  economic uncertainties relating to volatility in emerging markets and global economic uncertainty;
 

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

•  different, uncertain or more stringent user protection, content, data protection, privacy, intellectual property and other laws; and
 

•  risks related to other government regulation (including the potential for actions restricting access to our products), required compliance with local laws or
lack of legal precedent.

The recent advisory referendum on the United Kingdom’s membership in the European Union, and any resulting changes to UK or EU policies, may, among
other things, adversely affect business activity and economic conditions, cause unfavorable exchange rate fluctuations, create uncertainty regarding
international data protection and transfer, government requests for information, advertising regulations, and tax rates, and affect our ability to recruit and retain
employees.

We are subject to numerous and sometimes conflicting U.S. and foreign laws and regulations which increase our cost of doing business. 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 our ability to offer products and services, 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.

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. The law relating to the liability of providers of online services and products for activities of their users is currently
unsettled both within the United States and internationally. As a publisher and producer of original content, we may be subject to claims such as copyright, libel,
defamation or improper use of publicity rights, as well as other infringement claims such as plagiarism. Claims have been threatened and brought against us
for defamation, negligence, breaches of contract, plagiarism, copyright and 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. 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 Yahoo brand or via distribution on Yahoo Properties. We may be
subject to claims concerning
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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
may 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. 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.

It is also possible that if 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, by our users and third parties,
resulting from unsolicited e-mail, lost or misdirected messages, illegal or fraudulent use of e-mail, alleged violations of policies, property interests, or privacy
protections, including civil or criminal laws, or interruptions or delays in e-mail 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.

Certain of our metrics are subject to inherent challenges in measurement, and real or perceived inaccuracies in such metrics may harm our
reputation and negatively affect our business.

We present key metrics such as unique users, number of Ads Sold, number of Paid Clicks, Search click-driven revenue, Price-per-Click and Price-per-Ad that
are calculated using internal company data. We periodically review, refine and update our methodologies for monitoring, gathering, and calculating these
metrics.

While our metrics are based on what we believe to be reasonable measurements and methodologies, there are inherent challenges in deriving our metrics
across large online and mobile populations around the world. In addition, our user metrics may differ from estimates published by third parties or from similar
metrics of our competitors due to differences in methodology. Furthermore, over time we may revise or cease reporting certain metrics that we no longer
believe are useful or meaningful measures of our performance and add new metrics which we believe are better measurements of performance.

If advertisers or publishers do not perceive our metrics to be accurate, or if we discover material inaccuracies in our metrics, it could negatively affect our
reputation, business and financial results.

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. We expect our products and services to continue to expand and change significantly and rapidly in the future to accommodate new
technologies, new devices, new Internet advertising solutions, and new means of content delivery.

In addition, widespread adoption of new Internet, networking or telecommunications technologies, or other technological or platform 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 existing, or move to completely new, architectures, platforms and systems, such
as the changes we have made in response to the increased use of mobile devices such as tablets and smartphones. 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 changes, 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 or to 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 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 operating results, cash flows from operations, and financial condition.
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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 technologies that we use to deliver the majority of the content, advertising, and services to our users. There can be no
assurance that these providers will continue to license their technologies or intellectual property to us on reasonable terms, or at all. Providers 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.

Our business depends on continued and unimpeded access to the Internet by us and our users. Internet access providers may be able to block,
degrade, or charge for access to certain of our products and services, which could lead to additional expenses and the loss of users and
advertisers.

Our products and services depend on the ability of our users to access the Internet, and certain of our products require significant bandwidth to work effectively.
Currently, this access is provided by companies that have significant market power in the broadband and internet access marketplace, including incumbent
telephone companies, cable companies, mobile communications companies, and government-owned service providers. Some of these providers may take, or
have stated that they may take, measures that could degrade, disrupt, or increase the cost of user access to certain of our products by restricting or prohibiting
the use of their infrastructure to support or facilitate our offerings, or by charging increased fees to us or our users to provide our offerings. Such interference
could result in a loss of existing users and advertisers, and increased costs, and could impair our ability to attract new users and advertisers, thereby harming
our revenues and growth. The adoption of any laws or regulations that limit access to the Internet by blocking, degrading or charging access fees to us or our
users for certain services could decrease the demand for, or the usage of, our products, services and apps, increase our cost of doing business and adversely
affect our operating results.

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

If we are unable to effectively manage a large and geographically dispersed group of employees, our business may be adversely affected. 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.

We have dedicated resources to provide a variety of premium enhancements to our products, services and apps, 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 investment by
us. We have invested and will continue to invest in premium products, services and apps. Some of these premium products, services and apps might not
generate anticipated revenue or might not meet anticipated user adoption rates. We have previously discontinued 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 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 United States 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.
Our income taxes could be adversely affected by earnings being lower than anticipated in jurisdictions that have lower statutory tax rates and higher than
anticipated in jurisdictions that have higher statutory tax rates, by changes in the valuation of our deferred tax assets and liabilities, or by changes in tax laws,
regulations, or accounting principles.

In the ordinary course of our business, there are many transactions and calculations where the ultimate tax determination is uncertain. As a U.S. multinational
corporation, we are subject to changing tax laws both within and outside of the United States. 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. For example, several jurisdictions have
sought to increase revenues by imposing new taxes on internet advertising or increasing general business taxes. In addition, the Organization for Economic
Co-operation and Development (“OECD”), which represents a coalition of member countries, is supporting changes to numerous long-standing tax principles
through its base
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erosion and profit shifting (BEPS) project, which is focused on a number of issues, including the shifting of profits between affiliated entities in different tax
jurisdictions. To the extent any of these proposals are enacted into legislation by OECD member countries, or if other international, consensus-based tax
policies and principles are amended or implemented, they could adversely affect the amount of tax we pay and thereby our financial position and results of
operations.

We earn a material amount of our income from outside the United States. As of June 30, 2016, we had undistributed foreign earnings of approximately $3.3
billion, principally related to our equity method investment in Yahoo Japan. While we do not currently anticipate repatriating these earnings, any repatriation of
funds in foreign jurisdictions to the United States could result in higher effective tax rates for us and subject us to significant additional U.S. income tax
liabilities.

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 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.

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.

Adverse macroeconomic conditions could cause decreases or delays in spending by our advertisers and could harm our ability to generate
revenue and our results of operations.

Advertising expenditures tend to be cyclical, reflecting overall economic conditions and budgeting and buying patterns. Since we derive most of our revenue
from advertising, adverse macroeconomic conditions have caused, and future adverse macroeconomic conditions could cause, decreases or delays in
advertising spending and negatively impact our advertising revenue and 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 adverse macroeconomic conditions,
could negatively impact our results of operations.

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 three months ended June 30, 2016, the
closing sale price of our common stock on the NASDAQ Global Select Market ranged from $35.22 to $37.94 per share and the closing sale price on July 29,
2016 was $38.19 per share. Our stock price may fluctuate in response to a number of events and factors, such as variations in quarterly operating results or
announcements of technological innovations, significant transactions, or new features, products or services by us or our competitors; changes in financial
estimates and recommendations by securities analysts; the operating and stock price performance of, or other developments involving, other companies that
investors may deem comparable to us; trends in our industry; general economic conditions; and the operating performance and market valuation of Alibaba
Group Holding Limited (“Alibaba Group”) and Yahoo Japan in which we have investments. The equity valuation of our investment in Yahoo Japan may be
impacted due to fluctuations in foreign currency exchange rates. We present our investment in Alibaba Group on our consolidated balance sheet as an
available-for-sale marketable security. Consequently, the carrying value of this investment on our consolidated balance sheet will vary over time and
fluctuations in its valuation may cause our stock price to fluctuate.

In addition, the stock market in general, and the market prices for companies in our industry, have experienced volatility that often has been unrelated to
operating performance. These broad market and industry fluctuations may adversely affect the price of our stock, regardless of our operating performance. A
decrease in the market price of our common stock would likely adversely impact the trading price of the 0.00% Convertible Senior Notes due 2018 that we
issued in November 2013 (the “Notes”). Volatility or a lack of positive performance in our stock price may also adversely affect our ability to retain key
employees who 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 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. 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
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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 and the value of the $1.4375 billion aggregate principal
amount of the Notes we issued in November 2013. In addition, our charter documents do not permit cumulative voting, which may make it more difficult for a
third-party to gain control of our Board. 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.

Any of these provisions could, under certain circumstances, depress the market price of our common stock and the Notes.

Risks Relating to the Notes
 
The conditional conversion feature of the Notes, if triggered, may adversely affect our financial condition and operating results.

In the event the conditional conversion feature of the Notes is triggered, holders of Notes will be entitled to convert the Notes at any time during specified
periods at their option. If one or more holders elect to convert their Notes, unless we elect to satisfy our conversion obligation by delivering solely shares of our
common stock (other than paying cash in lieu of delivering any fractional share), we would be required to settle a portion or all of our conversion obligation
through the payment of cash, which could adversely affect our liquidity. In addition, even if holders do not elect to convert their Notes, we could be required
under applicable accounting rules to reclassify all or a portion of the outstanding principal of the Notes as a current rather than long-term liability, which would
result in a material reduction of our net working capital.

We may not have the ability to raise the funds necessary to settle conversions of the Notes in cash or to repurchase the Notes upon a fundamental
change, and our future debt may contain limitations on our ability to pay cash upon conversion or repurchase of the Notes.

Holders of the Notes will have the right to require us to repurchase all or a portion of their Notes upon the occurrence of a fundamental change at a repurchase
price equal to 100% of the principal amount of the Notes to be repurchased, plus accrued and unpaid special interest, if any. We may not have enough
available cash or be able to obtain financing at the time we are required to make repurchases of Notes surrendered therefore, or pay cash with respect to
Notes being converted if we elect not to issue shares, which could harm our reputation and affect the trading price of our common stock.

The note hedge and warrant transactions may affect the value of the Notes and our common stock.

In connection with the pricing of the Notes, we entered into note hedge transactions with the option counterparties. The note hedge transactions are generally
expected to reduce the potential dilution upon conversion of the Notes and/or offset any cash payments we are required to make in excess of the principal
amount of converted Notes, as the case may be. We also entered into warrant transactions with the option counterparties. However, the warrant transactions
could separately have a dilutive effect to the extent that the market price per share of our common stock exceeds the applicable strike price of the warrants.
Counterparties to the warrants may make adjustments to certain terms of the warrants upon the occurrence of specified events, including the announcement of
the Stock Purchase Agreement, if the event results in a material change to the trading price of our common stock or the value of the warrants.

In connection with establishing their initial hedge of the note hedge and warrant transactions, the option counterparties or their respective affiliates have
purchased shares of our common stock and/or entered into various derivative transactions with respect to our common stock concurrently with or shortly after
the pricing of the Notes. In addition, the option counterparties or their respective affiliates may modify their hedge positions by entering into or unwinding
various derivatives with respect to our common stock and/or purchasing or selling our common stock or other securities of ours in secondary market
transactions prior to the maturity of the Notes (and are likely to do so during any observation period related to a conversion of Notes or following any
repurchase of Notes by us on any fundamental repurchase date or otherwise). This activity could cause or avoid an increase or a decrease in the market price
of our common stock or the Notes.

Any adverse change in the rating of the Notes or the Company may cause their trading price to decline.

While we did not solicit a credit rating on the Company or on the Notes, one rating service has rated both the Notes and the Company. If that rating service
announces its intention to put the Company or the Notes on credit watch or lowers its rating on the Company or the Notes below any rating initially assigned to
the Company or the Notes, the trading price of the Notes could decline.
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The accounting method for convertible debt securities that may be settled in cash, such as the Notes, could have a material effect on our reported
financial results.

In May 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position No. APB 14-1, Accounting for Convertible Debt Instruments That
May Be Settled in Cash Upon Conversion (Including Partial Cash Settlement), which has subsequently been codified as Accounting Standards Codification
(“ASC”) 470-20, Debt with Conversion and Other Options, which we refer to as ASC 470-20. Under ASC 470-20, an entity must separately account for the
liability and equity components of the convertible debt instruments (such as the Notes) that may be settled entirely or partially in cash upon conversion in a
manner that reflects the issuer’s economic interest cost. The effect of ASC 470-20 on the accounting for the Notes is that the equity component is required to
be included in the additional paid-in capital section of stockholders’ equity on our consolidated balance sheet, and the value of the equity component would be
treated as debt discount for purposes of accounting for the debt component of the Notes. As a result, we will be required to record a greater amount of non-
cash interest expense in current periods presented as a result of the amortization of the discounted carrying value of the Notes to their face amount over the
term of the Notes. We will report lower net income in our financial results because ASC 470-20 will require interest to include the current period’s amortization
of the debt discount, which could adversely affect our reported or future financial results, the trading price of our common stock and the trading price of the
Notes.

In addition, under certain circumstances, convertible debt instruments (such as the Notes) that may be settled entirely or partly in cash are currently accounted
for utilizing the treasury stock method, the effect of which is that the shares issuable upon conversion of the Notes are not included in the calculation of diluted
earnings per share except to the extent that the conversion value of the Notes exceeds their principal amount. Under the treasury stock method, for diluted
earnings per share purposes, the transaction is accounted for as if the number of shares of common stock that would be necessary to settle such excess, if we
elected to settle such excess in shares, are issued. We cannot be sure that the accounting standards in the future will continue to permit the use of the treasury
stock method. If we are unable to use the treasury stock method in accounting for the shares issuable upon conversion of the Notes, then our diluted earnings
per share would be adversely affected.
  
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
None.
  
Item 3. Defaults Upon Senior Securities
None.
  
Item 4. Mine Safety Disclosures
Not applicable.
  
Item 5. Other Information
None.
  
Item 6. Exhibits
The exhibits listed in the Index to Exhibits (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 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.
 
  YAHOO! INC.

Dated: August 8, 2016  By: /s/ MARISSA A. MAYER

  

Marissa A. Mayer
Chief Executive Officer

(Principal Executive Officer)

Dated: August 8, 2016  By: /s/ KEN GOLDMAN

  

Ken Goldman
Chief Financial Officer

(Principal Financial Officer)
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Yahoo! Inc.

Index to Exhibits
 
Exhibit
Number  Description
 

    2.5§
 

Stock Purchase Agreement, dated July 23, 2016, by and between the Registrant and Verizon Communications Inc. (previously filed as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed July 25, 2016 and incorporated herein by reference).

    2.6§
 

Reorganization Agreement, dated July 23, 2016, by and between the Registrant and Yahoo Holdings, Inc. (previously filed as Exhibit 2.2 to
the Registrant’s Current Report on Form 8-K filed July 25, 2016 and incorporated herein by reference).

    3.1(A)
 

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).

    3.1(B)
 

Certificate of Designation, Preferences and Rights of Series A Junior Participating Preferred Stock of the Registrant (previously filed as
Exhibit 4.8 to the Registrant’s Quarterly Report on Form 10-Q filed May 4, 2001 and incorporated herein by reference).

    3.2
 

Amended and Restated Bylaws of Yahoo! Inc. (previously filed as Exhibit 3.2 to the Registrant’s Current Report on Form 8-K filed March 30,
2016 and incorporated herein by reference).

  10.2(L)+

 

Form of equity award agreement letter amendment, dated April 10, 2016, between the Registrant and executives clarifying the definition of
“change in control” for purposes of outstanding awards under the Yahoo! Inc. Stock Plan (previously filed as Exhibit 10.2(L) to the
Registrant’s Quarterly Report on Form 10-Q filed May 10, 2016).

  10.11*†
 

Amendment No. 3 to Yahoo! Japan License Agreement, effective as of April 29, 2016, by and between the Registrant and Yahoo Japan
Corporation.

  10.13(B)+

 

Amendment, dated April 10, 2016, to Amended and Restated Yahoo! Inc. Change in Control Employee Severance Plan for Level I and
Level II Employees (previously filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed April 14, 2016 and incorporated
herein by reference).

  10.14(R)*†
 

Fourteenth Amendment to Search and Advertising Services and Sales Agreement, effective as of June 3, 2016, by and between the
Registrant and Microsoft Corporation.

  31.1*
 

Certificate 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, dated August 8, 2016.

  31.2*
 

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 August 8, 2016.

  32**
 

Certificate of Chief Executive 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 August 8, 2016.

101.INS*  XBRL Instance

101.SCH*  XBRL Taxonomy Extension Schema

101.CAL*  XBRL Taxonomy Extension Calculation

101.DEF*  XBRL Taxonomy Extension Definition

101.LAB*  XBRL Taxonomy Extension Labels

101.PRE*  XBRL Taxonomy Extension Presentation
 

* Filed herewith.
 

** Furnished 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.

 

§ Certain schedules and attachments have been omitted in accordance with Item 601(b)(2) of Regulation S-K. A copy of any omitted schedule and
attachment will be furnished supplementally to the SEC upon request.
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Execution Version
Confidential

AMENDMENT NO. 3
TO

YAHOO! JAPAN LICENSE AGREEMENT

This Amendment No. 3 to Yahoo! Japan License Agreement (“Amendment”), effective as of April 29, 2016 (“Amendment Effective Date”), is made by
and between Yahoo! Inc., a Delaware corporation, with its principal offices at 701 First Avenue, Sunnyvale, CA 94089, U.S.A. (“Yahoo”), and Yahoo Japan
Corporation, a corporation organized under the laws of Japan, with its principal offices at Midtown Tower, 9-7-1, Akasaka, Minato-ku, Tokyo 107-6211 Japan
(“YJC”) and amends the Yahoo! Japan License Agreement, dated as of April 1, 1996, by and between Yahoo and YJC, as amended by the Amendment to
Yahoo! Japan License Agreement, dated September 12, 1997, by and between Yahoo and YJC, and as further amended by the letter agreement, dated January
31, 2005, by and between Yahoo and YJC (“License Agreement”).

WHEREAS, Yahoo and YJC entered into the License Agreement, pursuant to which, among other things, Yahoo has granted certain licenses and rights
to YJC with respect to the Yahoo Brand Features (as defined in the License Agreement); and

WHEREAS, Yahoo and YJC mutually desire to amend the License Agreement with respect to such licenses and rights to enable YJC to grant to [*]
certain sublicenses for the use of certain of the Yahoo Brand Features on the terms and conditions set forth in this Amendment and the License Agreement.

NOW, THEREFORE, for good and valuable consideration, the receipt and sufficiency of which Yahoo and YJC hereby acknowledge, Yahoo and YJC
agree as set forth below.

1.      Effective Date:  This Amendment is effective as of the Amendment Effective Date.

2.      Definitions:  Unless expressly defined otherwise in this Amendment, all capitalized terms not specifically defined in this Amendment have the meanings
ascribed to them in the License Agreement.

3.      Amendment:  Yahoo and YJC agree to amend the License Agreement as follows:

A.     Section 2.1 of the Agreement is hereby amended by: (a) adding a new subclause (vii) immediately following subclause (vi) as set forth below; and
(b) deleting the language after subclause (vi) commencing with the words “provided, however,” through the end of Section 2.1 and replacing such language
with the amended and restated version of such language (which will immediately follow new subclause (vii)) set forth below:

“(vii)  a non-exclusive (except as provided in Section 2.7) right to grant to [*] (formerly known as [*] into which [*] and [*] (formerly known as
[*]) have merged) a non-exclusive, non-transferable, non-assignable sublicense (with no right to further

 
[*]   Indicates that certain information in this exhibit has been omitted and filed separately with the Securities and Exchange Commission. Confidential
treatment has been requested with respect to the omitted portions.
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sublicense without Yahoo’s prior written consent to YJC to permit such further sublicensing by [*]) to:

(a)    use the marks [*], [*] and [*] (which are included in the Yahoo Brand Features) in connection with [*]’s [*] provided in Japan (“[*]
Business”). Such sublicense will be effective as of [*] and will remain in effect unless and until terminated as set forth below;

(b)    use the mark [*] (which is included in the Yahoo Brand Features) on an [*] incorporated into [*] that is both (1) branded as a [*]
and (2) used, sold and distributed in Japan by or on behalf of [*] (“[*]”). Such sublicense will be effective as of [*] and will remain in
effect unless and until terminated as set forth below;

(c)    use the mark [*] (which is included in the Yahoo Brand Features) [*] in connection with [*]’s marketing in Japan of [*]. Such
sublicense will be effective as of [*] and will remain in effect unless and until terminated as set forth below; and

(d)    use the marks [*], [*] and [*] (which are included in the Yahoo Brand Features) in connection with [*] in Japan (“[*]”). Such
sublicense will be effective as of [*] and will remain in effect unless and until terminated as set forth below;

provided that, with respect to such sublicense granted by YJC to [*] under this Section 2.1(vii), (A) YJC reasonably monitors and polices, on a
regular basis, [*]’s use of the sublicensed Yahoo Brand Features, (B) YJC fully cooperates with Yahoo in connection with the enforcement of
such sublicense and the related terms and conditions of this Agreement, (C) YJC uses commercially reasonable efforts to cause such sublicense
to immediately and automatically (without any action required by YJC or [*]) terminate with respect to each sublicensed Yahoo Brand Feature in
the applicable sublicensed field of use (as set forth above) upon [*]’s permanent cessation of use of such sublicensed Yahoo Brand Feature in
such sublicensed field of use and (D) YJC and [*] have executed a written agreement that:

(1)    incorporates terms and conditions sufficient to enable YJC to comply with this Agreement;

(2)    incorporates an acknowledgement by [*] that Yahoo owns the sublicensed Yahoo Brand Features;

(3)    incorporates an agreement by [*] that it will not at any time during or after such agreement (w) assert any ownership interest in, or
do anything (including, without limitation, assert any claim) that may adversely affect the ownership, validity or enforceability of, any of
the sublicensed Yahoo Brand Features, (x) register, seek to register or cause to be registered (whether
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directly or by way of assistance to any third party) any of the sublicensed Yahoo Brand Features, (y) adopt or use any of the sublicensed
Yahoo Brand Features or any confusingly similar word or symbol as part of any [*] or as part of any [*] or [*]:

 
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]
[*]   [*]   [*]

[*], or any other [*] of [*] or any of its affiliates or (z) authorize any of the sublicensed Yahoo Brand Features to be used by [*];

(4)    requires [*] to comply with brand guidelines with respect to the sublicensed Yahoo Brand Features that may be provided or made
available by YJC to [*] from time to time (which YJC agrees will include any applicable brand guidelines required to be followed by
YJC pursuant to this Agreement and any brand guidelines that Yahoo requests YJC to provide to [*] from time to time);

(5)    may be terminated by YJC if YJC is requested by Yahoo to do so for any of the following reasons: (x) if any use of any of the
sublicensed Yahoo Brand Features by or on behalf of [*] fails to satisfy Yahoo’s quality standards as described in Section 4.3.2 of this
Agreement and [*] from receipt by [*] of a notice of such failure to satisfy sent by Yahoo (with a copy to YJC) or by YJC, (y) in the
event of any other breach by [*] of any terms or conditions of such agreement or this Agreement related to any of the sublicensed Yahoo
Brand Features, [*] after notice of such breach or (z) in the event of any bankruptcy, insolvency, receivership or similar proceeding of [*]
or [*] which [*];

(6)    immediately and automatically (without any action required by Yahoo, YJC or [*]) terminates upon any termination of the License
Agreement; and

(7)    obligates [*] to (y) transfer to Yahoo, at [*]’s expense and at no cost to Yahoo, each [*] and [*] (or to [*] a [*], to the extent
possible, if such [*] is not [*]) and any other [*] or [*] or [*] registered by or for [*] that incorporates any Yahoo Brand Feature (or any
confusingly similar word or
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symbol) promptly, and [*]’s permanent cessation of use of such [*] or [*] and such other [*] or other [*] or [*], as the case may be and (z)
not transfer to any person or entity (other than Yahoo) any [*] or [*] or any other [*] or [*] or [*] that incorporates any Yahoo Brand
Feature (or any confusingly similar word or symbol);

provided, however, that with respect to all of the foregoing in this Section 2.1, YJC Users’ right to access and use the Yahoo Properties shall be subject
to such customary limitations and restrictions on use and reproduction as Yahoo may impose with respect to the Yahoo Properties. No rights or licenses
are granted by Yahoo to YJC except for those expressly granted in this Section 2.1.”

B.        YJC hereby represents and warrants to Yahoo that: (a) other than the sublicense granted by YJC to [*] in accordance with Section 2.1(vii) of the
License Agreement as set forth above in Section 3.A of this Amendment, YJC has not granted any sublicense or any other rights, permissions, consents or
covenants to [*] or any other third party with respect to any of the Yahoo Brand Features (other than pursuant to and in accordance with the terms and
conditions of the License Agreement); and (b) other than the [*] and [*], no [*] or [*] or [*] that incorporates any Yahoo Brand Feature (or any confusingly
similar word or symbol) has been registered by or for [*] in connection with any past or current business, product, service or activity of [*] or any of its
Affiliates conducted, provided or exploited under any of the Yahoo Brand Features (or any confusingly similar word or symbol), or otherwise related to any
of the Yahoo Brand Features (or any confusingly similar word or symbol) or YJ.

4.        Survival of License Agreement. Except as expressly amended by this Amendment, all terms and conditions of the License Agreement will remain in
full force and effect and are not amended or changed by this Amendment. This Amendment is incorporated into and deemed part of the License Agreement as
of the Amendment Effective Date. Any reference to the License Agreement will include the terms and conditions of this Amendment.

5.        Counterparts; Electronic Delivery. This Amendment may be executed in counterparts, each of which when executed will be deemed to be an original,
but all of which together will constitute one and the same agreement. Execution and delivery of this Amendment by facsimile or other electronic means will
be deemed to be, and will have the same legal effect as, execution by an original signature and delivery in person.
 

4
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IN WITNESS WHEREOF, Yahoo and YJC have caused their duly authorized representatives to execute this Amendment as of the Amendment

Effective Date.

 
Yahoo! Inc.   Yahoo Japan Corporation

By:  /s/ Marissa A. Mayer   By:  /s/ Manabu Miyasaka

Printed Name:  Marissa A. Mayer   Printed Name:  Manabu Miyasaka

Title:  President & CEO   Title:  President & CEO
 
 

[SIGNATURE PAGE TO AMENDMENT NO. 3 TO YAHOO! JAPAN LICENSE AGREEMENT]
YJ16-0007160
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FOURTEENTH AMENDMENT

TO SEARCH AND ADVERTISING SERVICES AND SALES AGREEMENT

This Fourteenth Amendment to Search and Advertising Services and Sales Agreement (this “Fourteenth Amendment”) is entered into to be effective as
of June 3, 2016 (“Fourteenth Amendment Effective Date”) by and between Yahoo! Inc., a Delaware corporation (“Yahoo!”), and Microsoft Corporation, a
Washington corporation (“Microsoft”) (collectively the “Parties”).

WHEREAS, Yahoo! and Microsoft are parties to that certain Search and Advertising Services and Sales Agreement, entered into as of December 4,
2009, as amended (collectively, the “Agreement”); and

WHEREAS, Yahoo! and Microsoft desire to further amend the Agreement as set forth herein

NOW, THEREFORE, in consideration of the mutual promises contained herein, the parties agree as follows:

1.    Definitions.  Capitalized terms used but not defined herein have the same meanings given in the Agreement.

2.        Background.  The intent of Section 2 of this Fourteenth Amendment is to revise the Agreement to provide that Yahoo! will provide sales support for
both Premium Direct Advertisers and non-Premium Direct Advertisers in Hong Kong and Taiwan (“Covered Markets”).
 

 a. Sales in the Covered Markets.
 

 
i. Section 5.13 of the Agreement (as added in Section 3 of the Eleventh Amendment to the Agreement) will not apply in the Covered

Markets, and Yahoo! will continue to provide sales support for Paid Search Services to Premium Direct Advertisers in the Covered
Markets.

 

 
ii. Starting June 13, 2016, Yahoo! will start assuming sales responsibilities for Paid Search Services to non-Premium Direct

Advertisers that are located in the Covered Markets, including order facilitation, account management, billing, and support
functions. Yahoo! will complete assuming such sales responsibilities by June 30, 2016.

 

 

iii. To effect the transition of such non-Premium Direct Advertisers with a target completion date of June 30, 2016, Microsoft will
perform the following tasks: (1) end to end testing of the new code for the Core Platform so Yahoo! is able to create insertion
orders for Microsoft’s Paid Search Services (already completed prior to the Fourteenth Amendment Effective Date); (2) initial
communication detailing the transition process and related timing to non-Premium Direct Advertisers managed by Microsoft
(including to any new non-Premium Direct Advertisers added after the start of the notification period) (already completed prior to
the Fourteenth Amendment Effective Date); and (3) providing such additional necessary and reasonable support for the transition
process including, without limitation, the system flag change for non-Premium Direct Advertisers in the Covered Markets from
Microsoft managed to Yahoo! managed Customers. Notwithstanding the foregoing, Yahoo! is solely responsible for
communication with non-Premium Direct Advertisers to obtain such Customer’s new payment instruments in order to enable the
change in Customer status from Microsoft managed to Yahoo! managed. For
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clarity, if on June 30, 2016 there are non-Premium Direct Advertisers managed by Microsoft that have been notified, but have not
engaged with Yahoo! to provide their new payment instruments to be set to Yahoo! managed in the Core Platform then this may
result in such non-Premium Direct Advertisers’ accounts to be paused until payment instructions are received by Yahoo!.

 
 iv. Starting June 30, 2016, Sections 5.1-5.6, 5.9, 5.12 of the Agreement will not apply in the Covered Markets.
 

 
v. Starting June 30, 2016, in the Covered Markets Yahoo! will conduct Marketing to both Premium Direct Advertisers and non-

Premium Direct Advertisers. Such Marketing will be consistent with the then-current capabilities of the Paid Search Services in the
Covered Market

 

 

vi. In order to enable sales activity starting June 30, 2016, in the Covered Markets Yahoo! will draft, in good faith consultation with
Microsoft, locally acceptable and commercially appropriate contract templates for Yahoo!’s sales of the Microsoft Paid Search
Services to Premium Direct Advertisers and non-Premium Direct Advertisers and guidelines for Yahoo!’s sales team to use in
connection with such sales and which will be consistent with the functionality of Microsoft’s Paid Search Services for the Core
Platform and with the parties’ understandings regarding their respective risk allocation, roles, invoicing and payment flows, and
this Agreement generally. Yahoo! (or any third party acting as the applicable sales force for Premium Direct Advertisers, as
provided in this Agreement) will be the contracting entity for contract templates used in connection with sales to both Premium
Direct Advertisers as well as to online, self-service sales to non-Premium Direct Advertisers. The contract templates will reflect
any applicable mechanism agreed upon by Microsoft and Yahoo! to enforce abuse of Microsoft’s Paid Search Services concerns
against advertisers, including the abuse concerns set forth in Section 5.12.3 of this Agreement.

 

 

b. Transition Assistance in Covered Markets. To assist Yahoo! in assuming sales responsibilities in the Covered Markets, Microsoft will provide
Yahoo! with CRM Data (other than credit card information) owned by Microsoft that is associated with non-Premium Direct Advertisers that are
located in the Covered Market to the extent that Microsoft is able to do so under its agreements with such Customers and applicable laws and
regulations.

3.        CPP Ads. The parties agree to delete Section 6.5 of the Agreement in its entirety so that any restrictions or payments related to CPP Ads will not apply
to Yahoo! as of the Fourteenth Amendment Effective Date. For clarity, after the Fourteenth Amendment Effective Date, revenue from CPP Ads will be
included in Other Ad Revenues under Section 9.1.4.

4.        Bad Debt. Effective as of January 1, 2016, the parties agree that the Bad Debt Rate for sales by Microsoft to non-Premium Direct Advertisers shall be
[*]% and the Bad Debt Rate shall not apply to Sales by Microsoft to Premium Direct Advertisers. Therefore, as of January 1, 2016, amounts related to bad
debt for Premium Direct Advertisers shall not be deducted from any payments from Microsoft to Yahoo!. The parties agree that [*]% of Net Revenues is
attributable to Premium Direct Advertiser and [*]% of Net Revenues is attributable to non-Premium Direct Advertiser and therefore Microsoft will only
deduct an amount equal to the product of Net Revenues and Bad Debt Rate in excess of [*]% (which is equal to [*]%) for [*]% of Net Revenues effective as
of January 1, 2016. In addition, within 30 days of the Fourteenth Amendment Effective Date Microsoft shall pay Yahoo any and all excess amounts that
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may have been retained, deducted, withheld or calculated by Microsoft in connection with payments to Yahoo using a Bad Debt Rate in excess of [*]% as
applied to Premium Direct Advertiser in January, February and March of 2016. For clarity, nothing herein changes the methodology for determining the Bad
Debt Rate for sales by Yahoo!.
 
5. Notices. Section 20.5 of the Agreement shall be amended such that the notices for Yahoo! shall be sent to:

Yahoo! Inc.
Attention: Marc Canabou
701 First Avenue
Sunnyvale, CA 94089
Telephone: (408) 349-3300
Telecopy: (408) 349-3510

with a copy to:

Yahoo! Inc.
11985 W. Bluff Creek Drive,
Playa Vista, CA 90094
Attention: Julie Hsu, Vice President and Deputy General Counsel
Telephone: (310) 907-2700
Fax: (310) 907-2701

6.        Miscellaneous. This Fourteenth Amendment will be governed and construed, to the extent applicable, in accordance with the laws of the State of New
York, without regard to its conflict of law principles. This Fourteenth Amendment may be executed in multiple textually identical counterparts, each of which
constitutes an original and all of which collectively shall constitute one and the same instrument. This Fourteenth Amendment may be amended or modified
only by a written agreement that (a) refers to this Fourteenth Amendment; and (b) is executed by an authorized representative of each party. This Fourteenth
Amendment binds the parties hereto and their respective personal and legal representatives, successors, and permitted assigns. Except as expressly set forth
herein, the Agreement remains in full force and effect and this Fourteenth Amendment does not alter, amend or change any of the other terms or conditions
set forth in the Agreement. To the extent of any conflict between this Fourteenth Amendment and any provisions of the Agreement, this Fourteenth
Amendment shall control with respect to the subject matter hereof.

IN WITNESS WHEREOF, the parties by their duly authorized representatives have executed this Fourteenth Amendment as of the Fourteenth Amendment
Effective Date.

 
YAHOO! INC.   MICROSOFT CORPORATION

By:  /s/ Marc Canabou   By:  /s/ Frederik van der Kooi

Name: Marc Canabou   Name: Frederik van der Kooi

Title:  VP, Search Products   Title:  CVP Advertising
 
[*]   Indicates that certain information in this exhibit has been omitted and filed separately with the Securities and Exchange Commission. Confidential
treatment has been requested with respect to the omitted portions.



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, Marissa A. Mayer, certify that:
 

1. I have reviewed this Form 10-Q of Yahoo! Inc.;
 

2. 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;

 

3. 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 operations, and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. 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 likely to materially affect,
the registrant’s internal control over financial reporting; and

 

5. 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: August 8, 2016  By: /s/ MARISSA A. MAYER
    Marissa A. Mayer
    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, Ken Goldman, certify that:
 

1. I have reviewed this Form 10-Q of Yahoo! Inc.;
 

2. 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;

 

3. 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 operations, and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. 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 likely to materially affect,
the registrant’s internal control over financial reporting; and

 

5. 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: August 8, 2016  By: /s/ KEN GOLDMAN
    Ken Goldman
    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 Quarterly Report on Form 10-Q of Yahoo! (the “Company”) for the quarter ended June 30, 2016 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), Marissa A. Mayer, as Chief Executive Officer of the Company, and Ken Goldman, 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 her
or his knowledge, 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/ MARISSA A. MAYER
Name:  Marissa A. Mayer
Title:  Chief Executive Officer

Dated:  August 8, 2016
 

 /s/ KEN GOLDMAN
Name:  Ken Goldman
Title:  Chief Financial Officer

Dated:  August 8, 2016

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.


