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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Amendment No. 1
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Form S-4
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933
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(Exact Name of Registrant as Specified in its Charter)

Delaware 7389 77-0430924
(State or Other Jurisdiction of (Primary Standard Industrial (LR.S. Employer
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(Address, Including Zip Code, and Telephone Number, Including Area Code, of Registrant s Principal Executive Offices)

Michael R. Jacobson
Senior Vice President, Legal Affairs
General Counsel & Secretary
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(408) 376-7400
(Name, Address, Including Zip Code, and Telephone Number, Including Area Code, Of Agent for Service)

Copies to:
Alison S. Ressler John D. Muller Richard W. Porter, P.C.
Sullivan & Cromwell PayPal, Inc. Kirkland & Ellis
1870 Embarcadero Road 303 Bryant Street 200 East Randolph Drive
Palo Alto, California 94303 Mountain View, California 94041 Chicago, Illinois 60601
(650) 461-5600 (650) 864-8000 (312) 861-2000

Approximate date of commencement of proposed sale to public: As soon as possible after this Registration Statement is declared
effective.

If the securities being registered on this Form are being offered in connection with the formation of a holding company and there is
compliance with General Instruction G, check the following box. o
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If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. o

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until
the registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the registration statement shall become effective on such date as the
Commission, acting pursuant to said Section 8(a), may determine.
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303 Bryant Street
Mountain View, California 94041
Merger Proposed Your Vote Is Very Important

To the Stockholders of PayPal, Inc.:

PayPal, Inc. has entered into a merger agreement with eBay Inc. As a result of the merger contemplated by the merger agreement, PayPal
will become a wholly-owned subsidiary of eBay. The merger requires the approval of holders of a majority of the outstanding shares of PayPal
common stock, and we have scheduled a special meeting of PayPal stockholders on October 3, 2002 at 1840 Embarcadero Road, Palo Alto,
California 94303, commencing at 9:00 a.m., local time, to vote on the merger agreement and the merger.

Upon completion of the merger, each share of PayPal common stock will be converted into the right to receive 0.39 of a share of eBay
common stock. Based on the number of shares of PayPal common stock outstanding as of the record date, eBay expects to issue approximately
24.0 million shares of eBay common stock in the merger, subject to adjustment to reflect the effect of any reclassification, stock split, stock
dividend or distribution, recapitalization or the like on eBay or PayPal common stock.

eBay common stock is traded on the Nasdaq National Market under the symbol EBAY . On August 28, 2002, the closing price of eBay
common stock on the Nasdaq National Market was $55.37 per share.

Both PayPal and eBay are excited about this transaction because: (1) the combined company should be able to provide a significantly
improved customer experience; (2) it combines the core competencies of both companies in a natural and complementary way; (3) it should
strengthen both businesses; and (4) it should create value for the stockholders of both companies.

PayPal s board of directors recommends that you vote FOR the proposal to approve and adopt the merger agreement and approve the
merger. In addition, Peter A. Thiel, Max R. Levchin, David O. Sacks, Roelof F. Botha, Elon R. Musk, James E. Templeton, Reid G.
Hoffman, Nokia Ventures, LP and entities affiliated with Sequoia Capital and Madison Dearborn Partners have each agreed to vote certain
of their shares of PayPal common stock, representing in the aggregate approximately 27.7% of the outstanding PayPal common stock, FOR
the proposal to approve and adopt the merger agreement and approve the merger.

Your vote is very important. Regardless of the number of shares you own or whether or not you plan to attend the special meeting, it is
important that your shares be represented and voted. Voting instructions are inside.

The accompanying proxy statement/prospectus provides you with detailed information about the proposed merger and the special meeting. I
urge you to read the entire document carefully. In particular, you should carefully consider the discussion in the section entitled Risk Factors
beginning on page 25 of the accompanying proxy statement/prospectus.

I look forward to seeing you at the special meeting.

Sincerely,

Peter A. Thiel
Chairman and Chief Executive Officer

Mountain View, California
August 28, 2002

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved these securities
or determined if the accompanying proxy statement/ prospectus is accurate or adequate. Any representation to the contrary is a
criminal offense.
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The accompanying proxy statement/prospectus is dated August 28, 2002, and is first being mailed to PayPal stockholders on or about
September 3, 2002.
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PayPal, Inc.

303 Bryant Street
Mountain View, California 94041

Notice of Special Meeting of Stockholders

to be held on October 3, 2002

9:00 a.m., local time, on October 3, 2002.
1840 Embarcadero Road, Palo Alto, California 94303.

(1) To consider and vote upon a proposal to approve and adopt the Agreement and Plan of Merger among eBay Inc.,
Vaquita Acquisition Corp. and PayPal, Inc., and approve the merger contemplated by the Agreement and Plan of
Merger.

(2) To consider and vote upon such other business as may properly come before the special meeting or any adjournment
or postponement of the special meeting.

Any action on the items of business described above may be considered at the special meeting at the time and on the
date specified above or at any time and date to which the special meeting may be properly adjourned or postponed.

You are entitled to vote only if you were a PayPal stockholder at the close of business on August 28, 2002.

You are entitled to attend the special meeting only if you were a PayPal stockholder or joint holder as of the close of
business on August 28, 2002 or hold a valid proxy for the special meeting. You should be prepared to present photo
identification for admittance. In addition, if you are a record holder, your name is subject to verification against the list
of record holders on the record date prior to being admitted to the meeting. If you are not a record holder but hold shares
through a broker or nominee (i.e., in street name ), you should be prepared to provide proof of beneficial ownership on
the record date, such as your most recent account statement or similar evidence of ownership. If you do not provide
photo identification or comply with the other procedures outlined above upon request, you will not be admitted to the
special meeting.

The special meeting will begin promptly at 9:00 a.m., local time. Check in will begin at 8:30 a.m., local time, and you
should allow ample time for check-in procedures.

Your vote is very important. Whether or not you plan to attend the special meeting, we encourage you to read the
accompanying proxy statement/prospectus and submit your proxy or voting instructions for the special meeting as soon
as possible. You may submit your proxy or voting instructions for the special meeting by completing, signing, dating
and returning the proxy card or voting instruction card in the pre-addressed envelope provided, or, in most cases, by
using the telephone or the Internet. For specific instructions on how to vote your shares, please refer to the section
entitled The PayPal Special Meeting beginning on page 60 of the accompanying proxy statement/ prospectus and the
instructions on the proxy card or voting instruction card.

By Order of the Board of Directors,

John D. Muller
General Counsel and Secretary

Mountain View, California

August 28, 2002
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Proxy Statement Prospectus
for Special Meeting of eBay Inc. for
of Stockholders up to 24,882,840 Shares
of PayPal, Inc. of eBay Common Stock

eBay Inc. and PayPal, Inc. have entered into a merger agreement. As a result of the merger contemplated by the merger agreement, PayPal
will become a wholly-owned subsidiary of eBay. Upon completion of the merger, each share of PayPal common stock will be converted into the
right to receive 0.39 of a share of eBay common stock. On August 28, 2002, the closing price of eBay common stock on the Nasdaq National
Market was $55.37 per share. eBay is traded on the Nasdaq National Market under the symbol EBAY .

The merger cannot be completed unless the holders of a majority of the outstanding shares of PayPal common stock approve and adopt the
merger agreement and approve the merger that is described in this proxy statement/ prospectus.

PayPal s board of directors recommends that you vote FOR the proposal to approve and adopt the merger agreement and approve
the merger. In addition, Peter A. Thiel, Max R. Levchin, David O. Sacks, Roelof F. Botha, Elon R. Musk, James E. Templeton, Reid G.
Hoffman, Nokia Ventures, LP and entities affiliated with Sequoia Capital and Madison Dearborn Partners have each agreed to vote
certain of their shares of PayPal common stock, representing in the aggregate approximately 27.7 % of the outstanding PayPal common
stock, FOR the proposal to approve and adopt the merger agreement and approve the merger.

This proxy statement/ prospectus provides you with detailed information about the merger agreement, the proposed merger and the special
meeting. eBay provided the information concerning eBay. PayPal provided the information concerning PayPal. Please see Where You Can Find
More Information on page 165 for additional information about eBay and PayPal and Information About PayPal on page 98 for additional
information about PayPal.

We strongly urge you to read and consider carefully this proxy statement/prospectus in its entirety, including the matters referred to
under Risk Factors beginning on page 25.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved these securities or
determined if this proxy statement/ prospectus is accurate or adequate. Any representation to the contrary is a criminal offense.

This proxy statement/ prospectus is dated August 28, 2002 and is first being mailed to PayPal stockholders on or about September 3, 2002.
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This proxy statement/prospectus incorporates important business and financial information about eBay from documents that are not included
in or delivered with this proxy statement/ prospectus. Documents incorporated by reference are available from eBay without charge, excluding
all exhibits unless eBay has specifically incorporated by reference an exhibit in this proxy statement/ prospectus. You may obtain documents
incorporated by reference in this proxy statement/ prospectus by requesting them in writing or by telephone from eBay at the following address:

eBay Inc.

Attention: Investor Relations
2145 Hamilton Avenue
San Jose, California 95125
investorrelations @eBay.com
(408) 376-7400

If you would like to request documents from eBay, please do so by September 26, 2002 in order to receive them before the special
meeting.

If you have any questions about the special meeting or if you need additional copies of this proxy statement/ prospectus, you should contact:
PayPal, Inc.

Attention: Investor Relations
303 Bryant Street
Mountain View, California 94041
investorrelations @ PayPal.com
(650) 864-8000

If you would like to request additional copies of this proxy statement/prospectus from PayPal, please do so by September 26, 2002 in
order to receive them before the special meeting.

For a more detailed description of the information incorporated by reference into this proxy statement/ prospectus and how you may obtain it,
see Where You Can Find More Information on page 165.
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Questions and Answers About the Merger

Q: Why are eBay and PayPal proposing to merge?

A:

We are proposing to merge because we believe that combining the strengths of our two companies is in the best interests of each company,
its stockholders and customers. PayPal and eBay share the same overarching mission to enable online commerce. With PayPal integrated
into eBay, the combined company should be able to:

provide a significantly improved customer experience to eBay s users by making their trading experience easier, safer and faster;

combine the core competencies of both companies in a natural and complementary way, particularly the overlapping user communities
and unique skills in technology;

strengthen both businesses and realize benefits from cost structure efficiencies and improved fraud management; and

create value for the stockholders of both companies, as this merger represents the best strategic alternative for our respective companies
and is the strategy most likely to deliver increased value to our respective stockholders.

Please see page 67 of this proxy statement/ prospectus for the numerous factors considered by the board of directors of PayPal in
recommending that PayPal stockholders vote FOR the proposal to approve and adopt the merger agreement and approve the merger.
Please see page 75 of this proxy statement/prospectus for eBay s reasons for the merger.

Q: What will I receive in the merger?

A:

If the merger agreement is approved and adopted by PayPal stockholders and the merger is completed, you will receive 0.39 of a share of
eBay common stock in exchange for each share of PayPal common stock that you own.

You will not receive fractional shares of eBay common stock. Instead, you will receive the cash value, without interest, of any fractional
share of eBay common stock that you might otherwise have been entitled to receive.

Q: When do you expect the merger to be completed?

A:

eBay and PayPal are working toward completing the merger as quickly as possible. The merger is expected to close in the first part of the
fourth quarter of 2002.

Q: Am 1 entitled to appraisal rights?

A:

No. Under Delaware law, no appraisal rights are available to PayPal stockholders in connection with the merger.

Q: What are the tax consequences of the merger to me?

A:

We expect that the exchange of your shares of PayPal common stock for shares of eBay common stock generally will not cause you to
recognize gain or loss for U.S. federal income tax purposes. However, you will recognize income or gain with respect to cash received
instead of fractional shares of eBay common stock. It is a condition to the merger that eBay and PayPal receive legal opinions about the
U.S. federal income tax treatment of the merger with respect to our companies and our stockholders. These opinions will not bind the
Internal Revenue Service, which could take a different view. To review the tax consequences to stockholders in greater detail, see The
Merger Material Federal Income Tax Consequences on page 76.

: Are there any risks related to the proposed transaction or any risks related to owning eBay common stock?

Yes. You should carefully review the risk factors beginning on page 25.
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Questions and Answers About the PayPal Special Meeting

Q: When and where will the PayPal special meeting be held?

A: The special meeting will take place on October 3, 2002, at 1840 Embarcadero Road, Palo Alto, California 94303, commencing at
9:00 a.m., local time.

Q: What do I need to do now?

A: Please carefully review this proxy statement/prospectus and vote the proxy card or voting instruction card you receive as soon as possible.
Your proxy card or voting instruction card must be received, or you must vote using the telephone or Internet if available, no later than
11:00 a.m., local time, on October 2, 2002 in order for your shares to be voted at the special meeting, unless you attend and vote at the
special meeting.

Q: What does PayPal s board of directors recommend?

A:  After careful consideration, PayPal s board of directors determined that the merger is advisable, and is fair and in the best interests of
PayPal and its stockholders and approved the merger agreement and the merger. Accordingly, PayPal s board of directors recommends that
you vote FOR the proposal to approve and adopt the merger agreement and approve the merger.

Q: How can I vote?

A: If you are a stockholder of record, you may submit a proxy for the special meeting by: (1) completing, signing, dating and returning the
proxy card in the pre-addressed envelope provided; (2) using the telephone; or (3) using the Internet. For specific instructions on how to
use the telephone or the Internet to submit a proxy for the special meeting, please refer to the instructions on your proxy card.

If you hold your shares of PayPal common stock in a stock brokerage account or if your shares are held by a bank or nominee (i.e., in street
name ), you must provide the record holder of your shares with instructions on how to vote your shares. Please check the voting instruction
card used by your broker or nominee to see if you may use the telephone or the Internet to provide instructions on how to vote your shares.

If you are a stockholder of record, you may also vote at the special meeting. If you hold shares in a stock brokerage account or if your
shares are held by a bank or nominee (i.e., in street name ), you may not vote in person at the special meeting unless you obtain a signed
proxy from the record holder giving you the right to vote the shares. You will also need to present photo identification and comply with the
other procedures described in The PayPal Special Meeting Admission to the Special Meeting on page 60.

Q: What happens if I don t indicate how to vote on my proxy card?

A: If you sign and send in your proxy card and do not indicate how you want to vote, your proxy will be counted as a vote FOR the approval
and adoption of the merger agreement and approval of the merger.

Q: What happens if I do not vote?

A: If you do not sign and send in your proxy card, vote using the telephone or Internet or vote at the special meeting or if you mark the abstain
box on the proxy card, it will have the effect of a vote against the approval and adoption of the merger agreement and approval of the
merger.

Q: Ifmy shares are held in street name by my broker, will my broker vote my shares for me?

A: Your broker will vote your shares only if you provide instructions on how to vote. Therefore, you should be sure to provide your broker
with instructions on how to vote your shares. Without instructions, your shares will not be voted, which will have the effect of a vote
against the approval and adoption of the merger agreement and approval of the merger.
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Q: Why is it important for me to vote?
A: We cannot complete the merger without the approval of holders of a majority of the outstanding shares of PayPal common stock.
Q: Have any PayPal stockholders agreed to vote FOR the merger agreement and the merger?

A:  Yes. Peter A. Thiel, Max R. Levchin, David O. Sacks, Roelof F. Botha, Elon R. Musk, James E. Templeton, Reid G. Hoffman, Nokia
Ventures, LP and entities affiliated with Sequoia Capital and Madison Dearborn Partners have each agreed to vote certain of their shares of
PayPal common stock, representing in the aggregate approximately 27.7% of the outstanding PayPal common stock, FOR the proposal to
approve and adopt the merger agreement and approve the merger.

Q: Can I change my vote after I have voted?

A: Yes. PayPal stockholders of record may revoke their proxies at any time prior to the time their proxies are voted at the special meeting.
Proxies may be revoked by written notice to the corporate secretary of PayPal, by a later-dated proxy signed and returned by mail, or by
attending the special meeting and voting in person. PayPal stockholders of record may also revoke proxies by a later-dated proxy using the
telephone or Internet voting procedures described on their proxy cards.

PayPal stockholders whose shares are held in the name of a broker or nominee may change their votes by submitting new voting
instructions to their brokers or nominees. Those PayPal stockholders may not vote their shares in person at the special meeting unless they
obtain a signed proxy from the record holder giving them the right to vote their shares.

Q: Should I send in my stock certificates now?

A: No. After the merger is completed, Mellon Investor Services LLC, the exchange agent for the merger, will send you written instructions for
exchanging your PayPal stock certificates.

Q: Whatdo I do if I have questions?

A: If you have any questions about the special meeting or if you need additional copies of this proxy statement/ prospectus, you should
contact:
PayPal, Inc.
Attention: Investor Relations
303 Bryant Street
Mountain View, California 94041
investorrelations @ PayPal.com
(650) 864-8000

This proxy statement/ prospectus incorporates important business and financial information about eBay that is not included in, or delivered
with, this proxy statement/ prospectus. eBay will provide you with copies of the information relating to eBay, without charge, upon written
or oral request to:
eBay Inc.
Attention: Investor Relations
2145 Hamilton Avenue
San Jose, California 95125
investorrelations @eBay.com
(408) 376-7400
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Summary

This summary highlights selected information from this proxy statement/ prospectus and may not contain all of the information that is
important to you. To understand the merger fully, you should read carefully this entire proxy statement/prospectus and the documents we refer
to. See  Where You Can Find More Information on page 165. The merger agreement is attached as Annex A to this proxy statement/prospectus
and is incorporated herein by reference. We encourage you to read it, as it is the most important legal document that governs the merger. We
have included page references in parentheses to direct you to a more complete description contained elsewhere in this proxy statement/
prospectus of the topics presented in this summary.

The Companies
(Page 63)
eBay Inc.

2145 Hamilton Avenue
San Jose, California 95125
(408) 376-7400

eBay is in the business of providing a Web-based community platform in which buyers and sellers are brought together in an efficient and
entertaining format to browse, buy and sell items such as collectibles, automobiles, high-end or premium art items, jewelry, consumer
electronics and a host of practical and miscellaneous items. The eBay trading platform is a fully automated, topically arranged, intuitive and
easy-to-use service that supports an auction format in which sellers list items for sale and buyers bid on items of interest and a fixed-price format
in which sellers and buyers trade items at a fixed price established by sellers.

PayPal, Inc.

303 Bryant Street
Mountain View, California 94041
(650) 864-8000

PayPal enables any business or consumer with email to send and receive online payments securely, conveniently and cost-effectively.
PayPal s network builds on the existing financial infrastructure of bank accounts and credit cards to create a global payment system. PayPal
currently offers its account-based system to users in 38 countries including the U.S. PayPal s product was launched in October 1999. As of
June 30, 2002, PayPal s network had grown to include 14.1 million personal accounts and 3.7 million business accounts. PayPal delivers a
product well suited for small businesses, online merchants, individuals and others.

Vaquita Acquisition Corp.

2145 Hamilton Avenue
San Jose, California 95125
(408) 376-7400

Vaquita Acquisition Corp. is a newly-formed and wholly-owned subsidiary of eBay. If we complete the merger, Vaquita Acquisition Corp.
will be merged with and into PayPal, with PayPal becoming a wholly-owned subsidiary of eBay. Vaquita Acquisition Corp. was organized
solely for use in the merger. This is the only business of Vaquita Acquisition Corp.

Recommendation of the PayPal Board and PayPal s Reasons for the Merger
(Page 67)

After careful consideration of the numerous factors described in the section entitled The Merger PayPal s Reasons for the Merger;
Recommendation of the PayPal Board beginning on page 67 of this proxy statement/ prospectus, PayPal s board of directors determined that the
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fair and in the best interests of PayPal and its stockholders. Accordingly, PayPal s board of directors recommends that PayPal stockholders vote
FOR the proposal to approve and adopt the merger agreement and approve the merger.

Date, Time and Place of the Special Meeting

(Page 60)

The special meeting will be held on October 3, 2002, at 1840 Embarcadero Road, Palo Alto, California 94303, commencing at 9:00 a.m.,
local time.

Stockholders Entitled to Vote at the Special Meeting; Vote Required
(Page 60)

The close of business on August 28, 2002 was the record date for the special meeting. Only PayPal stockholders on the record date are
entitled to notice of and to vote at the special meeting. On the record date, there were 61,559,502 shares of PayPal common stock outstanding.
Each share of PayPal common stock will be entitled to one vote on each matter to be acted upon at the special meeting.

Required Vote
(Page 61)

The vote of holders of a majority of the shares of PayPal common stock outstanding on the record date is required to approve and adopt the
merger agreement and approve the merger.

Peter A. Thiel, Max R. Levchin, David O. Sacks, Roelof F. Botha, Elon R. Musk, James E. Templeton, Reid G. Hoffman, Nokia Ventures,
LP and entities affiliated with Sequoia Capital and Madison Dearborn Partners have each agreed to vote certain of their shares of PayPal
common stock, representing in the aggregate approximately 27.7% of the outstanding PayPal common stock, FOR the proposal to approve and
adopt the merger agreement and approve the merger.

Interests of Certain Persons in the Merger
(Page 80)

When considering the recommendation by PayPal s board of directors to vote FOR the proposal to approve and adopt the merger agreement
and approve the merger, you should be aware that some directors and executive officers of PayPal have interests in the merger that may be
different from your interests. Some executive officers of PayPal have executed employment agreements with eBay, which will become effective
upon completion of the merger. Some directors, officers and employees of PayPal who hold stock options and/or shares of restricted stock
pursuant to existing plans will receive certain benefits upon completion of the merger, including accelerated vesting of those stock options
and/or shares of restricted stock. Some directors and executive officers of PayPal who are parties to stockholders agreements with eBay are
entitled to early release of certain transfer restrictions with respect to the PayPal common stock held by them upon adoption of the merger
agreement by PayPal s stockholders. PayPal directors and officers will also receive indemnification and liability insurance benefits from eBay.
PayPal s board of directors was aware of these interests and considered them in approving the merger agreement and the merger.

Stock Ownership by Directors and Executive Officers of PayPal
(Page 79)

As of the record date for the special meeting, the directors and executive officers of PayPal and their affiliates, as a group, beneficially
owned approximately 36.5% of the outstanding PayPal common stock. The vote of holders of a majority of the shares of PayPal common stock
outstanding on the record date is required to approve and adopt the merger agreement and approve the merger.
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Ownership of eBay Following the Merger

PayPal stockholders collectively will receive approximately 24.0 million shares of eBay common stock in the merger based on the number
of shares of PayPal common stock outstanding as of the record date.

Based on the number of shares of eBay common stock and PayPal common stock outstanding as of August 28, 2002, existing PayPal
stockholders will own approximately 8.5% of the eBay common stock outstanding immediately after the merger.
Nasdaq Listing
(Page 79)

If we complete the merger, stockholders will be able to trade the shares of eBay common stock they receive in the merger on the Nasdaq
National Market. If we complete the merger, PayPal stock will no longer be quoted on the Nasdaq National Market or any other exchange.
Opinion of PayPal s Financial Advisor
(Page 70)

In deciding to approve the merger, the PayPal board considered, among other things, the opinion of its financial advisor, Morgan Stanley &
Co. Incorporated, to the effect that, as of July 7, 2002 and based on and subject to the considerations in its opinion, the exchange ratio pursuant
to the merger agreement was fair from a financial point of view to holders of PayPal common stock.

The full text of the written opinion of Morgan Stanley, which sets forth assumptions made, matters considered, procedures followed and the
scope of the review undertaken, is attached to this proxy statement/ prospectus as Annex D. The written opinion of Morgan Stanley is not a
recommendation as to how you should vote in regard to the proposal to approve and adopt the merger agreement and approve the merger. We
encourage you to read the opinion of Morgan Stanley in its entirety.

The Merger Agreement
(Page 83)

The merger agreement is attached as Annex A to this proxy statement/prospectus. We encourage you to read the merger agreement in its
entirety. It is the most important legal document governing the merger.
The Merger
(Page 64)

In the merger, Vaquita Acquisition Corp. will be merged with and into PayPal. PayPal will be the surviving corporation and will become a
wholly-owned subsidiary of eBay.
Exchange Ratio

(Page 64)

If the merger agreement is approved and adopted and the merger is completed, you will receive 0.39 of a share of eBay common stock in
exchange for each share of PayPal common stock that you own.
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Fractional Shares
(Page 64)

You will not receive fractional shares of eBay common stock. Instead, you will receive the cash value, without interest, of any fractional
share of eBay common stock that you might otherwise have been entitled to receive.
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Conditions To The Merger
(Page 90)

The merger will be completed only if several conditions are satisfied or waived. The conditions include:

approval and adoption of the merger agreement by the holders of a majority of the outstanding shares of PayPal common stock;

all filings, consents, registrations, approvals and authorizations required to be made to or obtained from any governmental entity prior to
the completion of the merger by eBay and PayPal in connection with the execution and delivery of the merger agreement and the
completion of the merger having been made or obtained, except that this condition will be deemed to have been satisfied unless the failure
to make such filings or obtain such consents, registrations, approvals, permits and authorizations, individually or in the aggregate, has had,
or is reasonably likely to have, a material adverse effect on eBay or PayPal;

no court or governmental entity of competent jurisdiction shall have enacted, issued, promulgated, enforced or entered any statute, law,
ordinance, rule, regulation, judgment, decree, injunction or other order (whether temporary, preliminary or permanent) that is in effect and
restrains, enjoins or otherwise prohibits consummation of the merger or the other transactions contemplated by the merger agreement, and
no governmental entity shall have instituted any proceeding seeking any such order; and

the accuracy of representations and warranties of eBay and PayPal contained in the merger agreement without regard to any materiality
qualification, except that this condition will be deemed to have been satisfied even if such representation and warranty is not accurate
unless the failure of such representation and warranty, individually or in the aggregate, has, or is reasonably likely to have, a material
adverse effect on such company.

Termination

(Page 93)

eBay and PayPal can agree to terminate the merger agreement without completing the merger, and either company can terminate the merger
agreement if any of the following occurs:

they do not complete the merger by December 31, 2002, except that if either party determines that additional time is necessary in order to
forestall any action to restrain, enjoin or prohibit the merger by any federal, state, local or foreign court or governmental entity with
jurisdiction over enforcement of any applicable antitrust laws, the termination date may be extended by such party to a date not beyond
March 31, 2003;

PayPal s stockholders do not approve the merger at the special meeting; or

a law, injunction or order is issued that permanently restrains, enjoins or otherwise prohibits the merger and that is final and
non-appealable.

If a party elects to extend the termination date to March 31, 2003 as described above, then the other party may deliver a written update of its
disclosure letter within three business days of such election to reflect new facts occurring after the date of the merger agreement. The update
may be accompanied by a written request that the party electing to extend the termination date confirm that such new facts will not be deemed to
render any of the non-extending party s representations and warranties untrue or incorrect as of such date or deemed to constitute a PayPal
material adverse effect or an eBay material adverse effect, as the case may be, as of such date. If the party electing to extend the termination date
does not provide such confirmation prior to the fifth business day after receiving such written update, then the termination date may not be
extended.
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In addition, PayPal may terminate the merger agreement if there has been a breach of a representation or covenant by eBay that would cause
it to fail to satisfy a closing condition and such breach is not curable or, if curable, is not cured within 30 days after eBay receives written notice
of the breach from PayPal.

In addition, eBay may terminate the merger agreement if:

PayPal s board of directors has changed or withdrawn its recommendation; or

there has been a breach of a representation or covenant by PayPal that would cause it to fail to satisfy a closing condition and such breach
is not curable or, if curable, is not cured within 30 days after PayPal receives written notice of the breach from eBay.

Termination Fee and Expense Reimbursement

(Page 94)

PayPal has to pay a termination fee of $5 million and expenses to eBay if eBay terminates the merger agreement after PayPal s board of
directors has withdrawn or adversely changed its approval or recommendation of the merger agreement in the absence of an acquisition
proposal.

Under the merger agreement, an acquisition proposal is any proposal or offer with respect to a merger, reorganization, share exchange,
consolidation or similar transaction involving, or any purchase of all or any material portion of the assets of, or 20% or more of the equity
securities in, PayPal or any of its subsidiaries.

PayPal has to pay a termination fee of $45 million and expenses to eBay if, after an acquisition proposal has been made to PayPal or any
person has publicly announced an intention, whether or not conditional, to make an acquisition proposal with respect to PayPal or any of its
subsidiaries, the merger agreement has been terminated by either eBay or PayPal because:

the merger has not been completed by December 31, 2002, or March 31, 2003, if applicable;
PayPal s stockholders do not approve the merger;
PayPal s board of directors has withdrawn or adversely modified its approval or recommendation; or

there has been a breach of any representation, warranty, covenant or agreement made by PayPal in the merger agreement, or any such
representation and warranty becomes untrue after the date of the merger agreement, such that certain conditions to closing of eBay would
not be satisfied and such breach or condition is not curable or, if curable, is not cured within 30 days after written notice thereof is given by
eBay to PayPal; and
thereafter PayPal enters into an agreement that is announced within 12 months and completed within 18 months after termination of the merger
agreement and that agreement would have constituted an acquisition proposal if it had been negotiated during the term of the merger agreement.

Regulatory Approvals

(Page 78)

The Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, prohibits eBay and PayPal from completing the merger until eBay
and PayPal have furnished certain information and materials to the Antitrust Division of the Department of Justice and the Federal Trade
Commission and the required waiting period has expired or been terminated. On July 18, 2002, eBay and PayPal each filed the required
notification and report forms. Early termination of the required waiting period was granted on August 19, 2002.

In addition to the United States, eBay and PayPal are required to make antitrust filings in Brazil and Germany. The parties submitted a filing
to the Brazilian antitrust authorities on July 26, 2002 and to the German authorities on August 1, 2002. The German authorities granted
voluntary termination of the

Table of Contents 23



Edgar Filing: EBAY INC - Form S-4/A

Table of Contents

review period on August 21, 2002. Antitrust clearance in Brazil is not required before completion of the merger.
eBay is required to make filings under applicable money transmitter laws in the States of Arizona, Maryland and Vermont and the District
of Columbia and may be required to make filings in additional jurisdictions.

Litigation Related to the Merger

(Page 79)

As of the date of this proxy statement/prospectus, we are aware of five purported class action lawsuits that have been filed by alleged
stockholders of PayPal. These lawsuits name as defendants PayPal and each member of its board of directors as well as eBay. The lawsuits
allege, among other things, that eBay controls PayPal, the defendants have breached fiduciary duties they assertedly owed to PayPal s
stockholders in connection with PayPal entering into the merger agreement and the exchange ratio is unfair and inadequate. The plaintiffs in
each lawsuit seek, among other things, an injunction against the consummation of the merger and an award of unspecified compensatory
damages. We believe that each of the lawsuits is without merit and intend to defend ourselves vigorously.

No Appraisal Rights
(Page 79)

Under Delaware law, no appraisal rights are available to PayPal stockholders.

Material Federal Income Tax Consequences
(Page 76)

We expect that the exchange of your shares of PayPal common stock for shares of eBay common stock generally will not cause you to
recognize gain or loss for U.S. federal income tax purposes. However, you will recognize income or gain with respect to cash received instead of
fractional shares of eBay common stock. It is a condition to the merger that eBay and PayPal receive legal opinions about the U.S. federal
income tax treatment of the merger with respect to our companies and our stockholders. These opinions will not bind the Internal Revenue
Service, which could take a different view.

Risk Factors and Cautionary Statement Concerning Forward-Looking Statements

(Pages 25 through 59)

By voting in favor of the proposal to approve and adopt the merger agreement and approve the merger, you will be choosing to invest in
eBay common stock. An investment in eBay common stock involves a high degree of risk. In addition to the other information contained in or
incorporated by reference into this proxy statement/ prospectus, you should carefully consider the factors discussed under the caption entitled
Risk Factors beginning on page 25 in deciding whether to vote in favor of the proposal to approve and adopt the merger agreement and approve
the merger.

This proxy statement/prospectus and the documents incorporated by reference into this proxy statement/prospectus contain forward-looking
statements that involve risks and uncertainties, such as statements of eBay s, PayPal s and the combined company s plans, objectives, expectations
and intentions. When used in this proxy statement/ prospectus and the documents incorporated by reference into this proxy statement/prospectus,
the words may , might , should , expects , anticipates , believes , estimates , intends and plans and similar expressions are intended tc
of these forward-looking statements. Because these forward-looking statements involve risks and uncertainties, including those discussed under
the caption entitled Risk Factors , the actual results of eBay, PayPal and the combined company could differ materially from those expressed or
implied by the forward-looking statements in this proxy statement/ prospectus and the documents incorporated by reference into this proxy
statement/ prospectus.
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Comparison of Rights of PayPal Stockholders and eBay Stockholders
(Page 159)

PayPal s charter and bylaws and Delaware corporate law govern the rights of PayPal stockholders. eBay s charter and bylaws and Delaware

corporate law will govern your rights as a stockholder of eBay following the merger. Your rights under eBay s charter and bylaws will differ in
some respects from your rights under PayPal s charter and bylaws.

10
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PayPal Selected Financial Data

The following PayPal selected financial data is provided to aid your analysis of the financial aspects of the merger. When you read this
historical financial data, it is important that you also read the historical consolidated financial statements and related notes included in this proxy
statement/prospectus beginning on page F-1, as well as the section entitled PayPal Management s Discussion and Analysis of Financial
Condition and Results of Operations of PayPal beginning on page 130 of this proxy statement/prospectus.

The table below presents selected historical consolidated financial data of PayPal. PayPal has prepared this information using its
consolidated financial statements for (1) the period from March 8, 1999 (PayPal s inception) to December 31, 1999, (2) each of the two years in
the period ended December 31, 2001, and (3) the six-month periods ended June 30, 2001 and June 30, 2002. The consolidated statements for the
period from March 8, 1999 to December 31, 1999, and for each of the two years in the period ended December 31, 2001, have been audited. The
consolidated financial statements for the six-month periods ended June 30, 2001 and June 30, 2002 have not been audited. In the opinion of
PayPal s management, these unaudited statements have been prepared on substantially the same basis as the audited consolidated financial
statements and include all adjustments necessary for a fair statement of the consolidated information for the periods presented. Operating results
of the six months ended June 30, 2001 and June 30, 2002 are not necessarily indicative of the results that may be expected for the entire year
ending December 31, 2002.

Period from Six Months Ended
March 8, 1999 Year Ended December 31, June 30,
(Inception) to

December 31, 1999 2000 2001 2001 2002

(in thousands, except per share data)

(unaudited)

Consolidated Statements of Operations:
Transaction and other fees(1) $ $ 6,547 $ 99,952 $ 31,629 $102,062
Interest on funds held for others(2) 2,046 3,763 2,063 471
Service agreement revenues 3,938

Total revenues 12,531 103,715 33,692 102,533
Transaction processing expenses 25,093 47,589 19,413 35,322
Provision for transaction losses 11,028 14,760 5,540 13,114
Customer service and operations® 230 15,754 30,636 14,280 20,410
Product development* 483 4,419 8,819 4,143 6,344
Selling, general and administrative™(1) 3,691 33,021 21,357 10,660 12,766
Stock-based compensation 354 5,825 26,277 6,183 8,034
Amortization of goodwill and other
intangibles(3) 124 49,313 65,661 32,830 864
Service agreement costs and termination
expenses 41,142
Non-recurring charges 5,534

Total operating expenses 4,882 185,595 215,099 93,049 102,388
Income (loss) from operations (4,882) (173,064) (111,384) (59,357) 145
Interest and other income (expense), net 263 3,558 3,582 2,449 1,871
Income (loss) before income taxes (4,619) (169,506) (107,802) (56,908) 2,016
Provision for income taxes 256
Net income (loss)(3) $(4,619) $(169,506) $(107,802) $(56,908) $ 1,760

| | ] ] |

Net income (loss) per share(3)(4)(5):

Basic $(12.09) $ (52.47) $ (16.39) $ (9.80) $ 004
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| | ] ] |
Diluted $(12.09) $ (5247 $ (16.39) $ (9.80) $ 0.03
| | ] ] |
Shares used in calculating net income
(loss) per share(3)(5):
Basic 382 3,230 6,660 5,807 45,078
| | ] ] |
Diluted 382 3,230 6,660 5,807 61,840
| | ] ] |
* Amounts exclude stock-based
compensation as follows:
Customer service and operations $ 66 $ 213 $ 1,781 $ 619 $ 1,124
Product development 138 915 7,788 775 2,191
Selling, general and administrative 150 4,697 16,708 4,789 4,719
Total $ 354 $ 5,825 $ 26277 $ 6,183 $ 8,034
| | ] ] |
11
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PayPal adopted provisions of EITF 01-09 Accounting for Consideration Given by a Vendor to a Customer or a Reseller of the Vendor s
Products on January 1, 2002. Prior period amounts have been reclassified to conform to the new presentation.

Beginning in February 2002, PayPal began to deposit all U.S.-based customer funds not transferred to the PayPal Money Market Reserve
Fund into FDIC-insured bank accounts and the revenues from interest on funds held for U.S.-based customers will cease in future periods.

On January 1, 2002, PayPal adopted the provisions of SFAS No. 142 and no longer amortizes goodwill. During the period from March 8,
1999 (PayPal s inception) to December 31, 1999, PayPal did not recognize any goodwill amortization. During the years ended

December 31, 2000 and 2001, PayPal goodwill amortization totaled $46.7 million and $62.2 million, respectively. Had PayPal s goodwill
amortization not been reflected in net loss during these years, the net loss amounts for the years ended December 31, 2000 and 2001 would
have been $122.9 million and $45.6 million, respectively, with loss per share for these years of $38.03 and $7.05, respectively.

PayPal closed its initial public offering on February 21, 2002 and issued 6.2 million shares of PayPal common stock. All shares of PayPal
preferred stock outstanding immediately prior to the offering converted into 43.4 million shares of PayPal common stock at such time.
Basic net income (loss) per share and shares used in calculating basic net income (loss) per share give effect to the conversion as of the
closing date of the offering.

All share and per share amounts reflect PayPal s historical stock splits in all periods presented.

12
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PayPal Selected Financial Data (Continued)

December 31,

June 30,
1999 2000 2001 2002
(in thousands)
(unaudited)

Consolidated Balance Sheet Data:
Cash and cash equivalents corporate $ 8,442 $ 47,065 $ 5,760 $ 68,403
Short-term investment securities —corporate 5,031 8,498 800
Long-term investment securities —corporate 17,095 41,988
Restricted cash and investment securities 150 3,976 31,172 30,604

Total $ 8,592 $ 56,072 $ 62,525 $141,795
Cash, cash equivalents and investment securities
held on behalf of others(1) $ $ 68,046 $ 144,235 $ 33911
Funds receivable 12,842 11,271 32,074 54,106
Total assets 231,797 278,577 275,243
Due to customers 82,786 174,763 70,087
Funds payable 6,721 4,459 16,077
Reserve for transaction losses 4,900 7,233 7,384
Mandatorily redeemable convertible preferred
stock(2) 15,791 241,641 279,224
Total stockholders equity (deficit) (4,039) (113,453) (199,312) 160,217

(1) Beginning in February 2002, PayPal began to deposit all U.S.-based customer funds not transferred to the PayPal Money Market Reserve

Fund into FDIC-insured bank accounts.

(2) PayPal closed its initial public offering on February 21, 2002 and issued 6.2 million shares of PayPal common stock. All shares of PayPal

preferred stock outstanding immediately prior to the offering converted into 43.4 million shares of PayPal common stock at such time.
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eBay Selected Financial Data

The following eBay selected financial data is provided to aid your analysis of the financial aspects of the merger. When you read this
historical financial data, it is important that you also read eBay s historical consolidated financial statements and related notes incorporated by
reference into this proxy statement/prospectus, as well as the sections entitled Management s Discussion and Analysis of Financial Condition and
Results of Operations in eBay s annual and quarterly reports incorporated by reference into this proxy statement/prospectus. See Where You Can
Find More Information on page 165.

The table below presents selected historical consolidated financial data of eBay. The consolidated financial data for the five years ended
December 31, 2001 have been derived from audited consolidated financial statements of eBay incorporated by reference into this proxy
statement/ prospectus. The consolidated financial data for the six-month periods ended June 30, 2001 and June 30, 2002 have been derived from
unaudited interim consolidated financial statements of eBay incorporated by reference into this proxy statement/ prospectus. Operating results of
the six months ended June 30, 2001 and June 30, 2002 are not necessarily indicative of the results that may be expected for the entire year
ending December 31, 2002 or any other period.

Six Months Ended
Year Ended December 31, June 30,
1997 1998 1999 2000 2001 2001 2002
(in thousands, except per share data)
(unaudited)
Summary Consolidated Statements of Income:
Net revenues $ 41,370 $ 86,129 $224,724 $431,424 $748,821 $334,995 $511,393
Cost of net revenues 8,404 16,094 57,588 95,453 134,816 59,874 85,838
Gross profit 32,966 70,035 167,136 335,971 614,005 275,121 425,555
Operating expenses:
Sales and marketing 15,618 35,976 96,239 166,767 253,474 115,653 152,908
Product development 831 4,640 24,847 55,863 75,288 33,388 48,653
General and administrative 6,534 15,849 43,919 73,027 105,784 46,932 69,089
Payroll expense on employee
stock options 2,337 2,442 812 2,110
Amortization of acquired
intangible assets(1) 805 1,145 1,433 36,591 12,177 2,638
Merger related costs 4,359 1,550
Total operating expenses 22,983 57,270 170,509 300,977 473,579 208,962 275,398
Income (loss) from operations 9,983 12,765 (3,373) 34,994 140,426 66,159 150,157
Interest and other income (expense),
net (1,951) (703) 21,412 46,025 46,276 26,140 15,613
Impairment of certain equity
investments (16,245) (9,921) (1,181)
Income before income taxes 8,032 12,062 18,039 81,019 170,457 82,378 164,589
Provision for income taxes 971) (4,789) (8,472) (32,725) (80,009) (36,703) (62,697)
Net income(1) $ 7,061 $ 7,273 $ 9,567 $ 48,294 $ 90,448 $ 45,675 $101,892
I I I I I I I
Net income per share(1)(2):
Basic $ 0.14 $ 0.07 $ 004 $ 0.19 $ 034 $ 0.17 $ 036
I I I I I I I
Diluted $ 004 $ 0.03 $ 004 $ 0.17 $ 032 $ 0.6 $ 036
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I I I I I I I
Weighted average shares(2):
Basic 48,854 104,128 217,674 251,776 268,971 264,962 279,525

Diluted 169,550 233,519 273,033 280,346 280,595 281,145 285,142

(1) On January 1, 2002, eBay adopted the provisions of SFAS No. 142 and no longer amortizes goodwill. During the years ended
December 31, 1997 and 1998, eBay did not recognize any goodwill amortization. During the years ended December 31, 1999, 2000 and
2001, eBay goodwill amortization totaled $0.1 million, $0.6 million and $32.6 million, respectively. Had eBay s goodwill amortization not
been reflected in net income during these years, the net income amounts for the years ended December 31, 1999, 2000 and 2001 would

have been $9.7 million, $48.9 million and $123.0 million, respectively, with diluted income per share for these years of $0.04, $0.17 and
$0.44, respectively.

(2) All share and per share amounts reflect eBay s historical stock splits in all periods presented.
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eBay Selected Financial Data (Continued)

December 31,

June 30,
1997 1998 1999 2000 2001 2002
(in thousands)

(unaudited)
Summary Consolidated Balance Sheet Data:
Cash and cash equivalents $12,109 $ 37,285 $221,801 $ 201,873 523,969 $ 616,867
Short-term investments 40,401 181,086 354,166 199,450 121,651
Long-term investments 373,988 218,197 286,998 412,969
Restricted cash and investments 126,390 129,614 129,963
Working capital (1,881) 72,934 372,266 538,022 703,666 724,365
Total assets 62,350 149,536 969,825 1,182,403 1,678,529 1,970,023
Long-term debt 16,307 18,361 15,018 11,404 12,008 9,808
Total stockholders equity 9,722 100,538 854,129 1,013,760 1,429,138 1,696,103
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eBay
Unaudited Pro Forma Condensed Combined Financial Information

Introduction

The following unaudited pro forma condensed combined financial information gives effect to the proposed merger between eBay and
PayPal using the purchase method. The information is only a summary and should be read together with eBay s and PayPal s historical financial
statements. eBay s historical consolidated financial statements and related notes are contained in eBay s Annual Report on Form 10-K for the year
ended December 31, 2001, which is incorporated by reference into this proxy statement/prospectus. See Where You Can Find More Information
on page 165. PayPal s historical consolidated financial statements and related notes are included elsewhere in this proxy statement/prospectus
beginning on page F-1.

Pro forma information is based on an exchange ratio for the merger of 0.39 of a share of eBay common stock for each share of PayPal
common stock. The actual number of shares of eBay common stock to be issued in the proposed merger and the total purchase price cannot be
determined until the closing date of the merger. The unaudited pro forma condensed combined financial information was prepared based on the
number of shares of PayPal common stock outstanding on June 30, 2002.

The unaudited pro forma condensed combined balance sheet is based on the historical balance sheets of eBay and PayPal and has been
prepared to reflect the acquisition as if it had been consummated on June 30, 2002. The unaudited pro forma condensed combined statements of
income combine the results of operations of eBay and PayPal for the year ended December 31, 2001 and the six months ended June 30, 2002, as
if the acquisition had occurred on January 1, 2001.

The pro forma adjustments are based on preliminary estimates, available information and certain assumptions and may be revised as
additional information becomes available. The unaudited pro forma condensed combined financial information is not intended to represent what
eBay s financial position or results of operations would actually have been if the acquisition had occurred on those dates or to project eBay s
financial position or results of operations for any future period. Since eBay and PayPal were not under common control or management for any
period presented, the unaudited pro forma condensed combined financial results may not be comparable to, or indicative of, future performance.

Reclassifications have been made to the PayPal historical balance sheet and income statement information previously reported by PayPal to
conform to eBay s presentation.

Upon completion of the merger, eBay intends to discontinue PayPal s current business operations related to payment processing transactions
for merchants involved in online gambling activities. Approximately 8% of PayPal s revenues were derived from those types of transactions in
the six-month period ended June 30, 2002. The unaudited pro forma condensed combined financial information included in this proxy statement/
prospectus does not include any adjustments for eBay s intended discontinuation of PayPal s current business operations related to payment
processing transactions for merchants involved in online gambling activities.

We cannot assure you that eBay and PayPal will not incur charges in excess of those included in the pro forma preliminary purchase price
related to the merger or that management will be successful in its efforts to integrate the operations of the companies.

The unaudited pro forma condensed combined financial information included in this proxy statement/prospectus does not include any
adjustments for liabilities resulting from integration planning. Management of eBay is assessing the costs associated with integration and
estimates of related costs are not yet known.
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Unaudited Pro Forma Condensed Combined Balance Sheet

Assets
Current assets:
Cash and cash equivalents corporate

Cash and cash equivalents customer accounts

Short-term investments
Restricted cash, current portion
Accounts receivable, net
Funds receivable

Other current assets

Total current assets
Long-term investments
Restricted cash and investments
Property and equipment, net
Goodwill

Intangible assets, net

Deferred tax assets
Other assets

Liabilities and Stockholders Equity
Current liabilities:
Accounts payable
Due to customers
Funds payable
Accrued expenses and other current liabilities
Deferred revenue and customer advances
Short-term debt
Income taxes payable

Total current liabilities
Long-term debt
Other liabilities

Minority interests

Stockholders equity:
Common Stock

Additional paid-in capital

Unearned stock-based compensation

Table of Contents

eBay

Historical Historical
eBay PayPal
June 30, June 30, Pro Forma Pro Forma
2002 2002 Adjustments Combined
(in thousands)
$ 616,867 $ 68,403 $ $ 685,270
33,911 33,911
121,651 800 122,451
22,947 22,947
128,769 128,769
54,106 54,106
70,299 7,838 78,137
937,586 188,005 1,125,591
412,969 41,988 454,957
129,963 7,657 137,620
187,055 21,021 208,076
252,891 15,552 (15,552)(c) 1,481,711
1,228,820 (a)
11,089 230,000 (a) 241,089
23,520 23,520
14,950 1,020 15,970
$1,970,023 $ 275,243 $1,443,268 $3,688,534
$ 36,531 $ 535 $ $ 37,066
70,087 70,087
16,077 16,077
116,025 21,801 18,000 (a) 155,826
22,373 22,373
14,974 14,974
23,318 23,318
213,221 108,500 18,000 339,721
9,808 6,526 16,334
20,421 92,000 (a) 112,421
30,470 30,470
273,920 115,026 110,000 498,946
282 61 (61)(b) 306
24 (a)
1,406,083 466,248 (466,248)(b) 2,929,544
1,523,461 (a)
(692) (23,039) 23,039 (b) (30,692)
(30,000)(a)
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Retained earnings (deficit) 266,475 (281,517) 281,517 (b)
Stockholder notes (1,960) 1,960 (b)
Accumulated other comprehensive income 23,955 424 (424)(b)
Total stockholders equity 1,696,103 160,217 1,333,268
$1,970,023 $ 275,243 $1,443,268
I I I

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Information.
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Unaudited Pro Forma Condensed Combined Statement of Income

Year Ended December 31, 2001

Historical Historical Pro Forma Pro Forma
eBay PayPal Adjustments Combined
(in thousands, except per share data)
Net revenues $748,821 $ 103,715 $ $852,536
Cost of net revenues 134,816 78,175 933 (d) 23,924
Gross profit 614,005 25,540 (933) 638,612
Operating expenses:
Sales and marketing 253,474 4,822 1,866 (d) 260,162
Product development 75,288 16,607 4,665 (d) 96,560
General and administrative 105,784 49,834 8,086 (d) 163,704
Payroll expense on employee stock options 2,442 2,442
Amortization of acquired intangible assets 36,591 65,661 (65,661)(c) 72,115
35,524 (a)

Total operating expenses 473,579 136,924 (15,520) 594,983
Income (loss) from operations 140,426 (111,384) 14,587 43,629
Interest and other income (expense), net 41,613 3,582 45,195
Interest expense (2,851) 2,851)
Impairment of certain equity investments (16,245) (16,245)
Income (loss) before income taxes and minority
interests 162,943 (107,802) 14,587 69,728
Provision for income taxes (80,009) 37,460 (e) (42,549)
Minority interest in consolidated companies 7,514 7,514
Net income (loss) $ 90,448 $(107,802) $ 52,047 $ 34,693

I I I I

Net income per share:
Basic $ 034 $ 012
I I
Diluted $ 032 $ 0.11
I I

Weighted average shares:

Basic 268,971 23,662 ()
|

Diluted 280,595 25,521 (f)
|

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Information.
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eBay

Unaudited Pro Forma Condensed Combined Statement of Income

Net revenues
Cost of net revenues

Gross profit

Operating expenses:
Sales and marketing

Product development
General and administrative

Payroll expense on employee stock options
Amortization of acquired intangible assets

Total operating expenses

Income (loss) from operations

Interest and other income (expense), net
Interest expense

Impairment of certain equity investments

Income (loss) before income taxes and minority
interests

Provision for income taxes

Minority interest in consolidated companies

Net income (loss)

Net income per share:
Basic

Diluted

Weighted average shares:
Basic

Diluted

Six Months Ended June 30, 2002

Historical Historical Pro Forma Pro Forma
eBay PayPal Adjustments Combined
(in thousands, except per share data)
$511,393 $102,533 $613,926
85,838 53,711 803 (d) 140,352
425,555 48,822 (803) 473,574
152,908 2,210 636 (d) 155,754
48,653 8,536 1,849 (d) 59,038
69,089 37,067 3,490 (d) 109,646
2,110 2,110
2,638 864 (864)(c) 20,400
17,762 (a)
275,398 48,677 22,873 346,948
150,157 145 (23,676) 126,626
16,388 1,871 18,259
(1,383) (1,383)
(1,181) (1,181)
163,981 2,016 (23,676) 142,321
(62,697) (256) 8,640 (e) (54,313)
608 608
$101,892 $ 1,760 $(15,036) $ 88,616
I I I I
$ 0.36 $ 0.29
I I
$ 0.36 $ 0.29
I I
279,525 23,662 (f) 303,187
I I
285,142 25,521 (f) 310,663
I I

See accompanying notes to Unaudited Pro Forma Condensed Combined Financial Information.
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Notes to eBay Unaudited Pro Forma Condensed Combined Financial Information

Note 1 Pro Forma Adjustments and Assumptions

The measurement date to determine the final purchase price of the proposed merger has not occurred. The pro forma adjustments are based
on preliminary estimates which may change as additional information is obtained.

Reclassifications have been made to the PayPal historical balance sheet and income statement information previously reported by PayPal to
conform to eBay s presentation. PayPal s transaction processing expense is presented by eBay as a component of cost of revenues. The provision
for transaction losses is presented as a component of general and administrative expense. Customer service and operations expense is presented
as components of cost of net revenues and general and administrative expense with the allocation based on the nature of the costs incurred.
Selling, general and administrative expense is presented as a component of selling and marketing expense and general and administrative
expense with the allocation based on the nature of the costs incurred. Stock-based compensation is presented as a component of cost of revenues,
sales and marketing expense, product development expense, and general and administrative expense with the allocation based on the job
responsibility of the individual employees associated with the cost. Non-recurring charges are recorded as a component of general and
administrative expense.

(a) The preliminary purchase price reflects the assumed issuance of 23,662,000 shares of eBay common stock to PayPal stockholders using an
exchange ratio of 0.39, based on the shares of PayPal common stock outstanding on June 30, 2002. The fair value of eBay common stock
assumed to be issued is based on a per share value of $59.50, which is equal to eBay s average closing share price for the five trading days
ended July 5, 2002 as reported on the Nasdaq National Market. For the purposes of determining the fair value of the options assumed,
eBay also used the $59.50 per share average closing price for the five days ended July 5, 2002. For purposes of the pro forma financial
information, the following table presents the preliminary purchase price.

Preliminary purchase price (in thousands):

Fair value of eBay common stock to be issued $1,407,871
Estimated fair value of PayPal options to be assumed 115,614
Estimated acquisition-related costs 18,000
Aggregate purchase price $1,541,485
|

The actual number of shares of eBay common stock to be issued and PayPal options to be assumed will be based on the actual number of
shares of PayPal common stock and options outstanding at the closing date.

The estimated acquisition-related costs consist primarily of investment banking, legal and accounting fees, printing costs and other external
costs directly related to the acquisition.

The following represents the preliminary allocation of the aggregate purchase price to the acquired net assets of PayPay and based on
PayPal s net assets as of June 30, 2002.

Preliminary purchase price allocation (in thousands):

Net tangible assets $ 144,665
Identifiable intangible assets 230,000
Deferred tax liability (92,000)
Unearned stock-based compensation 30,000
Goodwill 1,228,820
Aggregate purchase price $1,541,485

Table of Contents 39



Edgar Filing: EBAY INC - Form S-4/A

20

Table of Contents

40



Edgar Filing: EBAY INC - Form S-4/A

Table of Contents

Net tangible assets were valued at their respective carrying amounts as management believes that these amounts approximate their current
fair values. PayPal s net tangible assets total $144.7 million as of June 30, 2002, and exclude goodwill and other intangible assets of
$15.6 million.

Management valued the identifiable intangible assets acquired using a preliminary valuation performed by an independent appraiser.
Identifiable intangible assets consist of user base, trade name and developed technology totaling $148 million, $68 million and $14 million,
respectively. Amortization of acquired intangible assets has been provided over the following estimated useful lives: user base seven years;
trade name  seven years; and existing technology three years. This allocation will result in annual amortization of approximately $21 million for
user base, $10 million for trade name and $5 million for existing technology.

The $30 million of unearned stock-based compensation represents the unearned portion, as of June 30, 2002, of the intrinsic value of
PayPal s unvested common stock options to be assumed in the proposed merger. For purposes of purchase price allocation, PayPal s outstanding
options that will vest solely as a result of the proposed merger are deemed to be vested as of June 30, 2002. The unearned stock-based
compensation relating to the unvested options is being amortized on an accelerated basis over the remaining vesting period of less than one to
three years, consistent with the graded vesting approach described in FASB Interpretation No. 28.

Goodwill represents the excess of the purchase price over the fair value of the net tangible and identifiable intangible assets. The unaudited
pro forma condensed combined statement of operations does not reflect the amortization of goodwill acquired in the proposed merger consistent
with the guidance in Financial Standards Board (FASB) Statement No. 142, Goodwill and Other Intangible Assets.

If eBay had adopted the provisions of SFAS No. 142 on January 1, 2001, eBay goodwill amortization of $32.6 million would not have been
reflected in the unaudited pro forma condensed combined statement of income and the pro forma income and diluted pro forma income per share
would have been $67.3 million and $0.22, respectively.

(b) To eliminate PayPal s stockholders equity.

(¢) To eliminate PayPal s capitalized goodwill and other intangible assets aggregating $15.6 million at June 30, 2002 and related amortization
of $65.7 million and $864,000 for the year ended December 31, 2001 and the six-month period ended June 30, 2002, respectively.

(d) To amortize unearned stock-based compensation resulting from the intrinsic value of PayPal s unvested common stock options assumed in
the proposed merger.

(e) To provide for a blended statutory tax rate of 40% for the year ended December 31, 2001 and 38% for the six months ended June 30, 2002,
adjusted for non-deductible expenses.

(f)  Basic net income per share is calculated by dividing the net income for the period by the weighted average common shares outstanding for
the period, inclusive of the assumed 23,662,000 shares for issuance in this proposed acquisition. Weighted average common shares
outstanding for the diluted net income per share calculation includes the assumed 23,662,000 shares for issuance in this proposed
acquisition and employee stock options determined using the treasury stock method, of 1.9 million for the year ended December 31, 2001
and 1.9 million for the six months ended June 30, 2002.
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Comparative Historical and Pro Forma Per Share Data

The following tables set forth certain historical per share data of eBay and PayPal and combined per share data on an unaudited pro forma
basis after giving effect to the merger using the purchase method of accounting assuming 0.39 of a share of eBay common stock is used in
exchange for each share of PayPal common stock. The following data should be read in conjunction with the separate historical consolidated
financial statements of eBay incorporated by reference into this proxy statement/ prospectus and the historical consolidated financial statements
of PayPal included elsewhere in this proxy statement/prospectus. The unaudited pro forma combined per share data do not necessarily indicate
the operating results that would have been achieved had the merger been completed as of the beginning of the earliest period presented and
should not be taken as representative of future operations. All per share information has been restated, as applicable, for stock splits, as discussed
in PayPal s consolidated financial statements and notes thereto. No cash dividends have ever been declared or paid on eBay or PayPal common
stock.

eBay PayPal
Net income per share (diluted): Net income (loss) per share (diluted):
Six months ended June 30, 2002 $0.36 Six months ended June 30, 2002 $ 0.03
Year ended December 31, 2001 $0.32 Year ended December 31, 2001 $(16.39)
Book value per share(1): Book value (deficit) per share(1):
June 30, 2002 $6.02 June 30, 2002 $ 264
December 31, 2001 $5.15 December 31, 2001 $(17.99)
eBay PayPal Equivalent
Pro Forma Combined Pro Forma Combined(2)
Net income per share (diluted):
Six months ended June 30, 2002 $ 0.29 $0.11
Year ended December 31, 2001 $ 0.11 $0.04
Book value per share(1):
June 30, 2002 $10.45 $4.08

(1) Historical book value per share is computed by dividing stockholders equity by the number of shares of eBay or PayPal common stock
outstanding at the end of each period. Pro forma book value per share is computed by dividing pro forma stockholders equity by the pro
forma number of shares of eBay common stock outstanding at the end of each period.

(2) The PayPal equivalent pro forma combined per share amounts are calculated by multiplying eBay combined pro forma share amounts by
the exchange ratio in the merger of 0.39 of a share of eBay common stock for each share of PayPal common stock.
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Comparative Per Share Market Price Data

PayPal common stock has traded on the Nasdaq National Market under the symbol PYPL since February 15, 2002, which was the date of its
initial public offering. eBay common stock is traded on the Nasdaq National Market under the symbol EBAY .

The following table shows, for the calendar quarters indicated, the high and low sale prices per share, adjusted for stock splits and the like,
of PayPal common stock and eBay common stock as reported on the Nasdaq National Market.

PayPal eBay
common stock common stock
Calendar Quarters High Low High Low

1999:

First Quarter $ 88.69 $27.67

Second Quarter 117.00 63.34

Third Quarter 80.50 35.14

Fourth Quarter 93.00 62.25
2000:

First Quarter 127.50 58.69

Second Quarter 93.88 48.56

Third Quarter 77.56 43.50

Fourth Quarter 70.25 26.75
2001:

First Quarter 55.13 28.44

Second Quarter 71.30 29.25

Third Quarter 70.20 40.48

Fourth Quarter 72.74 44.00
2002:

First Quarter $22.44 $12.00 69.50 48.85

Second Quarter 30.48 17.50 64.10 49.25

Third Quarter (through August 28, 2002) 24.00 18.30 62.47 51.05

The following table shows the closing sale prices per share of PayPal common stock and eBay common stock each as reported on the
Nasdaq National Market on:

July 5, 2002, the business day preceding public announcement that eBay and PayPal had entered into the merger agreement; and

August 28, 2002, the last full trading day for which closing prices were available as of the date of this proxy statement/prospectus.

The table also includes the equivalent price per share of PayPal common stock on those dates. This equivalent per share price reflects the value
of the eBay common stock you would receive for each share of your PayPal common stock if the merger were completed on either of those dates
applying the exchange ratio of 0.39 of a share of eBay common stock for each share of PayPal common stock and using the closing sale price of
eBay common stock on those dates.

Equivalent price per

PayPal eBay share of PayPal
common stock common stock common stock
July 5, 2002 $20.00 $60.55 $23.61
August 28, 2002 $21.41 $55.37 $21.59
23
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The above table only shows historical comparisons. The specific dollar value of the eBay common stock that you will receive upon
completion of the merger will depend on the market value of eBay common stock at the time of completion of the merger. Accordingly, these
comparisons may not provide you with meaningful information in determining whether to approve and adopt the merger agreement and approve
the merger. You are urged to obtain current market quotations because the market price of eBay common stock may increase or decrease before
the completion of the merger. You should also review carefully the other information contained in or incorporated by reference into this proxy
statement/prospectus.

As of the record date, there were approximately 650 holders of record of PayPal common stock.

Dividend Data

Neither eBay nor PayPal has ever declared or paid a cash dividend on its common stock. eBay and PayPal currently intend to retain any
future earnings to fund the growth and development of their businesses and do not anticipate paying any cash dividends in the foreseeable future.
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Risk Factors

By voting in favor of the proposal to approve and adopt the merger agreement and approve the merger, you will be choosing to invest in
eBay common stock. An investment in eBay common stock involves a high degree of risk. In addition to the other information contained in or
incorporated by reference into this proxy statement/ prospectus, you should carefully consider the following risk factors in deciding whether to
vote in favor of the proposal to approve and adopt the merger agreement and approve the merger.

Risks Related to the Merger

As a PayPal Stockholder, If the Merger Is Completed, You Will Receive 0.39 of a Share of eBay Common Stock for Each Share of
PayPal Common Stock Despite Changes in the Market Value of PayPal Common Stock or eBay Common Stock.

Upon completion of the merger, each share of PayPal common stock will be exchanged for 0.39 of a share of eBay common stock. There
will be no adjustment for changes in the market price of either PayPal common stock or eBay common stock. Accordingly, the specific dollar
value of the eBay common stock that you will receive upon completion of the merger will depend on the market value of eBay common stock at
the time of completion of the merger. The merger may not be completed immediately following the special meeting of PayPal stockholders if all
regulatory approvals have not yet been obtained and other conditions have not been satisfied or waived. We cannot assure you that the value of
the eBay common stock that you will receive in the merger will not decline prior to or after the merger.

The shares of PayPal common stock purchased in PayPal s initial public offering and secondary offering are generally not subject to any
contractual transfer restrictions and may be sold at any time prior to completion of the merger. In addition, a significant number of shares of
PayPal common stock are expected to become available for sale upon the expiration of various lock-up agreements. The following table sets
forth information about the expiration of these lock-up agreements.

Approximate Approximate
Number of Percentage of
Shares of PayPal Outstanding
Common Stock PayPal
Eligible for Common
Relevant Dates Future Sale Stock Comment
On the date of this proxy 41,459,961 67.3% Freely tradeable shares sold in PayPal s initial
statement/prospectus public offering and secondary offering and shares

saleable under Rules 144, 144(k) and 701 of the
Securities Act

November 13, 2002 7,868,776 12.8% Shares subject to lock-up agreements entered into
in connection with PayPal s secondary offering
are released and a portion of the shares subject to
transfer restrictions under the stockholders
agreements are released

An additional 11,854,336 shares of PayPal common stock will not become available for sale until after the merger is completed or the merger
agreement is terminated.

Future sales of substantial amounts of PayPal common stock in the public market, or the availability of such shares for sale, including shares
issued upon the exercise of outstanding options, could adversely affect the market price of PayPal common stock and eBay common stock.

PayPal Executive Officers and Directors Have Interests that May Influence, or Even Obligate Them to Support and Approve the
Merger.

Some of the directors and executive officers of PayPal will receive continuing indemnification against liabilities and have PayPal restricted
stock, stock options and employment agreements that provide them
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with interests in the merger, such as accelerated vesting of restricted stock and stock options upon completion of the merger, that are different

from, or are in addition to, your interests in the merger. As a result, these directors and officers may be more likely to vote to approve and adopt

the merger agreement and approve the merger than if they did not have these interests. Some of these officers and directors have already agreed

to vote in favor of the proposal to approve and adopt the merger agreement and approve the merger and will be released from certain transfer
restrictions on their shares of PayPal common stock upon the approval and adoption of the merger agreement and approval of the merger. As of

the close of business on the record date for the special meeting of PayPal stockholders at which the merger agreement will be presented and

voted upon, PayPal officers and directors beneficially owned approximately 36.5% of all outstanding shares of PayPal common stock entitled to
vote at the meeting. For a description of some of these interests, see the sections entitled Interests of Certain Persons in the Merger , The Merger
Agreement and Other Material Agreements Related to the Merger beginning on page 80, page 83 and page 95, respectively, of this proxy
statement/prospectus.

We Expect to Incur Significant Costs Associated with the Merger.

eBay estimates that it will incur direct transaction costs of approximately $18 million associated with the merger, which will be included as
part of the total purchase price. In addition, PayPal estimates that it will incur direct transaction costs of approximately $5 million which will be
recognized as expenses as incurred. eBay and PayPal believe the combined entity may incur charges to operations, which are not currently
reasonably estimable, in the quarter in which the merger is completed or the following quarters, to reflect costs associated with integrating the
two companies. There can be no assurance that the combined company will not incur additional material charges in subsequent quarters to
reflect additional costs associated with the merger and the integration of the two companies.

Future Operating Results of the Combined Company Could Be Adversely Affected as a Result of Purchase Accounting Treatment and
the Impact of Amortization and Impairment of Intangible Assets Relating to the Merger.

In accordance with generally accepted accounting principles, eBay will account for the merger using the purchase method of accounting.
Under the purchase method of accounting, eBay will record the fair value of the eBay common stock issued in connection with the merger, the
fair value of the options to purchase PayPal common stock that become options to purchase eBay common stock and the amount of direct
transaction costs as the cost of combining with PayPal. eBay will allocate the total purchase price to the individual assets acquired and liabilities
assumed by eBay, including various identifiable intangible assets (such as user base, trade names and developed technology), based on their
respective fair values at the date of the completion of the merger. eBay s preliminary valuation of acquired intangible assets totaled $230 million
and these amounts will be required to be amortized over their estimated useful lives, ranging from three to seven years. eBay expects that it will
initially incur incremental charges for amortization of intangible assets of approximately $9 million per quarter. The purchase price will also be
allocated to deferred compensation, based on the portion of the intrinsic value of the unvested PayPal options and restricted stock assumed by
eBay to the extent that service is required after completion of the merger in order to vest. The preliminary amount allocated to deferred
compensation totals $30 million and eBay expects that it will initially incur incremental charges for stock based compensation of approximately
$4 million per quarter. Any excess of the purchase price over the fair value of the net tangible and identifiable intangible assets acquired will be
accounted for as goodwill. eBay will not be required to amortize goodwill against income but goodwill will be subject to periodic reviews for
impairment. If eBay is required to recognize an impairment charge, the charge would negatively impact reported earnings in the period of the
charge.

26

Table of Contents 47



Edgar Filing: EBAY INC - Form S-4/A

Table of Contents

The Market Price of the Shares of eBay Common Stock May Be Affected by Factors Different from Those Affecting the Shares of
PayPal Common Stock.

Upon completion of the merger, holders of PayPal common stock will become holders of eBay common stock. An investment in eBay
common stock has different risks than an investment in PayPal common stock. Although eBay currently has operating subsidiaries that conduct
online payment processing services, such subsidiaries generate a relatively small portion of eBay s total revenues. Accordingly, eBay s business,
and the market price of eBay common stock, is affected by a variety of factors, only some of which apply to online payment processing services.
Former holders of PayPal common stock will be subject to additional risks upon exchange of their shares of PayPal common stock for eBay
common stock in the merger, some of which are described below under ~ Risks Related to eBay and PayPal as a Combined Company After the
Merger on page 30. For a discussion of the businesses of eBay and PayPal, see the documents incorporated by reference into this document and
referred to under Where You Can Find More Information on page 165 and see the Information About PayPal section on page 98.

The Discontinuance of PayPal s Transactions with Merchants Involved in Online Gambling Activities is Expected to Reduce PayPal s
Revenues and Profits and Affect the Comparability of PayPal s Historical Financial Results to Anticipated Future Financial Results of
the Combined Company.

Upon completion of the merger, eBay intends to discontinue PayPal s current business operations relating to payment processing
transactions for merchants involved in online gambling activities. Approximately 8% of PayPal s revenues were derived from those types of
transactions in the six-month period ended June 30, 2002. Because PayPal will no longer derive revenues from these transactions after the
merger has been completed, a comparison of PayPal s pre-merger financial results to the combined company s post-merger financial results
should take into account the loss of revenues from these transactions.

On August 20, 2002, PayPal reached an agreement with the Attorney General of the State of New York in the state s inquiry into payments
made through PayPal s service to online gambling merchants. In an assurance of discontinuance made to the New York Attorney General, PayPal
agreed to cease processing payments from its New York members to online gambling merchants by September 1, 2002. PayPal took this action
in voluntary cooperation with the New York Attorney General and did not admit to a violation of law. The New York Attorney General has
agreed to accept PayPal s assurance of discontinuance in lieu of commencing a statutory proceeding. PayPal also agreed to pay $200,000 to the
State of New York in penalties, disgorged profits and to cover the New York Attorney General s costs of investigation.

PayPal has received federal grand jury subpoenas issued at the request of the United States Attorney for the Eastern District of Missouri.
These subpoenas seek the production of documents related to online gambling activities. PayPal intends to cooperate fully with the United States
Attorney s office in this matter.

Risks Related to PayPal if the Merger Is Not Completed

If the Merger is Not Completed, the Price of PayPal Common Stock and Future Business and Operations Could Be Harmed.
If the merger is not completed, PayPal may be subject to the following material risks, among others:

PayPal may not be able to find a party willing to pay an equivalent or more attractive exchange ratio than the ratio offered by eBay;

PayPal may be required to pay eBay a termination fee of $5,000,000 or $45,000,000 and reimburse eBay s expenses, as described on
page 94;

the price of PayPal common stock may decline to the extent that the current market price of PayPal common stock reflects an assumption
that the merger will be completed;
27
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PayPal s costs related to the merger, such as legal, accounting and some of its financial advisory fees, must be paid even if the merger is not
completed;

PayPal would not realize the benefits it expects by being part of a combined company with eBay, as well as the potentially enhanced
financial position as a result of being part of the combined company;

the diversion of management attention from PayPal s day-to-day business and the unavoidable disruption to its employees and its
relationships with users and partners as a result of efforts and uncertainties relating to PayPal s anticipated merger with eBay may detract
from PayPal s ability to grow revenues and minimize costs, which, in turn may lead to a loss of market position that PayPal could be unable
to regain if the merger does not occur; and

PayPal may not be able to continue its present level of operations, may need to scale back its business and may not be able to take
advantage of future opportunities or effectively respond to competitive pressures, any of which could have a material adverse effect on its
business and results of operations.

Stockholders May Sell Substantial Amounts of PayPal Common Stock on the Public Market, Which Is Likely to Depress the Price of

PayPal Common Stock.

A significant number of shares of PayPal common stock may be sold at any time prior to the merger, as discussed on page 25. Any
substantial sales of PayPal common stock on the public market by current stockholders may cause the market price of PayPal common stock to
decline.

If PayPal s current stockholders sell PayPal common stock in the public market prior to the merger, it is likely that arbitrageurs will acquire
such shares. These arbitrageurs would likely sell all such shares on the public market immediately following any announcement, or anticipated
announcement, that the merger with eBay failed, or will likely fail, to close for regulatory or other reasons, which in turn would likely cause the
market price of PayPal common stock to decline.

In addition to the other negative effects on PayPal, all such sales of PayPal common stock might make it more difficult for PayPal to sell
equity or equity-related securities in the future if the merger with eBay is not completed.

The Delay in Closing the Planned Merger Could Have an Adverse Effect on PayPal s Revenues in the Near-term.

To the extent a prolonged delay in completing the planned merger creates uncertainty among PayPal s users, such delay could have an
adverse effect on PayPal s results of operations, and quarterly revenues could be substantially below the expectations of market analysts and
could cause a reduction in the stock price of PayPal common stock. In addition, eBay has announced that it plans to phase out PayPal s
processing of payments for online gambling merchants after the merger is completed as a result of the uncertain regulatory environment
surrounding online gambling. As a result of this announcement, PayPal may lose significant revenues in the near-term associated with online
gambling merchants seeking alternatives to PayPal s product prior to the merger or arising out of the uncertainty of how long PayPal may
continue to process payments for online gambling merchants.

If the Merger Is Not Completed, a Number of Factors May Continue to Cause PayPal s Actual Results, Levels of Activity, Performance

or Achievements to Differ Materially from Any Future Results, Levels of Activity, Performance or Achievements.

The risks associated with the combined company if the merger is completed are described below under ~ Risks Related to eBay and PayPal
as a Combined Company After the Merger. If the merger is not completed, PayPal expects to continue to operate its business substantially as
presently operated. Accordingly, a number of factors may continue to cause PayPal s actual results, levels of activity, performance or
achievements to differ materially from any future results, levels of activity, performance or
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achievements. In addition to the factors described below under ~ Risks Related to PayPal s Business Prior to and After the Merger , these factors
include without limitation the following:

PayPal might not implement successfully strategies to increase adoption of its electronic payment methods, which would limit PayPal s
growth and cause its stock price to decline.

PayPal depends on online auction transactions for a significant percentage of its payment volume. If PayPal s ability to process payments
for online auctions is impaired, PayPal s financial results and growth prospects would be affected significantly and negatively.

PayPal faces strong competitors and its industry is evolving rapidly. If PayPal does not compete effectively, the demand for its product
may decline, and its business would suffer.

PayPal has a limited operating history and may not continue to be profitable. If PayPal were unable to maintain profitability, its stock price
would decline.

Changes to credit card association rules or practices could negatively affect PayPal s service and, if it does not comply with the rules, could
result in a termination of PayPal s ability to accept credit cards. If PayPal were unable to accept credit cards, its competitive position would
be seriously damaged.

PayPal relies on financial institutions, including several current or potential competitors, to process its payment transactions. Should any of
these institutions decide to stop processing PayPal s payment transactions, its business could suffer.

Customer complaints or negative publicity about PayPal s customer service could affect use of its product adversely and, as a result,
PayPal s business could suffer.

PayPal may experience breakdowns in its payment processing system that could damage customer relations and expose PayPal to liability,
which could affect adversely its ability to provide reliable service.

PayPal relies on its customers for distribution of its product, and this method of distribution may not meet its goals. If PayPal s customers
stop using its product, PayPal s business would suffer.

PayPal s inability to manage growth could affect its business adversely and harm its ability to become profitable.

PayPal s quarterly operating results fluctuate and may not predict its future performance accurately. Variability in PayPal s future
performance could cause its stock price to fluctuate and decline.

PayPal may not protect its proprietary technology effectively, which would allow competitors to duplicate its products. This would make it
more difficult for PayPal to compete with them.

PayPal s product features may infringe claims of third-party patents, which could affect PayPal s business and profitability adversely.

PayPal has limited experience competing in international markets. PayPal s international expansion plans will expose it to greater political,
intellectual property, regulatory, exchange rate fluctuation and other risks, which could harm its business.

These factors are not exhaustive. Other sections of this proxy statement/prospectus may include additional factors that could adversely
impact PayPal s business and financial performance. Moreover, PayPal operates in a very competitive and rapidly changing environment. New
risk factors emerge from time to time and it is not possible for PayPal s management to predict all risk factors, nor can PayPal assess the impact
of all factors on PayPal s business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from
those contained in any forward-looking statements.
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Risks Related to eBay and PayPal as a Combined Company After the Merger

The risks and uncertainties described below are not the only ones facing eBay and PayPal as a combined company. Additional risks and
uncertainties not presently known to us or that we currently deem immaterial also may impair the business operations of the combined company.
If any of the following risks or such other risks actually occurs, our business could be harmed. When we use the terms we , us or our inthis
section of the proxy statement/ prospectus, we mean eBay and PayPal as the combined company after the completion of the merger.

Our Operating Results May Fluctuate.

The operating results of eBay and PayPal have varied on a quarterly basis. 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 quarterly operating results include the following:

our ability to retain an active user base, to attract new users who list items for sale, who purchase items through our service or who pay for
goods or services using our service and to maintain customer satisfaction;

our ability to keep our websites operational and to manage the number of items listed on our service at a reasonable cost;

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

foreign, federal, state or local government regulation, including investigations prompted by items improperly listed, sold or paid for by our
users;

the success of our geographical and product expansion;

the introduction of new sites, services and products by us or our competitors;

volume, size, timing and completion rate of trades on our websites;

consumer willingness to consummate transactions with other users who are not known to them;
consumer confidence in the safety and security of transactions on our websites;

our ability to upgrade and develop our systems, infrastructure and customer service capabilities to accommodate growth at a reasonable
cost;

our ability to integrate successfully and cost effectively and manage our acquisitions, including the acquisition of PayPal;
the cost and demand for advertising on our own websites;

technical difficulties or service interruptions involving our websites or services provided to our users by third parties (such as photo
hosting or payments);

our ability to attract new personnel in a timely and effective manner;
our ability to retain key employees in both our online businesses and our acquisitions, including key employees of PayPal;
our ability to expand our product offerings involving fixed-price trading successfully;

the costs and results of litigation that involves us;

Table of Contents 51



Edgar Filing: EBAY INC - Form S-4/A

the results of regulatory decisions that affect us;

the risks relating to the operations of PayPal described in this section, especially risks relating to fraud, regulatory and credit card
association actions, litigation and transactions with merchants involved in online gambling activities;
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the timing, cost and availability of advertising in traditional media and on other websites and online services;
the timing of payments to us and of marketing and other expenses under existing and future contracts;
consumer trends and popularity of some categories of items;

the success of our brand building and marketing campaigns;

the continued financial strength of our commercial partners and technology suppliers;

the level of use of the Internet and online services;

increasing consumer acceptance of the Internet and other online services for commerce and, in particular, the trading of products such as
those listed on our websites; and

general economic conditions and those economic conditions specific to the Internet and e-commerce industries.

Our limited operating history and the increased variety of services offered on our websites make it difficult for us to forecast the level or
source of our revenues or earnings accurately. 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 a substantial portion of our net revenues
each quarter come from transactions for items that are listed and sold during that quarter. 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 eBay common stock would almost
certainly decline.

We May Not Maintain Profitability.
We believe that our continued profitability will depend in large part on our ability to do the following:

maintain sufficient transaction volume to attract buyers and sellers;

manage the costs of our business, including the costs associated with maintaining and developing our websites, customer support and
international and product expansion;

increase our brand name awareness; and

provide our customers with superior community and trading experiences.

We are investing heavily in marketing and promotion, customer support, further development of our websites, technology and operating
infrastructure development. The costs of these investments are expected to remain significant into the future. In addition, many of our
acquisitions require continuing investments in these areas and we have significant ongoing contractual commitments in some of these areas. 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. The existence of several larger and more established companies that are enabling online sales as well as other companies, some of
whom do not charge for transactions on their sites and others who are facilitating trading through varied pricing formats (e.g., fixed-price,
reverse auction, group buying) may limit our ability to raise user fees in response to declines in profitability. In addition, we are spending in
advance of anticipated growth, which may also harm our profitability. In view of the rapidly evolving nature of our business and our limited
operating history, we believe that period-to-period comparisons of our operating results are not necessarily meaningful. You should not rely
upon our historical results as indications of our future performance.

Acquisitions Could Result in Dilution, Operating Difficulties and Other Harmful Consequences.

eBay has acquired a number of businesses, including Half.com, Internet Auction, iBazar, HomesDirect.com and NeoCom and, if the merger
is completed, PayPal. eBay expects to continue to evaluate and consider a wide array of potential strategic transactions, including business
combinations,
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acquisitions and dispositions of businesses, technologies, services, products and other assets, including interests in eBay s existing subsidiaries

and joint ventures. At any given time eBay may be engaged in discussions or negotiations with respect to one or more of such transactions. Any
of such transactions could be material to eBay s financial condition and results of operations. There is no assurance that any such discussions or
negotiations will result in the consummation of any transaction.

The process of integrating any acquisition, including the acquisition of PayPal, may create unforeseen operating difficulties and
expenditures and is itself risky. The areas where we may face difficulties include:

diversion of management time at both companies during the period of negotiation through closing and further diversion of such time after
closing, as well as a shift of focus from operating the businesses to issues of integration and future products;

declining employee morale and retention issues resulting from changes in compensation, reporting relationships, future prospects or the
direction of the business;

the need to integrate each company s accounting, management information, human resource and other administrative systems to permit
effective management, and the lack of control if such integration is delayed or not implemented;

the need to implement controls, procedures and policies appropriate for a larger public company at companies that prior to acquisition had
lacked such controls, procedures and policies; and

in some cases, the need to transition operations onto the existing eBay platform.

Prior to the four acquisitions eBay made in the second quarter of 1999, eBay had almost no experience in managing this integration process.
Many of the acquisitions made to date have involved either family-run companies or very early stage companies, which may worsen these
integration issues. Foreign acquisitions involve special risks, including those related to integration of operations across different cultures,
currency risks and the particular economic and regulatory risks associated with specific countries. Moreover, the anticipated benefits of any or
all of our acquisitions may not be realized. Future acquisitions or mergers could result in potentially dilutive issuances of equity securities, the
incurrence of debt, contingent liabilities or amortization expenses related to goodwill and other intangible assets, any of which could harm our
business. Future acquisitions or mergers may require us to obtain additional equity or debt financing, which may not be available on favorable
terms or at all. Even if available, this financing may be dilutive.

A Successful Integration of PayPal May Be Difficult.

While eBay has acquired smaller companies in the past, the acquisition of PayPal represents by far the largest acquisition by eBay to date.
We expect that the process of integrating PayPal s business into the eBay platform will be relatively difficult and will require significant attention
from management. This may divert management s attention from its focus on eBay s principal business for an extended period of time. In
addition, following the merger PayPal would continue to operate as an independent wholly-owned subsidiary of eBay with its own management.
Because PayPal will be relatively independent, efficient cooperation between eBay and PayPal following the merger will be crucial for a
successful integration of PayPal s business into the eBay platform. In order to facilitate the integration of PayPal into eBay, we entered into
employment agreements with certain key employees of PayPal pursuant to which these key employees have agreed to remain employed with
PayPal for specified time periods. However, there can be no assurance that these key employees will not terminate their employment with
PayPal before the expiration of their employment agreements or agree to continued employment with PayPal after the expiration of their
employment agreements. For a more detailed discussion of the specific employment terms of these employment agreements, see Other Material
Agreements Relating to the Merger eBay Employment Agreements beginning on page 96. There can be no assurance that PayPal s business will
be integrated into the eBay platform in a timely and efficient manner or that any of the anticipated benefits of the merger, including those
described in the section entitled The Merger eBay s Reasons for the
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Merger , will be realized. Failure to do so could materially harm the business and operating results of the combined company.

There Are Many Risks Associated with Our International Operations.

In 1999, we acquired alando.de.ag, a leading online German trading platform, and began operations in the United Kingdom and, through a
joint venture, in Australia. In the first quarter of 2000, we expanded into Japan and formally launched our localized Canadian operations. In
October 2000, we launched our French site. In January 2001, we launched our Italian site. In February 2001, we completed our acquisition of a
majority interest in Internet Auction, and in May 2001, we completed our acquisition of iBazar, a French company with online trading
operations in eight countries, primarily in Europe. In April 2002, we completed our acquisition of NeoCom in Taiwan. In addition, we intend to
expand PayPal s business in selected international markets which will subject PayPal to more risk relating to international operations. Expansion
into international markets requires management attention and resources. We have limited experience in localizing our service to conform to local
cultures, standards and policies. In most countries, we will have to compete with local companies who understand the local market better than
we do. We may not be successful in expanding into particular international markets or in generating revenues from foreign operations. For
example, we recently withdrew from the Japanese market. Even if we are successful, the costs of operating new sites are expected to exceed our
net revenues for at least 12 months in most countries. As we continue to expand internationally, we are subject to risks of doing business
internationally, including the following:

regulatory requirements, including regulation of auctioneering, banking and money transmitting, that may limit or prevent the offering of
our services in local jurisdictions, may prevent enforceable agreements between sellers and buyers, may prohibit certain categories of
goods, may require special licensure or may limit the transfer of information between our foreign subsidiaries and ourselves;

legal uncertainty regarding liability for the listings of our users, including less Internet-friendly legal systems, unique local laws and lack
of clear precedent or applicable law;

difficulties in staffing and managing foreign operations;

longer payment cycles, different accounting practices and problems in collecting accounts receivable;
local taxation of our fees or of transactions on our websites;

higher telecommunications and Internet service provider costs;

strong local competitors;

more stringent consumer and data protection laws;

cultural non-acceptance of online trading;

seasonal reductions in business activity;

potentially adverse tax consequences;

expenses associated with localizing our products, including offering customers the ability to transact business in major currencies in
addition to the U.S. dollar;

laws and business practices that favor local competitors;
foreign currency restrictions and exchange rate fluctuations;
changes in a specific country s or region s political or economic conditions; and

differing intellectual property laws.
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Some of these factors may cause our international costs to exceed our domestic costs of doing business. To the extent we expand our
international operations and have additional portions of our international revenues denominated in foreign currencies, we also could become
subject to increased difficulties in collecting accounts receivable and risks relating to foreign currency exchange rate fluctuations.

Disputes Between Our South Korean Subsidiary, Internet Auction, and Credit Card Companies May Harm Our Operations in South
Korea.

The South Korean credit card companies providing payment services to our majority-owned South Korean subsidiary, Internet Auction,
have experienced higher than anticipated delinquency rates on transactions carried out on the Internet Auction platform. Some of these
delinquencies are related to fictitious transactions on Internet Auction and other South Korean Internet sites to enable users to receive cash
advances on their credit cards that would not otherwise be permitted by the credit card companies. As of June 30, 2002, these credit card
companies were withholding approximately 1.2 billion Won (about $1.0 million) as collateral against certain delinquent accounts, and had
threatened to terminate their agreements with Internet Auction if matters were not resolved to their satisfaction. Internet Auction is currently in
negotiations with the major credit card companies in South Korea to resolve this situation. Since the spring of 2001, Internet Auction has been
implementing certain user verification and improved site-monitoring processes that it believes have substantially reduced this type of credit card
misuse on its system. Due to the demands made by two credit card companies, Internet Auction entered into new agreements with these
companies that could shift the risk of credit card misuse, nonpayment or chargeback by the purchaser to Internet Auction and formalize the
ability of the credit card companies to withhold collateral against future delinquencies. The termination of its agreements with the credit card
companies would adversely affect Internet Auction s business and could adversely impact eBay s business. Further, any settlement related to past
transactions could adversely affect Internet Auction s results of operations. Certain legislation recently enacted by the Korean National Assembly
could make Internet Auction liable for credit card misuses by its users. If Internet Auction becomes liable for credit card misuse or payment
delinquency by its users, Internet Auction may have to change its procedures and processes relating to payments, accept higher losses, or both,
which could adversely affect its business and could thereby adversely affect our business.

Our Revenues from Third-Party Advertising and End-to-End Services Are Subject to Factors Beyond Our Control and Are Expected
to Decrease.

We are receiving revenues from end-to-end service providers and direct advertising promotions. These revenues may be affected by the
financial condition of the parties with whom we have these relationships and by the success of online promotions generally. Recently, the
pricing of online advertisements has deteriorated. Our direct advertising revenues are dependent in significant part on the performance of AOL s
sales force, over which we do not have control. Reduction in these revenues, whether due to the softening of the demand for online advertising
in general or particular problems facing parties with whom we have commercial relationships, would adversely affect our results. At this time,
we expect such revenues to decrease on an absolute basis in 2002 relative to 2001.

Problems with Third Parties Who Provide Services to Our Users Could Harm Us.

A number of third parties provide services to our users, which indirectly benefit us. Such services include seller tools that automate and
manage listings, merchant tools that manage listings and interface with inventory management software, photo hosting, payment processing and
other services. In many cases we have contractual agreements with these companies, which may give us a direct financial interest in their
success, while in other cases we have none. In either circumstance, financial, regulatory or other problems that prevent these companies from
providing services to our users could reduce the number of listings on our websites or make completing transactions on our websites more
difficult, and thereby harm our business.
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Our Failure to Manage Growth Could Harm Us.

We currently are experiencing a period of expansion in our headcount, facilities and infrastructure, and we anticipate that further expansion
will be required to address potential growth in our customer base and number of listings as well as our expansion into new geographic areas,
types of goods and alternative methods of sale. This expansion has placed, and we expect it will continue to place, a significant strain on our
management, operational and financial resources. The areas that are put under strain by our growth include the following:

The Websites. We must constantly add new hardware, update software and add new engineering personnel to accommodate the increased
use of our and our subsidiaries websites and the new products and features we are regularly introducing. This upgrade process is
expensive, and the increased complexity of our websites increases the cost of additional enhancements. If we are unable to increase the
capacity of our systems at least as fast as the growth in demand for this capacity, our websites may become unstable and may cease to
operate for periods of time. We have commenced a significant multi-year project to enhance our current technical architecture. If this
project is not successful, our business could be harmed. We have experienced periodic unscheduled downtime. Continued unscheduled
downtime would harm our business and also could anger users of our websites and reduce future revenues.

Customer Support. We are expanding our customer support operations to accommodate the increased number of users and transactions on
our websites and the increased level of trust and safety activity we provide worldwide. If we are unable to provide these operations in a
cost-effective manner, users of our websites may have negative experiences, and current and future revenues could suffer, or our operating
margins may decrease.

Customer Accounts. Our revenues are dependent on prompt and accurate billing processes. If we are unable to grow our transaction
processing abilities to accommodate the increasing number of transactions that must be billed, our ability to collect revenue will be
harmed.

We must continue to hire, train and manage new employees at a rapid rate. If our new hires perform poorly, or if we are unsuccessful in
hiring, training, managing and integrating these new employees, or if we are not successful in retaining our existing employees, our business
may be harmed. To manage the expected growth of our operations and personnel, we will need to improve our transaction processing,
operational and financial systems, procedures and controls. This is a special challenge as we acquire new operations with different systems. Our
current and planned personnel, systems, procedures and controls may not be adequate to support our future operations. We may be unable to
hire, train, retain and manage required personnel or to identify and take advantage of existing and potential strategic relationships and market
opportunities. The additional headcount and capital investments we are adding increases our cost base, which will make it more difficult for us
to offset any future revenue shortfalls by offsetting expense reductions in the short term.

Our Business May Be Harmed by the Listing or Sale by Our Users of Illegal Items.

The law relating to the liability of providers of online services for the activities of their users on their service is currently unsettled. We are
aware that certain goods, such as firearms, other weapons, adult material, tobacco products, alcohol and other goods that may be subject to
regulation by local, state or federal authorities, have been listed and traded on our service. We may be unable to prevent the sale of unlawful
goods, or the sale of goods in an unlawful manner, by users of our service, and we may be subject to allegations of civil or criminal liability for
unlawful activities carried out by users through our service. We have been subject to several lawsuits based upon such allegations. In order to
reduce our exposure to this liability, we have prohibited the listing of certain items and increased the number of personnel reviewing
questionable items. In the future, we may implement other protective measures that could require us to spend substantial resources and/or to
reduce revenues by discontinuing certain service offerings. Any costs incurred as a result of liability or asserted liability relating to the sale of
unlawful goods or the unlawful sale of goods, could harm our business. In addition, we have received significant and
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continuing media attention relating to the listing or sale of unlawful goods on our websites. This negative publicity could damage our reputation
and diminish the value of our brand name. It also could make users reluctant to continue to use our services.

We Are Subject to Intellectual Property and Other Litigation.

On April 25, 2000, we were served with a lawsuit, Gentry et al. v. eBay, Inc. et al., filed in Superior Court in San Diego, California. The
lawsuit was filed on behalf of a purported class of eBay users who purchased allegedly forged autographed sports memorabilia on eBay. The
lawsuit claims we were negligent in permitting certain named (and other unnamed) defendants to sell allegedly forged autographed sports
memorabilia on eBay. In addition, the lawsuit claims we violated California unfair competition law, and a section of the California Civil Code
which prohibits dealers from selling sports memorabilia without a Certificate of Authenticity. The lawsuit seeks class action certification,
compensatory damages, a civil penalty of ten times actual damages, interest, costs and fees and injunctive relief. On January 26, 2001, the court
issued a ruling dismissing all claims against us in the lawsuit. The court ruled that our business falls within the safe harbor provisions of
47 USC 230, which grants Internet service providers such as eBay immunity from state claims based on the conduct of third parties. The court
also noted that we were not a dealer under California law and thus not required to provide certificates of authenticity with autographs sold over
our site by third parties. The plaintiffs appealed this ruling. A hearing on the plaintiff s appeal of this ruling was held on April 10, 2002 and the
appeals court upheld the trial court s decision in our favor on June 26, 2002.

On April 25, 2001, our European subsidiaries, eBay GmbH and eBay International AG, were sued by Montres Rolex S.A. and certain Rolex
affiliates, or Rolex, in the regional court of Cologne, Germany. The suit has been moved to the regional court in Dusseldorf, Germany and is
scheduled to be heard in September 2002. 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 alleges unfair competition. Rolex is seeking an order forbidding the sale of
Rolex watches on the website as well as damages. We believe that we have meritorious defenses and intend to defend ourselves vigorously.

On September 26, 2001, a complaint was filed by MercExchange LLC against us, our Half.com subsidiary and ReturnBuy, Inc. in the
Eastern District of Virginia (No. 2:01-CV-736) alleging infringement of three patents (relating to online auction technology, multiple database
searching and electronic consignment systems) and seeking a permanent injunction and damages (including treble damages for willful
infringement). We have answered this complaint, denying the allegations, and, in April 2002, filed four motions for summary judgment with
respect to various aspects of the case. On July 10, 2002, the court ruled that there are triable issues of fact with respect to two of our summary
judgment motions and denied them, while postponing consideration of our remaining two motions. Trial is now scheduled for November 12,
2002. We believe that we have meritorious defenses and intend to defend ourselves vigorously. However, even if successful, our defense against
this action will be costly and could divert our management s time. If the plaintiff were to prevail on any of its claims, we might be forced to pay
significant damages and licensing fees, modify our business practices or even be enjoined from practicing a significant part of our U.S. business.
Any such results could materially harm our business.

On August 16, 2002, Charles E. Hill & Associates, Inc., or Hill, filed a lawsuit in the U.S. District Court for the Eastern District of Texas
(No. 2:02-CV-186) alleging that we and 17 other companies, primarily large retailers, infringed three patents owned by Hill relating to electronic
catalog systems and methods for producing data at a remote location, updating that data and displaying that data. The suit seeks an injunction
against continuing infringement, unspecified damages, including trebled damages for willful infringement, and interest, costs, expenses and fees.
We believe that we have meritorious defenses and intend to defend ourselves vigorously.

In connection with the proposed acquisition of PayPal, three purported class action complaints have been filed in the Court of Chancery in
the State of Delaware in and for New Castle County by alleged stockholders of PayPal. Two additional purported class action complaints have
been filed in the Superior
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Court of the State of California, County of Santa Clara, by alleged PayPal stockholders. These complaints name as defendants PayPal and each
member of its board of directors as well as eBay. The complaints are purported class actions that allege, among other things, that eBay controls
PayPal, the defendants have breached fiduciary duties they assertedly owed to PayPal s stockholders in connection with PayPal entering into the
merger agreement and the exchange ratio is unfair and inadequate. The plaintiffs in each lawsuit seek, among other things, an injunction against
the consummation of the merger and an award of unspecified compensatory damages. We believe that each of the lawsuits is without merit and
intend to defend ourselves vigorously.

PayPal has been sued for patent infringement, including a suit by Tumbleweed Communications Corporation that is currently ongoing. If all
or any portion of PayPal s service were found to infringe a patent, we could be required to restructure our payment system, stop offering PayPal s
payment product altogether, or pay substantial damages or license fees to third party patent owners.

Other third parties have from time to time claimed, and others may claim in the future that we have infringed their past, current or future
intellectual property rights. We have in the past been forced to litigate such claims. We may become more vulnerable to such claims as the
courts interpret laws such as the Digital Millennium Copyright Act and as we expand into jurisdictions where the underlying laws with respect to
the potential liability of online intermediaries like ourselves is less favorable. We expect that we will increasingly be subject to copyright and
trademark infringement claims as the geographical reach of our services expands. We also expect that we will increasingly be subject to patent
infringement claims as our services expand. We have been notified of several potential disputes. These claims, whether meritorious or not, could
be time-consuming, result in costly litigation, cause service upgrade delays, require expensive changes in our methods of doing business or
could require us to enter into costly royalty or licensing agreements, if available. As a result, these claims could harm our business.

Our Business May Be Harmed by the Listing or Sale by Our Users of Pirated or Counterfeit Items.

We have received in the past, and we anticipate we will receive in the future, communications alleging that certain items listed or sold
through our service by our users infringe third-party copyrights, trademarks and tradenames or other intellectual property rights. Although we
have sought to work actively with the content community to eliminate infringing listings on our websites, some content owners have expressed
the view that our efforts are insufficient. Content owners have been active in defending their rights against online companies, including eBay.
Allegations of infringement of third-party intellectual property rights have in the past and may in the future result in litigation against us. Such
litigation is costly for us, could result in 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.

Our Business May Be Harmed by Fraudulent Activities on Our Websites.

Our future success will depend largely upon sellers reliably delivering and accurately representing their listed goods and buyers paying the
agreed purchase price. We have received in the past, and anticipate that we will receive in the future, communications from users who did not
receive the purchase price or the goods that were to have been exchanged. In some cases, individuals have been arrested and convicted for
fraudulent activities using our websites. While we can suspend the accounts of users who fail to fulfill their delivery obligations to other users,
we do not have the ability to require users to make payments or deliver goods or otherwise make users whole other than through our limited
buyer protection programs. Other than through these programs, we do not compensate users who believe they have been defrauded by o