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PART I: FINANCIAL INFORMATION
Item 1:Financial Statements

eBay Inc.
CONDENSED CONSOLIDATED BALANCE SHEET

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net

Loans and interest receivable, net

Funds receivable and customer accounts
Other current assets

Total current assets

Long-term investments

Property and equipment, net

Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Short-term debt

Accounts payable

Funds payable and amounts due to customers
Accrued expenses and other current liabilities
Deferred revenue

Income taxes payable

Total current liabilities

Deferred and other tax liabilities, net
Long-term debt

Other liabilities

Total liabilities

Commitments and contingencies (Note 10)
Stockholders' equity:

Common stock, $0.001 par value; 3,580 shares authorized; 1,294 and 1,294
shares outstanding

Additional paid-in capital

Treasury stock at cost, 291 and 271 shares
Retained earnings

Accumulated other comprehensive income
Total stockholders' equity

Total liabilities and stockholders' equity

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

September 30,

2013

December 31,
2012

(In millions, except par value amounts)

(Unaudited)

$5,280
4,991
772
2,434
9,073
926
23,476
4,138
2,763
8,566
863
261
$40,067

$408
288
9,073
2,008
164

87
12,028
914
4,123
235
17,300

2

12,697
(9,141
18,004
1,205
22,767
$40,067

$6,817
2,591
822
2,160
8,094
914
21,398
3,044
2,491
8,537
1,128
476
$37,074

$413
301
8,094
1,916
137

63
10,924
972
4,106
207
16,209

2

12,062

(8,053 )
15,998

856

20,865

$37,074
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eBay Inc.

CONDENSED CONSOLIDATED STATEMENT OF INCOME

Net revenues

Cost of net revenues

Gross profit

Operating expenses:

Sales and marketing
Product development
General and administrative
Provision for transaction and loan losses
Amortization of acquired intangible assets
Total operating expenses
Income from operations
Interest and other, net

Gain on divested business
Income before income taxes
Provision for income taxes
Net income

Net income per share:

Basic

Diluted

Weighted average shares:
Basic

Diluted

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

Nine Months Ended

September 30,

2013

(In millions, except per share amounts)

Three Months Ended
September 30,

2013 2012
(Unaudited)

$3,892 $3,404
1,224 1,022
2,668 2,382
755 726
433 389
415 369
185 148
81 83
1,869 1,715
799 667
74 5

873 672
(184 ) (75
$689 $597
$0.53 $0.46
$0.53 $0.45
1,295 1,292
1,310 1,314

$11,517
3,587
7,930

2,223
1,318
1,242
553
245
5,581
2,349
89
2,438
(432
$2,006

$1.55
$1.53

1,296
1,314

2012

$10,079
2,992
7,087

2,120
1,157
1,131
413
251
5,072
2,015
74
118
2,207
(348
$1,859

$1.44
$1.42

1,291
1,311

)
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eBay Inc.

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Net income

Other comprehensive income (loss), net of
reclassification adjustments:

Foreign currency translation

Unrealized gains (losses) on investments, net

Tax (expense) benefit on unrealized gains (losses) on
investments, net

Unrealized gains (losses) on hedging activities, net
Tax (expense) benefit on unrealized gains (losses) on
hedging activities, net

Other comprehensive income (loss), net tax
Comprehensive income

Three Months Ended
September 30,

2013 2012
(In millions)
(Unaudited)

$689 $597
353 191
243 89
(86 ) (24
(135 ) (73

4 2
379 185
$1,068 $782

Nine Months Ended
September 30,

2013 2012
$2,006 $1,859
88 80

459 126
(175 ) (18
(24 ) (90

1 2

349 100
$2,355 $1,959

The accompanying notes are an integral part of these condensed consolidated financial statements.
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eBay Inc.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
Nine Months Ended September

30,

2013 2012

(In millions)

(Unaudited)
Cash flows from operating activities:
Net income $2,006 $1,859
Adjustments:
Provision for transaction and loan losses 553 413
Depreciation and amortization 1,033 882
Stock-based compensation 412 360
Gain on sale of RueLal.a and ShopRunner (75 ) —
Gain on divested business — (118
Changes in assets and liabilities, net of acquisition effects (647 ) (943
Net cash provided by operating activities 3,282 2,453
Cash flows from investing activities:
Purchases of property and equipment (969 ) (961
Changes in principal loans receivable, net (395 ) (335
Purchases of investments (5,726 ) (1,470
Maturities and sales of investments 2,710 938
Acquisitions, net of cash acquired (85 ) (143
Repayment of Kynetic note receivable and sale of RueLal.a and ShopRunner 485 —
Proceeds from divested business, net of cash disposed — 144
Other (14 ) (77
Net cash used in investing activities (3,994 ) (1,904
Cash flows from financing activities:
Proceeds from issuance of common stock 301 359
Repurchases of common stock (1,088 ) (642
Excess tax benefits from stock-based compensation 180 95
EgﬁsWitthIdings related to net share settlements of restricted stock awards and (247 ) (152
Net (repayments) and borrowings under commercial paper program — (550
Proceeds from the issuance of debt, net of issuance costs — 2,976
Funds receivable and customer accounts, net 979 ) (839
Funds payable and amounts due to customers, net 979 839
Other — 4
Net cash provided by (used in) financing activities (854 ) 2,082
Effect of exchange rate changes on cash and cash equivalents 29 9
Net increase (decrease) in cash and cash equivalents (1,537 ) 2,640
Cash and cash equivalents at beginning of period 6,817 4,691
Cash and cash equivalents at end of period $5,280 $7,331
Supplemental cash flow disclosures:
Cash paid for interest $85 $15
Cash paid for income taxes $348 $757

The accompanying notes are an integral part of these condensed consolidated financial statements.
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 — The Company and Summary of Significant Accounting Policies
The Company

We are a global technology company that enables commerce through three reportable business segments:
Marketplaces, Payments and Enterprise. Our Marketplaces segment includes our eBay.com platform and its localized
counterparts and our other online trading platforms, such as our online classifieds sites and StubHub. Our Payments
segment is comprised of PayPal, Bill Me Later and Zong. Our Enterprise segment, which we previously referred to as
our GSI segment, consists of GSI Commerce, Inc., which we acquired in the second quarter of 2011.

We are required to comply with various regulations worldwide in order to operate our businesses, particularly our

Payments business. We also partner with banks and other financial institutions in order to offer our Payments services
globally. Changes in regulations or how regulations are interpreted or enforced by governmental authorities and

courts, non-compliance with laws or regulations, or loss of key bank or financial institution partners could have a

significant adverse impact on our ability to operate our Payments business; therefore, we monitor these areas closely

to mitigate potential adverse impacts.

When we refer to “we,” “our,” “us” or “eBay” in this document, we mean the current Delaware corporation (eBay Inc.) and its
California predecessor, as well as all of our consolidated subsidiaries, unless otherwise expressly stated or the context
otherwise requires.

Use of estimates

The preparation of condensed consolidated financial statements in conformity with U.S. generally accepted
accounting principles (GAAP) requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the reporting period. On an ongoing
basis, we evaluate our estimates, including those related to provisions for transaction and loan losses, legal
contingencies, income taxes, revenue recognition, stock-based compensation, goodwill and the recoverability of
intangible assets. We base our estimates on historical experience and on various other assumptions that we believe to
be reasonable under the circumstances. Actual results could differ from those estimates.

Principles of consolidation and basis of presentation

The accompanying condensed financial statements are consolidated and include the financial statements of eBay Inc.,
our wholly and majority-owned subsidiaries and variable interest entities ("VIE") if we were the primary beneficiary.
All intercompany balances and transactions have been eliminated in consolidation. Minority interests are recorded as a
noncontrolling interest. A qualitative approach is applied to assess the consolidation requirement for VIEs.
Investments in entities where we hold at least a 20% ownership interest and have the ability to exercise significant
influence, but not control, over the investee are accounted for using the equity method of accounting. For such
investments, our share of the investees' results of operations is included in interest and other, net and our investment
balance is included in long-term investments. Investments in entities where we hold less than a 20% ownership
interest are generally accounted for using the cost method of accounting, and our share of the investees' results of
operations is included in our consolidated statement of income to the extent dividends are received.
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These condensed consolidated financial statements and accompanying notes should be read in conjunction with the
audited consolidated financial statements and accompanying notes included in our Annual Report on Form 10-K for
the year ended December 31, 2012. We have evaluated all subsequent events through the date these condensed
consolidated financial statements were issued. In the opinion of management, these condensed consolidated financial
statements reflect all adjustments, consisting only of normal recurring adjustments, which are necessary for fair
presentation of the condensed consolidated financial statements, for the interim period.

6

10
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Recent Accounting Pronouncements

In 2013, the Financial Accounting Standards Board ("FASB") issued new accounting guidance clarifying the
accounting for the release of a cumulative translation adjustment into net income when a parent either sells a part or
all of its investment in a foreign entity or no longer holds a controlling financial interest in a subsidiary or group of
assets that is a nonprofit activity or a business within a foreign entity. The new standard is effective for fiscal years,
and interim periods within those fiscal years, beginning on or after December 15, 2013. We do not anticipate that this
adoption will have a significant impact on our financial position, results of operations, or cash flows.

In 2013, FASB issued new accounting guidance clarifying the accounting for obligations resulting from joint and
several liability arrangements for which the total amount under the arrangement is fixed at the reporting date. The new
standard is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15,
2013. We do not anticipate that this adoption will have a significant impact on our financial position, results of
operations, or cash flows.

Note 2 — Net Income Per Share

Basic net income per share is computed by dividing net income for the period by the weighted average number of
shares of common stock outstanding during the period. Diluted net income per share is computed by dividing net
income for the period by the weighted average number of shares of common stock and potentially dilutive common
stock outstanding during the period. The dilutive effect of outstanding options and restricted stock is reflected in
diluted net income per share by application of the treasury stock method. The calculation of diluted net income per
share excludes all anti-dilutive shares of common stock. The following table sets forth the computation of basic and
diluted net income per share for the periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(In millions, except per share amounts)
Numerator:
Net income $689 $597 $2,006 $1,859
Denominator:
Weighted average shares of common stock - basic 1,295 1,292 1,296 1,291
Dilutive effect of equity incentive plans 15 22 18 20
Weighted average shares of common stock - diluted 1,310 1,314 1,314 1,311
Net income per share:
Basic $0.53 $0.46 $1.55 $1.44
Diluted $0.53 $0.45 $1.53 $1.42
Common stock equivalents excluded from income per
diluted share because their effect would have been 2 3 2 6

anti-dilutive

11
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Note 3 — Business Combinations

During the nine months ended September 30, 2013, we completed four acquisitions, three of which are included in our
Marketplaces segment and one in our Payments segment, for aggregate purchase consideration of approximately $83
million, consisting primarily of cash. The allocation of the purchase consideration resulted in net liabilities of
approximately $7 million, purchased intangible assets of approximately $41 million and goodwill of approximately
$49 million. The allocations of the purchase price for these acquisitions have been prepared on a preliminary basis and
changes to those allocations may occur as additional information becomes available. The consolidated financial
statements include the operating results of the acquired businesses since the respective dates of the acquisitions. Pro
forma results of operations have not been presented because the effect of the acquisitions was not material to our
financial results.

Additionally, on September 26, 2013 we announced an agreement to acquire Braintree, a global payment platform, for
total consideration of approximately $800 million. This acquisition is expected to close late in the fourth quarter of
2013.

Note 4 — Goodwill and Intangible Assets

Goodwill

The following table presents goodwill balances and adjustments to those balances for each of our reportable segments
during the nine months ended September 30, 2013:

December 31, Goodwill Adjustments September 30,
2012 Acquired 2013
(In millions)

Reportable segments:

Marketplaces $4,732 $45 $(19 ) $4,758
Payments 2,519 4 (1 ) 2,522
Enterprise 1,239 — — 1,239
Corporate and other 47 — — 47
$8,537 $49 $(20 ) $8,566

The adjustments to goodwill and goodwill acquired during the nine months ended September 30, 2013 were due
primarily to foreign currency translation.

Intangible Assets

The components of identifiable intangible assets are as follows:

September 30, 2013 December 31, 2012
Weighted Weighted
Gross. Accumulated Net . Average Gross. Accumulated Net . Average
Carrying Amortization Carrying Useful Carrying Amortization Carrying Useful
Amount Amount Life Amount Amount Life
(Years) (Years)

(In millions, except years)
Intangible assets:

12
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and user base $1,648

Trademarks and 771

trade names

Developed

technologies 538

All other 263
$3,220

8

Edgar Filing: EBAY INC - Form 10-Q

$ (1,159
(645

(378

a7s
$ (2,357

) $489
) 126

) 160

) 88
) $863

$1,644
743

525

252
$3,164

$ (991
(569

(322

(154
$ (2,036

$653
174

203

98
$1,128

N

13
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Amortization expense for intangible assets was $107 million and $110 million for the three months ended
September 30, 2013 and 2012, respectively. Amortization expense for intangible assets was $323 million and $329
million for the nine months ended September 30, 2013 and 2012, respectively.

Expected future intangible asset amortization as of September 30, 2013 is as follows (in millions):
Fiscal years:

Remaining 2013 $100
2014 315
2015 252
2016 128
2017 38
Thereafter 30

$863
9

14
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Note 5 — Segments

We have three reportable segments: Marketplaces, Payments and Enterprise. We allocate resources to and assess the
performance of each reportable segment using information about its revenue and operating income (loss). We do not
evaluate operating segments using discrete asset information. We do not allocate gains and losses from equity
investments, interest and other income, or taxes to operating segments.

The corporate and other category includes income, expenses and charges such as:

results of operations of various initiatives which support all of our reportable segments;
corporate management costs, such as human resources, finance and legal, not allocated to our segments;

amortization of intangible assets;
restructuring charges; and
stock-based compensation expense.

The following tables summarize the financial performance of our reportable segments and reconciliation to our
consolidated operating results for the periods reflected below (1):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(In millions)
Net Revenue
Marketplaces
Net transaction revenues $1,668 $1,490 $4,913 $4.406
Marketing services and other revenues 359 316 1,072 942
2,027 1,806 5,985 5,348
Payments
Net transaction revenues 1,493 1,264 4,403 3,715
Marketing services and other revenues 127 102 389 318
1,620 1,367 4,792 4,033
Enterprise
Net transaction revenues 185 170 565 516
Marketing services and other revenues 53 57 155 168
238 226 720 684
Corporate and other
Marketing services and other revenues 14 11 40 27
Elimination of inter-segment net revenue 2 7 ) (6 ) (20 (13 )
Total consolidated net revenue $3,892 $3,404 $11,517 $10,079
Operating income (loss)
Marketplaces $789 $705 $2,406 $2,093
Payments 368 309 1,116 1,004
Enterprise 12 14 29 47
Corporate and other (370 ) (361 ) (1,202 (1,129 )
Total operating income (loss) $799 $667 $2,349 $2,015

15
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(1) Certain amounts may not add due to rounding.
(2) Represents revenue generated between our reportable segments.

10
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Note 6 — Kynetic Note and Related Investments

In conjunction with our acquisition of GSI Commerce, Inc. ("GSI") in June 2011, we immediately divested 100% of
GSI's licensed sports merchandise business and 70% of GSI's ShopRunner and RuelLal.a businesses, and sold them to
NRG Commerce, LLC (now known as Kynetic, LLC), a newly formed holding company led by GSI's former
Chairman, President and CEO, Michael Rubin, in exchange for a note receivable. In September 2013, this note
receivable was repaid and our investments in RueLaLa and ShopRunner were sold for total cash proceeds of $485
million. This transaction resulted in a net gain of approximately $75 million, which has been recognized in interest
and other, net in our condensed consolidated statement of income.

Note 7 — Fair Value Measurement of Assets and Liabilities

The following tables summarize our financial assets and liabilities measured at fair value on a recurring basis as of
September 30, 2013 and December 31, 2012:

Quoted Prices in

Balance as of Active Markets for Significant Other

Description September 30, 2013  Identical Assets Observable Inputs
(Level 2)
(Level 1)
(In millions)
Assets:
Cash and cash equivalents $5,280 $4,791 $489
Short-term investments:
Restricted cash 14 14 —
Corporate debt securities 3,697 — 3,697
Government and agency securities 48 — 48
Time deposits 120 — 120
Equity instruments 1,112 1,112 —
Total short-term investments 4,991 1,126 3,865
Funds receivable and customer accounts 1,864 — 1,864
Derivatives 46 — 46
Long-term investments:
Corporate debt securities 3,582 — 3,582
Government and agency securities 281 — 281
Total long-term investments 3,863 — 3,863
Total financial assets $16,044 $5,917 $10,127
Liabilities:
Derivatives $139 $— $139
11

17
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Unaudited)

Description

Assets:

Cash and cash equivalents
Short-term investments:
Restricted cash

Corporate debt securities
Government and agency securities
Time deposits

Equity instruments

Total short-term investments
Derivatives

Long-term investments:

Corporate debt securities
Government and agency securities
Total long-term investments

Total financial assets

Liabilities:
Derivatives

Balance as of
December 31,
2012

(In millions)
$6,817

15
1,153
20
765
638
2,591
55

2,669
42
2,711
$12,174

$86

Quoted Prices in
Active Markets for
Identical Assets
(Level 1)

$5,685

15

638
653

Significant Other
Observable Inputs
(Level 2)

$1,132

1,153
20
765
1,938
55

2,669
42
2,711
$5,836

$86

Our financial assets and liabilities are valued using market prices on both active markets (level 1) and less active
markets (level 2). Level 1 instrument valuations are obtained from real-time quotes for transactions in active exchange
markets involving identical assets. Level 2 instrument valuations are obtained from readily available pricing sources
for comparable instruments, identical instruments in less active markets, or models using market observable inputs.
The majority of our derivative instruments are valued using pricing models that take into account the contract terms as
well as multiple inputs where applicable, such as equity prices, interest rate yield curves, option volatility and
currency rates. Our derivative instruments are primarily short-term in nature, generally one month to one year in
duration. Certain foreign currency contracts designated as cash flow hedges may have a duration of up to 18 months.
We did not have any transfers of financial instruments between valuation levels during the first nine months of 2013.

Cash and cash equivalents are short-term, highly liquid investments with original or remaining maturities of three
months or less when purchased and are comprised primarily of bank deposits, money market funds and commercial
paper. We had total funds receivable and customer accounts of $9.1 billion as of September 30, 2013, of which $1.9

billion is invested in short-term government securities.

In addition, we had cost and equity method investments of approximately $269 million and $327 million included in
long-term investments on our condensed consolidated balance sheet at September 30, 2013 and our consolidated
balance sheet at December 31, 2012, respectively. As of September 30, 2013 and December 31, 2012, we also held $6
million of time deposits classified as held to maturity, which are recorded at amortized cost.

Other financial instruments, including accounts receivable, loans and interest receivable, accounts payable, funds
receivable, certain customer accounts, funds payable and amounts due to customers, are carried at cost, which
approximates their fair value because of the short-term nature of these instruments.

18
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Note 8 — Derivative Instruments

The notional amounts associated with our foreign currency contracts at September 30, 2013 and 2012 were $6.3
billion and $5.6 billion, respectively, of which $2.9 billion and $2.2 billion, respectively, were designated as cash flow
hedges. Derivative transactions are measured in terms of the notional amount, but this amount is not recorded on the
balance sheet and is not, when viewed in isolation, a meaningful measure of the risk profile of the derivative
instruments. The notional amount is generally not exchanged, but is used only as the basis on which the value of
foreign exchange payments under these contracts are determined.

For our derivative instruments designated as cash flow hedges, the amounts recognized in earnings related to the
ineffective portion were not material in each of the periods presented, and we did not exclude any component of the
changes in fair value of the derivative instruments from the assessment of hedge effectiveness. As of September 30,
2013, we estimate that approximately $55 million of net derivative losses related to our cash flow hedges included in
accumulated other comprehensive income will be reclassified into earnings within the next 12 months.

Fair Value of Derivative Contracts

The fair value of our outstanding derivative instruments as of September 30, 2013 and December 31, 2012 was as
follows:

Derivative Assets Reported in ~ Derivative Liabilities Reported

Other Current Assets in Other Current Liabilities
September 30, December 31, September 30, December 31,
2013 2012 2013 2012
(In millions)
Foreign exchange contracts designated as cash flow $16 $1 $95 $56
hedges
Forel.gn §xchange contracts not designated as 30 43 44 30
hedging instruments
Other contracts not designated as hedging o 11 . o
instruments
Total fair value of derivative instruments $46 $55 $139 $86

Under the master netting agreements with the respective counterparties to our foreign exchange contracts, subject to
applicable requirements, we are allowed to net settle transactions of the same currency with a single net amount
payable by one party to the other. However, we have elected to present the derivative assets and derivative liabilities
on a gross basis in our balance sheet. As of September 30, 2013, the potential effect of rights of set-off associated
with the above foreign exchange contracts would be an offset to both assets and liabilities by $46 million, resulting in
a net derivative liability of $93 million. We are not required to pledge, nor are we entitled to receive, cash collateral
related to these derivative transactions.

Effect of Derivative Contracts on Accumulated Other Comprehensive Income
The following table summarizes the activity of derivative contracts that qualify for hedge accounting as of

September 30, 2013 and December 31, 2012, and the impact of these derivative contracts on accumulated other
comprehensive income for the nine months ended September 30, 2013:

20
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contracts designated as
cash flow hedges
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December 31,
2012

(In millions)

$(55

)

Amount of gain (loss)
recognized in other
comprehensive income
(effective portion)

$(23 )

Amount of gain (loss)
reclassified from
accumulated other

. September 30,
comprehensive income
2013
to net revenue and
operating expense
(effective portion)
$1 $(79

21
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

The following table summarizes the activity of derivative contracts that qualify for hedge accounting as of
September 30, 2012 and December 31, 2011, and the impact of these derivative contracts on accumulated other
comprehensive income for the nine months ended September 30, 2012:

Amount of gain (loss)
reclassified from

Amount of gain (loss) accumulated other

December 31, recognized in other . September 30,
. comprehensive income
2011 comprehensive income 2012
. . to net revenue and
(effective portion) .
operating expense
(effective portion)
(In millions)
Foreign exchange
contracts designated as  $72 $(30 ) $60 $(18

cash flow hedges

Effect of Derivative Contracts on Condensed Consolidated Statement of Income

The following table provides the location in our financial statements of the recognized gains or losses related to our
derivative instruments:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(In millions)
Foreign exchapge gontracts designated as cash flow $6 $16 $9 $42
hedges recognized in net revenues
Foreign exchange contracts designated as cash flow
o . 2 ) 6 (8 ) 15
hedges recognized in operating expenses
Foreign exchange contracts not designated as hedging
: T (4 ) (2 ) 13 (10
instruments recognized in interest and other, net
Other contracts not designated as hedging instruments o L 4
recognized in interest and other, net
Total gain (loss) recognized from derivative contracts in $— $20 $14 $51

the condensed consolidated statement of income
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Note 9 — Debt
The following table summarizes the carrying value of our outstanding debt:

Carrying Value as Carrying Value as

Coupon of Effective of Effective
Rate September 30, 2013 Interest Rate  December 31, 2012 Interest Rate
(In millions, except percentages)
Long-Term Debt
Senior notes due 2015 1.625 % $599 1.805 % $599 1.805 %
Senior notes due 2015 0.700 % 250 0.820 % 250 0.820 %
Senior notes due 2017 1.350 % 999 1.456 % 999 1.456 %
Senior notes due 2020 3.250 % 498 3.389 % 498 3.389 %
Senior notes due 2022 2.600 % 999 2.678 % 999 2.678 %
Senior notes due 2042 4.000 % 743 4.114 % 742 4.114 %
Total senior notes 4,088 4,087
Other indebtedness 35 19
Total long-term debt $4,123 $4,106
Short-Term Debt
Senior notes due 2013 0.875 % $400 1.078 % $400 1.078 %
Other indebtedness 8 13
Total short-term debt 408 413
Total Debt $4,531 $4,519

Senior Notes

The effective interest rates for our fixed-rate senior notes include the interest payable, the amortization of debt
issuance costs and the amortization of any original issue discount on these senior notes. Interest on these senior notes
is payable semiannually. Interest expense associated with these senior notes, including amortization of debt issuance
costs, during the three months ended September 30, 2013 and 2012 was approximately $26 million and $21 million,
respectively. Interest expense associated with these senior notes, including amortization of debt issuance costs, during
the nine months ended September 30, 2013 and 2012 was approximately $79 million and $37 million, respectively. At
September 30, 2013, the estimated fair value of all these senior notes included in long-term debt was approximately
$4.0 billion.

The indenture pursuant to which the senior notes were issued includes customary covenants that, among other things
and subject to exceptions, limit our ability to incur, assume or guarantee debt secured by liens on specified assets or
enter into sale and lease-back transactions with respect to specified properties, and also includes customary events of
default.

Other Indebtedness

Our other indebtedness is comprised of overdraft facilities, notes payable, and capital lease obligations. We have
formal overdraft facilities in Brazil and India. Drawn balances bear interest at rates ranging from 8% to 11% per
annum and are expected to be repaid in more than one year. Notes payable is comprised primarily of a note that bears
interest at 6.3% per annum and has a maturity date of July 2034. Our capital leases have maturity dates ranging from
December 2013 to September 2014 and bear interest at rates ranging from 3% to 7% per annum. The present value of
future minimum capital lease payments as of September 30, 2013 was $7 million with imputed interest of less than $1
million.

Commercial Paper

We have a $2 billion commercial paper program pursuant to which we may issue commercial paper notes with
maturities of up to 397 days from the date of issue. As of September 30, 2013, there were no commercial paper notes
outstanding.

Credit Agreement
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As of September 30, 2013, no borrowings or letters of credit were outstanding under our $3 billion credit agreement.
As described above, we have a $2 billion commercial paper program and maintain $2 billion of available borrowing
capacity under our credit agreement in order to repay commercial paper borrowings in the event we are unable to
repay those borrowings from other sources when they become due. As a result, at September 30, 2013, $1 billion of
borrowing capacity was available for other purposes permitted by the credit agreement. The credit agreement includes
customary representations, warranties,

15

24



Edgar Filing: EBAY INC - Form 10-Q

affirmative and negative covenants, including a financial covenant, events of default and indemnification provisions in
favor of the banks. The negative covenants include restrictions regarding the incurrence of liens, subject to exceptions.
The financial covenant requires us to meet a quarterly financial test with respect to a minimum consolidated interest
coverage ratio.

As of September 30, 2013, we were in compliance with all covenants in our outstanding debt instruments.

Note 10 — Commitments and Contingencies
Commitments

As of September 30, 2013, approximately $14.6 billion of unused credit was available to Bill Me Later
accountholders. While this amount represents the total unused credit available, we have not experienced, and do not
anticipate, that all of our Bill Me Later accountholders will access their entire available credit at any given point in
time. In addition, the individual lines of credit that make up this unused credit are subject to periodic review and
termination by the chartered financial institution that is the issuer of Bill Me Later credit products based on, among
other things, account usage and customer creditworthiness. When a consumer makes a purchase using a Bill Me Later
credit product, the chartered financial institution extends credit to the consumer, funds the extension of credit at the
point of sale and advances funds to the merchant. We subsequently purchase the consumer receivables related to the
consumer loans and sell a participation interest back to the chartered financial institution. Although the chartered
financial institution continues to own each customer account, we own and bear the risk of loss on the related consumer
receivables, less the participation interest held by the chartered financial institution, and Bill Me Later is responsible
for all servicing functions related to the customer account balances.

Litigation and Other Legal Matters

Overview

We are involved in legal proceedings on an ongoing basis. If we believe that a loss arising from such matters is
probable and can be reasonably estimated, we accrue the estimated liability in our financial statements. If only a range
of estimated losses can be determined, we accrue an amount within the range that, in our judgment, reflects the most
likely outcome; if none of the estimates within that range is a better estimate than any other amount, we accrue the
low end of the range. Amounts accrued for legal proceedings for which we believe a loss is probable were not material
for the nine months ended September 30, 2013. Except as otherwise noted, we have concluded that reasonably
possible losses arising directly from the proceedings (i.e., monetary damages or amounts paid in judgment or
settlement) in excess of our accruals are also not material. For those proceedings in which an unfavorable outcome is
reasonably possible but not probable, we have disclosed an estimate of the reasonably possible loss or range of losses
or we have concluded that an estimate of the reasonably possible loss or range of losses arising directly from the
proceeding (i.e., monetary damages or amounts paid in judgment or settlement) are not material. If we cannot estimate
the probable or reasonably possible loss or range of losses arising from a legal proceeding, we have disclosed that fact.
In assessing the materiality of a legal proceeding, we evaluate, among other factors, the amount of monetary damages
claimed, as well as the potential impact of non-monetary remedies sought by plaintiffs (e.g., injunctive relief) that may
require us to change our business practices in a manner that could have a material adverse impact on our business.
With respect to the matters disclosed in this Note 10, we are unable to estimate the possible loss or range of losses that
could potentially result from the application of such non-monetary remedies.
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Specific Matters

In August 2006, Louis Vuitton Malletier and Christian Dior Couture filed two lawsuits in the Paris Court of
Commerce against eBay Inc. and eBay International AG. Among other things, the complaint alleged that we violated
French tort law by negligently broadcasting listings posted by third parties offering counterfeit items bearing plaintiffs'
trademarks and by purchasing certain advertising keywords. Around September 2006, Parfums Christian Dior, Kenzo
Parfums, Parfums Givenchy, and Guerlain Société also filed a lawsuit in the Paris Court of Commerce against eBay
Inc. and eBay International AG. The complaint alleged that we had interfered with the selective distribution network
the plaintiffs established in France and the European Union by allowing third parties to post listings offering genuine
perfumes and cosmetics for sale on our websites. In June 2008, the Paris Court of Commerce ruled that eBay and
eBay International AG were liable for failing to prevent the sale of counterfeit items on its websites that traded on
plaintiffs' brand names and for interfering with the plaintiffs' selective distribution network. The court awarded
plaintiffs approximately EUR 38.6 million in damages and issued an injunction (enforceable by daily fines of up to
EUR 100,000) prohibiting all sales of perfumes and cosmetics bearing the Dior, Guerlain, Givenchy and Kenzo
brands over all worldwide eBay sites to the extent that they are accessible from France. We appealed this decision,
and in September 2010, the Paris Court of Appeal reduced the damages award to EUR 5.7 million and modified the
injunction. We further appealed this decision to the French Supreme Court, and in May 2012, the French Supreme
Court ruled that the appeal court should not have assumed jurisdiction upon activity that took place on the eBay.com
site and that the injunction was too broad insofar as it did not exclude private sales. The court also noted that the
appeal court had not sufficiently dealt with assertions that the plaintiffs' distribution contracts were not valid. Those
matters will now be remanded to the Paris Court of Appeal. In 2009, plaintiffs filed an action regarding our
compliance with the original injunction, and in November 2009, the court awarded the plaintiffs EUR 1.7 million (the
equivalent of EUR 2,500 per day) and indicated that as a large Internet company we should do a better job of
enforcing the injunction. Parfums Christian Dior has filed another motion relating to our compliance with the
injunction. We have taken measures to comply with the injunction and have appealed these rulings, noting, among
other things, the modification of the initial injunction. In light of the French Supreme Court ruling mentioned above,
we asked the court to stay proceedings with respect to enforcement of the injunction pending the retrial of the matters
on appeal, and this request has been granted. However, these and similar suits may force us to modify our business
practices, which could lower our revenue, increase our costs, or make our websites less convenient to our customers.
Any such results could materially harm our business. Other brand owners have also filed suit against us or have
threatened to do so in numerous different jurisdictions, seeking to hold us liable for, among other things, alleged
counterfeit items listed on our websites by third parties, “tester” and other not for resale consumer products listed on our
websites by third parties, alleged misuse of trademarks in listings, alleged violations of selective distribution channel
laws, alleged violations of parallel import laws, alleged non-compliance with consumer protection laws and in
connection with paid search advertisements. We have prevailed in some of these suits, lost in others, and many are in
various stages of appeal. We continue to believe that we have meritorious defenses to these suits and intend to defend
ourselves vigorously.

In May 2009, the U.K. High Court of Justice ruled in the case filed by L'Oréal SA, Lancdme Parfums et Beauté & Cie,
Laboratoire Garnier & Cie and L'Oréal (UK) Ltd against eBay International AG, other eBay companies, and several
eBay sellers (No. HCO7CO1978) that eBay was not jointly liable with the seller co-defendants as a joint tortfeasor,
and indicated that it would certify to the European Court of Justice (ECJ) questions of liability for the use of L'Oréal
trademarks, hosting liability, and the scope of a possible injunction against intermediaries. In July 2011, the ECJ ruled
on the questions certified by the U.K. High Court of Justice. It held that (a) brand names could be used by
marketplaces as keywords for paid search advertising without violating a trademark owner's rights if it were clear to
consumers that the goods reached via the key word link were not being offered by the trademark owner or its
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designees but instead by third parties, (b) that marketplaces could invoke the limitation from liability provided by
Article 14 of the ecommerce directive if they did not take such an active role with respect to the listings in question
that the limitation would not be available, but that even where the limitation was available, the marketplace could be
liable if it had awareness (through notice or its own investigation) of the illegality of the listings, (c) that a
marketplace would be liable in a specific jurisdiction only if the offers on the site at issue were targeting that
jurisdiction, a question of fact, (d) that injunctions may be issued to a marketplace in connection with infringing third
party content, but that such injunctions must be proportionate and not block legitimate trade and (e) that trademark
rights can only be evoked by a rights owner as a result of a seller's commercial activity as opposed to private activity.
The matter will now return to the U.K. High Court of Justice for further action in light of the ECJ opinion. The case
was originally filed in July 2007. L'Oréal's complaint alleged that we were jointly liable for trademark infringement
for the actions of the sellers who allegedly sold counterfeit goods, parallel imports and testers (not for resale
products). Additionally, L'Oréal claimed that eBay's use of L'Oréal brands on its website, in its search engine and in
sponsored links, and purchase of L'Oréal trademarks as keywords, constitute trademark infringement. The suit sought
an injunction preventing future infringement, full disclosure of the identity of all past and present sellers of infringing
L'Oréal goods, and a declaration that our Verified Rights Owner (VeRO) program as then
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

operated was insufficient to prevent such infringement. The scope of a possible injunction claimed is to be specified
after the trial upon remand from the ECJ.

eBay's Korean subsidiary, IAC (which has merged into Gmarket and is now named eBay Korea), has notified its
approximately 20 million users of a January 2008 data breach involving personally identifiable information including
name, address, resident registration number and some transaction and refund data (but not including credit card
information or real time banking information). Approximately 149,000 users sued IAC over this breach in several
lawsuits in Korean courts and more may do so in the future (including after final determination of liability). Trial for a
group of representative suits began in August 2009 in the Seoul Central District Court, and trial for other suits began
later in the Seoul Central District Court. There is some precedent in Korea for a court to grant “consolation money” for
data breaches without a specific finding of harm from the breach. Such precedents have involved payments of up to
approximately $200 per user. In January 2010, one bench of the Seoul Central District Court ruled that IAC had met
its obligations with respect to defending the site from intrusion and, accordingly, had no liability for the breach. This
January 2010 ruling was appealed by approximately 34,000 plaintiffs to the Seoul High Court. In September 2012, a
bench of the Seoul High Court announced its decision upholding the Seoul Central District Court's January 2010
decision for three cases involving 55 plaintiffs (who did not appeal to the Korea Supreme Court). So far during 2013,
the Seoul High Court has upheld the Seoul Central District Court's January 2010 ruling in another 18 cases involving
33,795 plaintiffs. The Seoul High Court's decision in 11 of these 18 cases has been appealed by 33,522 plaintiffs to the
Korea Supreme Court, and there was no appeal in the seven other cases. Currently, the Korea Supreme Court is
reviewing a total of 12 cases with 33,525 plaintiffs, including one case appealed from the Daegu High Court. In
January 2013, the Seoul Western District Court ruled in favor of IAC with respect to two cases filed by 2,291
plaintiffs by following the Seoul Central District Court's January 2010 ruling, and 2,284 plaintiffs proceeded to appeal
the January 2013 decision of the Seoul Western District Court to the Seoul High Court.

General Matters

Other third parties have from time to time claimed, and others may claim in the future, that we have infringed their
intellectual property rights. We are subject to patent disputes, and expect that we will increasingly be subject to
additional patent infringement claims involving various aspects of our Marketplaces, Payments and Enterprise
(formerly known as GSI) businesses as our services continue to expand in scope and complexity. Such claims may be
brought directly against our companies and/or against our customers (who may be entitled to contractual
indemnification under their contracts with us), and we are subject to increased exposure to such claims as a result of
our acquisitions of other businesses or assets, particularly in cases where we are entering into new businesses in
connection with such acquisitions. We have in the past been forced to litigate such claims. We may also become more
vulnerable to third-party claims as laws such as the Digital Millennium Copyright Act, the Lanham Act and the
Communications Decency Act are interpreted by the courts, and as we expand the range and geographical scope of
our services and become subject to laws in jurisdictions where the underlying laws with respect to the potential
liability of online intermediaries like ourselves are either unclear or less favorable. We believe that additional lawsuits
alleging that we have violated patent, copyright or trademark laws will be filed against us. Intellectual property
claims, whether meritorious or not, are time consuming and costly to defend and resolve, could require expensive
changes in our methods of doing business, or could require us to enter into costly royalty or licensing agreements on
unfavorable terms.

From time to time, we are involved in other disputes or regulatory inquiries that arise in the ordinary course of
business. These disputes and inquiries include suits by our users (individually or as class actions) alleging, among
other things, improper credit and/or collection activities; improper disclosure of our prices, rules or policies; that our
prices, rules, policies or customer/user agreements violate applicable law; that we have not acted in conformity with
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such prices, rules, policies or agreements; or violations of privacy laws and policies. The number and significance of
these disputes and inquiries continue to increase as our company has grown larger, our businesses have expanded in
scope (both in terms of the range of products and services that we offer and our geographical operations) and our
products and services have increased in complexity. Any claims or regulatory actions against us, whether meritorious
or not, could be time consuming, result in costly litigation, damage awards (including statutory damages for certain
causes of action in certain jurisdictions), injunctive relief or increased costs of doing business through adverse
judgment or settlement, require us to change our business practices in expensive ways, require significant amounts of
management time, result in the diversion of significant operational resources or otherwise harm our business.
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eBay Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Indemnification Provisions

In the ordinary course of business, we have included limited indemnification provisions in certain of our agreements
with parties with which we have commercial relations, including our standard marketing, promotions and
application-programming-interface license agreements. Under these contracts, we generally indemnify, hold harmless
and agree to reimburse the indemnified party for losses suffered or incurred by the indemnified party in connection
with claims by a third party with respect to our domain names, trademarks, logos and other branding elements to the
extent that such marks are applicable to our performance under the subject agreement. In certain cases, we have
agreed to provide indemnification for intellectual property infringement. Our Enterprise business has provided in
many of its major ecommerce agreements an indemnity for other types of third-party claims, which are indemnities
mainly related to various intellectual property rights, and we have provided similar indemnities in a limited number of
agreements for our other businesses, including our Magento business. In our PayPal business, we have provided an
indemnity to our payment processors in the event of certain third-party claims or card association fines against the
processor arising out of conduct by PayPal or PayPal customers. PayPal has also provided a limited indemnity to
merchants using its retail point of sale payment services. It is not possible to determine the maximum potential loss
under these indemnification provisions due to our limited history of prior indemnification claims and the unique facts
and circumstances involved in each particular provision. To date, losses recorded in our statement of income in
connection with our indemnification provisions have not been significant, either individually or collectively.

Off-Balance Sheet Arrangements

As of September 30, 2013, we had no off-balance sheet arrangements that have, or are reasonably likely to have, a
current or future material effect on our consolidated financial condition, results of operations, liquidity, capital
expenditures or capital resources.

In Europe, we have two cash pooling arrangements with a financial institution for cash management purposes. These
arrangements allow for cash withdrawals from this financial institution based upon our aggregate operating cash
balances held in Europe within the same financial institution (“Aggregate Cash Deposits”) for more efficient cash
management and investment purposes. These arrangements also allow us to withdraw amounts exceeding the
Aggregate Cash Deposits up to an agreed-upon limit. The net balance of the withdrawals and the Aggregate Cash
Deposits are used by the financial institution as a basis for calculating our net interest expense or income under these
arrangements. As of September 30, 2013, we had a total of $3.1 billion in cash withdrawals offsetting our $3.1 billion
in Aggregate Cash Deposits held within the same financial institution under these cash pooling arrangements.

Note 11 — Stock Repurchase Programs

In June 2012, our Board of Directors authorized a stock repurchase program that provides for the repurchase of up to
$2 billion of our common stock, with no expiration from the date of authorization. The stock repurchase program is
intended to offset the impact of dilution from our equity compensation programs. The stock repurchase activity under
our stock repurchase program during the nine months ended September 30, 2013 is summarized as follows:

Value of Remaining
Shares Amount
Repurchased Authorized
(In millions, except per share amounts)

Shares Average Price
Repurchased per Share
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Balance as of January 1, 2013 — $51.89 $17 $1,983
Repurchase of shares of common stock 20 54.95 1,088 (1,088 )
Balance as of September 30, 2013 20 $54.90 $1,105 $895

These repurchased shares of common stock were recorded as treasury stock and were accounted for under the cost
method. No repurchased shares of common stock have been retired.
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(Unaudited)

Note 12 — Stock-Based Plans

Stock Option Activity

The following table summarizes stock option activity for the nine months ended September 30, 2013:

Options

(In millions)
Outstanding as of January 1, 2013 24
Granted and assumed 1
Exercised (8 )
Forfeited/expired/canceled (1 )
Outstanding as of September 30, 2013 16

The weighted average exercise price of stock options granted during the period was $55.68 per share and the related
weighted average grant date fair value was $15.47 per share.

Restricted Stock Unit Activity

The following table summarizes restricted stock unit ("RSU") activity for the nine months ended September 30, 2013:

Units

(In millions)
Outstanding as of January 1, 2013 39
Awarded and assumed 13
Vested (14 )
Forfeited 3 )
Outstanding as of September 30, 2013 35

The weighted average grant date fair value for RSUs awarded during the period was $55.50 per share.
Stock-Based Compensation Expense

The impact on our results of operations of recording stock-based compensation expense for the three and nine months
ended September 30, 2013 and 2012 was as follows:

Three Months Ended Nine Months Ended

September 30, September 30,

2013 2012 2013 2012

(In millions)
Cost of net revenues $9 $13 $45 $41
Sales and marketing 38 35 112 99
Product development 42 34 120 101
General and administrative 51 40 135 119
Total stock-based compensation expense $140 $122 $412 $360
Capitalized in product development $4 $5 $11 $15
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Valuation Assumptions
We calculated the fair value of each stock option award on the date of grant using the Black-Scholes option pricing

model. The following weighted average assumptions were used for the three and nine months ended September 30,
2013 and 2012:

Three Months Ended Nine Months Ended

September 30, September 30,

2013 2012 2013 2012
Risk-free interest rate 0.77 % 0.48 % 0.62 % 0.71 %
Expected life (in years) 3.9 3.8 4.1 4.0
Dividend yield — % — % — % — %
Expected volatility 32 % 40 % 34 % 38 %

Our computation of expected volatility is based on a combination of historical and market-based implied volatility
from traded options on our common stock. Our computation of expected life is based on historical experience of
similar awards, giving consideration to the contractual terms of the stock-based awards, vesting schedules and
expectations of future employee behavior. The interest rate for periods within the contractual life of the award is based
on the U.S. Treasury yield curve in effect at the time of grant.

Note 13 — Income Taxes
The following table reflects changes in unrecognized tax benefits for the nine months ended September 30, 2013:

(In millions)

Gross amounts of unrecognized tax benefits as of January 1, 2013 $340

Increases related to prior period tax positions 52

Decreases related to prior period tax positions (52 )
Increases related to current period tax positions 24

Settlements 4 )
Gross amounts of unrecognized tax benefits as of September 30, 2013 $360

As of September 30, 2013, our liabilities for unrecognized tax benefits were included in accrued expenses and other
current liabilities and deferred and other tax liabilities, net. The increase in liabilities for unrecognized tax benefits for
the nine months ended September 30, 2013 relates primarily to the point in time at which certain foreign earnings
became subject to U.S. taxation and the enactment of the federal research and development credit retroactive to 2012.

We recognize interest and/or penalties related to uncertain tax positions in income tax expense. The amount of interest
and penalties accrued as of September 30, 2013 and December 31, 2012 was approximately $67 million and $117
million, respectively. The decrease in the amount of interest and penalties accrued is due primarily to the settlement of
multiple uncertain tax positions during the nine months ended September 30, 2013.

We are subject to both direct and indirect taxation in the U.S. and various states and foreign jurisdictions. We are
under examination by certain tax authorities for the 2003 to 2009 tax years. We are in the process of settlement
discussions with various tax authorities that could reasonably be expected to result in a significant change to the
existing tax reserve balance within the next 12 months. We believe that adequate amounts have been reserved for any
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adjustments that may ultimately result from these examinations or changes. The material jurisdictions where we are
subject to potential examination by tax authorities for certain tax years after 2002 include, among others, the U.S.
(Federal and California), France, Germany, Italy, Korea, Israel, Switzerland, Singapore and Canada.

Although the timing of the resolution and/or closure of audits is highly uncertain, it is reasonably possible that the
balance of gross unrecognized tax benefits could significantly change in the next 12 months as a result of various tax
audit settlements. However, given the number of years remaining subject to examination and the number of matters
being examined, we are unable to estimate the full range of possible adjustments to the balance of gross unrecognized
tax benefits.
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Our effective tax rate differs from the U.S. federal statutory rate due primarily to lower tax rates associated with
certain earnings from our operations outside the U.S. We have not provided for U.S. income and foreign withholding
tax on certain foreign earnings as we intend to indefinitely reinvest these earnings outside the U.S. We consider
projected cash needs for, among other things, investments in our existing businesses, potential acquisitions and capital
transactions, including repurchases of our common stock and debt repayments. We estimate the amount of cash
available or needed in the jurisdictions where these investments are expected, as well as our ability to generate cash in
those jurisdictions and our access to capital markets. This analysis enables us to conclude whether or not we will
indefinitely reinvest the current period's foreign earnings.

Note 14 — Loans and Interest Receivable, Net
Loans and interest receivable represent purchased consumer receivables arising from loans made by partner chartered
financial institutions to individual consumers in the U.S. to purchase goods and services through our Bill Me Later
merchant network. Although a chartered financial institution continues to own each respective customer account, we
own the related consumer receivable and Bill Me Later is responsible for all servicing functions related to the
customer accounts. Effective August 29, 2013, ownership of most of the existing customer accounts was transitioned
to a new chartered financial institution. As part of the arrangement with the new chartered financial institution, we sell
the chartered financial institution a participation interest in the entire pool of consumer receivables outstanding under
the customer accounts. During the three months ended September 30, 2013 and 2012, we purchased approximately
$1.0 billion and $775 million, respectively, in consumer receivables. During the nine months ended September 30,
2013 and 2012, we purchased approximately $2.8 billion and $2.1 billion, respectively, in consumer receivables. As
of September 30, 2013, the total outstanding balance of this pool of consumer receivables is $2.6 billion, of which we
sold a participation interest to the new chartered financial institution of $17 million, or 0.66%. The chartered financial
institution has no recourse related to its participation interest for failure of debtors to pay when due. The participation
interest held by the chartered financial institution has the same priority to the interests held by us and is subject to the
same credit, prepayment, and interest rate risk associated with this pool of consumer receivables.
Loans and interest receivable are reported at their outstanding principal balances, net of participation interest sold and
pro-rata allowances, including unamortized deferred origination costs and estimated collectible interest and fees. We
use a consumer's FICO score, among other measures, in evaluating the credit quality of our consumer receivables. A
FICO score is a type of credit score that lenders use to assess an applicant's credit risk and whether to extend credit.
Individual FICO scores generally are obtained each quarter the consumer has an outstanding consumer receivable
owned by Bill Me Later. The weighted average consumer FICO score related to the pool of consumer receivables and
interest receivable balance outstanding as of September 30, 2013 was 685, compared to 689 as of December 31, 2012.
As of September 30, 2013 and December 31, 2012, approximately 53.7% and 55.8%, respectively, of the pool of
consumer receivables and interest receivable balance was due from consumers with FICO scores greater than 680,
which is generally considered "prime" by the consumer credit industry. As of September 30, 2013 and December 31,
2012, approximately 89% and 90%, respectively, of the pool of consumer receivables and interest receivable portfolio
was current.
The following table summarizes the activity in the allowance for loans and interest receivable, net of participating
interest sold, for the periods indicated:

Nine Months Ended September

30,

2013 2012

(In millions)
Balance as of January 1 $101 $59
Charge-offs (161 ) (94 )
Recoveries 9 7
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181
$130

115
$87
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Note 15 — Restructuring

In the fourth quarter of 2012, we implemented a global restructuring plan designed to simplify and streamline our
organization and strengthen the overall competitiveness of our existing businesses. The plan included a strategic
reduction of our existing global workforce by approximately 600 employees and 300 contractors and related activities,
including the closure of certain facilities and asset impairments. The majority of the costs impacted our Payments and
Enterprise segments. In connection with the plan, we have incurred aggregate charges of approximately $26 million
as of September 30, 2013, related primarily to severance and benefits, including net credits of $4 million incurred in
the nine months ended September 30, 2013. The restructuring charges are included in general and administrative
expenses on the consolidated statement of income. As of September 30, 2013, all restructuring actions under the plan
are substantially complete. The associated liability was $20 million as of December 31, 2012 and decreased to $3
million as of September 30, 2013 due to payments of $10 million and other adjustments (including foreign currency
translation) of $7 million.

Note 16 — Accumulated Other Comprehensive Income
The following table summarizes the changes in accumulated balances of other comprehensive income for the three
months ended September 30, 2013:

Unrealized
Gains Unrealized Foreign Estimated tax
(Losses) on  Gains on Currency (expense) Total
Cash Flow Investments  Translation  benefit
Hedges
(In millions)
Beginning balance $56 $903 $184 $(317 ) $826
Other comprehensive income before (131 ) 243 353 82 ) 383

reclassifications
Amount of gain (loss) reclassified from

. — — — 4
accumulated other comprehensive income
Net current period other comprehensive (135 ) 243 353 82 ) 379
income
Ending balance $(79 ) $1,146 $537 $(399 ) $1,205

The following table summarizes the changes in accumulated balances of other comprehensive income for the nine
months ended September 30, 2013:

Unrealized
Gains Unrealized Foreign Estimated tax
(Losses) on  Gains on Currency (expense) Total
Cash Flow Investments  Translation  benefit
Hedges
(In millions)
Beginning balance $(55 ) $687 $449 $(225 ) $856
Other comprehensive income before 23 ) 463 38 (174 ) 354

reclassifications
Amount of gain (loss) reclassified from

accumulated other comprehensive income 4 o o >

Net current period other comprehensive 24 ) 459 38 (174 ) 349
income

Ending balance $(79 ) $1,146 $537 $(399 ) $1,205
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The following table provides details about reclassifications out of accumulated other comprehensive income for the
three and nine months ended September 30, 2013:
Amount of Gain (Loss)

Details about Accumulated Other Reclassified from . .
. Affected Line Item in the
Comprehensive Accumulated Other
. Statement of Income
Income Components Comprehensive
Income

Three Months Ended Nine Months Ended
September 30, 2013  September 30, 2013
(In millions)

Gains (losses) on cash flow hedges -

. $6 $9 Net Revenues
foreign exchange contracts
(1 ) 2 ) Cost of net revenues
— (1 ) Sales and marketing
(1 ) 4 ) Product development
— (1 ) General and administrative
4 1 Total, before income taxes
— — Provision for income taxes
4 1 Total, net of income taxes
Unrealized gains on investments — 4 Interest and other, net
— 4 Total, before income taxes
— — Provision for income taxes
— 4 Total, net of income taxes
Total reclassifications for the period $4 $5 Total, net of income taxes

24

40



Edgar Filing: EBAY INC - Form 10-Q

Item 2:Management's Discussion and Analysis of Financial Condition and Results of Operations
FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, including statements that involve
expectations, plans or intentions (such as those relating to future business, future results of operations or financial
condition, new or planned features or services, or management strategies). You can identify these forward-looking
statements by words such as “may,” “will,” “would,” “should,” “could,” “expect,” “anticipate,” “believe,” “estimate,” “intend,’
other similar expressions. These forward-looking statements involve risks and uncertainties that could cause our actual
results to differ materially from those expressed or implied in our forward-looking statements. Such risks and
uncertainties include, among others, those discussed in “Part II — Item 1A: Risk Factors” of this Quarterly Report on
Form 10-Q as well as in our condensed consolidated financial statements, related notes, and the other information
appearing elsewhere in this report and our other filings with the Securities and Exchange Commission, or the SEC.
We do not intend, and undertake no obligation, to update any of our forward-looking statements after the date of this
report to reflect actual results or future events or circumstances. Given these risks and uncertainties, readers are
cautioned not to place undue reliance on such forward-looking statements.

9 ¢

You should read the following Management's Discussion and Analysis of Financial Condition and Results of

Operations in conjunction with the unaudited condensed consolidated financial statements and the related notes that

appear elsewhere in this report.

When we refer to “we,” “our,” “us” or “eBay” in this document, we mean the current Delaware corporation (eBay Inc.) and its
California predecessor, as well as all of our consolidated subsidiaries, unless otherwise expressly stated or the context
otherwise requires.

Overview

We are a global technology company that enables commerce through three reportable business segments:
Marketplaces, Payments and Enterprise. Our Marketplaces segment includes our eBay.com platform and its localized
counterparts and our other online trading platforms, such as our online classifieds sites and StubHub. Our Payments
segment is comprised of PayPal, Bill Me Later and Zong. Our Enterprise segment, which we previously referred to as
our GSI segment, consists of GSI Commerce, Inc. ("GSI Commerce"), which we acquired in the second quarter of
2011.

Net revenues for the three months ended September 30, 2013 increased 14% to $3.9 billion compared to the same
period of the prior year, driven primarily by increases in net revenues from each of our segments. For the three months
ended September 30, 2013, our operating margin increased to 21% from 20% in the same period of the prior year due
primarily to solid top line growth and operating efficiencies. For the three months ended September 30, 2013, our
diluted earnings per share increased to $0.53, a $0.07 increase compared to the same period of the prior year, driven
primarily by growth in net revenues and a gain on the sale of our investments in RueLal.a and ShopRunner, partially
offset by a higher effective tax rate. For the three months ended September 30, 2013, we generated cash flow from
operations of $1.3 billion, compared to $1.2 billion for the same period of the prior year.

Our Marketplaces segment total net revenues increased $221 million, or 12%, for the three months ended
September 30, 2013 compared to the same period of the prior year. The increase in total net revenues was driven
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primarily by an increase in gross merchandise volume (GMV) (as defined below) excluding vehicles of 13% for the
three months ended September 30, 2013 compared to the same period of the prior year, which was due primarily to
continued growth in the U.S. and internationally. Our Marketplaces segment operating margin decreased slightly by
0.1 percentage points for the three months ended September 30, 2013 compared to the same period of the prior year
due primarily to continued investments in our site operations infrastructure and business initiatives, partially offset by
marketing program efficiencies.
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Our Payments segment total net revenues increased $253 million, or 19%, for the three months ended September 30,
2013 compared to the same period of the prior year. The increase in total net revenues was driven primarily by an
increase in net total payment volume (TPV) (as defined below) of 25% for the three months ended September 30,
2013 compared to the same period of the prior year and strong growth in Bill Me Later. Our Payments segment
operating margin increased slightly by 0.1 percentage points for the three months ended September 30, 2013
compared to the same period of the prior year due primarily to an increase in operating efficiencies that was partially
offset by a lower take rate.

Our Enterprise segment total net revenues increased $12 million, or 5%, for the three months ended September 30,
2013 compared to the same period of the prior year. The increase in total net revenues was driven primarily by an
increase in Merchandise Sales (as defined below) of 13% for the three months ended September 30, 2013 compared to
the same period of the prior year. Our Enterprise segment operating margin decreased 1.1 percentage points for the
three months ended September 30, 2013 compared to the same period of the prior year due primarily to a lower take
rate on Merchandise Sales as well as continued investment in our Enterprise Commerce Technologies.

We define GMV as the total value of all successfully closed items between users on our Marketplaces trading
platforms (excluding eBay's classifieds websites, brands4friends and Shopping.com) during the applicable period,
regardless of whether the buyer and seller actually consummated the transaction. We define net TPV as the total dollar
volume of payments, net of payment reversals, successfully completed through our Payments networks, Bill Me Later
accounts and Zong during the applicable period, excluding PayPal's payment gateway business. We define Merchant
Services net TPV as the total dollar volume of payments, net of payment reversals, successfully completed through
our Payments networks, Bill Me Later accounts and Zong during the applicable period, excluding PayPal's payment
gateway business and payments for transactions on our Marketplaces and Enterprise platforms. We define on eBay net
TPV as the total dollar volume of payments, net of payment reversals, successfully completed through our Payments
networks and Bill Me Later accounts during the applicable period for transactions on our Marketplaces and Enterprise
platforms. We define Merchandise Sales as the retail value of all sales transactions, inclusive of freight charges and
net of allowance for returns and discounts, which flow through our Enterprise Commerce Technologies during the
applicable period, whether we record the full amount of such transaction as a product sale or a percentage of such
transaction as a service fee. We define ECV as the total commerce and payment volume across all three segments
consisting of GMV, Merchant Services net TPV and Merchandise Sales.

Results of Operations
Summary of Net Revenues

We generate two types of net revenues: net transaction revenues and marketing services and other revenues. Our net
transaction revenues are derived principally from listing fees, final value fees (which are fees payable on transactions
completed on our Marketplaces trading platforms), fees paid by merchants for payment processing services and
ecommerce service fees. Our marketing services revenues are derived principally from the sale of advertisements,
revenue sharing arrangements, classifieds fees, marketing service fees and lead referral fees. Other revenues are
derived principally from interest and fees earned on the Bill Me Later portfolio of receivables from loans, interest
earned on certain PayPal customer account balances and fees from contractual arrangements with third parties that
provide services to our users.
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The following table sets forth the breakdown of net revenues by type and geography for the periods presented (1.

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(In millions, except percentage changes)
Net Revenues by Type:
Net transaction revenues
Marketplaces $1,668 $1,490 $4,913 $4,406
Payments 1,493 1,264 4,403 3,715
Enterprise 185 170 565 516
Total net transaction revenues 3,346 2,925 9,881 8,637
Marketing services and other revenues
Marketplaces 359 316 1,072 942
Payments 127 102 389 318
Enterprise 53 57 155 168
Corporate and other 14 11 40 27
Total marketing services and other revenues 553 485 1,656 1,455
Elimination of inter-segment net revenue ) (7 ) (6 ) (20 ) (13 )
Total net revenues $3,892 $3,404 $11,517 $10,079
Net Revenues by Geography:
U.S. $1,873 $1,637 $5,532 $4,829
International 2,019 1,767 5,985 5,250
Total net revenues $3,892 $3,404 $11,517 $10,079

(1)Certain amounts may not add due to rounding.
(2)Represents revenue generated between our reportable segments.

Revenues are attributed to U.S. and international geographies based primarily upon the country in which the seller,
payment recipient, customer, website that displays advertising, or other service provider, as the case may be, is
located.

Because we generated a majority of our net revenues internationally in recent periods, including the three months
ended September 30, 2013 and 2012, we are subject to the risks of doing business in foreign countries as discussed
under "Part II - Item 1A - Risk Factors." In that regard, fluctuations in foreign currency exchange rates impact our
results of operations. We have a foreign exchange risk management program that is designed to reduce our exposure
to fluctuations in foreign currencies; however, the effectiveness of this program in mitigating the impact of foreign
currency fluctuations on our results of operations varies from period to period, and in any given period, our operating
results are usually affected, sometimes significantly, by changes in currency exchange rates. Fluctuations in exchange
rates also directly affect our cross-border revenue. We calculate the year-over-year impact of foreign currency
movements on our business using prior period foreign currency rates applied to current year transactional currency
amounts.

For the three months ended September 30, 2013, foreign currency movements relative to the U.S. dollar positively
impacted net revenues by $15 million (inclusive of a positive impact of approximately $6 million from hedging
activities included in Payments net revenue) compared to the same period of the prior year. On a business segment
basis, for the three months ended September 30, 2013, foreign currency movements relative to the U.S. dollar
positively impacted Marketplaces and Payments net revenues by approximately $11 million and $5 million,
respectively, and negatively impacted Enterprise net revenues by less than $1 million, in each case compared to the
same period of the prior year (net of the positive impact of hedging activities noted above, in the case of Payments net
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revenues).

For the nine months ended September 30, 2013, foreign currency movements relative to the U.S. dollar positively
impacted net revenues by approximately $15 million (inclusive of a positive impact of approximately $9 million from
hedging activities included in Payments net revenue) compared to the same period of the prior year. On a business
segment basis, for the nine months ended September 30, 2013, foreign currency movements relative to the U.S. dollar
positively impacted Marketplaces and Payments net revenues by approximately $15 million and less than $1 million,
respectively, and negatively impacted Enterprise net revenues by less than $1 million, in each case compared to the
same period of the prior year (net of the positive impact of hedging activities noted above, in the case of Payments net
revenues).
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The following table sets forth, for the periods presented, certain key operating metrics that we believe are significant
factors affecting our net revenues (1.

Three Months Ended Percent Nine Months Ended Percent
September 30, September 30,
2013 2012 Change 2013 2012 Change

(In millions, except percentage changes)
Supplemental Operating Data:
Marketplaces Segment: @

GMV excluding vehicles ) $18,360 $16,281 13 % $54,978 $48,658 13 %
GMV vehicles only ) $1,765 $1,994 (11 )% $5,256 $5,885 (11 )%
Total GMV ©) $20,125 $18,274 10 % $60,234 $54,543 10 %
Payments Segment:

Merchant services net TPV © $30,725 $23,704 30 % $88,619 $69,251 28 %
On eBay net TPV (V) $13,112 $11,455 14 % $39,071 $34,216 14 %
Total net TPV ® $43,837 $35,159 25 % $127,690 $103,467 23 %
Enterprise Segment:

Merchandise Sales $787 $698 13 % $2,409 $2,087 15 %

(1)Certain amounts may not add due to rounding.

(2)eBay's classifieds websites, brands4friends and Shopping.com are not included in these metrics.

(3)Total value of all successfully closed items between users on our Marketplaces trading platforms during the period,
regardless of whether the buyer and seller actually consummated the transaction, excluding vehicles GMV.

Total value of all successfully closed vehicle transactions between users on our Marketplaces trading platforms

during the period, regardless of whether the buyer and seller actually consummated the transaction.

Total value of all successfully closed items between users on our Marketplaces trading platforms during the period,

regardless of whether the buyer and seller actually consummated the transaction.

Total dollar volume of payments, net of payment reversals, successfully completed through our Payments

(6)networks, Bill Me Later accounts and Zong during the period, excluding PayPal's payment gateway business and

payments for transactions on our Marketplaces and Enterprise platforms.

Total dollar volume of payments, net of payment reversals, successfully completed through our Payments networks

and Bill Me Later accounts during the period for transactions on our Marketplaces and Enterprise platforms.

Total dollar volume of payments, net of payment reversals, successfully completed through our Payments

networks, Bill Me Later accounts and Zong during the period, excluding PayPal's payment gateway business.

Represents the retail value of all sales transactions, inclusive of freight charges and net of allowance for returns and

(9)discounts, which flow through our Enterprise Commerce Technologies during the period, whether we record the
full amount of such transaction as a product sale or a percentage of such transaction as a service fee.

“)
&)

)
®)
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Seasonality

The following table sets forth, for the periods presented, our total net revenues and the sequential quarterly
movements of these net revenues:

Three Months Ended
March 31 June 30 September 30  December 31
(In millions, except percentage changes)
2011
Net revenues $2,546 $2,760 $2,966 $3,380
Percent change from prior quarter 2 % 8 % T % 14 %
2012
Net revenues $3,277 $3,398 $3,404 $3,992
Percent change from prior quarter € )% 4 % 0 % 17 %
2013
Net revenues $3,748 $3,877 3,892 —
Percent change from prior quarter (6 )% 3 % 0 % —

(I)Net revenues attributable to the Enterprise segment are reflected from June 17, 2011 (the date the acquisition of
GSI Commerce was completed).

We expect transaction activity patterns on our websites to mirror general consumer buying patterns. Our Enterprise

segment is highly seasonal. The fourth calendar quarter typically accounts for a higher amount of Enterprise's total

annual net revenues because consumers increase their purchases and businesses increase their advertising to

consumers during the fourth quarter holiday season. We expect that these trends will continue.

Marketplaces Net Transaction Revenues

Marketplaces net transaction revenues increased $178 million, or 12%, while GMV excluding vehicles increased 13%,
during the three months ended September 30, 2013 compared to the same period in the prior year. The increase in net
transaction revenue and GMV excluding vehicles was due to continued growth in our businesses in the U.S. and
internationally. In addition, seller discounts and buyer loyalty programs had a negative impact on revenue growth.
Marketplaces net transaction revenues increased $507 million, or 12%, while GMV excluding vehicles increased 13%,
during the nine months ended September 30, 2013 compared to the same period in the prior year. The increase in net
transaction revenues and GMV excluding vehicles was due primarily to the same factors noted above.

Marketplaces net transaction revenues earned internationally (i.e., outside the U.S.) totaled $904 million and $2.7
billion during the three and nine months ended September 30, 2013, respectively, representing 54% and 55% of total
Marketplaces net transaction revenues during those respective periods. Marketplaces net transaction revenues earned
internationally totaled $814 million and $2.5 billion during the three and nine months ended September 30, 2012,
respectively, representing 55% and 56% of total Marketplaces net transaction revenues during those respective
periods. The decrease in international net transaction revenues as a percentage of total net transaction revenues during
the three and nine months ended September 30, 2013 was due primarily to stronger growth in U.S. GMV.

Payments Net Transaction Revenues

Payments net transaction revenues increased $229 million, or 18%, during the three months ended September 30,
2013 compared to the same period of the prior year, due primarily to net TPV growth of 25%, partially offset by a
lower take rate. The increase in net TPV was due primarily to growth in consumer and merchant use of PayPal both
on and off eBay. The lower take rate was due primarily to a shift to larger merchants who pay lower rates and a
decrease in currency hedging gains. Our Merchant Services net TPV increased 30% during the three months ended
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September 30, 2013 compared to the same period of the prior year, and represented 70% of PayPal's net TPV in the
three months ended September 30, 2013 compared to 67% in the same period of the prior year. On eBay net TPV
increased 14% during the three months ended September 30, 2013 compared to the same period of the prior year, and
represented 30% of PayPal's net TPV in the three months ended September 30, 2013 compared to 33% in the same
period of the prior year.

Payments net transaction revenues increased $688 million or 19%, during the nine months ended September 30, 2013
compared to the same period of the prior year, due primarily to net TPV growth of 23%, partially offset by a lower
take rate.
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The increases in net TPV and the lower take rate were due primarily to the same factors described above. Our
Merchant Services net TPV increased 28% during the nine months ended September 30, 2013 compared to the same
period of the prior year, and represented 69% of PayPal's net TPV in the nine months ended September 30, 2013

compared with 67% in the same period of the prior year. On eBay net TPV increased 14% during the nine months
ended September 30, 2013 compared to the same period of the prior year, and represented 31% of PayPal's net TPV

for the nine months ended September 30, 2013, compared to 33% in the same period of the prior year.

Payments net transaction revenues earned internationally totaled $835 million and $2.4 billion during the three and

nine months ended September 30, 2013, respectively, representing 56% of total Payments net transaction revenues in
both periods. Payments net transaction revenues earned internationally totaled $697 million and $2.0 billion during the

three and nine months ended September 30, 2012, respectively, representing 55% of total Payments net transaction

revenues in both periods. The increase in international net transaction revenues during the three and nine months
ended September 30, 2013 as a percentage of total Payments net transaction revenues was due primarily to higher
growth in Merchant Services net TPV outside the U.S. as we expanded merchant coverage and consumer share of

checkout.

Enterprise Net Transaction Revenues

Enterprise net transaction revenues increased $15 million and $49 million, or 9% and 9%, during the three and nine
months ended September 30, 2013, respectively, compared to the same periods of the prior year, due primarily to a

13% and 15% increase in Merchandise Sales for those respective periods, partially offset by a lower take rate.

Marketing Services and Other Revenues

Marketing services and other revenues increased $68 million, or 14%, during the three months ended September 30,

2013 compared to the same period of the prior year, and represented 14% of total net revenues for both periods. The
increase in marketing services and other revenues during the three months ended September 30, 2013 was due in part
to growth in our Bill Me Later portfolio of receivables from loans, as well as increased revenue from our advertising
business and lead referral fees.

Marketing services and other revenues increased $201 million, or 14%, during the nine months ended September 30,
2013 compared to the same period of the prior year, and represented 14% of total net revenues for both periods. The
increase in marketing services and other revenues during the nine months ended September 30, 2013 was attributable

to the same factors noted above.

Summary of Cost of Net Revenues

The following table summarizes changes in cost of net revenues for the periods presented:

Cost of net revenues:
Marketplaces

As a percentage of total
Marketplaces net
revenues

Payments

Three Months Ended

September 30,

2013

2012

(In millions, except percentages)

$378
18.6

665
41.0

$314
% 174

549
% 40.2

%

%

Change from Nine Months Ended

2012 to 2013 September 30,

in .

Dollars ™ % 2013 2012

$64 20 % $1,101 $923
18.4 % 17.3

116 21 % 1,928 1,589
40.2 % 39.4

%

%

Change from

2012 to 2013
in )
Dollars in %
$178 19
339 21

%

%
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As a percentage of total

Payments net revenues

Enterprise 175 154 21 14 % 542 446 96 22 %
As apercentage of total 5 5+ g0 g 753 % 652 %

Enterprise net revenues

Corporate and other 6 5 1 20 % 16 34 (18 ) 53 Y%
Total cost of net $1224  $1022  $202 20 % $3587  $2992  $595 20 %
revenues

As a percentage of net
revenues

314 % 30.0 % 31.1 % 29.7 %

Cost of net revenues consists primarily of costs associated with payment processing, interest expense on borrowings
incurred to finance Bill Me Later's portfolio of loan receivables, customer support, site operations and fulfillment.
Significant components of these costs include bank transaction fees, credit card interchange and assessment fees,
interest expense on

30

50



Edgar Filing: EBAY INC - Form 10-Q

indebtedness incurred to finance the purchase of consumer loan receivables related to Bill Me Later accounts,
employee compensation, contractor costs, facilities costs, depreciation of equipment and amortization expense.

Marketplaces

Marketplaces cost of net revenues increased $64 million and $178 million, or 20% and 19%, during the three and nine
months ended September 30, 2013, respectively, compared to the same periods of the prior year. The increases were
due primarily to the growth in GMV. Our investment in site operations infrastructure and customer support programs
resulted in the cost of net revenues as a percentage of Marketplaces net revenues increasing by 1.2 and 1.1 percentage
points during the three and nine months ended September 30, 2013, respectively, compared to the same periods in the
prior year.

Payments

Payments cost of net revenues increased $116 million and $339 million, or 21%, during both the three and nine
months ended September 30, 2013, compared to the same periods of the prior year. The increases were due primarily
to the impact of growth in net TPV and growth in our customer support initiatives. This resulted in the cost of net
revenues as a percentage of Payments net revenues increasing by 0.8 percentage points during both the three and nine
months ended September 30, 2013, compared to the same periods in the prior year.

Enterprise

Enterprise cost of net revenues increased $21 million and $96 million, or 14% and 22%, during the three and nine
months ended September 30, 2013, respectively, compared to the same periods of the prior year. This increase was
due primarily to the increase in Merchandise Sales as well as amortization expense driven by the initial roll out of the
new suite of Commerce Technologies. This resulted in the cost of net revenues as a percentage of Enterprise net
revenues increasing by 5.4 and 10.1 percentage points during the three and nine months ended September 30, 2013,
respectively, compared to the same periods in the prior year.

Summary of Operating Expenses, Non-Operating Items and Provision for Income Taxes

The following table summarizes changes in operating expenses, non-operating items and provision for income taxes
for the periods presented:

Three Months Ended Change from Nine Months Ended Change from
September 30, 2012 to 2013 September 30, 2012 to 2013
2013 2012 gollars in % 2013 2012 gollars in %
(In millions, except percentage changes)
Sales and marketing $755 $726 $29 4 % $2223 $2,120 $103 5 %
Product development433 389 44 11 % 1,318 1,157 161 14 %
General and 415 369 46 12 % 1242 1,131 111 10 %
administrative
Provision for
transaction and loan 185 148 37 25 % 553 413 140 34 %
losses
Amortization of
acquired intangible 81 83 2 ) (2 Y% 245 251 (6 ) (2 )%
assets
74 5 69 1,380 % 89 74 15 20 %
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) (109

) 145

% —

% (432

118

) (348

(118

) (84

) N/A

) 24

%
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The following table summarizes operating expenses, non-operating items and provision for income taxes as a
percentage of net revenues for the periods presented:

Three Months Ended Nine Months Ended

September 30, September 30,

2013 2012 2013 2012
Sales and marketing 19 % 21 % 19 % 21 %
Product development 11 % 11 % 11 % 11 %
General and administrative 11 % 11 % 11 % 11 %
Provision for transaction and loan losses 5 % 4 % 5 % 4 %
Amortization of acquired intangible assets 2 % 2 % 2 % 2 %
Interest and other, net 2 % 1 % 1 % 1 %
Gain on divested business 0 % 0 % 0 % 1 %
Provision for income taxes 5 % 2 % 4 % 3 %

Sales and Marketing

Sales and marketing expenses consist primarily of advertising costs and marketing programs (both online and offline),
employee compensation, contractor costs, facilities costs and depreciation on equipment. Online marketing expenses
represent traffic acquisition costs in various channels such as paid search, affiliates marketing and display

advertising. Offline advertising includes brand campaigns, buyer/seller communications and general public relations
expenses.

Sales and marketing expenses increased $29 million, or 4%, during the three months ended September 30, 2013
compared to the same period of the prior year. The increase in sales and marketing expense was due primarily to
higher employee-related expenses (including consultant costs, facility costs and equipment-related costs), partially
offset by a decrease in marketing program costs. The decrease in marketing program costs were due to a shift in focus
from customer acquisition to customer retention (for which certain associated expenses are recorded as a reduction in
revenue instead of sales and marketing expense). Sales and marketing expense as a percentage of net revenues was
19% and 21% for the three months ended September 30, 2013 and 2012, respectively.

Sales and marketing expenses increased $103 million, or 5%, during the nine months ended September 30, 2013
compared to the same period of the prior year. The increase in sales and marketing expense was due primarily to the
same factors noted above. Sales and marketing expense as a percentage of net revenues was 19% and 21% for the nine
months ended September 30, 2013 and 2012, respectively.

Product Development

Product development expenses consist primarily of employee compensation, contractor costs, facilities costs and
depreciation on equipment. Product development expenses are net of required capitalization of major site and other
product development efforts, including the development of our next generation platform architecture, migration of
certain platforms, seller tools and Payments services projects. Our top technology priorities include mobile, user
experience, search, platform and products such as PayPal Here. Capitalized site and product development costs were
$67 million and $172 million in the three and nine months ended September 30, 2013, respectively, compared to $60
million and $177 million in the three and nine months ended September 30, 2012, respectively, and are reflected
primarily as a cost of net revenues when amortized in future periods.

Product development expenses increased $44 million, or 11%, during the three months ended September 30, 2013
compared to the same period of the prior year. The increase was due primarily to higher employee-related costs
(including consultant costs, facility costs and equipment-related costs) and professional services driven by increased
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investment in platform, mobile and offline. Product development expenses as a net percentage of revenues were 11%
for the three months ended September 30, 2013 and 2012.

Product development expenses increased $161 million, or 14%, during the nine months ended September 30, 2013
compared to the same period of the prior year. The increase was due primarily to the same factors noted above.
Product development expenses as a percentage of net revenues were 11% for the nine months ended September 30,
2013 and 2012.
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General and Administrative

General and administrative expenses consist primarily of employee compensation, contractor costs, facilities costs,
depreciation of equipment, employer payroll taxes on stock-based compensation, legal expenses, restructuring,
insurance premiums and professional fees. Our legal expenses, including those related to various ongoing legal
proceedings, may fluctuate substantially from period to period.

General and administrative expenses increased $46 million, or 12%, during the three months ended September 30,
2013 compared to the same period of the prior year. The increase was due primarily to higher employee-related costs
(including consultant costs, facility costs and equipment-related costs) and professional services. General and
administrative expenses as a percentage of net revenues were 11% for the three months ended September 30, 2013 and
2012.

General and administrative expenses increased $111 million, or 10%, during the nine months ended September 30,
2013 compared to the same period of the prior year. The increase was due primarily to the same factors noted above.
General and administrative expenses as a percentage of net revenues were 11% for the nine months ended
September 30, 2013 and 2012.

Provision for Transaction and Loan Losses

Provision for transaction and loan losses consists primarily of transaction loss expense associated with our consumer
protection programs, fraud, chargebacks, and merchant credit losses; bad debt expense associated with our accounts
receivable balance; and loan loss reserves associated with our consumer loan receivables. We expect our provision for
transaction and loan loss expense to fluctuate depending on many factors, including macroeconomic conditions, our
consumer protection programs and the impact of regulatory changes.

Provision for transaction and loan losses increased $37 million and $140 million, or 25% and 34%, during the three
and nine months ended September 30, 2013, respectively, compared to the same periods of the prior year. This
increase was due primarily to higher transaction volume, growth in our Bill Me Later portfolio of receivables from
consumer loans and higher transaction losses in our Payments and Marketplaces segments. The increase in the
transaction losses was partially due to an increase in our Marketplaces segment in the number of cases being opened
under our eBay Buyer Protection Program as a result of our recently simplified process for users to file claims.
Provision for transaction and loan loss as a percentage of net revenues was 5% for the three and nine months ended
September 30, 2013 and 4% for the three and nine months ended September 30, 2012.

Amortization of Acquired Intangible Assets

From time to time we have purchased, and we expect to continue to purchase, assets and businesses. These purchase
transactions generally result in the creation of acquired intangible assets with finite lives and lead to a corresponding
increase in our amortization expense in periods subsequent to acquisition. We amortize intangible assets over the
period of estimated benefit, using the straight-line method and estimated useful lives ranging from one to eight years.
Amortization of acquired intangible assets is also impacted by our sales of assets and businesses and timing of
acquired intangible assets becoming fully amortized. See "Note 5 - Goodwill and Intangible Assets" to our condensed
consolidated financial statements included in this report.

Amortization of acquired intangible assets decreased by $2 million and $6 million, or 2%, during the three and nine
months ended September 30, 2013, respectively, compared to the same period of the prior year.

Interest and Other, Net
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Interest and other, net consists of interest earned on cash, cash equivalents and investments, as well as foreign
exchange transaction gains and losses, our portion of operating results from investments accounted for under the
equity method of accounting, investment gain/loss on acquisitions and interest expense, consisting of interest charges
on any amounts borrowed and commitment fees on unborrowed amounts under our credit agreement and interest
expense on our outstanding commercial paper and debt securities. Interest and other income, net excludes interest
expense on borrowings incurred to finance Bill Me Later's portfolio of loan receivables, which is included in cost of
net revenues.

Interest and other, net increased $69 million during the three months ended September 30, 2013 compared to the same
period of the prior year. The increase in interest and other, net was due primarily to an approximately $75 million gain
on the sale of our investments in RueL.alLa and ShopRunner, partially offset by an increase in interest expense of
approximately $5 million as a result of our issuance of $3 billion of senior notes in July 2012.
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Interest and other, net increased $15 million during the nine months ended September 30, 2013 compared to the same
period of the prior year. The increase in interest and other, net was due primarily to the same factors noted above.

Gain on divested business
We incurred a gain on the divestiture of Rent.com of $118 million during the nine months ended September 30, 2012.
We sold this business as it was not core to our long-term strategy.

Provision for Income Taxes

Our effective tax rate was 21.1% for the three months ended September 30, 2013 compared to 11.2% for the same
period in the prior year. Our effective tax rate was 17.7% for the nine months ended September 30, 2013 compared to
15.8% for the same period in the prior year. The increase in our effective tax rate for the three and nine months ended
September 30, 2013 compared to the same periods of the prior year was due primarily to an increase in earnings in
higher tax jurisdictions and the repayment of the Kynetic note receivable and the sale of our investments in RueLL.al.a
and ShopRunner.

From time to time, we engage in certain intercompany transactions and legal entity restructurings. We consider many
factors when evaluating these transactions, including the alignment of our corporate structure with our organizational
objectives and the operational and tax efficiency of our corporate structure, as well as the long-term cash flows and
cash needs of our different businesses. These transactions may impact our overall tax rate and/or result in additional
cash tax payments. The impact in any period may be significant. These transactions may be complex and the impact of
such transactions on future periods may be difficult to estimate.

We are regularly under examination by tax authorities both domestically and internationally. We believe that adequate
amounts have been reserved for any adjustments that may ultimately result from these examinations, although we can
provide no assurances that this will be the case given the inherent uncertainties in these examinations. Due to the
ongoing tax examinations, we believe it is impractical to determine the amount and timing of these adjustments.

Liquidity and Capital Resources

Cash Flows
Nine Months Ended September
30,
2013 2012

(In millions)
Net cash provided by (used in):

Operating activities $3,282 $2.453
Investing activities (3,994 ) (1,904 )
Financing activities (854 ) 2,082

Effect of exchange rates on cash and cash equivalents 29 9

Net increase/(decrease) in cash and cash equivalents $(1,537 ) $2,640

Operating Activities
We generated cash from operating activities of $3.3 billion and $2.5 billion in the nine months ended September 30,

2013 and 2012, respectively. The increase in cash provided by operating activities during the nine months ended
September 30, 2013 compared to the same period of the prior year was due primarily to a decrease in cash paid for
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income taxes of $409 million, a benefit in 2012 of $118 million resulting from the gain on the divestiture of a
business, an increase in net income of $147 million and a gain on the sale of our investments in RueLala and
ShopRunner of $75 million.

Investing Activities

The net cash used in investing activities of $4.0 billion in the nine months ended September 30, 2013 was due
primarily to cash paid for the purchases of investments of $5.7 billion and purchases of property and equipment of
$1.0 billion, partially offset by proceeds of $2.7 billion from the maturities and sale of investments and $485 million
resulting from the repayment of Kynetic note receivable and the sale of our investments in RueLal.a and ShopRunner.
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The net cash used in investing activities of $1.9 billion in the nine months ended September 30, 2012 was due
primarily to cash paid for the purchases of investments of $1.5 billion, purchases of property and equipment of $961
million and the purchase of a significant portfolio of patents, partially offset by proceeds of $938 million from the
maturities and sale of investments and $144 million from the disposition of a business.

Financing Activities

The net cash used in financing activities of $854 million in the nine months ended September 30, 2013 was due
primarily to cash outflows of $1.1 billion to repurchase common stock and cash paid for tax withholdings in the
amount of $247 million related to net share settlements of restricted stock units and awards. These cash outflows were
partially offset by the cash inflows of $301 million from the issuance of common stock in connection with the exercise
of stock options and the effect of $180 million of excess tax benefits from stock-based compensation.

The net cash provided by financing activities of $2.1 billion in the nine months ended September 30, 2012 was due
primarily to cash inflows of approximately $3.0 billion from the issuance of senior notes, $359 million from the
issuance of common stock in connection with the exercise of stock options and $95 million of excess tax benefits from
stock-based compensation. These cash inflows were partially offset by outflows of $642 million to repurchase
common stock and $550 million for the repayment of commercial paper, as well as cash paid for tax withholdings in
the amount of $152 million related to net share settlements of restricted stock units and awards. We used a portion of
the net proceeds from the issuance of our senior notes to repay the commercial paper referred to above.

The positive effect of exchange rate movements on cash and cash equivalents during the nine months ended
September 30, 2013 was due to the weakening of the U.S. dollar against other currencies, primarily the Euro. The
positive effect of exchange rate movements on cash and cash equivalents during the nine months ended September 30,
2012 was due to the weakening of the U.S. dollar against other currencies, primarily the British Pound and Korean
Won.

Stock Repurchases

In June 2012, our Board of Directors authorized a stock repurchase program that provides for the repurchase of up to
$2 billion of our common stock, with no expiration from the date of authorization. The stock repurchase program is
intended to offset the impact of dilution from our equity compensation programs. During the nine months ended
September 30, 2013, we repurchased approximately $1.1 billion of our common stock under our stock repurchase
program. As of September 30, 2013, approximately $0.9 billion remained for further repurchases of our common
stock under our stock repurchase program.

Shelf Registration Statement and Long-Term Debt

At September 30, 2013, we had an effective shelf registration statement on file with the Securities and Exchange
Commission that allows us to issue various types of debt securities, such as fixed or floating rate notes, U.S. dollar or
foreign currency denominated notes, redeemable notes, global notes, and dual currency or other indexed notes. Each
issuance under the shelf registration will require the filing of a prospectus supplement identifying the amount and
terms of the securities to be issued. The registration statement does not limit the amount of debt securities that may be
issued thereunder. Our ability to issue debt securities is subject to market conditions and other factors impacting our
borrowing capacity, including our credit ratings and compliance with the covenants in our credit agreement.

We issued $3 billion of senior notes in an underwritten public offering in July 2012. These senior notes remain
outstanding and consist of $250 million aggregate principal amount of 0.70% notes due 2015, $1 billion aggregate

59



Edgar Filing: EBAY INC - Form 10-Q

principal amount of 1.35% notes due 2017, $1 billion aggregate principal amount of 2.60% notes due 2022 and $750
million aggregate principal amount of 4.00% notes due 2042. We issued $1.5 billion of senior notes under a prior
shelf registration statement in an underwritten public offering in 2010. These senior notes remain outstanding and
consist of $400 million aggregate principal amount of 0.875% notes due October 15, 2013, $600 million aggregate
principal amount of 1.625% notes due 2015 and $500 million aggregate principal amount of 3.250% notes due 2020.

The indenture pursuant to which the senior notes were issued includes customary covenants that, among other things
and subject to exceptions, limit our ability to incur, assume or guarantee debt secured by liens on specified assets or
enter into sale and lease-back transactions with respect to specified properties, and also includes customary events of
default.
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Commercial Paper

We have a $2 billion commercial paper program pursuant to which we may issue commercial paper notes with
maturities of up to 397 days from the date of issue in an aggregate principal amount at maturity of up to $2 billion
outstanding at any time. As of September 30, 2013, there were no commercial paper notes outstanding. We may elect,
subject to market conditions, to issue additional commercial paper notes from time to time in the future.

Credit Agreement

As of September 30, 2013, no borrowings or letters of credit were outstanding under our $3 billion credit agreement.
As described above, we have a $2 billion commercial paper program and maintain $2 billion of available borrowing
capacity under our credit agreement in order to repay commercial paper borrowings in the event we are unable to
repay those borrowings from other sources when they become due. As a result, at September 30, 2013, $1 billion of
borrowing capacity was available for other purposes permitted by the credit agreement. The credit agreement contains
customary representations, warranties, affirmative and negative covenants, including a financial covenant, events of
default and indemnification provisions in favor of the banks. The negative covenants include restrictions regarding the
incurrence of liens, subject to certain exceptions. The financial covenant requires us to meet a quarterly financial test
with respect to a minimum consolidated interest coverage ratio.

Other Indebtedness

In addition to the debt described above, as of September 30, 2013, we have $23 million of borrowings outstanding
under our overdraft facilities, notes payable of $13 million and capital lease obligations of $7 million.

We are in compliance with all covenants in our outstanding debt instruments for the period ended September 30,
2013.

Commitments

As of September 30, 2013, approximately $14.6 billion of unused credit was available to Bill Me Later
accountholders. While this amount represents the total unused credit available, we have not experienced, and do not
anticipate, that all of our Bill Me Later accountholders will access their entire available credit at any given point in
time. In addition, the individual lines of credit that make up this unused credit are subject to periodic review and
termination by the chartered financial institution that is the issuer of Bill Me Later credit products based on, among
other things, account usage and customer creditworthiness. When a consumer makes a purchase using a Bill Me Later
credit product, the chartered financial institution extends credit to the consumer, funds the extension of credit at the
point of sale and advances funds to the merchant. We subsequently purchase the consumer receivables related to the
consumer loans and sell a participation interest back to the chartered financial institution. Although the chartered
financial institution continues to own each customer account, we own and bear the risk of loss on the related consumer
receivables, less the participation interest held by the chartered financial institution, and Bill Me Later is responsible
for all servicing functions related to the customer account balances.

Liquidity and Capital Resource Requirements

As of September 30, 2013 and December 31, 2012, we had assets classified as cash and cash equivalents, as well as
short-term and long-term non-equity investments, in an aggregate amount of $13.0 billion and $11.5 billion,
respectively. As of September 30, 2013, this amount included assets of these types held outside the U.S. in certain of
our foreign operations totaling approximately $9.1 billion. If these assets were distributed to the U.S., we may be
subject to additional U.S. taxes in certain circumstances. We actively monitor all counterparties that hold these assets,
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primarily focusing on the safety of principal and secondarily improving yield on these assets. We diversify our cash
and cash equivalents and investments among various counterparties in order to reduce our exposure should any one of
these counterparties fail or encounter difficulties. To date, we have not experienced any material loss or lack of access
to our invested cash, cash equivalents or short-term investments; however, we can provide no assurances that access to
our invested cash, cash equivalents or short-term investments will not be impacted by adverse conditions in the
financial markets. At any point in time we have funds in our operating accounts and customer accounts that are
deposited with third party financial institutions.

To the extent that our Bill Me Later products become more widely available through improved and more
comprehensive product integrations with eBay, PayPal and other channels, and as we further promote Bill Me Later
products, customer adoption and usage of Bill Me Later products may expand. Any resulting growth in the portfolio
of Bill Me Later loan receivables would increase our liquidity needs and any failure to meet those liquidity needs
could adversely affect the Bill Me Later business. We currently fund the expansion of the Bill Me Later portfolio of
loan receivables with domestic and international cash resources and borrowings.
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We believe that our existing cash, cash equivalents and short-term and long-term investments, together with cash
expected to be generated from operations, borrowings available under our credit agreement and commercial paper
program, and our access to capital markets, will be sufficient to fund our operating activities, anticipated capital
expenditures, Bill Me Later portfolio of loan receivables and stock repurchases for the foreseeable future.

Off-Balance Sheet Arrangements

As of September 30, 2013, we had no off-balance sheet arrangements that have, or are reasonably likely to have, a
current or future material effect on our consolidated financial condition, results of operations, liquidity, capital
expenditures or capital resources.

In Europe, we have two cash pooling arrangements with a financial institution for cash management purposes. These
arrangements allow for cash withdrawals from this financial institution based upon our aggregate operating cash
balances held in Europe within the same financial institution (“Aggregate Cash Deposits”) for more efficient cash
management and investment purposes. These arrangements also allow us to withdraw amounts exceeding the
Aggregate Cash Deposits up to an agreed-upon limit. The net balance of the withdrawals and the Aggregate Cash
Deposits are used by the financial institution as a basis for calculating our net interest expense or income under these
arrangements. As of September 30, 2013, we had a total of $3.1 billion in cash withdrawals offsetting our $3.1 billion
in Aggregate Cash Deposits held within the same financial institution under these cash pooling arrangements.

Indemnification Provisions

In the ordinary course of business, we have included limited indemnification provisions in certain of our agreements
with parties with which we have commercial relations, including our standard marketing, promotions and
application-programming-interface license agreements. Under these contracts, we generally indemnify, hold harmless
and agree to reimburse the indemnified party for losses suffered or incurred by the indemnified party in connection
with claims by a third party with respect to our domain names, trademarks, logos and other branding elements to the
extent that such marks are applicable to our performance under the subject agreement. In certain cases we have agreed
to provide indemnification for intellectual property infringement. Our Enterprise business has provided in many of its
major ecommerce agreements an indemnity for other types of third-party claims, which are indemnities mainly related
to various intellectual property rights, and we have provided similar indemnities in a limited number of agreements for
our other businesses, including our Magento business. In our PayPal business, we have provided an indemnity to our
payment processors in the event of certain third-party claims or card association fines against the processor arising out
of conduct by PayPal or PayPal customers. PayPal has also provided a limited indemnity to merchants using its retail
point of sale payment services. It is not possible to determine the maximum potential loss under these indemnification
provisions due to our limited history of prior indemnification claims and the unique facts and circumstances involved
in each particular provision. To date, losses recorded in our statement of income in connection with our
indemnification provisions have not been significant, either individually or collectively.

Item 3:Quantitative and Quali