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Yahoo Expects Low End of Q3 Guidance; Sell-off
Creates Buying Opportunity

KEY POINTS:
• Q3 tracking towards the bottom end of guidance range
• Weakness attributed to search & branded (auto & finance)
• Automotive weakness is likely a short-term seasonal effect
• Panama investment likely impacting NT monetization
• Sell-off creates buying opportunity for Yahoo as well as other online ad names

(GOOG, AQNT, VCLK, TFSM, WSSI)

• Q3 Tracking to Low End of Guidance. Yahoo indicated today at a conference
that Q3 was tracking towards the low end of guidance ($1,115M-$1,225M in
revenue and EBITDA of $445M-$505M) with weaker than expected advertising
spend from both search and branded (automotive and financial services sectors).
We currently estimate revenue of $1,170M and EBITDA of $477M, both near the
midpoint of guidance.

• Auto Advertising Slowdown Appears to Be Short Term. Our discussions with
a major auto advertising services firm suggests that there was a slowdown in new
car launches in Q2 and Q3, which could have a modest impact on Yahoo's Q3
revenues. That said, our discussion indicated that there should be a significant
increase in new car launches in Q4 and 1H07. Additionally, we believe there was
increased advertising activity for employee discount pricing in the summer of
2005 which did not repeat this year. Hence, we believe the slowdown in auto
advertising referenced by Yahoo is primarily a seasonal effect and we would
expect a reacceleration in Q4 and 1H07. Our discussions also indicated that we
are not seeing any material slowdown in online spending by the auto companies
on an annual basis – our checks indicate 30%-35% growth expectations for 2007.

• Panama Investment Could Be Impacting Near-Term Search Monetization.
Our checks with online search advertisers and SEMs indicate that Yahoo may
have lost some ground in search monetization in Q3 as engineering resources
were pulled from incremental enhancements in order to work on the company's
upcoming Panama search platform release. That said, we believe the concerns
over Panama are priced into shares and Yahoo should resume monetization
improvements with the release of Panama in Q1.

• Sell-Off Creates a Buying Opportunity. We believe the Yahoo sell-off
following updated guidance creates a buying opportunity for Yahoo shares as
well as other online advertising companies (GOOG, AQNT, VCLK, TFSM,
WSSI). Yahoo currently trades at 9x our current 2007 EBITDA despite
conservative EBITDA estimated growth of 23%. We maintain our Outperform
rating and believe investors with a 6 month or longer time horizon should benefit
as Yahoo rolls out its Panama platform in Q1 and expected continued strong
growth in branded advertising.

PRICE TARGET AND JUSTIFICATION:
Our Price Target is $36, based on 15x 2007E EBITDA.

RISKS TO ACHIEVEMENT OF TARGET PRICE:
Risks include competition, slowdown in advertising, failure in new market
segments, and poor execution.

Hot Comment
September 19, 2006

Piper Jaffray & Co. does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decisions.This report should be read in conjunction
with important disclosure information, including an attestation under Regulation Analyst Certification, found on pages 2 - 4
of this report or at the following site: http://www.piperjaffray.com/researchdisclosures.

Customers of Piper Jaffray in the United States can receive independent, third-party research on the company or companies
covered in this report, at no cost to them, where such research is available. Customers can access this independent research
by visiting piperjaffray.com or can call 800 747-5128 to request a copy of this research.

Yahoo! Inc. Page 1 of 4

Safa Rashtchy, Sr Research Analyst
650 838-1347, safa.a.rashtchy@pjc.com

Aaron M. Kessler, Sr Research Analyst
650 838-1434, aaron.m.kessler@pjc.com

Nat Schindler, Research Analyst
650 838-1317, nathaniel.h.schindler@pjc.com

Paul J. Bieber, Research Analyst
650 838-1378, paul.j.bieber@pjc.com

Judy C. Tzeng, Research Analyst
650 838-1348, judith.c.tzeng@pjc.com

Piper Jaffray & Co.

Related Companies: Share Price:
GOOG 414.69
YHOO 29.00

http://www.piperjaffray.com/researchdisclosures
http://www.piperjaffray.com/researchdisclosures
http://www.piperjaffray.com/researchdisclosures
http://www.piperjaffray.com/researchdisclosures
http://www.piperjaffray.com/researchdisclosures


Important Research Disclosures

Q3 Q1 Q2 Q3 Q1 Q2 Q3 Q1 Q2
8

16

24

32

40

48

2004 2005 2006

09/22/03

OP:$42

10/09/03

SB:$50

01/12/04

OP:$50

01/15/04

OP:$53

04/05/04

OP:$58

04/08/04

OP:$67

05/14/04

OP:$33.5

07/08/04

OP:$35

10/13/04

OP:$38

01/14/05

OP:$45

06/10/05

GP On $45

07/20/05

OP:$43

10/19/05

OP:$45

01/18/06

OP:$42

07/19/06

OP:$36

08/10/06

GP Off

Rating and Price Target History for: Yahoo! Inc. as of 09-18-2006

Created by BlueMatrix

Notes: The boxes on the Rating and Price Target History chart above indicate the date of the Research Note, the rating, and the price target. Each box
represents a date on which an analyst made a change to a rating or price target, except for the first box, which may only represent the first Note written during
the past three years.

Legend:

I: Initiating Coverage

D: Discontinuing Coverage

S: Suspending Coverage

R: Resuming Coverage

T: Transferring Coverage

SB: Strong Buy (effective 01/12/04, Equity Research eliminated the SB rating)

OP: Outperform

MP: Market Perform

UP: Underperform

NA: Not Available

UR: Under Review

GP On: Listed on one of the Guided Portfolios maintained by Piper Jaffray

GP Off: Removed from the Guided Portfolios maintained by Piper Jaffray

Distribution of Ratings/IB Services

Piper Jaffray

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [OP]

HOLD [MP]

SELL [UP]

335

238

24

56.11

39.87

4.02

76

26

3

22.69

10.92

12.50

Note: Distribution of Ratings/IB Services shows the number of companies in each rating category from which Piper Jaffray and its affiliates received
compensation for investment banking services within the past 12 months. NASD and NYSE rules require disclosure of which ratings most closely correspond
with "buy," "hold," and "sell" recommendations. Accordingly, Outperform corresponds most closely with buy, Market Perform with hold, and Underperform
with sell. Outperform, Market Perform and Underperform, however, are not the equivalent of buy, hold or sell, but instead represent indications of relative
performance. See Rating Definitions below. An investor's decision to buy or sell a security must depend on individual circumstances.

Hot Comment
September 19, 2006

Yahoo! Inc. Page 2 of 4



Important Research Disclosures

Analyst Certification — Safa Rashtchy, Sr Research Analyst

Analyst Certification — Aaron M. Kessler, Sr Research Analyst
The views expressed in this report accurately reflect my personal views about the subject company and the subject security. In addition, no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this report.

Research Disclosures
Piper Jaffray was making a market in the securities of Yahoo! Inc. at the time this research report was published. Piper Jaffray will buy and sell Yahoo!
Inc. securities on a principal basis.

Affiliate Disclosures: This report has been prepared by Piper Jaffray & Co. or its affiliate Piper Jaffray Ltd., both of which are subsidiaries of Piper
Jaffray Companies (collectively Piper Jaffray). Piper Jaffray & Co. is regulated by the NYSE, NASD and the United States Securities and Exchange
Commission, and its headquarters is located at 800 Nicollet Mall, Minneapolis, MN 55402. Piper Jaffray Ltd. is incorporated under the laws of the
England and Wales and is authorised and regulated by the UK Financial Services Authority, and is a member of the London Stock Exchange, and is
located at 18 King William Street, London, EC4N 7US. Disclosures in this section and in the Other Important Information section referencing
Piper Jaffray include all affiliated entities unless otherwise specified.

Piper Jaffray research analysts receive compensation that is based, in part, on overall firm revenues, which include investment banking revenues.

Rating Definitions

Investment Opinion: Investment opinions are based on each stock's return potential relative to broader market indices, not on an absolute
return. The relevant market indices are the S&P 500 and Russell 2000 for U.S. Companies and the FTSE Techmark Mediscience index for
European companies.

• Outperform (OP): Expected to outperform the relevant broader market index over the next 12 months.
• Market Perform (MP): Expected to perform in line with the relevant broader market index over the next 12 months.
• Underperform (UP): Expected to underperform the relevant broader market index over the next 12 months.
• Suspended (SUS): No active analyst opinion or no active analyst coverage; however, an analyst investment opinion or analyst coverage

is expected to resume.

• Volatility Rating: Our focus on growth companies implies that the stocks we recommend are typically more volatile than the overall stock
market. We are not recommending the "suitability" of a particular stock for an individual investor. Rather, it identifies the volatility of a
particular stock.

• Low: The stock price has moved up or down by more than 10% in a month in fewer than 8 of the past 24 months.
• Medium: The stock price has moved up or down by more than 20% in a month in fewer than 8 of the past 24 months.
• High: The stock price has moved up or down by more than 20% in a month in at least 8 of the past 24 months. All IPO stocks

automatically get this volatility rating for the first 12 months of trading.
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Other Important Information

The material regarding the subject company is based on data obtained from sources we deem to be reliable; it is not guaranteed as to accuracy and
does not purport to be complete. This report is solely for informational purposes and is not intended to be used as the primary basis of investment
decisions. Because of individual client requirements, it is not, and it should not be construed as, advice designed to meet the particular investment needs
of any investor. This report is not an offer or the solicitation of an offer to sell or buy any security. Unless otherwise noted, the price of a security
mentioned in this report is the market closing price as of the end of the prior business day. Piper Jaffray does not maintain a predetermined schedule for
publication of research and will not necessarily update this report. Piper Jaffray policy generally prohibits research analysts from sending draft research
reports to subject companies; however, it should be presumed that the analyst(s) who authored this report has had discussions with the subject company
to ensure factual accuracy prior to publication, and has had assistance from the company in conducting diligence, including visits to company sites and
meetings with company management and other representatives.

This report is published in accordance with a conflicts management policy, which is available at http://www.piperjaffray.com/researchdisclosures.

Notice to customers in Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional
investors, i.e. persons who are authorised persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of the
United Kingdom, or persons who have been categorised by Piper Jaffray Ltd. as intermediate customers under the rules of the Financial Services
Authority.

Notice to customers in the United States:This report is distributed in the United States by Piper Jaffray & Co., member SIPC and NYSE, Inc., which
accepts responsibility for its contents. The securities described in this report may not have been registered under the U.S. Securities Act of 1933 and, in
such case, may not be offered or sold in the United States or to U.S. persons unless they have been so registered, or an exemption from the registration
requirements is available. Customers in the United States who wish to effect a transaction in the securities discussed in this report should contact their
Piper Jaffray & Co. sales representative.

This material is not directed to, or intended for distribution to or use by, any person or entity if Piper Jaffray is prohibited or restricted by any legislation or
regulation in any jurisdiction from making it available to such person or entity.

This report may not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose without the prior consent
of Piper Jaffray & Co.

Additional information is available upon request.

Copyright 2006 Piper Jaffray & Co. and/or Piper Jaffray Ltd. All rights reserved.
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