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PART I: FINANCIAL INFORMATION
Item 1: Financial Statements

PayPal Holdings, Inc.
CONDENSED CONSOLIDATED BALANCE SHEET

September3€cember 31,

2017 2016

(In millions, except par

value)

(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $2,330 $ 1,590
Short-term investments 2,591 3,385
Accounts receivable, net 301 214
Loans and interest receivable, net of allowances of $429 in 2017 and $339 in 2016 6,321 5,348
Funds receivable and customer accounts 17,175 14,363
Prepaid expenses and other current assets 719 833
Total current assets 29,437 25,733
Long-term investments 2,217 1,539
Property and equipment, net 1,485 1,482
Goodwill 4,326 4,059
Intangible assets, net 226 211
Other assets 70 79
Total assets $37,761 $ 33,103
LIABILITIES AND EQUITY
Current liabilities:
Accounts and notes payable $974 $ 192
Funds payable and amounts due to customers 17,975 15,163
Accrued expenses and other current liabilities 1,665 1,459
Income taxes payable 89 64
Total current liabilities 20,703 16,878
Deferred tax liability and other long-term liabilities 1,626 1,513
Total liabilities 22,329 18,391
Commitments, Contingencies and Notes Payable (Note 11)
Equity:
Common stock, $0.0001 par value; 4,000 shares authorized; 1,202 and 1,207 outstanding — —
Treasury stock at cost, 43 and 27 shares (1,701 ) (995 )
Additional paid-in-capital 14,071 13,579
Retained earnings 3,204 2,069
Accumulated other comprehensive income (loss) (142 ) 59
Total equity 15,432 14,712
Total liabilities and equity $37,761 $ 33,103

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

CONDENSED CONSOLIDATED STATEMENT OF INCOME
Three Months Nine Months
Ended Ended
September 30, September 30,
2017 2016 2017 2016
(In millions, except per share

data)

(Unaudited)
Net revenues $3,239 $2,667 $9,350 $7,861
Operating expenses:
Transaction expense 1,102 830 3,153 2,392

Transaction and loan losses 363 271 971 781
Customer support and operations 346 325 998 939

Sales and marketing 278 233 800 716
Product development 240 215 686 619
General and administrative 293 261 840 753
Depreciation and amortization 194 184 578 535
Restructuring — — 40 —
Total operating expenses 2,816 2,319 8,066 6,735
Operating income 423 348 1,284 1,126

Other income (expense), net 28 12 52 36
Income before income taxes 451 360 1,336 1,162

Income tax expense 71 37 161 151
Net income $380 $323 $1,175 $1,011
Net income per share:

Basic $0.32 $0.27 $0.98 $0.83
Diluted $0.31 $0.27 $0.96 $0.83

Weighted average shares:

Basic 1,202 1,207 1,203 1,211

Diluted 1,223 1,214 1,218 1,218

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

Three

Months Nine Months
Ended Ended
September  September 30,
30,

2017 2016 2017 2016
(In millions)

(Unaudited)
Net income $380 $323 $1,175 $1,011
Other comprehensive income (loss), net of reclassification adjustments:
Foreign currency translation 9 1 38 4
Unrealized gains (losses) on investments, net 4 3 )5S 18
Tax (expense) benefit on unrealized gains (losses) on investments, net 1 H1 2 ) (4
Unrealized gains (losses) on hedging activities, net (57 ) (A3 ) (246 ) 30
Tax (expense) benefit on unrealized gains (losses) on hedging activities, net 1 1 4 —
Other comprehensive income (loss), net of tax 44 ) (13 ) (201 ) 48
Comprehensive income $336 $310 $974  $1,059

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

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

Cash flows from operating activities:

Net income

Adjustments:

Transaction and loan losses

Depreciation and amortization

Stock-based compensation

Deferred income taxes

Excess tax benefits from stock-based compensation

Gain on sale of principal loans receivable held for sale, net
Changes in assets and liabilities:

Accounts receivable

Principal loans receivable held for sale, net

Accounts payable

Income taxes payable

Other assets and liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Changes in principal loans receivable, net

Purchases of investments

Maturities and sales of investments

Acquisitions, net of cash acquired

Funds receivable and customer accounts

Net cash (used in) investing activities

Cash flows from financing activities:

Proceeds from issuance of common stock

Purchases of treasury stock

Excess tax benefits from stock-based compensation

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

Net cash provided by financing activities

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

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental cash flow disclosures:

Cash paid for interest

Cash paid for income taxes

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

Nine Months
Ended
September 30,
2017 2016
(In millions)
(Unaudited)

$1,175 $1,011

971 781
578 535
514 313
13 71
— (36 )
(a6 ) a7 )
G GO )
16 17
4 28
24 51
(596 ) (469 )
2,678 2,235
487 ) (517 )

(1,154 ) (884 )
(14,227 (16,984

13,027 14,614
323 )19 )
(1,236 ) 620
(4,400 ) (3,170 )
100 58

(706 ) (945 )
— 36
(140 ) 95 )
620 21 )
2,553 1,862
2,427 895

35 16

740 24 )
1,590 1,393
$2,330 $1,369
$3 $3

$88 $43
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PayPal Holdings, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 - Overview and Summary of Significant Accounting Policies

Overview and Organization

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

We operate globally and in a rapidly evolving regulatory environment characterized by a heightened regulatory focus
on all aspects of the payments industry. Government regulation impacts key aspects of our business. We are subject to
regulations that affect the payments industry in the markets in which we operate. Non-compliance with laws and
regulations, increased penalties and enforcement actions related to non-compliance, changes in laws and regulations or
their interpretation, and the enactment of new laws and regulations applicable to us could have a material adverse
impact on our business, results of operations and financial condition.

Significant Accounting Policies

Basis of Presentation and Principles of Consolidation

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

These condensed consolidated financial statements and accompanying notes should be read in conjunction with the
audited consolidated financial statements and accompanying notes included in our Annual Report on Form 10-K for
the year ended December 31, 2016 (the "2016 Form 10-K") filed with the Securities and Exchange Commission.

In the opinion of management, these condensed consolidated financial statements reflect all adjustments, consisting
only of normal recurring adjustments, which are necessary for fair presentation of the condensed consolidated
financial statements for interim periods. We have evaluated all subsequent events through the date the financial
statements were issued.

Use of Estimates

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



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

estimates.
Recent Accounting Guidance

In 2014, the Financial Accounting Standards Board (“FASB”) issued new accounting guidance related to revenue
recognition. This new standard will replace all current GAAP guidance on this topic and eliminate all
industry-specific guidance. The new revenue recognition guidance provides a unified model to determine when and
how revenue is recognized. The core principle is that a company should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration for which the entity expects to be
entitled in exchange for those goods or services. In 2015, the FASB

7
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

deferred the effective date to fiscal years, and interim periods within those fiscal years, beginning after December 15,
2017. In 2016, the FASB updated the guidance for reporting revenue gross versus net to improve the implementation
guidance on principal versus agent considerations, and for identifying performance obligations and the accounting of
intellectual property licenses. In addition, the FASB introduced practical expedients and made narrow scope
improvements to the new accounting guidance. We have evaluated the impact of this new standard and have
concluded that our financial statements will not be materially impacted upon adoption; however, we expect to expand
certain disclosures as required. We will adopt the guidance on January 1, 2018 on a full retrospective basis, reflecting
the application of the new standard in each prior reporting period.

In 2016, the FASB issued new accounting guidance related to the classification and measurement of financial
instruments. This new standard makes limited amendments to the guidance in GAAP by requiring equity investments
to be measured at fair value with changes in fair value recognized in net income. This new standard also amends the
presentation of certain fair value changes for financial liabilities measured at fair value and it amends certain
disclosure requirements associated with the fair value of financial instruments. The new standard is effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2017. Early adoption is permitted in
limited situations. We are required to apply the new guidance on a modified retrospective basis to all outstanding
instruments, with a cumulative effect adjustment as of the date of adoption and on a prospective basis to all
outstanding equity investments without a readily determinable fair value . We will adopt the guidance on January 1,
2018 and prospectively apply the measurement alternative to our cost method investments, which will require us to
measure these equity investments at cost minus impairment, if any, plus or minus changes resulting from observable
price changes in orderly transactions for an identical or similar investment in the same issuer. The amount of the
impact to long-term investments will depend on any price changes observed after adoption on January 1, 2018.

In 2016, the FASB issued new accounting guidance related to accounting for leases, which will require lessees to
recognize lease assets and lease liabilities on the balance sheet for the rights and obligations created by all leases with
terms greater than 12 months. As we are not a lessor, other changes in the standard applicable to lessors do not apply.
The standard is effective for fiscal years and interim periods within those years beginning after December 15, 2018,
with early adoption permitted. We are required to adopt the guidance using a modified retrospective basis and can
elect to apply optional practical expedients. We are evaluating the impact and approach to adopting this new
accounting guidance on our financial statements.

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

In 2016, the FASB issued new guidance on classifying certain cash receipts and cash payments on the statement of
cash flows. The new guidance addresses the classification of cash flows related to: debt prepayment or extinguishment

costs, settlement of zero-coupon debt instruments or other debt instruments with coupon interest rates that are

11
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insignificant in relation to the effective interest rate of the borrowing, contingent consideration payments made after a
business combination, proceeds from the settlement of insurance claims, proceeds from the settlement of
corporate-owned life insurance, including bank-owned life insurance, distributions received from equity method
investees and beneficial interests in securitization transactions. The guidance also clarifies how the predominance
principle should be applied when cash receipts and cash payments have aspects of more than one class of cash flows.
The new standard is effective for fiscal years, and interim periods within those fiscal years, beginning after December
15, 2017, with early adoption permitted. The guidance should be applied retrospectively after adoption. The adoption
of this standard is not expected to have a material impact on our financial statements.

In 2016, the FASB issued new guidance on restricted cash on the statement of cash flows. The new guidance requires
the classification and presentation of changes in restricted cash and cash equivalents in the statement of cash flows.
Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash
and cash equivalents when reconciling the beginning and ending balances shown on the statement of cash flows. The
new standard is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2017, with early adoption permitted. The guidance should be applied retrospectively after adoption. The adoption of
this standard will require changes in cash and cash equivalents

8
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

underlying customer accounts and restricted cash to be included in the reconciliation of beginning and ending
balances shown on the statement of cash flows.

In 2017, the FASB issued new guidance clarifying the scope and application of the de-recognition of non-financial
assets and the sale or transfer of non-financial assets, including partial sales. The new standard is effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2017, with early adoption
permitted. Either of the following transition methods is permitted: (i) a full retrospective approach reflecting the
application of the new standard in each prior reporting period, or (ii) a modified retrospective approach with a
cumulative-effect adjustment to the opening balance of retained earnings in the year the new standard is first applied.
The adoption of this standard is not expected to have a material impact on our financial statements.

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

In 2017, the FASB issued new guidance clarifying which changes to the terms or conditions of a share-based payment
award require an entity to apply modification accounting. Specifically, an entity would apply modification accounting
only if the fair value, vesting conditions, or classification of the awards changes as a result of changes in the terms or
conditions. The new standard is effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2017, with early adoption permitted. The guidance will be applied prospectively upon adoption. The
amount of the impact to share-based compensation expense will depend on the terms specified in any new changes to
the share-based payment awards.

In 2017, the FASB issued new guidance intended to better align the results of hedge accounting with an entity’s risk
management activities. This guidance updates the designation and measurement guidance for qualifying hedging
relationships by expanding hedge accounting for both nonfinancial and financial risk components and by refining the
measurement of hedge results to better reflect an entity’s hedging strategies. The amendments will also align the
recognition and presentation of the effects of the hedge results in the financial statements to increase the
understandability of the results of an entity’s intended hedging strategies. Additionally, the guidance includes certain
targeted improvements to ease the operational burden of applying hedge accounting. The new standard is effective for
fiscal years, and interim periods within those fiscal years, beginning after December 15, 2018, with early adoption
permitted. We are required to apply the guidance with a cumulative-effect adjustment to retained earnings as of the
beginning of the fiscal year in which the guidance is adopted and prospectively apply the presentation and disclosure
guidance. We are evaluating the impact this new accounting guidance will have on our financial statements.

Recently Adopted Accounting Guidance

In 2016, the FASB issued new guidance on the accounting for share-based payment compensation. The new guidance
makes amendments to the following areas: accounting for income taxes upon vesting or settlement of awards,
presentation of excess tax benefits or tax deficiencies on the statement of cash flows, accounting for forfeitures,
minimum statutory withholding requirements and presentation of employee taxes paid on the statement of cash flows
when an employer withholds shares to meet minimum statutory withholding requirements. We adopted the new
guidance effective January 1, 2017. As a result of the adoption, starting in the first quarter of 2017, stock-based

13
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compensation ("SBC") excess tax benefits or tax deficiencies are reflected in the consolidated statement of income
within the provision for income taxes rather than in the consolidated balance sheet within additional paid-in capital.
For the three and nine months ended September 30, 2017, we recognized approximately $6 million and $30 million,
respectively, of SBC net excess tax benefits within the provision for income taxes. Additionally, starting in the first
quarter of 2017, we presented the cash flows related to the applicable SBC net excess tax benefits in operating
activities along with other income tax cash flows rather than in financing activities. The remaining amendments did
not have a material impact on our financial statements.

In 2016, the FASB issued new guidance on the accounting for the income tax consequences of intra-entity transfers of
assets other than inventory. The new guidance requires the recognition of the income tax consequences of an
intra-entity transfer of an asset, other than inventory, when the transfer occurs. Adoption of the new guidance must be
made on a modified retrospective basis. We elected to early adopt the new guidance effective January 1, 2017. As a
result of the adoption, we recorded a decrease of approximately $41 million in retained earnings as of the beginning of
the first quarter of 2017, with a corresponding decrease in

9
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

prepaid taxes related to the unamortized tax expense attributed to intra-entity transfers of assets previously deferred.
Additionally, for the three and nine months ended September 30, 2017 we did not recognize approximately $4 million
and $12 million, respectively, of amortization of prepaid taxes attributed to prior period intra-entity asset transfers
previously deferred within the provision for income taxes. As of adoption, when a new intra-entity transfer of assets
occurs, we will recognize the income tax consequences associated with this activity in the consolidated statement of
income in the period the transaction takes place. For both the three and nine months ended September 30, 2017, we
recognized $23 million of income tax expense associated with intra-entity asset transfers which occurred during the
periods.

Note 2 - Net Income Per Share

Basic net income per share is computed by dividing net income for the period by the weighted average number of
common shares outstanding during the period. Diluted net income per share is computed by dividing net income for
the period by the weighted average number of shares of common stock and potentially dilutive common stock
outstanding for the period. The dilutive effect of outstanding equity incentive awards is reflected in diluted net income
per share by application of the treasury stock method. The calculation of diluted net income per share excludes all
anti-dilutive common shares.

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

Three

Months Nine Months
Ended Ended
September  September 30,
30,

2017 2016 2017 2016
(In millions, except per share

amounts)
Numerator:
Net income $380 $323 $1,175 $1,011
Denominator:
Weighted average shares of common stock - basic 1,202 1,207 1,203 1,211
Dilutive effect of equity incentive awards 21 7 15 7
Weighted average shares of common stock - diluted 1,223 1,214 1,218 1,218
Net income per share:
Basic $0.32 $0.27 $0.98 $0.83
Diluted $0.31 $0.27 $0.96 $0.83

Common stock equivalents excluded from income per diluted share because their effect 1 ’ 9
would have been anti-dilutive
Note 3 - Business Combinations

During the three and nine months ended September 30, 2017, we completed two acquisitions, reflecting 100% of the
equity interests of the acquired companies, for an aggregate purchase price of $421 million:

TIO Networks Corp.

We completed the acquisition of TIO Networks Corp. (“TIO”) in July 2017 by acquiring all of the outstanding shares of
TIO for $2.64 USD per share in cash. We acquired TIO to expand our scale of operations, complement our product

15
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portfolio, and to help accelerate our entry into bill payments. The total purchase price of $238 million consisted of
cash consideration. The allocation of purchase consideration resulted in approximately $66 million of technology and
customer-related intangible assets with an estimated useful life of 1 to 5 years, net assets of approximately $15 million
and initial goodwill of approximately $157 million, which is attributable to the workforce of TIO and the synergies
expected to arise from the acquisition. We do not expect goodwill to be deductible for income tax purposes. The
allocation of the purchase price for this acquisition has been prepared on a preliminary basis and changes to the
allocation to certain assets, liabilities and tax estimates may occur as additional information becomes available.

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Swift Financial Corporation

We completed the acquisition of Swift Financial Corporation (“Swift Financial”) in September 2017 by acquiring all of
the outstanding shares for a total purchase price of approximately $183 million. We acquired Swift Financial to enable
us to enhance our underwriting capabilities and strengthen our business financing offerings, helping us to deepen
relationships with our existing merchants and expand services to new merchants. The allocation of purchase
consideration resulted in approximately $44 million of technology and customer-related intangible assets with an
estimated useful life of 1 to 3 years, $173 million of merchant receivables, net liabilities of approximately $139
million and initial goodwill of approximately $105 million, which is attributable to the workforce of Swift Financial
and the synergies expected to arise from the acquisition. We do not expect goodwill to be deductible for income tax
purposes. The gross contractual merchant receivables acquired are approximately $213 million. Management
estimates that the cash collected will approximate the contractual amounts of merchant receivables. The allocation of
the purchase price for this acquisition has been prepared on a preliminary basis and changes to the allocation to certain
assets, liabilities and tax estimates may occur as additional information becomes available.

We have included the financial results of TIO and Swift Financial in our consolidated financial statements from their
respective date of acquisition. Revenues and expenses related to these acquisitions for the three and nine months
ended September 30, 2017 were not material. Pro-forma results of operations have not been presented because the
effect of these acquisitions were not material to our financial results.

There were no acquisitions or divestitures completed in 2016.
Note 4 - Goodwill and Intangible Assets

Goodwill

The following table presents goodwill balances and adjustments to those balances during the nine months ended

September 30, 2017:
Decembéiadtwill
2016  Acquired
(In millions)

Total Goodwill $4,059 § 262  $ 5 $ 4,326

September 30,

Adjustments 2017

Intangible Assets

The components of identifiable intangible assets are as follows:

September 30, 2017 December 31, 2016
Gross. Accumulated Net . Weightec} Average Gross‘ Accumulated Net ‘ Weighteq Average
CarrymgAmortization Carrying Useful Life CarrymgAmortization Carrying Useful Life
Amount Amount (Years) Amount Amount (Years)
(In millions, except years)

Intangible assets:

Customer ists g5/ g (555 ) $91 4 $605 $(542 ) $63 4

and user base

Marketing related 198 (194 ) 4 1 197 (190 ) 7 2
274 (204 ) 70 3 245 (206 ) 39 3

17



Developed
technologies

All other
Intangible assets,
net
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245 (184 ) 61 5 245 (143
$1,363 $ (1,137 ) $ 226 $1,292 $ (1,081

) 102
) $ 211

5
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Amortization expense for intangible assets was $28 million and $37 million for the three months ended September 30,
2017 and 2016, respectively. Amortization expense for intangible assets was $96 million and $114 million for the nine
months ended September 30, 2017 and 2016, respectively.

Expected future intangible asset amortization as of September 30, 2017 was as follows (in millions):
Fiscal years:

Remaining 2017 $29
2018 92
2019 52
2020 39
2021 14
$226

Note 5 - Geographical Information

The following tables summarize the allocation of net revenues and long-lived assets based on geography:
Three Months Nine Months
Ended Ended
September 30, September 30,
2017 2016 2017 2016
(In millions)

Net revenues:

U.S. $1,743 $1,436 $5,039 $4,186

UK. 351 298 998 923

Other Countries 1,145 933 3,313 2,752

Total net revenues $3,239 $2,667 $9,350 $7,861

Septembe¥ed@mber 31,
2017 2016
(In millions)
Long-lived assets:
U.S. $1,395 $ 1,391
Other Countries 90 91
Total long-lived assets $1,485 $ 1,482

Net revenues are attributed to the U.S., U.K. and other countries primarily based upon the country in which the
merchant is located, or in the case of a cross-border transaction, may be earned from the country in which the
consumer and the merchant respectively reside. Net revenues earned from value added services are typically attributed
to the country in which either the customer or partner reside. Tangible long-lived assets as of September 30, 2017 and
December 31, 2016 consisted of property and equipment. Long-lived assets attributed to the U.S. and other countries
are based upon the country in which the asset is located or owned.
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Note 6 - Funds Receivable and Customer Accounts

The following table summarizes the assets underlying our funds receivable and customer accounts as of September 30,
2017 and December 31, 2016.

Septembdpdember 31,
2017 2016
(In millions)
Cash and cash equivalents $5,117 $ 4,319
Government and agency securities 6,757 5,625
Time deposits 568 522
Corporate debt securities 1,491 1,093
Funds receivable 3,242 2,804

Total funds receivable and customer accounts $17,175 $ 14,363

As of September 30, 2017 and December 31, 2016, the estimated fair value of our investments classified as
available-for-sale included within funds receivable and customer accounts was as follows:
September 30, 2017

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value
(In millions)
Government and agency securities $6,224 $ —%$ 3 ) $6,221
Corporate debt securities 618 — — 618
Total $6,842 $ —$ 3 ) $6,839
December 31, 2016
Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value
(In millions)
Government and agency securities $5,198 $ —%$ 2 ) $5,196
Corporate debt securities 531 — — 531
Total $5,729 $ —$ 2 ) $5727

We elect to account for certain investments within customer accounts, including foreign-currency denominated
available-for-sale investments, under the fair value option. As a result, any gains and losses from fair value changes on
such investments are recognized in other income (expense), net on the condensed consolidated statement of income.
Election of the fair value option allows us to significantly reduce the accounting asymmetry that would otherwise arise
when recognizing the changes in the fair value of available-for-sale investments and the corresponding foreign
exchange gains and losses relating to customer liabilities. As of September 30, 2017 and December 31, 2016, the
estimated fair value of our investments included within funds receivable and customer accounts under the fair value
option was $1.4 billion and $1.0 billion, respectively. In the three months ended September 30, 2017 and 2016, $49
million and $10 million of net gains from fair value changes, respectively, were recognized in other income (expense),
net on the condensed consolidated statement of income. In the nine months ended September 30, 2017 and 2016, $154
million and $3 million of net gains from fair value changes were recognized in other income (expense), net on the
condensed consolidated statement of income.
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The aggregate fair value of investments in an unrealized loss position was $5.3 billion as of September 30, 2017 and
$4.1 billion as of December 31, 2016. The aggregate gross unrealized loss on our investments was not material as of
September 30, 2017 and December 31, 2016. We believe the decline in value is due to temporary market conditions
and expect to recover the entire amortized cost basis of the securities. We neither intend nor anticipate the need to sell
the securities before recovery. We continue to monitor the performance of the investment portfolio and assess market
and interest rate risk when evaluating whether other-than-temporary impairment exists.
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As of September 30, 2017 and December 31, 2016, we had no material investments that have been in a continuous
unrealized loss position for greater than 12 months. Amounts reclassified to earnings from unrealized gains and losses
were not material for the three and nine months ended September 30, 2017 and 2016.

The estimated fair values of our investments classified as available-for-sale included within funds receivable and
customer accounts by date of contractual maturity at September 30, 2017 were as follows:
September 30,
2017
(In millions)
One year or less $ 6,732
One year through two years 50
Two years through three years 57
Total $ 6,839

Note 7 - Investments
As of September 30, 2017 and December 31, 2016, the estimated fair value of our short-term and long-term

investments classified as available-for-sale was as follows:
September 30, 2017

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value

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

Corporate debt securities $2,020 $ 1 $ — $ 2,021
Government and agency securities 157 — — 157
Long-term investments():

Corporate debt securities 1,943 5 2 ) 1,946
Government and agency securities 106 1 — 107
Total™® $4226 $ 7 $ 2 ) $4.231

() Excludes short-term restricted cash of $81 million that we intend to use to support our global sabbatical program
and a counterparty guarantee, and long-term restricted cash of $2 million.
(2) Excludes time deposits of $71 million, which are not considered available-for-sale securities.

December 31, 2016

Gross  Gross Gross Estimated
Amortizddnrealized Unrealized Fair
Cost Gains Losses Value

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

Corporate debt securities $2,867 $ 1 $ a1 ) $2.867
Government and agency securities 32 — — 32
Long-term investments:

Corporate debt securities 1,473 1 4 ) 1,470
Government and agency securities 10 — — 10
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() Excludes short-term restricted cash of $17 million that we intend to use to support our global sabbatical program.

(@) Excludes time deposits of $122 million, which are not considered available-for-sale securities.
We elected to account for foreign denominated available-for-sale investments held in our Luxembourg banking
subsidiary under the fair value option. Election of the fair value option allows us to recognize any gains and losses

from fair value changes on such
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investments in other income (expense), net on the condensed consolidated statement of income to offset certain
foreign exchange gains and losses on our foreign denominated customer liabilities. As of September 30, 2017 and
December 31, 2016, the estimated fair value of our investments included within short-term investments and long-term
investments under the fair value option was $340 million and $356 million, respectively. In the three and nine months
ended September 30, 2017, $10 million and $35 million, respectively, of net gains from fair value changes were
recognized in other income (expense), net on the condensed consolidated statement of income. In the three and nine
months ended September 30, 2016, $11 million and $26 million, respectively, of net losses from fair value changes
were recognized in other income (expense), net on the condensed consolidated statement of income.

The aggregate fair value of investments in an unrealized loss position was $1.7 billion as of September 30, 2017 and
$2.2 billion as of December 31, 2016. The aggregate gross unrealized loss on our short-term and long-term
investments was not material as of September 30, 2017 and December 31, 2016. We believe the decline in value is
due to temporary market conditions and expect to recover the entire amortized cost basis of the securities. We neither
intend nor anticipate the need to sell the securities before recovery. We continue to monitor the performance of the
investment portfolio and assess market and interest rate risk when evaluating whether other-than-temporary
impairment exists.

As of September 30, 2017 and December 31, 2016, we had no material long-term or short-term investments that have
been in a continuous unrealized loss position for greater than 12 months. Amounts reclassified to earnings from
unrealized gains and losses were not material for the three and nine months ended September 30, 2017 and 2016.

The estimated fair values of our short-term and long-term investments classified as available-for-sale by date of
contractual maturity at September 30, 2017 were as follows:
September 30,
2017
(In millions)
One year or less $ 2,178
One year through two years 1,092
Two years through three years 675
Three years through four years 146
Four years through five years 127
Greater than five years 13
Total $ 4,231

Other Investments

We have cost method investments which are reported in long-term investments on our condensed consolidated
balance sheet. Our cost method investments consist primarily of minority equity interests in privately held companies
and totaled $83 million and $50 million as of September 30, 2017 and December 31, 2016, respectively. The increase
in our cost method investments was due to additional investments made in the nine months ended September 30,
2017.
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Note 8 - Fair Value Measurement of Assets and Liabilities
Financial Assets and Liabilities Measured and Recorded at Fair Value on a Recurring Basis

The following tables summarize our financial assets and liabilities measured at fair value on a recurring basis as of
September 30, 2017 and December 31, 2016:

Balances Significant Other
at ble Inputs
September( tgss;v ;) p
2017
(In millions)
Assets:
Cash and cash equivalents(!) $675 $ 675
Short-term investments®:
Corporate debt securities 2,149 2,149
Government and agency securities 290 290
Total short-term investments $2,439 $ 2,439
Funds receivable and customer accounts® 8,248 8,248
Derivatives 80 80
Long-term investments®):
Corporate debt securities 2,012 2,012
Government and agency securities 120 120
Total long-term investments 2,132 2,132
Total financial assets $13,574 $ 13,574
Liabilities:
Derivatives $214 $ 214

(1) Excludes cash of $1.7 billion not subject to fair value measurement on a recurring basis.

(2) Excludes restricted cash of $83 million and time deposits of $71 million not subject to fair value measurement on a
recurring basis.

() Excludes cash, time deposits and funds receivable of $8.9 billion underlying funds receivable and customer
accounts not subject to fair value measurement on a recurring basis.
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ftalances Significant Other
December&?,servable Inputs
2016 cvel 2)
(In millions)
Assets:
Cash and cash equivalents(!) $268 $ 268
Short-term investments®:
Corporate debt securities 2,882 2,882
Government and agency securities 364 364
Total short-term investments 3,246 3,246
Funds receivable and customer accounts® 6,898 6,398
Derivatives 223 223
Long-term investments:
Corporate debt securities 1,479 1,479
Government and agency securities 10 10
Total long-term investments 1,489 1,489
Total financial assets $12,124 $ 12,124
Liabilities:
Derivatives $59 $ 59

(1) Excludes cash of $1.3 billion not subject to fair value measurement on a recurring basis.

(2) Excludes restricted cash of $17 million and time deposits of $122 million not subject to fair value measurement on
a recurring basis.

(3) Excludes cash, time deposits and funds receivable of $7.5 billion underlying funds receivable and customer
accounts not subject to fair value measurement on a recurring basis.

Our financial assets and liabilities are valued using market prices on both active markets (Level 1) and less active
markets (Level 2). Level 1 instrument valuations are obtained from real-time quotes for transactions in active
exchange markets involving identical assets. Level 2 instrument valuations are obtained from readily available pricing
sources for comparable instruments, identical instruments in less active markets, or models using market observable
inputs.

A majority of our derivative instruments are valued using pricing models that take into account the contract terms as
well as multiple inputs where applicable, such as currency rates, interest rate yield curves, option volatility and equity
prices. Our derivative instruments are primarily short-term in nature, generally one month to one year in duration.
Certain foreign currency contracts designated as cash flow hedges may have a duration of up to 18 months.

We did not have any transfers of financial instruments between valuation levels during the nine months ended
September 30, 2017 and 2016. As of September 30, 2017, we did not have any assets or liabilities requiring
measurement at fair value without observable market values that would require a high level of judgment to determine
fair value (Level 3).

Cash and cash equivalents are short-term, highly liquid investments with original maturities of three months or less
when purchased and are comprised primarily of bank deposits, government and agency securities and commercial

paper.
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We elect to account for foreign currency denominated available-for-sale investments underlying funds receivable and
customer accounts, short term investments and long term investments under the fair value option as further discussed
in "Note 6—Funds Receivable and Customer Accounts" and "Note 7—Investments."
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Financial Assets and Liabilities Not Measured and Recorded at Fair Value

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

Note 9 - Derivative Instruments
Summary of Derivative Instruments

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

Foreign Exchange Contracts

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

For our derivative instruments designated as cash flow hedges, the amounts recognized in earnings related to the
ineffective portion were not material in each of the periods presented, and we did not exclude any component of the
changes in fair value of the derivative instruments from the assessment of hedge effectiveness. During the three and
nine months ended September 30, 2017 and 2016, we did not discontinue any cash flow hedges because it was
probable that the original forecasted transaction would not occur and as such, did not reclassify any gains or losses to
earnings. As of September 30, 2017, we estimated that $107 million of net derivative losses related to our cash flow
hedges included in accumulated other comprehensive income will be reclassified into earnings within the next 12
months.

We have an additional foreign currency exposure management program whereby we use foreign exchange contracts to
offset the foreign exchange risk on our assets and liabilities denominated in currencies other than the functional

28



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

currency of our subsidiaries. These contracts are not designated as hedging instruments and reduce, but do not entirely
eliminate, the impact of currency exchange rate movements on our assets and liabilities. The foreign currency gains

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

The fair value of our outstanding derivative instruments as of September 30, 2017 and December 31, 2016 was as
follows:

Septemb&¥ed@mber 31,
2017 2016

(In millions)

Balance Sheet Location

Derivative Assets:

Foreign exchange contracts designated as cash flow hedges Other current assets $4 $ 135
Foreign exchange contracts not designated as hedging instruments Other current assets 76 88
Total derivative assets $80 $ 223

Derivative Liabilities:

Foreign exchange contracts designated as cash flow hedges Other current liabilities ~ $95 $ 4
Foreign exchange contracts designated as cash flow hedges Other long-term liabilities 7 —
Foreign exchange contracts not designated as hedging instruments Other current liabilities 112 55
Total derivative liabilities $214  $ 59
Net fair value of derivative instruments $(134) $ 164

Master Netting Agreements - Rights of Setoff

Under master netting agreements with respective counterparties to our foreign exchange contracts, subject to
applicable requirements, we are allowed to net settle transactions of the same type with a single net amount payable
by one party to the other.

However, we have elected to present the derivative assets and derivative liabilities on a gross basis in our condensed
consolidated balance sheet. Rights of setoff associated with our foreign exchange contracts represented a potential
offset to both assets and liabilities by $53 million as of September 30, 2017 and $44 million as of December 31, 2016.
During the three months ended September 30, 2017, we entered into collateral security arrangements that provide for
collateral to be received or posted when the net fair value of certain financial instruments fluctuates from contractually
established thresholds. We posted $33 million of cash collateral related to our derivative liabilities as of September 30,
2017. This amount, which is recognized in other current assets on our condensed consolidated balance sheet, is related
to the right to reclaim cash collateral. We did not post or receive any collateral as of December 31, 2016.

Effect of Derivative Contracts on Accumulated Other Comprehensive Income

The following table summarizes the activity of derivative contracts that qualify for hedge accounting as of
September 30, 2017 and December 31, 2016, and the impact of designated derivative instruments on accumulated
other comprehensive income for the nine months ended September 30, 2017 and 2016:
Less: Amount of
Amount of gain gain
Dece H%%%s% Lo reclassified from
2016 recognized in ot‘her accumulateq otber
comprehensive incomeomprehensive income
(effective portion)  to net revenue
(effective portion)

September 30,
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(In millions)

Foreign exchange contracts designated as cash flow $131'S (200 ) S

hedges
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)
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Less: Amount of
gain

Amount of gain reclassified from
Decembegiked in other accumulated other September 30,

2015comprehensive income . 2016
. . comprehensive income
(effective portion)

to net revenue

(effective portion)
(In millions)

Foreign exchange contracts designated as cash flow $57 § 99 $ 69 $ 87

hedges

Effect of Derivative Contracts on Consolidated Statements of Income
The following table provides the location in the financial statements of the recognized gains or losses related to our
derivative instruments:
Three Nine
Months Months
Ended Ended
September September
30, 30,
2017 2016 2017 2016
(In millions)
Foreign exchange contracts designated as cash flow hedges recognized in net revenues $(13) $28 $46 $69
Foreign exchange contracts not designated as cash flow hedges recognized in other income 5 11 (50 ) 28
(expense), net
Total gain (loss) recognized from derivative contracts in the statement of income $(8 )$39 $4) $97

The gains and losses related to foreign exchange contracts not designated as cash flow hedges are offset by the foreign
currency gains and losses on our assets and liabilities recognized in Other income (expense), net.

Notional Amounts of Derivative Contracts

Derivative transactions are measured in terms of the notional amount; however, this amount is not recorded on the
balance sheet and is not, when viewed in isolation, a meaningful measure of the risk profile of the derivative
instruments. The notional amount is generally not exchanged, but is used only as the underlying basis on which the
value of foreign exchange payments under these contracts is determined. The following table provides the notional
amounts of our outstanding derivatives:

ggp tem]:Blcﬂacember

2017 31,2016

(In millions)
Foreign exchange contracts designated as cash flow hedges $2,157 $ 1,865
Foreign exchange contracts not designated as hedging instruments 4,970 4,612
Total $7,127 $ 6,477
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Note 10 - Loans and Interest Receivable, Net

We offer credit products to consumers who choose PayPal Credit as their funding source at checkout and working
capital advances to certain small and medium-sized PayPal merchants through our PayPal Working Capital product.
We work with independent chartered financial institutions that extend credit to the consumer or merchant using our
credit products. For our consumer credit products outside the U.S., we extend credit through our Luxembourg banking
subsidiary. For our merchant credit products outside the U.S., we extend working capital advances in the U.K. through
our Luxembourg banking subsidiary, and we extend working capital advances in Australia through an Australian
subsidiary. We purchase the related receivables extended by an independent chartered financial institution and are
responsible for servicing functions related to all our credit products. During the nine months ended September 30,
2017 and 2016, we purchased approximately $7.0 billion and $6.0 billion, respectively, in credit receivables. As part
of our arrangements with independent chartered financial institutions in the U.S., we sell back a participation interest
in the pool of consumer receivables outstanding under PayPal Credit program for consumers and a participation
interest in the pool of merchant receivables outstanding under the PayPal Working Capital program for merchants. We
account for the participation interest transfers made with respect to each program as a sale and derecognize the portion
of participation interest for which control has been surrendered. The ownership interest in each pool that we retain is
included in loans and interest receivable and is accounted for at amortized cost, net of an allowance for loan losses.
We maintain the servicing rights of the entire pool of consumer and merchant receivables outstanding and receive a
fee approximating fair value for servicing the assets underlying the participation interest sold. Under these
arrangements, we do not recognize gains or losses on the sale of the participation interest as the carrying amount of
the participation interest sold approximates the fair value at time of transfer. However, we have a separate
arrangement with certain investors under which we sold to these investors a participation interest in the pool of certain
consumer loans receivable that we purchased, where the consideration received exceeded the carrying amount of the
participation interest sold, which resulted in a gain reflected as net revenues in our condensed consolidated financial
statements. Loans, advances and interest and fees receivable are reported at their outstanding principal balances, net of
any participation interest sold, including unamortized deferred origination costs and estimated collectible interest and
fees.

Consumer receivables

As of September 30, 2017 and December 31, 2016, the total outstanding balance in our pool of consumer receivables
was $5.9 billion and $5.1 billion, respectively, net of the participation interest sold to the independent chartered
financial institution and other investors of $1.0 billion. The independent chartered financial institution and other
investors have no recourse against us related to their participation interests for failure of debtors to pay when due. The
participation interests held by the chartered financial institution and other investors have the same priority to the
interests held by us and are subject to the same credit, prepayment, and interest rate risk associated with this pool of
consumer receivables. All risks of loss are shared pro rata based on participation interests held among all participating
stakeholders.

We use a consumer's FICO score, where available, among other measures, in evaluating the credit quality of our U.S.
PayPal Credit consumer receivables. A FICO score is a type of credit score that lenders use to assess an applicant's
credit risk and whether to extend credit. Individual FICO scores are generally obtained each quarter in which the U.S.
consumer has an outstanding consumer receivable owned by PayPal Credit. The weighted average U.S. consumer
FICO scores related to our loans and interest receivable balance outstanding at September 30, 2017 and December 31,
2016 was 680 and 679, respectively. The Company has revised its weighted average U.S. consumer FICO score as of
December 31, 2016 to conform to the current period presentation.
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As of September 30, 2017 and December 31, 2016, approximately 50.6% and 52.1%, respectively, of the pool of U.S.
consumer receivables and interest receivable balance was due from U.S. consumers with FICO scores greater than or
equal to 680, which is generally considered "prime" by the consumer credit industry. As of September 30, 2017 and
December 31, 2016, approximately 11.7% and 11.1%, respectively, of the pool of U.S. consumer receivables and
interest receivable balance was due from U.S. customers with FICO scores below 599. As of September 30, 2017 and
December 31, 2016, approximately 90.1% and 90.0%, respectively, of the portfolio of consumer receivables and
interest receivable was current.
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The following table presents the principal amount of U.S. consumer loans and interest receivable segmented by a
FICO score range:

ggptembgecember
2017 31, 2016

(In millions)
> 760 $710 $ 665
680 - 759 2,157 1,938
600 - 679 2,137 1,840
<599 665 553
Total $5,669 $ 4,996

The table above excludes certain outstanding consumer loans outside of the U.S., for which no FICO scores are
available, with an outstanding balance of $215 million and $117 million at September 30, 2017 and December 31,
2016, respectively.

The following tables present the delinquency status of the principal amount of consumer loans and interest receivable.
The amounts shown below are based on the number of days past the billing date to the consumer. Current represents
balances that are within 30 days of the billing date:
September 30, 2017
(In millions)
30- 60- 90-
59 89 180 Total
Current Days Days Days Past Total
Past Past Past Due
Due Due Due
$5,301 $243 $ 98 $242 $583 $5,884

December 31, 2016
(In millions)
30- 60- 90 -

59 89 180 Total
Current Days Days Days Past Total
Past Past Past Due

Due Due Due
$4,601 $219 $82 $211 $512 $5,113

We charge off consumer loan receivable balances in the month in which a customer balance becomes 180 days past
the payment due date. Bankrupt accounts are charged off 60 days a