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Key Figures 

Full Year 2006 and 2005 

Los from operations 
Net profit /(loss) 

Net proflt /(loss) per share in Euro 
EBITDA ' 

r .. 

(13.1) (18.7) 30% 
1.7 (20.2) 108% 

0.01 (0.06) 108% 
(4.6) (10.3) 55% 

, .. 

Pro forma gros pmfit 
Pro forma gros margin ' 
Loss from operations 
Net l o s  

L.... 

14.5 14.1 3% 
62% 67% (9)% 

(5.2) (1.7) (206)% 
(5.2) (0.2) (3,051)% 

r..: 
! 
I. . 

Cash, cash equivalents and other 
investments in miüion Euro 

I. : 93.3 105.1 ( l i )% 

I :  

i 

I I I 
Net l o s  per share in Euro (0.02) I (0.01) I (206)% 
EBITOA ' I (1.2) I 1.7 I 1 70% 

' Restated by the sale of the Swedish business, please refer also to thee he financial results on 
KPMG Audit 

al Btotlmlettad pmfit presented excluding restructuring costs and impairment loss. 
EBIT/EBITDA are non-defined non-GAAP measurements, please refer to the expianato&hr%%#?&@%e~ 

figures, which are displayed on page 64. 
FEB 2007 
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Report to the shareholders 
b i s  report to the shareholden should be read in conjunction with the (consolidated) financial statements and 
notes thereto. This report contains certain forward-looking statements and information relating to LYCOS 
Eumpe based on the beliefs of LYCOS Europe as wel1 as assumptions made by and information currently 
available to LYCOS Eumpe. These statements include, but are not lirnited to, statements about LYCOS Europe's 
strategies, plans, objectives, expeations, intentions, revenues, expenditures and assumptions as wel1 as 
other statements contained in this report that are not historica1 facts. When used in this document, words such 
as "anticipate", "belleve", "estirnate", "expect", "intend", "plan" and "project" and similar expressions, as 
they relate to LYCOS Eumpe or its management, are intended to identify forward-looking statements. These 
statements, which refiect LYCOS Eumpe's current views with respect to future events, are not guarantees of 
future performance and involve risks and uncertainties that are difficult to predict. Further, certain forward- 
looking statements are based upon assurnptions as to future events that may not prove to be accurate. 
Investon are cautioned that forward-looking statements contained in this section involve bath risk and 
uncertainty. Several important factors cause actual results to differ materlally fmm those anticipated by these 
statements. 

1 Message from the CE0 

Dear shareholden, 

In 2006 LYCOS Eumpe reached a major milestone in the Company's histoiy. LYCOS Eumpe achieved its rnain 
finandal target to finish this financial year with a positive net income on a full year basis. The net pmfit for 
the period amounted to EUR 1.7 million, which Is an impmvement of 108 percent compared to the net loss of 
2005 of EUR (20.2) million. This was mainly realized by the disposal of the Swedish Portal business which 
resulted in a positive one-time gain of EUR 15.0 million. The disposal of the Swedish Access business, which 
was approved by the Swedish competitlon authorities on January 4, 2007, was closed on January 12, 2007 and 
wil1 be accounted for in the f in t  quarter 2007. These disposals were the result of a strateglc decision to 
achieve a better focus on the paid services and shopping and advertising based section of the Company. 

The financial statements of LYCOS Eumpe were restated in line with the accounting principies of the Company. 
The Swedish business, which is classified as discontinued operations, was excluded fmm the operating 
actMties. Lycos achieved to improve on revenues as wel1 as on €BIT compared to the reporting period of the 
previous year. Total revenues in 2006 (EUR 82.4 million) increased by 4 percent compared to 2005 (EUR 79.2 
miliion) and 2Cû6 €BIT improved by 30 percent (2006: EUR (13.1) million vs. 2005: EUR (18.7) million). 

To further strengthen the core businesses of LYCOS Europe the Company dedded to invest int0 its business unit 
Shopping. With the acquisition of mentasys GmbH, a German shopping rolution speclalist, a highly awarded 
technology was added to the LYCOS Eumpe network. 

The combination of the mentasys expertise in backend solutions wlth the professional front-end technologfes of 
LYCOS Europe's one hundred percent subsidiaiy Pangora wil1 leverage the competitiveness of this business unit 
in the international envimnment. This transaction doubles the shopping related development capadties and 
innovation rate, which will secure the leading role of LYCOS Eumpe in the future development of the 
eComrnerce industry. E> 

@ 
I 

<%, 
g:< 

hl 
E, 
rij 
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Furthermore LYCOS Europe continues to invest substantial arnounts in the development of new and state-of-the 
art  Intemet services by leveraging the high level of creativity and expertise of its employees. Amongst many .-. other new, professional services especially the successful launch of the unique and innwative human search 
engine, LYCOS IQ, pmved the Company's stmng position on the markt  of Intemet service providen. The idea 

development of Internet search engines. 

Based on these successes LYCOS Europe sees itself in a good position to increase its revenues qoing fomard. In 

further lmprove its operating results. 

< .  
I 

to make the knowledqe and expertise of thousands and potentiaily millions of people accessible to the online 
community wil1 lead to increasing! usage figures as wel1 as compietely new possibilities for the further 

. .  

.. 

the year to come the Company wil1 wrk hard to bring many new and or enhanced pmduts to market and 
nnnn 

Christoph Mohn 
Chief Executive Omcer 

KPMG Audit 
M 
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2 h o u t  LYCOS Europe and Overview 2006 

Reach profitable growth by borderles innovative actlvfties b a d  on operationai end technological 
excellence in  order to satisfy the shareholders', customen' and employees' interestr. 

After a year of restnicturing and setting up a new company structure in 2005 the activities of LYCOS Eumpe in 
2006 were focused on the renewal, stabilization and impmvement of most services as wel1 as on the 
strengthening of the core businesses. 

I 
I 

* -  

The Company focused on its strategy to start and develop several new, worid class and state-of-the-art 
pmducts and several product updates. These innovations and further developments are b a d  on the creatMty 
and the technical excellence of the team of LYCOS Eumpe's product and marketing managen, develapen and r 

1 technical support. 

Undentanding the whole range of LYCOS Eumpe services as a portfolio model, the intention i s  to launch 
numemus new pmducts of which som are expected to become successful. By this LYCOS Eumpe believes to 
secure i t s  position amongst the leading internet service pmviden in Eumpe. 

With over 31 million usen (including third party sites) LYCOS Eumpe owns one of the four main launch 
platforms in Eumpe and has the critical mass in s a k  and billing rysterns to offer hybrid modeis in the white 
label business. In order to further gmw the user base and make the LYCOS Eumpe network even more 
attractive several new partnership agreements were closed in 2M)6 as wel1 numemus initiatives were launched 
to make especially the portal pages of LYCOS Eumpe more attractive. 

LYCOS Europe is an innovator who combines strong creative skills with technical excellence 
Following its strategy of launching several new, state-of-the-art selvices per year LYCOS Eumpe introduced not 
only a new way of online searching, but also numemus other initiatives to impmve the user experience online. 
By doing u) it strengthened i t s  core business units and underiined i t s  leading mle on the Eumpean Internet 
market. 

I Lycos iQ Already in the beginning of 2006 LYCOS Europe set a new standard for online searches in Europe. With an 
innovative new search twl called LYCOS iQ the Company proved i t s  knowledge about men' actual needs and 
how to make perfect use of the current Web 2.0 trends. Based on LYCOS Eumpe's success in the field of online 
communities this service i s  a unique combination of a question and answer twl, a link tibrary and a community 
tool. The service was miled out in Denmark, France, Gemny, Sweden and the United Kingdom. 

LYCOS iQ iets usen pose complete questions directly to the LYCOS community instead of searching for 
keywords. The advantage i s  that usen get real and compiete answen instead of a list with countless links to 
websites that only refer to the keyword. The answen are pmvided by other individuals who have an expertise 
in  that particular field, or suggested from a database of saved responses and relevant bookmarks to other sites 
that are stored in the LYCOS iQdatabase. 

The idea behind LYCOS iQis that everybody has a certain kmwledge atout something that cannot be found 
anywhere else on the Internet, because it i s  based on experience. LYCOS iQ i s  a heipful twl if for example 
somebody moves to a new city and needs to find a gwd dcctor, a haircutter or the best Italian restaurant. 

, .L M l l e  the access to LYCOS iQ i s  free, answen can only be given by registered LYCOS iQ memben In order to 

I 
I secure the quality of the service. Usen are motivated to share their knowiedge by a ranking rystem, ranging 

from "Student" to "Einstein", which displays the level of expertise someone har shown in a certain field 
combi& with the activity level as a community member. 8:- 

j (3, 
The database of LYCOS iQ i s  also linked with the traditional LYCOS Search u) that answen are alm suggested to 
those usen who use the traditional keyword search. Thereby also the results of the traditional search become 

i' much more relevant. -1 
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Since intmduction about 130,Mx) questions have been posted. Thmughout the year the service has been 
further developed e.g. by offering an intelligent bmwser twibar and video answers. The twlbar allows asking 
questions fmm anywhere in the Internet without going to the LYCOS iQ website. Video answen can make it 
easier to answer to certain questions because a picture sometimes can be more meanin UI than a verbal 
description. 

At the same time the Shopping section has s e n  a lot of new developments. The one hundr-hdit 
subsidlary Pangora GmbH, one of the leading pmviden of product search and comparison tew ~ ~ g t , , ~ ~ o f  
Eumpe, managed to develop and implement several new services in 2006 like a trawl search and a fa ion 
search twl. 

?_] 

, 

S P  

& i Shopping 

FEB 5 s  I '  

I 

Pum=s 
N.V. 

I 
I .  Page 5 



i 

r ’’ 

L _  

i 
! 

i 
! 

c., 

I . .  

i 
L 

, 
< ., 

L 

Since the launch of LYCOS Travel Search it i s  offering already a comprehensive aggregation of flight searches 
that makes it easy to compare flight availabilities and prices. Information on fllghts i s  pmwded fmm wppiien 
like Air üeriin, ebooken, Gertnanwings, Opodo and Weglo. LYCOS Travel Search can be found in the LYCOS 
Shopping section. 

The LYCOS Fashion Search helpr to find the latest must-haves at the best prlces online. Moreover, this product 
presents hints for fashlon outiets and industrial selling. The fint venion of the Fashion Search is running on the 
shopping portal eVita which belongs to the LYCOS Eumpe network since 2002. 

The Eumpean shopping portai LYCOS Shopplng was relaunched in the fint quarter of 2006 with new features 
like test reviews and top ten product Usts, while shopping portal eVita was mlled out internationally to France, 
italy and the United Kingdom in the third quarter of 2006. eVlta and BuyCentral. both Dart of the LYCOS Eumoe 
network, started their OW affiliate program. 

At the same tlme Pangora was able to extend its range of partnenhips thmughout Eumpe with agreements 
with Axel Springer Verlag in Germany (for the shopping sites of w.welt.de, w.welt-am-sonntag.de, 
w.morgenpost.de). the German TV station Kabel1 (for w.kabeleins.de) and GelbeSeiten (for Local 
product and shop searches). In France, new partnership were closed with for example Le Monde (for their 
shopping site). 

Ako in italy, Pangora was able to extend its portal portfolio m’th new partnenhips with the local comparison 
engines Costameno and Techeye. With these partnenhips Pangora was able to offer its shop clients a Dresence 
in shopping channek of portals like MSN, Repubblica and Mondadori and rnanaged to double its reach. 

In order to strenghen and &end this very important business unit LYCOS Eumpe acquired the shopping 
rolution specialist mentasys GrnbH based in Karlsruhe (Germany), which was announced on October 6,2006. 
This i s  an important investment in LYCOS Eumpe’s gmwth strategy in the Shopping section. While Pangora i s  a 
specialist for shopplng search technologies who has i t s  strengths in the areas of front-end technologles, sales 
and intemational business the newly acquired mentasys brings in its expertise in back-end technologies, 
product advison and product data. 

The mentasys technology was amongst othen awarded wlth the German Innovation Award, Seal of Excellence, 
German Internet Prize and othen. It helps price comparlson sites, online shops and portal partners to 
significantly increase their traffic and revenues. By connecting sales networks with intelligent product advisan, 
mentasys i s  able to offer retailers, manufacturen and portal operaton a powerful package of guided selling 
measures which wil1 now be combined with the LYCOS Eumpe shopping solution portfolio. 

With this transaction LYCOS Eumpe was able to double the eCommerce development capaclties to set the pace 
fora higher rate of innovations. LYCOS Eumpe regards the transaction not only as a perfect move to lewrage 
its competitiveness especlally against intemational etommerce playen but moreover to play a major mle for 
the future development of the eCommerce industiy. 

Communication and Communities invented and dewloped completely new and innovative venions of its 
services thmughout the year which are expected to be launched in 2007. The goal that LYCOS Eumpe has set in 
thls context i s  to bring unique, consumer focured services to market which reflect its high standards in 
technology and creativity. 

In the meantime the business unit Communication and Communities st i l l  managed to update and further 
develop the existing services. A new photo wting community service called “Sexy like usl” was added to the 
service portfolio in the third qwrter 7.006. In this community U S ~ K  follow the trend of self-portrayal on the 
web and test the success of their looks directly In the community. 

Usen above 16 yean can upload a short profile with up to five pictures of themrelves. Other usen then rate 
these picture on a wale fmm ten to one: hot or not. The Top 5 most popular men and women are presented 
on the community’s start pap. Every user can dedde if hir photos are show to the whole community and if he 
or she wants to be contacted by other usen or not. The new service has ako been integrated with other 
services Iike the LYCOS Chat, JubiiBlogs and Love@LYCOS. 

At  the same time the LYCOS Chat, with its lively virtuai communlty of about 5 million registered memben 
Europe’s leading and most modern web chat facillty, continued its f i 
abuse on the Internet a h  in 2006. Therefore LYCOS Chat exten 
Danser, the international child pmtection mvement. Topther 
related information portal for parents and children In Germany 

For the LYCOS Chat it was also a goed success in Zûûó t o  win the Geman portal T-Online and the mobile 
service Vcdafone live! as new partners. LYCOS Eumpe and T-Oniine agreed on a l o n g - t ~ ~ ~ ~ n  the 
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field of onllne communication services. According to t h i s  agreement LYCOS Europe started to run the chat 
service of T-Oniine in 2006. The about 13 mililon users of T-Online (source: AGOF Internet facts 2005-11) now 
have the chance to go directiy fmm their T-Online site into Europe's leading chat run by LYCOS Europe. Here 
they can take the advantage of about 3.W functions and about 800 chat rwm. 

,... 

!. 

i 

, .., 
i 

Also Vodafone livel chose to include our outstanding chat service on their online and mobile portals 
(www.vodafoneiive.de) in the second quarter of 2w6. Hereby Vodafone livei users are @ven the possibility to 
chat via their mobile devices - be it from mbi le  to PC or completely remote fmm mobile to mobile. The 
service was launched as a premium offer by Vodafone Gemny. 

For those who lik to share their daily life and interests with the world JubiiBlogs have been extended by the 
feature of video and audio blogging. Bloggers can now record and upload W3-format audio files and video clips 
as wel1 as writing po- for thdr weblogs. 

Clips can be created using a digital camera, PC-based audio recording software or a webcam to capture video 
and sound. In cwperation with a partner company LYCOS Europe offers JubiiBloggen a free program which 
helps them to edlt together images, videos, sounds and text and upload them to their Blos without any 
technica1 know-how. Once posted, the clips are hosted and streamed by LYCOS Europe. 

! .,YCOS Mail in terms of communication services the whole appearame and usability of LYCOS Mail has been updated in 
2006. The impmved usability concept includes a tetter visibility of the most important functions, a deep ' 

r '  integration of other LYCOS Europe services like the communities, portal contents and a professional search tool 
i as wel1 as the 50 called Protek-On-System which includes leading security technologies like ,,Domain Keys" and 
I. 1 .SPF Sender Policy Framework". The 12-steps program includes a complete SSL-enciyption (Secure Socket 

Layer) with highest security standards. Depending on the email service chosen, LYCOS Mail offers beween 3M) 
! Megabyte (Me) and up to 10 Gigabyte (GE) web space. 

\... 
loStíng and Especially in the hosting and domain names business LYCOS Eumpe was able to pmve its expertise and high- 

r lornain 

i ames quarter 2üM. 
quality services again in 2006. A milestone was the intrcúuction of the Top Level Domain ".eu" in the second 

With an allocation quota of about 61 percent compared to the number of domains submitted to the EURid on 
the event of the land rush phase of the new European domaln ending on April?. 2 M ,  LYCOS Eumpe 
demonstrated again i t s  expertise in the fleid of domain registrations. With i t s  subsidiary uniteddomains AG, an 
official domain registrar, and its business unit LYCOS Web Hosting the European internet portal gained a 
European market share of nearly 9 percent in the first days of the .eu domain. 

The next land rush phase of the new Top Level Domain ".mobi" followed in the third quarter 2006. Here, 
LYCOS Europe's one hundred percent subsidiary united-domains participated in the sunrise period and land rush 
phase. Before the start of the general registration for this domain in  October 2006. united-domains had aireadv 
collected several thourands of pre-registmions. 

The business unit Hosting and Domain Names also intmduced some further developments in 2006. The business 
unit optimized i ts sem'ce portfolio and added a smal1 hosting package called Active Start for private users. 

. .  

,.. . 
I 

r .' 
! 
,.. 

, 

! With a personal domain name, 1,MX) hW web space and a monthly bandwidth of 8 GB this package fulfils 
exactly the needs of private and professional users who for example are just starting to build their online 
appearance. The package contains many of the professional features that LYCOS Web Hostlng is famous for, 
like a choice of LYCOS OneClickSite tools, a built-in email service for up to 20 accounts, php access and an eav 

For i t s  mid-sized and Large eShop packages LYCOS Web Hosting has integrated the PayPal payment solution in 
the third quarter 2006. With this well-known payment solution LYCOS eshop owners can be sure to receive 

Without any HTML knowledge anyone can set up a nice, professional online shop within minutes. 

c 3  *. 
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. ,  web builder. 
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their money and at the Same time also offer their customrs a secure and affordable payment sern'ce. 
Everybody can start selling on the web with LYCOS eshops, the Kommerce packages from LYCOS Web Hosting. 

i,.. 

i '' 
'.-LYCOS Wifi Another successful service of LYCOS Europe is  the LYCOS Wifi Sniffer 

Internet access. LYCOS Eumpe har established itzelf as the European 
Wifi Service, supwrted by LYCOS Eurow's partner Spotigo, includes 

Sniffer 

, .  
cities in 11 Eumkan countries. Thereif a b u t  23,000 hokpots are located in Germany&@jj@$&íí& leaer of 
Kingdom. 
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LYCOS Europe offen one of the maln launch snd marketing platform in Europe 
Ai1 the new product developments wil1 continue to secure a Large user base. The strategic approach of channel 
extensions pmved to be a successful reach driver in 2006. in total, the number of stratesic partners in this field 
has risen to 16 now including About.com, IMDb.com and Map24 as weli as numerous Local partners in France, 
Cermany and the United Kingdom. 

in the thlrd quarter of 2006 LYCOS Eumpe was able to slgn a deal wlth the Internet Movie Database (IMDb), 
"Earth's blggest mv le  database", for the European Inventory of the IMDb webslte. The sltes of IMDb feature 
cast IIN, quotes, trivia, reviews, box office data, blogaphles and photography and other data regarding 
ceiebrlties and movles. 

LYCOS Europe is  the sole agent of sales for IMûb coverlng Denmark, France, Germany, italy, Norway. Spain, 
Sweden, the Netherlands and the United Kingdom. ~ccording to Nlelsen Netratings this partnership adds about 
5 million unique usen to the LYCOS network per month. 

The successful partnership wlth About.com was a h  exrended in 2006. About.com, the onllne source for 
orlginal consumer information and advice based in the United States, Is a subsidiary of The New York Times 
Company. Known as one of the maln consumer infonadon resources About.com Is vlslted by mlllions of 
Eumpean users every month. According to thir mles agreement that was f in t  closed in June 2005, LYCOS 
Eumpe acts as a saies agent for the European inventory of About.com, coverlng Denmark, France, Germany, 
italy, Spaln, Sweden, the Netherlands and the United Kingdom. 

LYCOS Europe focuses on l ts core competenties 
Contrary to the investments In the eCommerce and shopping area LYCOS Eumpe made the strateglc ddslon to 
wlthdraw from the Swedlsh market and sold its Portal business and lts Swedlsh Access business. 

On September 29, 2006, LYCOS Europe sold the Swedlsh Portal business Wwwsprayse of i ts subsidiary Spray to 
the media company Aiier Svenska AB. The agreement between LYCOS Eumpe and Aller Svenska AB includes the 
ongoing supply with a wlde range of web services belng deveioped by LYCOS Eumpe such as Spray Mail, Spray 
Chat, and Spray Hostlng In the future. In addltlon to the collaboration for these products both partners agreed 
upon a co-operation for International online advertising s a k .  By doinq so, spray.se wlli st i l l  be integrated Into 
LYCOS Eumpe's panEuropean sales network. 

On November 23, 2006, LYCOS Europe sold Its Swedish Acces business which operated under the brand Spray 
to Glocalnet kandinavia AB. This transaction was appmved by the Swedish competition authorities on January 
4, 2007 and was ciosed on January 12, 2007. 

h..;' 
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Saies and marketlng expenses 
General and administrative expenses 
Research and development expenses 
Other Income 

i "  

(24.1 98) (23,603) (6,920) (5,9651 
(21,525) (20.393) (5,229) (4,266) 
(16,799) (18,511) (4.905) (3,743) 

852 669 177 169 
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3 Finandal Results 

The following financial information i s  presented on a pm fonna basis following the presentation requirements 
of the Company's previous GMP. This should allow a further understanding of the current finandal 
performance. In comparison to the presentation required according to the international Financial Reporting 
Standards as adopted by the EU ("IFRS"), extraordinary items (e.g. restructuring co-) are exciuded fmm the 
functions and are presented in separate line items. 

The Swedish Portal business and the Swedish Access business were soid on September 29,2006, and November 
23, 2006, respectively, and are clasrified as dixontinued operations. As at December 31, 2006, the sale of the 
Swedish Access business was subject to appmval of the Swedish competition authorities. Further for 
comparative purposes the 2005 financial statements have been restated. 

I I I I 
Pm forma cost of revenues (30,199) I (28.669) I (8,879) I (6,793) 
Pm forma gros profit I 52,181 I 50,577 I 14,509 I 14,136 

I I I 

In the following dixussion reference i s  made to the acquisition of mentasys GmbH on October 6, 2006. For 
comparison purposes, where presented as adjusted for the acquisition, comparatlves are calculated on the 
basis, as if the acquisition would have had occurred on January 1, 2005. 

Revenues 
Revenues fmm paid services and shopping showed ~ o o d  growth rates an 
efforts to extend i t s  paid services offer. Advertising revenues contribu 
and shopping with 49 percent to LYCOS Eumpe's total revenues in the períod ended D- 
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Amounting to EUR 82.4 rnillion for the year ended December 31, 2006, LYCOS Eumpe's v nues increased by 
4 percent compared to the year ended December 31, 2005. Adjusted for mentasys G m b ~ i ~ $ t # @ i r e d  in 
2006, revenues increased by 6 percent. 

hbls for identjfim 
KPMG kun tan ts  N.V. 

LYCOS 
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Advertislng revenues for the year ended December 31, 2006, decreased by 7 percent compared to the year 
ended December 31, 2005. 

Pald services and shopplng for the year ended December 31,2006, increased by 23 percent compared to the 
year ended December 31, 2005. The increase of paid services and shopping i s  the result of the contlnuous 
gmwth in exlstlng pduc ts  and the successful launch of .eu domains. Adjusted for the acquisition made in 
2DD6 paid services and shopping revenues increased by 28 percent. 

Interconnect revenues for the year end?d December 31, 2006, decreased by 14 percent compared to the year 
ended December 31,2005. Thb decrease i s  mainly driven by the price dmp In the German access market. 

Barter revenues represented iess than 5 percent of net gmup revenues during those periods. 

Revenues for the three months ended December 31, 2006, of EUR 23.4 mllllon, Increased by 12 percent 
compared to revenues of EUR 20.9 milion for the three rnonths ended December 31,2005. Adjusted for the 
acquisltion of mentasys GmbH, revenues for the three months ended December 31, 2006, increased by 8 
percent compared to the three months ended December 31, 2005. 

Cost of Revenues 
Cost of revenues Increased fmrn EUR 28.7 mlllion for the year ended December 31, 2005, to EUR 30.2 miliion 
for year ended December 31, 2006. 

The gmss margin decreaxd to 62 percent for three months ended December 31, ZW6, compared to 68 percent 
for the three months ended December 31, 2005. 

hles and Marketing 
Sales and marketing eenses amounted to  EUR 24.2 milllon for the vear ended December 31. 2006. which i s  an 
Increase of 3 perceit compared to sales and marketing expenses of ÉUR 23.6 mlllion for the k a r  ended 
December 31,2005. 

in the three months ended December 31, 2006, saies and marketlng expenses amounted to EUR 6.9 miiilon 
compared to EUR 6.0 million for the three months ended December 31, 2005. 

General and Adrninistratlon 
General and adminlstratlve expenses Increased from EUR 20.4 mlllion for the year ended December 31, 2005 to 
EUR 21.5 mlllion for year ended December 31, 2W6. Adjusted for the acquisltion made during 2006, generai 
and administrative expenses increased by 4 pemnt  mly. 

General and admlnistratlve expenses for the three months ended December 31, 2006, imreased by 23 percent 
compared to the same period last year. 

Research end Development 
C O N  incurred for research and product development amounted to EUR 16.8 million for year ended December 
31, 2006, compared to EUR 18.5 million for the year ended December 31, 2005. Thls decrease of 9 percent is 
primarily due to the cost reduction program of LYCOS Eumpe. 

Research and deveiopment costs increased frum EUR 3.7 miliion for the three months ended December 31, 
2005, to EUR 4.9 mlllion for the three rnonths ended December 31, 2006. This increase reflects the ongolng 
commitment to dellver new products during 2007 and the additlonal deveiopment capadtles for mentasys. 

Amortlzatlon of Intan@bles 
Amortization expenses amounting to EUR 1.4 mlllion for the year ended December 31, 2006 are mainly related 
to amortization of intangble assets excluding goodwill Identifled in the purchase price accounting of united- 
domains AG, Pangora SAS and mentasys GmbH. 

h r t i z a t i o n  expenses for the three months ended December 31, 2006 are amunting to EUR 0.5 mlllion. 

EBiTiJA 
EBITDA Is  not a measure recognlzed by IFRS. This and simliar measu 
differing purposes and are often calculated In ways that reflect the 
page 64 for LYCOS Europe's deflnition of the EBITDA result. 

The EBITDA result amounted to EUR (4.6) million for the year ended December 31, 2DD6, whlch IS an 
imprwement of 55 percent compared to the year ended December 31, 2005 (EUR (1 

ifferent companfes for 
of those companles. 5ee 

PMG Audlt 
the A P w x p e R a i ~ g t o t h s ~ o f  
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The EBITDA result decreased from EUR 1.7 million for the three months ended December 31, 2005, to EUR (1.2) 
million for the three months ended December 31,2006. 

Flnandng 
The total amount for cash and cash equivalents, short-term and long-ten deposits decreased fmm EUR 105.1 
million on December 31, 2005, to EUR 93.3 million on December 31, 2006. During the year ended December 31, 
2006, LYCOS Europe wed EUR 0.5 million cash in operating acth'ities, which i s  an impmvement of 95 percent 
compared to EUR 9.7 million used durinq the year ended December 31, 2005. in addition, during the year 
ended December 31, 2006, an amount of EUR 2.1 milllon was ured for the acquisition of pmperty, plant, 
equipment and intangible assets. The net cash received for the sale of the Swedish Portal business of  LYCOS 
Eumpe arnounted to EUR 16.6 million. 

LYCOS Eumpe focuses on redudng its operating loss and wil1 continue to do 50, expecting no additional funding 
requirement until becoming cash-flow positive. 

4 TheShare 

Shareholder Structure 
LYCOS Eumpe's legal shareholder structure as a t  December 31, 2006, is as follows: LE Holding Corp. (32.1 
percent), üerteismann Internet Holding GmbH i Flreball Internet GmbH i Jahr Vemögensvemaltungs GmbH 
and Co. KG (20.0 percent), Christoph Mohn Internet Holding GmbH (12.1 percent), LYCOS Eumpe N.V. [shares 
held as treasury shares] (0.2 percent), and Free Float (35.6 percent) including Amber Master Fund SPC. 

As at December 31, 2006. the total number of shares outstanding i s  311,576,344, excluding the treasury shares. 

Stock Price Performance 
LYCOS Eumpe's Stock Price Performance Compared to Technology AI1 Share Index 

LYCOS Eumpe's share price faced a non satisfying development !n the COUM of the year 2006. The share price 
dmpped by 19.5 percent fmm EUR 1.13 (Frankfurt Stock Exchange, opening price January 2, 2006) to EUR 0.91 
(Frankfurt Stock Exchange, closing price December 29,1006) and therefore could not cmpete with the 
Technology Al1 Share Index whlch rore by 23.2 percent in the same period. 

KPMQ Audit 
the Appendixpnainhiotothaletiad 

5 Employees 

LYCOS Eumpe had 714 employees at the end of 2006 compared to 688 employees at the end of 2005. As 
aforementioned, LYCOS Eumpe wld itr Swedish Portal and Access business, both busin 
subsidiary Spray Network AB with headquarters in StockholrníSweden. 
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As at December 31, 2006, the sale of the Swedish Acces business was subject to appmval by the Swedish 
competition authorities. 21 employees of the total staff are related to this Hne of business. 

Fmm al1 employees 55 percent are located in Germany, 21 percent in Armenia, 1 percent in France and 
11 percent In offlces located in Denmark, italy, the Netherlands, Sweden and the United Kingdom. 

LYCOS Eumpe has a team of outstanding creative and technica1 experienced employees. The base is the 
Company's corporate culture, which i s  dominated by mutual respect and excltement over future tasb. The 
Company offen a professional envimnment for al1 employees with a focus on the respect for the differences in 
the cultures. With the necessaiy resources in place, the employees can reach the goals and utilize their 
potential. The recognition of the team effort as wel1 as the single performance is  of high importan€e to the 
Company. 

6 Corporate Governance 

LYCOS Eumpe N.V. endorses tk importance of good corporate govemance, which is undentood to include 
honest and transparent acting on the part of management, correct supervision of this corporate governance 
and accepting responsibility for the supervision carrled out. This section of the Company's annual report 
pmvides an outline of i t s  corporate governance stmcture. LYCOS Eumpe applies the Dutch Corporate 
Governance Code, which was published by the Corporate Covemance Commission on December 9, 2003, to 
most points. Deviations are specifically discussed and explaiwd in the subsection entitled 'Deviations fmm the 
Dutch Corporate Governance Code' below. 

LYCOS Eumpe's Management Board and Supervlsoiy Board are responsible for weighing up the interests of the 
Company's customers, supplien. employees and capital providen among with interests of the shareholden. In 
doing this LYCOS Eumpe's boards strive to create shareholdervalue in the long term. 

The corporate govemance principles LYCOS Europe employs are deposited in the Company's Articles of 
Asmiation, the By-hm of 10 Management Board, the By-Lam of i t s  Supervisory Board and other documents. 
LYCOS Eumpe has a written code of business prlnciples and a written whístleblowing policy. AL1 of raid 
documents and other information that LYCOS Eumpe i s  required to publish or deposit pursuant to pmvisions of 
company law and securities law applicable to the Company are posted on a separate corporate governance 
section MI the Company's website. 

During the Company's ZWJ5 Annuai General Meeting of Shareholden i t s  corporate govemance policy har been 
dlxussed and i t s  Management Board and SupeMsory Board have giwn account accordingly. Substantial future 
changes to LYCOS Europe's corporate governance structure, if any, wlil be submitted to the General Meeting of 
Shareholden for diwussion. 

Durlng 2006 a few changes were made to the T e m  of Reference of the Audit Commlttee. The By-Laws of the 
Supervisory Board are in the pmcess of being changed as well. Given the minor importance of these changes, 

E )  they are not further discuwd In this report. 

Management Board I 

Role end procedure 1 3  

Management responslblllties I?? 

The management responsibility i s  vested In the Company's Management Board. Thls includes among other ! 
things responsibility for determining and achievlng the Company's objectives, strategy and policies and the ".) 
development of results. LYCOS Eumpe's Management Board reports on these matters to i ts SupeMsoiy Board i;.? 

(3 and to the General Meeting of Shareholden. In discharging its mle, LYCOS Eumpe's Management Board focuses 
on the Company's lnterests taking into consideration the interests of its siakeholden. LYCOS Europe'r ".d 

: .- 
. .. 

-. 

... . .  
Management Board pmvldes i t s  Supervlsory Board with al l  the information necessary for the exercise of i t s  
duties in a timely fashion. 

LYCOS Eumpe's Management Board i s  responsible for complying with al1 
managing the risk. assdated with the Company's actMties and l t s  fina 
on these matten to the Supervisory Board and the Audit Committee an 
management and contml systems with these bodies. 
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Compositfon ond oppointment 
Christoph Mohn, the Company's Chief Executive Omcer (TEO.), c u m t l y  is the sole member of the 
Management Board. Christoph Mohn has been appointed for an indefinite period of tlme and LYCOS Eumpe is of 
the opinion that this cannot be changed unilaterally by the Company int0 a fixed-term position. New memben 
of the Management Board are e m t e d  to be appointed fora term of four yean (wlthout prejudice to the 
possibility of reappointment), pmvided market drcumstances so permit. 

Purwant to the Company's Articles of Assodation LYCOS Eumpe's Management Board must consist of one, two 
or three memben who are appointed by the Company's General Meeting of Shareholden. The meeting of 
holden of LYCOS Eumpe's class AB shares have the right to make a binding nomination for filling one wat on 
the Company's Management Board. The penon appointed in this seat i s  referred to as a managing director AB. 
Christoph Mohn is  a managing director AB. The meeting of holden of LYCOS Europe's class AA shares may 
determlne that a w o n d  Management Board member must be appointed and if y> determined, it wil1 have the 
right to make a binding nomination wlth respect to the mond  seat. The penon appointed in that seat would 
be referred to as a managing director AA. If the meeting of holden of class AA shares has detennined that 
there must be a managlng director AA, the meeting of holden of ciass AB shares may determine that the 
Management Board shaii consist of three managlng dlrecton. In that case, the third managlng director wil1 
neither be a managing director AA nor a managing director AB and in respea of thls seat no binding nomination 
rights exist. A nominatlon for appointment of a managing director AA or AB prepared by the shareholden of the 
relevant class wlll be bindlng if consisting of at  least tw candidates. The General Meeting of Shareholden can 
overtide the binding nature of stKh nomination only by a two-thirds majority representing more than me-half 
of the Company's issued share capital. 

In October 2W6, Beitelsmann Internet Holdlng GmbH (BIH) and Christoph Mohn Internet Holding GmbH (CMIH), 
owning 39,27 percent and 37.73 percent respectively of al1 class AB shares outstanding and both aiso holding a 
number of c k  B shares, informed the Company of their mutual agreement that (I) wlth respect to 
nomination, appolntment and remwal of the CE0 and SupeMsory Board memben AB, BIH wlll exercise its 
voting rights in accordance wlth instructions given by CMIH; and (li) wlth respect to the appmval of capital 
measures such as the issue of share options and convertible ioan notes, they wil1 act as if BIH had a veto right. 

LYCOS Eumpe's Management Board must appoint a Chief Finandai Officer (TFO') whether or not from amng 
its memben, on the pmposal of the CEO. However, if the Management Board consizts of three members and 
pmvided the p e r m  wha Is  neither a managing director AA nor a managlng director AB Is nominated by the 
CEO, that person shall be the CFO. During 2006 LYCOS Europe's CFO was not a member of the Management 
Board and therefore acted under the responsibility of the Management Board. The CFO Is among other things 
responsibie for formuiating the Company's finandal strategy, overseeing and ensuring the integrity of i t s  
accounts and its financlal reporting. 

Mn. Lydia Lux-Schmitt, who was the Company's CFO but not a member of the Management Board, left the 
Company as of September 30, 2006. Since then, the functions of the CFO have been temporarily assumed by 
the CEO. 

Remuneraiion 
Amount ond composition of the remunerotion 
LYCOS Eumpe placer a high importance on attractlng and retaining qualified directon and pemnel, whiist 
safeguarding and promoting the Company's medium- and long-term Interests. The Remuneration Pollcy for 
memben of the Company's Management Board i s  reflective thereof. It i s  designed to support LYCOS Eumpe's 
strategy for value creatlon and shareholder alignment and to strengthen the Company's Management Board 

r..> 
The Remuneration Policy for the memben of LYCOS Europe's Management Board inciudes fixed and variable I-', 

c;) components. The ownenhip of shares in the Company's capital by Management Board memben is  for long-tenn 
investment. .%j 

An overvlew of the remuneratlon of Christoph Mohn, who i s  currently LYCOS Eumpe's mie Management Board 
member, can be found on page 58. 

Detemination ond dlsclosure of remunerotfon 
LYCOS Eumpe's current Remuneration Polky that has been discussed and adopted by its 
Meeting of Shareholden can be found on page óü. Subsequently, every material amendm 
Remuneration Poiicy wil1 also be submitted to the General Meeting of Shareholden. 
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Confllcts of Interest 
Any member of LYCOS Eumpe's Management Board i s  required to immediately report any conflict of interest or 
potential conflict of interest that i s  of material significance to the Company or to the member of the 
Management Board to the Chainnan of the Supervlsory Board. Where the Supervisory Board decides that a 
particular transaction must be treated as a transaction in which a Management Board member has a conflict of 
Interest, lt shall also decide on the internal decision-making process to be followed in respect thereof. Al1 
transactions in which there are conflicts of interest with a Management Board member are agreed on arms 
length conditions. Dedsions to engage In transactions in which conflicting Interests of a Management Board 
member are Involved, which are of rnaterial significance t o  LYCOS Eumpe andlor to the Management Board 
member require the appmval of the SupeMsory Board. In the went of a conflict of Interest between LYCOS 
Eumpe and a Management Board member, the Company shall be represented by the person or persons 
deslgnated for such purpose by the Supervisory Board (which may but need not be the Management Board 
member concerned), save when one or nwre other persons were previously designated by the General hkeeting 
of Shareholden for that purpose. 

Acknowledglng that Christoph Mohn has a personal financlal Interest In Bertelrmann AG, LYCOS Eumpe's 
Supervisory Board closely monitors the Company's dealings with Bertelrmann and i t s  affiliates. 

Supervlsory b a r d  
Tasks and procedure 
LYCOS Europe's SupeMsory Boards responslbllity i s  to supervise the policy of the Company's Management 
Board and the general af fa in of LYCOS Europe and i t s  business as wel1 as to assist the Company's Management 
Board by pmviding advice. In dolng so, the Supervisory Board i s  guided by the Company's interests and takes 
into account the relevant interests of its stakeholden. The Supervlsory Board I s  responsible for the quality of 
i t s  own functioning. 

Independence 
Compositlon and appointment 
The memben of the Supervisory Board are appointed by the General Meeting of Shareholden fora perlod of 
four years. As a general nile, LYCOS Eumpe's SupeMsory Board memben may serve a maximum of three terms 
of four yean on the SupeMsory Board. 

LYCOS Eumpe's Supervisory Board currently consists of six memben, belng three supewisory directors AA and 
three supeMsory directon AB. The meeting of holden of the Company's class AA shares have the right to make 
blnding nomlnatlons for the appointment of supervisory directon AA and the meeting of holden of the 
Company's class AB shares have the right to make binding nomlnatlons for the appointment of supervisory 
directors AB. A nomination for appointment of a supeMsoty director AA or AB made up by the shareholden of 
the relevant clasr wil1 be binding if consisting of at least twa candidates. The General Meeting of Shareholden 
can override the binding nature of such nomination only by a two-thirds majority representing more than one- 
half of the Issued share capital. 

The expertise and composltion requirements of LYCOS Eumpe's SupeMsory Board are laid down in a 
Supervisory Board Pmfile which is annexed to the By-Laws of the Company's Supervisory Board. The SupeMsory 

Board i s  at  al1 times such that the Supervisory Board as a whole can perfonn its dutles effectively and 
responsibly and that each individual member of the Company's Supervisory Board is able to make a 
contrlbution by his or her specific qualities. 

The composltion of LYCOS Eumpe's Supervisory Board i s  such that i ts memben can act critically and 
independently of one another, and of the management and any particular interest, acknowieàging, however, 
that under the Company's Articles of Association the meeting of holden of i t s  class AA shares and the meeting 
of holden of its class AB shares have special nominatlon rights with respect to the appointment of Supervisory 
Board memben and pmvided that LYCOS Eumpe does k a r  certain characteristics of a joint venture between 
the holden of lts class AA and AB shares justifying that the Company's Supervisory Board memben are selected 
from persons occupying functions (as a director, officer or otherwlse) with a h 
parties related thereto. 

Under the criteria of the Dutch Corporate Governance Code, only one of LYC 
memben qualifier as independent. Messn. Rodrigwz-Vina, Rovira de OsSó and Velo Pulg-D 
Eumpe's supervisory directon AA, are not independent as they are directon or officen o 
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, .~ Board i s  responsible for promoting, withln the limits of its powen, that the slze of LYCOS Eumpe's SupeMsory I 
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i s  the parent of the Company that owns LYCOS Eumpe's class AA shares, representing over 10 percent of the 
Company's share capital. Mr. Mateu Isturk, who was a ~ ~ p e ~ ' x i i y  director AA, was an officer of Teiefónica SA 
until November 2005 and i s  currently employed by Aitadis SA. Mr. Richter, one of LYCOS Eumpe's supervisory 
directors AB and the Chainnan of the Supervixiry Board, was formeriy employed with and has a buslness 
relationshlp wlth Bertelsmann AG, which is the parent of the majority holder of LYCOS Eumpe's class AB 
shares, representing over 10 percent of the Cornpany's share capital. Mr. Buch, also a supervixiry director AB, 
i s  employed with an affliiate of Bertelsmann AG. Mr. Bohnert, who is  abo a wpervisoty director AB, is 
independent, notwithstanding the fact  that he was the advisor to a company which in the past was an affiiiate 
of Bertelsmann AG and notwithstanding the fact that he is a partner of a iaw finn of which other partners do 
certain wo& for Bertelsmann AG or i t s  afflliates. 

Roie of the Chairman of the Supervisory Board and the Cwiipany Secretary 
The Chainnan and Vice Chalrrnan (if any) of LYCOS Eumpe's Supervisory Board are appointed by the meeting of 
holden of the Company's ciass AB shares. The Chainnan Is  not a former member of the Management Board. 

The duties of the Chainnan of LYCOS Eumpe's Superviwry Board include preparing the agenda and chairing 
Supervlsory Board meetings, monitoring the satisfactory functioning of the Supervisor/ Board and i t s  
Committeer, arranging the adequate pmvislon of infonnation to the Supervlsory Board members, ensuring that 
there i s  sufficient time for making decisions, being the main contact point on behalf of the Supervisory Board 
for the Management Board, initiating the evaluation of the functioning of the Supervisory Board and the 
Management Board and as Chainnan ensuring the orderiy and effident conduct of General Meetings of 
Shareholden. The Chainnan of the Supervisory Board is asslsted by the Company Secretary who i s  as such also 
the secretaty of the Supervisory Board. 

Compositlon and role of the Cornmlttees of the Superiisory Board 
Without prejudice to its own responsibiiity, LYCOS Eumpe's Supervisory Board has established an Audit 
Committee and a Remuneration Comrnittee, each consisting of three members of the SupeMwry Board. The 
task of these Cornmittees prlmarily i s  to prepare the dedsion-making of the Supervisory Board. 
In view of the binding nomination rights of the holden of LYCOS Eumpe's class AA and AB shares regarding 
appointments to the Company's Supervisory Board and Management Board, the Supervisory Board has not 
establirhed and does not intend to establirh a nomination commfttee. 

Audit Committee 
The purpose of the Audit Committee i s  to assist LYCOS Eumpe's Supervisory Board on the execution of its 
supervisory responsibility concerning among other things the Company's períonnance, policy and procedures in 
the area of financial administration and financial reporting and internal contml systems, the integrity of the 
financiai reports and the evaluatlon and independence of the Company's external auditor. 

The Audit Committee shall decide if and when LYCOS Eumpe's CEO, i t s  CFO andlor its external auditor should 
attend i t s  meetings. In addition, independent experts may be invited to attend meetings of the Audit 
Committee. Each member of the Superviwry Board may attend meetings of the Audit Committee. The Audit 
Committee may require any of LYCOS Eumpe's officen or employees, Its extemal legai advisen or its external 
auditor to attend a meeting of the Audit Comrnittee or to consult with members or advisen of the Audit E 

i:* 
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Committee. M e n  need arises, the external auditor may request the Chainnan of the Audit Committee to be 
allowed to attend a meeting of the Audit Committee. 

The purpose of the Remuneration Committee i s  to assist LYCOS Eumpe's Supervisory Board with, among other 
things, resolving on the compensation of the CE0 and any other Management Board memben, if appointed, and 

I - 
Remuneration Committee 

I 

I\ > 
the proposai for and regular review of the remuneration policy. 
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Conflicts of interests 
Any member of LYCOS Eumpe's Superviwry Board i s  required to immediately report any conflict of interest or 
potential conflict of interest that i s  of material significance to the Company or u) the member of the 
Superviwry Board concerned to the Chairrnan of the Supervisory Board. Where the Supervisory Board decldes 
that a particular transaction must be treated as a transaction in which 
conflict of interest, it wil1 a h  decide on the internai decision-making 
therwf. Al1 transactions in which there are conflict5 of interest wlth a 
on arm's l e n m  conditions. Decisions to engage in transactions in whi 
Board member are involved. which are of materiai siwificance to 
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LYCOS Eumpe's Supervisory Board i s  a h  responsibie for decision-making conceming the handling of conflicts 
of interest of memben of the Management Board, large shareholden and the extemal auditor in relation to the 
Company. 

Acknowledging that al1 memben but one of LYCOS Europe's Supervisory Board have a relationship with either 
Telefónica SA, or afflliates thereof, or Bertelsmann AG, or affiliates thereof, LYCOS Eumpe's Supervisory Board 
ciosely monitors the Company's dealings with Telefónica SA, Bertelsmann AG and their respeaive affiliates. 

üernuneration 
The remuneration of the memben of the Supervisory Board, if any, i s  determined by the General Meeting of 
Shareholden. No shares andlor rights to shares in LYCOS Eumpe's capital are granted to Supervisory Board 
memben by way of remuneration. 

The shareholden and the general meeting of sharehoiders 
Powen 
Good corporate govemance assumes fuil participation of shareholden in the decision-making process in the 
General Meeting of Shareholden. it Is in the Company's interest that as many shareholden as possible 
particlpate in the decision-making pmess in the Generai Meeting of Shareholden and that the General 
Meeting of Shareholden piays a full role in the system of LYCOS Eumpe's -checks and balances'. 

The most important wwen of LYCOS Eumpe's General Meeting of Shareholden are: . . . . . . . 

. 

. 

. 

adoption of the Company's Dutch statutory annual accounts; 
appmval of dMdends; 
granting release fmm Iiability to the Company's Management Board and Supervlsoiy Board memben; 
appointment, suspension and remval of the Company's Management Board and Supervlsory Board 
memben; 
adoption of a poücy on remuneration of the Company's Management Board memben and determination of 
the remuneration of i t s  Supervisory Board memben; 
appointment and remval of the extemal auditor; 
appmval of decidons of the Cornpany's Management Board on significant changes to LYCOS Eumpe's 
identity or character (within the maning of those terms under %ion 2:107a of the Dutch Civi l  Code) or 
the identity or character of LYCOS Eumpe's business, in any case conceming the transfer of (nearly) the 
Company's entire business, the entering int0 or terminating of joint ventures which are of fundamental 
importance to LYCOS Eumpe and the acquiring or disposing of participations the value of which equals or 
exceeds one third of the sum of the Company's assets according to its latest adopted consoiidated balance 
sheet; 
delegation to the Company's Management Board of the power to issw shares in the Company's capital, it 
being undentood that the exercise of such delegated power by the Management Board is subject to 
appmval by the Supeivisory Board; 
authorization of the Company's Management Board to make LYCOS Eumpe repurchase shares in its own 
capitai, it being understwd that upon authorization the exercise of such power by the Management Board 
is subject to appmval by the SupeMsory Board; and 
appmval of any arnendments to the Company's Articles of Asrociation. 

Furthemmre, any substantial modification to LYCOS Europe's corporate gwemance structure and its policy on 
reserves and dividends wil1 k presented to the General Meeting of Shareholden for diwussion. 

The right to place an item on the agenda 
Shareholden who, alone or jointly, represent a t  least one percent of the isrwd capital or a shareholding, 
alone or jointly, at  least worth EUR 5Ll.oW.WO according to the official price l is t  of any stock exchange, shall 
have the right to request to the Management Board or the SupeMsory Board that items be placed on the 
agenda of the General Meeting of Shareholden. These rquests wil1 be honored by the Management Board or 
the Supervlrory Board under the conditions: (1) that important company interests do rot dictate othemise; and 
(2) that the rrquest i s  received by the CE0 or the Chairman of the SU in writing at least M) days 
before the date of the General Meeting of Shareholden. 

KPMG Audit 
tb Appendix mainhg tothe & d 

[ ', 
I . .  Page 16 



.... 

Provision of information 
LYCOS Eumpe informs al1 shareholden and other parties within the financial market equally and simultaneously 
about affain that couid influence the share price. The contacts between the Management Board on the one 
hand and the pms, financial analysts and individual investon on the other hand are carefully handled and 
stwtured and LYCOS Europe does not carry out any deaiings that affect the independence of the analysts with 
regard to the Company and vice vena. 

LYCOS Europe's Management Board and Supervisory Board must provide the General Meeting of Shareholden 
with al1 relevant information that it needs for the emse  of i t s  powen. if, during a General Meeting of 
Shareholden, informatlon that could affect the share price i s  pmvided or answering shareholden' questions 
leads to such sensitive information being provlded, this Information shall be made public immediately. 

The audit of the flnandal reportIn3 and the position of the externai auditor 
Finandal reporting 
LYCOS Europe's Management Board Is responsible for the quality and completeness of the financlal information 
that i s  made public. The Company's Supervisory Board must see to it that the Management Board fulfiis this 
responsibility. 

Role, appointment, remuneration and -ment of the functioning of the external auditor 
LYCOS Europe's external auditor i s  appointed by the Company's General Meting of Shareholden each year to 
audit the annuai accounts for the then-cumnt financial year. A nomlnatlon for appointment is made by LYCOS 
Eumpe's Supervisory Board, for which purpose both the Audit Cornmlttee and the Management Board advlce 
the Supervisory Board. The muneration for the extemal auditor wiil forthwith be appmved by LYCOS 
Eumpe's Supervisory Board on the proposal of the Audlt Committee after consultation with the Management 
Board. The Management Board and the Audit Committee have thoroughiy assessed the external auditor in ZW5. 
Their conclusions were satisfactory and dixussed in the Supenlsory Board. 

Relationship and cornmunication of the externai auditor with LYCOS Europe's corporate bodies 
The extemal audltor shall in any event attend the meetings of each of the Supervisory Board and the Audit 
Committee once a year and may reqwst the Chairman of the Audit  Committee to attend any further meetings 
of the Audit Committee if and when he deern appropriate. The -mal auditor reports hls findings concerning 
the audit of the financial statements to the Management Board, the SupeMsory Board and the Audit 
Committee. 

Deviatiom from the üutch Corporate be rnance  Code 
As indicated above, LYCOS Eumpe endones the importance of good corporate governance and appiies the 
Dutch Corporate Gwemance Code to most points. Devlation fmm certain code prwin'ons follom from or i s  
justified by spedfic aspects of LYCOS Europe's legai $Naure, shareholder stmcture, business and other 
circumstances, including but not Iimited to the following aspects in which LYCOS Europe differs fmm most 
other Dutch listed companies: (i) LYCOS Eumpe was founded and in certain respeas still operates as a joint 
venture company between tw (gmups of) large shareholden; and (ii) LYCOS Eumpe is  a company whose 
redstered office i s  in the Netherlands. but har t  of) whose shares are solely llsted i n  the German Prime 
Standard and on the French Noweau krche. and Rot on any Dutch stock exchange. As a consequence of ihe 
latter LYCOS Europe beíieves there are instances whem non-compílance with code pmvisionr specific to the 
Dutch environment Is justifíed. 

Below i s  an overview of the matten where LYCOS Eumpe deviates fmm the best practice pmvlsions of the 
Dutch Corporate Governance Code (numben in brackets below refer to the numben of the relevant code 
pmvlsions): 

LYCOS Eumpe's current CEO, Mr. hbhn, has been appointed for an Indefinite period of time and the 
Company kiieves this cannot be unilaterally changed. Future appointments to the Management Board, 
however, are expected t o  be made in accordance with the relevant code provisions. The variable part of 
Mr. hbhn's remuneration for 2006 has not contained a long-ten incentive, based on the Long-term 
alignmnt of interests between him and LYCM Eumpe deriving fmm his pemnal investment (through a 
personal holding) in the Company as a shareholder. Depend 
dismissal, termination payments from LYCOS Eumw to Mr. 
i s  retained by a subsidiary of LYCM Europe under a Germa 
payments wil1 therefore be subject to German law, rrqulation and p r a c t i c - m m m b  
contracts. (11.1.1; 11.2; 11.2.7) 

tances, in the event of 
one yeat's salary as Mr. Mohn 

r- termlnation 

1 6 FEE m/ 

Page 17 

InlHPk (w 
KPMQ A 



, ., 
! 
i 

I-' 

i 
r . .  

! 
(. 

,... 
! 

I 

f '  

L..; 
1 

,' 
<.... 

.. . ' 

i' 

'. ... I :  

1 
I . . :  

i 

e In the event of conflicts of interest between LYCOS Eumpe and memben of its Management Board or 
Supervisory Board, the Company's Supervisory Board wil1 decide on the internal decision-making proces to 
be followed in respect thereof. This does not necessarily mean that the relevant board member wil1 be 
excluded fmm taking part in a discussioh andior declslon-making on the relevant subject. Also. LYCOS 
Eumpe does not acknowiedge that transactions with Bertelsmann or Telefónica or their respectlve 
affiliates that are of minor importance to LYCOS Eumpe must perse be treated as transactions involving 
conflicts of interests. (11.3.2; 11.3.3; 111.6.1; 111.6.2) 
Al1 of LYCOS Eumpe's Supervisory Board memben but one are selected fmm persons occupying functions 
(as a director, officer or otherwise) or h i n g  othefwlse engaged with a holder of class AA or AB shares or 
parties related thereto. These Supervisory Board memben do therefore not qwlify as "independent' within 
the meaning of the relevant code pmvisions; however, otherwise said Supe~'s0ry Board memben meet al1 
criteria for independence set forth in the relevant code provisions (iii.2.1; 111.2.2; 111.3.2; 111.5.1; 111.5.7) 
Nominations for appointments to LYCOS Eumpe's Management Board and Supervisory Board are made by 
the holden of the Company's class AA shares or the holden of its class AB shares. Under the Company's 
Articles of Assodation, said classes of shareholden hold the power to make up binding nominations with 
respect to managing and supervisory directors AA and AB respearvely, as diwussed in the above 
subsections of this report in more detail. LYCOS Eumpe's Supervisory Board i s  not charged with making 
such nominations and has not established a nominations committee. (iI1.x 111.5.13; IV.t.1) 
LYCOS Eumpe does not require i t s  Management Board and Supervisory Board memben to give periodic 
notice to the Company of changes in their holding in securities in Dutch Hsted companies. LYCOS Eumpe 
believes the relevant code pmvisions to be quite specific to the Netherlands and that deviation i s  justified 
by the Company's international character. (11.2.6; 111.7.3) 
LYCOS Eumpe does not h v e  an internai auditor function of its OW which the Cornpany believes i s  justified 
given the sbe and complexlty of its business and the duties and inwlvement of its externai auditors. 
(V.3.1) 

In addition, certain of LYCOS Eumpe's policles deviate fmm the fonnai text of specific pmvisions of the Dutch 
Corporate Governance Code where the Company does belleve, however, that i t s  poiicier are in conformity with 
the spirit of such code provisionr. Those differences are apparent fmm textual differences between certain 
pmvlslons in the By-Laws of LYCOS Eumpe's Management Board and Supervisory Board and Committee Tenns of 
Reference on the one hand and best practice provislons in the Dutch Corporate Governance Code on the other. 
In the case of ruch differences, the text of said By-Laws and Term of Reference prevalIr. LYCOS Eumpe 
belleve such differences do not require any further explanation in this annual report and such differences are 
not further dixussed herein. 

7 Risk Management 

The Management Board i s  of the opinion that the internal risk management and contml systems are adequate 
and effective for a company of the sbe and maturity of LYCOS Eumpe. 

The German law on Contmi and Transparency in Corporations (KonTraG) and the Dutch Corporate Governance 
Code specifies the legai obliqations pertainlng to corporate risk management. B a d  on these requirements in 

Management Board Is  responsible to ensure that the Company compiies with al1 relevant legisktion and 

the financial contmls that are significant for the proper and timely reporting of the financial condition of the 
Gmup, but equally covers al1 the other operations that are significant in the achievement of the business 
objectives of LYCOS Eumpe. Within LYCOS Eumpe, risk management and internal control are an integral part of 
business management. 

Risk management '<.  

Ac part of this pmgram, LYCM Eumpe systematically lists significant risks that might affect the Company, 
quantlfies and qwlifies their potential effects, and determines 
Beyond this, certain employees are assigned responsibility for s 
for monitoring potential r i s k  and ensure that the agreed measures 
shouid give an overview of significant r i s k ,  the Company i s  ex 

Germany and the Netherlands, LYCOS Eumpe maintalns a comprehensive risk management system. The 

reguiations. It reportr. on and accounts for the internal risk management and contml systems to the Audit 
Cornmittee and the Supervisory Board. The system of risk management and internal contml does not only cover 

... 

... 

. .  

... 
- .  

Page 18 

Initloh (ar IdontMiUon pumcrer, 
KPNICI Aowuntanta 

LYCOS 
m e  *.Y Den 



! Economlc environment 
LYCOS Eumpe, as a company in the internet sector, faces several risk. in Its competithie environment. This 
cw ld  be ridu related to competiton, the overall market, its user behavior and advertlsing and %les in 
general. LYCOS Europe therefore controis its ecormmic environment regularly and if necessaiy i s  prepared to 
act in order to avoid possible risk. 

Finonclol r i s k  
R i s k  in  the performance of finandal instruments could ptentially subject tk Company. Financial inrtrurnents 
primarily consist of cash and cash equivalents. Substantlally al1 of the Company's cash and cash equivalents are 
managed by financial institutions. Additionaliy the Company i s  exposed to the payment behavior of its 
customen. Accounts receivabie are typically unsecured and are derived from revenues earned from customen 
primarily located in Europe. The Company performs ongoing credit evaluations of its customen and maintains 
reserves for potentiai credit loses. 

IT and lnfrastructure 
LYCOS Europe maintains a standardized. centraltred and partly outsourced IT environment. Due to this, the 
Company i s  exposed to several r i s k  related to dependence on single systems and resulting general system 
failures. LYCOS Europe reduces this risk by, among other things, outsourcing, secure data processing centers, 
implementation of back-uv Nstems. firewalk. virus Kannen, access systems and an extensive operation 
monitoring. 

Legal regulotions 
LYCOS Europe is  eqmsed to several risks related to legal regulatlons, such as data protection rules, %les 
contracts, Iicenses, and misuse of intemal information. The Company therefore maintains its legal department 
in order to ensure avoidance of these or similar risks. 
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PWSOW~ r l sk  
As an ememinil and innovative comvaw ooeraünn in the Internet business, LYCOS Europe has to relv on hlghlv _ .  
quaiified empioyees. in order to reduce klated i& of expertise due to fluctuatlon of quaiified pekmal, 
Incentive programs, performance-bad comuensation systems and international development possibilities are 
implemented and offered to the employees. 

Product deveiopment 
Innovative and up-to-date products are a crincal succes factor lor the future deveiopment of the Company. 
Research and deveiopment activities play a decisive role In the internet business. In addition to thls, products 
have to meet quality and safety standards. LYCOS Europe reduces this risk in the overall organizational setup. 
Product management anaiyzes user demands and i s  responsible for future product developments. Each 
deveiopment must pass a toiigate process, where extensive testing i s  required upfront each mil out. 

Intemai control 
The core policies and procedures that define the Group's internal control environment are communicated 
amongst o tkrs  throughout handbook and policies within the Company. m e  different task of the finance and 
administrative team are ciearly separated. 

Bllllng 
The corporate billing department, amongst others. i s  responsible for lmpmving automatic procedures in order 

Contmlllng 
The corporate controlling department analyses and provides management of the Gmup wlth additionai 
financial and rtrategic information, e.g. DudgetS and forecasts. A speclal focus Is Set to the control of 
revenues. On a reguiar basis sales contracts and related deliwries and recognhed revenues are reviewed 
centrallv. in addition cost accounts are subject to a central review. Financial Synems are in the responsibility 

'- > to prevent posSiDle fraud on payments for premium services. ... 
< -  

. .  
1; 

.. 

of the cbrporate controlling department. Pkedures and rules were implemented focusinq on limitation of 
r i s k  and authorizations. 

Extemol pnanclal reportlng 
LYCOS Europe prepares i t s  finandal statements in accordance with International Financial Reporting Standards 
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Intenwl ffnonclai reporting 
Management i s  pmided frequently, a t  least monthly, with financial information to control the operationai 
performance of the Gmup and each of its subsidiaries. This information together with other financial 
information is used for operative contml and supervision of  probable risk. 

Procurement 
The corporate prnurement department i s  in charge of suprvising and processing major Eumpean IT-related 
investments. Each material purchase follows alm the four-eye principle. 

rrmsuty 
The corporate treasury department is in charge of reviewin3 the authorization pmceuas for each bank account 
of the Group and its subsidiaries. Each payrnent has to be approved by uslng at least the four-eye principle and 
therefore requires approvals from tw dlfferent employees. Monthly cash plannlng and reporting by the 
corporate treasury department together with the finance departments of the subsidiaries pmvides Management 
with the necessary information to contml the cash posltlon of the Gmup. A cash pooling system transfers on 
regular basis Incoming cash fmm the wbsidiaries to centrally managed accounts. In addition Management Is  
provlded with a monthly review and reporting of the Gmup's account receivables. 

These prnedures are evaluated and extended regulady to ensure they take account of changing requirements. 
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Code of conduct 
The Company har Implemented a set of  rules of behavior that employees have to observe in each country. 
There i s  also a gmup-wide code on dealing with price-sensitive information and insider trading. LYCOS Europe 
continues to work towards i t s  overali objective of embedding risk management into the culture, Dmcesses and 
operatlons. 

8 Outlook 

The invesiments of LYCOS Europe lnto a centralized business unit structure and its outstanding development 
team are paying off. With this launch platform in place the Company is ready to increase the number of 
Innovative deveiopments and secure Its leading market position. 

In 2007 LYCOS Europe wil1 introduce several new state-of-the-art product?,, mainly in the areas of 
communicatlon services and communitles. We expect to present some developments already in the fint half of 
2W7. 

The focus of these new services or enhanced existlng services i s  thereby to increase both, the rewnue stream 
fmm online advertising as wel1 as fmm paid services and shopping. Following our sirategy both revenue 
streams have become equally important to the Company. With the latest innovations in place LYCOS Europe 
expects to make further pmgress with its operatlng financial results. 

In order to reach better economies of xale fmm the beglnning LYCOS Europe wil1 also go beyond the Eumpean 
borden In 2007 and start offering seivlces in the United States. Therefore the Company wil1 intmdwe Jubii as 
its launch brand In the United States. 

While this will cause some investment in the beginning LYCOS Europe believes that it also brings a great 
success in the end. Dw to the large American market it wil1 be much easier to reach a critical mars of usen 
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, .  with lust one Enqlish wnion of a service. 

With al1 these actMties LYCM Eumpe expects to further impmve l t s  basis for continued gmwth. 
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Haarlem, the Netherlands ':.,I 
January 26, 2007 
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Pmperty, plant and equípment 
Intangibie arrets 
DefeKed tax assets 
Other investments 
Other non-current assets 
Total non-current assets 

I '  
i 
i. 

5 3,335 3,820 
6,7,8 47,399 28,052 

24 190 184 
9 9,951 9,939 
10 1,292 2,081 

62,'167 44,076 
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LYCOS Europe N.V. Consolidated Balance Sheets 

I I I 

I I I 
SHAREHOLDERS' EQUW AND UABIUTIES 1 

I I I 

2,188 I 
Deferred revenue I 20 I 406 I 1,878 

908 ._ .-. . Deferred tax liabilltíes I 24 1 
Pmvlsíons 1 17 I 14,075 I a7 
Total non-current Iiabilltles I I 16,669 I 2.873 

(7, 
i:. .. . ::. 

ix:, 
(7, 

-....I 
-. 

0 Audit 
The accompanying notes are an Integral part of these cairolidated financlal statements the Appendk pertslm todmlSrna d 
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.ïronproHtbeforehlghllghted items " . . , . .' . .  ' 

Gros proñt 

, .  
. . . .  . . .  . .  . .  . .  Rertniituring' . .  

LYCOS Europe N.V. Consolidated Income Statements 

. ,  . . 52,18!. ' 50,577 :: 
' . ' :  '(20) ' . (736). 

' ' .49,841 
. .  

, .  
. .  
" ' ~ 52,161 

. .  

Loss from operations before highllghted items 

Impalrment on pmperty, piant and equipment. 
Impaimnt on intanglbie assets 
Other amortfzation 
Losr from operatlons 

. . .  
. . i  ReStNctUhg . '  . .  

' ' . ' 

. : 

. .  

I I I 
Other operating expenses 1 21,22 I (66,151) I (69,200) 
Other operatíng income ] 23 I 052 I 669 

I 

, " ' (9,509) ' ' (11;997) 
. .  . . .  . . ,. 160 .. (5,069) 

. . .  O ' . . (236) 
. .  ' . .  ' .. :(2,393) o 

. .  .~ 

. .  . .  
. . 

(1,396) (1,388): 
.(13,138) '(I 8,690) 

I I I 
Lms from operations (13,138) I (18,690) 

Loss from operations before highllghted items 

Impalrment on pmperty, piant and equipment. 
Impaimnt on intanglbie assets 
Other amortfzation 
Losr from operatlons 

. . .  
. . i  ReStNctUhg . '  . .  

' ' . ' 

. : 

. .  

, " ' (9,509) ' ' (11;997) . .  .~ 

. .  . . .  . . ,. 160 .. (5,069) 

. .  ' . .  ' .. :(2,393) o 
: O (236) 

. .  
. . .  . .  

. . 

(1,396) (1,388): 
(I 8,690) .(13,138) 

Loss before tax 

Income taxes 

I I I 
2,419 I 2,7ï9 --. Finance income . 

I I (11,047) (i 6,070) 

24 I (21) (249) 

I I (bá) I 5.3 
~ 

Finance expense 
Other financinq income I expense (265) I (483) 
Net financlng Income I I 2,091 I 2,620 

I 

I I I 
(i 1,068) I 

I I I 
Net Ims from continuing operations (I 6,3f 9) 

I I 

Mwontlnued ooeratfons I I I 
Pmfit I (ioss) fmm discontinued operations 6 12,772 I (3,917) 
(net of inco& tax) I I I 
Net wofit I (net l o s )  for the period attrlbutable to I 1,704 I (20,236) 

1 6  FEB- 

Page 23 



LYCOS Europe N.V. Consolidated Statements of Cash Flows 
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1. Significant accounting policies 

2. New accounting pronoumements 

3. Group entities 

4. Segment reporting 

5. Pmperty, plant and equipment 

6. Acquisition and disposal of subsidiaries 

7. Intanglble assets 

8. impainnent testing 

9. 

10. Other non-current asrets 

11. Accounts receivable and other receivables 

12. Related party tranractions 
13. Compensation of key management penonnel 

14. Compensation of the SupeNisoiy Board 

15. Shareholden' equity 

16. Share based payments 

17. Pmvldons 

18. Other short-tem liabilitles 

19. Contlngencies and commitments 

20. ùeferred rwenue 

21. Other operating expenres 

22. Personnel expenses 

23. Other operating income 

24. income taxes 

25. Earnings per share 

26. Subswuent events 

Cash, cash equivaients and other investment5 

KPMG Audit 
t h ~  ~ppendlx pensinhg to the Isasr ai 

InNSla f M  i d ü n t i f i w  purposes 
KPMG Accountants N.V. 

Paqe 26 



, 

1. Significant accounting polides 

LYCOS Europe N.V. ("LYCOS Eumpe" or the "Company" I iSIN NLODOD233195) i s  one of the leading Eumpean 
Internet destinations operating an international network of websites in eight languages. The Companis 
combination of portal and communication, uimmunities, hosting and domain names and shopping addresres 
a wide range of target gmups. The Company commenced operatlons in the year 1997, and the companies 
exlsting before 2000 were reorganlzed as subsidlaries of LYCOS Eumpe N.V. in January ZOOO. The registered 
office of the Company is in Haarlem, the Netheriands (LYCOS Eumpe N.V.. Richard Holkade 36. 2033 PZ 
Haarlem, the Netheriands). 

The consolldated financial statements of the Company comprise the Company and lts subsidiaries (together 
refemd to as the "Group"). The financial statements were authotized for issue by the Management Board 
of the Company on Januaiy 26,2007. 

a) Statement of compliance 
LYCOS Europe has prepared consolldated financial statements in accordame with International Financial 
Reporting Standards and its interpretations as adopted by Articie 4 of Regulation (EC) No. 1606/2002 of the 
European Parilament and of the Coundl of July 19, 2W2 on the application of international accounting 
standards (Official Journal EC L 243 p.i) ("IFRY). 

b) k i r  of preparation 
The financial statements are presented in Euro, munded to the nearest thousand. The accounting polides 
set out k l o w  have been applied consistently by the Gmup to al1 periods presented in these conwilidated 
financial statements. 

The preparation of financlal statements in conformlty with IFRS requlres manasement to make judgments, 
estimates and assumptions that affect the application of policies and reported amounts of assets and 
Iiabilities, Income and expenses. The estimates and associated assumptions are based on historica1 
experience and varlous other factors that are believed to be reasonable under the circumstances, the 
results of whlch form the basis of making the judgments about canying values of assets and liabilitles that 
are not readlly apparent fmm other sources. Actual results may differ fmm these estimates. 

Judgments and estimates are princlpally made in the following ddslon: 
- Impiment test - Detemination of earn-out payments - üefemdtaxes 

The estimates and underiying assumptions are revlewed on an ongoing basis. Revlsions to accounting 
estimates are recognlzed in the period in which the estimate i s  revised If the revision affects only that 
period or in the period of the revision and future periods If the revlsion affects both current and future 
periods. 

The consolidated financial statements have been prepared on the historlcal cost basis. 

c) Basis of consolldation 
The consolldated financlal statements of the Company include al1 of lts controlled subsldianes. Contml 
exists when the Company has the power directly, or indirectly, to govern the finatuial and operating policies 
of an entlty so as to obtaln benefits fmm Its activities. The finandal statements of subsidlaries are Included 
in the consolldated finatuial statements fmm the date that contml commences until the date that contml 
ceases. 

Intragroup balances and any unreaüzed galns and ioaes or Income and expenses arising from intragmup 
transactions, are elirninated in preparing the consolidated financial statements. Unrealhed galm arising 
fmm transactions with associates are eliminated to the extent of the Gmup's interest in the entlty. 
Unrealized lorses are ellminated in the same way as unrealized gains, but only to the extent that there Is no 
evldeme of impalmnt. 

d) Foreign currency 
Transactions in foreign currendes are ttanslated at the forelgn exchange 
transaction. hbmetary assets and Iiabilities denominated In foreign curre 
translated to Euro at the foreign exchange rate rullng a t  that date. Forei 
translation are recognized in the income statement. 

consolidatlon, are translated to Euro a t  forelgn exchange rates ruling at  the balance s h d  %aJ%aB7- d 
The assets and Ilabilities of forelgn operations, including goodwill and fair v a k  adjustme 

revenues and expenses of foreign operations are translated to Euro at rates approximatin to the foreig 
exchange rates ruling at the dates of the transactions. Foreign exchange differences ari&&fn wiposes 
are recognhed directly in a separate component of equity. 
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e) Property, plant and equipment 
Pmperty, plant and equlpment Is  stated at cost Iess accumulated depreciation and Impairment losses. 
Where parts of an Item of pmperty, plant and equipment have different remaining useful Iives, they are 
accounted for as separate items of pmperty, plant and equipment. 
Lease equlpment Is  capltalized where the t e m  of the lease indlcate that the Company maintalns 
substantlally al1 of the rlsk. and rewards of the equipment. Risk. and rewards are maintained by the lessee 
if among others the present value of the minimum lease payments amounts to at least substantlally al1 of 
the fair value of the ieased asset. Lease equipment, which is classified as a finance lease I s  stated at the 
lower of i t s  falr value and present value of the lease payments, net of accumuiated amortization, and 
amortlzed over the lesser of the estimated useful lives of the equipment or the lease term. 

üepreciatlon is charged to the income statement on a straight llne basis over the estimated useful llves of 
pmperty, plant and equlpment. The estlmated useful lives are as follom: 

Computen : 2-3 yean 
Fumiture and flxtures : 3-10yean 
Other pmperty, plant and equipment : 3-5 yean 

f) Intanglble aswts 
Al1 business combinations are accounted for by applylng the purchase method. Goodwill represents amounts 
arising on acquisltion of subsldlaries. In respect of buslness acquisltions that have occurred slnce January 1, 
2004, goodwill represents the dlfference between the cost of the acquisition and the falr value of the net 
identlfiable assets acqulred. In respect of acquisitlons prlor to thls date, goodwill is included on the basis of 
Its deemed cost, which represents the amount recorded under previous W. According to exemptions 
pmvlded by IFRS 1 the classificatlon and accounting treatment of business combinations that occurred prior 
to January 1, 2004 have not been reconsidered in preparlng the Gmup's opening IFRS baiance sheet at 
Januaty 1, 2004. Goodwill Is stated at cost less any accumulated impalrment losses. Goodwill is allocated to 
a gmup of cash-generating units and i s  no longer amortized but tested annually for impaimnt. Goodwill 
was tested for lmpalrment on June 30, 2006. 

Expendlture on research actlvitles, undertaken with the prospect of gaining new scientific or techntai 
knowledge and undentandlng, Is  recognized In the lncome statement as expenses are Incurred. 

Expendlture on development activitles, enhancement of the Company's website and asmiated systems, Is  
capltalized If the product or pmess i s  technically and commerclally feaslble and the Grwp has sufficient 
resources to complete development. The expenditure capltalized Includes direct costs of materiai and 
services, p a p i l  cMis for employees devoting time to software pmjects during the applicatlon development 
stage and Indirect coas for rent and office computer usage. Other development CON are recognized in the 
income statement as expenses are incurred. Capltalized development costs are stated at cost less 
accumulated amortizatlon and Impalrment losses. 

Other Intanglble assets that are acquired by the Gmup are stated a t  colt less accumulated amortization and 
lmpalrment. 

Amortlzatlon i s  charged to the income statement on a straight-llne basis over the estlmated useful llves of 
lntangible assets unless such Ilves are indefinite. Goodwill and lntangible assets with an Indefinite useful Ilfe 
are systematically tested for impairment. Other lntangible assets are amortlzed fmm the date they are 
avallable for use. The estlmated useful lives are as follom: 

- 
'-1 

&A 

I 

Licenses and other rights : 1-10years 
Trademark Ilcenses : 5-10yean 
Capltalized development expenses : 2 yean 

r )  
g) Impalrment r., 
The canying amounts of the Gmup's assets, other than deferred tax assets, are revlewed at each baiance i- , 

- 1  sheet date to determine whether there Is any lndication that the carrying amount may not be recoverable. 

For goodwill, lntangible assets that have an Indefinite useful life 
avallable for use, the recoverable amount Is estlmated annually. 
be performed lf there Is any indicatlon for impalrment. An Impalr 
carrying amount of an asset or i ts gmup of cash-generating unlts 
impairment losses are recognlzed in the income statement. Impairment losses rec 
gmup of cash-generating units are allocated fint to reduce the carrying amount of any goodwill allocated to 
the gmup of cash-generating units (gmup of units) and then, to reduce the canying 
assets in the unit (gmup of units) on a pro rata basis. 

The recoverable amount i s  the greater of their fair value less CON to sell and value 
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!' 
j value In use, the estimated future cash flows are discounted to their present vaiue using a pre-tax discount 

rate that reflects current market assessments of the time valw of money and the risks specific to the asset. 
For an asset that does not generate largely independent cash inflows, the recoverable amount is determined 
for the cash-generating unit to which the asset belongs. The recoverable amount of the Gmup's receivables 
carried a t  amortized cmt i s  calculated as the present vaiw of estimated future cash flows. discounted at 
the origlnal effective interest rate. 

An impairment loss in respect of goodwill i s  not reversed. In respect of other assets, an impairment loss Is 
reveried if there is an indication that the recoverable amount may have increased. An impairment loss i s  
reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that 
wu ld  have been determined, net of deDreclation or amortization. if no ImDairment loss had been 
recognhed. 

h) IncomeTax 
Income iax on the pmfit or loss for the year compriser current and deferred tax. Income tax i s  recognlzed in 
the income statement. 

Current tax Is the expected tax payable on the taxable Incorne for the year, using tax rates enacted or 
substantively enacted at the balance sheet date, and any adlustment to tax payabie in respect of previous 
years. 

Deferred taxis pmvided using the baiance sheet Habliity method, pmviding for temporary differences 
between the carrying amounts of assets and Habilities for financial reporting purposes and the amounts used 
for taxation purposes. m e  followlng temporary differences are not pmvided for: qoadwill not deductible for 
tax purposes, the initlai recognition of assets or liabilities that affect neither accounting nor taxable pmfit, 
and differences relating to investments in subsidiaries to the extent that they wilt pmbably not revene in 
the foreseeabie future. The amount of deferred tax pmvided i s  based on the expected manner of reaiization 
or settiement of the carfying amount of assets and liabilities, using tax rates enacted or substantively 
enacted a t  the balance sheet date. 

A deferred tax asset i s  recognlzed only to the extent that lt i s  pmbable that future taxabie profits wil1 be 
available against which the asset can be utllized. Deferred tax assets are reduced to the extent that lt Is  no 
longer probable that the related tax benefit wil1 be reaihed. 

i )  Trade and other recelvables 
Trade and other receivables are stateá at their amorthed COS using the effective interest method. Accounts 
receivable are typlcally unsecured and are derived fmm revenues earned fmm customers primarily located 
in Eumpe. 

1.. 

. I  

1 
I 

.. . 

(... 

i .  

! 
! 
L .> 

j) Share capitai 
Wen share caoltal recoenized as eaultv is repurchased. tk amount of the consideration Daid. includins 
directly attrlbitable co&, is recoank& as a'change in equity. Repurchased shares are classlfled as treäsury 
shares and presented as a deduction fmm total equity. 

k) Employee benefits 
The share option programs of the Gmup allow Gmup employees to acquire shares of the Company. No 
compensation costs for stock options were recognhed for stock options granted with an exercise price a t  or 
abwe fair market value as a result of adoption of exemption ruler pmvided in IFRS 1. 

i) Financial instruments Cl 
Non-derivatfve financial instrurnents comprise investments in equity, trade and other receivables, cash and 
cash equivaients, ioans and borrowings and trade and other payables. Non-derivative flnancial instruments 
are recoqnized Initially a t  falr value plus. for instruments not at fair value thmugh pmflt or ims, any 

- 
L J  

L1 
I 

LC 
I 

, i  

directly attributable transaction co&, except as described below. 
. .. 

!z:> 
. 

Afinanclal Instrument i s  recognaed if the Company becornes a party to the contractual pmvisions of the 
instrument. Financial assets are derecognfzed i f  the Company's contractual rights to the cash flows from the 
finanoal assets expire or if the Company transfers the financial assei to another party without retaining 
contml of substantially al1 r isk  and rewards of the asset. Regular way purcha financial assets 
are accounted for at  trade date, I.e. the date that the Company commits i r seil the asset. 
Financiai Iiabiiities are derecognlzed i f  the Company's obligations speclfled i 
discharged or cancelled. 

Cash and cash equivalents comprise cash baiances and cal1 deposits. Deposits with an ori3in$%iA@8M"'"V~che h a  
greater than thee months are labeied other investments. Deposits mth 
hvelve months fmm the balance sheet date are classiHed as current assets. üeposits wth re 
maturities greater than tweive months from the balance sheet date are 
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Bank overdrafts that are repayable on demand and forrn an integral part of the Company's cash 
management are lncluded as a component of cash and cash equlvalents for the purpcse of the statement of 
cash flom. The qaln or loss on remeasurement to falr valw is recognlzed immedlately in pmflt or IMS. 
Finance income is  recognlzed in the income statement as it accmes, using the effective interest method. 

m) hovidonr 
A pmvislon i s  recogntzed in tk balance sheet when the Gmup has a present legal or constnictive obllgation 
as a result of a past event, it is  pmbable that an outflow of economlc beneflt wil1 be required to settle the 
obllgation and a rellable estimate can be made of the amount of the obligation. Wen  the effect of the time 
value of money I s  materlal, the amount of the provision Is diuounted by using a pre-tax rate that reflects 
current market assessrnents and, where appmpriate, the r i s k  specific to the llabllity. 

A provision for restructuring Is  recognhed when the Cmup has appmved a detalled and forma1 restructurlng 
plan, and the restructurlng has either commenced or har been announced publicly. Future operatlng costs 
are not pmvided for. 

n) Trade and other payables 
Trade and other payables are stated at  their amortlzed cost to settle. 

o) Revenue 
The Gmup generates revenues due to rendering of services. Revenues comprise advertlsing, pald service, 
shopping, Interconnect, llcemlng and other revenues. The Company recognires M revenues if there are 
significant uncertainties regardlng recweiy of tk consideration due or assoclated costs. 

Advertlsing revenues 
Revenues from the saíe of advertislng are obtained through contracts and payments, whlch business partners 
make for prominent placlng and advertising space on the Company's websites. Under these contracts, the 
Company has a fixed or a variable price fora certain number of page impressions or user referrak to other 
Internet sltes. Advertising revenuer are recognlzed in the income statement in proportion to the stage of 
completion of the transactlon at  the balance sheet date or ratably over the perlod. The stage of completion 
Is assessed by reference to delivered impresslon compared to contractual agreed upon impresslons. 

Pald service and shopping revenues 
Revenues fmm pald services and shopping are made up from fees charged to Internet users for the access to 
certaln pmdwts of the Company, fmm commlsslons on the turnover made by the buslness partners and 
generated thmugh the Companfs websites, as wel1 as fmm commisslons of the sale of goods on the 
Internet. Rwenues from paid services and shopping are recognlzed a t  the time the service is rendered. 

Interconnect revenue 
Revenues fmm pmiding interconnect consist of the portlon of the interconnectlon fees due to the 
Company. Revenues from provlding Internet access are recorded at gros h e n  the Company acts as 
prlncipai In the transactlon and carries the risk of l a s  for the collection. Only a commission is recorded as 
revenue fmm pmiding Internet access when the criteria as described abwe are not met. Revenues fmm 
pmvidlng Interconnect are recognized a t  the time the setvice i s  rendered. 

Llcenslng and other revenues 
Llcensing and other revenues consist of revenues from licensing whlch are generated fmm the fees for 
product Ilcenses and the relevant malntenance and support services. Rwenws fmm Ilcenslng and other 
revenues are recognlzed at the time the service i s  rendered. 

Barter transactlons 
Revenues fmm barter transactlons have been valued based upon similar cash transactions according to 
SIC 31. Advertising revenues fmm barter transactlons are recognhed similar to advertlsing revenues. During 
the perlod ended December 31, 2006, and 2005, revenues fmm barter transactions have been Iess than 
5 percent of totai revenues. 

p) Gwernment grantr 
Government grants are recognlzed In the balance sheet initially as deferred income when there i s  
reasonable assurance that it wil1 be received and that the Gmup wil1 compiy with the conditions asroclated 
with the grant. Grants that compensate the Gmup for expenses in 

4) Expen- 
Cost of revenues condsts of the costs directly m a t e d  with the production an-8- 
onllne media propertles. These costs primarily consist of CON related to in-house pm uctlon of con ent, 
fees pald for content purchased from third partier, Internet connectlon charges a 
depreciation and amortkation related to data center, hostinq cost, other n e t w r $ & # & n s a t i o n ~  

of an asset are recognized 
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as other operating income in the income statement. 
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expenses. 

Costs other than costs of revenues are allocated using a functional split to Sales and Marketing, General and 
Administratlve and Research and Development expenses. 

r) Segment reporting 
A segment i s  a dlstingulshable component of the Group’s business that i s  engaged in  pmviding products 
(business segment) or In pmviding products or services withln a partlcular economic environment 
IRwQraDhlCal senmenti. whlch i s  subiect to ristis and rewards that are different fmm those of other 
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In order to Identify the Gmup’s reporting segments. the dominant source and nature of an enterprise‘s risk, 
and returns should be selected. The rlsks and rates of return of LYCOS Europe N.V. are affected both by 
differences In geographical areas and business units. internal reporting of the group Is based as wel1 on 
regional structures and the business unit approach. 

Management beliews that choosing geographical segments as the primaty seqment reflects best the cumnt 
risk approach of the Group. Business units were chosen as the secondaty segment. 

Geographic segments are detennlned by the country In which each legal entity i s  operating. Business 
qments are split lnto the business units PoTtallAccessICommunicationlCommunlties, HoMn9 and Oomain 
names and Shopplng. 

s) Mxontinued operation 
Adlxontinued operation i s  a component of the Group‘s buslness that represents a separate major Iine of 
buslness or geographical area of operations that has been disposed of or is held for sale, or i s  a subsldiary 
acqulred excluslvely wlth a view to resale. Classification as a dixontinued operation occurs upon disposal or 
when the operation meets the criterla to be classified as held for sale, if eariier. Wen  an operation is 
classifled as a dixontinued operation, the comparatlve Income statement Is restated as i f  the operatlon had 
been dixontlnued from the Start of the comparatiw period. 

2. New accounting pronouncemenis 
The following new IFRS standards and interpretations. whlch have been adopted by the International 
Accounting Standards Board and endorwd by the Eumpean Cmmlsslon, have effective dates such that they 
apply only to annual periods beglnning on or aíter Januaty i, 2007. m e  Company therefore is not required 
to, and dld not take such standards lnto account in the preparatlon of the Consolldaíed Financial 
Statements: 

. 

. 

. 
- 
- 
. 
m e  Company has detennlned that the Impact of these new standards and interpretations wil1 not be 
matetial to Its flnanclal conditlon or results of operations. 

IFRS 7, “Financlal Instruments: Dixlosures Amendment to IAS 1 Capital Dixlosures”; 
Amendment to IAS 39, “Financial Instmments: Recognitlon and Measurement: Cash Flow Hedge 
Accounting of Forecast Intragroup Transactlons”; 
Amendments to IAS 39, “Financlal Instmments: Recognltlon and Measurement: The Falr Valbe Option”; 
Amendment to IAS 39 and IFFS 4, “Financlal Guarantee Contracts”: 
Amendments to W 19, “Employee üeneflts”; 
IFRIC 8, “Scope of IFRS 2”. 
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3. Group entltles 

Subsldiaries of LYCOS Europe N.V. included In the consolidated financlal statements are as follows 
(direct and indirect holdings as at December 31, 2Wó): 

I .. 

, . ... 
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Spray Nehvork CmbH, a 100 percent Geman subsidiavoof Lycor Europe N.V., was liquidated during 2006. 
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4. %ment repoiting 

Segment informatlon Is  presented in respect of the Gmup’s geagraphical segments. The primary format, geoqraphlcal segrnents, i s  based on the Gmup’s management and 
Internal reporting stmcture. Intersegment pricing Is detennined on an arm’s iength basis. The secondary segment, the business segment, is b a d  on the business unit stmctu~e 
of the Company. Segment results include items directly attrlbutabie t o  a segment as wel1 as those that can be allocated on a reasonable basis. 

Geographiuil Segrnents 

b e o (  deprec%atlai, 
am&zatlai and 
lrnpalrment 1- 

(2,939) 0,041) 13,224) (4,253) 1530) 11,012) (75) (107) (452) (47.8) 0,788) (1,531) 2,.5(10 2,021 (8,500) 18,351) 

‘ The Swedish operatlng business i s  presented as dlscontlnued, although Spray Nehvork Services AB, one of the technica1 service centers of the Company iocated In Sweden is  
s t i l l  continued. 
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5. Property, plant and equipment 

Pmpeity, plant and equipment are stated a t  cost less accumulated depreciation and if applicable any 
irnpairment charge, including equipment under capital lease. They cornprise of: 
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6. Acquiritlon and disposal of subsidiaries 

united-domainr 
On January 13, ZOW, LYCOS Eumpe N.V. acq 
specialhes in worldwide domain registration. 
Europe N.V. agreed to pay a consideration to 
domain registrations. The additional consider 
adjusted during 2007. As a result of the p 
miilion to EUR 5.8 million. 

mentasys 
On October 6, 2006, Pangora GmbH, an indirect 100 percent rubsidiary of LYCOS Eumpe 
acquirition of al i  shares in mentasys GmbH, a German shopping solution specialist. The p 
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30.0 miillon including a contlngent consideration of EUR 14.0 mllllon based on the performance In the yean 
2Gû7 to 2009. Preliminary goodwlll and other Intangibie assets inciudlng the effects of deferred taxe 
recognized amounts to EUR 26.4 miliion and to EUR 3.3 miliion, respectlvely. LYCM Eumpe obtained control on 
November 6,2006, after approval by the Competition Authorities. The Company lnciudes mntasys GmbH in its 
flnandal statements as of November 1,2006. 

Belance sheet of men- GmbH 
Long-tem assets 
Short-term assets 

Total equity 
Total Habilities 

Total assets 

Total Iiabilitles and equity 

5,662 
2,023 

4,142 
7,685 

3,543 
7,685 

I 
Result of mentasys GmbH I 
Revenues 4,642 
C v r s l r s r  I IL  ..>"\ -r,,-, 
Result from operathg ectivities 
Net financing income 
Income tax expense 
Proíit I (ion) fw the perlod 

I+&.WI 
(588) 

21 
O 

(567) 

Swedish business 
LYCOS Eumpe decided to discontinue its Swedirh Portal and Access business. Therefore the Company sold the 
Swedish Portal business together with the Spray trademark and I ts  iegai entlty Spray TMH AB on September 29, 
2006 for a consideration of SEK 150.0 milllon (at transactlon date EUR 16.2 miilion) and sold the Swedish Access 
business on November 23, 2006 fora consideration of SEK 1R.O miliion (EUR 10.9 million). The sale of the 
Swedish Access business was subject to approvai by the Swedish Competition Authorities on December 31, 
2006. Further Information is pmvided in note 26. üoth businesses are presented as discontlnued operatlon. The 
prellmlnary galn on sale for the portal after deductlon of net assets and transactlon costs amounts to EUR 15.0 
miillon. 

Llabllitles held for d e  
Deferred tax liabilitles 
Accounts payables 
Other hor t  term liabilities 
Total Llabilkles 

- 
!- 
I, 

409 '4 
2,619 
2,064 KPMO Audit 
5,092 the Appendlx penliinhg m the kmer af 

-. 
In&h for identificatian purposes 
K P M G  Accountants N.V. 
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8. impalrment testing 

Goodwlll 
Goodwill acquired thmugh business combinations has been allocated to individual cash-generating units or 
gmups of cash-generating units. These cash-generating units are part of a reportable seqment as presented in  
the segment reporting. 
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The following cash generatlng units or gmups of cash generating units have significant canying amounts of 
goodwill: 

I -3. 

I) I _,___ 
I 01 5,293 

I I 35,849 I 14,255 

. , ,--.-I 

m e  recoverable amount of the cash neneratlne units ar (ImuDs of cash peneratina unlts Dresented abve Is 
determined based on value In we cakulationsklng cashflow projealois based Ön the actual operatlng 
results, a one-year business plan, market research analysls and management experience. Cashflows are 
projected for a five-year period taking Into account a terminal value based on the performance expected in the 
flfth year. The carrying amount of each unit i s  below lts recoverable amount. 
The table below prerents average key assumptions used: 

I I 
Unlted üomains (Germany) I Revenues (domaln name selllng) 13.2 
Pangora Gmup (Europe) I Revenues (redlrects) I 13.2 

ûther Intanglble assets 
Ourinn the war 2006 the Dage view develooment of w.flreball.de was an indication to the ComDanv to 
reassëss thé recoverable arnóunt of the trademark Flreball. This assessment Indlcated that the vahe use, 
whkh equak the recoverable amount, amounted to EUR 1.7 milllon. The carrying amount of the Fireball 
trademark was hlgher than its recoverable amount, whlch resulted In an Impatmnt loss of EUR 2.4 milllon. 

9. 

Cash, cash equivalents and other lnvestments are made up of the following: 

Cash, cash equlvalents and other Investments 

An amount of EUR 9.8 million and EUR 12.3 million Is restricted in use as at December 31, 2006, and December 
31,2005, respectively. An amount of EUR 4.8 milllon of the restricted cash i s  nonarrent as at December 31. 
2006. and December 31,2005, respectively. 

. 

I 
Cash consist of bank balances and cal1 deporlts, cash equivalents conslst of short-term deposlts wlth an origlnal 
and remaining maturity of less than three months and other Investments cotsi#o(-and deposits. 

KPMG Audit 
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Accounts receivable 
Accounts receivable from related parties 
Total 

\ '  
I 

15,619 17,129 
31 25 

15,650 17,154 

i 
\ '  

Rent deposits and prepayments 
Cumnt prepaid expenses 
Accrued income 
Gther short-term receivables 
Total 

, .. .. 
i 
c.. 

I 
i. 

149 614 
944 4 , w  

3,521 8,223 
1,732 2,391 

6.446 15,322 

10. ûther non-current assets 

Other non-current assets are made up as follows: 

I I 
Rent deposits 719 1 1,442 
Equity investments I 570 I 570 .. 
Mher I 31 69 
Total 1,2921 2,081 

For a dixussion of equity investments we refer to note 4 to the company finandal statements. 

11. Accounk receivable and other recdvabies 

Accounts receivable are made up as follows: 

12. üeiated party transactions 

The Company engages in varlous related party transactions with both Telefbnica SA and Bertelsmann AG and 
their subsidiailes, whlch include revenw and expense transactionr. The transactions with Bertelsmann are 
b k e d  on accounts wlth öertelsmann and generally settled within thirty days of the relevant transaction. The 
billlng rates are set at rates, which appmximate fair value. 

The receivables fmm and liabilities to related parties are as foiiows: 
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Revenues 1 999 i 33 
Costs (2,585) I (1.777) 
Total, net I (1,586) I (1,744) - 

/. 

March 21, 
2000 
June 5, 
2000 
kernber20, 
2000 
Total 

The following table summarizes the amount of the transactions of the Company with related parties: 

28.80 145,000 145,000 October 20, 

15.90 90.000 90,Mx) June 4, 
2007 

2008 
6.16 170,000 170,000 December 19, cg 

2008 .. $-.. .. 
405,000 405,000 i 

,:._ 

<.. 

, 
! 
i 

1 
i . .  

13. Compensation of key management penonnei 

The fixed annual ralaries and bonuses for 2006 and 2005 of key management personnel were as follom: 

I I I 

Short-term employee beneHts I 833 I W7 I 229 I 256 
Total 833 I 967 I 229 I 258 

' Estlmation I accnial based on the result achieved in 2006, finally to be determined and paid in 2007. 
Bonus paid in 2006 based on the results achieved in 2005. 

Long-term incentive 
8y way of long-term incentive, key management personnel was granted share option rights in accordance wfth 
the options xheme o u t l i d  in note 16. Share option rights granted were as follom: 

Page 42 



i- 
I 

!--' 
i :  

i 
!. ,. 

! 

No member of the Supervirory Board of LYCOS Europe N.V. holds shares in the Company. 

Indemnity and insurance 
The Company shail indemnify and hold harmless each member of the SupeMsory Board in accordance with 
Article 26.A of the Articles of Asmiation of the Company. 

15. Shareholden' equw 

Issued capital 
The Company's Class AA and AB shares have been issued in registered forrn and may oniy be transferred by a 
private deed. These registered shares carry special wting and binding nomination rights. Of the shareholden, 
only holden of Ciass AA and AB registered shares have a h  the right to make binding nominations of the 
Management Board and the Supetvisory Board as wel1 as for the wsitions of Chaiman and DepW Chairrnan of 
the Supervisory Board. 

The Class AA shares have a par value of EUR 0.01. Of the 250,000,000 shares authorized, 62,000,000 are issued 
and outstanding on December 31,2006, and December 31,2005. These shares are owned by the LE Holding 
COQ., a company fully owned by Telefhlca SA. 

The Class AB shares have a par value of EUR 0.01. Of the 250,000,wO shares authorlzed, 62,000,000 are issued 
and outstanding on December 31, 2006, and December 31, 2005. These shares are owned by Bertelsmann 
Intemet Holding GmbH (24,347,400), Fireball internet GmbH (14,ZM),000) and Chnstoph Mohn Internet Holding 
(23,392,600), a h  initia1 shareholden and founden of the Company. 

The Class 8 shares have a par vaiue of EUR 0.01. of the 5M),OOO,wx) shares authorized, 188,300,000 are issued 
on December 31, 2006, and December 31, 2005, respectively, and 187,576,344 are outstanding on December 
31,2006, and December 31, 2005, respectively. 

in fiscal year ZWO, the Company issued 28,ooO,wO Class 8 shares in an Initia1 Pubiic Offering. A total of 83.3 
million LYCOS Eumpe shares have been iswed in connection with the acquisition of Spray Network. A total of 
18.1 million LYCOS Europe shares have been issued in connection with the acqulsition of MultlMania. On 
September 20, 2000, Spray Ventures and Investor Guemsey entered into a share purchase agreement with the 
Company to acquire a total of 10.0 miliion shares fora totai consideration of EUR 100 million. AU these LYCOS 
Eumpe shares have been issued in connection with this share purchase agreement to Spray Ventures and 
Investor Guernsey. 

On February 16, 2001, Spmy Ventures entered int0 an agreement with the Company to transfer 24.9 miilion 
LYCOS Eumpe shares (representing a value of EUR 78.7 miliion) to the Company in settiement of amounts due 
under the share purchase agreement. These shares have been recorded as treasury shares at  the settlement 
amount within shareholden' equity. 

The Company issued 197,862 shares and reisswd 147,000 treasury shares during the year ended Member 31, 
2002, in connection with the exerclse of employee stock options. 

In October 2002, Spray Ventures transferred 3.2 million LYCM Europe shares (representing a value of EUR 0.7 

Massmarket AS. 

On January 17, 2003, LYCOS Eumpe's shareholden rerolved at an extmordinary general meeting upon the 

by LYCM Eumpe. This resolution was effective on March 22, 2003. LYCOS Eumpe continues to hoid 723,656 of 

million) to the Company as indemnification for arranging the settiement with the prevlous shareholden of i3 
.p 

! 
c;3 
cn 

i>.) 

(3 
%.J 

. .  

reduction of the Company's irsued share capitai by canceling 27,277,144 bearer shares held as treasury shares 

i t s  OW shares recorded as treasury shares. 

Share premium c j  

The share premium concerns the income fmm the issuing of shares insofar as this exceeds ihe nomina1 value of 
the shares (hcome above par). 

, . .  

1 

Legal reserves 
The CML Code of the Netherlands requires legai reserves for capitalizatio 
These 

Translation reserve 
The translation reserve comprises al1 foreign exchange differences arlsing from the transiation of the financlal 
statements of foreign operations that are not integral to the operations of the Company. 1 

The General Meeting of Shareholden wil1 be arked to appmw the appmpfiation of the 2-1m&& pumBBS 

veiopment eqenres. 
are deducted fmm the share premium. 

KPMG Audlt 
the Appendlx perteimhg m the letter of 
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0.00- 2.49 78,300 2.2 1.83 
2.50- 7.49 ))7,650 2.0 6.16 
7.54 - 17.49 146,000 1.4 15.90 

L17.50 - 30.00 237,200 0.8 28.80 

l... 

.. . 
'! 

I 
I ... 

the amount of EUR 1,7W thousand to increase the other reserveslaccumulated deficit. 

16. Share based paymenis 

In fiscal year 2000, the Company appmved a stock option plan (?he Plan"). Under the terms of the Plan, the 
Company may grant up to 10 million options to purchase shares of the Company. Options are generally granted 
fora period of eight yean. 

These options were granted to the employees as an additlonal Incentive to the usual salary payments. Intention 
of the management was to achieve a higher identification of the employees with the Company. As at December 
31, 2006, the minimum exercisable share price amounts to EUR 1.83. 

Options exercisable are qua1 to options outstanding. Vesting i s  not restticted on December 31, 2006. 

17. Prdsions 

Pmvisions recognized are presented below: 

Other pmvisions comprise the estimate for the consideration of the fonner shareh 
which was included in other short-term liabilities and which was paid during 2006. 
details. 
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Accrual for salary and salary related cost 1,862 2,636 

k c r u a i  for professional services 1,203 919 

Other current Habilities 4,730 5,402 
Accrued expenses and other current lisbilities 17,432 21,634 

Accrual for marketing cost 1,697 4,798 

3ther accrued expenses 7,940 7,879 

i 
i... 

i 

18. ûther short-term liabilitles 

Other short-ten liabilities comprise: 

I 
Due within one year 2.405 
Due after one thrbugh five yean I 7,781 
Due after five yean I 1,246 
Totel 11,432 

Lltlgatlon 
Fmm time to time, the'Comwny i s  subject to lesai pmceedings and claims in the ordlnary course of business. 
LYCOS Eumpe is currently not äware of any i a a i  proceeding ör claim tha t  the Company beiieves wil1 have, 
indMduaily or in the aggregate, a materially adverse effect on the Company's financlai posltion, results of 
operations or cash flom. 

License agreement 
LYCOS Eumpe and Lycos, Inc. have resumed discussions regarding the scope of certain perpetual Iicense 
agreements, including but not Iimited to the te rm under which LYCOS Eumpe has licensed the LYCOS brand 
and certain technoíogy fmm Lycos, Inc. In the context of these discusslons Lycos, IK. has raised aileged 
breaches by LYCOS Eumpe under the relevant Search license agreements since the year 2000 and demanded 
monetary compensation. Lycos, Inc. has expresred that failing a settiement, It 1s prepared to teminate the 
relevant perpetml Iicense agreements. LYCOS Europe immediately and fiercely denied this claim for past 
infrlngemenìs. .. 

According to an assessment of the Company and lts advlwn, it beliews that the chance that a court would 
uphold a termlnation notice by Lycos, Inc. on the alleged infringements could be in general considered as 

perpetual Iicense agreement. The outcome of these negotiations, which were temporarily adjoumed due to a 

1 1  

.: 1 
I." I 

small. Therefore LYCOS Eumpe did mt record any pmvision. Eventuaiiy, Lycos, inc. withdrew its claim ietter, 
under reservation of al1 rlghts, and the Company and LYCOS, Inc. entered into negotiations regarding a bmader 

change of management of Lycos, Inc. and recently reopened. i s  s t i l l  uncertain. I .I 

20. ûeferred revenue 

Deferred revenws are recognized in the balance sheet when invoices are lssued, but ser#8&&&dbeefl 
completely dellvered. Deferred revenues are recognlzed In Iine wlth the percentage of c % h B ~ ~ ~  
each contract. 

~ . _ _  

h o f  

Indernnity end Insurance 
The Company shall indemnify and hold hanless each member of the Management Board and of the SupeMwiiy 
Board in accordance with Article 26.A of the Articles of Asmiation of the Company. For t h i s  purpose arnongst 
others the Company has restricted cash in the amount of EUR 400 thousand as at December 31, 2006. 

.- I 
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21. ûther operating expenses 

Other operatlng expenses comprise of: 

S a k  and marketing 
General and admlnistratlon 
Research and deveiopment 
Total 

I 
! 

l 

(23,6û3) (1,142) O (271) (25,016) 
(20,393) (af) (236) (918) (21,948) 
(18,511) (3,526) O (199) (22,236) 

(62,507) (5,069) (236) (1,388) (69,200) 

i' 
i 
L.... 

I 
Wages and salaries 1 27,040 
M a l  security p a p e  nis 4,644 
Total I 31,6ö4 

I . , :  

31,467 
6,099 

37,566 

i 
I.  

I. - 
I . .  

I '  
1.. 

! 
I 

," 
I 

L..: 

22. Penonnel expenser 

Personnel expenses comprise of: 

The Company provides Iimited deflned pension beneíits to an offlcer of the Company. The penslon payments 
are calcuiated on the basis of years of service and awrage Income (whereby a maximum Is set lor calcuiating 
the penslon payments) in the three yean prior to retirement. No plan assets exist in connectlon with this 
pension obllgatlon. 

The Company employed the foiiowing employees on a full-time equivalent basis as at  December 31, 2006 and 
as at  December 31, 2005, respectively. 

23. ûther oparating Income 

During 2004, the Cornpany entered into an amendment to the Yahoo! contract that resu 
payment fmm Yahw which partlaliy has been rewrded over time as other income. 
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Current income tax expenses I (116) 

Income tax I (21) 
Defemd tax knefits 95 

! 
I. 

(103) 

(249) 
(146) 

I". 
! 
\ 

r '  
I 
I... 

~ ~~~ ~ 

charges (1,698) (2,735) 
-Changes in Loss carry-forwards, without 
recognition of deferred taxes (1.281) (2,896) 

Income tax (21) (249) 
Changes in tax rates O (334) 

I 
I 
! .. 

ûeferred tax asseis 
Loss carry-fonvard 
Property, piant and equipment 
Intanqibie assets 
iess: Vaiuation allowance 

'' 

I 
I. 

r'" 
I...: 

547 660 
374 1,284 

7,339 8,146 
(8,687) (6,699) 

! 

I 

i * _  

i 
i 

24. incometam 

Income tax expenses I benefits recognized include the follom'ng: 

I I 
Exwcted income tax benefit at  the average i - 

I 2,958 I 5,716 
Effect of non-deduciible and non-taxable I 

ûeferred tax assets and liabiiities are sumrnarízed as follows: 

Netting I (1,371)l (1,LlYJ 
Total deierred tax assets 1901 184 

1 3  

l. 
1, 

(2 
r . n  

1 

t q  
<::i 

8x2 

>?I 

.,:. 

. ,  

In assessing the recoverabillty of deferred tax assets, management conslders whether it is more likely than not 
that some or al1 of the deferred tax assets wil1 be realhed in the foreseeable future. The uitimate reaiizatlon 

those temporary differences become deductible. Management considefl the xheduled revenai of d e f e r d  tax 

December 31, 2006, and December 31, 2005, the Company's operating tax ioss carry-forwards amount to 
appmxlmately EUR 566.9 miliion and EUR 525.8 million, respectively. On 006 an amount of EUR 
94.1 miliion therwf i s  restrlcted in use until2009. Further, except for EU 
forwards, al1 of the remaining l a s  carry-forwards have an indefinlte Ilfe. 

of deferred tax assets i s  dependent upon the generatlon of future taxable i m m e  during the perlods in which 

Iiabilities, pmjected future taxable income, and tax planning strategles in making this assessment. On 

i~ 

!. 
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25. Earningr per share 

Basicidlluted net loss - continued ( 1 1 , W  (16,319) 
operatlon (in thousand Eum) 
Basicidlluted net profit i (net loss) (in 1,704 (20,236) 

Basic earnlngs per share are calculated uslng the weighted averap number of common shares outstanding 
during the year. Diluted eamlngs per share i s  similar to basic earnings per share except that the weighted 
average of common shares outstanding Is Increased to include the number of additional common shares that 
would have been outstanding if the dilutive potential common shares resultlng fmm options and other 
potentially dilutive lnstruments had been lssued. The inclusion of options In the calcuiation of weighted 
average common shares i s  antbdilutive and therefore, there is no difference between baslc and diluted earning 
per share. 

I" 

I and diluted I...: I I l 

i.... 

l... 

. .. 

26. Subsequent events 

Sale of Swedish Acces business 
On November 23, 2006, LYCM Eumpe sold i t s  Swedlsh Access business to Glocalnet Scandinavia AB fora 
consideration of SEK 172 mllllon (amund EUR 19 mlllion). As at December 31, 2006 this dlsposal was subject to 
appmval of the Swedish competition authorities. On Janwry 4, 2007 this transaction was appmved by the 
Swedish competition authoritles and was closed on January 12, 2007. 

The Swedish Acces business contributes to the rwenues of the discontinued operations of the Company with 
an amount of EUR 39.2 mlllion. As disclosed in note 6, the net amount of assets and Ilabilities to be transferred 
to Glocalnet amounted to EUR 9.4 million. The estimated gain of this transaction amounts to EUR 5 to 6 
million, whlch wil1 be considered in the fint quarter of 2007. 
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~ ~ ~ Arsets 
intanglbie fixed assets 

- 
-Goodwill 3 3,686 3,686 

Total Intangible Rxed assets 3,686 4.276 
Intangible assets, net 3 O 590 

I-" 

I . .  

i '' 
I.. ; 

I 
-Tangfble fixed assets 

Computers, furnlture and fixtures I 3 12 
Total tangible fix& a s e s  3 12 

l.... 

r'" 

-Cument liabllitles 

-Dw to related parties 6 10,287 6,808 

-Accnied expenses and o t k r  current 1,559 976 

-Short-tem debt 85 2,940. 

-Accounts payable 365 146 

I .  

I 

i 

! 
I.., 

i,.. 

LYCOS Europe N.V. Company Balance Sheets 
(More proposed appropriatlon of result) 

Habilities I I I 
Total current liabllitles 12,296 I 10,870 
Total liabilitles and shareholden' equiiy i I 140,927 1 137,806 

KPMG Audit 
APpendixm6infnntfJthslettaos 
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The accmpanying mtes are an integral part of these company financiai statements 1 6  FEB 20m/-- 
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l 
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hMeb tor identjficatian purposes 
KPMG Accwmente N.V. 
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LYCOS Europe N.V. Statement of Shareholden' Equity 

Transiation gain 
Net pmfit 
ûaiance as at December 
31, 2006 

No. ofshares C € E No. ofshares € c c c E 

312,300,000 3,123 1,589,057 2.960 (723,656) (2,052) 172 I (1,4Ol,S86) I (45,476) I 146,198 
ûalance as at January 

5 

I I I I I 559 I I I 559 
I 1,704 I 1,704 

7 312,300,000 : 

3,123 1,589,584 2,433 (723,656) (2,052) 578 (1,447,062) (20,236) 126,368 
I I I 

12.5351 I 2.535 I I n 

3,123 

I 

1,587,049 4,968 (723,656) (2,052) 1,137 (1,467,298) 1,704 128,631 

I I I I I I ~. , ~I~~~ - 
Appmpriation of the net 

I 
esult of previous war (20,236) 20,236 O 

The accmpanying notes are an integral part of these cmpany financiai statements 

16 FE6 
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Notes to the Cornpany Financial Statements 

1. Signlflcant accountlng pollcies 

2. Acqulsition and disposal of subsldiaries 

3. Intangible fixed arsets 

4. Finandal fixed assets 

5. Cash, cash equivalents, and other lnvestments 

6. Due to I from related parties 

7. Shareholden' equlty 

0. Contingencles and commitments 

9. Los of subsidiarles and equity investments 

10. Income taxes 

11. Remunemtion of the Manasment Board 

12. Remunemtion of the Supetvirory Board 
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I . .  
1. Significant accounting polider 

LYCOS Eumpe N.V. ("LYCOS Eumpe" or the "Company" I ISIN NLûûûû233195) i s  one of the leading Eumpean 
Internet destinations operating a pan-Eumpean network of websites in eight languages. The tornpany's 
combination of portal and communication, communities, hosting and domain names, and shopping addrews a 
wide range of target groupr. The Company commenced operations in the year 1997, and the companies existing 
before ZWO were reorganized as subsidiarles of LYCOS Eumpe N.V. in January ZWO. The registered office of 
the Company is in Haarlem, tk Netherlands (LYCOS Eumpe N.V., Rlchard Holkade 36, 2033 PZ Haarlem, the 
Netheriands). 

a. General 
The company finandal statements are part of the 2006 flnancial statements of LYCOS Eumpe N.V. With 
reference to the company income statement of LYCOS Eumpe N.V., ure has been made of the exemption 
punuant to %ion 402 of b o k  2 of the Netherlands CMI Code. 

b. Prfncipies fw the measurement of assets and Iiabilltles and the determination of the result 
For setting the principles for the recognition and measurement of assets and liabilities and determination of 
the result for its company financial statements, LYCOS Eumpe N.V. makes ure of the option pmvided in &ion 
2362 (8) of the Netherlands CiVrl Code. mis mans uiat the prlnciples for the recognitlon and measurement of 
assets and liabilities and detemination of the result (hereinafter referred to as prindples for recognition and 
measurement) of the company finandal statements of LYCOS Europe N.V. are the same as those applied for the 
consoikiated EU-iFRS finandai statements. Partidpating interests, over which significant influence is exerciised, 
are stated on the basis of the equlty method. These consolldated EU-IFR5 financial statements are prepared 
according to the standards laid down by the International Accounting Standards Board and adopted by the 
Eumpean Union (hereinafter referred to as EU-IFRS). Piease see note 1 in the consolidated finandal statements 
fora dewrlption of these prindples. 

The share in the result of partidpating interests wnsists of the share of LYCOS Eumpe N.V. In the result of 
these partidpating Interests. Results on transactions, where the transfer of assets and liabiiities between 
LYCOS Europe N.V. and i t s  partidpating interests and mutually between participatlng interests themselves, are 
not íncorporated insofar as they can be deemed to be unreaiized. 

2. Acquirition and disposai of rubsidisries 

Acquisitions and disposals by the gmup of subsidiarles of the Company are e x p l a i d  in note 6 of the notes t O  
the consolidated finandal statements. 

3 .  

i 

i 
, i' 
, .. . 

1 .. . /  

)..._ 

I . .  

( 

i 
I . ,  

I' 
I _.. 

I .  . 

i .  
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ûaiance os at Jonuary 1, 2005 
ûafance ac at üecember 31,2w5 
Oisposal 
ûafance ac at December 31,2006 

, .  ! i  

I I 
879,553 6,649 1,860 888,062 

O (5,249) O (5,249) 
879,553 1,400 1,860 882,813 

879,553 6,649 1,860 888,062 

i 
<... 

Carrying amounts 
' üalance as at  Oecember 31, 2005 3,686 590 O 4,276 
ûalance as at  December 31,2006 3,686 O O 3,686 

S"' 

i 

I "  

I . .  

! 
e , .  

!' 
i 
i .. 

l... 

3. Intanglble fixed assets 

In the w o n d  qwrter 2006, LYCM Eumpe perfoned the annual irnpaimnt test for goodwill acquired In 
business cornbinations. m e  impairment test indicated that no impairment was required for the wriod ended 
December 31,2006. 

Amortization pericds are as dixlosed in note 1 of the conwlidated financlal statements. 

4. Finandal fixed assets 

I I I I 

I I I I 
ûalance as at December 31,2005 [ (568) I 569 [ 9,802 1 9,803 

I I I I 
r? > öalance 8s ai December 31,2006 I 10,795 I 569 I 9,803 I 21,167 , 
I J  

-i 
- The subsidiaries are included against their negative net asset value as the Company has the firm intention to 

continw to pmvide such finandal support as i s  necessary to enable its wholly-owned subsidiades to continue 
as a going concern. (3 

- 1  
Subsldiaries lncluded in partlcipating interest in group companies are diwlosed in the consolidated financial 
statements in note 3. 

KPMG Audit 
he Appendlx witsinhg to tim Mtw d 

!' 
i ,. Page55 ' 



ûther participating interest inciudes the follow'ng equity investments: 

Revenues 
Net loss for the period 
Shareholden equity 

í '  

2,884 1,805 

206 128 
(64) (80) 

[' 
I 

, .. 

1 I '  

i 

I .. 

i 
I 

! 
i , . :  

I 1 I 
Seznam.a, a.s. 30.0 % I Czech Republic I Pragw 
Best of Media SA Iforrneriy: Best of I 11.9% I France I Nanterre 

investment in Seznam.a, a.s. 

Aithough the Company omis 30 percent of the share capitai in Seznam.a, a.s. ('%mam"), the Company can 
not exercise any influence on 5eznam.a. The Company Is not represented in the board of directon. does not 
partidpate in policy-making processes, does not have any material transactions with Seznam and does not have 
any interchange of managerial penonnei between the Company and Seznam. 

Since acquisition, the Company has accounted for i t s  interest in Seznam as an availabie-for-sale financial 
instrument. As the shares do not have a qwted market prlce in an active market, the variability In the range of 
reasonable fair value estimater i s  considered dgniflcant and the pmbabilities of the various estlmates within 
the range can not be reawinably assessed and used in estimating fair vahe, the shares are rneasured at cost. 
The carrying amount of thir investment amounts to EUR 69 thousand. 

The financial information available to the Company for 2004 and 2005 is presented below. 

I 
Revenues 25,241 I 15,580 

Shareholden equity 13,263 1 6,249 

The Company e-s a net pmfit for 5eznam.a for the 12 month perlod end4 December 31,2006 of EUR 
12.9 million. 

Net pmfit for the period I 6,668 1 2,976 

Investment in  Best of Media SA 
Since acovisition. the ComDanv has accounted for I t s  interest in Best of Media SA ('Best of Media") as an 
available-for-salé financiaiinsirument. As the shares do not have a qwted market pnce in an actwe market, 
the variability in the range of reasonabie fair value estimates IS considered significant and the pmbabillties of 
the various estimates withín the range can not be reasonably assessed and used in estimatlng fair value, the 
shares are measured at cost. The carrying amount of this investment amounts to EUR 500 thousand. 

The Hnandal information available to the Company for 2004 and 2005 is presented below. 

The Company e m t s  a net result for Best of Media for the 12 month period end4 December 31, 2006 of EUR 
O million. 
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Cash I 26,580 1 30,177 
Cash equivalents 19,500 I 22.229- 
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5. Cash, cash equivalents and other investments 

Cash, cash equivalents and other investments comprise the foliowing: 

An amount of EUR 9.8 miiilon and EUR 12.3 miillon Is restricied in use as at December 31,2006, and December 
31, 2005, respectiveiy. An amwnt of N R  4.8 million of the restricted cash is  non-current as a t  December 31, 
2006, and December 31, 2005, respectively. 

Cash consïsts of bank balarces and cal1 deposits, cash equivalents consist of short-term deposits with an 
origfnal and remaïning maturity of les than three months and other investments consist of bonds and deposits. 

6. Due to I fmm relaîed parties 

7. Shareholders' equity 

issued capital 
The ComPanv's Class AA and AB shares have been issued in reastered form and may only be transferred by a 
private deed.. These registered shares carry special voting and binding nomlnation &hG. Of the shareholders, 
only holden of Class AA and AB registered shares have also the nght to make bindlng nominations of the 
Management Board and the SupeNisory Board as wel1 as for the positions of Chainnan and Deputy Chairman of 
the Supervlsory Board. 

The Class AA shares have a par value of EUR 0.01. of the 250,000,000 shares authorized, 62,000,000 are issued 

Corp., a company fully owned by Telefonica SA. 

The Class AB shares have a par value of EUR 0.01. Of the 250,000,000 shares authorked, 62,000,000 are issued 
and outstanding on December 31, 2006, and December 31, 2005. These shares are owned by Bertelsmann 
Internet Holding GmbH (24,347,400), Firebail internet GmbH (14,260,000) and Chrlstoph Mohn Internet Holding 
(23,392,600). alzo Initia1 shareholders and founden of the Company. 

The Class 8 shares have a par value of EUR 0.01. Of the Kx),000.000 shares authorized, 188,300,000 are issued 
on December 31, 2006, and December 31, 2005, respectively, and 107,576,344 are outstanding on December 
31, 2006, and December 31, 2005, respectively. 

In f ixal year 2o00, the Company issued 28,000,000 Class B shares in an Initia1 Public Offering. A total of 83.3 
million LYCOS Eumpe shares have been issued in connection wlth the acquisition of Spray Network. A total of 
18.1 rnilllon LYCOS Europe shares have been lssued in connection with the 
September 20, 2000, Spray Ventures and Investor Guemsey entered into a greement Mth the 
Commnv to acauire a total of 10.0 rniilion shares for a total consideration AU rhes%LYCOS 

and outstandlnq on December 31, 2006, and December 31, 2005. These shares are owned by the LE Holding -. 

. .  .. 

- - 

... 
_ .  

Eum'p ihares have been issued in connection with thls share purchase agreement to 
investor Guemsev. 

On February 16, 2001, Spray Ventures entered into an agreement with the Compa-hy to 
LYCOS Europe shares (representing a value of N R  78.7 million) to the Company in 
under the share purchase agreement. These shares have been recorded as treasury shares at the settlement 
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amount within shareholden' equity. 

The Company issued 197,862 shares and reissued 147,oW treasury shares during the year ended December 31, 
2002, in connection with the exerdse of employee stock options. , 
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In October 2002, Spray Ventures transferred 3.2 million LYCOS Eumpe shares (representing a n lue  of EUR 0.7 
million) to the Company as indemnífication for arranging the settlement wiih the prevlous shareholden of 
Massmarket AS. 

On January 17, 2003, LYCOS Eumpe's shareholden resolved at an extraordinary general meeting upon the 
reduction of the Company's issued share capital by canceling 27,277,144 bearer shares held as treasury shares 
by LYCOS Eumpe. This resolution was effective on March 22, 2003. LYCOS Eumpc continues to hold 723,656 of 
its own shares recorded as treasury shares. 

Share premium 
The share premium concerns the income fmm the issuing of shares insofar as this exceeds the nomina1 value of 
the shares (income above par). 

mal reserves 
The Civ i l  Code of the Netheriands requires legai resems for capitalization of internal development expenses. 
These reserves are deducted fmrn the share premium. 

Transiation reserve 
The translation reserve comprises al1 foreign exchange differences arising fmrn the translation of the financial 
statements of foreign operations that are not integral to the operations of the Company. 

The Gekrai Meeting of Shareholders wil1 be asked to appmve the appmprlation of the 2006 pmfit after tax in 
the amount of EUR 1,704 thousand to  increase the other resemslaccumulated deficlt. 

Stock options 
In fiscal year 2000, the Company appmved a stodc option plan ("the Plan"). Under the terms of the Plan, the 
Company may grant up to 10 million options to purchase sharesof the Company. Optlons are generally granted 
for a perlcd of eight years. These options were granted to the employees as an additional incentive to the 
usual salary payrnents. Intention of the management was to achieve a higher identification of the employees 
with the Company. The outstanding and exercisable ootions are disclosed in note 16 of the consolidated 
finandal statements. 

8. Contlngencles and commltments 

Guarantees 
The Cornpany has issued letters of guarantee and support to several of its subsidiaries. Furthemre the 
Company has issued several guarantees to its suppliers and i t s  subsidiaties supplien during the ordinaw course 
of its business. Guarantees outstanding as at December 31, 2006 amount to EUR 2.3 million. 

In accordance with article 403 Book 2 of the Netherlands C M I  Code the Company has assumed joint and several 
liability for al1 legal transactions carrled out by its Dutch gmup company LYCOS Netherlands B.V. 

F i w l  unity 
Since January 1 ,  2002, LYCOS Eumpe N.V. and LYCOS Netherlands E.V. fonn a f i x a l  unity for corporate tax; 
the standard conditions stlpulate that each of the companies i s  Uable for the corporation tax payable by al1 

Joint and several liabillty Ei 
.li, 
! 
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companies belonging to the fiwal entity. h...i 
Ei 

lndemnky and insurance _i 
The Company shall indemnify and hold harmles each rnember of the Management Board and of the SupeMsory .....I 

i? 

ba rd  in accordance with Article 26.A of the Articles of Awciation of the Company. For this purpose amongt 
othen the Company has restricted cash in the armunt of EUR 400 thousand as at  December 31,  2 0 6 .  
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9. Lw from subsidiaria and equity investments m 
This concerns the share of LYCOS Eumpe N.V. in the m l t s  of i t s  particlpatlng interests, mp&LJqh to the Isitei of 
of EUR 1,354 thousand (2005: EUR (20,911) thousand) concerns gmup companies. 

10. Incometaxes 
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in awssing the recoverabiiity of deferred tax assets, management considen whether it is more likely than not 
that rome or ai1 of the deferred tax assets wil1 not be reaiked. The ultimate reaiization of deferred tax assets 
i s  dependent upon the generation of future taxable income during the periods in which those temporary 
differences become deductibíe. Management considen the scheduied revenal of deferred tax iiabiiities, 
projected future taxable income, and tax planning strategie5 in making this assessment. On December 31, 
2006, and December 31, 2005, the Company's operating tax lms carry-forwards amount to approximateiy EUR 
83.1 miliion. EUR 76.4 miilion of these Iw cany-fofwards expires after 201 1. 

11. Remuneration of the Management b a r d  

Remuneration package 
Every year, the Supervlsory Board fixes the remuneration package of the memben of the Management Board. 
As at January 1, 2006. Mr. Christoph Mohn's remuneration package was r a i d  by 2.0 Dercent in h e  with the 
Company's werail policy and in compensation of inflation. 

Fixed annual salary and short-term incentive (bonus) 
Management Board members receive a fixed annual salary that i s  in iine with their positron in the Company as 
5oon as they join the Board. The fixed salary i s  adjusted on January 1 of any year. In addition, an annual 
performance-based bonus i s  fixed and reviewed after completion of the annual report for the respeaive fiscai 
year by the Supervlsory Board. The bonus consists of a target I plan bonus and a total maximum bonus. in 
2006, the maximum bonus potential was 36 percent of the annual base salary. The bonus payment i s  subject to 
achievement of financial (EBIT result vs. bm'ness plan) and strategic (market share development) performance 
tarpets. The bonus amount for the fiscal year 2005 was fixed and paid in April 2006. The bonus amount for the 
fiwal year ZM)6 has nat been determined yet at the time that this report i s  published and wil1 be established 
by the Supervlrory Board in  2007. 

The fixed annual salades and bonuses for 2006 and 2005 of the Management Board were as follom: 

... 

Shares 
Christoph Mohn owns 8,333 shares in the Company. Christoph Mohn intem!%!$!!!~~&&dbt held 
by Christoph Mohn) owns 37,ï30,000 shares in the Company as at  December 31,2006, a h  dPoiDdhiieaE@!I$aa.ckbttsc d 

Total remuneration 
The total remuneration (including pension CON and other commitments) of Management 
amounted to EUR 0.4 miliion in 2006 (2005: EUR 0.4 miilion). Fonner memben of the Manaaement Board di 
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not recelve any remuneration in 20% and 2005. 

Indemnlty and lnsurance 
The Company shall lndemnify and hold harmless each member of the Management Board in accordance with 
Article 26.A of the Articles of Asoclation of the Company. 

12. Remuneration of the Supervisory Board 

Remuneratlon package 
No member of the Supewisory Board received rernuneration in respect of their function as member of the 
Superviwiry Board of the Company in 2006 and 2005. Fomer memben of the Supervisow Baard did not recelve 
any remuneration In 2006 and 2005. 

Optlonr I shares 
No share optlons rights In the Company are granted to or acqvired by rnemben of tk S u p e ~ h r y  Board. 
No member of the Supervlwiry Board of LYCOS Eumpe N.V. holds shares in the Company. 

Indemnlty and lnsurance 
The Company h a l l  indemnify and hold harmless each member of the Superviwiry Board in accordance with 
Article 26.A of the Articles of AswKiatlon of the Company. 

Haarlem, the Netherlands 
January 26, 2007 

Chrlstoph Mohn 
Chief Executive ûfficer 

~ 
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Other Information 

Clars AA shares and Class AB shares 
The Company's Class AA and AB shares naw been issued in registered f o n  and may only be transferred by a 
prfvate deed. These registered shares carry special voting and binding nornination rights. 01 the shareholdefl, 
only holden of Class Ap, and AB registered shares have also the right to make binding nominations of the 
Management Board and the Superviso!y Board as wel1 as for the positions of Chalmn and üeputy Chaimn of 
the Supervlsow Board. 

The Ciass AA shares are omied by LE Holding Corp.. a company fully owned by Telefonlca SA. 

The C W  AB shares are owned by ûeriekmann internet Holding GmbH (24,347.400), Firebail internet GmbH 
(14,260,000) and Christoph Molm Internet Holding (23.392,Mx)). 

Profit appmpriatlon p d s l o n  
m e  appropriatlon of profits takes place in accordance 4th Article 18 of the Articles of AssodaHon. Under this 
provision the profit for the year as stated in the income statements i s  at  the unrestricted dlsposai of the 
General Meeting of Shareholden. 

Approprlatlon of result for the year 2006 
The General Meeting of Shareholdefl wil1 be asked to appme the appropilation of the 2006 profit after tax in 
the amount of EUR 1,704 thwsand to increase the other resemslaccumulated deficit. 

independent Auditor's Report 
We refer to the accompanying Independent Audltor's Report as set forth on ihe following page. 

/... 

,.. . 
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Independent Auditor's Report 

To: l h e  Annual General Meeífng of Shareholders of Lycoa Eumpe N.V. 

Audlton' report 

Report on the Rnancial statements 

introductfon 

We have audited the accompanying finandal Statements of LFM Europe N.V., Haarlem, the Netheriands, as 
set out on pages 21 to 61. The financial statements consist of the consolidated financial statements and the 
company financial statements. The consolidated financlai statements comprise the consolidated baiance sheet 
as at  31 December 2006, the income statement, the statement of cash flows and the statement of 
shareholden' equliy for the year then ended, and a summary of significant accountlng policles and other 
expianatory notes. The company financial statements comprise the company balance sheet as at  31 December 
2006, the company i m m e  statement for the year then ended and the notes. 
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Momgeinent's responsibilfty 

Management is responsible for the preparatlon and fair presentation of the financial statements in accordance 
with International Flnancial Reporthg Standards as adopted by the Eumpean Union and with Part 9 of ûwk 2 of 
the Netheriands C i n l  Code and for the preparation of the report to the shareholden in accordance with Part 9 
of Book 2 of the Netheriands CMI Code. This responsibility includes: designing. implementing and maintaining 
Internal contml relevant to the preparation and fair presentation of the financial statements that are free fmm 
material mlstatement, whether due to fraud or error; selecting and applying appmpriate accountlng pdicies; 
and maklng accounting estimates that are reasonable in the circumstances. 

Auditor's responsibilfty 

Our responsibility i s  to express an oplnion on the financial statements based on our audit. We conducted our 
audit In accordance with Dutch iaw. This law requlres that we comply with ethica1 requirements and plan and 
perform the audit to obtain reasonable assurance whether the finandal statements are free from rnaterial 
misstatement. 

An audit involves performing pnwedures to obtain audit evldence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor's judgment, including the awssment of 
the risk of material misstatement of the ffnandal statements, whether due to fraud or error. In maki- those 
risk assessments, the auditor considen Internal control relevant to the entity's preparation and fair 
presentation of the financial statements in order to deslgn audit procedures that are appmpriate in the 
drcumstances, but not for the purpose of expressing an opinion on the effectivenw of the entity's internal 
control. An audit also includes evaluating the appmpriateness of accounting pollcles used and the 
reasonableness of accounting estlmates made by management, as wel1 as evaluating the overall presentation of 
the finandal statements. 

We believe that the audit evidence we have obtained i s  sufficient and appmpriate to pmvlde a basls for our 
audit oplnlon. 

Oplnfon with respect to the consolfdoted finonciol statements 

In our oplnion, the consolidated financial statements give a true and fair view of the financial position of Lycos 
Eumpe N.V. as at  31 December 2006, and of its result and l t s  cash flow for the year then ended in accordance 
with Internatlonal Financial Reporting Standards as adopted by the Eumpean Union and with Part 9 of b o k  2 of 
the Netherlands C M I  Code. 

Opfnion with respect to the compcmy fimncfol statements 

Europe H.Y. as at 31 Derember 2006, and of its result for the year th 
ûwk 2 of the Nethedands C M l  Code. 

In our opinion, the company financial statements glve a true and fair of LYCOS 
Part 9 of 
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Report on other legai and reguhtory requirements 

Punuant to the legal requirement under Z393 sub 5 part e of the Netherlands Civil Code, we report, to the 
extent of our competence, that the repart to the shareholden i s  consistent with the financial statements as 
required by 2391 sub 4 of the Netherlands Civil Code. 

Amstelveen, 26 January 2007 
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Net pmfit I (net [OSS) per share 
basic and diluted in Euro 
EBITOA '" 

Quarterly Financial Inforrnation 
(unaudited) 

(0.01) 0.00 0.03 (0.02) 

(834) 777 (3,379) (1,192) 

i?., _. 
". 

1 

t.-> 

Not restated. 
l0 EBITDA is  Earnings Before Interest, Taxes,'Depreciation, Amortization and Impaimnt, which i s  caiculated 

by excluding the depreclation, amortization and impairment fmm the Company's operating [OSS. The 
Company considers EBITOA an important indicator of the performance of its business includlng the ability to 

$ 
I 

provide cash flom to fund capital expenditures. EBITDA, however, shouid not be considered an alternative 
to operating result or net result as an indicator of the performance of the Company, or as an aiternative to 
cash flows pmvided by (used in) operating activitier as a masure of liquidity, in each case determined in 

p>, 
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accordance with International Financial Reporting Standards (IFRS). 
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Report of the Supervisory Board 
The Management ba rd  of LYCOS E u m  N.V. kept the Supervisory Board wil lnformed about the situatlon and 
course of business at the Company during the period under its review, January 1, 2006, to December 31, 2006. 
The course of business was discussed on the basis of monthly repom containinq comparative figures relating to 
the budget, s a k  end traffic trends, developments in the reglonal markets and marketing expenditures. In 
additlon, the Supervirory Board engaqed ln extemive discusslons with the Management Board on fundamentai 
issues of corporate policy and significant business developments and strategy in joint meetings with the 
Supervisory Board and in regular telephone calk. The Supervisory Board was thus able to conclude that 
business was being managed properly. 

As of September 30, 2006, Lydia Lux-Schmitt, CFO, left LYCOS Europe to pursue other opportunities. The 
Supervlsory Board thanks Mn. Lux4chmitt for her contributlon to the development of the Company and wishes 
her a l i  the best in the future. 

Actlvit ies 
LYCOS Europe's Supervlsory Board's responsibility is to supervise the policy of the Company's Manaqement 
Board and the generai affairs of LYCOS Europe and its business as well as to assist the Company's Management 
Board by pmvlding advlce. In doing M, LYCOS Europe's SupeMsory Board i s  guided by the Company's interests 
and takes into account the reievant interests of i t s  stakehoiden. LYCOS Eumpe's SupeMsory Board Is 
responslble for the quality of lts own fdnctioning. The Supervisory Board was involved In resolutlons as and 
where required by the Company's Articies of kociation and By-Lam. We speclfically discuwd the strategic 
orientation of the Company and (ent lt our unreserved support. We a h  diwussed the Company's intemal risk 
management and control sFtems. 

Durinq 2006, the Supervisory Board met four times and adopted severai resolutlons outside of meetings. Two of 
its members have been frequently absent at meetings. As part of l t s  efforts In the field of colporate 
govemance the Supervisoiy Board has decided to meet once a year without tk Management Board being 
present to discuss the functioning of the Supervlsory Board and Of the memben of t k  Management Board. In 
2006, a meting of this kind took place in November. Furthermore, the Chairman 01 the Supervisory Board is 
regularly diwussing actuai business developments wlth the CEO. 

Audit Commlttee 
During 2006, the Supervlsory Board constituted an Audit Committee, which was chaired by Mr. Rovira de Osd 
and which further consisted of Mr. 8uch and Mr. Ríchter. A further explanatlon on the purpose and functioning 
of the Audit Committee can be found in the Corporate Governance Section of this annuai report on page 15. 
During 2006, the Audit Committee met four times. None of the Audlt Committee rnemben is designated as such 
as a "financial expert" withln the meaning of that term under the Dutch Corporate Governance Code. The 
Supervisory Board does belleve however that the expertise of the memben of the Audlt Committee taken 
together is sufficient for the Supervisory Board to dixharqe i ts  supervisory duties in flnandal and audlt-reiated 
matten. 

Remuneratlon Commlttee 
A lm durinQ 2006 the S U O ~ ~ ~ ~ S O N  Board constituted a Remuneration Committee which i s  chaired bv Mr. Bohnert. - - ~ ~ ~  ~~ ~ ~ 

Mr. Richter i s  a membei of &e Remuneration Commlttee. Mr. Mateu was a member of the Remuneration 
Committee until his reslgnation on March 23, 2006. Durlng 2006, no repiacement for Mr. Mateu in the 
Remuneratlon Commlttee was appointed. A further explanation on the purpose and functioning of the 

The Remuneration Committee met once In 2006. 
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Remuneratlon Committee can be found in the Corporate twernance section of this annual report on page 15. . .  , 
Remuneration of Monogement Boord members 
In 2oW and in accordance with i t s  standing polides the Supervisory Board har decided to qrant a bonus to the 
CEO, Mr. Mohn, for the f iaa l  year 2005. This bonus was based on prwlously determined performance criteria. 
Furthemre, as at  January 1, 2006, Mr. Mohn's remuneration package was raised by 2.0 percent in line with 
the Company's werail policy and in compensation of inflation. For an overvlew of Mr. Mohn's remuneratlon 
during 2006 and the performance criteria we apply, see page 58 of t h i s  annual report. 

I. 

q 

The relative Importance of the variable component of his remuneration i s  a maximum of 36 percent of his 
annual base salary or 27 percent of the maximum total remuneratio 
reasonable high amount and relative incentive for the achievement 
For the f ixa l  year 2005, the bonus made up 24 percent of the base 
remuneration. The bonus payment i s  subject to ach 
strategic (market share deveiopment) performance 
they reflect the main concerns of our buslnea, i.e. 
market share to increase short-term revenues and ensure medium-term growth. In addi 
the aforementioned salary and bonus components, the Company prwhdes Mr. Mohn w i t h % # k & m i o n  

1, 1986. Mr. Mohn acquires a claim to 0.8 percent of hls penrionable incorne per p a r  
plan and an accident inwrance. The pension arrangement i s  based on the ûertehan JU~Y/- 
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maximum of 20 percent of his average remuneration during the last three years M o r e  receiving pension 
benefits (maximum pensionable income EUR 204,Mx)). His years of previous employment with Bertelsmann 
(May 1, 1992 until Juiy 31, 1994, and November 1, 1996 until April 30, 1997) are taken int0 account for the 
caiculation of pension benefits. Provisions for this pension entitlement are made accordingly. For the year 
ended December 31, 2006 the amount was EUR 0.1 mliiion. 
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Mr. Mohn's employment contract with LYCOS Europe GmbH under Gennan law establishes a notice period of 
three months for bath parties. 

Furthermore, the SupeMsory Board, asslsted by its Remuneration Committee, has prepared a remuneration 
policy for the remumration of members of our Management Board during 2005 and thereafter which has been 
adopted at our 2005 Annual General Meeting of Shareholden. The Remuneration Poiicy can be found at page 
68. 

The consolidated financlal statements, notes to the conrolidated finandal statements and management report 
of LYCOS Europe N.V. for the fiwal year extending from January 1, 2006, to December 31, 2006, as submitted 
by the Management Board were prepared in the form of a consolidated report in accordance with IFRS. These 
financiai statements were audited by KPMG Accountants N.V. (Amsterdam) and an unqualified audit opinion 
was iswd. The Supervisory Board has accepted and approwd the results of the audit and, subsequent to i t s  
own review of the finandal statements, the nota to the financiai statements and the management report, has 
no objections to it. The Supervisory Board appmves the financial reports as dram up by the Management 
Board, and it is  therefore deemed approved. 

We wish the entire staff and the Management Board of LYCOS Eumpe N.V. every succes for the upcomíng 
business year. 

Amsterdam, Febmary 16,2007 
Prof. Dr. Frank Jürgen Richter 
Chairman of the Supervisory b a r d n  
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Supervisory Board 
(Durlng the year ended December 31,2006) 

Prof. Dr. Fronk Jürgen Rlchter (1941. G e m n  notional) 
Chalrman of the Supervisory Board for the whole year ended December 31, 2006 
Chalrman of DELTA entertalnment Inc., Los Angeles, Cal. 
Member of the SupeMsoly Board since November 30, 2001, current term ending in 2010 

Dr. Meter Ulrlch Bohnert [lW, G e m n  nationai) 
Member of the Supervisoly Board for the whole year ended December 31,2006 
Senior Partner HeuMng Kuhn L t r  Wojtek 
Member of the Supervisory Board of APO Data-Seivlce GmbH 
Member of the Supervisory Board of khneider Electrlc GmbH 
Member of the Supervisory Board slnce November 30, 2001, current term ending In 2010 

José Fronsisco hlateu Isturiz (1954, Spanlsh n o t i o ~ l )  
Member of the Supervisory Board until March 23, 2006 
Senior Vice President Legal and torporate Affairs Altadis S.A. 
Member of the Board of Directors of Amper S.A. 

Roif Eberhard öuch (1965, Gemion national) 
Member of îhe Supervisory Board for the whole year end4 December 31, 2006 
Chairman of the Executk Board of amto  direct services and Member of the Board of Dlrectors of arvato AG 
and directarships of arvato affiliates 
Member of the Supervisory Board since May 22, 2003, current term ending in 2007 

Ellas Rodrlgiez-Wno (1960, Sponlsh mtional) 
Member of the Supervisow Board slnce May 24,2006 
Chalrman of the Management Board and Chief Executive Offlcer of Endemol N.V. 
Member of the Board of Catalana d' Iniclatks, SRC, S.A. 
Member of the Supervisory Baard slnce May 24, 2006, current term ending in 2010 

Juon Rovfra de osd (1955. Sponish nationoi) 
Member of the Supervlsory Board for the h o l e  year ended December 31,2006 
Slnce July 2006, üeputy General Manager of Teldonica S.A. 
Member of the Board of Banco Inversis Net. S.A. untll May 2006 
Member of the Board of Geonet Temtorial, S.A. 
Member of the Supervisory Board of Terra Networks Mexico Holding, 5.a. de C.V. and directorships of Terra 
Networks Mexico afflliates until December 2006 
Member of the Board of Directors of Azeler Automoción S.A. 
Managing Mrector of Terra LYCOS Holding, B.V. 
Member of the Supervisoly Board since November 30, 2001, current term ending In 2010 

Luis Velo Pulg-Durdn (1960, Spanlsh nationai) 
Member of the Supervisory Board for the whole year ended December 31, 2006 
Executive Vice Presldent of Media Projects a t  Telefónica de Espaiia S.AU. 
Member of the Steering Comittee of Telefónlca de Espaiia S.A.U. 
Member of the Supeivlsory Board slnce May 18, 2005, current term ending in 2008 

1 

b.1 
RemuneraMon of Supervfsory Board Memben 

Remunerotion packoge 
No member of the Su~ervis~w Board recebed remuneration In respect of their function as member of the 

r:, 

CJ 
Supervisory Board of the Company. : i  

Board. 
options 
No share option rlghts in the Company are granted to or acquired by memben of 

Shares 
No member of the Supervimry Board of LYCOS Eumpe N.V. holds shares in the Company. 

KPMG Audit 
*he *ppand* pertainíng to tb lmm 
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Remuneration Policy 

Set forth below i s  the policy on remuneration of the memben of the Management Board of LYCOS Eumpe N.V. 
(alm referred to as %em, "Ou? or "m.) as adopted by the Compaws Annual General Meeting of Shareholden. 

The amount and Structure of the remuneration whlch our Management Bwrd memben receive fmm us for their 
work shall be swh that qwlified and expert managers can be recruited and retained. 
The remuneration structure, including severance pay, if any, penslon costs and other commitments i s  such that 
It promotes our Interests In the medium- and long-tem, does not encourage a Management Board member to 
act in his own Interests with disregard to our interests and does not 'reward' failure of Management Board 
memben upon termination of empioyment or service. The relevant employment market, the deveiopment of 
results and the deveiopment of the share price as wel1 as other deveiopments relevant to us, such as those in 
the market, are factors that should be considered when determining the amunt and structure of 
remuneration. 

The memben of the Management Board shall receive a fixed salary, which in general i s  reviewed and 
potentlally adjusted on 1 Janwry of any year. The memben of the Management Board are furthermore 
entltled to variable remuneration consisting of a short-tem incentive bonus scheme and the granting of share 
option rights as long-term incentive. The varlable part of the remuneration is designed to support our strategy 
for valuation creation and shareholder alignment and to strengthen the board memben' commitment to us and 
our objectives. 

The bonus xheme shall at least contain elements relating to our flnancial performance and the Group's 
strategic development. In addition, speclal bonuses can be granted if deemed appropriate by the Supervisory 
Board. 

Share optionr to Management Board memben can be granted under our 2000 employee stock option plan (as 
amended fmm time to time) which options generally shall be granted for a period of eight yean. 

Overall, the variable part of the remuneration must be linked to pmiously-detemined, measurable and 
influenceable targets. However, deviations from this general rule are permitted where the Supervisory Board 
deddes the same is justified by the status of a Management Board member as an employee of US (where 
applicable), for instance (without Iimitation) with respect to grants under our ZWO employee stock option 
plan. The varlable part of a Management Board membefs remuneration apd that person's personal Investment 
in  us (if any) taken together must provide for both short-tem and long-term elements of incentlves. 

Memben of the Management Board may have the beneflt of other periodicaily paid compensation or benefits in 
kind. These compensatlon elements can comprise elements based on historic contractual benefits or 
compensation elements based on local practices. Typical examples are a company car or an allowance for 
medicai assurance. 

The pension policy Is that pension amngements should be in iine with local practice in the country of 
residence of the memben of the Management Board and the pension benefits p d d e d  should be consistent 
with those provided by other multinatlonal companies in those countries. 

usual business operations, on conditlons which apply to ai1 employees and wlth the approval of the Supervisory 

The maximum remuneration in the event of dismissal is one yeafs salary (the fked remuneration component). 
However, i f  the maximum of one yeai's fixed salary wouid be manlfestly unreasonable for the Management 
Board member who i s  dismissed during his fint t e m  of office, swh board member shall be eligible for a 

member we wil1 respect the general rules of law applicable to the employment contract and local practice 
with respect to temination of empbyment contra&, which may result ination payrnents, 
dependlng on the situatlon. 

(1; 
We do not grant advances or guarantees to Management Board members, except wlthin the framework of its 

Board. The granting of loans to Management Board memben Is not permitted. 
ft , .. . 
! 

is; 

<p;+ .. 

; 
L i  

(2, 
,:i 

severance pay not exceeding twice the annual salary. In addition, where the Management Board member i s  
retained under an employment contract or i s  intemally promted fmm employee to Management Board 

.. . 
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Glossary 

The following explanatory notes are man t  ta assist the reader of our annual report in  mmprehending the 
tenns uçed in this report or are used in connection with the internet business in general. 

l 

l. 

I '' 

i 

I . .  

[ 
! 
I, .. 

Above the fold 
The section of a web page that i s  visible Without xmlling. 
Acces 
Connection to the internet. 
Ad impresslon 
A single display or view of an online advertisement such as a banner, box ad, button ad or te?? link. 
Ad server 
A high-end computer used to manage and contmi advertislng resources within the advertising netwok. 
Advertlsing nehwrk 
A network representing many Web sites in selling advertising, allowlng media buyen to reach bmad audiences 
easily thmugh run-of-category and run-of-network bw. 
Afflliate 
The publlsherlsalespenon in an affiliate marketing relationship. 
bib 
Business that sells products or provides services to other businesses. 
b2c 
Business that sells pmducts or pmvldes services to the end-user consumen. 
öandwidth 
Speed of online data transmission vla tk internet. LYCOS Gennany and Spray Sweden offer tailor-made bmad- 
band and narrow-band internet access packages. 
üanner ad 
A graphical web advertiring unit, typicaily measuring 468 pixels wide and 60 pixels tal1 or 234 pixels wide and 
60 pixels tal1 (e.g. 468x60; 234 x60). 

A frequent, chmnological pubiication of penonal thoughts and web links in the Internet ( a h  known as web 
log). LYCOS Eumpe launched a new biog service cailed "JubiiBlog" in October 2005. 
Bookmark 
A link stored in a web browser for future reíerence. 
Channel 
Content area within an Internet portai that combines latest nem of a particular topic, shopping tips and links 
to related sites (e.g. LYCOS Auto). Channels aggregate distinctive target gmups and belong to the most 
predous oniine advertising inventory. 
Chat 
Online convenation with other (penonally known or unknomi) uren in real-time vla the internet. The LYCOS 
Chat is the biggest chat of i t s  kind in Eumpe with reveral mlllions of users. Yahwl Eumpe as wel1 as T-Online 
are licenseer of the LYCOS Chat. 

Blos (Weblos) 

Click-thrwgh 
The pmcess of clicking thmugh an online advertisement to the advertise<s destination. 
Converslon rate 
The percentage of visiton who take a desired action. 
Community 
Group of Internet usen that are interested in simllar topics. LYCOS Eumpe is one of the leading providen of 
community sewices e.g. wlth products swh as LYCOS Chat, LYCOS Tri@ and Jubiiblogs. 
Cookie 
infonnatlon stored on a useis computer by a web site 50 preferences are remembered on future requests. 
CPA - 
Cost-per-actionlacquisition - online advertising payment model in which payment i s  based wlely on qualifying 
actlons such as s a k  or registrations. 
rw 

- 

- 
-. - 
Cost per click - the cost or cost-equivalent paid per click-thmugh. 
CPM 
Cost per thousand impressions. 
cm KPMQ Audit Cost per opportunity. 
Cross media 
The idea of using online as wel1 as offline media (TV, radio, print) for p u r  advertising campai to increase 

CTR 
Click-thmugh rate - the average number of click-thmughs per hundred ad impresions, exp 
pwcentage. 

(ho Appnndlx patiaInhg lo thn h of 

campaign succes and brand awareness. y6 FEB 2Wi- 
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Domain name 
A domain name locates an organhation or other entity on the intemet. For example, the domain name 
www.lycos-europe.eu locates an Intemet address for 'lycos-eumpe.eu' at a particular host server named 
W. The *eV paft of the domain name reflects the purpose of the organization or entity (in this example, 
'Eumpean Union") and i s  called the top-level domain name. The 'iycos-europe' part of the domain name 
deflnes the organization or entity and together with the toplevel i s  called the wond-level domain name. 
DSL 
Digital subscriber line - it accelerates online data transmission by factor 48 compared to standard ISDN 
connections. LYCOS Germany and Spray Sweden offer tailor-made DSL-Internet acces packages. 
EBK 
Eamings before interest end taxes. 
EBKDA 
Eamings before interest, taxes, depreclation and amortization. 
EBT 
Eamings before taxes. 
dommerce 
Electronic commerce. Term for business transactions on the Internet. 
Email 
The transmisdon of computer-based message5 over telecommunication technology. 
Emoticon 
Little srnilies generated with the use of your keyboard to quickly add an emotional component to you rnessage 
e.g. :-) means that you are in a goed mood (smiling face). 
FA4 
Frequently asked qwstions - a section of a web s i te  that automates the answerlng of popular visitor questions. 
Freemail 
Free. web-based email-service for wistered users of an email-prwlder or Internet portai. LYCOS offers 
freemail and enhanced premium mail setvicer. 
Homepage 
The main page of a web site. 
Hostlng 
Hosting ( a h  known as web site hosting and web hosting) is the business of housing, serving and maintaining 
files for one or more websim. 
Hyperlink 
A h  called an HTML link. Hyper linking i s  a navigation technique in HTML that allom a user to jump from one 
location (web page) to another. Hyperiinks can jump a user to different pages w'thin a single web site or jump 
users between different web sites. 
IFRS 
international Financial Reporthg Standards. 
Intentitiai 
An advertisement that loads between two content pages. 
IP address 
Internet protocol addren - an IP address i s  a unlque number that identifies your computer on a netwrk (like 
the intemet). This addressing system allowz information to be delivered to and from other resources on a 
network, such as between computers and web servers on the Internet. 
ISP 
Intemet service prwlder. it prwides the localized network infrastructure that allom acces to the internet 

r . 3  thmugh teiephone lines (modem) or digital data communications technologies like ADSL or DSL. Commerrial 
.!1 ISPs have a number of advantages, including fewer busy signals for dial-up service and local access numbers in 

different parts of the U.S. ! 
b g  file ,., 
File that records the activity on a web server. 

17; 
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Netiquette 
Short for netwrk etiquette, the code of conduct regarding acceptable online behavior. 
Newsletter 
Periodically issued email for a group of wistered wen that are particularly interest4 in a distinctive topic or 

Newsletter advertising is highly appreciated, due to tarseted delivefy among loyai users and tailor-made ad 
f0rmS.  

!/%- on the 

Page view 
Request to load a single HTML page. 
Page lmpression 
A single display of a website, regardless how often the same user i s  counted or how ion 
site. 

iZs 
Cf prefer lust-in-time-updates via email over IndMdual online research. On monthly base, LYCOS sends out the 

LYCOS portal newsletter that either highllghts new LYCOS selvices or a distinctive topic. '..i 

hii Apptndlx pertelrdno ta tim iacei of 

k a @  
Pop-under (ad) 
An ad that displays in  a new bmwser window bei-ind the cument bmmer windmv. 1 6 FEE 2007' 
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Pop-up (ad) 
An ad that displays in a new bmwser window. Due to new bmwser software including "pop-up blockers" th is  
advertising format mostly disappeared in favour of other formats such as "content ads". 
Portal 
A site featuring a suite of commnly used services, setving as a starting point and frequent gateway to the web 
(web portai) or a niche topic (vertical portai). 
Reach 
Percentage of usen who vlsit a specific web site on a regular basis compared to the total number of users in a 
market. 
Rich media 
New media that offers an enhanced experience relative to older, mainstream formats. 
Search englne 
A program that indexes documents, then attempts to match documents relevant to the usen search requests. 
Server 
Computers or werkstations on a netmirk that handle requests fmm other computers, or clients, serving them 
stored data and files or processing power e.g. web serven, mail servers, and file servers. 
5Ms 
Short messadng service - that faditates written wmmunication amng cel1 phones or between cel1 phones and 
online computers. LYCOS WS and Mobile offers value-for-money M packages and a broad ranse of related 
moblie twls and services. 
Spam 
inappmpriate commercial message of extremely low value. 
Twlbar 
A mw of icons on a computer screen, especially in a web bmwser window that convenlently actlvate commands 
or functions when cllcked. Twlbars are "onllne customer retention" twls. 
Tramc 
The number of visitors a web site receives. The standard timelines for measuring web site trafflc are daily, 
weekly, mnthly and yeariy. 
Unique user 
individual who has visited a web site íor networio at least once durins a fixed time frame. . 
UW 
Unlfonn resource locator - it specifies the location of a resource on the Internet. URLr, consin of the access 
protocol (http). the domaln name (w.lycos-eumpe.com) and optlonally the path to a file or resource 
residing on that mver  (investor relations). 
US-GAAP 
United States Generally Accepted Accounting Prinoples. 
VDS 
Virtual Dedicated Server (VDS) Technology Is a new technology based on the concept of partltions on 
mainframs and advanced resource scheduling to divide a computer int0 many virtuaiiy isolated servers. A VDS 
rimply put i s  a server that 
same hardware. 
Visit 
Time span during whlch a unique visitor stap withln the different pages of your site. 
Web browser 
A software application that allom for the browsing of the Worid Wide Web. 
Web hosting 
The business of pmvlding the storage, connectivity and services necessary to sewe fiies for a web site. 

inside another server. Each VDS acts lik a dedicated server but shares the 
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April 24, 2007 Interim report for the first three months of 2007 i 
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May 24, 2007 

July 31, 2007 

October 23,2007 

Annual General Meeting of Shareholden I Amsterdam, the Netheriandr 

Interim report for the first slx months of 2007 

Interim report for the first nine months of 2007 
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LYCOS Europe N.V. 
Rlchard Holkade 36 
2033 PZ Haarlem 
Netheriands 

Concept and Production 
LYCOS Eumpe, Corporate Communications 

Flnandal information 
LYCOS Eumpe, Corporate Contmlling 

Investor Relations 
Phone: 4 9  (0)52 41 I 80 7 10 00 
Fax: 4 9  (0)52 41 I 80 67 10 M 
Email: investor.relations@lycos-eumpe.Com 
Web: wm.lycos-eumpe.cm 

The annual report for the year ended December 31, 2006, Is also avallable in German and French. In case of 
doubt, the Engllsh venlon is  declsive. 
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