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PART I: FINANCIAL INFORMATION
Item 1: Financial Statements

PayPal Holdings, Inc.
CONDENSED CONSOLIDATED BALANCE SHEET

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net

Loans and interest receivable, net of allowances of $139 and $129 as of March 31, 2018 and
December 31, 2017, respectively

Loans and interest receivable, held for sale

Funds receivable and customer accounts

Prepaid expenses and other current assets

Total current assets

Long-term investments

Property and equipment, net

Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable

Notes payable

Funds payable and amounts due to customers

Accrued expenses and other current liabilities

Income taxes payable

Total current liabilities

Deferred tax liability and other long-term liabilities

Total liabilities

Commitments and Contingencies (Note 13)

Equity:

Common stock, $0.0001 par value; 4,000 shares authorized; 1,183 and 1,200 shares
outstanding as of March 31, 2018 and December 31, 2017, respectively
Treasury stock at cost, 71 and 47 shares as of March 31, 2018 and December 31, 2017,
respectively

Additional paid-in-capital

Retained earnings

Accumulated other comprehensive loss

Total equity

Total liabilities and equity

March 31,December 31,

2018 2017
(In millions, except par
value)
(Unaudited)
$2,879 $ 2,883
3,427 2,812
258 283
1,579 1,314
6,537 6,398
19,162 18,242
900 713
34,742 32,645
1,487 1,961
1,523 1,528
4,338 4,339
138 168

94 133
$42,322  $ 40,774
$187 $ 257
3,000 1,000
20,662 19,742
1,767 1,781
98 83
25,714 22,863
1,967 1,917
27,681 24,780

(3,811 ) (2,001 )

14,287
4,334
(169
14,641
$42,322

14,314
3,823

) (142 )

15,994
$ 40,774
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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PayPal Holdings, Inc.
CONDENSED CONSOLIDATED STATEMENT OF INCOME

Three Months
Ended March
31,
2018 2017
(In millions,
except per
share data)
(Unaudited)
Net revenues $3,685 $2,975
Operating expenses:
Transaction expense 1,275 987
Transaction and loan losses 305 300
Customer support and operations 351 317
Sales and marketing 285 238
Product development 258 214
General and administrative 339 265

Depreciation and amortization 185 183
Restructuring and other charges 153 40

Total operating expenses 3,151 2,544
Operating income 534 431
Other income (expense), net 14 7
Income before income taxes 548 438
Income tax expense 37 54
Net income $511 $384
Net income per share:

Basic $0.43 $0.32
Diluted $0.42 $0.32

Weighted average shares:

Basic 1,192 1,203

Diluted 1,217 1,216

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PayPal Holdings, Inc.
CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Three
Months
Ended March
31,
2018 2017
(In millions)
(Unaudited)
Net income $511 $384
Other comprehensive (loss) income, net of reclassification adjustments:
Foreign currency translation 2 13
Unrealized (losses) gains on investments, net (15 H) 1
Tax benefit (expense) on unrealized (losses) gains on investments, net 4 —
Unrealized (losses) gains on hedging activities, net (18 ) (72 )
Tax benefit (expense) on unrealized (losses) gains on hedging activities, net — 1
Other comprehensive (loss) income, net of tax 27 ) 7 )
Comprehensive income $484 $327

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PayPal Holdings, Inc.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

Cash flows from operating activities:

Net income

Adjustments:

Transaction and loan losses

Depreciation and amortization

Stock-based compensation

Deferred income taxes

Gain on sale of principal loans receivable held for sale, net

Cost basis adjustments to loans and interest receivable held for sale
Changes in assets and liabilities:

Accounts receivable

Changes in loans and interest receivable held for sale, net
Accounts payable

Income taxes payable

Other assets and liabilities

Net cash (used in) provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Changes in principal loans receivable, net

Purchases of investments

Maturities and sales of investments

Funds receivable

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Proceeds from issuance of common stock

Purchases of treasury stock

Tax withholdings related to net share settlements of equity awards
Borrowings under financing arrangements, net of repayments
Funds payable and amounts due to customers

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash, cash equivalents and restricted cash
Net change in cash, cash equivalents and restricted cash

Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period
Supplemental cash flow disclosures:

Cash paid for interest

Cash paid (refund received) for income taxes, net

The below table reconciles cash, cash equivalents and restricted cash as reported in the condensed
consolidated balance sheet to the total of the same amounts shown in the condensed consolidated

statements of cash flows:
Cash and cash equivalents

Three Months
Ended March 31,
2018 2017
(In millions)
(Unaudited)
$511 $384
305 300
185 183
205 145

91 53

(5 ) (6 )
128 —

25 36
(1,291 ) 6

35 Hd )
— 17

468 ) (366 )
(349 ) 751
(178 ) (148 )
738 (136 )
(5,275 ) (7,109 )
4,291 5,583
429 567

5 (1,243 )
13 12

(1,825) (517 )
(335 ) @ao1r )
2075 —

865 552
793 G4 )
@ ) 11

442 (535 )
8,285 6,119

$8,727 $5,584

$8 $1
$(6 ) $48

$2,879 $1,240

8
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Short term investments 16 19
Funds receivable and customer accounts 5,832 4,325
Z;St}?l ﬂc;i]hs, cash equivalents and restricted cash shown in the condensed consolidated statements of $8.727 $5.584

The accompanying notes are an integral part of these condensed consolidated financial statements.
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PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1—Overview and Summary of Significant Accounting Policies

Overview and Organization

PayPal Holdings, Inc. ("PayPal," the "Company," "we," "us," or "our") was incorporated in Delaware in January 2015
and is a leading technology platform and digital payments company that enables digital and mobile payments on
behalf of consumers and merchants worldwide. Our vision is to democratize financial services, as we believe that
managing and moving money is a right for all people, not just the affluent. Our goal is to increase our relevance for
consumers and merchants to manage and move their money anywhere in the world, anytime, on any platform and
using any device. We also facilitate person-to-person payments through our PayPal, Venmo and Xoom products. Our
combined payment solutions, including our PayPal, PayPal Credit, Braintree, Venmo, and Xoom products, compose
our proprietary Payments Platform.

We operate globally and in a rapidly evolving regulatory environment characterized by a heightened regulatory focus
on all aspects of the payments industry. That focus continues to become even more heightened as regulators on a
global basis focus on such important issues as countering terrorist financing, anti-money laundering, privacy and
consumer protection. Some of the laws and regulations to which we are subject were enacted recently, and the laws
and regulations applicable to us, including those enacted prior to the advent of digital and mobile payments, are
continuing to evolve through legislative and regulatory action and judicial interpretation. Non-compliance with laws
and regulations, increased penalties and enforcement actions related to non-compliance, changes in laws and
regulations or their interpretation, and the enactment of new laws and regulations applicable to us could have a
material adverse impact on our business, results of operations and financial condition.

Significant Accounting Policies

Basis of Presentation and Principles of Consolidation

The condensed consolidated financial statements include the financial statements of PayPal and our wholly and
majority-owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.
Investments in entities where we hold less than a 20% ownership interest are generally accounted for at cost minus
impairment, if any, plus or minus changes resulting from observable price changes, and our share of the investees’
results of operations and is included in other income (expense), net on our condensed consolidated statement of
income to the extent dividends are received. Our investment balance is included in long-term investments on our
condensed consolidated balance sheet.

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, 2017 (the "2017 Form 10-K") filed with the Securities and Exchange Commission.

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 interim periods. We have evaluated all subsequent events through the date the financial
statements were issued. Certain amounts for prior years have been reclassified to conform to the financial presentation
as of and for the three months ended March 31, 2018.

Use of Estimates

10
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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 condensed
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, loss
contingencies, income taxes, revenue recognition and the valuation of goodwill and intangible assets. We base our
estimates on historical experience and various other assumptions which we believe to be reasonable under the
circumstances. Actual results could differ from those estimates.

11



Edgar Filing: PayPal Holdings, Inc. - Form 10-Q

Table of Contents

PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Recent Accounting Guidance

In 2016, the Financial Accounting Standards Board (“FASB”) issued new accounting guidance related to accounting for
leases, which will require lessees to recognize lease assets and lease liabilities on the balance sheet for the rights and
obligations created by all leases with terms greater than 12 months. As we are not a lessor, other changes in the
guidance applicable to lessors do not apply. The guidance is effective for fiscal years and interim periods within those
years beginning after December 15, 2018, with early adoption permitted. We will adopt the new guidance on January

1, 2019, using a modified retrospective basis and anticipate applying the optional practical expedients related to the
transition. We are evaluating the impact of adopting this new accounting guidance on our financial statements.

In 2016, the FASB issued new guidance on the measurement of credit losses on financial instruments. Credit losses on
loans, trade and other receivables, held-to-maturity debt securities and other instruments will reflect our current
estimate of the expected credit losses that generally will result in the earlier recognition of allowances for losses.
Credit losses on available-for-sale debt securities with unrealized losses will be recognized as allowances for credit
losses limited to the amount by which fair value is below amortized cost. Additional disclosures will be required,
including information used to track credit quality by year of origination for most financing receivables. The new
guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2019, with early adoption permitted. We are required to apply the provisions of this guidance as a cumulative effect
adjustment to retained earnings as of the beginning of the first reporting period in which the guidance is adopted with
impairment of available-for-sale debt securities applied prospectively after adoption. We are evaluating the impact and
approach to adopting this new accounting guidance on our financial statements.

In 2017, the FASB issued new guidance that requires certain premiums on callable debt securities to be amortized to
the earliest call date. The amortization period for callable debt securities purchased at a discount will not be impacted.
Therefore, the new guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2018, with early adoption permitted. Transition is on a modified retrospective basis with a
cumulative-effect adjustment to retained earnings as of the beginning of the first reporting period in which the
guidance is adopted. We are evaluating the impact this new accounting guidance will have on our financial statements.

In 2018, the FASB issued new guidance in response to tax reform that allows the option to reclassify stranded tax
effects resulting from the Tax Cuts and Jobs Act of 2017 (the "Tax Act") from accumulated other comprehensive
income to retained earnings. The new guidance is effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2018, with early adoption permitted. If such an option is elected, transition can be
applied either retrospectively to each period in which the effect of tax reform is recognized or applied with a
cumulative-effect adjustment to retained earnings as of the beginning of the first reporting period in which the
guidance is adopted. We are evaluating the impact this new accounting guidance will have on our financial statements.

Recently Adopted Accounting Guidance

In 2014, the FASB issued new accounting guidance related to revenue recognition, which was further updated in 2016
for reporting revenue gross versus net. This new guidance replaced all existing GAAP guidance on this topic and
eliminated all industry-specific guidance. The new revenue recognition guidance provides a unified model to
determine when and how revenue is recognized. The core principle is that a company should recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration for which
the entity expects to be entitled in exchange for those goods or services. We adopted the guidance effective January 1,
2018 on a full retrospective basis. We performed an impact analysis for the opening balance sheet as of January 1,

12
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2016 as well as for the years ended December 31, 2016 and 2017. The impacts were deemed de minimis. No practical
expedients or exemptions were elected in conjunction with the adoption of this new guidance. For additional
information, see "Note 2—Revenue."

In 2016, the FASB issued new accounting guidance related to the classification and measurement of financial
instruments. This new guidance amends GAAP by requiring equity investments to be measured at fair value with
changes in fair value recognized in net income. This new guidance also amends the presentation of certain fair value
changes for financial liabilities measured at fair value and it amends certain disclosure requirements associated with
the fair value of financial instruments. Additionally, in 2018, the FASB issued technical corrections and
improvements to this guidance effective for fiscal years beginning after December 15, 2017 and interim periods within
those fiscal years beginning after June 15, 2018. We are required to apply the new guidance on a modified
retrospective basis to all outstanding instruments, with a camulative effect adjustment as of the date of adoption and
on a prospective basis to all outstanding equity investments without a readily determinable fair value. We adopted the
guidance,

8
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PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

including early adoption of the technical corrections and improvements, effective January 1, 2018. Beginning in the
first quarter of 2018, we applied the measurement alternative to all our equity investments, which required us to
measure these equity investments at cost minus impairment, if any, plus or minus changes resulting from observable
price changes in orderly transactions for an identical or similar investment in the same issuer. The adoption of this
guidance did not have a material impact on our financial statements.

In 2016, the FASB issued new guidance on classifying certain cash receipts and cash payments on the statement of
cash flows. The new guidance addresses the classification of cash flows related to: debt prepayment or extinguishment
costs, settlement of zero-coupon debt instruments or other debt instruments with coupon interest rates that are
insignificant in relation to the effective interest rate of the borrowing, contingent consideration payments made after a
business combination, proceeds from the settlement of insurance claims, proceeds from the settlement of
corporate-owned life insurance, including bank-owned life insurance, distributions received from equity method
investees and beneficial interests in securitization transactions. The guidance also clarifies how the predominance
principle should be applied when cash receipts and cash payments have aspects of more than one class of cash flows.
The guidance should be applied retrospectively after adoption. We adopted the guidance effective January 1, 2018.
The adoption of this guidance did not have a material impact on our financial statements.

In 2016, the FASB issued new guidance on restricted cash on the statement of cash flows. The new guidance requires
the classification and presentation of changes in restricted cash and cash equivalents in the statement of cash flows.
Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash
and cash equivalents when reconciling the beginning and ending balances shown on the statement of cash flows. The
guidance should be applied retrospectively after adoption. We adopted the guidance effective January 1, 2018 on a
retrospective basis. The beginning and ending balances of cash and cash equivalents on the statement of cash flows
now include restricted cash and restricted cash equivalents, such as cash and cash equivalents underlying customer
accounts and restricted cash and restricted cash equivalents within short-term investments.

In 2017, the FASB issued new guidance clarifying the scope and application of the de-recognition of non-financial
assets and the sale or transfer of non-financial assets, including partial sales. We adopted the guidance effective
January 1, 2018 on a full retrospective basis. The adoption of this guidance did not have a material impact on our
financial statements.

In 2017, the FASB issued new guidance clarifying which changes to the terms or conditions of a share-based payment
award require an entity to apply modification accounting. Specifically, an entity would apply modification accounting
only if the fair value, vesting conditions, or classification of the awards changes as a result of changes in the terms or
conditions. We adopted the guidance effective January 1, 2018 and applied it prospectively upon adoption. The
adoption of this guidance did not have a material impact on our financial statements.

In 2017, the FASB issued new guidance intended to better align the results of hedge accounting with an entity’s risk
management activities. This guidance updates the designation and measurement guidance for qualifying hedging
relationships by expanding hedge accounting for both nonfinancial and financial risk components and by refining the
measurement of hedge results to better reflect an entity’s hedging strategies. The amendments will also align the
recognition and presentation of the effects of the hedge results in the financial statements to increase the
understandability of the results of an entity’s intended hedging strategies. Additionally, the guidance includes certain
targeted improvements to ease the operational burden of applying hedge accounting. We are required to apply the
guidance with a cumulative-effect adjustment to retained earnings as of the beginning of the fiscal year in which the
guidance is adopted and prospectively apply the presentation and disclosure guidance. We early adopted the guidance

14
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in the first quarter of 2018 using a modified retrospective approach to reflect application of the new guidance effective
January 1, 2018. Adoption of the guidance did not have a material impact on our financial statements.

In 2018, the FASB issued new guidance to provide clarity around application of income tax accounting in situations
where the assessment of tax implications of the Tax Act might not be complete as of period end in which the Tax Act
was enacted. This guidance prescribes that an entity must reflect the income tax impact of the Tax Act in the period in
which the tax accounting is complete and allows an entity to report provisional amounts for those specific effects of
the Act for which the accounting is incomplete but a reasonable estimate can be determined. No provisional amounts
should be reported for specific effects of the Tax Act for which a reasonable estimate cannot be determined, and the
entity should continue to apply the provisions of the tax laws that were in effect prior to the enactment of the Tax Act.
It further allows a measurement period of one year from the date of enactment within which to complete the
accounting for all impacts of the Tax Act. Our financial statements reflect tax accounting in compliance with this
guidance.

15
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PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 2—Revenue

We earn revenue primarily by processing customer transactions on our Payments Platforms and from other value
added services. Our revenues are classified into two categories, transaction revenues and revenues from other value
added services:

Transaction Revenues

We earn transaction revenues primarily from fees charged to consumers and merchants on a transaction basis. These
fees may have a fixed and variable component. The variable component is generally a percentage of the value of the
payment amount, and is known at the time the transaction is processed. If the underlying transaction is approved for
refund, we reimburse the variable component of the fee. We estimate the amount of fee refunds that will be processed
during the quarter and record a provision against our net revenues. The volume of activity processed through our
Payments Platform, which results in transaction revenue, is referred to as Total Payments Volume (“TPV”). We define
TPV as the value of payments, net of reversals, successfully completed through our Payments Platform or enabled by
PayPal via a partner payment solution, not including gateway-exclusive transactions. We earn additional fees on
transactions where we perform a currency conversion and when we enable cross-border transactions (i.e., transactions
where the merchant and consumer are in different countries).

Our contracts with our customers are usually open ended and can be terminated by either party without a termination
penalty after the notice period has lapsed. Therefore, our contracts are defined at the transaction level and do not
extend beyond the service already provided. Our contracts renew automatically without significant material rights.
Some of our contracts include tiered pricing, based primarily on volume. The fee charged per transaction is adjusted
up or down if the volume processed for a specified period is different from prior period defined volumes. We have
concluded that this volume-based pricing approach does not constitute a future material right since the discount is
within a range typically offered to class of customers with similar volume. We provide account set up and
payment-processing services and account for these services as one performance obligation satisfied at a point in time
when the payment transaction is complete. The transaction price is therefore fully allocated to one performance
obligation. We deduct our fees from the transaction payment processed. We do not have any capitalized contract costs,
and do not carry any contract balances.

We recognize fees charged to our customers primarily on a gross basis as transaction revenue when we are the
principal in respect of processing payments. As a principal to the transaction, we bear primary responsibility for the
fulfillment of the payment service, contract directly with our customers, control the product specifications and define
the value proposal from our services. Further, we have full discretion in determining the fee charged to our customers,
and therefore, we bear the full margin risk. We are also responsible for providing customer support. Related
transaction costs paid to our payment processors and other financial institutions are recognized as transaction expense.

We provide merchants and consumers with protection programs on substantially all transactions completed through
our Payments Platforms, except for transactions using our gateway products. These programs protect both merchants
and consumers from loss primarily due to fraud and counterparty performance. Our buyer protection program provides
protection to consumers for qualifying purchases by reimbursing the consumer for the full amount of the purchase if a
purchased item does not arrive or does not match the seller’s description. Our seller protection programs provide
protection to merchants against claims that a transaction was not authorized by the buyer or claims that an item was
not received by covering the seller for the full amount of the payment on eligible sales. These protection programs are
considered standard service warranties for which we estimate and record associated costs in transaction and loan
losses during the period the payment transaction is processed.

Revenues from Other Value Added Services

16
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We earn revenues from other value added services which comprise revenue earned through partnerships, subscription
fees, gateway fees, and other services that we provide to our consumers and merchants. The contracts for these
services cannot usually be terminated by either party without penalty. These contracts typically have one performance
obligation which is provided and recognized over the term of the contract. The transaction price is generally fixed and
known at the end of each reporting period, however, for some agreements, it may be necessary to estimate the
transaction price using the expected value method.

We recognize revenue received from our financial institution partners on a net basis when we are considered the agent
in respect of processing transactions. As we are an agent to the transaction, our financial institution partners directly
contract with the end customers and are ultimately responsible for the fulfillment of the services. In an agent
relationship, we may have some discretion in determining the fee charged to end customers, but always in conjunction
with a financial institution partner. As a result, related costs incurred by our financial institution partners when we are
an agent are included as a reduction to the revenue share received.

10

17



Edgar Filing: PayPal Holdings, Inc. - Form 10-Q

Table of Contents

PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

We also earn revenues from interest and fees earned on our loans receivable portfolio, gain on sale of participation
interest in certain loans and advances and interest earned on certain PayPal customer account balances. Interest and
fees earned on the PayPal credit portfolio of loans receivable are computed and recognized based on contractual
interest and fee rates, and are net of any required reserves and amortization of deferred origination costs.
Disaggregation of Revenue

We determine operating segments based on how our chief operating decision maker (“CODM”) manages the business,
makes operating decisions around the allocation of resources and evaluates operating performance. Our CODM is our
Chief Executive Officer, who reviews our operating results on a consolidated basis. We operate in one segment and
have one reportable segment. Based on the information provided to and reviewed by our CODM, we believe that the
nature, amount, timing and uncertainty of our revenue and cash flows and how they are affected by economic factors
is most appropriately depicted through our primary geographical markets and type of revenue (transaction and other
value added services) categories. Revenues recorded within these categories are earned from similar services for
which the nature of associated fees and the related revenue recognition models are substantially the same.

The following table presents our revenues disaggregated by primary geographical markets:
Three Months
Ended March
31,
2018 2017
(In millions)
Primary geographical markets

United States ("U.S.")
United Kingdom ("U.K.")
Other countries!)

Total revenues®

Types of revenues
Transaction revenues
Other value added services
Total revenues®

$2,023 $1,606
392 313

1,270 1,056
$3,685 $2,975

$3,197 $2,624
488 351
$3,685 $2,975

() No single country included in the other countries category generated more than 10% of total revenue.

(@) Total revenues include interest, fees and gains earned on loan and interest receivables, net and held for sale
portfolio, as well as hedging gains or losses and interest earned on certain PayPal customer balances of $359
million and $307 million for the three months ended March 31, 2018 and 2017, respectively, which do not represent
revenues recognized in the scope of ASC Topic 606, Revenue from contracts with customers.

Net revenues are attributed to the U.S., the U.K. and other countries primarily based upon the country in which the
merchant is located, or in the case of a cross-border transaction, may be earned from the country in which the

consumer and the merchant respectively reside. Net revenues earned from value added services are typically attributed
to the country in which either the customer or partner reside.

Note 3—Net Income Per Share

Basic net income per share is computed by dividing net income for the period by the weighted average number of
common shares 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
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outstanding for the period. The dilutive effect of outstanding equity incentive awards 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 common shares.

11
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The following table sets forth the computation of basic and diluted net income per share for the periods indicated:

Three
Months
Ended March
31,
2018 2017
(In millions,
except per
share
amounts)
Numerator:
Net income $511 $384
Denominator:
Weighted average shares of common stock - basic 1,192 1,203
Dilutive effect of equity incentive awards 25 13
Weighted average shares of common stock - diluted 1,217 1,216
Net income per share:
Basic $0.43 $0.32
Diluted $0.42 $0.32
Common stock equivalents excluded from income per diluted share because their effect would have . 6

been anti-dilutive

Note 4—Business Combinations
There were no acquisitions or divestitures completed in either the three months ended March 31, 2018 or 2017.

Note 5—Goodwill and Intangible Assets
Goodwill
The following table presents goodwill balances and adjustments to those balances during the three months ended

March 31, 2018:
Decembé€iodtwill March 31,

2017 Acquired “HUSMENES 54 1g
(In millions)
Total goodwill $4,339 $ —$ a1 ) $47338

Intangible Assets

The components of identifiable intangible assets are as follows:

March 31, 2018 December 31, 2017

Gross. Accumulated Net . Welghteq Average Gross‘ Accumulated Net ‘ Welghteq Average

Carrying .. _CarryingUseful Life Carrying .. CarryingUseful Life
Amortization Amortization

Amount Amount (Years) Amount Amount (Years)

(In millions, except years)
Intangible assets:
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$613 $ (574 ) $39 3 $613 $ (563
and user base
Marketing related 198 (197 ) 1 1 198 (196
Developed
technologies 274 (227 ) 47 3 274 (215
All other 245 (194 ) 51 5 245 (188
Intangible assets, ¢} 330 ¢ (1192 ) $ 138 $1.330 $ (1,162

net

12

) $50
) 2

) 59
) 57
) $ 168

W W
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Amortization expense for intangible assets was $30 million and $27 million for the three months ended March 31,
2018 and 2017, respectively.

Expected future intangible asset amortization as of March 31, 2018 was as follows (in millions):
Fiscal years:

Remaining 2018 $69

2019 42

2020 27
$138

Note 6—Geographical Information
The following table summarizes long-lived assets based on geography:

March 3 December 31,
2018 2017
(In millions)
Long-lived assets:
U.S. $1,422 $ 1,432
Other countries 101 96
Total long-lived assets $1,523 $ 1,528

Tangible long-lived assets as of March 31, 2018 and December 31, 2017 consisted of property and equipment.

Long-lived assets attributed to the U.S. and other countries are based upon the country in which the asset is located or

owned.
Note 7—Funds Receivable and Customer Accounts

The following table summarizes the assets underlying our funds receivable and customer accounts as of March 31,
2018 and December 31, 2017.

March 31December 31,
2018 2017
(In millions)
Cash and cash equivalents $5,832 $ 5,387
Government and agency securities 8,036 6,651
Time deposits 373 739
Corporate debt securities 1,129 1,248
Funds receivable 3,792 4,217

Total funds receivable and customer accounts $19,162 $ 18,242

13
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As of March 31, 2018 and December 31, 2017, the estimated fair value of our investments classified as
available-for-sale included within funds receivable and customer accounts was as follows:
March 31, 2018

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value
(In millions)
Government and agency securities $6,962 $ —%$ 6 ) $6,956
Corporate debt securities 392 — (1 ) 391
Total $7,354 $ —$ 7 ) $7347
December 31, 2017
Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value
(In millions)
Government and agency securities $5,946 $ —%$ 5 ) $5941
Corporate debt securities 529 — — 529
Total $6,475 $ —$ 5 ) $6470

We elect to account for certain investments within customer accounts, including foreign-currency denominated
available-for-sale investments, under the fair value option. As a result, any gains and losses from fair value changes on
such investments are recognized in other income (expense), net on the condensed consolidated statement of income.
Election of the fair value option allows us to significantly reduce the accounting asymmetry that would otherwise arise
when recognizing the changes in the fair value of available-for-sale investments and the corresponding foreign
exchange gains and losses relating to customer liabilities. As of March 31, 2018 and December 31, 2017, the
estimated fair value of our investments included within funds receivable and customer accounts under the fair value
option was $1.8 billion and $1.4 billion, respectively. In the three months ended March 31, 2018 and 2017, $40
million and $15 million of net gains from fair value changes, respectively, were recognized in other income (expense),
net on the condensed consolidated statement of income.

The aggregate fair value of investments in an unrealized loss position was $6.4 billion as of March 31, 2018 and $6.0
billion as of December 31, 2017. The aggregate gross unrealized loss on our short-term and long-term investments
was not material as of March 31, 2018 and December 31, 2017. We believe the decline in value is due to temporary
market conditions and expect to recover the entire amortized cost basis of the securities. We neither intend nor
anticipate the need to sell the securities before recovery. We will continue to monitor the performance of the
investment portfolio and assess market and interest rate risk when evaluating whether other-than-temporary
impairment exists.

As of March 31, 2018 and December 31, 2017, we had no material investments that had been in a continuous
unrealized loss position for greater than 12 months. Amounts reclassified to earnings from unrealized gains and losses
were not material for the three months ended March 31, 2018 and 2017.

The estimated fair values of our investments classified as available-for-sale included within funds receivable and

customer accounts by date of contractual maturity at March 31, 2018 were as follows:
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March 31,
2018
(In
millions)
One year or less $ 7,292
One year through two years 26
Two years through three years 29
Total $ 7,347
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Note 8—Investments
As of March 31, 2018 and December 31, 2017, the estimated fair value of our short-term and long-term investments

classified as available-for-sale was as follows:
March 31, 2018

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value

(In millions)
Short-term investments(D2):

Corporate debt securities $2,340 $ — $ 4 ) $ 2,336
Government and agency securities 495 — (1 ) 494
Long-term investments():

Corporate debt securities 1,324 1 (16 ) 1,309
Government and agency securities 88 — — 88
Total(H®2 $4247 $ 1 $ 21 ) $4227

() Excludes short-term restricted cash of $81 million that we intend to use to support our global sabbatical program
and a counterparty guarantee, and long-term restricted cash of $2 million.
(@) Excludes time deposits of $199 million, which are not considered available-for-sale securities.

December 31, 2017

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value

(In millions)
Short-term investments(D@:

Corporate debt securities $2,092 $ 1 $ a1 ) $2,092
Government and agency securities 210 — — 210
Long-term investments():

Corporate debt securities 1,769 2 (7 ) 1,764
Government and agency securities 98 — — 98
Total(D®) $4,169 $ 3 $ 8 ) $4.164

() Excludes short-term restricted cash of $79 million that we intend to use to support our global sabbatical program
and a counterparty guarantee, and long-term restricted cash of $2 million.
(@) Excludes time deposits of $163 million, which are not considered available-for-sale securities.

We elected to account for foreign denominated available-for-sale investments held in our Luxembourg banking
subsidiary under the fair value option. Election of the fair value option allows us to recognize any gains and losses
from fair value changes on such investments in other income (expense), net on the condensed consolidated statement
of income to offset certain foreign exchange gains and losses on our foreign denominated customer liabilities. As of
March 31, 2018 and December 31, 2017, the estimated fair value of our investments included within short-term
investments and long-term investments under the fair value option was $317 million and $277 million, respectively. In
the three months ended March 31, 2018 and 2017, $8 million and $6 million, respectively, of net gains from fair value
changes were recognized in other income (expense), net on the condensed consolidated statement of income.
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The aggregate fair value of short-term and long-term investments in an unrealized loss position was $3.4 billion as of
March 31, 2018 and $2.8 billion as of December 31, 2017, of which $206 million and $207 million, respectively, was
in a continuous unrealized loss position for greater than 12 months. The aggregate gross unrealized loss on our
short-term and long-term investments was not material as of March 31, 2018 and December 31, 2017. We believe the
decline in value is due to temporary market conditions and expect to recover the entire amortized cost basis of the
securities. We neither intend nor anticipate the need to sell the securities before recovery. We will continue to monitor
the performance of the investment portfolio and assess market and interest rate risk when evaluating whether
other-than-temporary impairment exists. Amounts reclassified to earnings from unrealized gains and losses were not
material for the three months ended March 31, 2018 and 2017.
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The estimated fair values of our short-term and long-term investments classified as available-for-sale by date of
contractual maturity at March 31, 2018 were as follows:
March 31,
2018
(In
millions)
One year or less $ 2,830
One year through two years 823
Two years through three years 344
Three years through four years 171
Four years through five years 49
Greater than five years 10
Total $ 4227

Other Investments

We have equity investments which consist primarily of minority equity interests in companies that are not publicly
traded and are reported in long-term investments on our condensed consolidated balance sheet. Our equity
investments totaled $88 million as of March 31, 2018 and December 31, 2017.

Note 9—Fair Value Measurement of Assets and Liabilities

Financial Assets and Liabilities Measured and Recorded at Fair Value on a Recurring Basis

The following tables summarize our financial assets and liabilities measured at fair value on a recurring basis as of
March 31, 2018 and December 31, 2017:

March 31 ’Significant Other
2018 Observable Inputs
(Level 2)
(In millions)
Assets:
Cash and cash equivalents(!) $1,104 $ 1,104
Short-term investments®:
Corporate debt securities 2,419 2,419
Government and agency securities 728 728
Total short-term investments $3,147 $ 3,147
Funds receivable and customer accounts® 9,424 9,424
Derivatives 56 56
Long-term investments(®):
Corporate debt securities 1,309 1,309
Government and agency securities 88 88
Total long-term investments 1,397 1,397
Total financial assets $15,128 $ 15,128
Liabilities:
Derivatives $197 $ 197

(1) Excludes cash of $1.8 billion not subject to fair value measurement on a recurring basis.
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(@) Excludes restricted cash of $83 million, time deposits of $199 million, and equity investments of $88 million not
subject to fair value measurement on a recurring basis.

(3) Excludes cash, time deposits and funds receivable of $9.7 billion underlying funds receivable and customer
accounts not subject to fair value measurement on a recurring basis.
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DecemberSignificant Other
31, Observable Inputs
2017 (Level 2)
(In millions)
Assets:
Cash and cash equivalents(!) $791 $ 791
Short-term investments®:
Corporate debt securities 2,219 2,219
Government and agency securities 351 351
Total short-term investments 2,570 2,570
Funds receivable and customer accounts® 8,007 8,007
Derivatives 66 66
Long-term investments®):
Corporate debt securities 1,773 1,773
Government and agency securities 98 98
Total long-term investments 1,871 1,871
Total financial assets $13,305 $ 13,305
Liabilities:
Derivatives $218 $ 218

(1) Excludes cash of $2.1 billion not subject to fair value measurement on a recurring basis.

(@) Excludes restricted cash of $81 million, time deposits of $163 million, and equity investments of $88 million not
subject to fair value measurement on a recurring basis.

(3) Excludes cash, time deposits and funds receivable of $10.2 billion underlying funds receivable and customer
accounts not subject to fair value measurement on a recurring basis.

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.

A 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 currency rates, interest rate yield curves, option volatility and equity
prices. 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 three months ended
March 31, 2018 and 2017. As of March 31, 2018, we did not have any assets or liabilities requiring measurement at
fair value without observable market values that would require a high level of judgment to determine fair value
(Level 3).

Cash and cash equivalents are short-term, highly liquid investments with original maturities of three months or less

when purchased and are comprised primarily of bank deposits, government and agency securities and commercial
paper.
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We elect to account for foreign currency denominated available-for-sale investments underlying funds receivable and
customer accounts, short term investments and long term investments under the fair value option as further discussed
in "Note 7—Funds Receivable and Customer Accounts" and "Note 8—Investments."

17

30



Edgar Filing: PayPal Holdings, Inc. - Form 10-Q

Table of Contents

PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Financial Assets and Liabilities Not Measured and Recorded at Fair Value

Our financial instruments, including cash, time deposits, accounts receivable, loans and interest receivable, net, loans
and interest receivable held for sale, funds receivable, certain customer accounts, accounts payable, notes payable, and
funds payable and amounts due to customers are carried at cost, which approximates their fair value due to the
short-term maturity of these instruments. If these financial instruments were measured at fair value in the financial
statements, cash would be classified as Level 1, time deposits, certain customer accounts, and notes payable would be
classified as Level 2, and the remaining financial instruments would be classified as Level 3 in the fair value
hierarchy.

Note 10—Derivative Instruments
Summary of Derivative Instruments

Our primary objective in holding derivatives is to reduce the volatility of earnings and cash flows associated with
changes in foreign currency exchange rates. Our derivatives expose us to credit risk to the extent that our
counterparties may be unable to meet the terms of the arrangement. We seek to mitigate such risk by limiting our
counterparties to, and by spreading the risk across, major financial institutions. In addition, the potential risk of loss
with any one counterparty resulting from this type of credit risk is monitored on an ongoing basis.

Foreign Exchange Contracts

We transact in various foreign currencies and have significant international revenues and costs denominated in foreign
currencies, which subjects us to foreign currency risk. We have a foreign currency exposure management program
whereby we designate certain foreign currency exchange contracts, generally with maturities of 18 months or less, to
reduce the volatility of cash flows primarily related to forecasted revenues and expenses denominated in foreign
currencies. The objective of the foreign exchange contracts is to help mitigate the risk that the U.S. dollar-equivalent
cash flows are adversely affected by changes in the applicable U.S. dollar/foreign currency exchange rate. These
derivative instruments are designated as cash flow hedges and accordingly, the derivative’s gain or loss is initially
reported as a component of accumulated other comprehensive income (loss) and subsequently reclassified into
revenue in the same period the forecasted transaction affects earnings. We evaluate the effectiveness of our foreign
exchange contracts on a quarterly basis by comparing the change in the fair value of the derivative instruments with
the change in the fair value of the forecasted cash flows of the hedged item. We did not exclude any component of the
changes in fair value of the derivative instruments from the assessment of hedge effectiveness. We do not use any
foreign exchange contracts for trading or speculative purposes.

As of March 31, 2018, we estimated that $126 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.
During the three months ended March 31, 2018 and 2017, we did not discontinue any cash flow hedges because it was
probable that the original forecasted transaction would not occur and as such, did not reclassify any gains or losses to
earnings. If we elect to discontinue our cash flow hedges and it is probable that the original forecasted transaction will
occur, we continue to report them in accumulated other comprehensive income (loss) until the forecasted transaction
affects earnings at which point we also reclassify the de-designated hedges into earnings. Gains and losses on
derivatives held after we discontinue our cash flow hedge and gains and losses on derivative instruments that are not
designated as cash flow hedges are recorded in the same financial statement line item to which the derivative relates.
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We have an additional foreign currency exposure management program whereby we use foreign exchange contracts to
offset the foreign exchange risk on our assets and liabilities denominated in currencies other than the functional
currency of our subsidiaries. These contracts are not designated as hedging instruments and reduce, but do not entirely
eliminate, the impact of currency exchange rate movements on our assets and liabilities. The foreign currency gains

and losses on our assets and liabilities are recorded in other income (expense), net, which is offset by the gains and
losses on the foreign exchange contracts.
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Fair Value of Derivative Contracts

The fair value of our outstanding derivative instruments as of March 31, 2018 and December 31, 2017 was as follows:
March 3December 31,
2018 2017

(In millions)

Balance Sheet Location

Derivative Assets:

Foreign exchange contracts designated as cash flow hedges Other current assets $5 $ —
Foreign exchange contracts not designated as hedging instruments Other current assets 51 66
Total derivative assets $56 $ 66

Derivative Liabilities:

Foreign exchange contracts designated as cash flow hedges Other current liabiliti