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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2008

Or
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the transition period from          to          

Commission file number 000-24821
eBay Inc.

(Exact name of registrant as specified in its charter)

Delaware 74-0430924
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification Number)

2145 Hamilton Avenue
San Jose, California

95125
(Zip Code)

(Address of principal executive offices)

(408) 376-7400
(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes þ     No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):
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Large accelerated filer þ Accelerated filer o
Non-accelerated filer (Do not check if a smaller reporting company) o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes o     No þ

As of July 16, 2008 there were 1,300,564,080 shares of the registrant�s common stock, $0.001 par value, outstanding,
which is the only class of common or voting stock of the registrant issued.
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PART I: FINANCIAL INFORMATION

Item 1: Financial Statements

eBay Inc.

CONDENSED CONSOLIDATED BALANCE SHEET

December 31, June 30,
2007 2008
(In thousands, except
par value amounts)

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents $ 4,221,191 $ 3,696,028
Short-term investments 676,264 355,336
Accounts receivable, net 480,557 479,089
Funds receivable and customer accounts 1,513,578 1,684,703
Other current assets 230,915 305,231

Total current assets 7,122,505 6,520,387
Long-term investments 138,237 130,353
Property and equipment, net 1,120,452 1,124,527
Goodwill 6,257,153 6,522,767
Intangible assets, net 596,038 554,633
Other assets 131,652 168,958

Total assets $ 15,366,037 $ 15,021,625

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 156,613 $ 127,844
Funds payable and amounts due to customers 1,513,578 1,684,703
Accrued expenses and other current liabilities 1,151,139 908,001
Deferred revenue and customer advances 166,495 186,483
Income taxes payable 111,754 99,203

Total current liabilities 3,099,579 3,006,234
Deferred and other tax liabilities, net 510,557 590,814
Other liabilities 51,299 52,531

Total liabilities 3,661,435 3,649,579
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Stockholders� equity:
Common Stock, $0.001 par value; 3,580,000 shares authorized; 1,350,219 and
1,300,354 shares outstanding 1,458 1,464
Additional paid-in capital 8,996,303 9,282,937
Treasury stock at cost, 107,522 and 163,322 shares (3,184,981) (4,752,548)
Retained earnings 4,190,546 5,110,609
Accumulated other comprehensive income 1,701,276 1,729,584

Total stockholders� equity 11,704,602 11,372,046

Total liabilities and stockholders� equity $ 15,366,037 $ 15,021,625

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

CONDENSED CONSOLIDATED STATEMENT OF INCOME

Three Months Ended Six Months Ended
June 30, June 30,

2007 2008 2007 2008
(In thousands, except per share amounts)

(Unaudited)

Net revenues $ 1,834,429 $ 2,195,661 $ 3,602,503 $ 4,387,884
Cost of net revenues 416,789 562,103 810,478 1,087,515

Gross profit 1,417,640 1,633,558 2,792,025 3,300,369

Operating expenses:
Sales and marketing 477,768 512,787 921,020 1,039,965
Product development 147,934 186,791 285,532 363,551
General and administrative 283,478 333,695 561,837 688,957
Amortization of acquired intangible assets 51,554 54,918 98,903 109,752

Total operating expenses 960,734 1,088,191 1,867,292 2,202,225

Income from operations 456,906 545,367 924,733 1,098,144
Interest and other income, net 33,967 23,385 63,987 52,995
Interest expense (2,734) (619) (7,276) (3,485)

Income before income taxes 488,139 568,133 981,444 1,147,654
Provision for income taxes (112,315) (107,788) (228,444) (227,591)

Net income $ 375,824 $ 460,345 $ 753,000 $ 920,063

Net income per share:
Basic $ 0.28 $ 0.35 $ 0.55 $ 0.70

Diluted $ 0.27 $ 0.35 $ 0.55 $ 0.69

Weighted average shares:
Basic 1,361,046 1,312,007 1,363,986 1,322,854

Diluted 1,378,697 1,325,136 1,381,484 1,334,518

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

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Three Months Ended Six Months Ended
June 30, June 30,

2007 2008 2007 2008
(In thousands)
(Unaudited)

Net income $ 375,824 $ 460,345 $ 753,000 $ 920,063

Other comprehensive income:
Foreign currency translation 95,445 (38,394) 163,241 230,242
Unrealized gains (losses) on investments, net 404 (41,786) 684 (317,471)
Unrealized (losses) gains on hedging activities (367) 1,730 (480) (7,976)
Tax (provision) benefit on above items (11) 16,644 (81) 123,513

Net change in accumulated other comprehensive
income 95,471 (61,806) 163,364 28,308

Comprehensive income $ 471,295 $ 398,539 $ 916,364 $ 948,371

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

Six Months Ended
June 30,

2007 2008
(In thousands)
(Unaudited)

Cash flows from operating activities:
Net income $ 753,000 $ 920,063
Adjustments:
Provision for doubtful accounts and authorized credits 45,247 60,622
Provision for transaction losses 69,769 74,566
Depreciation and amortization 290,171 339,339
Stock-based compensation 151,571 179,230
Deferred income taxes (51,177) (74,051)
Tax benefits from stock-based compensation 53,009 29,895
Excess tax benefits from stock-based compensation (29,774) (3,824)
Changes in assets and liabilities, net of acquisition effects:
Accounts receivable (32,917) (58,749)
Funds receivable and customer accounts (118,546) (171,124)
Other current assets (4,764) (77,307)
Other non-current assets (57,833) 15,179
Accounts payable 8,560 5,800
Funds payable and amounts due to customers 118,546 171,124
Accrued expenses and other liabilities (27,425) 4,482
Deferred revenue and customer advances 16,534 18,515
Income taxes payable and other tax liabilities 35,106 71,109

Net cash provided by operating activities 1,219,077 1,504,869

Cash flows from investing activities:
Purchases of property and equipment, net (206,741) (256,327)
Purchases of investments (160,143) (23,928)
Maturities and sales of investments 625,267 32,707
Acquisitions, net of cash acquired (320,195) (159,064)
Other 2,112 (51,204)

Net cash used in investing activities (59,700) (457,816)

Cash flows from financing activities:
Proceeds from issuance of common stock, net 184,441 85,371
Repurchases of common stock, net (674,861) (1,555,290)
Excess tax benefits from stock-based compensation 29,774 3,824
Repayment of borrowings � (200,220)
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Net cash used in financing activities (460,646) (1,666,315)

Effect of exchange rate changes on cash and cash equivalents 56,826 94,099

Net increase (decrease) in cash and cash equivalents 755,557 (525,163)
Cash and cash equivalents at beginning of period 2,662,792 4,221,191

Cash and cash equivalents at end of period $ 3,418,349 $ 3,696,028

Supplemental cash flow disclosures:
Cash paid for interest $ 4,070 $ 1,053
Cash paid for income taxes $ 217,505 $ 263,761
Non-cash investing activities:
Common stock options assumed pursuant to acquisition $ 10,361 $ 4,398

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

eBay Inc. (�eBay�) was incorporated in California in May 1996, and reincorporated in Delaware in April 1998. eBay�s
purpose is to pioneer new communities around the world, built on commerce, sustained by trust and inspired by
opportunity. eBay connects hundreds of millions of people around the world every day, empowering them to explore
new opportunities and innovate together. eBay Inc. does this by providing Internet platforms for global commerce,
payments and communications. Since its inception, eBay Inc. has expanded to include eBay, PayPal, Skype,
Shopping.com, StubHub and others.

eBay has three operating segments: Marketplaces, Payments and Communications. The Marketplaces segment enables
online commerce through a variety of platforms, including the traditional eBay auction-style site, fixed pricing format,
our classifieds websites, our comparison shopping site, Shopping.com, our secondary tickets platform, StubHub, and
our apartment listing service platform, Rent.com. The Payments segment, which consists of our PayPal, Inc. (�PayPal�)
business, enables individuals and businesses to securely, easily and quickly send and receive payments online. The
Communications segment, which consists of our Skype Technologies SA (�Skype�) business, enables Voice over
Internet Protocol (�VoIP�) communications between Skype users, and provides low-cost connectivity to traditional
fixed-line and mobile telephones.

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.

Use of estimates

The preparation of condensed consolidated financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period. We evaluate our estimates
on an ongoing basis, including those related to provisions for doubtful accounts and authorized credits, the provision
for transaction losses, legal contingencies, income taxes, marketing services and other revenues, stock-based
compensation expense and goodwill and 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 financial statements are consolidated and include the financial statements of eBay and our
majority-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in
consolidation.

These unaudited interim financial statements reflect our condensed consolidated financial position as of December 31,
2007 and June 30, 2008. These statements also show our condensed consolidated statement of income and condensed
consolidated statement of comprehensive income for the three and six months ended June 30, 2007 and 2008 and our
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condensed consolidated statement of cash flows for the six months ended June 30, 2007 and 2008. These statements
include all normal recurring adjustments that we believe are necessary to fairly state our financial position, operating
results and cash flows. Because all of the disclosures required by U.S. generally accepted accounting principles for
annual consolidated financial statements are not included herein, these interim financial statements should be read in
conjunction with the audited financial statements and the notes thereto for the year ended December 31, 2007 included
in our Annual Report on Form 10-K filed with the Securities and Exchange Commission (�SEC�) on February 29, 2008.
The condensed consolidated balance sheet as of December 31, 2007 was derived from our audited financial statements
for the year ended December 31, 2007, but

6
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eBay Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

does not include all disclosures required by U.S. generally accepted accounting principles. The condensed
consolidated statements of income, comprehensive income and cash flows for the periods presented are not
necessarily indicative of results that we expect for any future period.

Certain prior period balances have been reclassified to conform to the current period presentation. Customer accounts
were reclassified from other current assets to funds receivable and customer accounts.

Recent accounting pronouncements

In December 2007, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting
Standards (�FAS�) No. 141 (Revised 2007), �Business Combinations� (�FAS 141(R)�). FAS 141(R) establishes principles
and requirements for how an acquirer in a business combination recognizes and measures in its financial statements
the identifiable assets acquired, liabilities assumed, and any noncontrolling interests in the acquiree, as well as the
goodwill acquired. Significant changes from current practice resulting from FAS 141(R) include the expansion of the
definitions of a �business� and a �business combination.� For all business combinations (whether partial, full or step
acquisitions), the acquirer will record 100% of all assets and liabilities of the acquired business, including goodwill,
generally at their fair values; contingent consideration will be recognized at its fair value on the acquisition date and,
for certain arrangements, changes in fair value will be recognized in earnings until settlement; and acquisition-related
transaction and restructuring costs will be expensed rather than treated as part of the cost of the acquisition.
FAS 141(R) also establishes disclosure requirements to enable users to evaluate the nature and financial effects of the
business combination. FAS 141(R) applies prospectively to business combinations for which the acquisition date is on
or after the beginning of the first annual reporting period beginning on or after December 15, 2008. Earlier adoption is
not permitted. We are currently evaluating the potential impact of this statement.

In December 2007, the FASB issued FAS No. 160, �Noncontrolling Interests in Consolidated Financial Statements � An
amendment of ARB No. 51� (�FAS 160�). FAS 160 amends Accounting Research Bulletin 51, �Consolidated Financial
Statements,� to establish accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. It clarifies that a noncontrolling interest in a subsidiary, which is sometimes referred
to as minority interest, is a third-party ownership interest in the consolidated entity that should be reported as a
component of equity in the consolidated financial statements. Among other requirements, FAS 160 requires the
consolidated statement of income to be reported at amounts that include the amounts attributable to both the parent
and the noncontrolling interest. FAS 160 also requires disclosure on the face of the consolidated statement of income
of the amounts of consolidated net income attributable to the parent and to the noncontrolling interest. FAS 160 is
effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008.
Earlier adoption is not permitted. We are currently evaluating the potential impact of this statement.

In February 2008, the FASB issued FASB Staff Position No. FAS 157-2, �Effective Date of FASB Statement No. 157�
(�FSP 157-2�), to partially defer FASB Statement No. 157, �Fair Value Measurements� (�FAS 157�). FSP 157-2 defers the
effective date of FAS 157 for nonfinancial assets and nonfinancial liabilities, except those that are recognized or
disclosed at fair value in the financial statements on a recurring basis (at least annually), to fiscal years, and interim
periods within those fiscal years, beginning after November 15, 2008. We are currently evaluating the impact of
adopting the provisions of FAS 157 as it relates to non-financial assets and liabilities.

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 13



In March 2008, the FASB issued FAS No. 161, �Disclosures about Derivative Instruments and Hedging Activities�
(�FAS 161�). FAS 161 amends and expands the disclosure requirements of FAS 133, �Accounting for Derivative
Instruments and Hedging Activities� and requires qualitative disclosures about objectives and strategies for using
derivatives, quantitative disclosures about fair value amounts of gains and losses on derivative instruments, and
disclosures about credit-risk-related contingent features in derivative agreements. This statement is effective for
financial statements issued for fiscal periods beginning after November 15, 2008. Earlier adoption is
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eBay Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

not permitted. We do not believe the adoption of FAS 161 will have a material impact on our consolidated financial
statements.

In April 2008, the FASB issued FASB Staff Position (�FSP�) FAS 142-3, �Determination of Useful Life of Intangible
Assets� (�FSP FAS 142-3�). FSP FAS 142-3 amends the factors that should be considered in developing the renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under FAS 142, �Goodwill and
Other Intangible Assets.� FSP FAS 142-3 also requires expanded disclosure related to the determination of intangible
asset useful lives. FSP FAS 142-3 is effective for fiscal years beginning after December 15, 2008. Earlier adoption is
not permitted. We are currently evaluating the potential impact the adoption of FAS FSP 142-3 will have on our
consolidated financial statements.

Note 2 � Net Income Per Share

Basic net income per share is computed by dividing the 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 the 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
earnings per share by application of the treasury stock method. The calculation of diluted net income per share
excludes all anti-dilutive shares. The following table sets forth the computation of basic and diluted net income per
share for the periods indicated (in thousands, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,

2007 2008 2007 2008

Numerator:
Net income $ 375,824 $ 460,345 $ 753,000 $ 920,063

Denominator:
Weighted average common shares � basic 1,361,046 1,312,007 1,363,986 1,322,854
Dilutive effect of equity incentive plans 17,651 13,129 17,498 11,664

Weighted average common shares � diluted 1,378,697 1,325,136 1,381,484 1,334,518

Net income per share:
Basic $ 0.28 $ 0.35 $ 0.55 $ 0.70

Diluted $ 0.27 $ 0.35 $ 0.55 $ 0.69

Common stock equivalents excluded from
earnings per diluted share because their effect
would have been anti-dilutive 89,036 87,384 90,038 89,250
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Note 3 � Business Combinations, Goodwill and Intangible Assets

Acquisition of Fraud Sciences Ltd.

On January 30, 2008, we acquired all of the outstanding shares of Fraud Sciences Ltd. (�Fraud Sciences�) for a total
aggregate purchase price of approximately $153.6 million. The purchase price consisted of cash totaling
$148.3 million, $0.9 million in estimated acquisition-related expenses and the assumption of Fraud Sciences�
outstanding common stock options, valued at approximately $4.4 million. The fair value of Fraud Sciences� stock
options that were assumed was determined using a Black-Scholes model. Fraud Sciences provides online risk tools

8
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eBay Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

and is included within our Payments segment. Fraud Sciences is expected to enhance PayPal�s proprietary fraud
management systems and accelerate our development of next generation fraud detection tools.

We accounted for the acquisition as a taxable purchase transaction and, accordingly, the purchase price has been
allocated to the tangible assets, liabilities assumed and identifiable intangible assets acquired based on their estimated
fair values on the acquisition date. The excess of the purchase price over the aggregate fair values was recorded as
goodwill. The fair value assigned to identifiable intangible assets acquired is determined using the income approach,
which discounts expected future cash flows to present value using estimates and assumptions determined by
management. Purchased intangible assets are amortized on a straight-line basis over the respective useful lives. Our
preliminary allocation of the purchase price is summarized below (in thousands):

Net liabilities assumed, net of cash acquired of $198 $ (5,117)
Goodwill 135,477
Developed technology 23,200

Total $ 153,560

The estimated useful economic life of the acquired developed technology is two years. The allocation of the purchase
price for the acquisition has been prepared on a preliminary basis and changes to that allocation may occur as
additional information becomes available.

The results of operations for the acquired business have been included in our condensed consolidated statement of
income for the period subsequent to our acquisition of Fraud Sciences. Fraud Sciences� results of operations for
periods prior to this acquisition were not material to our condensed consolidated statement of income and,
accordingly, pro forma financial information has not been presented.

Goodwill

The following table presents goodwill balances and the movements for each of our reportable segments during the six
months ended June 30, 2008 (in thousands):

December 31, Goodwill June 30,
2007 Acquired Adjustments 2008

Reportable segments:
Marketplaces $ 3,016,799 $ 7,435 $ (11,340) $ 3,012,894
Payments 1,348,373 135,477 (151) 1,483,699
Communications 1,919,341 � 134,193 2,053,534

$ 6,284,513 $ 142,912 $ 122,702 $ 6,550,127
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Investments accounted for under the equity method of accounting are classified on our balance sheet as long-term
investments. Such investments include identifiable intangible assets, deferred tax liabilities and goodwill. As of
December 31, 2007 and June 30, 2008, the goodwill related to our equity investments, included above, was
approximately $27.4 million.

The changes in goodwill during the six months ended June 30, 2008 were due primarily to the acquisition of Fraud
Sciences and foreign currency translation adjustments.

9
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eBay Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Intangible Assets

The components of identifiable intangible assets are as follows (in thousands, except years):

December 31, 2007 June 30, 2008
Gross Net Weighted Gross Net Weighted

Carrying Accumulated Carrying Average Carrying Accumulated Carrying Average

Amount Amortization Amount
Useful
Life Amount Amortization Amount

Useful
Life

(Years) (Years)

Intangible assets:
Customer lists and user
base $ 588,714 $ (334,864) $ 253,850 6 $ 586,802 $ (380,848) $ 205,954 6
Trademarks and trade
names 572,918 (292,854) 280,064 5 595,682 (362,722) 232,960 5
Developed technologies 125,504 (85,441) 40,063 4 150,625 (98,841) 51,784 4
All other 62,052 (38,546) 23,506 4 114,864 (49,940) 64,924 4

$ 1,349,188 $ (751,705) $ 597,483 $ 1,447,973 $ (892,351) $ 555,622

As of December 31, 2007 and June 30, 2008, the net carrying amount of intangible assets related to our equity
investments included above was approximately $1.4 million and $1.0 million, respectively. All of our identifiable
intangible assets are subject to amortization. Aggregate amortization expense for intangible assets was $57.9 million
and $66.9 million for the three months ended June 30, 2007 and 2008, respectively. Aggregate amortization expense
for intangible assets was $110.9 million and $128.9 million for the six months ended June 30, 2007 and 2008,
respectively.

Note 4 � Segments

Operating segments are based upon our internal organization structure, the manner in which our operations are
managed, the criteria used by our Chief Executive Officer to evaluate segment performance and the availability of
separate financial information. We have three operating segments: Marketplaces, Payments and Communications.

The following tables summarize the financial performance of our operating segments (in thousands):

Three Months Ended June 30, 2007
Marketplaces Payments Communications Consolidated

Net revenues from external
customers $ 1,290,552 $ 454,167 $ 89,710 $ 1,834,429
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Direct costs 729,920 370,420 80,423 1,180,763

Direct contribution $ 560,632 $ 83,747 $ 9,287 653,666

Operating expenses and indirect
costs of net revenues 196,760

Income from operations 456,906
Interest and other income, net 33,967
Interest expense (2,734)

Income before income taxes $ 488,139

10
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eBay Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

Three Months Ended June 30, 2008
Marketplaces Payments Communications Consolidated

Net revenues from external customers $ 1,458,031 $ 601,795 $ 135,835 $ 2,195,661
Direct costs 819,609 484,522 109,769 1,413,900

Direct contribution $ 638,422 $ 117,273 $ 26,066 781,761

Operating expenses and indirect costs of net
revenues 236,394

Income from operations 545,367
Interest and other income, net 23,385
Interest expense (619)

Income before income taxes $ 568,133

Six Months Ended June 30, 2007
Marketplaces Payments Communications Consolidated

Net revenues from external customers $ 2,540,752 $ 893,508 $ 168,243 $ 3,602,503
Direct costs 1,419,760 717,581 155,671 2,293,012

Direct contribution $ 1,120,992 $ 175,927 $ 12,572 1,309,491

Operating expenses and indirect costs of net
revenues 384,758

Income from operations 924,733
Interest and other income, net 63,987
Interest expense (7,276)

Income before income taxes $ 981,444

Six Months Ended June 30, 2008
Marketplaces Payments Communications Consolidated

Net revenues from external customers $ 2,942,347 $ 1,183,374 $ 262,163 $ 4,387,884
Direct costs 1,651,688 933,518 217,114 2,802,320
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Direct contribution $ 1,290,659 $ 249,856 $ 45,049 1,585,564

Operating expenses and indirect costs of net
revenues 487,420

Income from operations 1,098,144
Interest and other income, net 52,995
Interest expense (3,485)

Income before income taxes $ 1,147,654

Direct costs of operating segments include specific costs of net revenues, sales and marketing expenses, product
development expenses and general and administrative expenses over which segment managers have direct
discretionary control, such as advertising and marketing programs, customer support expenses, bank charges, site
operations expenses, billing operations, certain technology and facilities expenses, transaction expenses, provisions
for doubtful accounts, authorized credits and transaction losses. Segment managers do not have discretionary control
over expenses such as our corporate center costs (consisting of costs related to
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corporate management, human resources, finance and legal), amortization of intangible assets and stock-based
compensation expenses as they are not evaluated in the measurement of segment performance.

Note 5 � Fair Value Measurement of Assets and Liabilities

The following table summarizes our financial assets and liabilities measured at fair value on a recurring basis in
accordance with FAS 157 as of June 30, 2008 (in thousands):

Quoted Prices in
Active Markets

for Significant Other

Balance as of Identical Assets
Observable
Inputs

Description June 30, 2008 (Level 1) (Level 2)

Assets:
Cash equivalents:
Commercial paper $ 628,625 $ � $ 628,625
Short-term investments:
Equity instruments 279,261 279,261 �
Time deposits 22,295 � 22,295
Corporate debt securities 31,761 � 31,761

961,942 279,261 682,681
Derivatives 1,091 � 1,091

Total financial assets $ 963,033 $ 279,261 $ 683,772

Liabilities:
Derivatives $ 9,620 $ � $ 9,620

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. As of June 30, 2008, we did not have any assets or liabilities without observable market
values that would require a high level of judgment to determine fair value (level 3 assets). 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 curve, option volatility and currency rates. Our derivative instruments are
short-term in nature, typically one month to one year in duration.

Unrealized losses of $41.8 million and $317.5 million for the three and six months ended June 30, 2008, respectively,
are excluded from earnings and reported as a component of accumulated other comprehensive income. These
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unrealized losses were due primarily to the difference in value of our investment in MercadoLibre at the beginning
and end of the period. At June 30, 2008, our investment in MercadoLibre had an aggregate unrealized gain of
$271.8 million. We do not anticipate any significant realized losses associated with this investment as our historical
cost basis is not significant.

In addition to the equity instruments, time deposits and corporate debt securities noted above, we had approximately
$152.4 million of short-term and long-term investments at June 30, 2008, which consisted of restricted cash, cost
method investments and equity method investments.

As of June 30, 2008, the carrying value of our cash and cash equivalents approximated their fair value and represented
approximately 88% of our total cash, cash equivalents and investments portfolio, which was held primarily in bank
deposits, commercial paper and money market funds. As of June 30, 2008, we held no direct investments in auction
rate securities, collateralized debt obligations, structured investment vehicles or mortgage-backed securities.
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In Europe, we have a cash pooling arrangement with a financial institution for cash management purposes. This
arrangement allows for cash withdrawals from this financial institution based upon our aggregate operating cash
balances held in Europe (�Aggregate Cash Deposits�) within the same financial institution. This arrangement also
allows 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. As of June 30, 2008, we had a total of $1.5 billion in cash withdrawals offsetting our
$1.5 billion in Aggregate Cash Deposits held within the same financial institution under this cash pooling
arrangement.

Note 6 � Commitments and Contingencies

Litigation and Other Legal Matters

In April 2001, two of our European subsidiaries, eBay GmbH and eBay International AG, were sued by Montres
Rolex S.A. and certain of its affiliates. Rolex alleged that our subsidiaries were infringing Rolex�s trademarks as a
result of users selling counterfeit Rolex watches through our German website. The suit also alleged unfair
competition. Rolex sought an order enjoining the sale of Rolex-branded watches on the website as well as damages. In
December 2002, a trial was held in the matter, and the court in Düsseldorf ruled in favor of eBay on all causes of
action. Rolex appealed the ruling to the Higher Regional Court of Düsseldorf, and the appeal was heard in October
2003. In February 2004, the court rejected Rolex�s appeal and ruled in our favor. Rolex appealed the ruling to the
German Federal Supreme Court, a hearing took place before that court in December 2006, and a written decision was
issued in June 2007. Following a 2004 precedent in the matter of Rolex v Ricardo, the court�s decision found that eBay
must take reasonable measures to prevent recurrence once it is informed of clearly identified infringement, and that
eBay may in certain circumstances be liable upon first notice of infringement. The court referred the case back to the
Higher Regional Court to determine whether, in some circumstances, a low starting listing price was sufficient to
indicate that a listing was infringing. In July 2007, the German Federal Supreme Court extended the reach of the Rolex
decision in IVD v. eBay. The court held that (i) in certain circumstances, a duty of care could be found to exist to
competitors requiring eBay to take reasonable measures to prevent illegal items from being listed (even where the
competitors were not directly harmed) and (ii) such duty would extend to listings by the same seller in the same
category (not just identical listings). We expect that this ruling will likely result in increased costs and litigation
against us in Germany although we do not currently believe that it will require a major change in our business
practices.

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 alleges 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. The plaintiffs seek approximately EUR 37 million in
damages. 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
alleges that we have 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. The plaintiffs in this suit seek approximately EUR 9 million in damages and injunctive relief. We filed our
initial briefs responding to the first complaint in February 2007, and initial briefs in response to the second complaint
were filed in April 2007. On April 14, 2008, the Court held a hearing regarding the first complaint. In June 2008, the

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 25



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 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 have taken measures to comply
with the injunction and we intend to appeal these rulings. However, these and similar suits may force us to modify our
business practices, which could lower our revenue,
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increase our costs, or make our websites less convenient to our customers. Any such results could materially harm our
business. Other luxury brand owners have also filed suit against us or have threatened to do so, seeking to hold us
liable for, among other things, alleged counterfeit items listed on our websites by third parties, for �tester� and other not
for resale consumer products listed on our websites by third parties, for the alleged misuse of trademarks in listings,
for alleged violations of selective distribution channel laws, for alleged non-compliance of consumer protection laws
or in connection with paid search advertisements. We continue to believe that we have meritorious defenses to these
suits and intend to defend ourselves vigorously.

In June 2006, Net2Phone, Inc. filed a lawsuit in the U.S. District Court for the District of New Jersey (No. 06-2469)
alleging that eBay Inc., Skype Technologies S.A., and Skype Inc. infringed five patents owned by Net2Phone relating
to point-to-point Internet protocol. The suit seeks an injunction against continuing infringement, unspecified damages,
including treble damages for willful infringement, and interest, costs, and fees. We have filed an answer and
counterclaims asserting that the patents are invalid, unenforceable, and were not infringed. The parties have completed
fact discovery and claim construction briefing and are conducting expert discovery. The pretrial conference is
scheduled for November 2008, and we expect a trial date to be scheduled for November or December 2008. We
believe that we have meritorious defenses and intend to defend ourselves vigorously.

In March 2007, a plaintiff filed a purported antitrust class action lawsuit against eBay in the Western District of Texas
alleging that eBay and its wholly owned subsidiary PayPal �monopolized� markets through various anticompetitive acts
and tying arrangements. The plaintiff alleges claims under sections 1 and 2 of the Sherman Act, as well as related state
law claims. The complaint seeks treble damages and an injunction. In April 2007, the plaintiff re-filed the complaint
in the U.S. District Court for the Northern District of California (No. 07-CV-01882-RS), and dismissed the Texas
action. In May 2007, the case was consolidated with other similar lawsuits (No. 07-CV-01882JF). In June 2007, we
filed a motion to dismiss the class action complaint. In March 2008, the court granted the motion to dismiss the tying
claims with leave to amend and denied the motion with respect to the monopolization claims. Plaintiffs subsequently
decided not to refile the tying claims. We believe that we have meritorious defenses and intend to defend ourselves
vigorously.

In May 2007, Netcraft Corporation filed a lawsuit in the Western District of Wisconsin (No. 07-C-0254C) alleging
that eBay and PayPal infringed two of its patents entitled �Internet billing methods.� The suit seeks an injunction against
continuing infringement, unspecified damages, and interest, costs, and fees. In September 2007, we filed a motion for
summary judgment of noninfringement on both patents. In December 2007, the U.S. District Court for the Western
District of Wisconsin entered a judgment granting our motion for summary judgment of non-infringement on both of
the patents that Netcraft asserted against eBay and PayPal. Netcraft Corporation has appealed the judgment. Both
sides have filed their appeal briefs.

In October 2007, PartsRiver filed a lawsuit in the Eastern District of Texas (No. 2-07CV-440-DF) alleging that eBay,
Microsoft, Yahoo!, Shopzilla, PriceGrabber and PriceRunner infringed its patent relating to search methods. The suit
seeks an injunction against continuing infringement, unspecified damages, and interest, costs, and fees. The
defendants have moved to transfer venue and the parties are conducting discovery. Fact discovery cutoff is scheduled
for July 2009, and trial is tentatively scheduled for October 2009. We believe that we have meritorious defenses and
intend to defend ourselves vigorously.
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eBay�s Korean subsidiary, IAC, has notified a majority of its approximately 20 million users of a 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 135,000 users
have sued IAC over this breach in several lawsuits and we expect more to do so in the future. 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. IAC intends to vigorously defend
itself in this lawsuit.
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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 additional patent disputes, and expect that we will increasingly be
subject to patent infringement claims as our services expand in scope and complexity. In particular, we expect that we
may face additional patent infringement claims involving various aspects of our Marketplaces, Payments and
Communications businesses. 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 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 copyright or trademark laws will be
filed against us. Intellectual property claims, whether meritorious or not, are time consuming and costly to resolve,
could require expensive changes in our methods of doing business, or could require us to enter into costly royalty or
licensing agreements.

From time to time, we are involved in other disputes or regulatory inquiries that arise in the ordinary course of
business. The number and significance of these disputes and inquiries are increasing as our business expands and our
company grows larger. Any claims or regulatory actions against us, whether meritorious or not, could be time
consuming, result in costly litigation, require significant amounts of management time, and result in the diversion of
significant operational resources.

Credit Agreement

As of June 30, 2008, we had no outstanding borrowings under our $2.0 billion credit agreement. As of June 30, 2008,
we were in compliance with the financial covenants associated with the credit agreement.

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 domain names, trademarks, logos and other branding elements to the
extent that such marks are applicable to our performance under the subject agreement. In a limited number of
agreements, we have provided an indemnity for other types of third-party claims, which are indemnities mainly
related to copyrights, trademarks, and patents. In our PayPal business, we have provided an indemnity to our payment
processors in the event of certain third-party claims or card network fines against the processor arising out of conduct
by PayPal or PayPal�s customers. 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, no significant costs have been incurred, either
individually or collectively, in connection with our indemnification provisions.

Note 7 � Stock Repurchase Programs

In January 2008, our Board authorized a stock repurchase program to provide for the repurchase of up to $2.0 billion
of our common stock, excluding broker commissions, with no expiration from the date of authorization. This program
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under the stock repurchase programs during the first six months of 2008 is summarized as follows (in thousands,
except per share amounts):

Average Value of Remaining
Shares Price per Shares Amount

Repurchased Share Repurchased Authorized

Balance at January 1, 2008 99,084 $ 31.84 $ 3,154,682 $ 845,318
Authorization of new plan in January 2008 � � � 2,000,000
Repurchase of common stock 55,783 28.07 1,565,996 (1,565,996)

Balance at June 30, 2008 154,867 $ 30.48 $ 4,720,678 $ 1,279,322

These repurchased shares are recorded as treasury stock and are accounted for under the cost method. No repurchased
shares have been retired.

During the six months ended June 30, 2008, we entered into multiple structured equity hedging transactions.
According to the terms of the transactions, if the market price of our common stock exceeded a pre-determined price
on the maturity date, we had the option to settle the transactions in cash or by repurchasing shares of our common
stock. If the market price of our common stock was below that pre-determined price on the maturity date, we were
required to settle the transactions by repurchasing shares of our common stock. The structured equity transaction
activity during the six months ended June 30, 2008 is summarized as follows (in thousands, except per share
amounts):

Transaction
Cash

Settlement
Cash

Premium
Shares of
Stock

Effective
Price

Maturity Date Amount Amount Received Repurchased per Share

March-08 $ 100,000 $ 103,905 $ 3,905 � �
March-08 $ 100,000 $ 104,268 $ 4,268 � �
June-08 $ 100,000 � � 3,527 $ 28.36
June-08 $ 100,000 � � 3,447 $ 29.01
June-08 $ 200,000 $ 204,105 $ 4,105 � �

During the six months ended June 30, 2008, the cash settlement premium of approximately $12.3 million was
recorded as additional paid-in capital.

Note 8 � Stock-Based Plans

Stock Options
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The following table summarizes stock option activity for the six-month period ended June 30, 2008 (in thousands):

Shares

Outstanding at January 1, 2008 117,862
Granted and assumed 9,355
Exercised (3,667)
Forfeited/expired/cancelled (6,646)

Outstanding at June 30, 2008 116,904

Stock options granted under our equity incentive plans generally vest 25% one year from the date of grant (for new
hires) and 12.5% six months from the date of grant (for existing employees) and the remainder generally vest at a rate
of 2.08% per month thereafter, in either case based on the optionee�s continuing service to eBay, and generally expire
seven to ten years from the date of grant. The weighted average exercise price of stock options granted and
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assumed during the period was $25.06 per share and the related weighted average grant date fair value was $7.35 per
share.

Restricted Stock Units and Performance-Based Restricted Stock Units

The following table summarizes restricted stock unit activity for the six-month period ended June 30, 2008 (in
thousands):

Units

Outstanding at January 1, 2008 8,833
Awarded 16,763
Vested (1,511)
Forfeited (1,071)

Outstanding at June 30, 2008 23,014

In general, restricted stock units vest over three to five years and are subject to the recipient�s continuing service to
eBay. The cost of restricted stock units is determined using the fair value of our common stock on the date of grant.
The weighted average grant date fair value for restricted stock units awarded during the period was $26.10 per share.

During the first six months of 2008, we awarded 86,550 restricted stock units (included in the restricted stock unit
activity table above) under the performance-based restricted stock unit plan in accordance with the satisfaction of
performance conditions related to such performance-based restricted stock units.

Stock-based Compensation Expense

The impact on our results of operations of recording stock-based compensation expense for the three and six months
ended June 30, 2007 and 2008 was as follows (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,

2007 2008 2007 2008

Cost of net revenues $ 9,638 $ 10,988 $ 18,411 $ 21,513
Sales and marketing 23,086 24,560 42,309 48,351
Product development 19,420 24,676 35,377 48,169
General and administrative 27,477 31,625 55,474 61,197

Total stock-based compensation expense $ 79,621 $ 91,849 $ 151,571 $ 179,230

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 33



Total stock-based compensation expense included in capitalized development costs was $2.1 million and $2.7 million
for the three months ended June 30, 2007 and 2008, respectively. Total stock-based compensation expense included in
capitalized development costs was $4.2 million and $4.9 million for the six months ended June 30, 2007 and 2008,
respectively.
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Valuation Assumptions

We calculated the fair value of each 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 six months ended June 30, 2007 and 2008:

Three Months Ended Six Months Ended
June 30, June 30,

2007 2008 2007 2008

Risk-free interest rates 4.7% 2.3% 4.5% 2.2%
Expected lives (in years) 3.5 3.9 3.5 3.8
Dividend yield 0% 0% 0% 0%
Expected volatility 35% 33% 36% 32%

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 was determined 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 9 � Income Taxes

The following table reflects changes in unrecognized tax benefits for the six-month period ended June 30, 2008 (in
thousands):

Gross amounts of unrecognized tax benefits as of January 1, 2008 $ 494,253
Gross amounts of increases in unrecognized tax benefits for tax positions taken during the period 69,661

Gross amounts of unrecognized tax benefits as of June 30, 2008 $ 563,914

As of June 30, 2008, our liabilities for unrecognized tax benefits were included in deferred and other tax liabilities,
net. The total liabilities for unrecognized tax benefits and the increase for the current period of these liabilities relate
primarily to the allocations of revenue and costs among our global operations. Over the next twelve months, our
existing tax positions will continue to generate an increase in liabilities for unrecognized tax benefits. We recognize
interest and/or penalties related to uncertain tax positions in income tax expense. The amount of interest and penalties
accrued at June 30, 2008 was approximately $26.9 million.

We are subject to taxation in the U.S. and various states and foreign jurisdictions. We are under examination by
certain tax authorities for the 2003 tax year. The material jurisdictions that are subject to potential examination by tax
authorities for tax years after 2002 include, among others, the U.S., California, France, Germany, Italy, Switzerland
and Singapore.
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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 or financial results, new features or
services, or management strategies). You can identify these forward-looking statements by words such as �may,� �will,�
�should,� �could,� �expect,� �anticipate,� �believe,� �estimate,� �intend,� �plan� and 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 our consolidated financial
statements, related notes, and the other financial 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.

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.

Our Business

We operate three primary business segments: Marketplaces, Payments and Communications. The Marketplaces
segment enables online commerce through a variety of different platforms, including the traditional eBay auction-style
site, fixed pricing format, our classifieds websites, our comparison shopping site, Shopping.com, our secondary tickets
platform, StubHub, and our apartment listing service platform, Rent.com. Our Payments segment, which consists of
PayPal, enables individuals and businesses to securely, easily and quickly send and receive payments online. Our
Communications segment, which consists of Skype, enables VoIP communications between Skype users and also
provides Skype users low-cost connectivity to traditional fixed-line and mobile telephones.

Key Operating Metrics and Financial Performance

Members of our senior management team regularly review key operating metrics such as active users, listings, Gross
Merchandise Volume (�GMV�), net Total Payment Volume (�TPV�), transaction loss rates, Skype registered users and
SkypeOut minutes. Members of our senior management team also regularly review key financial information
including net revenues, operating margins, earnings per share, cash flows and financial metrics that exclude certain
non-cash items. These financial measures allow us to monitor the profitability of our business and to evaluate the
effectiveness of investments that we have made (and continue to make) in the areas of marketing, product
development, international expansion, customer support and site operations. We believe that an understanding of these
key operating and financial measures and how they change over time is important to investors, analysts and other
parties analyzing our business results and future market opportunities.

Financial Summary

Net revenues for the three months ended June 30, 2008 were $2.2 billion, representing an increase of 20% compared
to the same period of the prior year. While Marketplaces transaction revenue continues to represent a majority of our

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 37



overall revenue, revenue growth rates were helped by our faster growing businesses such as PayPal merchant services,
global classifieds, advertising and Skype. Our reported results from operations also benefited from the strength in
other currencies relative to the U.S. dollar. Operating income for the three months ended June 30, 2008 was
$545.4 million, or 25% of net revenues, compared to $456.9 million, or 25% of net revenues, in the same period of the
prior year. Operating margin (which is operating income as a percentage of net revenues) remained consistent due
primarily to the continued faster growth of our lower-margin businesses, PayPal and Skype, as compared to our
Marketplaces business, partially offset by a reduction of sales and marketing expense as a
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percentage of net revenues. Net income for the three months ended June 30, 2008 was $460.3 million, or $0.35
earnings per diluted share, compared to $375.8 million, or $0.27 earnings per diluted share for the same period of the
prior year. Our net income benefited in part from a lower effective tax rate for the three months ended June 30, 2008
compared to the same period of the prior year, as the geographic mix of income became more favorable. In addition to
the growth in net income, the higher earnings per diluted share was partially attributable to our lower diluted weighted
average share count, which was driven primarily by our stock repurchase activity during 2007 and the first half of
2008. During the second quarter of 2008, we repurchased approximately 19.1 million shares of our common stock
under our repurchase program for an aggregate purchase price of approximately $566.0 million.

Our expectations

We expect that our net revenues and earnings per diluted share will continue to increase in 2008, compared to 2007,
driven primarily by strong growth rates in our PayPal, Skype, advertising and classifieds businesses. We continue to
face growth challenges in our largest segment, Marketplaces, primarily in our three largest markets, the U.S., the U.K.
and Germany. We expect to continue to make significant investments in our Marketplaces segment through initiatives
designed to enhance our business fundamentals and enable us to provide the best value, selection and overall
experience for our customers.

Seasonality

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

Three Months Ended
March 31 June 30 September 30 December 31

(In thousands, except percentages)

2006
Net revenues $ 1,390,419 $ 1,410,784 $ 1,448,637 $ 1,719,901
Percent change from prior quarter 5% 1% 3% 19%
2007
Net revenues $ 1,768,074 $ 1,834,429 $ 1,889,220 $ 2,180,606
Percent change from prior quarter 3% 4% 3% 15%
2008
Net revenues $ 2,192,223 $ 2,195,661 N/A N/A
Percent change from prior quarter 1% 0%

We expect transaction activity patterns in our businesses to increasingly mirror general consumer buying patterns,
both online and offline, as our business expands, with the strongest sequential growth occurring in the fourth quarter.

Results of Operations

Beginning with the first quarter of 2008, we reclassified revenue generated primarily from our Marketplaces
non-GMV based businesses (which include Shopping.com, Rent.com and our classified websites) from �Net
Transaction Revenues� to �Marketing Services and Other Revenues� in order to more closely align our net transaction
revenue presentation with our key operating metrics. �Marketing Services and Other Revenues� also includes amounts
previously reflected under �Advertising and Other Revenue.� Prior period amounts have been reclassified to conform to
the current presentation. Consolidated net revenues, as well as total segment revenues, are unchanged.
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Our net transaction revenues from our Marketplaces segment are derived primarily from listing, feature and final
value fees paid by sellers. For our Payments segment, net transaction revenues are generated primarily by fees from
payment processing services. Our Communications segment net transaction revenues are generated primarily from
fees charged to users to connect Skype�s VoIP product to traditional telecommunication networks. These fees are
charged on a per minute basis or on a subscription basis and we refer to these minutes as SkypeOut minutes.
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Our Marketing Services and Other Revenues are derived principally from the sale of advertisements, revenue sharing
arrangements, classifieds fees, lead referral fees and other revenues. Other revenues are derived principally from
contractual arrangements with third parties that provide services to eBay and PayPal users and interest earned from
banks on certain PayPal customer account balances.

Revenues are attributed to U.S. and international geographies based upon the country in which the seller, payment
recipient, Skype user�s Internet protocol address, online property that generates advertising, or other service provider,
as the case may be, is located. Because we generate the majority of our revenue internationally, fluctuations in foreign
currency exchange rates will impact our results of operations.

The following table sets forth, for the periods presented, the breakdown of net revenues by type, segment and
geography. In addition, we have provided a table of key operating metrics that we believe are significant factors
affecting our net revenues.

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percent changes)

Net Revenues by Type:
Net transaction revenues
Marketplaces $ 1,133,288 $ 1,233,307 9% $ 2,244,649 $ 2,500,940 11%
Payments 432,294 580,287 34% 851,286 1,140,007 34%
Communications 86,387 130,151 51% 160,375 249,942 56%

Total net transaction
revenues 1,651,969 1,943,745 18% 3,256,310 3,890,889 19%
Marketing services and
other revenues
Marketplaces 157,266 224,724 43% 296,105 441,408 49%
Payments 21,873 21,508 (2)% 42,222 43,367 3%
Communications 3,321 5,684 71% 7,866 12,220 55%

Total marketing services
and other revenues 182,460 251,916 38% 346,193 496,995 44%

Total net revenues $ 1,834,429 $ 2,195,661 20% $ 3,602,503 $ 4,387,884 22%

Net Revenues by
Segment:
Marketplaces $ 1,290,552 $ 1,458,031 13% $ 2,540,752 $ 2,942,347 16%
Payments 454,167 601,795 33% 893,508 1,183,374 32%
Communications 89,710 135,835 51% 168,243 262,163 56%

Total net revenues $ 1,834,429 $ 2,195,661 20% $ 3,602,503 $ 4,387,884 22%

Net Revenues by
Geography:
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U.S. $ 895,820 $ 1,002,189 12% $ 1,780,729 $ 2,026,461 14%
International 938,609 1,193,472 27% 1,821,774 2,361,423 30%

Total net revenues $ 1,834,429 $ 2,195,661 20% $ 3,602,503 $ 4,387,884 22%
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Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In millions, except percent changes)

Supplemental Operating Data:
Marketplaces Segment:(1)
Active users(2) 83.3 84.5 1% 83.3 84.5 1%
Number of new listings(3) 559.2 666.9 19% 1,147.5 1,314.3 15%
Gross merchandise volume(4) 14,464 15,684 8% 28,745 31,720 10%
Payments Segment:
Active registered accounts(5) 52.8 62.6 19% 52.8 62.6 19%
Net total payment volume(6) 11,080 14,930 35% 21,857 29,347 34%
Communications Segment:
Registered users(7) 219.6 338.2 54% 219.6 338.2 54%

(1) Rent.com, Shopping.com and our classifieds websites are not included in these metrics.

(2) All users, excluding users of Half.com, StubHub and Internet Auction Co., our Korean subsidiary, who bid on,
bought or listed an item within the previous 12-month period. Users may register more than once and as a result,
may have more than one account.

(3) Listings on eBay Marketplaces trading platforms during the period, regardless of whether the listing subsequently
closed successfully.

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

(5) All registered accounts that successfully sent or received at least one payment or payment reversal through the
PayPal system within the previous 12-month period.

(6) Total dollar volume of payments, net of payment reversals, successfully completed through the PayPal system
during the period, excluding the payment gateway business.

(7) Cumulative number of unique user accounts, which includes users who may have registered via non-Skype based
websites, as of the end of the period. Users may register more than once and, as a result, may have more than one
account.

Marketplaces Net Transaction Revenues

Total net transaction revenues from Marketplaces increased 9% and 11% during the second quarter and first six
months of 2008, respectively, compared to the same periods of the prior year, primarily as a result of 8% and 10%
year-over-year growth in GMV, respectively. GMV growth was driven primarily by an increase in sold items during
the second quarter and first six months of 2008, compared to the same periods of the prior year, partially offset by a
decline in average selling prices year over year. GMV growth occurred across all major categories during the first six
months of 2008, with the clothing, consumer electronics, home, tickets, parts and accessories and vehicles categories
having the most significant dollar impact when compared to the same period of the prior year. Marketplaces net
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transaction revenue growth rate year-over-year was negatively impacted by an increase in buyer and seller incentive
programs, some of which are recorded as contra-revenue.

Marketplaces net transaction revenues earned internationally were $676.3 million and $1.4 billion during the second
quarter and first six months of 2008, respectively, and represented 55% and 54% of total Marketplaces net transaction
revenues during those periods, respectively. Marketplaces net transaction revenues earned internationally were
$595.6 million and $1.2 billion during the second quarter and first six months of 2007, respectively, and represented
53% and 52% of total Marketplaces net transaction revenues during those periods, respectively. Based on changes in
foreign currency rates year over year, Marketplaces net revenues were positively impacted by foreign currency
translation of approximately $100.1 million and $192.9 million during the second quarter and first six months of 2008,
respectively, as compared to net revenues that would have been recorded had foreign currency
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rates remained constant. Changes in foreign currency rates will impact our operating results and, to the extent that the
U.S. dollar strengthens, our foreign currency denominated net revenues will be negatively impacted.

We expect Marketplaces net transactions revenues in 2008, compared to 2007, to be heavily influenced by changes to
our fee structure, buyer and seller incentives (some of which are recorded as contra-revenue) and standards and
feedback system, designed to increase user activity, particularly in our three largest markets, the U.S., the U.K. and
Germany. We may adjust these changes based on the feedback from our users as well as their impact on our operating
results. The reaction of our community of buyers and sellers to these changes and any others we may announce could
impact our revenue growth and may affect future trends.

Payments Net Transaction Revenues

Payments net transaction revenues increased 34% during both the second quarter and first six months of 2008,
compared to the same periods of the prior year. The increase in net transaction revenues was consistent with our 35%
and 34% growth in TPV during the second quarter and first six months of 2008, respectively, compared to the same
periods of the prior year. TPV increased due to growth in PayPal�s merchant services business and continued
penetration of eBay Marketplaces transactions.

TPV for PayPal�s merchant services business was approximately $7.3 billion and $13.9 billion in the second quarter
and first six months of 2008, respectively, which represented an increase of 57% and 59% compared to the same
periods of the prior year, respectively. PayPal�s merchant services business accounted for approximately 49% and 47%
of PayPal�s TPV in the second quarter and first six months of 2008, respectively. The increase in PayPal�s merchant
services business was primarily the result of more online merchants, both domestically and internationally, adding
PayPal as a payment option, as well as increased usage of PayPal by customers of our existing merchant services
clients. Our Payments net transaction revenues as a percentage of TPV was 3.9% during the second quarter and first
six months of 2008 and 2007. TPV for PayPal�s merchant services business was approximately $4.6 billion and
$8.7 billion in the second quarter and first six months of 2007, respectively, and represented 42% and 40% of PayPal�s
TPV, respectively.

Payments net transaction revenues earned internationally were $255.7 million and $497.2 million during the second
quarter and first six months of 2008, respectively, and represented 44% of total Payments net transaction revenues
during both periods. Payments net transaction revenues earned internationally were $181.1 million and $352.5 million
during the second quarter and first six months of 2007, respectively, and represented 42% and 41% of total Payments
net transaction revenues during those periods, respectively. International growth in our Payments segment continues
to benefit from the expansion of our international operations and the number of currencies supported by PayPal over
the last twelve months. Based on changes in foreign currency rates year over year, Payments net revenues were
positively impacted by foreign currency translation of approximately $2.0 million and $3.7 million during the second
quarter and first six months of 2008, respectively, as compared to net revenues that would have been recorded had
foreign currency rates remained constant.

We expect our Payments net transaction revenues in 2008, compared to 2007, to continue to grow based upon growth
in our merchant services business resulting from an increased number of merchants integrating PayPal on their
websites, as well as continued penetration on Marketplaces transactions.

Communications Net Transaction Revenues

Communications net transaction revenues increased 51% and 56% during the second quarter and first six months of
2008, respectively, compared to the same periods of the prior year. The increase in net transaction revenues was due
primarily to an increase in SkypeOut minutes to 1.9 billion and 3.6 billion during the second quarter and first six
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months of 2008, respectively, compared to 1.3 billion and 2.6 billion in the same periods of the prior year, or
year-over-year growth of 42% and 38%, respectively. The cumulative number of Skype registered users increased to
338.2 million at June 30, 2008 from 219.6 million at June 30, 2007. The growth in Skype registered users was due
primarily to its marketing activities and strategic partnership initiatives, such as Skype�s collaboration with MySpace.
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Communications net transaction revenues earned internationally were $109.0 million and $208.5 million in the second
quarter and first six months of 2008, respectively, and represented 84% and 83% of total Communications net
transaction revenues in those periods. Communications net transaction revenues earned internationally were
$73.4 million and $136.5 million in the second quarter and first six months of 2007, respectively, and represented
85% of total Communications net transaction revenues in both periods. Based on changes in foreign currency rates
year over year, Communications net revenues were positively impacted by foreign currency translation of
approximately $18.6 million and $34.3 million during the second quarter and first six months of 2008, respectively, as
compared to net revenues that would have been recorded had foreign currency rates remained constant.

We expect our Communications business to continue to grow as we focus on increasing user activity, growing our
registered user base and expanding our product and feature-set. We continue to expect to earn the majority of our
revenues internationally.

Marketing Services and Other Revenues

Marketing services and other revenues was $251.9 million and $497.0 million in the second quarter and first six
months of 2008, respectively, representing an increase of 38% and 44%, respectively, compared to the same periods in
the prior year. Marketing services and other revenues represented 11% of total net revenues during both the second
quarter and first six months of 2008 compared to 10% of total net revenues during both the second quarter and first six
months of 2007. Marketing services and other revenues increased during the second quarter and first six months of
2008 compared to the same periods of the prior year due primarily to the advertising initiatives in our Marketplaces
segment, primarily internationally, as well as growth in our classifieds business. We expect marketing services and
other revenues in 2008, compared to 2007, to continue to benefit primarily from the significant number of users on our
Marketplaces platforms.

Cost of Net Revenues

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Cost of net revenues $ 416,789 $ 562,103 35% $ 810,478 $ 1,087,515 34%
As a percentage of net
revenues 22.7% 25.6% 22.5% 24.8%

Cost of net revenues consists primarily of costs associated with payment processing, customer support and site
operations, and Skype telecommunications costs. Significant cost components include bank transaction fees, credit
card interchange, assessments, other payment processing costs, employee compensation, contractor costs, facilities
costs for our customer support and site operations, depreciation of equipment, amortization of capitalized product
development costs and amortization of acquired developed technology.

The increase in cost of net revenues in the second quarter and first six months of 2008 of $145.3 million and
$277.0 million, respectively, compared to the same periods in the prior year was due primarily to an increase in
customer support and site operations costs, payment processing costs and Skype telecommunications costs. Aggregate
customer support and site operations costs increased $60.7 million and $105.4 million during the second quarter and
first six months of 2008, respectively, compared to the same periods of the prior year. The increase was due primarily
to our increased focus on customer care initiatives and the development and expansion of our customer support and
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site operations infrastructure as a result of our growth in transaction volume, as demonstrated through the increases in
the number of users, GMV and TPV. Payment processing costs increased $45.4 million and $91.8 million during the
second quarter and first six months of 2008, respectively, compared to the same periods of the prior year. Payment
processing costs were driven primarily by an increase in PayPal TPV driven by Marketplaces and PayPal�s merchant
services activity, as well as higher transaction processing fees. Skype telecommunications costs increased
$17.3 million and $36.1 million during the second quarter and first six months of 2008, respectively, compared to the
same periods of the prior year due primarily to an increase in SkypeOut minutes. Cost of net revenues increased as a
percentage of net revenues during the second quarter and
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first six months of 2008, compared to the same periods of the prior year, primarily as a result of the relative growth of
our lower gross margin businesses, PayPal and Skype.

In 2008, compared to 2007, we expect our Payments and Communications segments to grow at a faster rate than our
Marketplaces segment, which will increase our cost of net revenues as a percentage of net revenues.

Sales and Marketing

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Sales and marketing $ 477,768 $ 512,787 7% $ 921,020 $ 1,039,965 13%
As a percentage of net
revenues 26.0% 23.4% 25.6% 23.7%

Sales and marketing expense consists primarily of advertising costs, marketing programs, contractor costs and
employee compensation for sales and marketing staff.

Sales and marketing expense increased in the second quarter and first six months of 2008 by $35.0 million and
$118.9 million, respectively, compared to the same periods in the prior year. Employee related costs, including the use
of contractors, facilities and equipment, increased $28.1 million and $64.4 million in the second quarter and first six
months of 2008, respectively, compared to the same periods in the prior year due primarily to an increase in staffing.
We direct customers to our websites primarily through a number of online marketing channels such as sponsored
search, portal advertising, email campaigns and other initiatives. Combined advertising and marketing costs decreased
$3.1 million during the second quarter of 2008 compared to the same period in the prior year. Combined advertising
and marketing costs increased $36.3 million in the first six months of 2008 compared to the same period in the prior
year. Advertising and marketing costs are decreasing as a percentage of net revenues as we increase the use of buyer
and seller incentives (for which certain associated expenses are recorded as contra-revenue instead of sales and
marketing expense) as opposed to online and offline marketing programs in an effort to improve user loyalty and
retention, as well as more efficient marketing spend by our Marketplaces segment.

Sales and marketing expense in 2008, compared to 2007, is expected to increase in total due to an expected increase in
our marketing activities to retain existing users and attract new customers across all of our segments. However, sales
and marketing expense as a percentage of net revenues in 2008, compared to 2007, is expected to decrease due to
improved sales and marketing expense leverage in our Marketplaces segment, the relative growth in our Payments and
Communications segments (each of which generally has lower relative sales and marketing expense as a percentage of
net revenues than our Marketplaces segment), and our increased use of buyer and seller incentives (for which certain
associated expenses are recorded as contra-revenue instead of sales and marketing expense).

Product Development

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)
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Product development $ 147,934 $ 186,791 26% $ 285,532 $ 363,551 27%
As a percentage of net revenues 8.1% 8.5% 7.9% 8.3%

Product development expense consists primarily of employee compensation, contractor costs, facilities cost and
depreciation on equipment. Product development expense is 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. Capitalized site and product development costs were
$27.9 million and $52.6 million in the second quarter and first six months of 2008, respectively, compared to
$21.4 million and $38.9 million in the second quarter and first six months of 2007, respectively. Capitalized site and
product development costs are reflected as a cost of net revenues when amortized in future periods.

25

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 50



Table of Contents

The increase in product development expense in the second quarter and first six months of 2008 of $38.9 million and
$78.0 million, respectively, compared to the same periods in the prior year was due primarily to an increase in
employee related and contractor costs, including stock-based compensation expense, to support several platform
development initiatives to enhance the user experience and expand our existing product offerings.

Product development expense for 2008, compared to 2007, is expected to increase in total and increase slightly as a
percentage of net revenues as we develop new site features and functionality and continue to expand our existing
product offerings.

General and Administrative

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

General and administrative $ 283,478 $ 333,695 18% $ 561,837 $ 688,957 23%
As a percentage of net revenues 15.5% 15.2% 15.6% 15.7%

General and administrative expense consists primarily of employee compensation, contractor costs, provisions for
transaction losses associated with PayPal, facilities costs, depreciation of equipment, provision for doubtful accounts,
payroll taxes on employee stock options, insurance, professional fees and legal related costs.

General and administrative expense increased by $50.2 million and $127.1 million in the second quarter and first six
months of 2008, respectively, compared to the same periods of the prior year due to higher employee related costs,
legal costs, and provision for transaction losses. Employee-related costs, including the cost of using contractors,
facilities and equipment, increased by $21.3 million and $52.9 million in the second quarter and first six months of
2008, respectively, to support our global growth. Legal-related costs increased by $17.4 million and $44.0 million in
the second quarter and first six months of 2008, respectively, and were incurred in connection with various ongoing
litigation that we face and may fluctuate from period to period.

PayPal�s provision for transaction losses increased by $6.8 million and $4.8 million for the second quarter and first six
months of 2008, respectively, compared to the same periods of the prior year due primarily to higher TPV. PayPal�s
transaction loss rate, which is the transaction loss expense as a percentage of PayPal�s TPV, decreased to 0.27% and
0.25% during the second quarter and first six months of 2008, respectively, compared to 0.31% and 0.32% during the
second quarter and first six months of 2007, respectively. The decrease in the transaction loss rate is due to our
continued enhancement of our fraud detection models based on our historical experiences.

We expect general and administrative expense in 2008, compared to 2007, to increase in total and remain relatively
consistent as a percentage of net revenues due to our continued investment across all areas of our business and related
corporate functions. In addition, we expect our transaction loss rate to fluctuate depending on many factors such as
product and credit policy changes, historical loss experience, TPV, macroeconomic factors and proportion of
payments made with credit cards.

Amortization of Acquired Intangible Assets

Three Months Ended Six Months Ended
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June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Amortization of acquired
intangible assets $ 51,554 $ 54,918 7% $ 98,903 $ 109,752 11%
As a percentage of net revenues 2.8% 2.5% 2.7% 2.5%

From time to time we have purchased, and we expect to continue to purchase, assets or businesses to accelerate
category and geographic expansion, increase the features, functions and formats available to our users and maintain a
leading role in ecommerce, payments and communications. 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 future periods. We amortize intangible assets over the period of estimated benefit using the straight-line
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method and estimated useful lives ranging from one to eight years. The increase in amortization of acquired
intangibles during the second quarter and first six months of 2008 as compared to the same periods of the prior year is
due primarily to the business acquisitions we consummated during 2007 and 2008. Acquisitions completed during the
first six months of 2008 include the acquisition of Fraud Sciences.

Amortization of acquired intangible assets will likely increase should we continue to make acquisitions in the future.

Interest and Other Income, Net

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Interest and other income,
net $ 33,967 $ 23,385 (31)% $ 63,987 $ 52,995 (17)%
As a percentage of net
revenues 1.9% 1.1% 1.8% 1.2%

Interest and other income, net, consists of interest earned on cash, cash equivalents and investments, as well as foreign
exchange transaction gains and losses, our portion of unconsolidated joint venture and minority equity investment
results and other miscellaneous transactions not related to our primary operations.

Interest and other income, net, decreased during the second quarter and first six months of 2008 as compared to the
same periods of the prior year due to lower interest income generated by lower interest rates earned on lower average
cash, cash equivalents and investments balances.

We expect interest and other income, net, in 2008, compared to 2007, to vary based primarily on future interest rates
and the level of invested assets, volatility in foreign exchange rates, the results of our portion of unconsolidated joint
ventures and minority equity investments.

Interest Expense

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Interest expense $ 2,734 $ 619 (77)% $ 7,276 $ 3,485 (52)%
As a percentage of net revenues 0.1% 0.0% 0.2% 0.1%

Interest expense consists primarily of interest charges on the amount drawn under our existing credit agreement and
certain accrued contingencies. The decrease in interest expense in the second quarter and first six months of 2008
compared to the same periods of the prior year is due primarily to decreased interest charges associated with lower
outstanding balances under our credit agreement.
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We expect interest expense in 2008, compared to 2007, to be driven primarily by the extent to which we use our credit
agreement, which in turn will depend on working capital needs and other factors.

Provision for Income Taxes

Three Months Ended Six Months Ended
June 30, June 30, Percent June 30, June 30, Percent
2007 2008 Change 2007 2008 Change

(In thousands, except percentages)

Provision for income taxes $ 112,315 $ 107,788 (4)% $ 228,444 $ 227,591 (0)%
As a percentage of net
revenues 6.1% 4.9% 6.3% 5.2%
Effective tax rate 23% 19% 23% 20%

The provision for income taxes differs from the amount computed by applying the statutory U.S. federal rate
principally due to foreign income with lower tax rates and from tax credits that lower the effective tax rate, offset by
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state taxes and subsidiary losses for which we have not provided a benefit and other factors that impact the effective
tax rate.

The decrease in the effective tax rate for the second quarter and first six months of 2008 compared to the same period
of the prior year resulted primarily from the expansion of our international operations resulting in favorable changes to
our geographic earnings mix.

For the remainder of 2008, we are projecting an effective tax rate consistent with, or slightly higher than, our effective
tax rate in the first six months of 2008.

Liquidity and Capital Resources

Cash Flows

Six Months Ended
June 30,

2007 2008
(In thousands)

Net cash provided by (used in):
Operating activities $ 1,219,077 $ 1,504,869
Investing activities (59,700) (457,816)
Financing activities (460,646) (1,666,315)
Effect of exchange rates on cash and cash equivalents 56,826 94,099

Net increase (decrease) in cash and cash equivalents $ 755,557 $ (525,163)

We generated cash from operating activities in amounts greater than net income in the six months ended June 30,
2007 and 2008 due primarily to non-cash charges to earnings and tax benefits from stock-based compensation.
Non-cash charges to earnings included depreciation and amortization on our long-term assets, stock-based
compensation, provision for doubtful accounts and authorized credits, the provision for transaction losses and deferred
income taxes. We continue to expect net cash provided by operating activities to be higher in 2008, compared to 2007,
due primarily to higher net income.

Net cash used in investing activities of $457.8 million during the first six months of 2008 consisted primarily of cash
paid for acquisitions, primarily Fraud Sciences, totaling $159.1 million, and the purchase of fixed assets to support our
site operations, customer support and international expansion totaling $256.3 million. The purchase of fixed assets
consisted primarily of computer equipment, software, leasehold improvements for our offices and buildings. For the
remainder of 2008, we expect to continue to purchase property and equipment and we may acquire other businesses
for cash. Net cash used in investing activities during the first six months of 2007 consisted primarily of cash paid to
acquire businesses totaling $320.2 million, and the purchase of fixed assets for $206.7 million, offset by net cash
provided by our investment activity of $465.1 million.

Net cash flows used in financing activities of $1.7 billion during the first six months of 2008 were due primarily to the
repurchase of approximately 55.8 million shares of common stock for an aggregate purchase price of approximately
$1.6 billion and the repayment of our line of credit of $200.2 million, offset in part by net proceeds from the issuance
of common stock of $85.4 million. For the remainder of 2008, we may continue to repurchase our common stock for
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cash. The net cash flows used in financing activities during the first six months of 2007 was due primarily to the
repurchase of approximately 20.5 million shares of common stock for an aggregate purchase price of approximately
$674.9 million, offset in part by proceeds from the issuance of common stock under our employee stock purchase plan
and the exercise of stock options of $184.4 million.

The positive effect of exchange rates on cash and cash equivalents of $94.1 million during the first six months of 2008
was due to the weakness of the U.S. dollar during the period against other foreign currencies, primarily the Euro. At
June 30, 2008, we held balances in cash and cash equivalents outside the U.S. totaling approximately $2.9 billion.
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Credit Agreement

As of June 30, 2008, we had no outstanding borrowings under our $2.0 billion credit agreement. As of June 30, 2008,
we were in compliance with the financial covenants associated with the credit agreement.

Stock Repurchases

In January 2008, our Board authorized, and we announced, a stock repurchase program of up to $2.0 billion of our
common stock. This program is in addition to our previously announced stock repurchase program. During the second
quarter and first six months of 2008, we repurchased approximately $566.0 million and $1.6 billion of our common
stock, respectively. As of June 30, 2008, we have repurchased approximately $4.7 billion of our common stock
($4.0 billion of which completed the previously announced and expanded stock repurchase program) and we have the
ability to repurchase up to $1.3 billion of our common stock under our stock repurchase program authorized by our
Board in January 2008.

Off-Balance Sheet Arrangements and Customer Accounts

As of June 30, 2008, we had no off-balance sheet arrangements that have, or are reasonably likely to have, a current or
future material effect on our condensed consolidated financial condition, results of operations, liquidity, capital
expenditures or capital resources. As of June 30, 2008, we had a total of $1.5 billion in cash withdrawals offsetting
our $1.5 billion in cash deposits held within the same financial institution under our cash pooling arrangement. See
Note 5 � �Fair Value Measurement of Assets and Liabilities� for further discussion.

Customer balances held as direct claims against us, primarily PayPal, are included on our condensed consolidated
balance sheet in funds receivable and customer accounts with an offsetting current liability in funds payable and
amounts due to customers, and totaled approximately $1.1 billion as of December 31, 2007 and June 30, 2008.
Customer funds held by PayPal as an agent or custodian on behalf of our customers are not reflected in our condensed
consolidated balance sheets. These funds include funds held on behalf of U.S. customers that are deposited in bank
accounts insured by the Federal Deposit Insurance Corporation and funds that U.S. customers choose to invest in the
PayPal Money Market Fund, and totaled approximately $1.8 billion and $1.9 billion as of December 31, 2007 and
June 30, 2008, respectively. The assets of the PayPal Money Market Fund are invested in a portfolio managed by
Barclays Global Fund Advisors.

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 a limited number of
agreements, we have provided an indemnity for other types of third-party claims, which are indemnities mainly
related to various intellectual property rights. In our PayPal business, we have provided an indemnity to our payment
processors in the event of certain third-party claims or card network fines against the processor arising out of conduct
by PayPal or PayPal customers. 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, no significant costs have been incurred, either
individually or collectively, in connection with our indemnification provisions.
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Liquidity and Capital Resource Requirements

We believe that existing cash, cash equivalents and investments of approximately $4.2 billion, together with cash
generated from operations and available borrowings under our credit facility, will be sufficient to fund our operating
activities, capital expenditures and other obligations for the foreseeable future.
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Recent Accounting Pronouncements

See Note 1 � �The Company and Summary of Significant Accounting Policies� to the condensed consolidated financial
statements, regarding the effect of certain recent accounting pronouncements on our condensed consolidated financial
statements.

Item 3: Quantitative and Qualitative Disclosures About Market Risk

The information in this section should be read in connection with the information on financial market risk related to
changes in interest rates and non-U.S. currency exchange rates in Part II, Item 7A, �Quantitative and Qualitative
Disclosures About Market Risk,� in our Annual Report on Form 10-K for the year ended December 31, 2007. Our
market risk profile has not changed significantly during the first six months of 2008.

Interest Rate Risk

The primary objective of our investment activities is to preserve principal while at the same time maximizing yields
without significantly increasing risk. To achieve this objective, we maintain our portfolio of cash equivalents and
short-term and long-term investments in a variety of securities, including government and corporate securities and
money market funds. These investments are generally classified as available-for-sale and consequently are recorded
on the balance sheet at fair value with unrealized gains or losses reported as a separate component of accumulated
other comprehensive income, net of estimated tax.

Investment Risk

As of June 30, 2008, the carrying value of our cash and cash equivalents approximated their fair value and represented
approximately 88% of our total cash, cash equivalents and investment portfolio, which was held primarily in bank
deposits, commercial paper and money market funds. As of June 30, 2008, we held no direct investments in auction
rate securities, collateralized debt obligations, structured investment vehicles or mortgage-backed securities.

Foreign Currency Risk

We are a growing company, with an increasing proportion of our operations conducted outside the U.S. Our foreign
currency exposure continues to evolve as we grow internationally. Our exposure to foreign currency transaction gains
and losses is the result of certain net receivables due from our foreign subsidiaries and customers being denominated
in currencies other than the U.S. dollar, primarily the Euro, British pound, Korean won and Australian dollar in which
our revenues and profits are denominated. A portion of these risks is hedged, but fluctuations could impact our results
of operations, financial position, and cash flows.

Item 4: Controls and Procedures

(a) Evaluation of disclosure controls and procedures.  Based on the evaluation of our disclosure controls and
procedures (as defined in Securities Exchange Act of 1934 Rules 13a-15(e) and 15d-15(e)) required by Securities
Exchange Act Rules 13a-15(b) or 15d-15(b), our Chief Executive Officer and our Chief Financial Officer have
concluded that as of the end of the period covered by this report, our disclosure controls and procedures were
effective.

(b) Changes in internal controls.  There were no changes in our internal control over financial reporting that occurred
during our most recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
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PART II: OTHER INFORMATION

Item 1: Legal Proceedings

In April 2001, two of our European subsidiaries, eBay GmbH and eBay International AG, were sued by Montres
Rolex S.A. and certain of its affiliates. Rolex alleged that our subsidiaries were infringing Rolex�s trademarks as a
result of users selling counterfeit Rolex watches through our German website. The suit also alleged unfair
competition. Rolex sought an order enjoining the sale of Rolex-branded watches on the website as well as damages. In
December 2002, a trial was held in the matter, and the court in Düsseldorf ruled in favor of eBay on all causes of
action. Rolex appealed the ruling to the Higher Regional Court of Düsseldorf, and the appeal was heard in October
2003. In February 2004, the court rejected Rolex�s appeal and ruled in our favor. Rolex appealed the ruling to the
German Federal Supreme Court, a hearing took place before that court in December 2006, and a written decision was
issued in June 2007. Following a 2004 precedent in the matter of Rolex v Ricardo, the court�s decision found that eBay
must take reasonable measures to prevent recurrence once it is informed of clearly identified infringement, and that
eBay may in certain circumstances be liable upon first notice of infringement. The court referred the case back to the
Higher Regional Court to determine whether, in some circumstances, a low starting listing price was sufficient to
indicate that a listing was infringing. In July 2007, the German Federal Supreme Court extended the reach of the Rolex
decision in IVD v. eBay. The court held that (i) in certain circumstances, a duty of care could be found to exist to
competitors requiring eBay to take reasonable measures to prevent illegal items from being listed (even where the
competitors were not directly harmed) and (ii) such duty would extend to listings by the same seller in the same
category (not just identical listings). We expect that this ruling will likely result in increased costs and litigation
against us in Germany although we do not currently believe that it will require a major change in our business
practices.

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 alleges 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. The plaintiffs seek approximately EUR 37 million in
damages. 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
alleges that we have 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. The plaintiffs in this suit seek approximately EUR 9 million in damages and injunctive relief. We filed our
initial briefs responding to the first complaint in February 2007, and initial briefs in response to the second complaint
were filed in April 2007. On April 14, 2008, the Court held a hearing regarding the first complaint. 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 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 have taken measures to comply
with the injunction and we intend to appeal these rulings. 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 luxury brand owners have also filed suit
against us or have threatened to do so, seeking to hold us liable for, among other things, alleged counterfeit items
listed on our websites by third parties, for �tester� and other not for resale consumer products listed on our websites by
third parties, for the alleged misuse of trademarks in listings, for alleged violations of selective distribution channel
laws, for alleged non-compliance of consumer protection laws or in connection with paid search advertisements. We
continue to believe that we have meritorious defenses to these suits and intend to defend ourselves vigorously.
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In June 2006, Net2Phone, Inc. filed a lawsuit in the U.S. District Court for the District of New Jersey (No. 06-2469)
alleging that eBay Inc., Skype Technologies S.A., and Skype Inc. infringed five patents owned by Net2Phone relating
to point-to-point Internet protocol. The suit seeks an injunction against continuing infringement, unspecified damages,
including treble damages for willful infringement, and interest, costs, and fees. We
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have filed an answer and counterclaims asserting that the patents are invalid, unenforceable, and were not infringed.
The parties have completed fact discovery and claim construction briefing and are conducting expert discovery. The
pretrial conference is scheduled for November 2008, and we expect a trial date to be scheduled for November or
December 2008. We believe that we have meritorious defenses and intend to defend ourselves vigorously.

In March 2007, a plaintiff filed a purported antitrust class action lawsuit against eBay in the Western District of Texas
alleging that eBay and its wholly owned subsidiary PayPal �monopolized� markets through various anticompetitive acts
and tying arrangements. The plaintiff alleges claims under sections 1 and 2 of the Sherman Act, as well as related state
law claims. The complaint seeks treble damages and an injunction. In April 2007, the plaintiff re-filed the complaint
in the U.S. District Court for the Northern District of California (No. 07-CV-01882-RS), and dismissed the Texas
action. In May 2007, the case was consolidated with other similar lawsuits (No. 07-CV-01882JF). In June 2007, we
filed a motion to dismiss the class action complaint. In March 2008, the court granted the motion to dismiss the tying
claims with leave to amend and denied the motion with respect to the monopolization claims. Plaintiffs subsequently
decided not to refile the tying claims. We believe that we have meritorious defenses and intend to defend ourselves
vigorously.

In May 2007, Netcraft Corporation filed a lawsuit in the Western District of Wisconsin (No. 07-C-0254C) alleging
that eBay and PayPal infringed two of its patents entitled �Internet billing methods.� The suit seeks an injunction against
continuing infringement, unspecified damages, and interest, costs, and fees. In September 2007, we filed a motion for
summary judgment of noninfringement on both patents. In December 2007, the U.S. District Court for the Western
District of Wisconsin entered a judgment granting our motion for summary judgment of non-infringement on both of
the patents that Netcraft asserted against eBay and PayPal. Netcraft Corporation has appealed the judgment. Both
sides have filed their appeal briefs.

In October 2007, PartsRiver filed a lawsuit in the Eastern District of Texas (No. 2-07CV-440-DF) alleging that eBay,
Microsoft, Yahoo!, Shopzilla, PriceGrabber and PriceRunner infringed its patent relating to search methods. The suit
seeks an injunction against continuing infringement, unspecified damages, and interest, costs, and fees. The
defendants have moved to transfer venue and the parties are conducting discovery. Fact discovery cutoff is scheduled
for July 2009, and trial is tentatively scheduled for October 2009. We believe that we have meritorious defenses and
intend to defend ourselves vigorously.

eBay�s Korean subsidiary, IAC, has notified a majority of its approximately 20 million users of a 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 135,000 users
have sued IAC over this breach in several lawsuits and we expect more to do so in the future. 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. IAC intends to vigorously defend
itself in this lawsuit.

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 additional patent disputes, and expect that we will increasingly be
subject to patent infringement claims as our services expand in scope and complexity. In particular, we expect that we
may face additional patent infringement claims involving various aspects of our Marketplaces, Payments and
Communications businesses. 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 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 copyright or trademark laws will be
filed against us. Intellectual property claims, whether meritorious or not, are time consuming and costly to resolve,

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 63



could require expensive changes in our methods of doing business, or could require us to enter into costly royalty or
licensing agreements.

From time to time, we are involved in other disputes or regulatory inquiries that arise in the ordinary course of
business. The number and significance of these disputes and inquiries are increasing as our business expands and our
company grows larger. Any claims or regulatory actions against us, whether meritorious or not, could be time
consuming, result in costly litigation, require significant amounts of management time, and result in the diversion of
significant operational resources.
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Item 1A: Risk Factors

Risk Factors That May Affect Results of Operations and Financial Condition

The risks and uncertainties described below are not the only ones facing us. Other events that we do not currently
anticipate or that we currently deem immaterial also may affect our results of operations and financial condition.

Our operating results may fluctuate.

Our operating results have varied on a quarterly basis during our operating history. Our operating results may
fluctuate significantly as a result of a variety of factors, many of which are outside our control. Factors that may affect
our operating results include the following:

� our ability to retain an active user base, attract new users, and encourage existing users to list items for sale,
purchase items through our websites, or use our payment service or communication software and products;

� our ability to increase activity of the users of our Marketplaces business, especially with respect to our top
buyers and sellers, in our most mature geographies, especially the U.S., Germany and the U.K.;

� the volume, size, timing, monetization, and completion rates of transactions using our websites or technology;

� the amount and timing of operating costs and capital expenditures relating to the maintenance and expansion of
our businesses, operations, and infrastructure;

� the effect of recently announced and possible future changes to our pricing, products and policies, including,
among other changes: a reduced emphasis on upfront fees (e.g., insertion fees for listings) and corresponding
increases in success-based fees (e.g., final value fees for sold items); new algorithms for determining which
listings appear at the top of searches (Best Match); changes to buyer and seller feedback criteria; tighter seller
standards, which may restrict some sellers from selling on our websites even if they have been able to do so
historically; new restrictions or holds on payments made to certain sellers or in connection with certain
categories of higher-risk transactions; new incentives and rewards for top PowerSellers; and, beginning in the
fall of 2008, increased protection for buyers who pay for eligible transactions on eBay.com using PayPal,as
well as improved seller protection for U.S. eBay sellers against claims, chargebacks and reversals;

� regulatory and legal actions imposing obligations on our businesses or our users, including the injunction
related to certain cosmetic and perfume brands (see �Item 1 � Legal Proceedings� above);

� new laws or regulations, or interpretations of existing laws or regulations, that impose liability on us for actions
of our users or otherwise harm our business models or restrict the Internet, electronic commerce, online
payments, or online communications;

� the effect of recently announced management changes;

� general economic conditions, including higher inflation, interest rate fluctuations, and the possibility of a
recession in the U.S., and a worldwide economic slowdown, as well as those economic conditions specific to
the Internet and ecommerce industries;

� the actions of our competitors, including the introduction of new sites, services, and products;
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� consumer confidence in the safety and security of transactions using our websites or technology and our ability
to manage the costs of our user protection programs;

� our ability to manage PayPal�s transaction loss rate and payment funding mix;

� the costs and results of litigation that involves us;

� our ability to successfully integrate and manage businesses that we acquire;

� the cost and availability of online and traditional advertising, and the success of our brand building and
marketing campaigns;
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� our ability to develop product enhancements, programs, and features at a reasonable cost and in a timely
manner;

� our ability to upgrade and develop our systems, infrastructure, and customer service capabilities to
accommodate growth and to improve our websites at a reasonable cost while maintaining 24/7 operations;

� technical difficulties or service interruptions involving our websites or services provided to us or our users by
third parties;

� our ability to comply with the requirements of entities whose services are required for our operations, such as
credit card networks and banks;

� our ability to increase the acceptance of PayPal by online merchants outside of our Marketplaces platforms,
which may require long implementation cycles and incentives to merchants that are initially dilutive;

� our ability to manage, profitably expand and effectively monetize the Skype business;

� our ability to attract new personnel in a timely and effective manner and to retain key employees;

� the continued healthy operation of our technology suppliers and other parties with which we have commercial
relations;

� continued consumer acceptance of the Internet as a medium for commerce and communication in the face of
increasing publicity about fraud, spoofing, phishing, viruses, spyware, and other dangers of the Internet; and

� macroeconomic and geopolitical events such as recession, commodity inflation, war, threat of war, or terrorist
actions.

The increased variety of services offered on our websites makes it difficult for us to forecast the level or source of our
revenues or earnings accurately. In view of the rapidly evolving nature of our business, we believe that
period-to-period comparisons of our operating results may not be meaningful, and you should not rely upon them as
an indication of future performance. We do not have backlog, and substantially all of our net revenues each quarter
come from transactions involving sales or payments during that quarter. Due to the inherent difficulty in forecasting
revenues, it is also difficult to forecast income statement expenses as a percentage of net revenues. Quarterly and
annual income statement expenses as a percentage of net revenues may be significantly different from historical or
projected rates. Our operating results in one or more future quarters may fall below the expectations of securities
analysts and investors. In that event, the trading price of our common stock would almost certainly decline.

We may not maintain our level of profitability or rates of growth.

We believe that our continued profitability and growth will depend in large part on our ability to do the following:

� attract new users, keep existing users active and reactivate former users on our websites and services, and
increase the activity levels of our active users, despite an ever-increasing range of competitive choices for our
users;

� react to changes in consumer use of the Internet and changing customer demands, develop new services as well
as new sources of revenues from our existing services, and meet higher competitive standards from other
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Internet businesses, improved Internet capabilities of traditional brick-and-mortar retailers, and improved
capabilities for small businesses who want to create and promote their own Internet stores;

� manage the costs of our business, including the costs associated with our workforce and with maintaining and
enhancing our websites, customer support, transaction loss rate, user protection programs, product
development and international expansion; and

� provide our customers with superior community, customer support, and trading, communication, and payment
experiences.

We invest heavily in marketing and promotion, customer support, and further development of the operating
infrastructure for our core and recently acquired operations. Some of this investment entails long-term contractual

34

Edgar Filing: EBAY INC - Form 10-Q

Table of Contents 68



Table of Contents

commitments. As a result, we may be unable to adjust our spending rapidly enough to compensate for any unexpected
revenue shortfall, which may harm our profitability. Growth rates in our most established markets, such as the U.S.,
Germany and the U.K., have continued to decline. Despite our efforts to stem these declines, growth rates in these and
other markets may continue to decline and may become negative. As our penetration in established markets grows, we
will increasingly need to focus on keeping existing users, especially our top buyers and sellers, active and increasing
their activity level on our sites in order to continue to grow our business. In addition, our Marketplaces business is
facing increased competitive pressure. If we are unable to change our services in ways that reflect the changing
demands of the ecommerce marketplace, particularly the higher growth of sales of fixed-price items, our business will
suffer.

In January 2008, for example, we announced significant changes to our Marketplaces business in three major areas:
fee structure, seller incentives and standards and buyer and seller feedback. In June 2008, we announced increased
buyer and seller protections in the U.S. We may make further changes in these or other areas in the future. Some of
the changes that we have announced to date have been controversial with many of our sellers, and additional changes
that we announce in the future may prove to be similarly controversial. If any of these changes cause sellers to move
their business away from our websites or otherwise fail to improve gross merchandise volume or the number of
successful listings, our operating results and profitability will be harmed.

In addition, because a large percentage of PayPal transactions originate on the eBay platform, declines in growth rates
in major Marketplaces markets also adversely affect PayPal�s growth rate. The expected future growth of our PayPal,
Skype, StubHub, Shopping.com, and other lower margin businesses may also cause downward pressure on our profit
margins because those businesses have lower gross margins than our Marketplaces platforms.

We are exposed to fluctuations in currency exchange rates and interest rates.

Because we conduct a significant and growing portion of our business outside the United States but report our results
in U.S. dollars, we face exposure to adverse movements in currency exchange rates. In connection with its
multi-currency service, PayPal fixes exchange rates twice per day, and may face financial exposure if it incorrectly
fixes the exchange rate or if exposure reports are delayed. PayPal also holds some corporate and customer funds in
non-U.S. currencies, and thus its financial results are affected by the translation of these non-U.S. currencies into
U.S. dollars. In addition, the results of operations of many of our internationally focused websites are exposed to
foreign exchange rate fluctuations as the financial results of the applicable subsidiaries are translated from the local
currency into U.S. dollars upon consolidation. If the U.S. dollar weakens against foreign currencies, the translation of
these foreign currency denominated transactions will result in increased net revenues, operating expenses, and net
income. Similarly, our net revenues, operating expenses, and net income will be negatively impacted if the U.S. dollar
strengthens against foreign currencies. Based on changes in foreign currency rates year over year, net revenues in the
three months ended June 30, 2008 were positively impacted by foreign currency translation of $120.6 million,
compared to the same period of the prior fiscal year. Based on changes in foreign currency rates year over year,
operating income for the three months ended June 30, 2008 was positively impacted by foreign currency translation of
$69.0 million, compared to the same period of the prior fiscal year. As exchange rates vary, net sales and other
operating results, when translated, may differ materially from expectations. In particular, to the extent the U.S. dollar
strengthens against the Euro, British pound, Australian dollar, and Canadian dollar, our foreign revenues and profits
will be reduced as a result of these translation adjustments. While from time to time we enter into transactions to
hedge portions of our foreign currency translation exposure, it is impossible to perfectly predict or completely
eliminate the effects of this exposure. In addition, to the extent the U.S. dollar strengthens against the Euro, the British
pound, the Australian dollar, and the Canadian dollar, cross-border trade related to purchases of dollar-denominated
goods by non-U.S. purchasers may decrease, and that decrease may not be offset by a corresponding increase in
cross-border trade involving purchases by U.S. buyers of goods denominated in other currencies.
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In addition, we face exposure to fluctuations in interest rates. For example, reductions in interest rates reduce our
investment income, which in turn would lower our net interest income.
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The listing or sale by our users of pirated or counterfeit items may harm our business.

We have received in the past, and we anticipate receiving in the future, communications alleging that certain items
listed or sold through our service by our users infringe third-party copyrights, trademarks and trade names, or other
intellectual property rights. Although we have sought to work actively with the owners of intellectual property rights
to eliminate listings offering infringing items on our websites, some rights owners have expressed the view that our
efforts are insufficient. Content owners and other intellectual property rights owners have been active in asserting their
purported rights against online companies, including eBay. Allegations of infringement of intellectual property rights
have resulted in threats of litigation and actual litigation against us from time to time, including litigation brought by
Tiffany & Co. in the U.S., Rolex S.A. in Germany, Louis Vuitton Malletier and Christian Dior Couture in France,
L�Oréal SA, Lancôme Parfums et Beauté & Cie, and Laboratoire Garnier & Cie in several European countries, and a
number of others. The plaintiffs in these cases seek to hold eBay liable for alleged counterfeit items listed on our sites
by third parties, for �tester� and other not for resale consumer products listed on our sites by third parties, for the alleged
misuse of trademarks in listings or in connection with paid search advertisements, or for alleged violations of selective
distribution channel laws or parallel import laws for listings of authentic items. Such plaintiffs seek, among other
things, injunctive relief and damages. In the aggregate, these suits could result in significant damage awards and could
adversely affect our business. Other luxury brand owners have also filed suit against us or have threatened to do so. In
June 2008, the Paris Court of Commerce ruled in the Louis Vuitton Malletier and Christian Dior Couture cases 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 prohibiting all sales of
perfumes and cosmetics bearing the Dior, Guerlain, Givenchy and Kenzo brands over all worldwide eBay sites to the
extent they are accessible from France. We have taken measures to comply with the injunction and we intend to
appeal these rulings. 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.

In addition to litigation from rights owners, we may be subject to regulatory, civil or criminal proceedings and
penalties if the authorities feel we have aided in the sale of counterfeit goods. While we have had some early success
in defending against such litigation, more recent cases have been based, at least in part, on different legal theories than
those of earlier cases, and there is no guarantee that we will continue to be successful in defending against such
litigation. For example, the German Federal Supreme Court has ruled against us in the Rolex and IVD cases. Plaintiffs
in recent cases have argued that we are not entitled to safe harbors under the Digital Millennium Copyright Act in the
U.S. or as a hosting provider in the European Union because of the alleged active nature of our involvement with our
sellers, and that, whether or not such safe harbors are available, we should be found liable because we supposedly
have not adequately removed counterfeit listings or effectively suspended users who have created such listings. Over
the years we are constantly improving and modifying our efforts to eliminate counterfeit and pirated items. These
improvements are in response to ongoing business initiatives designed to reduce bad buyer experiences and improve
customer satisfaction as well as in response to new patterns we are seeing among counterfeiters and others committing
fraud on our users. Notwithstanding these efforts, we believe that the legal climate, especially in Europe, is becoming
more adverse to our arguments, which may require us to take actions which could lower our revenues, increase our
costs, or make our websites less convenient to our customers. This may materially harm our business.

Content owners and other intellectual property rights owners may also seek to bring legal action against entities that
are peripherally involved in the sale of infringing items, such as payment companies. To the extent that intellectual
property rights owners bring legal action against PayPal based upon the use of PayPal�s payment services in a
transaction involving the sale of infringing items, including on our websites, our business could be harmed.
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Litigation and negative publicity has increased as our websites gain prominence in markets outside of the U.S., where
the laws may be unsettled or less favorable to us. Such litigation is costly for us, could result in damage awards,
injunctive relief, or increased costs of doing business through adverse judgment or settlement, could require us to
change our business practices in expensive ways, or could otherwise harm our business. Litigation against other online
companies could result in interpretations of the law that could also require us to change our business practices or
otherwise increase our costs. In addition, a public perception that counterfeit or pirated items are commonplace on our
site, even if factually incorrect, could damage our reputation and our business.
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We are subject to patent litigation.

We have repeatedly been sued for allegedly infringing other parties� patents. Some of these ongoing suits are described
under the heading �Item 1 � Legal Proceedings,� above. We are a defendant in other patent suits and we have been
notified of several other potential patent disputes, and expect that we will increasingly be subject to patent
infringement claims as our services expand in scope and complexity. In particular, we expect that we may face
additional patent infringement claims involving various aspects of our Marketplaces, Payments and Communications
segments. These claims, whether meritorious or not, are time consuming and costly to resolve, and could require
expensive changes in our methods of doing business, could require us to enter into costly royalty or licensing
agreements, or could require us to cease conducting certain operations.

Use of our services for illegal purposes could harm our business.

The law relating to the liability of providers of online services for the activities of their users on their service is often
challenged in the U.S. and internationally. In violation of our policies, unlawful goods have been listed and traded on
our services. We may be unable to prevent our users from selling unlawful goods or services or selling goods or
services in an unlawful manner, and we may be subject to allegations of civil or criminal liability for unlawful
activities carried out by users through our services. We have been subject to several lawsuits based upon such
allegations. In December 2004, an executive of Baazee.com, our Indian subsidiary, was arrested (and later released) in
connection with a user�s listing of a pornographic video clip on that website. We continue to contest the charges related
to this arrest. Similarly, our Korean subsidiary and one of its employees were found criminally liable for listings on
the Korean subsidiary�s website. The German Federal Supreme Court has ruled that we may have a duty to take
reasonable measures to prevent prohibited DVDs from being sold on our site to minors and that competitors may be
able to enforce this duty. In a number of circumstances, third parties have alleged that our services aid and abet certain
violations of certain laws, including antiscalping laws with respect to the resale of tickets, laws regarding the sale of
counterfeit items, and restrictive distribution laws and distance selling laws.

Although we have prohibited the listing of certain items and implemented other protective measures, in the future, we
may be required to spend substantial resources to take additional protective measures or discontinue certain service
offerings, any of which could harm our business. Any costs incurred as a result of potential liability relating to the
alleged sale of unlawful goods or the unlawful sale of goods could harm our business. In addition, we have received
significant and continuing media attention relating to the listing or sale of unlawful goods using our services. This
negative publicity, even if factually incorrect, could damage our reputation and diminish the value of our brand
names. It also could make users reluctant to use our services.

PayPal�s payment system is also susceptible to potentially illegal or improper uses. These may include illegal online
gambling, fraudulent sales of goods or services, illicit sales of prescription medications or controlled substances,
piracy of software and other intellectual property, money laundering, bank fraud, child pornography trafficking,
prohibited sales of alcoholic beverages or tobacco products, and online securities fraud. Recent changes in law have
increased the penalties for intermediaries providing payment services for certain illegal activities. Despite measures
PayPal has taken to detect and lessen the risk of this kind of conduct, including PayPal�s ability to take legal action to
recover its losses for certain violations of its acceptable use policy, illegal activities could still be funded using PayPal.

Current or future anti-money laundering laws could increase PayPal�s costs or require it to change its processes.

PayPal is subject to anti-money laundering and counter-terrorist financing laws and regulations that prohibit, among
other things, its involvement in transferring the proceeds of criminal activities. Although PayPal has adopted a
program to comply with these laws and regulations, any errors or failure to implement the program properly could
lead to lawsuits, administrative action, and prosecution by the government. In July 2003, PayPal agreed with the
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U.S. Attorney for the Eastern District of Missouri that it would pay $10 million as a civil forfeiture to settle
allegations that its provision of services to online gambling merchants violated provisions of the USA PATRIOT Act
and further agreed to have its compliance program reviewed by an independent audit firm. PayPal is also subject to
regulations that require it to report suspicious activities involving transactions of $2,000 or more and may be required
to obtain and keep more detailed records on the senders and recipients in certain transfers of $3,000 or
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more. The interpretation of suspicious activities in this context is uncertain. Future regulations under the USA
PATRIOT Act may require PayPal to revise the procedures it uses to verify the identity of its customers and to
monitor international transactions more closely. As PayPal localizes its service in other countries, additional
verification and reporting requirements may apply, which in some cases are more stringent. Several countries,
including Australia, Canada and Luxembourg, are in the process of implementing new anti-money laundering and
counter-terrorist financing laws and regulations, and the impact of these laws and regulations on PayPal�s business is
uncertain. These regulations could impose significant costs on PayPal and make it more difficult for new customers to
join its network. PayPal could be required to learn more about its customers before opening an account, to obtain
additional verification of customers and to monitor its customers� activities more closely. These requirements, as well
as any additional restrictions imposed by credit card networks, could raise PayPal�s costs significantly and reduce the
attractiveness of its product. Failure to comply with federal, state or foreign country money laundering and
counter-terrorist financing laws could result in significant criminal and civil lawsuits, penalties, and forfeiture of
significant assets.

We are subject to risks associated with information disseminated through our service.

The law relating to the liability of online services companies for information carried on or disseminated through their
services is often unsettled. Claims could be made against online services companies under both U.S. and foreign law
for defamation, libel, invasion of privacy, negligence, copyright or trademark infringement, or other theories based on
the nature and content of the materials disseminated through their services. Several private lawsuits seeking to impose
liability upon us under a number of these theories have been brought against us. In addition, domestic and foreign
legislation has been proposed that would prohibit or impose liability for the transmission over the Internet of certain
types of information. Our service features a Feedback Forum, which includes information from users regarding other
users. Although all such feedback is generated by users and not by us, claims of defamation or other injury have been
made in the past and could be made in the future against us for content posted in the Feedback Forum. Several court
decisions arguably have narrowed the scope of the immunity provided to Internet service providers like us under the
Communications Decency Act. For example, the Ninth Circuit recently held that certain immunity provisions under
the Communications Decency Act might not apply to the extent that a website owner materially contributes to the
development of unlawful content on its website. In addition, the Paris Court of Commerce has ruled in the Louis
Vuitton Malletier and Christian Dior Couture cases that applicable laws protecting passive internet �hosts� from liability
are inapplicable to eBay given that the content in question was provided by users under eBay�s control and authority.
This trend, if continued, may increase our potential liability to third parties for the user-provided content on our sites.
Our liability for such claims may be higher in jurisdictions outside the U.S. where laws governing Internet
transactions are unsettled. If we become liable for information provided by our users and carried on our service in any
jurisdiction in which we operate, we could be directly harmed and we may be forced to implement new measures to
reduce our exposure to this liability. This may require us to expend substantial resources or to discontinue certain
service offerings, which would negatively affect our financial results. In addition, the increased attention focused upon
liability issues as a result of these lawsuits and legislative proposals could harm our reputation or otherwise impact the
growth of our business. Any costs incurred as a result of this potential liability could harm our business.

Government inquiries may lead to charges or penalties.

A large number of transactions occur on our websites. Government regulators have received a significant number of
consumer complaints about both eBay and PayPal, which, while small as a percentage of our total transactions, are
large in aggregate numbers. As a result, from time to time we have been contacted by various foreign and domestic
governmental regulatory agencies that have questions about our operations and the steps we take to protect our users
from fraud. PayPal has received inquiries regarding its restriction and disclosure practices from the Federal Trade
Commission and regarding these and other business practices from the attorneys general of a number of states. In
September 2006, PayPal entered into a settlement agreement with the attorneys general of a number of states under
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which it agreed to pay $1.7 million to the attorneys general, shorten and streamline its user agreement, increase
educational messaging to users about funding choices, and communicate more information regarding protection
programs to users. We may also face governmental inquiries related to actions that we take designed to improve the
safety of transactions on our websites, most notably by requiring PayPal to be offered
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and/or used for certain transactions or by certain sellers. We are likely to receive additional inquiries from regulatory
agencies in the future, which may lead to action against us. We have responded to all inquiries from regulatory
agencies by describing our current and planned antifraud efforts, customer support procedures, operating procedures
and disclosures. If one or more of these agencies is not satisfied with our response to current or future inquiries, we
could be subject to enforcement actions, fines or other penalties, or forced to change our operating practices in ways
that could harm our business.

We are subject to general litigation and regulatory disputes.

From time to time, we are involved in other disputes or regulatory inquiries that arise in the ordinary course of
business. The number and significance of these disputes and inquiries are increasing as our business expands and our
company grows larger. 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 geographically into jurisdictions where the underlying
laws with respect to the potential liability of online intermediaries such as ourselves are either unclear or less
favorable. In Germany, the German Federal Supreme Court has ruled that we may owe duties, under certain
circumstances, to content owners and competitors relating to taking reasonable steps to prevent the listing of illegal,
counterfeit, and pirated items. In June 2008, the Paris Court of Commerce ruled in the Louis Vuitton Malletier and
Christian Dior Couture cases 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 scope of these duties is being defined by the courts, including appellate courts, and the
ultimate impact on us is uncertain, but may require us to increase our level of filtering and review for these items,
thereby increasing our costs. Any claims or regulatory actions against us, whether meritorious or not, could be time
consuming, result in costly litigation, require significant amounts of management time, and result in the diversion of
significant operational resources.

Failure to deal effectively with fraudulent transactions and customer disputes would increase our loss rate and
harm our business.

PayPal�s highly automated and liquid payment service makes PayPal an attractive target for fraud. In configuring its
service, PayPal continually strives to maintain the right balance of appropriate measures to promote both convenience
and security for customers. Identity thieves and those committing fraud using stolen credit card or bank account
numbers can potentially steal large amounts of money from businesses such as PayPal. We believe that several of
PayPal�s current and former competitors in the electronic payments business have gone out of business or significantly
restricted their businesses largely due to losses from this type of fraud. While PayPal uses advanced anti-fraud
technologies, we expect that technically knowledgeable criminals will continue to attempt to circumvent PayPal�s
anti-fraud systems. In addition, PayPal�s service could be subject to employee fraud or other internal security breaches,
and PayPal may be required to reimburse customers for any funds stolen as a result of such breaches. Merchants could
also request reimbursement, or stop using PayPal, if they are affected by buyer fraud.

PayPal incurs substantial losses from merchant fraud, including claims from customers that merchants have not
performed or that their goods or services do not match the merchant�s description. PayPal also incurs losses from
claims that the customer did not authorize the purchase, from buyer fraud, from erroneous transmissions, and from
customers who have closed bank accounts or have insufficient funds in them to satisfy payments. In addition to the
direct costs of such losses, if they are related to credit card transactions and become excessive, they could result in
PayPal losing the right to accept credit cards for payment. If PayPal were unable to accept credit cards, the velocity of
trade on eBay could decrease, in which case our business would further suffer. PayPal was assessed substantial fines
for excess chargebacks in 2001, and excessive chargebacks may arise in the future. PayPal has taken measures to
detect and reduce the risk of fraud, but these measures need to be continually improved and may not be effective
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against new forms of fraud or in connection with new product offerings. If these measures do not succeed, our
business will suffer.

PayPal currently offers a buyer protection program for transactions on eBay.com that refunds up to $2,000 to buyers
who used PayPal in transactions with selected sellers if the buyer did not receive the goods they purchased or
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if the goods differed significantly from what was described by the seller and up to $200 in most other eBay
transactions. PayPal also offers a similar program in many eBay international marketplaces, in most cases with lower
reimbursement amounts. In June 2008, we announced that beginning in the fall of 2008, buyers who pay for
transactions on eBay.com with PayPal will be protected on eligible transactions for the full amount of an item�s
purchase price if the buyer does not receive the goods they purchased or if the goods differ significantly from what
was described by the seller. Furthermore, U.S. sellers on eBay.com will receive improved seller protection for eligible
transactions in which the seller is paid with PayPal, in that they will be covered against payment reversals due to
buyer claims of an unauthorized payment or an item that was not received, so long as the seller delivers to the address
that the buyer provided to PayPal. We will also offer enhanced buyer and seller protections in some eBay international
marketplaces The recently announced changes to PayPal�s buyer protection program could result in future increases
and fluctuations in PayPal�s transaction loss rate. For the full year ended December 31, 2007 and the six months ended
June 30, 2008, PayPal�s transaction loss (including both direct losses and buyer protection payouts) totaled
$139.3 million and $74.6 million, representing 0.29% and 0.25% of PayPal�s TPV, respectively.

eBay faces similar risks with respect to fraudulent activities on its websites. eBay periodically receives complaints
from users who may not have received the goods that they had purchased. In some cases individuals have been
arrested and convicted for fraudulent activities using our websites. eBay also receives complaints from sellers who
have not received payment for the goods that a buyer had contracted to purchase. Non-payment may occur because of
miscommunication, because a buyer has changed his or her mind and decided not to honor the contract to purchase the
item, or because the buyer bid on the item maliciously in order to harm either the seller or eBay. In some European
and Asian jurisdictions, buyers may also have the right to withdraw from a sale made by a professional seller within a
specified time period. While sometimes eBay can suspend the accounts of users who fail to fulfill their payment or
delivery obligations to other users, eBay does not have the ability to require users to make payment or deliver goods,
or otherwise make users whole other than through our limited buyer protection programs. Other than through these
programs, eBay does not compensate users who believe they have been defrauded by other users, although users who
pay through PayPal may have reimbursement rights from their credit card company or bank, which in turn will seek
reimbursement from PayPal. eBay also periodically receives complaints from buyers as to the quality of the goods
purchased. We expect to continue to receive communications from users requesting reimbursement or threatening or
commencing legal action against us if no reimbursement is made. Our liability for these sort of claims is only
beginning to be clarified in some jurisdictions and may be higher in some non-U.S. jurisdictions than it is in the
U.S. Litigation involving liability for third-party actions could be costly for us, divert management attention, result in
increased costs of doing business, lead to adverse judgments, or otherwise harm our business. In addition, affected
users will likely complain to regulatory agencies that could take action against us, including imposing fines or seeking
injunctions.

Negative publicity and user sentiment generated as a result of fraudulent or deceptive conduct by users of our eBay
and PayPal services could damage our reputation, reduce our ability to attract new users or retain our current users,
and diminish the value of our brand names. We believe that negative user experiences are one of the primary reasons
users stop using our services.

Any factors which reduce cross-border trade could harm our business.

Cross-border transactions using our websites generally provide higher gross margins than similar transactions that
take place within a single country due to higher transaction fees we earn for those transactions. Cross-border trade has
become an increasingly important source of both revenue and profits for us. To the extent that any factors, including
fluctuations in exchange rates or the application of specific national or regional laws to users in other countries, result
in a net reduction in cross-border trade, our business would suffer.

Our business is subject to online security risks, including security breaches and identity theft.
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To succeed, online commerce and communications must provide a secure transmission of confidential information
over public networks. Our security measures may not detect or prevent security breaches that could harm our business.
Currently, a significant number of our users authorize us to bill their credit card accounts directly for all transaction
fees charged by us. PayPal�s users routinely provide credit card and other financial information. We rely on encryption
and authentication technology licensed from third parties to provide the security and
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authentication to effect secure transmission of confidential information, including customer credit card numbers.
Advances in computer capabilities, new discoveries in the field of cryptography or other developments may result in a
compromise or breach of the technology used by us to protect transaction data. In addition, any party who is able to
illicitly obtain a user�s password could access the user�s transaction data. An increasing number of websites have
reported breaches of their security. Any compromise of our security could harm our reputation and, therefore, our
business, and could result in a violation of applicable privacy and other laws. In addition, a party that is able to
circumvent our security measures could misappropriate proprietary information, cause interruption in our operations,
damage our computers or those of our use
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