
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

______________________________

FORM 10-Q
______________________________

x Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

 For the quarterly period ended June 30, 2018

  
 OR
  

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from                to              

Commission File Number 001-36911
_________________________

ETSY, INC.
(Exact name of registrant as specified in its charter)

_________________________

Delaware   20-4898921

(State or other jurisdiction of incorporation or organization)  (I.R.S. Employer Identification No.)
   

117 Adams Street, Brooklyn, NY  11201

(Address of principal executive offices)  (Zip code)
 

(718) 880-3660
(Registrant's telephone number, including area code)  

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

   

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period
that the registrant was required to submit and post such files).    Yes   x
    No   ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company or an
emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company” and “emerging growth company” in
Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨
  (Do not check if a smaller reporting company) Smaller reporting company ¨
Emerging growth company ¨

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ¨

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

The number of shares of common stock outstanding as of  August 3, 2018  was  119,753,433 .



Etsy, Inc.
Table of Contents

  Page
 Note Regarding Forward-Looking Statements 3
 Part I - Financial Information 4
Item 1. Consolidated Financial Statements (Unaudited) 4
 Consolidated Balance Sheets as of June 30, 2018 and December 31, 2017 4
 Consolidated Statements of Operations for the three and six months ended June 30, 2018 and 2017 5
 Consolidated Statements of Comprehensive Income (Loss) for the three and six months ended June 30, 2018 and 2017 6
 Consolidated Statement of Changes in Stockholders' Equity for the six months ended June 30, 2018 7
 Consolidated Statements of Cash Flows for the six months ended June 30, 2018 and 2017 8
 Notes to Consolidated Financial Statements 10
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 27
Item 3. Quantitative and Qualitative Disclosures About Market Risk 45
Item 4. Controls and Procedures 46
 Part II - Other Information 47
Item 1. Legal Proceedings 47
Item 1A. Risk Factors 47
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 68
Item 3. Defaults Upon Senior Securities 68
Item 4. Mine Safety Disclosures 68
Item 5. Other Information 68
Item 6. Exhibits 69
 Signatures 70

Unless the context otherwise requires, we use the terms “Etsy,” the “Company,” “we,” “us” and “our” in this Quarterly Report on Form 10-Q , (“ Quarterly
Report”), to refer to Etsy, Inc. and, where appropriate, our consolidated subsidiaries.

See “ Management’s Discussion and Analysis of Financial Condition and Results of Operations — Key Operating and Financial Metrics ” for the definitions of the
following terms used in this Quarterly Report: “active buyer,” “active seller,” “Adjusted EBITDA,” “GMS,” “international GMS,” and “mobile GMS.”

Etsy has used, and intends to continue using, its investor relations website and the Etsy News Blog (blog.etsy.com/news) to disclose material non-public
information and to comply with its disclosure obligations under Regulation FD. Accordingly, you should monitor our investor relations website and the Etsy News
Blog in addition to following our press releases, SEC filings and public conference calls and webcasts.



NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report contains forward-looking statements within the meaning of the federal securities laws. Forward-looking statements include information
relating to our business strategy, upcoming product launches, investments in marketing and international growth, the impact of our four key initiatives and new
pricing model on future GMS and revenue growth, our financial performance and possible or assumed future results of operations and expenses, our outlook,
business environment, market size, product capabilities, timing of new product releases, and potential future growth. Forward-looking statements include all
statements that are not historical facts. In some cases, forward-looking statements can be identified by terms such as “anticipates,” “believes,” “could,” “estimates,”
“expects,” “intends,” “may,” “plans,” “potential,” “predicts,” “projects,” “seeks,” “should,” “will,” “would” or similar expressions and the negatives of those
terms.

Forward-looking statements are not guarantees of performance and involve known and unknown risks, uncertainties and other factors that may cause our actual
results, performance or achievements to be materially different from any future results, performance or achievements expressed or implied by the forward-looking
statements. Those risks include those described in the section titled “Risk Factors” and elsewhere in this Quarterly Report. Given these uncertainties, you should
read this Quarterly Report in its entirety and not place undue reliance on any forward-looking statements in this Quarterly Report.

In addition, statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These statements are based upon
information available to us as of the date of this Quarterly Report and, although we believe such information forms a reasonable basis for such statements, such
information may be limited or incomplete, and our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all
potentially available relevant information. These statements are inherently uncertain and investors are cautioned not to unduly rely upon these statements.

Moreover, we operate in a competitive and rapidly changing environment. New risks and uncertainties emerge from time to time and it is not possible for us to
predict all risks and uncertainties that could have an impact on the forward-looking statements made in this Quarterly Report. In light of these risks, uncertainties
and assumptions, the future events and trends discussed in this Quarterly Report may not occur and actual results could differ materially and adversely from those
anticipated or implied in the forward-looking statements.

Forward-looking statements represent our beliefs and assumptions only as of the date of this Quarterly Report. We disclaim any obligation to update forward-
looking statements.
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PART I - FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements (Unaudited).

Etsy, Inc.
Consolidated Balance Sheets (Unaudited)
(In thousands except share and per share amounts)

 

As of 
June 30, 

2018  

As of 
December 31, 

2017
ASSETS    
Current assets:    
Cash and cash equivalents $ 357,820 $ 315,442
Short-term investments 209,689  25,108
Accounts receivable, net of allowance for doubtful accounts of $3,568 and $2,687 as of June 30, 2018 and
December 31, 2017, respectively 30,615  33,677
Prepaid and other current assets 18,558  20,379
Funds receivable and seller accounts 49,551  44,658

Total current assets 666,233  439,264
Restricted cash 5,341 5,341
Property and equipment, net of accumulated depreciation and amortization of $75,969 and $66,226 as of June
30, 2018 and December 31, 2017, respectively 117,024  117,617
Goodwill 37,959  38,541
Intangible assets, net of accumulated amortization 38,077  4,100
Other assets 676  720

Total assets $ 865,310  $ 605,583

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    
Accounts payable $ 14,760  $ 13,622
Accrued expenses 35,447  28,743
Capital lease obligations—current 4,376  5,798
Funds payable and amounts due to sellers 49,551  44,658
Deferred revenue 6,440  6,262
Other current liabilities 2,925  3,394

Total current liabilities 113,499  102,477
Capital lease obligations—net of current portion 2,806  4,115
Deferred tax liabilities 32,292  23,786
Facility financing obligation 60,025  60,049
Long-term debt, net 269,133  —
Other liabilities 17,464  18,262

Total liabilities 495,219  208,689
Commitments and contingencies (Note 12)  
Stockholders’ equity:    

Common stock ($0.001 par value, 1,400,000,000 shares authorized as of June 30, 2018 and December 31,
2017; 119,545,384 and 121,769,238 shares issued and outstanding as of June 30, 2018 and December
31, 2017, respectively) 120  122
Preferred Stock ($0.001 par value, 25,000,000 shares authorized as of June 30, 2018 and December 31,
2017) —  —
Additional paid-in capital 546,121  499,441
Accumulated deficit (169,602)  (96,290)
Accumulated other comprehensive loss (6,548)  (6,379)

Total stockholders’ equity 370,091  396,894
Total liabilities and stockholders’ equity $ 865,310  $ 605,583

The accompanying notes are an integral part of these Consolidated Financial Statements
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Etsy, Inc.
Consolidated Statements of Operations (Unaudited)
(In thousands except share and per share amounts)
 

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Revenue $ 132,387  $ 101,692  $ 253,299  $ 198,583
Cost of revenue 45,409  35,724  86,704  70,383
Gross profit 86,978  65,968  166,595  128,200
Operating expenses:        

Marketing 28,941  27,521  55,135  50,975
Product development 23,568  21,754  44,289  39,870
General and administrative 21,707  28,411  40,611  51,174

Total operating expenses 74,216  77,686  140,035  142,019
Income  (loss)  from operations 12,762  (11,718)  26,560  (13,819)
Other (expense) income:        

Interest expense (6,125)  (2,696)  (9,889)  (5,287)
Interest and other income 2,438  543  3,535  982
Foreign exchange (loss) gain (4,450)  16,103  (2,600)  18,883

Total other (expens e) inc ome (8,137)  13,950  (8,954)  14,578
Income before  income taxes 4,625  2,232  17,606  759
(Provisio n) benefit for in come taxes (1,246)  9,437  (1,260)  10,489
Net inco me $ 3,379  $ 11,669  $ 16,346  $ 11,248
Net inco me per shar e attributable to common stockholders:        

Basic $ 0.03  $ 0.10  $ 0.14  $ 0.10
Diluted $ 0.03  $ 0.10  $ 0.13  $ 0.10

Weighted-average common shares outstanding:        
Basic 119,450,194  116,933,216  120,819,201  116,453,790
Diluted 125,551,759  120,723,938  126,186,664  120,424,631

 

The accompanying notes are an integral part of these Consolidated Financial Statements
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Etsy, Inc.
Consolidated Statements of Comprehensive Income (Loss) (Unaudited)
(In thousands)
 

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Net inco me $ 3,379  $ 11,669  $ 16,346  $ 11,248
Other comprehensive loss:        

Cumulative translation adjustment (276)  (13,381)  (152)  (16,336)
Unrealized gains (losses) on marketable securities, n et of tax 9  11  (17)  (11)

Total other comprehensive loss (267)  (13,370)  (169)  (16,347)
Comprehensive inco me (loss) $ 3,112  $ (1,701)  $ 16,177  $ (5,099)

The accompanying notes are an integral part of these Consolidated Financial Statements
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Etsy, Inc.
Consolidated Statement of Changes in Stockholders’ Equity (Unaudited)
(In thousands except share amounts)
 

 
Common Stock

 
Additional 

Paid-in Capital  
Accumulated

Deficit  

Accumulated
Other

Comprehensive
Loss  Total

 

  Shares  Amount
Balance as of December 31, 2017 121,769,238  $ 122  $ 499,441  $ (96,290)  $ (6,379)  $ 396,894

Stock-based compensation —  —  14,450  —  —  14,450
Exercise of vested options 947,642  1  10,724  —  —  10,725
Issuance of convertible senior notes, net of
issuance costs and taxes —  —  54,214  —  —  54,214
Purchase of capped call, net of taxes —  —  (26,243)  —  —  (26,243)
Vesting of restricted stock units, net of shares
withheld 358,838  —  (7,898)  —  —  (7,898)
Stock repurchase (3,530,334)  (3)  —  (89,658)  —  (89,661)
Stock-based compensation—acquisitions —  —  1,433  —  —  1,433
Other comprehensive loss —  —  —  —  (169)  (169)
Net inco me —  —  —  16,346  —  16,346

Balance as of June 30, 2018 119,545,384  $ 120  $ 546,121  $ (169,602)  $ (6,548)  $ 370,091

                 
 

 

The accompanying notes are an integral part of these Consolidated Financial Statements
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Etsy, Inc.
Consolidated Statements of Cash Flows (Unaudited)
(In thousands)

 
Six Months Ended  

 June 30,

  2018  2017
Cash flows from operating activities    
Net inco me $ 16,346  $ 11,248
Adjustments to reconcile net inco me to net cas h provided by operating activitie s:    

Stock-based compensation expense 13,638  10,592
Stock-based compensation expense—acquisitions 1,433  2,455
Depreciation and amortization expense 12,677  13,598
Bad debt expense 1,961  863
Foreign exchange loss (gain) 2,600  (18,883)
Amortization of debt issuance costs 475  110
Non-cash interest expense 4,335  4,368
Interest on marketable securities (922)  302
Loss on disposal of assets 26  89
Deferred income taxes (377)  —
Changes in operating assets and liabilities:    

Accounts receivable 922  1,008
Funds receivable and seller accounts (5,272)  (4,436)
Prepaid expenses and other current assets 2,545  (13,172)
Other assets 32  (54)
Accounts payable 368  (2,282)
Accrued and other current liabilities 5,975  3,928
Funds payable and amounts due to sellers 5,272  4,436
Deferred revenue 233  27
Other liabilities 4,245  1,251

Net cash provided by  operating activities 66,512  15,448
Cash flows from investing activities    

Cash paid for asset acquisition (35,323)  —
Purchases of property and equipment (304)  (3,593)
Development of internal-use software (8,146)  (6,604)
Purchases of marketable securities (234,149)  (29,462)
Sales of marketable securities 50,472  69,290
Net cash (used i n) provided by invest ing activities (227,450)  29,631

Cash flows from financing activities    
Repurchase of stock for tax on RSU vesting (7,898)  (2,028)
Repurchase of stock (89,661)  —
Proceeds from exercise of stock options 10,725  6,376
Proceeds from issuance of convertible senior notes 345,000  —
Payment of debt issuance costs (9,561)  —
Purchase of capped call (34,224)  —
Payments on capital lease obligations (3,421)  (3,742)
Payments on facility financing obligation (5,469)  (1,224)
Net cash provided by (used in)  financing activities 205,491  (618)

Effect of exchange rate changes on cash (2,175)  832
Net increase in cash, c ash equivalents and restricte d cash 42,378  45,293
Cash, cash equivalents and restricted cash at beginning of period 320,783  186,933
Cash, cash equivalents and restricted cash at end of period $ 363,161 $ 232,226
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Etsy, Inc.
Consolidated Statements of Cash Flows (Unaudited)
(In thousands)

 
Six Months Ended  

 June 30,

  2018  2017
Supplemental non-cash disclosures    
Equipment acquired under capital lease obligations $ 690  $ 5,152
Stock-based compensation capitalized in development of capitalized software $ 812  $ 525
Additions to development of internal-use software and property and equipment included in accounts payable and
accrued expenses $ 1,663  $ 176
Debt issuance costs included in accounts payable and accrued expenses $ 406  $ —

The accompanying notes are an integral part of these Consolidated Financial Statements
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Etsy, Inc.
Notes to Consolidated Financial Statements

Note 1—Basis of Presentation and Summary of Significant Accounting Policies

Description of Business

Etsy, Inc. (the “Company” or “Etsy”) is the global marketplace for unique and creative goods. The Company generates revenue primarily from transaction and
listing fees, Etsy Payments fees, Promoted Listing fees, Etsy Shipping Label sales, and Pattern by Etsy fees.

Basis of Consolidation

The Consolidated Financial Statements include the accounts of Etsy and its wholly-owned subsidiaries. All intercompany balances and transactions have been
eliminated in consolidation.

Reclassifications

Certain items in the prior years’ Consolidated Financial Statements have been reclassified to conform to the current year presentation reflected in the Consolidated
Financial Statements. Specifically, the Company reclassified $33.4 million and $63.2 million previously included in Services revenue to Marketplace revenue (see
“ Note 2—Revenue ”) for the three and six months ended June 30, 2017 , respectively, to conform to the current year presentation in connection with the adoption
of Accounting Standards Codification (“ASC”) 606, Revenue
from
Contracts
with
Customers
.

Additionally, the Company reclassified  $5.3 million  on the Consolidated Statement of Cash Flows in the six months ended June 30, 2017 to include restricted
cash in the beginning and ending cash, cash equivalents and restricted cash balances to conform to the current year presentation upon adoption of Accounting
Standards Update (“ASU”) 2016-18, Statement
of
Cash
Flows:
Restricted
Cash.

Correction of Errors

During the three months ended June 30, 2018 , the Company recorded $2.8 million of revenue and $1.4 million of cost of revenue as correction of errors related to
the years ended December 31, 2017 and 2016 . The Company has concluded that the errors and their correction were not material to the Consolidated Financial
Statements for any of the periods impacted nor are they expected to be material for the estimated 2018 results.

Unaudited Interim Financial Information

The accompanying Consolidated Balance Sheet as of June 30, 2018 , the Consolidated Statements of Operations and Comprehensive Income (Loss) for the three
and six months ended June 30, 2018 and 2017 , the Consolidated Statements of Cash Flows for the six months ended June 30, 2018 and 2017 and the Consolidated
Statement of Changes in Stockholders’ Equity for the six months ended June 30, 2018 are unaudited. The unaudited interim financial statements have been
prepared on the same basis as the annual Consolidated Financial Statements except for new accounting standards adopted as of January 1, 2018 as disclosed below,
and, in the opinion of management, reflect all adjustments, which include only normal recurring adjustments, necessary to state fairly the Company’s financial
position as of June 30, 2018 , results of operations for the three and six months ended June 30, 2018 and 2017 and cash flows for the six months ended June 30,
2018 and 2017 . The results for these interim periods are not necessarily indicative of the results to be anticipated for the full annual period or any future period.
The financial data and the other information disclosed in these Notes to the Consolidated Financial Statements related to these three and six month periods are
unaudited. These unaudited interim financial statements should be read in conjunction with the Company’s Annual Report on Form 10-K filed with the Securities
and Exchange Commission on March 1, 2018 (the “Annual Report”).

During the first quarter of 2018, the Company adopted the accounting principles outlined within ASU 2014-09, Revenue
from
Contracts
with
Customers
, and ASU
2016-18, Statement
of
Cash
Flows:
Restricted
Cash,
each as described below .
There have been no additional material changes in the Company's significant
accounting policies from those that were disclosed in the Annual Report.
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Etsy, Inc.
Notes to Consolidated Financial Statements

Use of Estimates

The preparation of the Company’s Consolidated Financial Statements in conformity with accounting principles generally accepted in the United States of America
(“GAAP”) requires management to make estimates and judgments that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. The accounting estimates that
require management’s most difficult and subjective judgments include: for revenue recognition, determining the nature and timing of satisfaction of performance
obligations; income taxes; website development costs and internal-use software; purchase price allocations for business combinations; valuation of goodwill and
intangible assets; leases; stock-based compensation; restructuring and other exit costs (income); and fair value of financial instruments. The Company evaluates its
estimates and judgments on an ongoing basis and revises them when necessary. Actual results may differ from the original or revised estimates.

Cash, Cash Equivalents and Short-term Investments

The Company considers all investments with an original maturity of three months or less at time of purchase to be cash equivalents. Cash restricted by third parties
is not considered cash and cash equivalents. Short-term investments, consisting primarily of commercial paper, corporate bonds and U.S. Government and agency
securities with original maturities of greater than three months but less than one year when purchased, are classified as available-for-sale and are reported at fair
value using the specific identification method. Unrealized gains and losses are excluded from earnings and reported as a component of other comprehensive
income (loss), net of related estimated income tax provisions or benefits.

The following table provides cash, cash equivalents and short-term investments within the Consolidated Balance Sheets as of the dates indicated (in thousands):

 

As of 
June 30, 

2018  

As of 
December 31, 

2017

Cash and cash equivalents $ 357,820  $ 315,442

Short-term investments 209,689  25,108

Total cash, cash equivalents and short-term investments $ 567,509  $ 340,550

Revenue Recognition

The Company’s revenue is diversified; generated from a mix of marketplace activities and other optional services to help Etsy sellers start, manage and scale their
business. Revenues are recognized as the Company transfers control of promised goods or services to Etsy sellers, in an amount that reflects the consideration the
Company expects to be entitled to in exchange for those goods or services. The Company evaluates whether it is appropriate to recognize revenue on a gross or net
basis based upon its evaluation of whether the Company obtains control of the specified goods or services by considering if it is primarily responsible for
fulfillment of the promise, has inventory risk and has the latitude in establishing pricing and selecting suppliers, among other factors. Based on its evaluation of
these factors, revenue is recorded either gross or net of costs associated with the transaction. Sales and usage-based taxes are excluded from revenues.

See “ Note 2—Revenue ” for additional information regarding revenue recognition.

Income Taxes

The Company's income tax (provision) benefit for interim periods is determined using an estimate of its annual effective tax rate adjusted for discrete items, if any,
for relevant interim periods. The Company updates its estimate of the annual effective tax rate each quarter and makes cumulative adjustments if its estimated
annual tax rate changes.

The Company's quarterly tax provision and quarterly estimate of its annual effective tax rate are subject to significant variations due to several factors, including
variability in predicting its pretax and taxable income and the mix of jurisdictions to which those relate, changes of expenses or losses for which tax benefits are
not recognized, recording of excess tax benefits related to
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Etsy, Inc.
Notes to Consolidated Financial Statements

stock-based compensation and changes in the laws, regulations and administrative practices of the jurisdictions in which the Company operates.

Net Income Per Share

Basic net income per share attributable to common stockholders is computed by dividing the net income attributable to common stockholders by the weighted-
average number of common shares outstanding for the period. Diluted net income per share is computed by dividing net income for the period by the weighted-
average number of shares of common stock and potentially dilutive common stock outstanding during the period. The dilutive effect of outstanding options and
stock-based compensation awards is reflected in diluted net income per share by application of the treasury stock method. Since the Company expects to settle in
cash the principal outstanding under the 0% Convertible Senior Notes due 2023 the Company issued in March 2018 (the “Notes,” see “ Note 3—Convertible Debt
”), it uses the treasury stock method when calculating the potential dilutive effect of the conversion spread on diluted net income per share, if applicable. The
conversion spread will have a dilutive impact on diluted net income per share of common stock when the average market price of the Company's common stock for
a given period exceeds the conversion price of  $36.27 per share.

The calculation of diluted net income per share excludes all anti-dilutive common shares. For periods in which the Company has reported net losses, diluted net
loss per share attributable to common stockholders is the same as basic net loss per share attributable to common stockholders, because dilutive common shares are
not assumed to have been issued if their effect is anti-dilutive.

Recently Issued Accounting Pronouncements

In February 2016, the Financial Accounting Standards Board (“FASB”) issued ASU 2016-02, Leases
, and additional changes, modifications, clarifications or
interpretations related to this guidance thereafter, which require a reporting entity to recognize right-of-use assets and lease liabilities on the balance sheet for
operating leases to increase transparency and comparability. The new guidance is effective for annual and interim periods beginning after December 15, 2018, and
early adoption is permitted. Upon adoption of this standard, the Company expects to recognize, on a discounted basis, its minimum commitments under
noncancelable operating leases on the Consolidated Balance Sheets resulting in the recording of right-of-use assets and lease obligations. The Company is currently
evaluating whether there are any additional impacts this guidance will have on its Consolidated Financial Statements.

In June 2018, the FASB issued ASU 2018-07, Improvements
to
Nonemployee
Share-Based
Payment
Accounting
, which expands the scope of ASC Topic 718,
Compensation
-
Stock
Compensation
, to include share-based payment transactions for acquiring goods and services from non-employees. The new guidance is
effective for annual and interim periods beginning after December 15, 2018, and early adoption is permitted. The Company is currently evaluating the impact of
the new guidance and does not anticipate the update to have a material impact on its Consolidated Financial Statements.

Recently Adopted Accounting Pronouncements

In May 2014, the FASB issued ASU 2014-09, Revenue
from
Contracts
with
Customers
, and additional changes, modifications, clarifications or interpretations
related to this guidance thereafter, which replaces existing revenue recognition guidance. The new guidance was effective for the annual and interim periods
beginning after December 15, 2017. Among other things, the updated guidance requires companies to recognize revenue in a way that depicts the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. The Company adopted the requirements of the new guidance as of January 1, 2018, utilizing the full retrospective method of transition. In connection
with the adoption, the company reclassified Etsy Payments revenue from Services revenue to Marketplace revenue in the Consolidated Statements of Operations.
Aside from this presentation reclassification, adoption of the new guidance did not result in changes to the prior year or current year Consolidated Financial
Statements. See “ Note 2—Revenue ” for additional information regarding revenue recognition.

In November 2016, the FASB issued ASU 2016-18, Statement
of
Cash
Flows:
Restricted
Cash
, which requires that a statement of cash flows explain the change
during the period in the total of cash, cash equivalents and amounts generally described as restricted cash or restricted cash equivalents. The new guidance is
effective for the annual and interim periods beginning after

12



Table of Contents

Etsy, Inc.
Notes to Consolidated Financial Statements

December 15, 2017. The Company adopted this standard in the first quarter of 2018 utilizing the full retrospective method of transition. As a result of this
guidance, the Company reclassified  $5.3 million  on the Consolidated Statement of Cash Flows in the six months ended June 30, 2018 and 2017 to include
restricted cash in the beginning and ending cash, cash equivalent and restricted cash balances.

The following table provides a reconciliation of cash, cash equivalents and restricted cash reported within the Consolidated Balance Sheets that sum to the total of
the same such amounts shown in the Consolidated Statement of Cash Flows (in thousands):

 Six Months Ended June 30,
 2018  2017

Beginning balance:    

Cash and cash equivalents $ 315,442  $ 181,592

Restricted cash 5,341  5,341

Total cash, cash equivalents and restricted cash $ 320,783  $ 186,933

    

Ending balance:    

Cash and cash equivalents $ 357,820  $ 226,885

Restricted cash 5,341  5,341

Total cash, cash equivalents and restricted cash $ 363,161  $ 232,226

The balances included in restricted cash represent amounts held as collateral associated with the lease of the Company's Brooklyn, New York headquarters. This
standard had no other impact to the Consolidated Financial Statements.

Note 2—Revenue

The following table summarizes revenue by type of service for the periods presented (in thousands):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,
 2018  2017  2018  2017

Marketplace revenue (1) $ 91,306  $ 75,445  $ 179,273  $ 146,007

Services revenue 39,507  25,440  72,112  49,584

Other revenue 1,574  807  1,914  2,992

Revenue $ 132,387  $ 101,692  $ 253,299  $ 198,583

(1) Etsy Payments revenue for the three and six months ended June 30, 2018 has been classified and presented within Marketplace revenue. Comparative
periods have been reclassified to conform to current period presentation.

Marketplace
Revenue
: As members of the Etsy marketplace, Etsy sellers receive the benefit of marketplace activities, including listing items for sale, completing
sales transactions, and payments processing, which represents a single stand-ready performance obligation. Etsy sellers pay a fixed listing fee of $0.20 for each
item listed on Etsy.com for a period of four months or, if earlier, until a sale occurs. Variable fees include the 3.5% transaction fee that an Etsy seller pays for each
completed transaction, exclusive of shipping fees charged, and Etsy Payments fees for processing payments, including foreign currency payments. Etsy Payments
processing fees vary between 3 - 4% of an item’s total sale price, including shipping, plus a flat fee per order, depending on the country in which a seller's bank
account is located. When a foreign currency payment is processed, an additional 2.5 - 5% transaction fee is applied.

The listing fee is recognized ratably over a four -month listing period, unless the item is sold or the seller relists it, at which time any remaining listing fee is
recognized. The 3.5% transaction fee and Etsy Payments fees are recognized when the corresponding transaction is consummated. Listing fees are nonrefundable
while transaction fees and Etsy Payments fees are recorded net of refunds.
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Services
revenue
: Services revenue is derived from optional services offered to Etsy sellers, which include Promoted Listings, Etsy Shipping Labels, and Pattern
by Etsy. Each service below represents an individual obligation that the Company must perform when an Etsy seller chooses to use the service.

• Revenue from Promoted Listings, the Company's on-site advertising service, consists of cost-per-click fees an Etsy seller pays for prominent placement of
the seller's listings in search results in the Company's marketplace. Promoted Listings fees are based on an auction system, which utilizes the budget that
each Etsy seller sets when using Promoted Listings to determine the cost-per-click fee. Promoted Listing fees are nonrefundable and are charged to a
seller’s Etsy bill when the Promoted Listing is clicked; at which time revenue is recognized.

• Revenue from Etsy Shipping Labels consists of fees an Etsy seller pays the Company when the seller purchases shipping labels through our platform, net
of the cost the Company incurs in purchasing those shipping labels. The Company provides sellers access to purchase shipping labels from the United
States Postal Service, FedEx, and Canada Post at discounted pricing due to the volume of purchases through its platform. The Company recognizes Etsy
Shipping Label revenue when an Etsy seller purchases a shipping label. The Company recognizes Etsy Shipping Label revenue on a net basis as the
Company is an agent in this arrangement and does not take ownership of shipping labels prior to transferring the labels to the Etsy Seller. Etsy Shipping
Label revenue is recorded net of refunds.

• Revenue from Pattern by Etsy consists of monthly subscription fees an Etsy seller pays to use the Company's custom website services. The Company
recognizes revenue from Pattern ratably over the term of the subscription. The Pattern subscription fee is $15 per month and is nonrefundable.

Other
revenue
: Other revenue typically includes revenue generated from commercial partnerships, which are recognized as the customer in each contract
consumes the benefit of the service Etsy provides in each arrangement.

Payment terms

Etsy sellers receive a bill electronically on the first day of each month for the previous month’s charges, including all listing fees, transactions fees, Promoted
Listing fees, Etsy Shipping Labels fees, and Pattern fees. Payment is due by the 15th of every month.

Etsy Payments fees are deducted from the funds credited to the seller's shop payment account prior to settlement of those funds to the seller’s bank account.

Contract balances

Deferred
revenues

The Company records deferred revenues when cash payments are received or due in advance of the completion of the listing period, which represents the value of
the Company's unsatisfied performance obligations. Deferred listing revenue is recognized ratably over the remainder of the four -month listing period, unless the
item is sold or the seller relists it, at which time any remaining listing fee is recognized. The following table summarizes the deferred revenue activity during the
period indicated (in thousands):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,
 2018  2018

Balance as of the beginning of the period $ 6,464  $ 6,262

Cash payments received or due 18,452  36,603

Revenue recognized in the period (18,476)  (36,425)

Balance as of the end of the period $ 6,440  $ 6,440
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Significant Judgments

Judgment is required to assess the nature of the services that the Company promises to its customers and the timing of satisfaction of those promised services.

For services that are refundable, the Company accounts for the right of return as a refund liability and reduction of revenue recognized in the amount of refunds
that are expected to be issued. Refunds are estimated monthly, are based on historical refund patterns, and are updated at the end of each reporting period as
additional information becomes available.

Subsequent Event

After June 30, 2018, the Company increased the seller transaction fee effective as of July 16, 2018 from 3.5% to 5% , and it will also apply to the cost of shipping
in addition to the cost of the item.

After June 30, 2018, the Company also launched Etsy Plus, a new subscription package, which sellers can opt into for an introductory rate of $10 per month, and
$20 per month starting January 1, 2019. Etsy Plus is intended to support sellers who are seeking to grow their businesses using a suite of enhanced tools, such as
marketing, advertising, and branding. Sellers who do not opt into Etsy Plus continue to have access to the same tools and services that are already available on Etsy
without an additional monthly fee as part of the Etsy Standard offering .

Note 3—Convertible Debt

In March 2018 , the Company issued  $345.0 million  aggregate principal amount of  0%  Convertible Senior Notes due 2023 (the “Notes”) in a private placement
to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933, as amended (the “Securities Act”). The net proceeds from the sale of the
Notes were $335.0 million after deducting the initial purchasers' discount and offering expenses.

The Notes are convertible based upon an initial conversion rate of  27.5691  shares of the Company’s common stock per  $1,000  principal amount of Notes
(equivalent to an initial conversion price of approximately  $36.27  per share). The conversion rate will be subject to adjustment upon the occurrence of certain
specified events, including certain distributions and dividends to all or substantially all of the holders of the Company’s common stock. The Company will settle
any conversions of the Notes in cash, shares of the Company’s common stock or a combination thereof, with the form of consideration determined at the
Company’s election.

The Notes will mature on March 1, 2023 , unless earlier converted or repurchased. Prior to the close of business on the business day immediately preceding
November 1, 2022 , holders may convert all or a portion of their Notes only under the following circumstances: (1) during any calendar quarter commencing after
the calendar quarter ending on June 30, 2018 (and only during such calendar quarter), if the last reported sale price of the Company’s common stock for at least  20
 trading days (whether or not consecutive) during a period of  30  consecutive trading days ending on, and including, the last trading day of the immediately
preceding calendar quarter is greater than or equal to  130%  of the conversion price on each applicable trading day; (2) during the  5  business day period after any 
10  consecutive trading day period (the “measurement period”) in which the trading price per  $1,000  principal amount of Notes for each trading day of the
measurement period was less than  98%  of the product of the last reported sale price of the Company’s common stock and the conversion rate on each such trading
day; (3) with respect to any or all of the Notes called for redemption by the Company prior to the close of business on the business day immediately preceding
November 1, 2022 , holders may convert all or any portion of their notes at any time prior to the close of business on the second scheduled trading day prior to the
redemption date, even if the notes are not otherwise convertible at such time; (4) upon the occurrence of specified corporate events. On and after November 1,
2022 until the close of business on the second scheduled trading day immediately preceding the maturity date, holders may convert their Notes at any time,
regardless of the foregoing circumstances.

If a fundamental change occurs prior to the maturity date, holders may require the Company to repurchase all or a portion of their Notes for cash at a price equal to 
100%  of the principal amount of the Notes to be repurchased. Holders of Notes who convert their Notes in connection with a notice of a redemption or a make-
whole fundamental change may be entitled to a premium in the form of an increase in the conversion rate of the Notes. As of June 30, 2018 , none of the conditions
permitting the holders of the Notes to early convert had been met. Therefore the Notes are classified as long-term debt.
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The Notes are general unsecured obligations of the Company. The Notes rank senior in right of payment to all of the Company’s future indebtedness that is
expressly subordinated in right of payment to the Notes; rank equal in right of payment with all of our liabilities that are not so subordinated; are effectively junior
to any of the Company’s secured indebtedness; and are structurally junior to all indebtedness and liabilities (including trade payables) of the Company’s
subsidiaries.

In accounting for the issuance of the Notes, the Company separated the Notes into liability and equity components. The carrying amount of the liability component
was calculated by measuring the fair value of a similar liability that does not have an associated convertible feature. The carrying amount of the equity
component, representing the conversion option, which does not meet the criteria for separate accounting as a derivative as it is indexed to the Company's own
stock, was determined by deducting the fair value of the liability component from the par value of the Notes. The difference between the principal amount of the
Notes and the liability component represents the debt discount, which is recorded as a direct deduction from the related debt liability in the Consolidated Balance
Sheet and accreted over the period from the date of issuance to the contractual maturity date, resulting in the recognition of non-cash interest expense. The equity
component of the Notes of approximately  $72.8 million  is included in additional paid-in capital in the Consolidated Balance Sheet and is not remeasured as long
as it continues to meet the conditions for equity classification. Transaction costs were allocated to the liability and equity components in the same proportion as the
allocation of the proceeds. Transaction costs attributable to the liability component were recorded as a direct deduction from the related debt liability in the
Consolidated Balance Sheet and are amortized to interest expense using the effective interest method over the term of the Notes, and transaction costs attributable
to the equity component were netted with the equity component in stockholders’ equity.

Non-cash interest expense related to the Notes for the three and six months ended June 30, 2018  was $3.6 million and  $4.8 million , respectively. Total
unamortized debt issuance costs were $7.4 million as of June 30, 2018 .

The estimated fair value of the Notes was  $275.4 million  as of June 30, 2018 . The estimated fair value of the Notes was determined through consideration of
quoted market prices for similar instruments. The fair value is classified as Level 2, as defined in “ Note 7—Fair Value Measurements .”

Capped
Call
Transactions

The Company used $34.2 million of the net proceeds from the Notes offering to enter into separate capped call transactions (“Capped Call Transactions”) with the
initial purchasers and/or their respective affiliates. The Capped Call Transactions are expected generally to reduce the potential dilution and/or offset the cash
payments the Company is required to make in excess of the principal amount of the Notes upon conversion of the Notes in the event that the market price per share
of the Company’s common stock is greater than the strike price of the Capped Call Transactions with such reduction and/or offset subject to a cap. The Capped
Call Transactions have an initial cap price of  $52.76  per share of the Company’s common stock, which represents a premium of  100%  over the last reported sale
price of the Company’s common stock on March 8, 2018 , and is subject to certain adjustments under the terms of the Capped Call Transactions. Collectively, the
Capped Call Transactions cover, initially, the number of shares of the Company’s common stock underlying the Notes, subject to anti-dilution adjustments
substantially similar to those applicable to the Notes.

The Capped Call Transactions do not meet the criteria for separate accounting as a derivative as they are indexed to the Company's stock. The premiums paid for
the Capped Call Transactions have been included as a net reduction to additional paid-in capital within stockholders’ equity.

Note 4—Stock-based Compensation

During the three and six months ended June 30, 2018 , the Company granted stock options and restricted stock units (“RSUs”) under its 2015 Equity Incentive Plan
(“2015 Plan”) and, pursuant to the evergreen increase provision of the 2015 Plan, the Board of Directors approved an increase of 6,088,461 shares to the total
number of shares available for issuance under the 2015 Plan effective as of January 2, 2018. At June 30, 2018 , 29,436,374 shares were authorized under the 2015
Plan and 18,215,562 shares were available for future grant.
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The fair value of options granted in the periods presented below using the Black-Scholes pricing model has been based on the following assumptions:

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Volatility 38.6% - 42.1%  41.7%  - 44.2%  38.6% - 42.1%  41.7% - 44.2%
Risk-free interest rate 2.8% - 2.9%  1.9% - 2.0%  2.6% - 2.9%  1.9% - 2.0%
Expected term (in years) 5.5 - 6.08  5.5 - 6.3  5.5 - 6.25  5.5 - 6.3
Dividend rate —%  —%  —%  —%
 

The following table summarizes the activity for the Company's options during the six months ended June 30, 2018 (in thousands except share and per share
amounts):

 Shares  Weighted-Average
Exercise Price  

Weighted-Average
Remaining Contract

Term (in years)  Aggregate Intrinsic
Value

Outstanding at December 31, 2017 7,947,939  $ 11.02     

Granted 742,709  28.11     

Exercised (947,642)  11.32     

Forfeited/Canceled (148,365)  13.07     

Outstanding at June 30, 2018 7,594,641  12.61  8.31  $ 224,619

Total exercisable at June 30, 2018 2,814,740  10.57  7.31  89,010

The following table summarizes the weighted-average grant date fair value of options granted, intrinsic value of options exercised and fair value of awards vested
during the three and six months ended June 30, 2018 and 2017 (in thousands except per share amounts):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Weighted-average grant date fair value of options granted $ 13.51  $ 4.73  $ 12.50  $ 4.71
Intrinsic value of options exercised 1,397  11,135  11,196  12,866
Fair value of awards vested 11,469  6,695  14,399  10,485

The total unrecognized compensation expense at June 30, 2018 related to the Company's options was $27.5 million , which will be recognized over an estimated
weighted-average amortization period of 3.07 years.

The following table summarizes the activity for the Company's unvested RSUs during the six months ended June 30, 2018 :

 Shares  Weighted-Average 
Grant Date Fair Value

Unvested at December 31, 2017 3,074,247  $ 11.98

Granted 2,141,543  25.70

Vested (650,978)  11.00

Forfeited/Canceled (215,469)  13.76

Unvested at June 30, 2018 4,349,343  19.66

The total unrecognized compensation expense at June 30, 2018 related to the Company's unvested RSUs was $75.2 million , which will be recognized over an
estimated weighted-average amortization period of 3.39 years.
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Total stock-based compensation expense included in the Consolidated Statements of Operations for the periods presented below is as follows (in thousands):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Cost of revenue $ 927  $ 398  $ 1,473  $ 762
Marketing 699  528  1,177  972
Product development 4,025  2,053  6,664  4,073
General and administrative 2,966  5,183  5,757  7,240
Total stock-based compensation expense $ 8,617  $ 8,162  $ 15,071  $ 13,047

Total stock-based compensation expense in the three months ended June 30, 2018 and 2017 includes $0.7 million and $1.6 million in acquisition-related stock-
based compensation expense, respectively. Total stock-based compensation expense in the six months ended June 30, 2018 and 2017 includes $1.4 million and
$2.5 million in acquisition-related stock-based compensation expense, respectively.

Total stock-based compensation expense in  the three and six months ended   June 30, 2017  includes  $1.7 million  of costs associated with the Actions (as defined
below) approved by the Board of Directors during the second quarter of 2017 discussed in “ Note 13—Restructuring and Other Exit Costs (Income) .”

Note 5—Stockholders’ Equity

In November 2017, the Board of Directors approved a stock repurchase program that enabled the Company to repurchase up to $100 million of its common stock.
The program was completed in the second quarter of 2018.

Under the stock repurchase program, the Company was able to purchase shares of its common stock through various means, including open market transactions,
privately negotiated transactions, tender offers, or any combination thereof. In addition, open market repurchases of common stock could be made pursuant to
trading plans established pursuant to Rule 10b5-1 under the Securities Exchange Act of 1934, as amended, which permitted common stock to be repurchased at a
time that the Company might otherwise be precluded from doing so under insider trading laws or self-imposed trading restrictions.

The following table summarizes the Company's share repurchase activity, excluding shares withheld to satisfy tax withholding obligations in connection with the
vesting of employee restricted stock units (in thousands except share and per share amounts):

 
Shares

Repurchased  
Average Price Paid

per Share (1)  
Value of Shares
Repurchased (1)  

Remaining
Amount

Authorized

Balance as of December 31, 2017 586,231  $ 17.57  $ 10,301  $ 89,699

Repurchases of common stock for the three months ended:        

March 31, 2018 2,807,393  24.43  68,586  (68,586)

June 30, 2018 722,941  29.15  21,113  (21,113)

Balance as of June 30, 2018 4,116,565  $ 24.28  $ 100,000  $ —

(1) Average price paid per share excludes broker commissions. Value of shares repurchased includes broker commissions.

All repurchased shares of common stock have been retired.
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Note 6—Income Taxes

On December 22, 2017, the U.S. government enacted The Tax Cuts and Jobs Act (“The Act”) which includes significant changes to the taxation of business
entities. These changes include, among others, (1) a permanent reduction to the corporate income tax rate, (2) a partial limitation on the deductibility of business
interest expense (“163(j) Interest Limitation”), and (3) a shift of the U.S. taxation of multinational corporations from a tax on worldwide income to a
quasiterritorial system (along with certain rules designed to prevent erosion of the U.S. income tax base).

Effective January 1, 2018, the Company is subject to several provisions of the Tax Act including computations under Global Intangible Low Taxed Income
(“GILTI”), Foreign Derived Intangible Income (“FDII”), Base Erosion and Anti-Abuse Tax (“BEAT”), and the 163(j) Interest Limitation. For the GILTI and FDII
computations, the Company included a reasonable estimate in its annual effective tax rate as of June 30, 2018 . For the BEAT and 163(j) Interest Limitation
computations, the Company did not record an estimate in its effective tax rate for the three and six months ended June 30, 2018 because the Company currently
estimates that these provisions of The Act will not apply in 2018. The Company will continue to refine the estimates for the computations of the GILTI, FDII,
BEAT and the 163(j) Interest Limitation rules as it gathers additional information during the year.

The Company also continues to evaluate the impact of the GILTI provisions under The Act which are complex and subject to continuing regulatory interpretation
by the IRS. The Company is required to make an accounting policy election of either (1) treating taxes due on future U.S. inclusions in taxable income related to
GILTI as a current period expense when incurred (the “period cost method”) or (2) factoring such amounts into the Company’s measurement of its deferred taxes
(the “deferred method”). The Company’s accounting policy election with respect to the new GILTI rules will depend, in part, on analyzing its global income to
determine whether it can reasonably estimate the tax impact. While the Company has included an estimate of GILTI in its estimated effective tax rate for 2018, it
has not completed its analysis and is not yet able to determine which method to elect. Adjustments related to the amount of GILTI recorded in its Consolidated
Financial Statements may be required based on the outcome of this election.

The amount of unrecognized tax benefits included in the Consolidated Balance Sheets remained flat at $17.0 million as of June 30, 2018 and December 31, 2017 .
The total amount of unrecognized tax benefits that, if recognized, would favorably affect the effective tax rate is $17.0 million at June 30, 2018 .

Note 7—Fair Value Measurements

The Company has characterized its investments in marketable securities, based on the priority of the inputs used to value the investments, into a three-level fair
value hierarchy. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1), and lowest priority
to unobservable inputs (Level 3). If the inputs used to measure the investments fall within different levels of the hierarchy, the categorization is based on the lowest
level input that is significant to the fair value measurement of the investment. Investments recorded in the accompanying Consolidated Balance Sheet are
categorized based on the inputs to valuation techniques as follows:

Level 1—These are investments where values are based on unadjusted quoted prices for identical assets in an active market that the Company has the ability
to access.

Level 2—These are investments where values are based on quoted market prices in markets that are not active or model derived valuations in which all
significant inputs are observable in active markets.

Level 3—These are financial instruments where values are derived from techniques in which one or more significant inputs are unobservable.
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The following are the major categories of assets measured at fair value on a recurring basis as of June 30, 2018 and December 31, 2017 (in thousands):

  As of June 30, 2018

  Level 1  Level 2  Level 3  Total
Assets        
Cash equivalents:        

Commercial paper $ —  $ 25,984  $ —  $ 25,984
Money market funds 233,234  —  —  233,234

 233,234  25,984  —  259,218
Short-term investments:        

Commercial paper —  110,996  —  110,996
Corporate bonds —  46,793  —  46,793
U.S. Government and agency securities 51,900  —  —  51,900

 51,900  157,789  —  209,689
Funds receivable and seller accounts:        

Money market funds 20,182  —  —  20,182
 20,182  —  —  20,182
 $ 305,316  $ 183,773  $ —  $ 489,089

  As of December 31, 2017

  Level 1  Level 2  Level 3  Total
Assets        
Cash equivalents:        

Commercial paper $ —  $ 11,290  $ —  $ 11,290
Money market funds 204,867  —  —  204,867
U.S. Government and agency securities 24,989  —  —  24,989

 229,856  11,290  —  241,146
Short-term investments:        

Commercial paper —  2,998  —  2,998
Corporate bonds —  12,748  —  12,748
U.S. Government and agency securities 9,362  —  —  9,362

 9,362  15,746  —  25,108
Funds receivable and seller accounts:        

Money market funds 14,144  —  —  14,144
 14,144  —  —  14,144
 $ 253,362  $ 27,036  $ —  $ 280,398

Level 1 instruments include investments in debt securities including money market funds and AA-rated U.S. Government and agency securities, which are valued
based on inputs including quotes from broker-dealers or recently executed transactions in the same or similar securities.

Level 2 instruments include investments in debt securities, including fixed-income funds consisting of investments in commercial paper and corporate bonds,
which are valued based on quoted market prices in markets that are not active or model derived valuations in which all significant inputs are observable in active
markets.

The Company did not have any Level 3 instruments as of June 30, 2018 and December 31, 2017 .

See “ Note 8—Marketable Securities ” for additional information on the Company's marketable securities measured at fair value.
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Disclosure
of
Fair
Values

Our financial instruments that are not remeasured at fair value include the Notes (see “ Note 3—Convertible Debt ”). The Company estimates the fair value of the
Notes through consideration of quoted market prices of similar instruments, classified as Level 2 as described above. The estimated fair value of the Notes was 
$275.4 million  as of June 30, 2018 . The estimated fair value of the Notes was determined through consideration of quoted market prices for similar instruments.

Note 8—Marketable Securities

Short-term investments and certain cash equivalents consist of investments in debt securities that are available-for-sale. The cost and fair value of available-for-sale
securities were as follows as of the dates indicated (in thousands):

 Cost  

Gross 
Unrealized 

Holding Loss  

Gross 
Unrealized 

Holding Gain  Fair Value
June 30, 2018        
Cash equivalents:        
Commercial paper $ 25,984  $ —  $ —  $ 25,984

 25,984  —  —  25,984
Short-term investments:        
Commercial paper 110,996  —  —  110,996
Corporate bonds 46,814  (21)  —  46,793
U.S. Government and agency securities 51,893  (5)  12  51,900

 209,703  (26)  12  209,689
 $ 235,687  $ (26)  $ 12  $ 235,673
December 31, 2017        
Cash equivalents:        
Commercial paper $ 11,290  $ —  $ —  $ 11,290
U.S. Government and agency securities 24,990  (1)  —  24,989

 36,280  (1)  —  36,279
Short-term investments:        
Commercial paper 2,998  —  —  2,998
Corporate bonds 12,754  (6)  —  12,748
U.S. Government and agency securities 9,352  (1)  11  9,362

 25,104  (7)  11  25,108
 $ 61,384  $ (8)  $ 11  $ 61,387

The Company’s investments in marketable securities consist primarily of investments in debt securities, including AA-rated U.S. Government and agency
securities and fixed-income funds. When evaluating investments for other-than-temporary impairment, the Company reviews factors such as length of time and
extent to which fair value has been below cost basis, the financial condition of the issuer and the Company’s ability, and intent to hold the investment for a period
of time, which may be sufficient for anticipated recovery in market value. The Company evaluates fair values for each individual security in the investment
portfolio.

See “ Note 7—Fair Value Measurements ” for additional information on the Company's marketable securities measured at fair value.
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Note 9—Intangible Assets

On June 15, 2018, the Company entered into a referral agreement with DaWanda GmbH (“DaWanda”), a privately held Germany-based marketplace for gifts and
handmade items. As part of this agreement, DaWanda agreed to encourage its community of buyers and sellers to migrate to the Etsy platform. DaWanda plans to
wind down its operations and shut down its site on August 30, 2018. Etsy will not acquire any of DaWanda's assets, liabilities, or employees as part of this
agreement. The Company accounted for the agreement as an asset acquisition and the referral agreement intangible asset will be amortized on a straight-line basis
over a period of 10 years .

At June 30, 2018 and December 31, 2017 , the gross book value and accumulated amortization of intangible assets were as follows (in thousands):

 As of June 30, 2018  As of December 31, 2017

 Gross book 
value  Accumulated 

amortization  Net book 
value  Gross book 

value  Accumulated 
amortization  Net book 

value
Patents and developed technology $ 7,200  $ (4,300)  $ 2,900  $ 7,200  $ (3,100)  $ 4,100
Referral agreement 35,323  (146)  35,177  —  —  —
Total intangible assets $ 42,523  $ (4,446)  $ 38,077  $ 7,200  $ (3,100)  $ 4,100

Amortization expense for the three months ended June 30, 2018 and June 30, 2017 was $0.7 million and $0.8 million , respectively, and $1.3 million and $2.2
million for the six months ended June 30, 2018 and 2017 , respectively. Based on amounts recorded at June 30, 2018 , the Company will recognize intangible asset
amortization expense for the six months ending December 31, 2018 and years ending December 31, 2019 , 2020 , 2021 , 2022 and thereafter as follows (in
thousands):

2018 $ 2,969
2019 5,232
2020 3,532
2021 3,532
2022 3,532
Thereafter 19,280
Total amortization expense $ 38,077
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Note 10— Net Income Per Share

The following table presents the calculation of basic and diluted net income per share for periods presented (in thousands except share and per share amounts):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Numerator:        
Net inco me $ 3,379  $ 11,669  $ 16,346  $ 11,248
Net income allocated to participating securities under the two-class method (3)  (17)  (16)  (16)
Net inco me applicable to common stockholde rs—basic 3,376  11,652  16,330  11,232
Dilutive effect of net income allocated to participating securities under the two-
class method 3  17  16  16
Change in fair value of liability classified restricted stock —  832  —  771
Net income attributable to common stockholders—diluted $ 3,379  $ 12,501  $ 16,346  $ 12,019

        
Denominator:        
Weighted-average common shares outstanding—basic (1) 119,450,194  116,933,216  120,819,201  116,453,790
Common equivalent shares from options to purchase common stock and restricted
stock units 3,964,746  2,921,081  3,559,951  3,118,640
Dilutive effect of assumed conversion of restricted stock units 2,053,861  844,331  1,733,777  838,890
Dilutive effect of assumed conversion of restricted stock from acquisition 82,958  25,310  73,735  13,311
Weighted-average common shares outstanding—diluted 125,551,759  120,723,938  126,186,664  120,424,631

        
Net inco me per share attributable to common stockholders—b asic $ 0.03  $ 0.10  $ 0.14  $ 0.10
Net income per share a ttri butable to common stockholders—diluted $ 0.03  $ 0.10  $ 0.13  $ 0.10

(1) 114,963 shares of unvested stock are considered participating securities and are excluded from basic shares outstanding for the three and six months ended
June 30, 2018 .

The following potential common shares were excluded from the calculation of diluted net income per share attributable to common stockholders because their
effect would have been anti-dilutive for the periods presented:

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Stock options 642,418  6,201,891  421,412  4,451,613
Restricted stock units 118,209  648,762  1,054,803  1,065,495
Total anti-dilutive securities 760,627  6,850,653  1,476,215  5,517,108
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Note 11—Segment and Geographic Information

The Company has determined it operates as one operating and reportable segment for purposes of allocating resources and evaluating financial performance.

Revenue by country is based on the billing address of the seller. The following table summarizes revenue, income (loss) before income taxes and net income (loss)
by geographic area for the periods presented (in thousands):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
United States $ 96,805  $ 73,546  $ 181,728  $ 145,068
International 35,582  28,146  71,571  53,515
Revenue $ 132,387  $ 101,692  $ 253,299  $ 198,583

        
United States $ 8,017  $ (22,702)  $ 5,752  $ (32,305)
International (1) (3,392)  24,934  11,854  33,064
Income (loss) before income taxes $ 4,625  $ 2,232  $ 17,606  $ 759

        
United States $ 7,525  $ (12,609)  $ 5,507  $ (20,935)
International (1) (4,146)  24,278  10,839  32,183
Net income (loss) $ 3,379  $ 11,669  $ 16,346  $ 11,248

(1) The loss before income taxes and net loss in the three months ended June 30, 2018 was primarily driven by a foreign exchange loss related to the U.S.
Dollar to Euro exchange rate fluctuations on the Company's intercompany and other non-functional currency balances.

No individual country’s revenue other than the United States exceeded 10% of total revenue for the periods presented. All significant long-lived assets are located
in the United States.

Note 12—Commitments and Contingencies

Long-Term Debt

In March 2018 , the Company issued  $345.0 million  aggregate principal amount of  0%  Convertible Senior Notes due 2023 (the “Notes”) in a private placement
to qualified institutional buyers pursuant to Rule 144A under the Securities Act. The Notes will mature on March 1, 2023 , unless earlier converted or repurchased,
and there are no contractual payments required until maturity. For more information on the Notes, see “ Note 3—Convertible Debt ”.

Non-Income Tax Contingencies

The Company had reserves of $1.7 million and $0.4 million at June 30, 2018 and December 31, 2017 , respectively, for certain non-income tax obligations,
representing management’s best estimate of its probable liability. The Company could also be subject to examination in various jurisdictions related to non-income
tax matters. The resolution of these types of matters, if in excess of the recorded reserve, could have an adverse impact on the Company’s business.

Legal Proceedings

Cervantes
and
Weiss
Cases

On July 21, 2015, a purported securities class action complaint ( Cervantes
v.
Dickerson,
et.al
., Case No. CIV 534768) was filed in the Superior Court of State of
California, County of San Mateo against the Company, certain officers, directors, and underwriters. The complaint asserts violations of Sections 11 and 15 of the
Securities Act. The complaint alleges misrepresentations in the Company’s Registration Statement on Form S-1 and Prospectus with respect to, among other
things,
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merchandise for sale on the Company's website that may be counterfeit or constitute trademark or copyright infringement. The complaint seeks certification as a
class action and unspecified compensatory damages plus interest and attorneys' fees. On December 7, 2015, the Company and the underwriter defendants moved to
stay the Cervantes action on the grounds of forum non conveniens.

On November 5, 2015, another purported securities class action complaint ( Weiss
v.
Etsy
et
al.
, No. CIV 536123) was filed in the Superior Court of State of
California, County of San Mateo. The Weiss
complaint names as defendants the Company and the same officers, directors, and underwriters named in the
Cervantes
complaint, and also asserts violations of Sections 11 and 15 of the Securities Act based on allegedly false or misleading statements or omissions with
respect to, among other things, merchandise for sale on the Company's website that may be counterfeit or constitute trademark or copyright infringement. On
December 24, 2015, the court consolidated the Cervantes
and Weiss
actions. On February 3, 2016, the court granted the Company’s motion to stay the consolidated
actions. The Company and the named officers and directors intend to defend themselves vigorously against these consolidated actions. In light of, among other
things, the early stage of the litigation, the Company is unable to predict the outcome of this matter and is unable to make a meaningful estimate of the amount or
range of loss, if any, that could result from an unfavorable outcome.

In addition, from time to time in the normal course of business, various other claims and litigation have been asserted or commenced against the Company. Due to
uncertainties inherent in litigation and other claims, the Company can give no assurance that it will prevail in any such matters, which could subject the Company
to significant liability for damages. Any claims or litigation, regardless of their success, could have an adverse effect on the Company’s Consolidated Results of
Operations or Cash Flows in the period the claims or litigation are resolved. Although the results of litigation and claims cannot be predicted with certainty, we
currently believe that the final outcome of these ordinary course matters will not have a material adverse effect on our business.

Note 13—Restructuring and Other Exit Costs (Income)

On April 30, 2017, the Board of Directors approved a plan to increase efficiency and streamline the Company's cost structure through headcount reductions and a
reduction in internal program expenses (the “May Actions”). On June 16, 2017, the Board of Directors approved additional initiatives that are designed to improve
focus on key strategic growth opportunities (together with the May Actions, the “Actions”). The Actions included total headcount reductions of 245 positions or
23% of the total workforce as of December 31, 2017 , closing A Little Market (“ALM”), a market in France, and closing or consolidating certain international
offices.

In connection with the Actions, the Company incurred $13.9 million of restructuring and other exit costs in the year ended December 31, 2017 , comprised of
employee severance, stock compensation modifications, and other exit costs, largely made up of cash expenditures. The Company generated $0.2 million of
income in the six months ended June 30, 2018 due to changes in estimated severance costs. All remaining cash payments are expected to be recognized in 2018.

The following table displays restructuring and other exit costs (income) recorded related to the Actions and a rollforward of the charges to the accrued expenses
balance as of June 30, 2018 (in thousands):

 Severance Charge  
Stock-Based

Compensation  Other Exit Costs  Total

Balance, December 31, 2017 $ 1,308  $ —  $ 34  $ 1,342

Total restructuring and other exit costs (income) (156)  —  5  (151)

Costs charged against equity/assets —  —  —  —

Cash payments (793)  —  —  (793)

Balance, March 31, 2018 359  —  39  398

Total restructuring and other exit costs (income) (43)  —  2  (41)

Costs charged against equity/assets —  —  —  —

Cash payments (271)  —  (16)  (287)

Balance, June 30, 2018 $ 45  $ —  $ 25  $ 70
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Total restructuring and other exit costs (income) related to the Actions included in the Consolidated Statements of Operations are as follows (in thousands):

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,
 2018  2017  2018  2017

Cost of revenue $ (6)  $ 694  $ (13)  $ 694

Marketing (13)  2,349  (72)  2,349

Product development (16)  3,101  (95)  3,101

General and administrative (6)  5,116  (12)  5,116

Total restructuring and other exit costs (income) $ (41)  $ 11,260  $ (192)  $ 11,260
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations .

You
should
read
the
following
discussion
and
analysis
of
our
financial
condition
and
results
of
operations
together
with
our
Consolidated
Financial
Statements
and
related
notes
and
other
financial
information
included
elsewhere
in
this
Quarterly
Report
on
Form
10-Q
and
with
the
audited
Consolidated
Financial
Statements
included
in
our
Annual
Report
on
Form
10-K
filed
with
the
Securities
and
Exchange
Commission
on
March
1,
2018
.
This
discussion,
particularly
information
with
respect
to
our
outlook,
our
plans
and
strategy
for
our
business,
and
our
performance
and
future
success,
includes
forward-looking
statements
that
involve
risks
and
uncertainties.
Our
actual
results
could
differ
materially
from
those
discussed
below.
Factors
that
could
cause
or
contribute
to
these
differences
include
those
discussed
below
and
elsewhere
in
this
Quarterly
Report,
particularly
in
the
“
Risk
Factors
”
section.
For
more
information
regarding
key
factors
affecting
our
performance,
see“Management’s
Discussion
and
Analysis
of
Financial
Condition
and
Results
of
Operations—Key
Factors
Affecting
our
Performance”
in
our
Annual
Report
on
Form
10-K,
which
we
incorporate
by
reference.

Overview

Business

Etsy is the global marketplace for unique and creative goods. We connect creative entrepreneurs with thoughtful consumers looking for items made by real people.
Our mission is to “Keep Commerce Human.”

Our sellers are the heart and soul of Etsy, and our technology platform allows our sellers to turn their creative passions into economic opportunity. We have a
seller-aligned business model: we make money when our Etsy sellers make money, so we continue to invest in building the platform they depend on. We offer a
wide range of services that are specifically designed to help creative entrepreneurs start, manage, and scale their businesses.

Buyers tell us that they come to Etsy because Etsy sellers offer items that they can’t find anywhere else. Our goal is to encourage existing and potential buyers to
visit the Etsy marketplace on “special” purchase occasions throughout the year. These special purchase occasions include: shopping that reflects an individual's
unique style; gifting that demonstrates thought and care; and celebrations that express creativity and fun.

Our revenue is diversified, generated from a mix of marketplace activities and other optional services for Etsy sellers.

Marketplace revenue is composed of the fees an Etsy seller pays us for marketplace activities. Marketplace activities include listing an item for sale, completing
transactions between a buyer and a seller, and using Etsy Payments to process payments, including foreign currency payments. Revenue from Etsy Payments, our
payments processing product, formerly included in Services revenue, is now included in Marketplace revenue because Etsy Payments is required to be used by
Etsy sellers in the countries where it is available.

Services revenue, formerly called Seller Services revenue, is composed of the fees an Etsy seller pays us for our optional other services (“Services”). Services
include Promoted Listings, our on-site advertising service that allows sellers to pay for prominent placement of their listings in search results; Etsy Shipping
Labels, which allows sellers in the United States and Canada to purchase discounted shipping labels; and Pattern by Etsy, a service that allows sellers to build
custom websites.

We generate additional revenue through our commercial partnerships, which is classified as Other revenue.

Our strategy is focused on growing our Etsy.com marketplace in our core geographies, and owning special purchase occasions – style, gifting, and celebrations –
throughout the year. We believe that buyers shop for special occasions many times throughout the year, so our goal is to have them think of Etsy more often and
return to our marketplace more frequently.
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We aim to empower our passionate community of 2.0 million Etsy sellers to compete and win against mass retailers for special shopping occasions. We believe
that we can achieve these goals by executing on four key initiatives:

• Enhancing search and discovery . Helping buyers better navigate the over 50 million items on Etsy.com is a key area of focus.

• Improving trust and reliability. We want to ensure that the Etsy brand delivers trust and reliability throughout the buying experience and improve
conversion.

• Building world-class marketing capabilities . We are focused on driving traffic to Etsy.com utilizing our own marketing efforts and the efforts of our
sellers, primarily through digital acquisition marketing, search engine optimization, social channels, and email.

• Providing best-in-class seller tools and services . We plan to continue to invest in tools and paid services that enable Etsy sellers to start, manage, and
scale their businesses.

Quarter
Highlights

Total revenue was $132.4 million and $253.3 million in the three and six months ended June 30, 2018 , respectively, driven by growth in both Marketplace and
Services revenue. In the three and six months ended June 30, 2018 , we recorded net income of $3.4 million and $16.3 million , respectively, and non-GAAP
Adjusted EBITDA of $27.7 million and $54.1 million , respectively. See “–Non-GAAP Financial Measures” for more information and for a reconciliation of
Adjusted EBITDA to net income, the most directly comparable financial measure calculated in accordance with GAAP.

As of June 30, 2018 , our marketplace connected 2.0 million active Etsy sellers and 35.8 million active Etsy buyers, in nearly every country in the world. In the
three and six months ended June 30, 2018 , Etsy sellers generated GMS of $901.7 million and $1.8 billion , respectively, of which approximately 55% in each
period came from purchases made on mobile devices. We are a global company and approximately 34% of our GMS in the three and six months ended June 30,
2018 came from transactions where either an Etsy seller or an Etsy buyer was located outside of the United States.

New
Pricing
Model

In June 2018, we announced that we were increasing our seller transaction fee starting July 16, 2018 from 3.5% to 5%, and applying it to the cost of shipping in
addition to the cost of the item. The revised fee structure is intended to support increased investments in the growth and health of the marketplace. We believe our
new pricing model will have a positive effect on revenue .

We also announced new subscription packages and enhanced tools that are intended to support global sellers at different stages of their business life cycles. In mid-
July, we launched Etsy Plus, which sellers can opt into for an introductory rate of $10 per month, which will increase to $20 per month starting January 1, 2019. In
2019, we plan to roll out Etsy Premium, which will be geared towards larger, more established creative businesses. Sellers who do not opt into Etsy Plus or Etsy
Premium continue to have access to the same tools and services that are already available on Etsy without an additional monthly fee as part of Etsy Standard.

Etsy Standard  Etsy Plus  Etsy Premium

Currently available  Available as of July 15, 2018  Available 2019
Access to the nearly 36 million active buyers in Etsy’s

marketplace
All the seller tools and services Etsy currently offers

that help creative entrepreneurs start, manage, and grow a
business

 

Access to everything in Etsy Standard
Advanced shop customization options
 Targeted restock notifications
Discounts on branded packaging and promotional

materials
 Free or discounted custom web addresses
 $5 monthly Promoted Listing credit and 15 free monthly

listing credits  

Access to everything in Etsy Standard and Etsy Plus
 Advanced management tools specifically designed for

business owners with employees
 Premium customer support
 More details to be announced in the coming months
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Referral
Agreement

In June 2018, we entered into a referral agreement with DaWanda GmbH (“DaWanda”), a privately held Germany-based marketplace for gifts and handmade items
(“Referral Agreement”). As part of this agreement, DaWanda has agreed to encourage its community of buyers and sellers to migrate to the Etsy platform. We
believe the agreement with DaWanda will have a positive effect on GMS and revenue .

For more information on the Referral Agreement, see “ Note 9—Intangible Assets ” in the Notes to the Consolidated Financial Statements.

Other
Operational
Highlights

During the second quarter, we continued to focus on our four key initiatives through our work on the following new features and tools:

• Enhancing search and discovery: We continued to launch new product enhancements and build upon prior launches to help buyers find the right product
at the right time, or discover inspiration among the items in our marketplace. We began to localize search results by using context specific ranking to
improve the experience for buyers around the world who visit Etsy.com. We also ran several experiments surfacing user-generated curated collections,
which were featured on the homepage and within search, as well as in our email and social channels.

• Improving trust and reliability: We launched several product enhancements aimed at bolstering trust on the platform and improving conversion rates. We
continued to make customer support improvements, and in July, we launched Klarna, a pay later option for buyers in Germany, to help remove friction
from the checkout process and support alternative payment options common to the region.

• Building world-class marketing capabilities: We made structural improvements to Search Engine Optimization, one of our largest channels, to drive
incremental traffic to Etsy. Other notable developments included launches focused on driving new and existing buyers to Etsy.

• Providing best-in-class seller tools and services: We announced subscription packages designed to give sellers more ways to grow their businesses and
their brands. Also, we launched a migration tool to transition DaWanda sellers to the Etsy marketplace, made additional improvements to our Sell on Etsy
app, launched a tool to better utilize our sellers' Promoted Listings budgets, and focused on improving shipping.

In addition to our four key initiatives, we have focused on foundational work, such as our migration to Google Cloud and compliance with the E.U.'s General Data
Protection Regulations.

Reclassification
of
Revenue
Categories

In connection with the adoption of ASU 2014-09, Revenue
from
Contracts
with
Customers
(
“ASC 606”) in the first quarter of 2018, we renamed our revenue
categories Marketplace and Services revenue. In addition, we reclassified Etsy Payments from Services to Marketplace revenue as described above.

The following table provides our Marketplace and Services revenue under our previous and current presentation:

  Quarter-to-Date Period Ended  Year-to-Date Period Ended
 Previous Presentation  Updated Presentation  Previous Presentation  Updated Presentation

 
Marketplace

Revenue  
Services
Revenue  

Marketplace
Revenue  

Services
Revenue  

Marketplace
Revenue  

Services
Revenue  

Marketplace
Revenue  

Services
Revenue

                
 (in thousands)
June 30, 2018 $ 49,625  $ 81,188  $ 91,306  $ 39,507  $ 97,458  $ 153,927  $ 179,273  $ 72,112
March 31, 2018 47,834  72,738  87,967  32,605  47,834  72,738  87,967  32,605
December 31, 2017 54,251  82,319  102,261  34,309  179,492  258,453  326,076  111,869
September 30, 2017 42,413  63,371  77,808  27,976  125,241  176,134  223,815  77,560
June 30, 2017 42,069  58,816  75,445  25,440  82,828  112,763  146,007  49,584
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Key Operating and Financial Metrics
We collect and analyze operating and financial data to evaluate the health and performance of our business and allocate our resources (such as capital, people, and
technology investments). The unaudited key operating and financial metrics we use are:

 
Three Months Ended  

 June 30,  
% Growth

Y/Y

 
Six Months Ended  

 June 30,  
% Growth

Y/Y  2018  2017   2018  2017  
              (in thousands, except percentages)
GMS $ 901,685  $ 748,762  20.4 %  $ 1,762,760 $ 1,467,803  20.1%
Revenue $ 132,387  $ 101,692  30.2 %  $ 253,299  $ 198,583  27.6%
Marketplace revenue $ 91,306  $ 75,445  21.0 %  $ 179,273  $ 146,007  22.8%
Services revenue $ 39,507  $ 25,440  55.3 %  $ 72,112  $ 49,584  45.4%
Net inco me $ 3,379  $ 11,669  (71.0)%  $ 16,346  $ 11,248  45.3%
Adjusted EBITDA $ 27,695  $ 12,696  118.1 %  $ 54,116  $ 22,418  141.4%
            
Active sellers 1,983  1,834  8.1 %  1,983  1,834  8.1%
Active buyers 35,830  30,584  17.2 %  35,830  30,584  17.2%
Percent mobile GMS 55%  51%  400 bps  55%  51%  400 bps
Percent international GMS 34%  32%  200 bps  34%  32%  200 bps

GMS

Gross merchandise sales (“GMS”) is the dollar value of items sold in our marketplace within the applicable period, excluding shipping fees and net of refunds
associated with canceled transactions. GMS does not represent revenue earned by Etsy. GMS is largely driven by transactions in our marketplace and is not
directly impacted by Services activity. However, because our revenue and cost of revenue depend significantly on the dollar value of items sold in our marketplace,
we believe that GMS is an indicator of the success of Etsy sellers, the satisfaction of Etsy buyers, and the health, scale, and growth of our business.

Adjusted EBITDA

Adjusted EBITDA represents our net income adjusted to exclude: interest and other non-operating expense, net ; provision (benefit) for income taxes ; depreciation
and amortization ; stock-based compensation expense ; foreign exchange loss (gain) and restructuring and other exit costs (income). See “ Non-GAAP Financial
Measures ” for more information regarding our use of Adjusted EBITDA, including its limitations as a financial measure, and for a reconciliation of Adjusted
EBITDA to net income , the most directly comparable financial measure calculated in accordance with GAAP.

Active Sellers

An active seller is an Etsy seller who has incurred at least one charge from us in the last 12 months. Charges include transaction fees, listing fees, and fees for Etsy
Payments, Promoted Listings, Etsy Shipping Labels, Pattern, and Google Shopping. An Etsy seller is identified by a unique e-mail address; a single person can
have multiple Etsy seller accounts. We succeed when Etsy sellers succeed, so we view the number of active sellers as a key indicator of the awareness of our
brand, the reach of our platform, the potential for growth in GMS and revenue and the health of our business.

Active Buyers

An active buyer is an Etsy buyer who has made at least one purchase in the last 12 months. An Etsy buyer is identified by a unique e-mail address; a single person
can have multiple Etsy buyer accounts. We generate revenue when Etsy buyers order items from Etsy sellers, so we view the number of active buyers as a key
indicator of our potential for growth in GMS and revenue, the reach of our platform, awareness of our brand, the engagement and loyalty of Etsy buyers and the
health of our business.

Mobile GMS

Mobile GMS is GMS that results from a transaction completed on a mobile device, such as a tablet or a smartphone. Mobile GMS excludes ALM and Etsy
Wholesale and orders initiated on mobile devices but ultimately completed on a desktop. When
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calculating percent mobile GMS, we do not take into account refunds associated with canceled transactions. We believe that mobile GMS indicates our success in
converting mobile activity into mobile purchases and demonstrates our ability to grow GMS and revenue.

International GMS

International GMS is GMS from transactions where either the billing address for the Etsy seller or the shipping address for the Etsy buyer at the time of sale is
outside of the United States. When calculating percent international GMS, we do not take into account refunds associated with canceled transactions. We believe
that international GMS shows the level of engagement of our community outside the United States and demonstrates our ability to grow GMS and revenue.

Currency-Neutral GMS Growth

We calculate currency-neutral GMS growth by translating current period GMS for goods sold that were listed in non-U.S. dollar currencies into U.S. dollars using
prior year foreign currency exchange rates.

As reported and currency-neutral GMS growth for the periods presented below is as follows:

  Quarter-to-Date Period Ended  Year-to-Date Period Ended
 As Reported  Currency Neutral  FX Impact  As Reported  Currency Neutral  FX Impact
June 30, 2018 20.4%  19.3%  1.1 %  20.1%  18.5%  1.6 %
March 31, 2018 19.8%  17.6%  2.2 %  19.8%  17.6%  2.2 %
December 31, 2017 17.8%  16.5%  1.3 %  14.5%  14.3%  0.2 %
September 30, 2017 13.2%  12.6%  0.6 %  13.0%  13.4%  (0.4)%
June 30, 2017 11.8%  12.6%  (0.8)%  12.9%  13.9%  (1.0)%
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Results of Operations
The following tables show our results of operations for the periods presented and express the relationship of certain line items as a percentage of revenue for those
periods. The period-to-period comparison of financial results is not necessarily indicative of future results. For more information regarding the components of our
results of operations, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Components of Our Results of Operations”
in the Annual Report, which we incorporate by reference.

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
          (in thousands)
Revenue:        

Marketplace $ 91,306  $ 75,445  $ 179,273  $ 146,007
Services 39,507  25,440  72,112  49,584
Other 1,574  807  1,914  2,992

Total revenue 132,387  101,692  253,299  198,583
Cost of revenue 45,409  35,724  86,704  70,383
Gross profit 86,978  65,968  166,595  128,200
Operating expenses:        

Marketing 28,941  27,521  55,135  50,975
Product development 23,568  21,754  44,289  39,870
General and administrative 21,707  28,411  40,611  51,174

Total operating expenses 74,216  77,686  140,035  142,019
Income (loss) from operations 12,762  (11,718)  26,560  (13,819)
Other (expense) income, net (8,137)  13,950  (8,954)  14,578
Income before income taxes 4,625  2,232  17,606  759
(Provision) benefit for in come taxes (1,246)  9,437  (1,260)  10,489
Net inco me $ 3,379  $ 11,669  $ 16,346  $ 11,248

        

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
Revenue:        

Marketplace 69.0 %  74.2 %  70.8 %  73.5 %
Services 29.8  25.0  28.5  25.0
Other 1.2  0.8  0.8  1.5

Total revenue 100.0  100.0  100.0  100.0
Cost of revenue 34.3  35.1  34.2  35.4
Gross profit 65.7  64.9  65.8  64.6
Operating expenses:        

Marketing 21.9  27.1  21.8  25.7
Product development 17.8  21.4  17.5  20.1
General and administrative 16.4  27.9  16.0  25.8

Total operating expenses 56.1  76.4  55.3  71.5
Income (loss) from operations 9.6  (11.5)  10.5  (7.0)
Other (expense) income, net (6.1)  13.7  (3.5)  7.3
Income before income taxes 3.5  2.2  7.0  0.4
(Provision) benefit for in come taxes (0.9)  9.3  (0.5)  5.3
Net inco me 2.6 %  11.5 %  6.5 %  5.7 %
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Comparison of Three Months Ended June 30, 2018 and 2017

Revenue
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Revenue:        

Marketplace $ 91,306  $ 75,445  $ 15,861  21.0%
Percentage of total revenue 69.0%  74.2%     

Services $ 39,507  $ 25,440  $ 14,067  55.3%
Percentage of total revenue 29.8%  25.0%     

Other $ 1,574  $ 807  $ 767  95.0%
Percentage of total revenue 1.2%  0.8%     

Total revenue $ 132,387  $ 101,692  $ 30,695  30.2%

GMS increased $ 152.9 million , or 20.4% , to $ 901.7 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017 . On a
currency-neutral basis GMS growth for the three months ended June 30, 2018 would have been 19.3% , or approximately 110 basis points lower than the reported
20.4% growth . Supporting this growth in GMS, active sellers increased 8.1% to 2.0 million and active buyers increased 17.2% to 35.8 million at June 30, 2018
compared to June 30, 2017 . In the three months ended June 30, 2018 , GMS from new buyers grew 17% year-over-year and represented approximately 17% of
overall GMS, a slight decrease compared to last year. In the three months ended June 30, 2018 , GMS from repeat buyers grew 23% year-over-year and
represented approximately 83% of overall GMS, a slight increase compared to last year.

During the three months ended June 30, 2018 mobile GMS increased as a percentage of total GMS to approximately 55% , up from approximately 51% for the
three months ended June 30, 2017 . We believe this increase was a result of increased mobile traffic, and, to a lesser extent, continued improvements in our mobile
offerings for Etsy buyers.

For the three months ended June 30, 2018 , international GMS increased as a percentage of total GMS to approximately 34% , up from approximately 32% for the
three months ended June 30, 2017 . International GMS was up approximately 28% in the three months ended June 30, 2018 compared to the three months ended
June 30, 2017 , largely as a result of a benefit from currency exchange rates. On a currency-neutral basis international GMS growth for the three months ended
June 30, 2018 would have been 24% . We expect international GMS to continue to grow faster than overall GMS, driven by global product enhancements and
assuming stable currency rates.

Revenue increased $ 30.7 million , or 30.2% , to $ 132.4 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017 , of
which 69.0% of the total consisted of Marketplace revenue and 29.8% consisted of Services revenue.

Marketplace revenue increased $ 15.9 million , or 21.0% , to $ 91.3 million in the three months ended June 30, 2018 compared to the three months ended June 30,
2017 . This growth corresponded with a 20.4% increase in GMS to a total of $ 901.7 million for the three months ended June 30, 2018 . Marketplace revenue
increased at a faster rate than GMS primarily due to the increase in revenue from Etsy Payments, up 24.9% , largely driven by overall GMS growth trends. The
share of GMS processed through our Etsy Payments platform was 86% in the three months ended June 30, 2018 , up from 85% in the three months ended June 30,
2017 . During the second quarter of 2018, we reached the anniversary of the Etsy Payments adoption requirement, which has been a substantial driver of year-over-
year revenue growth, and therefore, we expect Etsy Payments and overall Marketplace revenue to grow more closely in-line with year-over-year GMS growth in
future quarters. Transaction fee revenue grew 19.1% and listing fee revenue grew 16.1% driven by overall GMS growth. Listing fee revenue increased at a slower
rate than GMS primarily due to the issuance of free listings for promotional activities focused on driving growth in our international markets.

Services revenue increased $ 14.1 million , or 55.3% , to $ 39.5 million in the three months ended June 30, 2018 compared to the three months ended June 30,
2017 . The growth in Services revenue was primarily driven by an increase in Promoted Listings, up 46.4% , and, to a lesser extent, Etsy Shipping Labels, up
100.1% . The increase in Promoted Listings revenue was due to higher click volume and overall product enhancements, including enhancements we made to
budget utilization and context specific ranking on Promoted Listings which increased the relevance of promoted ads in our search results. The increase in Etsy
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Shipping Label revenue reflects a one-time adjustment to recognize prior period revenue of $2.8 million which drove 61.7% of the increase. The remaining
increase was driven by a combination of an increase in label volume and an increase in average margin per label. We expect Services revenue to grow at a faster
pace than Marketplace revenue growth, as we continue to add enhancements and features to our portfolio of services and increase our efforts to grow seller
adoption, primarily driven by growth in Promoted Listings.

Other revenue increased 95.0% to $1.6 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017 , mainly attributable to
an increase in revenue related to our Google Shopping offering for Etsy sellers.

Cost of Revenue

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Cost of revenue $ 45,409  $ 35,724  $ 9,685  27.1%

Percentage of total revenue 34.3%  35.1%     

Cost of revenue increased $9.7 million , or 27.1% , to $ 45.4 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017 ,
primarily as a result of additional costs to support the increase in Etsy Payments revenue including a one-time adjustment to recognize prior period costs of $1.4
million and, to a lesser extent, increases in hosting and bandwidth costs related to our migration to the cloud and professional services expenses. Restructuring and
other exit costs of  $0.7 million  associated with the 2017 Board approved plans to increase efficiency, streamline our cost structure and improve focus on key
strategic growth opportunities (the “Actions”) were included in cost of revenue for  the three months ended June 30, 2017 , but did not have a significant impact on
the period-over-period comparison. Cost of revenue decreased as a percentage of revenue largely due to favorable pricing from third-party payment processors.

Operating Expenses

We had  814  total employees on  June 30, 2018 , compared with  1,001  total employees on  June 30, 2017 and 744 on December 31, 2017 .

Marketing
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Marketing $ 28,941  $ 27,521  $ 1,420  5.2%

Percentage of total revenue 21.9%  27.1%     

Marketing expenses increased $1.4 million , or 5.2% , to $28.9 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017
, primarily as a result of increased spend on digital marketing related to buyer acquisition, offset by decreases in employee-related expenses, due to a reduction in
average headcount and $2.3 million of restructuring and other exit costs associated with the Actions included in marketing expense for  the three months ended
June 30, 2017 . Excluding the impact of restructuring and other exit costs, non-GAAP marketing expenses increased  $3.8 million , or 15.0% . We expect to
increase our investment in direct marketing in the second half of 2018.
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Product
development
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Product development $ 23,568  $ 21,754  $ 1,814  8.3%

Percentage of total revenue 17.8%  21.4%     

Product development expenses increased $1.8 million , or 8.3% , to $ 23.6 million in the three months ended June 30, 2018 compared to the three months ended
June 30, 2017 , primarily as a result of an increase in professional services expenses for consultants working on our product and engineering teams. The increase in
professional services was offset by decreased employee-related expenses, mainly due to a reduction in average headcount and $3.1 million of restructuring and
other exit costs associated with the Actions included in product development expenses for  the three months ended June 30, 2017 . Excluding the impact of
restructuring and other exit costs, non-GAAP product development expenses increased  $4.9 million , or 26.3% .

General
and
administrative
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
General and administrative $ 21,707  $ 28,411  $ (6,704)  (23.6)%

Percentage of total revenue 16.4%  27.9%     

General and administrative expenses decreased $6.7 million , or 23.6% , to $ 21.7 million in the three months ended June 30, 2018 compared to the three months
ended June 30, 2017 , primarily driven by decreases in employee-related expenses, mainly due to $5.1 million of restructuring and other exit costs associated with
the Actions included in general and administrative expenses for  the three months ended June 30, 2017 and, to a lesser extent, a reduction in average headcount.
Excluding the impact of restructuring and other exit costs, non-GAAP general and administrative expenses decreased  $1.6 million , or 6.8% .

Other (Expense) Income, net
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Other (expense) income, net:        

Interest expense $ (6,125)  $ (2,696)  $ (3,429)  127.2 %
Percentage of total revenue (4.6)%  (2.7)%     

Interest and other income $ 2,438  $ 543  $ 1,895  349.0 %
Percentage of total revenue 1.8 %  0.5 %     

Foreign exchange (loss) gain $ (4,450)  $ 16,103  $ (20,553)  (127.6)%
Percentage of total revenue (3.4)%  15.8 %     

Other (expense) income, net $ (8,137)  $ 13,950  $ (22,087)  (158.3)%
Percentage of total revenue (6.1)%  13.7 %     

Other expense, net increased $22.1 million in the three months ended June 30, 2018 compared to the three months ended June 30, 2017 , primarily driven by the
change in U.S. Dollar to Euro exchange rate fluctuations on our intercompany and other non-functional currency balances. The U.S. Dollar to Euro exchange rate
increased 5.5% during the second quarter of 2018, from 0.81 as of March 31, 2018 to 0.86 as of June 30, 2018, while it decreased 6.5% in the second quarter of
2017, from 0.94 as of March 31, 2017 to 0.88 as of June 30, 2017. The increase in other expense, net was also driven by higher interest expense, mainly non-cash
interest related to our convertible debt issued in the first quarter of 2018, partially offset by increased interest and dividend income related to our investment
accounts.
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Other expense, net was $8.1 million in the three months ended June 30, 2018 mainly comprised of non-cash interest expense related to the amortization of debt
discount and transaction costs in connection with the convertible debt issued in the first quarter of 2018, interest associated with the build-to-suit lease accounting
related to our corporate headquarters and a foreign exchange loss . These expenses were partially offset by interest and dividend income from our investment
accounts.

Other income, net was $14.0 million in the three months ended June 30, 2017 mainly comprised of a foreign currency gain, partially offset by interest expense
associated with the build-to-suit lease accounting related to our corporate headquarters.

(Provision) Benefit for Income Taxes
 

 
Three Months Ended 

June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
(Provision) benefit for income taxes $ (1,246)  $ 9,437  $ (10,683)  (113.2)%

Percentage of total revenue (0.9)%  9.3%     

Our income tax provision and benefit for the three months ended June 30, 2018 and 2017 was $1.2 million and $9.4 million , respectively. Our tax rate is affected
by items that may differ between and among periods.

The primary drivers of our income tax provision for the three months ended June 30, 2018 were tax expense on pretax book income and nondeductible stock-based
compensation of $3.2 million partially offset by a discrete tax benefit for stock based compensation of $1.9 million , and the exclusion of certain foreign
jurisdictions that are subject to a valuation allowance from the forecasted annual effective tax rate of $0.5 million .

The primary drivers of our income tax benefit for the three months ended June 30, 2017 were a discrete tax benefit for stock-based compensation of $3.0 million ,
and a discrete tax benefit related to restructuring and exit costs of $3.0 million . Other drivers include forecasted pretax income, the amount of nondeductible stock-
based compensation expense, and a benefit related to our research and development tax credit.

Comparison of Six Months Ended June 30, 2018 and 2017

Revenue
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Revenue:        

Marketplace $ 179,273  $ 146,007  $ 33,266  22.8 %
Percentage of total revenue 70.8%  73.5%     

Services $ 72,112  $ 49,584  $ 22,528  45.4 %
Percentage of total revenue 28.5%  25.0%     

Other $ 1,914  $ 2,992  $ (1,078)  (36.0)%
Percentage of total revenue 0.8%  1.5%     

Total revenue $ 253,299  $ 198,583  $ 54,716  27.6 %

GMS increased $ 295.0 million , or 20.1% , to $ 1,762.8 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 . On a
currency-neutral basis GMS growth for the six months ended June 30, 2018 would have been 18.5% , or approximately 160 basis points lower than the reported
20.1% growth . Supporting this growth in GMS, active sellers increased 8.1% to 2.0 million and active buyers increased 17.2% to 35.8 million at June 30, 2018
compared to June 30, 2017 . In the six months ended June 30, 2018 , GMS from new buyers grew 18% year-over-year and represented approximately 18% of
overall GMS, a slight decrease compared to last year. In the six months ended June 30, 2018 , GMS from repeat buyers grew 22% year-over-year and represented
approximately 82% of overall GMS, a slight increase compared to last year.
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During the six months ended June 30, 2018 mobile GMS increased as a percentage of total GMS to approximately 55% , up from approximately 51% for the six
months ended June 30, 2017 . We believe this increase was a result of increased mobile traffic, and, to a lesser extent, continued improvements in our mobile
offerings for Etsy buyers.

For the six months ended June 30, 2018 , international GMS increased as a percentage of total GMS to 34% , up from approximately 32% for the six months ended
June 30, 2017 . International GMS was up approximately 29% in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 , largely as
a result of a benefit from currency exchange rates. On a currency-neutral basis international GMS growth for the six months ended June 30, 2018 would have been
24% . We expect international GMS to continue to grow faster than overall GMS, driven by global product enhancements and assuming stable currency rates.

Revenue increased $ 54.7 million , or 27.6% , to $ 253.3 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 , of which
70.8% consisted of Marketplace revenue and 28.5% consisted of Services revenue.

Marketplace revenue increased $ 33.3 million , or 22.8% , to $ 179.3 million in the six months ended June 30, 2018 compared to the six months ended June 30,
2017 . This growth corresponded with a 20.1% increase in GMS to a total of $ 1.8 billion for the six months ended June 30, 2018 . Marketplace revenue increased
at a faster rate than GMS primarily due to the increase in revenue from Etsy Payments, up 29.5% , largely driven by overall GMS growth trends and increased
seller adoption. The share of GMS processed through our Etsy Payments platform was 86% in the six months ended June 30, 2018 , up from 83% in the six months
ended June 30, 2017 , primarily due to the transition of sellers in eligible countries to the platform. During the second quarter of 2018, we reached the anniversary
of the Etsy Payments adoption requirement, which has been a substantial driver of year-over-year Etsy Payments revenue growth, and therefore, we expect Etsy
Payments and overall Marketplace revenue to grow more closely in-line with year-over-year GMS growth in future quarters. Transaction fee revenue grew 18.7%
and listing fee revenue grew 15.9% , driven by overall GMS growth. Listing fee revenue increased at a slower rate than GMS primarily due to the issuance of free
listings for promotional activities focused on driving growth in our international markets.

Services revenue increased $ 22.5 million , or 45.4% , to $ 72.1 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 .
The growth in Services revenue was primarily driven by an increase in Promoted Listings, up 42.8% , and, to a lesser extent, Etsy Shipping Labels, up 62.7% . The
increase in Promoted Listings revenue was due to higher click volume and overall product enhancements, including enhancements we made to budget utilization
and context specific ranking on Promoted Listings, which increased the relevance of promoted ads in our search results. The increase in Etsy Shipping Label
revenue reflects a one-time adjustment to recognize prior period revenue of $2.8 million which drove 31.6% of the increase. The remaining increase was driven by
a combination of an increase in label volume and an increase in average margin per label. We expect Services revenue to grow at a faster pace than Marketplace
revenue growth, as we continue to add enhancements and features to our portfolio of services and increase our efforts to grow seller adoption, primarily driven by
growth in Promoted Listings.

Other revenue decreased $ 1.1 million , or 36.0% , to $ 1.9 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 , mainly
attributable to a decrease of $0.8 million in Google Shopping revenue primarily due to a one-time gain recorded during the six months ended June 30, 2017 and a
promotional campaign that ran in the first quarter of 2018 to match Etsy Seller's spend on Google Shopping, which drove Google Shopping revenue negative for
the quarter.

Cost of Revenue
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Cost of revenue $ 86,704  $ 70,383  $ 16,321  23.2%

Percentage of total revenue 34.2%  35.4%     

Cost of revenue increased $ 16.3 million , or 23.2% , to $ 86.7 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 ,
primarily as a result of additional costs to support the increase in Etsy Payments revenue including a one-time adjustment to recognize prior period costs of $1.4
million and, to a lesser extent, increases in hosting and bandwidth costs related to our migration to the cloud, professional services expenses and employee-related
costs. Restructuring and other exit costs of  $0.7 million  associated with the Actions were included in cost of revenue for  the six months ended June 30, 2017 , but
did not have a significant impact on the period-over-period comparison. Cost of revenue decreased as a percentage of revenue largely due to favorable pricing from
third-party payment processors.
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Operating Expenses

Marketing
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Marketing $ 55,135  $ 50,975  $ 4,160  8.2%

Percentage of total revenue 21.8%  25.7%     

Marketing expenses increased $ 4.2 million , or 8.2% , to $ 55.1 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 ,
primarily as a result of increased spend on digital marketing related to buyer acquisition, offset by decreases in employee-related expenses due to a reduction in
average headcount and $2.3 million of restructuring and other exit costs associated with the Actions included in marketing expense for  the six months ended June
30, 2017 . Excluding the impact of restructuring and other exit costs, non-GAAP marketing expenses increased  $6.5 million , or 13.4% .

Product
development
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Product development $ 44,289  $ 39,870  $ 4,419  11.1%

Percentage of total revenue 17.5%  20.1%     

Product development expenses increased $ 4.4 million , or 11.1% , to $ 44.3 million in the six months ended June 30, 2018 compared to the six months ended June
30, 2017 , primarily as a result of an increase in professional services expenses for consultants working on our product and engineering teams, and a decrease in the
amount of employee-related costs capitalized for website development and internal-use software projects as a result of several larger project launches in the first
half of 2017 . This increase is offset by decreased employee-related expenses, mainly due to a reduction in average headcount and $3.1 million of restructuring and
other exit costs associated with the Actions included in product development expenses for  the six months ended June 30, 2017 . Excluding the impact of
restructuring and other exit costs, non-GAAP product development expenses increased  $7.5 million , or 20.5% .

General
and
administrative
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
General and administrative $ 40,611  $ 51,174  $ (10,563)  (20.6)%

Percentage of total revenue 16.0%  25.8%     

General and administrative expenses decreased $ 10.6 million , or 20.6% , to $ 40.6 million in the six months ended June 30, 2018 compared to the six months
ended June 30, 2017 , primarily due to decreased employee-related expenses, mainly the result of a reduction in average headcount and $5.1 million of
restructuring and other exit costs associated with the Actions included in general and administrative expenses for  the six months ended June 30, 2017 . Excluding
the impact of restructuring and other exit costs, non-GAAP general and administrative expenses decreased  $5.4 million , or 11.8% .
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Other (Expense) Income, net
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
Other (expense) income, net:        

Interest expense $ (9,889)  $ (5,287)  $ (4,602)  87.0 %
Percentage of total revenue (3.9)%  (2.7)%     

Interest and other income $ 3,535  $ 982  $ 2,553  260.0 %
Percentage of total revenue 1.4 %  0.5 %     

Foreign exchange (loss) gain $ (2,600)  $ 18,883  $ (21,483)  (113.8)%
Percentage of total revenue (1.0)%  9.5 %     

Other (expense) income, net $ (8,954)  $ 14,578  $ (23,532)  (161.4)%
Percentage of total revenue (3.5)%  7.3 %     

Other expense, net increased $23.5 million in the six months ended June 30, 2018 compared to the six months ended June 30, 2017 , primarily driven by the U.S.
Dollar to Euro exchange rate fluctuations on our intercompany and other non-functional currency balances. The U.S. Dollar to Euro exchange rate increased 2.5%
during the first half of 2018, from 0.83 as of December 31, 2017 to 0.86 as of June 30, 2018, while it decreased 7.9% in the first half of 2017, from 0.95 as of
December 31, 2016 to 0.88 as of June 30, 2017. The increase in other expense, net was also driven by higher interest expense, mainly non-cash interest related to
our convertible debt issued in the first quarter of 2018, partially offset by increased interest and dividend income related to our investment accounts.

Other expense, net was $9.0 million in the six months ended June 30, 2018 mainly comprised of interest expense, primarily non-cash interest expense related to the
amortization of debt discount and transaction costs in connection with the convertible debt issued in the first quarter of 2018 and interest associated with the build-
to-suit lease accounting related to our corporate headquarters, and a foreign currency loss. These expenses were partially offset by $3.5 million of interest and
dividend income from our investment accounts.

Other income, net was $14.6 million in the six months ended June 30, 2017 mainly comprised of a foreign currency gain, partially offset by interest expense
associated with the build-to-suit lease accounting related to our corporate headquarters.

(Provision) Benefit for Income Taxes
 

 
Six Months Ended  

 June 30,  Change

  2018  2017  $  %
          (in thousands except percentages)
(Provision) benefit for income taxes $ (1,260)  $ 10,489  $ (11,749)  (112.0)%

Percentage of total revenue (0.5)%  5.3%     

Our income tax provision and benefit for the six months ended June 30, 2018 and 2017 was $1.3 million and $10.5 million , respectively. Our tax rate is affected
by items that may differ between and among periods.

The primary drivers of our income tax provision for the six months ended June 30, 2018 were tax expense on pretax book income and nondeductible stock-based
compensation  of $4.6  million partially  offset  by  a  discrete  tax  benefit  for  stock  based  compensation  of $3.4  million ,  and  the  exclusion  of  certain  foreign
jurisdictions that are subject to a valuation allowance from the forecasted annual effective tax rate of $0.7 million .

The primary drivers of our income tax benefit for the six months ended June 30, 2017 were a discrete tax benefit for stock-based compensation of $3.2 million ,
and a discrete tax benefit related to restructuring and exit costs of $3.0 million . Other drivers include forecasted pretax income, the amount of nondeductible stock-
based compensation expense, and a benefit related to our research and development tax credit.
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Non-GAAP Financial Measures
Adjusted EBITDA

In this Quarterly Report, we provide Adjusted EBITDA, a non-GAAP financial measure that represents our net income adjusted to exclude: interest and other non-
operating expense, net ; provision (benefit) for income taxes ; depreciation and amortization ; stock-based compensation expense ; foreign exchange loss (gain) ,
and restructuring and other exit costs (income). Below is a reconciliation of Adjusted EBITDA to net income , the most directly comparable GAAP financial
measure.

We have included Adjusted EBITDA because it is a key measure used by our management and Board of Directors to evaluate our operating performance and
trends, allocate internal resources, prepare and approve our annual budget, develop short- and long-term operating plans, determine incentive compensation and
assess the health of our business. As our Adjusted EBITDA increases, we are able to invest more in our platform.

We believe that Adjusted EBITDA can provide a useful measure for period-to-period comparisons of our business as it removes the impact of certain non-cash
items and certain variable charges.

Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for analysis of our results as reported under
GAAP. Some of these limitations are:

• Adjusted EBITDA does not reflect other non-operating expenses, net of other non-operating income, including net interest expense;

• Adjusted EBITDA does not reflect tax payments that may represent a reduction in cash available to us;

• although depreciation and amortization are non-cash charges, the assets being depreciated and amortized may have to be replaced in the future, and Adjusted
EBITDA does not reflect cash capital expenditure requirements for such replacements or for new capital expenditure requirements;

• Adjusted EBITDA does not consider the impact of stock-based compensation expense ;

• Adjusted EBITDA does not consider the impact of foreign exchange loss (gain) ;

• Adjusted EBITDA does not consider the impact of restructuring and other exit costs (income); and

• other companies, including companies in our industry, may calculate Adjusted EBITDA differently, which reduces its usefulness as a comparative measure.

Because of these limitations, you should consider Adjusted EBITDA alongside other financial performance measures, including net income and our other GAAP
results.

The following table reflects the reconciliation of net income to Adjusted EBITDA for each of the periods indicated:

 
Three Months Ended 

June 30,  
Six Months Ended  

 June 30,

  2018  2017  2018  2017
          (in thousands)
Net inco me $ 3,379  $ 11,669  $ 16,346  $ 11,248

Excluding:        
Interest and other non-operating expense, net (1) 3,687  2,153  6,354  4,305

Provision (benefit) for in come taxes 1,246  (9,437)  1,260  (10,489)

Depreciation and amortization (1) 6,357  6,660  12,677  13,598

Stock-based compensation expense (2) 7,898  4,881  13,638  8,924

Stock-based compensation expense—acquisitions 719  1,613  1,433  2,455

Foreign exchange loss (gain) (3) 4,450  (16,103)  2,600  (18,883)

Restructuring and other exit costs (income) (4) (41)  11,260  (192)  11,260

Adjusted EBITDA $ 27,695  $ 12,696  $ 54,116  $ 22,418
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(1) Included in interest and depreciation expense amounts above, are interest and depreciation expense related to our headquarters under build-to-suit accounting
requirements, which commenced in May 2016. In the three and six months ended June 30, 2018 and 2017 those amounts are as follows:

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,
 2018  2017  2018  2017
        
 (in thousands)

Interest expense $ 2,249  $ 2,223  $ 4,499  $ 4,368

Depreciation 819  819  1,638  1,638

(2) $1.7 million  of restructuring-related stock-based compensation expense has been excluded from  the three and six months ended June 30, 2017  and is
included in total restructuring and other exit costs below. See note (4). Total stock-based compensation expense included in the Consolidated Statements of
Operations is as follows:

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,

 2018  2017  2018  2017
        
 (in thousands)

Cost of revenue $ 927  $ 398  $ 1,473  $ 762

Marketing 699  528  1,177  972

Product development 4,025  2,053  6,664  4,073

General and administrative 2,966  5,183  5,757  7,240

Total stock-based compensation expense $ 8,617  $ 8,162  $ 15,071  $ 13,047

(3) See “— Results of Operations — Other (Expense) Income, net ” for more information on the fluctuation in foreign exchange loss (gain) in the three and six
months ended June 30, 2018 and 2017 .

(4) Total restructuring and other exit costs (income) related to the Actions included in the Consolidated Statements of Operations are as follows:

 
Three Months Ended  

 June 30,  
Six Months Ended  

 June 30,
 2018  2017  2018  2017
        
 (in thousands)

Cost of revenue $ (6)  $ 694  $ (13)  $ 694

Marketing (13)  2,349  (72)  2,349

Product development (16)  3,101  (95)  3,101

General and administrative (6)  5,116  (12)  5,116

Total restructuring and other exit costs (income) $ (41)  $ 11,260  $ (192)  $ 11,260
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Statement of Operations Line Items Excluding Restructuring and Other Exit Costs (Income)

In this Quarterly Report, we discuss certain financial statement line items excluding restructuring and other exit costs (income) , each a non-GAAP financial
measure that represents the income statement line item adjusted to exclude restructuring and other exit costs (income) incurred in the three and six months ended
June 30, 2018 and 2017 .

We have included these financial statement line items excluding restructuring and other exit costs (income) because the Actions were unusual and do not
necessarily reflect the ongoing trends in these financial statement line items. We believe that these non-GAAP measures can provide a useful measure for period-
to-period comparisons of our business as it removes the impact of the Actions.

These non-GAAP measures have limitations as analytical tools, and you should not consider them in isolation or as a substitute for analysis of our results as
reported under GAAP. Some of these limitations are:

• many of these costs were or will be settled in cash;

• there is no certainty that restructuring and other exit costs (income) will not recur;

• other companies, including companies in our industry, may adjust for similar items in a different manner, or may not exclude such charges, which reduces
their usefulness as comparative measures.

Because of these limitations, you should consider these non-GAAP measures alongside other financial performance measures, including the GAAP financial
statement line items.

The following table reflects the reconciliation of each affected GAAP line item of the Consolidated Statement of Operations to the non-GAAP line item excluding
restructuring and other exit costs (income) for each of the periods indicated:

 Three Months Ended June 30, 2018  Six Months Ended June 30, 2018

 As Reported  

Restructuring and
Other Exit Costs

(Income)  

Excluding
Restructuring and
Other Exit Costs  As Reported  

Restructuring and
Other Exit Costs

(Income)  

Excluding
Restructuring and
Other Exit Costs

            
 (in thousands)

Revenue $ 132,387  $ —  $ 132,387  $ 253,299  $ —  $ 253,299

Cost of revenue 45,409  (6)  45,415  86,704  (13)  86,717

Gross profit 86,978  (6)  86,972  166,595  (13)  166,582

Operating expenses:            

Marketing 28,941  (13)  28,954  55,135  (72)  55,207

Product development 23,568  (16)  23,584  44,289  (95)  44,384

General and administrative 21,707  (6)  21,713  40,611  (12)  40,623

Total operating expenses 74,216  (35)  74,251  140,035  (179)  140,214

Income from operations $ 12,762  $ (41)  $ 12,721  $ 26,560  $ (192)  $ 26,368

 Three Months Ended June 30, 2017  Six Months Ended June 30, 2017

 As Reported  

Restructuring and
Other Exit Costs

(Income)  

Excluding
Restructuring and
Other Exit Costs  As Reported  

Restructuring and
Other Exit Costs

(Income)  

Excluding
Restructuring and
Other Exit Costs

            
 (in thousands)

Revenue $ 101,692  $ —  $ 101,692  $ 198,583  $ —  $ 198,583

Cost of revenue 35,724  694  35,030  70,383  694  69,689

Gross profit 65,968  694  66,662  128,200  694  128,894

Operating expenses:           

Marketing 27,521  2,349  25,172  50,975  2,349  48,626

Product development 21,754  3,101  18,653  39,870  3,101  36,769

General and administrative 28,411  5,116  23,295  51,174  5,116  46,058

Total operating expenses 77,686  10,566  67,120  142,019  10,566  131,453

Loss from operations $ (11,718)  $ 11,260  $ (458)  $ (13,819)  $ 11,260  $ (2,559)
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Liquidity and Capital Resources
The following table shows our cash and cash equivalents, short-term investments, accounts receivable and net working capital as of the date indicated:

 
As of 

June 30, 2018
  (in thousands)
Cash and cash equivalents $ 357,820
Short-term investments 209,689
Accounts receivable, net 30,615
Net working capital 552,734

As of June 30, 2018 , our cash and cash equivalents, a majority of which were held in cash deposits and money market funds, were held in the United States for
future investments, working capital funding, and general corporate purposes.

We invest in short-term instruments, including fixed-income funds and AA-rated U.S. Government and agency securities aligned with our investment strategy.
These investments are intended to allow us to preserve our principal, maintain the ability to meet our liquidity needs, deliver positive yields and continue to
provide us with direct fiduciary control. In accordance with our investment policy, all investments have maturities no longer than 36 months, with the average
maturity of these investments maintained at 12 months or less.

Sources of Liquidity

In March 2018 , we issued  $345.0 million  aggregate principal amount of  0%  Convertible Senior Notes due 2023 (the “Notes”) in a private placement to qualified
institutional buyers pursuant to Rule 144A under the Securities Act. The initial conversion price of the Notes represented a premium of approximately 37.5% over
the price of Etsy's common stock. The net proceeds from the sale of the Notes were $335.0 million after deducting initial purchasers' discount and offering
expenses. For more information on the Notes, see “ Note 3—Convertible Debt ” in the Notes to Consolidated Financial Statements.

We believe that our existing cash and cash equivalents and short-term investments, together with cash generated from operations, will be sufficient to meet our
anticipated cash needs for at least the next 12 months. Our future capital requirements and the adequacy of available funds will depend on many factors, including
those described in our “Risk Factors” in this report.

The majority of our cash and cash equivalents and short-term investments are held in the U.S. We fund our international operations, to the extent needed, from our
funds held in the U.S. on an as-needed basis.

Historical Cash Flows

 
Six Months Ended  

 June 30,

  2018  2017
      (in thousands)
Cash provided by (used in):    

Operating activities $ 66,512  $ 15,448
Investing activities (227,450)  29,631
Financing activities 205,491  (618)

Net Cash Provided by Operating Activities

Our cash flows from operations are largely dependent on the amount of revenue generated on our platform, as well as associated cost of revenue and other
operating expenses. Our primary source of cash from operating activities is cash collections from our customers. Net cash provided by operating activities in each
period presented has been influenced by changes in accounts receivable, prepaid expenses and other current assets, accounts payable, and accrued liabilities.

Net cash provided by operating activities was $66.5 million in the six months ended June 30, 2018 , primarily driven by cash net income of $52.2 million , largely
as a result of revenue generated on our platform and leverage in our operating expenses, and changes in our operating assets and liabilities that provided $14.3
million in cash.
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Net cash provided by operating activities was $15.4 million in the six months ended June 30, 2017 , primarily driven by cash net income of $24.7 million largely as
a result of revenue generated on our platform and changes in our operating assets and liabilities that used $9.3 million in cash.

Net Cash (Used in) Provided by Investing Activities

Our primary investing activities consist of sales, maturities and purchases of short-term marketable securities, cash paid to purchase intangible assets, and capital
expenditures, including investments in capitalized website development and internal-use software and purchases of property and equipment to support our overall
business growth.

Net cash used in investing activities was $227.5 million in the six months ended June 30, 2018 . This was primarily attributable to net purchases of marketable
securities of $183.7 million and $35.3 million in cash paid for the intangible asset acquisition, $8.5 million in capital expenditures, including $8.1 million for
website development and internal-use software as we continued to invest in projects adding new features and functionality to the Etsy platform.

Net cash provided by investing activities was $29.6 million in the six months ended June 30, 2017 . This was primarily attributable to net sales of marketable
securities of $39.8 million , mainly due to increased investments in instruments with shorter-term maturities, classified as cash equivalents, in the second quarter
of 2017 as we continued to monitor interest rate changes. This increase was offset by $10.2 million in capital expenditures, including $6.6 million for website
development and internal-use software as we continued to invest in projects adding new features and functionality to the Etsy platform.

Net Cash Provided by (Used in) Financing Activities

Our primary financing activities include proceeds from the issuance of the Notes, repurchase of common stock under the share repurchase program, proceeds from
exercise of stock options, payments on our facility financing obligation related to the build-to-suit accounting treatment of our Brooklyn headquarters lease, shares
withheld to satisfy tax withholding obligations in connection with the vesting of employee restricted stock units, and financing of capital leases for computer
equipment.

Net cash provided by financing activities was $205.5 million in the six months ended June 30, 2018 . This was primarily attributable to proceeds from issuance of
the Notes of $345.0 million and proceeds from the exercise of stock options of $10.7 million , partially offset by stock repurchases under the share repurchase
program of $89.7 million , payments of $34.2 million for the Capped Call transactions, and $9.6 million of debt issuance cost payments.

Net cash used in financing activities was $0.6 million in the six months ended June 30, 2017 . This was primarily attributable to payments on capital lease
obligations of $3.7 million , stock repurchases of vested RSUs withheld to satisfy tax obligations of $2.0 million and payments on facility financing obligations of 
$1.2 million , related to the built-to-suit accounting treatment of our Brooklyn headquarters lease, partially offset by proceeds from the exercise of stock options of
$6.3 million .

Off Balance Sheet Arrangements
As of June 30, 2018 , we did not have any off balance sheet arrangements, as defined in Item 303(a)(4)(ii) of Regulation S-K.

Contractual Obligations
In March 2018 , we issued  $345.0 million  aggregate principal amount of  0%  Convertible Senior Notes due 2023 (the “Notes”) in a private placement to qualified
institutional buyers pursuant to Rule 144A under the Securities Act. The Notes will mature on March 1, 2023 , unless earlier converted or repurchased, and there
are no contractual payments required until maturity. For more information on the Notes, see “ Note 3—Convertible Debt ” in the Notes to Consolidated Financial
Statements.

As of June 30, 2018 , there were no other material changes in commitments under contractual obligations, compared to the contractual obligations disclosed in the
Annual Report.

Unrecognized tax benefits totaled $17.0 million at both June 30, 2018 and December 31, 2017 . While the ultimate resolution and timing of these unrecognized tax
positions remain uncertain, we do not expect this balance to significantly increase or decrease over the next 12 months.
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Critical Accounting Policies and Significant Judgments and Estimates
Our management’s discussion and analysis of our financial condition and results of operations is based on our Consolidated Financial Statements, which have been
prepared in accordance with GAAP. The preparation of these Consolidated Financial Statements requires us to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenue, expenses, and related disclosures. We evaluate our estimates and assumptions on an ongoing basis. Our estimates
are based on historical experience and various other assumptions that we believe to be reasonable under the circumstances. Our actual results could differ from
these estimates.

We believe that the assumptions and estimates associated with revenue recognition, determining the nature and timing of satisfaction of performance obligations;
income taxes, website development costs and internal-use software, purchase price allocations for business combinations, valuation of goodwill and intangible
assets, leases, stock-based compensation, restructuring and other exit costs (income), and fair value of financial instruments have the greatest potential impact on
our Consolidated Financial Statements. Therefore, we consider these to be our critical accounting policies and estimates.

For information regarding changes to our significant accounting policies, please refer to “ Note 1—Basis of Presentation and Summary of Significant Accounting
Policies ” in the Notes to Consolidated Financial Statements. For a summary of our significant accounting policies, see our Annual Report on Form 10-K.

Recent Accounting Pronouncements
For information regarding our recently issued accounting pronouncements and recently adopted accounting pronouncements, please refer to “ Note 1—Basis of
Presentation and Summary of Significant Accounting Policies ” in the Notes to Consolidated Financial Statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Management believes there have been no material changes to our quantitative and qualitative disclosures about market risks during the six months ended June 30,
2018 , compared to those discussed in the Annual Report, except as described below.

Currency
Risk

Most of our sales are denominated in U.S. dollars, and therefore, our revenue is not currently subject to significant foreign currency risk. For the three and six
months ended June 30, 2018 , approximately 83%  and 84% , respectively of our GMS was denominated in U.S. dollars, and therefore, the resulting revenue is not
subject to foreign currency risk. In  the three and six months ended June 30, 2018 , approximately 17%  and 16% , respectively of GMS was from goods that were
not listed in U.S. dollars and, as a result, was impacted by currency exchange fluctuations. On a currency-neutral basis, GMS growth for  the three and six months
ended June 30, 2018  would have been 19.3% and  18.5% , respectively, compared with the reported 20.4% and  20.1%  growth, respectively. On a currency-
neutral basis, GMS growth for  the three and six months ended June 30, 2017  would have been 12.6% and  13.9% , respectively, compared with the reported
11.8% and  12.9%  growth, respectively.

Our operating expenses are denominated in the currencies of the countries in which our operations are located, and may be subject to fluctuations due to changes in
currency exchange rates, particularly changes in the Euro and Pound Sterling. Fluctuations in currency exchange rates may cause us to recognize transaction gains
and losses in our statement of operations. A 10% increase or decrease in current exchange rates could result in an increase or decrease to currency exchange (loss)
gain of $36.4 million .

On January 1, 2015, we implemented a revised corporate structure to more closely align our structure with our global operations and future expansion plans outside
of the United States, which resulted in a U.S. dollar-denominated intercompany debt on a Euro-denominated ledger that was subject to continued currency
exchange rate risk through the middle of the fourth quarter of 2017. In the fourth quarter of 2017, we established a new legal entity based in Ireland with a U.S.
dollar functional currency to help mitigate the currency rate risk on our intercompany debt.
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Item 4. Controls and Procedures.

Evaluation
of
Disclosure
Controls
and
Procedures

Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, evaluated the effectiveness of our disclosure controls and
procedures as of June 30, 2018 . “Disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, are designed to
ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is (i) recorded, processed, summarized
and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms and (ii) accumulated and communicated to the
company's management, including its principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required
disclosure. Based on the evaluation of our disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures were effective as of June 30, 2018 at the reasonable assurance level.

Changes
in
Internal
Control
Over
Financial
Reporting

There were no changes in our internal control over financial reporting identified in connection with the evaluation required by Rule 13a-15(d) or 15d-15(d) of the
Exchange Act during the second quarter of  2018  that materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Limitations
on
Controls

Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable assurance of achieving the desired control
objectives. Our management recognizes that any control system, no matter how well designed and operated, is based upon certain judgments and assumptions and
cannot provide absolute assurance that its objectives will be met. Similarly, an evaluation of controls cannot provide absolute assurance that misstatements due to
error or fraud will not occur or that all control issues and instances of fraud, if any, have been detected.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings.

See “ Note 12—Commitments and Contingencies — Legal Proceedings ” in the Notes to Consolidated Financial Statements.

Item 1A. Risk Factors .

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties described below, our Consolidated
Financial Statements and related notes, and the other information in this Quarterly Report on Form 10-Q . If any of these risks actually occur, our business,
financial condition, results of operations, and prospects could be adversely affected. As a result, the price of our common stock could decline and you could lose
part or all of your investment.

Risks Related to Our Business and Industry

We have a history of losses and we may not achieve or maintain profitability in the future.

We generated net income of $16.3 million and $81.8 million for the six months ended June 30, 2018 and the year ended December 31, 2017, respectively, and
incurred net losses of $29.9 million and $54.1 million for the years ended December 31, 2016 and 2015, respectively. A significant portion of our net income in the
year ended December 31, 2017 was due to an income tax benefit from the impact of the U.S. Tax Cuts and Jobs Act of 2017 and a foreign currency gain on our
intercompany debt. We may not have the benefit of such gains and may not be profitable in future periods. In addition, our costs may increase as we continue to
invest in the development of our platform, including our Services and technological enhancements, and potentially increase our marketing efforts, expand our
operations, and hire additional employees. These efforts may be more costly than we expect and our revenue may not increase sufficiently to offset these additional
expenses. In addition, our revenue may decline for a number of reasons, including those described elsewhere in these Risk Factors.

Further, our revenue growth rate may continue to decelerate in the future for a number of reasons, including the deceleration of our GMS growth rate. For further
information about the rate of revenue and GMS growth, see “ Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results
of Operations — Revenue .” You should not rely on growth rates of prior quarterly or annual periods as an indication of our future performance.

Our quarterly operating results may fluctuate, which could cause our stock price to decline.

Our quarterly operating results, as well as our key metrics, may fluctuate for a variety of reasons, many of which are beyond our control, including:

• fluctuations in revenue generated from Etsy sellers on our platform, including as a result of the seasonality of market transactions, and Etsy sellers’ use of
Services;

• our ability to convert visits to Etsy.com into sales for our sellers;

• the amount and timing of our operating expenses;

• our success in attracting and retaining Etsy sellers and Etsy buyers;

• our success in executing on our strategy and the impact of any changes in our strategy;

• the timing and success of product launches, including new services and features we may introduce, such as the launch of our new seller subscription packages
in connection with our new pricing model;

• the success of our marketing efforts;

• economic and market conditions, such as currency fluctuations and global events;
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• disruptions or defects in our marketplace, such as privacy or data security breaches or other incidents that impact the reliability of our platform;

• the impact of competitive developments and our response to those developments;

• our ability to manage our existing business and future growth;

• our ability to recruit and retain employees;

• the impact and success of the actions that we implemented during the second quarter of 2017 to increase efficiency, streamline our cost structure, and improve
our focus on key strategic growth opportunities; and

• the impact of our revised global corporate structure that was implemented on January 1, 2015.

Fluctuations in our quarterly operating results and key metrics may cause those results to fall below our financial guidance or other projections, or the expectations
of analysts or investors, which could cause the price of our common stock to decline. Fluctuations in our results could also cause a number of other problems. For
example, analysts or investors might change their models for valuing our common stock, we could experience short-term liquidity issues, our ability to retain or
attract key personnel may diminish and other unanticipated issues may arise.

In addition, we believe that our quarterly operating results and key metrics may vary in the future and that period-to-period comparisons of our operating results
may not be meaningful. For example, our overall historical growth rate may have overshadowed the effect of seasonal variations on our historical operating results.
These seasonal effects may become more pronounced over time, which could also cause our operating results and key metrics to fluctuate. You should not rely on
the results of one quarter as an indication of future performance.

If we are unable to successfully execute on our business strategy or if our strategy proves to be ineffective, our business, financial performance and
growth could be adversely affected. 
 
In 2017, we introduced a new business strategy. Our ability to execute our strategy is dependent on a number of factors, including the ability of our senior
management team and key team leaders to execute our strategy, our ability to maintain our pace of product experiments coupled with the success of such initiatives
and introduce offerings that meet the changing needs of our sellers and buyers, and the ability of our employees to perform at a high-level. If we are unable to
execute our strategy, if our strategy does not drive the growth that we anticipate, or if our market opportunity is not as large as we have estimated, it could
adversely affect our business, financial performance and growth.

Our new pricing model could harm our reputation and adversely affect our business, financial performance and growth.

In June 2018, we announced our updated pricing model, which includes new subscription packages and an increased seller transaction fee. This is the first time we
have implemented pricing changes on our platform since our inception and we have limited experience with modeling and implementing such changes. As a result,
our new pricing model may not have the intended impact on, and could adversely affect, our business, financial performance and growth. In addition, the success
of our new subscription packages depend in part on the launch of our Etsy Premium service that is planned for 2019. If that launch is delayed, or if Etsy sellers do
not subscribe in adequate numbers to this or our Etsy Plus service, our subscription packages may not be successful. Finally, these pricing changes have been and
may continue to be controversial in our Etsy seller community and could lead to further dissatisfaction among Etsy sellers, which could harm our reputation,
reduce the number of active sellers on our platform and negatively impact our GMS and revenue growth.

Our business, financial performance and growth depends on our ability to attract and retain an active and engaged community of Etsy sellers and Etsy
buyers.

Our financial performance has been and will continue to be significantly determined by our success in attracting and retaining active sellers and active buyers. For
example, our revenue is driven by the number of active sellers and seller engagement, as well as the number of active buyers and buyer engagement. We must
continue to encourage Etsy sellers to list items for sale and use our Services. We must also encourage buyers to return to Etsy and purchase items in our
marketplace more frequently.

We believe that many new Etsy sellers and Etsy buyers find Etsy.com by word of mouth and other non-paid referrals from existing Etsy sellers and Etsy buyers. If
existing Etsy sellers are dissatisfied with their experience on our platform, including as a result of our recent pricing model update and seller subscription packages,
they may stop listing items in our marketplace and
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using our Services and may stop referring others to us. Likewise, if existing Etsy buyers do not find our platform appealing, whether because of a negative
experience, inadequate customer service, lack of buyer-friendly features, declining interest in the nature of the goods offered by Etsy sellers or other factors, they
may make fewer purchases and they may stop referring others to us. Under any of these circumstances, we may have difficulty attracting new Etsy sellers and Etsy
buyers without incurring additional expense.

Even if we are able to attract new Etsy sellers and Etsy buyers to replace the ones that we lose, they may not maintain the same level of activity, and the revenue
generated from new Etsy sellers and Etsy buyers may not be as high as the revenue generated from the ones who leave our marketplace. If we are unable to retain
existing Etsy sellers and Etsy buyers and attract new Etsy sellers and Etsy buyers who contribute to an active community, our business, financial performance and
growth would be harmed.

Additionally, the demand for the goods listed in our marketplace is dependent on consumer preferences which can change quickly and may differ across
generations and cultures. If demand for the goods that Etsy sellers offer declines, we may not be able to attract and retain Etsy buyers and our business would be
harmed. Trends in socially-conscious consumerism and buying unique rather than mass produced goods could also shift or slow which would make it more
difficult to attract new Etsy sellers and Etsy buyers. Our growth would also be harmed if the shift to ecommerce does not continue.

Our business could be adversely affected by economic downturns, natural disasters, public health crises, political crises or other unexpected events.

Macroeconomic conditions may adversely affect our business. If general economic conditions deteriorate in the United States or other markets where we operate,
consumer discretionary spending may decline and demand for the goods and services available in our platform may be reduced. This would cause sales in our
Marketplace and Services revenue to decline and adversely impact our business. Conversely, if recent trends supporting self-employment and the desire for
supplemental income were to reverse, the number of Etsy sellers offering their goods in our marketplace could decline and the number of goods listed in our
marketplace could decline. In addition, currency exchange rates may impact our business. For example, currency exchange rates may dampen demand from buyers
outside the United States for goods denominated in U.S. dollars, which could impact GMS. For the six months ended June 30, 2018 , approximately 84% of our
GMS was denominated in U.S. dollars.

Natural disasters and other adverse weather and climate conditions, public health crises, political instability or crises, terrorist attacks, war or other unexpected
events, could disrupt our operations, internet or mobile networks, or the operations of one or more of our third-party service providers. For example, when
Hurricane Sandy struck New York in October 2012, our headquarters in Brooklyn was closed for five days. In addition, certain events, such as hurricanes and other
natural disasters, are likely to impact buyer behavior for discretionary goods and sellers’ ability to run their businesses on our marketplace and ship their goods.
These events may also impact consumer perceptions of well-being and security, which may adversely impact consumer discretionary spending. If any of these
events occurs, our business could be adversely affected.

Our ability to recruit and retain employees is important to our success.

Our ability to attract, retain and motivate employees, including our management team, is important to our success. We strive to attract, retain and motivate
employees, from our office administrators to our management team, who share our dedication to our community and our mission to “Keep Commerce Human.”
We cannot guarantee we will continue to attract and retain the number or caliber of employees we need to maintain our competitive position.

Some of the challenges we face in attracting and retaining employees include:

• negative perceptions based on our 2017 headcount reductions or changes in senior management;

• perceived uncertainties as to our commitment to our mission, values and culture;

• skepticism regarding our ability to continue to accelerate GMS growth in the future;

• continuing to offer competitive compensation and benefits;

• enhancing engagement levels among existing employees and their work-life balance;

• attracting and retaining qualified employees who support our mission and share our values;

• promoting existing employees into leadership positions to help sustain and grow our culture;
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• hiring employees in multiple locations globally; and

• responding to competitive pressures and changing business conditions in ways that do not divert us from our values.

Filling engineering, product management and other technical positions, particularly in New York City and San Francisco, is challenging. Qualified individuals are
limited and in high demand, and we may incur significant costs to attract, develop, and motivate them. Even if we were to offer higher compensation and other
benefits, people with suitable technical skills may choose not to join us or to continue to work for us. In addition, job candidates and existing employees often
consider the value of the stock awards they receive in connection with their employment. If the perceived value of our stock awards declines, it may adversely
affect our ability to recruit and retain highly skilled employees.

In general, our employees, including our management team, work for us on an at-will basis. The unexpected loss of or failure to retain one or more of our key
employees, such as our Chief Executive Officer, Chief Financial Officer or Chief Technology Officer, or unsuccessful succession planning, could adversely affect
our business. Other companies, including our competitors, may be successful in recruiting and hiring our employees, and it may be difficult for us to find suitable
replacements on a timely basis or on competitive terms.

In the second quarter of 2017, we experienced a number of changes to our senior management team and effected headcount reductions globally. These changes led
to higher rates of voluntary attrition during the past 12 months compared to prior years. If we are unable to retain and attract qualified employees, particularly in
critical areas of operations such as engineering, we may not achieve our strategic goals and our business and operations could be harmed.

The trustworthiness of our marketplace and the connections within our community are important to our success. If we are unable to maintain them, our
ability to attract and retain Etsy sellers and Etsy buyers could suffer.

We have built a trusted marketplace that embodies our values-based culture and continue to focus on ensuring that we deliver trust and reliability throughout the
buyer experience on Etsy.com. Our reputation depends upon our Etsy sellers, their unique offerings and their adherence to our policies.

The trustworthiness of our marketplace and the connections among the members of our community are the cornerstones of our business. Many things could
undermine these cornerstones, such as:

• complaints or negative publicity about us, our platform or our policies and guidelines, even if factually incorrect or based on isolated incidents;

• an inability to gain the trust of prospective buyers;

• disruptions or defects in our marketplace, such as the increased pace of product experimentation, privacy or data security breaches, site outages, payment
disruptions or other incidents that impact the reliability of our platform;

• lack of awareness of our policies;

• changes to our policies that members of our community perceive as inconsistent with our values or that are not clearly articulated;

• a failure to enforce our policies effectively, fairly and transparently, including, for example, by allowing the widespread listing of prohibited items in our
marketplace;

• inadequate or unsatisfactory customer service experiences;

• a failure to respond to feedback from our community; or

• a failure to operate our business in a way that is consistent with our values and mission.

In particular, we are focused on enhancing customer service for Etsy sellers and Etsy buyers and have migrated our legacy support platform to a new third-party
customer service platform. We plan to introduce new customer service features and tools to support a positive user experience on our platform. If our efforts to
enhance customer service are unsuccessful or if our new customer service platform fails to meet our needs, we may need to invest additional resources in customer
service and our ability to maintain a trustworthy marketplace could be harmed.
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If we are unable to maintain a trustworthy marketplace and encourage connections among members of our community, then our ability to attract and retain Etsy
sellers and Etsy buyers could be impaired and our reputation and business could be adversely affected.

If we are not able to keep pace with technological changes and enhance our current offerings and develop new offerings to respond to the changing needs
of Etsy sellers and Etsy buyers, our business, financial performance and growth may be harmed.

Our industry is characterized by rapidly changing technology, new service and product introductions and changing customer demands and we are not able to
predict the effect of these changes on our business. The technologies that we currently use to support our platform may become inadequate or obsolete and the cost
of incorporating new technologies into our products and services may be substantial. We strive to respond to evolving customer needs and regularly launch new
products, features and services including, for example, our recently announced seller subscription packages and tools that are included in our new pricing model.
Etsy sellers and Etsy buyers, however, may not be satisfied with our enhancements or new offerings or may perceive that these offerings do not respond to their
needs or create value for them. Additionally, as we experiment with new offerings or changes to our platform, Etsy sellers and Etsy buyers may find these changes
to be disruptive and may perceive them negatively. In addition, developing new services and features is complex, and the timetable for public launch is difficult to
predict and may vary from our historical experience. As a result, the introduction of new offerings may occur after anticipated release dates or they may be
introduced as pilot programs, which may not be continued for various reasons. In addition, new offerings may not be successful due to defects or errors, negative
publicity or our failure to market them effectively.

New offerings may not drive GMS or revenue growth, may require substantial investment and planning, and may bring us more directly into competition with
companies that are better established or have greater resources than we do.

If we do not continue to cost-effectively develop new offerings that satisfy Etsy sellers and Etsy buyers, then our competitive position and growth prospects may be
harmed. In addition, new offerings may have lower margins than existing offerings and our revenue from the new offerings may not be enough to offset the cost of
developing them, which could adversely affect our business, financial performance and growth.

Our marketing efforts to help grow our business may not be effective.

Maintaining and promoting awareness of our Marketplace and Services is important to our ability to attract and retain Etsy sellers and Etsy buyers. One of our key
initiatives is to build world-class marketing capabilities to amplify the voice and relevance of our sellers, and to get buyers to purchase more often. In addition, one
of the primary goals of our new pricing model is to enable us to make further investments in marketing designed to attract more buyers to Etsy. Generating a
meaningful return on our investments in marketing initiatives, however, may be difficult, particularly as we anticipate that our marketing investments will be more
speculative in the future. In addition, there can be no assurance that we will deploy any additional funds resulting from our new pricing model effectively.

The marketing efforts we implement may not succeed for a variety of reasons, including our inability to execute and implement our plans. External factors beyond
our control may also impact the success of our marketing initiatives. Our marketing efforts currently include search engine optimization, search engine marketing,
affiliate marketing and display advertising, as well as, social media, mobile push notifications, and email. We obtain a significant number of visits via search
engines such as Google. Search engines frequently change the algorithms that determine the ranking and display of results of a user’s search and may make other
changes to the way results are displayed, which can negatively affect the placement of links to our marketplace and, therefore, reduce the number of visits to our
marketplace. The growing use of online ad-blocking software, including on mobile devices, may also impact the success of our marketing efforts because we may
reach a smaller audience and fail to bring more Etsy buyers to our platform. In addition, ongoing privacy regulatory changes, such as the E.U. General Data
Protection Regulation, may impact the scope and effectiveness of marketing and advertising services generally, including those used on our platform.

We also obtain a significant number of visits through email. If we are unable to successfully deliver emails to Etsy sellers and Etsy buyers, or if Etsy sellers and
Etsy buyers do not open our emails, whether by choice, because those emails are marked as low priority or spam, or for other reasons, our business could be
adversely affected. We are in the midst of a migration to a new customer relationship management (“CRM”) system that we believe will enable more personalized,
dynamic, and timely email communications and push notifications. If the CRM migration fails to achieve the expected results our business could be adversely
affected. Social networking websites, such as Facebook and Pinterest, are another important source of visits to our marketplace. As ecommerce and social
networking evolve, we must continue to evolve our marketing tactics accordingly and, if we are unable to do so, our business could be adversely affected.
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If the mobile solutions available to Etsy sellers and Etsy buyers are not effective, the use of our marketplace could decline.

Purchases made on mobile devices by consumers, including Etsy buyers, have increased significantly in recent years. The smaller screen size and reduced
functionality associated with some mobile devices may make the use of our platform more difficult or less appealing. Etsy sellers are also increasingly using
mobile devices to operate their businesses on our platform. If we are not able to deliver a rewarding experience on mobile devices, Etsy sellers’ ability to manage
and scale their businesses may be harmed and, consequently, our business may suffer. Further, although we strive to provide engaging mobile experiences for both
Etsy sellers and Etsy buyers who visit our mobile website using a browser on their mobile device, we depend on Etsy sellers and Etsy buyers using our mobile apps
for the optimal mobile experience. Visits to our marketplace through a mobile website may not convert into purchases as often as visits made through our mobile
app or through desktop, which could result in less revenue for us. Additionally, conversion rates may slow or stall, which could also have a negative impact on
GMS and revenue.

As new mobile devices and mobile platforms are released, we may encounter problems in developing or supporting apps for them. In addition, supporting new
devices and mobile device operating systems may require substantial time and resources.

The success of our mobile apps could also be harmed by factors outside our control, such as:

• actions taken by providers of mobile operating systems or mobile app download stores;

• unfavorable treatment received by our mobile apps, especially as compared to competing apps, such as the placement of our mobile apps in a mobile app
download store;

• increased costs to distribute or use our mobile apps; or

• changes in mobile operating systems, such as iOS and Android, that degrade the functionality of our mobile website or mobile apps or that give preferential
treatment to competitive products.

If Etsy sellers and Etsy buyers encounter difficulty accessing or using our platform on their mobile devices, or if they choose not to use our platform on their
mobile devices, our business, financial performance, and growth may be adversely affected.

Expanding our community outside of the United States is part of our strategy and the growth of our business could be harmed if our expansion efforts do
not succeed.

Our vision is both global and local and we are focused on growing our business outside of the United States. Although we have a significant number of Etsy sellers
and Etsy buyers outside of the United States, we have limited experience developing local markets outside the United States and may not execute our strategy
successfully. Operating outside of the United States also requires significant management attention, including managing operations over a broad geographic area
with varying cultural norms and customs, and adapting our platform to local markets.

Despite our execution efforts, the goods that Etsy sellers list on Etsy.com may not appeal to non-U.S. consumers in the same way as they do to consumers in the
United States. In addition, non-U.S. buyers are not as familiar with the Etsy brand as buyers in the United States and may not perceive us as relevant or
trustworthy. Also, visits to Etsy.com from Etsy buyers outside the United States may not convert into sales as often as visits from within the United States,
including due to the impact of the strong U.S. dollar relative to other currencies and the fact that most of the goods listed on our platform are denominated in U.S.
dollars.

Our ability to grow our international operations may also be adversely affected by any circumstances that reduce or hinder cross-border trade. For example, the
shipping of goods cross-border is typically more expensive and slower than domestic shipping and often involves complex customs and duty inspections and the
dependency of national postal carrier systems.

Our success outside the United States depends upon our ability to attract Etsy sellers and Etsy buyers from the same countries in order to enable the growth of local
markets. If we are not able to expand outside of the United States successfully, our growth prospects could be harmed. An inability to develop Etsy's community
globally or to otherwise grow our business outside of the United States on a cost-effective basis could adversely affect our GMS, revenue, and operating results.

Competition is also likely to intensify outside of the United States, both where we operate now and where we plan to expand our operations. Local companies
based outside the United States may have a substantial competitive advantage because of their
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greater understanding of, and focus on, their local markets. Some of our competitors may also be able to develop and grow internationally more quickly than we
will.

Continued expansion outside of the United States may also require significant financial investment. For example, in June 2018, we announced a commercial
referral agreement with DaWanda, a German e-commerce marketplace, which we believe will encourage the migration of DaWanda buyers and sellers to Etsy’s
marketplace and expand Etsy’s presence in Central Europe. We also plan to invest in seller and buyer acquisition marketing, enhancing our machine translation
and machine learning to help sellers and buyers connect even if they do not speak the same language, forming relationships with third-party service providers,
supporting operations in multiple countries and potentially acquiring companies based outside the United States and integrating those companies with our
operations. Our investment outside of the United States may be more costly than we expect or unsuccessful.

Further expansion outside of the United States will subject us to risks associated with operations abroad.

Doing business outside of the United States subjects us to increased risks and burdens such as:

• complying with different (and sometimes conflicting) laws and regulatory standards (particularly including those related to the use and disclosure of personal
information, online payments, intellectual property, consumer protection, online platform liability and taxation of goods and services);

• fluctuations of foreign exchange rates;

• potentially heightened risk of fraudulent transactions;

• limitations on the repatriation of funds;

• exposure to liabilities under anti-corruption, anti-money laundering and export control laws, including the U.S. Foreign Corrupt Practices Act of 1977, as
amended, the U.K. Bribery Act of 2010, trade controls and sanctions administered by the U.S. Office of Foreign Assets Control, and similar laws and
regulations in other jurisdictions;

• varying levels of internet, e-commerce, and mobile technology adoption and infrastructure;

• our ability to enforce contracts and intellectual property rights in jurisdictions outside the United States;

• geopolitical events such as natural disasters, terrorism and acts of war;

• uncertainties and instability in European markets caused by the United Kingdom’s decision to exit the European Union; and

• barriers to international trade, such as tariffs, customs or other taxes.

Etsy sellers face similar risks in conducting their businesses across borders. Even if we are successful in managing the risks of conducting our business across
borders, if Etsy sellers are not, our business could be adversely affected. In particular, Etsy buyers and sellers seeking to engage in cross-border sales may become
subject to an increasing number of barriers to international trade such as tariffs, customs or other taxes.

If we invest substantial time and resources to expand our operations outside of the United States and cannot manage these risks effectively, the costs of doing
business in those markets may be prohibitive or our expenses may increase disproportionately to the revenue generated in those markets.

Regulation in the areas of privacy and protection of user data could harm our business.

In addition to the actual and potential changes in law described elsewhere in these Risk Factors, global developments in privacy and data security regulations are
changing some of the ways we and our vendors collect, use and share personal information. Compliance with these changing regulations have necessitated some
specific product changes for our non-U.S. activities. In May 2018, the General Data Protection Regulation (“GDPR”) went into effect in the E.U., effectively
extending the scope of E.U. data protection law to all non-E.U. companies regularly processing data of E.U. persons. The GDPR seeks to harmonize the data
protection regulations throughout the entire E.U. The regulation contains numerous requirements and changes from existing E.U. law, including more robust
obligations on data processors, greater rights for data subjects (requiring potentially
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significant changes to both our technology and operations), security and accountability obligations, and significantly heavier documentation and record-keeping
requirements for data protection compliance programs. Specifically, the GDPR introduced numerous privacy-related changes for companies operating in the E.U.,
including greater control over personal data by data subjects (e.g., the “right to be forgotten”), increased data portability, access and redress rights for E.U.
consumers, data breach notification requirements, increased rules for online and e-mail marketing, and stronger regulatory enforcement regimes. The GDPR
requirements apply to some third-party transactions (such as commercial contracts with partners and vendors) and to transfers of information between us and our
subsidiaries, including user and employee information. GDPR requirements may also apply, depending on interpretation of its reach, to some users in Etsy’s
worldwide community of sellers. We may experience difficulty retaining or obtaining new E.U. sellers or new sellers selling into the E.U. due to the legal
requirements, compliance cost, potential risk exposure, and uncertainty for them in respect of their own compliance obligations with respect to GDPR. In addition,
although Etsy sellers are independent businesses, it is possible that a privacy authority could deem Etsy jointly and severally liable for actions of Etsy sellers,
which would increase our potential liability exposure and costs of compliance, which could negatively impact our business.

GDPR and the generally evolving data protection landscape globally could result in potentially significant operational costs for internal compliance and risk to our
business. We have a cross-functional team that has been working to update our policies, systems, and processes in light of GDPR. Some of the GDPR requirements
introduce friction into the buying and selling experience on Etsy and may impact the scope and effectiveness of our marketing efforts, which could negatively
impact our business and future outlook. We do not currently assume a material financial impact as a result of GDPR compliance; however we will continue to
monitor closely. Non-compliance with the GDPR could result in proceedings against us by data protection authorities, other public authorities, third-parties, or
individuals, subjecting us to potential fines of up to 20 million Euros or up to 4% of the annual global revenue of the noncompliant company, whichever is greater.

In addition, the laws relating to the transfer of personal data outside of the E.U. continue to evolve and remain uncertain. Although we are taking steps to comply
and mitigate the potential impact to us, the efficacy and longevity of these steps are uncertain. We may find it necessary to establish systems to maintain personal
data originating from the E.U. in the European Economic Area, which may involve substantial expense and distraction from other aspects of our business. In the
meantime, the evolving data protection landscape also creates uncertainty as to how to comply with E.U. privacy law, including potentially inconsistent guidance,
rulings or requirements from multiple authorities in the E.U., as well as in the U.S. and worldwide. Further, we may not be entirely successful in our compliance
efforts due to various factors either within our control (such as limited internal resource allocation) or outside our control (such as a lack of vendor cooperation,
new regulatory interpretations, or lack of regulatory guidance in respect of certain GDPR requirements).

Our payments system depends on third-party providers and is subject to evolving laws, regulations, rules, and standards.

Etsy buyers primarily pay for purchases using Etsy Payments or PayPal. In the United States and other countries where Etsy Payments is available, Etsy Payments
enables our sellers to accept various forms of payments such as credit cards, debit cards, PayPal, Google Wallet, Apple Pay, and Etsy Gift Cards.

We rely on third-party service providers to perform underlying compliance, credit card processing and payment disbursing, currency exchange, identity
verification, and fraud analysis services. If these service providers do not perform adequately or if our relationships with these service providers were to terminate,
Etsy sellers’ ability to receive orders or payment could be adversely affected and our business could be harmed. For example, third-party service providers may
experience service outages from time to time that impact Etsy. In July 2016, a third-party payment processor experienced a technical issue that caused payment
processing delays and complications for purchases through Etsy Payments, which required Etsy to develop a short-term manual solution. If a third-party payment
processor has significant outages in the future and we are unable to provide an alternative payment solution, our business could be harmed. In addition, if our third-
party providers increase the fees they charge us, our operating expenses could increase. If we respond by increasing the fees we charge to Etsy sellers, some Etsy
sellers may stop listing new items for sale or even close their accounts altogether.

The laws and regulations related to payments are complex, evolving, and subject to change and vary across different jurisdictions in the United States and globally.
Moreover, even in regions where such laws have been harmonized, regulatory interpretations of such laws may differ. As a result, we are required to spend
significant time and effort to comply with those laws and regulations. Any failure or claim of our failure to comply, or any failure by our third-party service
providers to comply, could cost us substantial resources, could result in liabilities or could force us to stop offering Etsy Payments. Additionally, changes in
payment regulation may occur that could render our payments system less profitable. For example, any significant change in credit or debit card interchange rates
in the United States or other markets, including as a result of changes in interchange fee limitations, may negatively impact Etsy Payments.
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As we expand the availability of Etsy Payments or offer new payment methods to Etsy sellers and Etsy buyers in the future, we may become subject to additional
regulations and compliance requirements.

Further, through our agreements with our third-party payment processors, we are indirectly subject to payment card association operating rules and certification
requirements, including the Payment Card Industry Data Security Standard, which are subject to change. Failure to comply with these rules and certification
requirements could impact our ability to meet our contractual obligations with our third-party payment processors and could result in potential fines. We are also
subject to rules governing electronic funds transfers. Any change in these rules and requirements could make it difficult or impossible for us to comply. In addition,
similar to a potential increase in costs from third-party providers described above, any increased costs associated with compliance with payment card association
rules or payment card provider rules could lead to increased fees for Etsy or Etsy sellers, which may negatively impact Etsy Payments usage and our marketplace.

If sensitive information about members of our community is misused or disclosed, or if we or our third-party providers are subject to cyber attacks,
members of our community may curtail use of our platform, we may be exposed to liability and our reputation could suffer.

Like all online services, our platform is vulnerable to power outages, telecommunications failures, and catastrophic events, as well as computer viruses, break-ins,
phishing attacks, denial-of-service attacks, and other cyber attacks. Any of these incidents could lead to interruptions or shutdowns of our platform, loss of data or
unauthorized disclosure of our members' personal or financial information. Cyber attacks could also result in the theft of our intellectual property. As we grow our
business, expand internationally, and gain greater public visibility, we may face a higher risk of being targeted by cyber attacks. Although we rely on a variety of
security measures, including security testing, encryption, and authentication technology licensed from third parties, we cannot assure you that such measures will
provide absolute security, particularly given the increasingly sophisticated tools and methods used by hackers and cyber terrorists. In addition, we have
experienced in the past, and may experience in the future, security breaches as a result of non-technical issues, including intentional, inadvertent, or social
engineering breaches occurring through our employees or employees of our third-party service providers. In addition, if our employees fail to comply with our
internal security policies and practices, member data may be improperly accessed, used or disclosed.

We are also reliant on the security practices of our third party service providers, which may be outside of our direct control. Additionally, some of our third party
service providers, such as identity verification and payment processing providers, regularly have access to some confidential and sensitive member data. If these
third parties fail to adhere to adequate security practices, or experience a breach of their networks, our members' data may be improperly accessed, used or
disclosed.

Cyber attacks aimed at disrupting our and our third-party service providers’ services have occurred regularly in the past, and we expect they will continue to occur
in the future. If we or our third-party service providers experience security breaches that result in marketplace performance or availability problems or the loss or
unauthorized disclosure of sensitive information, or if we fail to respond appropriately to any security breaches that we may experience, people may become
unwilling to provide us the information necessary to set up an account with us. Existing Etsy sellers and Etsy buyers may stop listing new items for sale, decrease
their purchases or close their accounts altogether. We could also face potential liability, regulatory investigation, costly remediation efforts and litigation, which
may not be adequately covered by insurance. Any of these results could harm our growth prospects, our business, and our reputation for maintaining a trusted
marketplace.

Adherence to our values and our focus on our mission and long-term sustainability may negatively influence our financial performance. F urther, our
reputation could be harmed if we fail to meet our impact strategy goals.

Our values are integral to everything we do. Accordingly, we intend to focus on the long-term sustainability of our business and work toward our mission to “Keep
Commerce Human.” We may take actions in line with our mission and values that we believe will benefit our business and, therefore, our stockholders over a
longer period of time, even if those actions do not maximize short- or medium-term financial performance. However, these longer-term benefits may not
materialize within the time frame we expect or at all. For example:

• we may choose to prohibit the sale of items in our marketplace that are inconsistent with our policies even though we could benefit financially from the sale of
those items; or

• we may choose to revise our policies in ways that we believe will be beneficial to our community in the long term even though the changes may be perceived
unfavorably, such as updates to the way we define “handmade.”
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Additionally, we have developed an impact strategy that focuses on leveraging Etsy’s core business to generate value for our community and stakeholders through
positive economic, social and environmental efforts. Our impact strategy aims to create more economic opportunity for sellers, greater diversity in our workforce
and build long-term resilience by reducing our carbon footprint. If we don't demonstrate progress against our impact strategy or if our impact strategy is not
perceived to be adequate, our reputation could be harmed.

We face intense competition and may not be able to compete effectively.

Our industry is highly competitive and we expect competition to increase in the future. To be successful, we need to attract and retain Etsy sellers and Etsy buyers.
As a result, we face competition from a wide range of online and offline competitors.

We compete for Etsy sellers with both retailers and companies that sell software and services to small businesses. In addition to listing her goods for sale on Etsy,
an Etsy seller can list her goods with other online retailers, such as Amazon, eBay or Alibaba, or sell her goods through local consignment and vintage stores and
other venues or marketplaces, including through commerce channels on social networks like Facebook and Instagram. She may also sell wholesale directly to
traditional retailers, including large national retailers, who discover her goods in our marketplace or otherwise. We also compete with companies that sell software
and services to small businesses, enabling an Etsy seller to sell from her own website or otherwise run her business independently of our platform, such as Square,
Bigcommerce, and Shopify.

We compete to attract, engage, and retain Etsy sellers based on many factors, including:

• our brand awareness;

• the extent to which our Services can ease the administrative tasks that an Etsy seller might encounter in running her business, wherever she chooses to pursue
commerce;

• the global scale of our marketplace and the breadth of our online presence;

• the number and engagement of Etsy buyers;

• our seller education resources and tools;

• our policies and fees;

• the ability to scale her business, including through Pattern or with a production partner;

• our mobile apps;

• the strength of our community; and

• our values.

In addition, we compete with retailers for the attention of the Etsy buyer. An Etsy buyer has the choice of shopping with any online or offline retailer, whether
large marketplaces, such as Amazon, eBay or Alibaba, or national retail chains, such as West Elm or Target, or local consignment and vintage stores or other
venues or marketplaces. Many of these competitors offer low-cost or free shipping, fast shipping times, favorable return policies and other features that may be
difficult or impossible for Etsy sellers to match.

We compete to attract, engage, and retain Etsy buyers based on many factors, including:

• the breadth of unique goods that Etsy sellers list in our marketplace;

• the ease of finding the special item a buyer is looking for;

• our brand awareness;

• the person-to-person commerce experience;

• our reputation for trustworthiness;
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• our mobile apps;

• ease of payment; and

• the availability and reliability of our platform.

Many of our competitors and potential competitors have longer operating histories, greater resources, better name recognition or more customers than we do.

They may invest more to develop and promote their services than we do, and they may offer lower fees to sellers than we do. Further, our competitors could obtain
preferential rates or shipping services, causing Etsy sellers and Etsy buyers to pay higher shipping costs or find alternative delivery services. Additionally, we
believe that it is relatively easy for new businesses to create online commerce offerings or tools or services that enable entrepreneurship.

Local companies or more established companies based in markets where we operate outside of the United States may also have a better understanding of local
customs, providing them a competitive advantage. For example, in certain markets outside the United States, we compete with smaller, but similar, local online
marketplaces with a focus on unique goods that are attempting to attract sellers and buyers in those markets.

If we are unable to compete successfully, or if competing successfully requires us to expend significant resources in response to our competitors’ actions, our
business could be adversely affected.

We rely on Etsy sellers to provide a fulfilling experience to Etsy buyers.

A small portion of Etsy buyers complain to us about their experience with our platform. For example, Etsy buyers may report that they have not received the items
that they purchased, that the items received were not as represented by an Etsy seller or that an Etsy seller has not been responsive to their questions.

Negative publicity and sentiment generated as a result of these types of complaints could reduce our ability to attract and retain Etsy sellers and Etsy buyers or
damage our reputation. A perception that our levels of responsiveness and support for Etsy sellers and Etsy buyers are inadequate could have similar results. In
some situations, we may choose to reimburse Etsy buyers for their purchases to help avoid harm to our reputation, but we may not be able to recover the funds we
expend for those reimbursements. Although we are focused on enhancing customer service, our efforts may be unsuccessful and Etsy sellers and Etsy buyers may
be disappointed in their Etsy experience and not return.

Anything that prevents the timely processing of orders or delivery of goods to Etsy buyers could harm Etsy sellers. Service interruptions and delivery delays may
be caused by events that are beyond the control of Etsy sellers, such as interruptions in order or payment processing, transportation disruptions, natural disasters,
inclement weather, terrorism, public health crises or political unrest. Disruptions in the operations of a substantial number of Etsy sellers could also result in
negative experiences for a substantial number of Etsy buyers, which could harm our reputation and adversely affect our business.

Our reputation may be harmed if members of our community use illegal or unethical business practices.

Our emphasis on our values makes our reputation particularly sensitive to allegations of illegal or unethical business practices by Etsy sellers or other members of
our community. Our policies promote legal and ethical business practices, such as encouraging Etsy sellers to work only with manufacturers who do not use child
or involuntary labor, who do not discriminate and who promote sustainability and humane working conditions. However, we do not control Etsy sellers or other
members of our community or their business practices and cannot ensure that they comply with our policies. If members of our community engage in illegal or
unethical business practices or are perceived to do so, we may receive negative publicity and our reputation may be harmed.

Failure to deal effectively with fraud could harm our business.

Although we have measures in place to detect and reduce the occurrence of fraudulent activity in our marketplace, those measures may not always be effective.

For example, Etsy sellers occasionally receive orders placed with fraudulent or stolen credit card data. Under current credit card practices, we could be held liable
for orders placed through Etsy Payments with fraudulent credit card data even if the associated financial institution approved the credit card transaction. Although
we attempt to detect or challenge fraudulent transactions, we may not be able to do so effectively. As a result, our business could be adversely affected. We could
also incur
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significant fines or lose our ability to give the option of paying with credit cards if we fail to follow payment card industry data security standards or payment card
association rules or fail to limit fraudulent transactions conducted in our marketplace.

Negative publicity and sentiment resulting from fraudulent or deceptive conduct by members of our community or the perception that our levels of responsiveness
and support for Etsy sellers and Etsy buyers are inadequate could reduce our ability to attract and retain Etsy sellers and Etsy buyers and damage our reputation.

Our business depends on continued and unimpeded access to the internet and mobile networks.

Etsy sellers and Etsy buyers rely on access to the internet or mobile networks to access our marketplace. Internet service providers may choose to disrupt or
degrade access to our platform or increase the cost of such access. Mobile network operators or operating system providers could block or place onerous
restrictions on the ability to download and use our mobile apps.

Internet service providers or mobile network operators could also attempt to charge us for providing access to our platform. In 2015, rules approved by the Federal
Communications Commission (“FCC”) went into effect that prohibited internet service providers from charging content providers higher rates in order to deliver
their content over certain “fast traffic” lanes; however, those rules were repealed in June 2018. This repeal may make it more difficult or costly for many small
businesses such as our community of sellers, as well as our buyers, to access our platform and may result in increased costs for us, which could significantly harm
our business, and the millions of microbusinesses that utilize our platform. We, along with other companies and public interest groups, are challenging this repeal
in the courts, but these efforts may not be successful and may be costly. Outside of the United States, government regulation of the internet, including data
localization requirements, limitation on marketplace scope or ownership, intellectual property intermediary liability rules, regulation of online speech, limits on
network neutrality and rules related to security, privacy or national security may impede Etsy and our users. As a result, we could face regulatory challenges or
discriminatory or anti-competitive practices that could impede both our and Etsy sellers’ growth prospects, increase our costs and harm our business.

Our business depends on network and mobile infrastructure provided by third parties and on our ability to maintain and scale the technology underlying
our platform.

The reliability of our platform is important to our reputation and our ability to attract and retain Etsy sellers and Etsy buyers. As the number of Etsy sellers and
Etsy buyers, volume of traffic, number of transactions, and the amount of information shared on our platform grow, our need for additional network capacity and
computing power will also grow. The operation of the technology underlying our platform is expensive and complex, and we could experience operational failures.
If we fail to accurately predict the rate or timing of the growth of our platform, we may be required to incur significant additional costs to maintain reliability. The
investments we make in our platform are designed to grow our business and to improve our operating results in the long term, but these investments could also
delay our ability to achieve profitability or reduce profitability in the near term.

We also depend on the development and maintenance of the internet, cloud and mobile infrastructure, and increasingly rely on the availability, features, cost, and
reliability of third-party service providers and platforms. For example, this includes maintenance of reliable internet and mobile networks with the necessary speed,
data capacity, and security, as well as timely development of complementary products.

Third-party providers host much of our technology infrastructure and are likely to host more in the future. Any disruption in their services, or any failure of our
providers to handle the demands of our marketplace could significantly harm our business. We exercise little control over these providers, which increases our
vulnerability to their financial conditions and to problems with the services they provide, such as security concerns. Our efforts to update our infrastructure may not
be successful or may take longer than anticipated. If we experience failures in our technology infrastructure or do not expand our technology infrastructure
successfully, then our ability to attract and retain Etsy sellers and Etsy buyers could be adversely affected, which could harm our growth prospects and our
business.

We will rely on Google Cloud for a substantial portion of our computing, storage, data processing, networking, and other services. Any disruption of or
interference with our use of the Google Cloud operation would adversely affect our business, financial performance, and growth.

Google Cloud Platform provides a distributed computing infrastructure as a service platform for business operations, and we are in the process of migrating our
data centers to Google Cloud, increasing our reliance on cloud infrastructure. As we implement the transition to the cloud, there will be occasional planned or
unplanned downtime for our websites and apps and
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potential site delays, all of which will impact our sellers' ability to conduct transactions and our buyers' ability to purchase items. We may also need to divert
engineering resources away from other important business operations, which could significantly harm our business and growth. Additionally, if the costs to migrate
to Google Cloud are greater than we expect or take significantly more time than we anticipate, our business could be harmed,

Any transition of the cloud services currently provided by Google Cloud to another cloud provider would be difficult to implement and will cause us to incur
significant time and expense. Any significant disruption of, or interference with, our use of Google Cloud would negatively impact our operations and our business
would be seriously harmed. In addition, if hosting costs increase over time and if we require more computing or storage capacity, our costs could increase
disproportionately. If we are unable to grow our revenues faster than the cost of utilizing the services of Google or similar providers, our business and financial
condition could be adversely affected.

Our business and our Etsy sellers and Etsy buyers may be subject to sales and other taxes.

The application of indirect taxes, such as sales and use tax, value-added tax, provincial taxes, goods and services tax, business tax, and gross receipt tax, to
businesses like ours and to Etsy sellers and Etsy buyers is a complex and evolving issue. Significant judgment is required to evaluate applicable tax obligations and
as a result amounts recorded are estimates and are subject to adjustments. In many cases, the ultimate tax determination is uncertain because it is not clear how new
and existing statutes might apply to our business or to Etsy sellers’ businesses. If Etsy is found to be deficient in how it has addressed its tax obligations, our
business could be adversely impacted.

One or more states, the federal government or other countries are seeking to, or have recently imposed additional reporting, record-keeping or indirect tax
collection and remittance obligations on businesses like ours that facilitate online commerce. If requirements like these become applicable in additional
jurisdictions, our business could be harmed. For example, taxing authorities in certain U.S. states and in other countries have identified e-commerce platforms as a
means to calculate, collect, and remit indirect taxes for transactions taking place over the internet, and are considering related legislation. Additionally, the
Supreme Court's recent decision in South
Dakota
v.
Wayfair,
Inc.
et
al
overturned existing law that sellers are not required to collect sales and use tax unless they
have a physical presence in the buyer’s state. As a result of the Wayfair
decision, states or the federal government may adopt, or begin to enforce laws requiring
Etsy sellers to calculate, collect, and remit taxes on their sales. Such changes to current law or new legislation could adversely affect our business if the
requirement of tax to be charged on items sold on Etsy causes our marketplace to be less attractive to current and prospective Etsy buyers, which could materially
impact our business, financial performance, and growth. Additionally, new legislation could require us or Etsy sellers to incur substantial costs in order to comply,
including costs associated with tax calculation, collection, remittance, and audit requirements, which could make selling in our marketplace less attractive.

Our business is subject to a large number of U.S. and non-U.S. laws, many of which are evolving.

We are subject to a variety of laws and regulations in the United States and around the world, including those relating to traditional businesses, such as
employment laws and taxation, and laws and regulations focused on internet service providers and online commerce, such as online payments, privacy, anti-spam,
data security and protection, online platform liability, intellectual property, and consumer protection. In light of our international operations, we need to comply
with various laws associated with doing business outside of the United States, including anti-money laundering, sanctions, anti-corruption, and export control laws.
In some cases, non-U.S. privacy, data security, consumer protection, e-commerce, and other laws and regulations are more detailed than those in the United States
and, in some countries, are actively enforced.

These laws and regulations are continuously evolving, and compliance is costly and can require changes to our business practices and significant management time
and effort.

Additionally, it is not always clear how existing laws apply to the internet as many of these laws do not address the unique issues raised by internet service
providers or online commerce. For example, laws relating to online privacy are evolving differently in different jurisdictions. Federal, state, and non-U.S.
governmental authorities, as well as courts interpreting the laws, continue to evaluate and assess the privacy requirements relating to the use of third-party
“cookies,” “web beacons” and other methods of online tracking. The United States, the European Union and other governments have enacted or are considering
legislation that could (i) significantly restrict the ability of companies and individuals to collect and store user information, such as by regulating the level of
consumer notice and consent required before a company can employ cookies or other electronic tracking tools and (ii) require internet service providers to disclose
user information to regulatory authorities.

Some providers of consumer devices and web browsers have implemented, or have announced plans to implement, ways to block tracking technologies which, if
widely adopted, could also result in online tracking methods becoming significantly less

59



Table of Contents

effective. Any reduction in our ability to make effective use of such technologies could harm our ability to personalize the experience of Etsy buyers, increase our
costs and limit our ability to attract and retain Etsy sellers and Etsy buyers on cost-effective terms. As a result, our business could be adversely affected.

Existing and future laws and regulations enacted by federal, state or non-U.S. governments could impede the growth of internet service providers or online
commerce. It is also possible that governments of one or more countries may seek to censor content available on our platform or may even attempt to block access
to our platform. If we are restricted from operating in one or more countries, our ability to attract and retain Etsy sellers and Etsy buyers may be adversely affected
and we may not be able to grow our business as we anticipate.

We strive to comply with all applicable laws, but they may conflict with each other, and by complying with the laws or regulations of one jurisdiction, we may find
that we are violating the laws or regulations of another jurisdiction. Despite our efforts, we may not have fully complied in the past and may not in the future. If we
become liable under laws or regulations applicable to us, we could be required to pay significant fines and penalties, our reputation may be harmed and we may be
forced to change the way we operate. That could require us to incur significant expenses or to discontinue certain services, which could negatively affect our
business.

Additionally, if third parties with whom we work violate applicable laws or our policies, those violations could result in other liabilities for us and could harm our
business. Furthermore, the circumstances in which we may be held liable for the acts, omissions or responsibilities of our sellers is uncertain, complex, and
evolving. For example, certain laws have recently been enacted seeking to hold marketplaces like ours responsible for certain compliance obligations for which
sellers have traditionally been responsible. If an increasing number of such laws are passed, the resulting compliance costs could negatively impact our business.

Our business could be negatively affected as a result of actions of activist stockholders.

The actions of activist stockholders could adversely affect our business. Specifically, responding to common actions of an activist stockholder, such as requests for
special meetings, potential nominations of candidates for election to our Board of Directors, requests to pursue a strategic combination or other transaction or other
special requests, could disrupt our operations, be costly and time-consuming or divert the attention of our management and employees. In addition, perceived
uncertainties as to our future direction in relation to the actions of an activist stockholder may result in the loss of potential business opportunities or the perception
that we are unstable as a company, which may make it more difficult to attract and retain qualified employees. Actions of an activist stockholder may also cause
fluctuations in our stock price based on speculative market perceptions or other factors that do not necessarily reflect the underlying fundamentals and prospects of
our business.

We may be subject to claims that items listed in our marketplace are counterfeit, infringing or illegal.

Although we do not create or take possession of the items listed in our marketplace by Etsy sellers, we frequently receive communications alleging that items listed
in our marketplace infringe third-party copyrights, trademarks, patents or other intellectual property rights. We have intellectual property complaint and take-down
procedures in place to address these communications, and we believe such procedures are important to promote confidence in our marketplace. We follow these
procedures to review complaints and relevant facts to determine the appropriate action, which may include removal of the item from our marketplace and, in
certain cases, closing the shops of Etsy sellers who repeatedly violate our policies.

Our procedures may not effectively reduce or eliminate our liability. In particular, we may be subject to civil or criminal liability for activities carried out by Etsy
sellers on our platform, especially outside the United States where laws may offer less protection for intermediaries and platforms than the United States. Under
current U.S. copyright law and the Communications Decency Act, we may benefit from statutory safe harbor provisions that protect us from copyright liability for
content posted on our platform by Etsy sellers and Etsy buyers. However, trademark and patent laws do not include similar statutory provisions, and liability for
these forms of intellectual property is often determined by court decisions. These safe harbors and court rulings may change unfavorably. In that event, we may be
held secondarily liable for the intellectual property infringement of Etsy sellers.

Regardless of the validity of any claims made against us, we may incur significant costs and efforts to defend against or settle them. If a governmental authority
determines that we have aided and abetted the infringement or sale of counterfeit goods or if legal changes result in us potentially being liable for actions by Etsy
sellers on our platform, we could face regulatory, civil or criminal penalties. Successful claims by third-party rights owners could require us to pay substantial
damages or refrain from permitting any further listing of the relevant items. These types of claims could force us to modify our business practices, which could
lower our revenue, increase our costs or make our platform less user-friendly. Moreover, public perception that
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counterfeit or other unauthorized items are common in our marketplace, even if factually incorrect, could result in negative publicity and damage to our reputation.

Our software is highly complex and may contain undetected errors.

The software underlying our platform is highly interconnected and complex and may contain undetected errors or vulnerabilities, some of which may only be
discovered after the code has been released. We rely heavily on a software engineering practice known as “continuous deployment,” meaning that we typically
release software code many times per day. This practice may result in the more frequent introduction of errors or vulnerabilities into the software underlying our
platform, which can impact the user experience on Etsy.com. Additionally, due to the interconnected nature of the software underlying our platform, updates to
certain parts of our code, including changes to Etsy or third party APIs on which Etsy relies, could have an unintended impact on other sections of our code, which
may result in errors or vulnerabilities to our platform. Any errors or vulnerabilities discovered in our code after release could result in damage to our reputation,
loss of our community members, loss of revenue or liability for damages, any of which could adversely affect our growth prospects and our business.

We may be subject to intellectual property claims, which are extremely costly to defend, could require us to pay significant damages and could limit our
ability to use certain technologies in the future.

Companies in the internet and technology industries are frequently subject to litigation based on allegations of infringement or other violations of intellectual
property rights. We periodically receive communications that claim we have infringed, misappropriated or misused others’ intellectual property rights. To the
extent we gain greater public recognition, we may face a higher risk of being the subject of intellectual property claims. Third-parties may have intellectual
property rights that cover significant aspects of our technologies or business methods and prevent us from expanding our offerings. Third parties may also allege a
company is secondarily liable for intellectual property infringement, or that it is a joint infringer with another party. Any intellectual property claim against us, with
or without merit, could be time consuming and expensive to settle or litigate and could divert the attention of our management. Litigation regarding intellectual
property rights is inherently uncertain due to the complex issues involved, and we may not be successful in defending ourselves in such matters. In addition, some
of our competitors have extensive portfolios of issued patents. Many potential litigants, including some of our competitors and patent holding companies, have the
ability to dedicate substantial resources to enforcing their intellectual property rights. Any claims successfully brought against us could subject us to significant
liability for damages and we may be required to stop using technology or other intellectual property alleged to be in violation of a third party’s rights in one or
more jurisdictions where Etsy does business. We also might be required to seek a license for third-party intellectual property. Even if a license is available, we
could be required to pay significant royalties or submit to unreasonable terms, which would increase our operating expenses. We may also be required to develop
alternative non-infringing technology, which could require significant time and expense. If we cannot license or develop technology for any allegedly infringing
aspect of our business, we would be forced to limit our service and may be unable to compete effectively. Any of these results could harm our business.

We may be unable to protect our intellectual property adequately.

Our intellectual property is an essential asset of our business. To establish and protect our intellectual property rights, we rely on a combination of trade secret,
copyright, trademark and, to a lesser extent, patent laws, as well as confidentiality procedures and contractual provisions. The efforts we have taken to protect our
intellectual property may not be sufficient or effective. We generally do not elect to register our copyrights, relying instead on the laws protecting unregistered
intellectual property, which may not be sufficient. We rely on both registered and unregistered trademarks, which may not always be comprehensive in scope. In
addition, our copyrights and trademarks, whether or not registered, and patents may be held invalid or unenforceable if challenged, and may be of limited territorial
reach. While we have obtained or applied for patent protection with respect to some of our intellectual property, we generally do not rely on patents as a principal
means of protecting intellectual property. To the extent we do seek patent protection, any U.S. or other patents issued to us may not be sufficiently broad to protect
our proprietary technologies.

In addition, we may not be effective in policing unauthorized use of our intellectual property and authorized uses may not have the intended effect. Even if we do
detect violations, we may need to engage in litigation to enforce our intellectual property rights. Any enforcement efforts we undertake, including litigation, could
be time-consuming and expensive and could divert our management’s attention. In addition, our efforts may be met with defenses and counterclaims challenging
the validity and enforceability of our intellectual property rights or may result in a court determining that our intellectual property rights are unenforceable. The
legal framework surrounding protection of intellectual property changes frequently throughout the world, and these changes may impact our ability to protect our
intellectual property and defend against third party claims. If we are unable to cost-effectively protect our intellectual property rights, then our business could be
harmed.
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We are subject to the terms of open source licenses because our platform incorporates open source software.

The software powering our marketplace incorporates software covered by open source licenses. In addition, we regularly contribute source code to open source
software projects and release internal software projects under open source licenses, and we anticipate doing so in the future. The terms of many open source
licenses relied upon by Etsy and the internet and technology industries have been interpreted by only a few court decisions and there is a risk that the licenses could
be construed in a manner that imposes unanticipated conditions or restrictions on our ability to operate our marketplace. Under certain open source licenses, if
certain conditions were met, we could be required to publicly release aspects of the source code of our software or to make our software available under open
source licenses. To avoid the public release of the affected portions of our source code, we could be required to expend substantial time and resources to re-
engineer some or all of our software. In addition, use of open source software can lead to greater risks than use of third-party commercial software because open
source licensors generally do not provide warranties or controls on the origin of the software. Use of open source software may also present additional security
risks because the public availability of such software may make it easier for hackers and other third parties to determine how to compromise our platform.
Additionally, because any software source code we contribute to open source projects is publicly available, while we may benefit from the contributions of others,
our ability to protect our intellectual property rights in such software source code may be limited or lost entirely, and we will be unable to prevent our competitors
or others from using such contributed software source code. Any of these risks could be difficult to eliminate or manage and, if not addressed, could adversely
affect our business, financial performance and growth.

We may experience fluctuations in our tax obligations and effective tax rate.

We are subject to taxation in the United States and in numerous other jurisdictions. We record tax expense based on current tax payments and our estimates of
future tax payments, which may include reserves for estimates of probable settlements of tax audits. At any one time, multiple tax years could be subject to audit
by various taxing jurisdictions. As a result, we could be subject to higher than anticipated tax liabilities as well as ongoing variability in our quarterly tax rates as
audits close and exposures are re-evaluated. Further, our effective tax rate in a given financial statement period may be adversely impacted by changes in tax laws,
changes in the mix of revenue among different jurisdictions, changes to accounting rules and changes to our ownership or capital structure. Fluctuations in our tax
obligations and effective tax rate could adversely affect our business.

In December 2017, the U.S. government enacted comprehensive tax legislation that includes significant changes to the taxation of business entities. These changes
include, among others, (1) a permanent reduction to the corporate income tax rate, (2) a partial limitation on the deductibility of business interest expense, (3) a
shift of the U.S. taxation of multinational corporations from a tax on worldwide income to a quasi-territorial system (along with certain rules designed to prevent
erosion of the U.S. income tax base) and (4) a one-time tax on accumulated offshore earnings held in cash and illiquid assets, with the latter taxed at a lower rate.
Notwithstanding the reduction in the corporate income tax rate, the overall impact of this tax reform is uncertain, and our business and financial condition could be
adversely affected.

In January 2015, we implemented a revised corporate structure to more closely align our structure with our global operations and future expansion plans outside of
the United States. Our new corporate structure changed how we use our intellectual property and implemented certain intercompany arrangements. We believe this
may result in a reduction in our overall effective tax rate over the long term and other operational efficiencies; however, the tax laws of the jurisdictions in which
we operate are subject to interpretation, and their application may depend on our ability to operate our business in a manner consistent with our corporate structure.
Moreover, these tax laws are subject to change. Tax authorities may disagree with our position as to the tax treatment of our transfer of intangible assets or
determine that the manner in which we operate our business does not achieve the intended tax consequences. If our new corporate structure does not achieve our
expectations for any of these or other reasons, we may be subject to a higher overall effective tax rate and our business may be adversely affected.

We may be involved in litigation matters that are expensive and time consuming.

In addition to intellectual property claims, we may become involved in other litigation matters, including class action lawsuits. For example, as described further in
“ Note 12—Commitments and Contingencies — Legal Proceedings ” in the Notes to Consolidated Financial Statements, a purported securities class action lawsuit
is currently pending naming Etsy and certain of our officers and/or directors as defendants. Under certain circumstances, we have contractual and other legal
obligations to indemnify and to incur legal expenses on behalf of current and former directors, officers, and underwriters, in connection with the litigation
described in this Quarterly Report and in connection with any future lawsuits. Any lawsuit to which we are a party, with or without merit, may result in an
unfavorable judgment. We also may decide to settle lawsuits on unfavorable terms. Any such negative outcome could result in payments of substantial damages or
fines, damage to our reputation or adverse changes to our offerings or business practices. Any of these results could adversely affect our business. In addition,
defending claims is costly and can impose a significant burden on our management.
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We may expand our business through acquisitions of other businesses, which may divert management’s attention and/or prove to be unsuccessful.

We have acquired a number of other businesses in the past and may acquire additional businesses or technologies in the future. Acquisitions may divert
management’s time and focus from operating our business. Acquisitions also may require us to spend a substantial portion of our available cash, issue stock, incur
debt or other liabilities, amortize expenses related to intangible assets or incur write-offs of goodwill or other assets. In addition, integrating an acquired business or
technology is risky. Completed and future acquisitions may result in unforeseen operational difficulties and expenditures associated with:

• integrating new businesses and technologies into our infrastructure;

• consolidating operational and administrative functions;

• coordinating outreach to our community;

• maintaining morale and culture and retaining and integrating key employees;

• maintaining or developing controls, procedures and policies (including effective internal control over financial reporting and disclosure controls and
procedures); and

• assuming liabilities related to the activities of the acquired business before and after the acquisition, including liabilities for violations of laws and regulations,
commercial disputes, cyber attacks, taxes, and other matters.

Moreover, we may not benefit from our acquisitions as we expect, or in the time frame we expect. We also may issue additional equity securities in connection
with an acquisition, which could cause dilution to our stockholders. Finally, acquisitions could be viewed negatively by analysts, investors or the members of our
community.

If our insurance coverage is insufficient or our insurers are unable to meet their obligations, our insurance may not mitigate the risks facing our business.

Our insurance policies cover a number of risks and potential liabilities, such as general liability, property coverage, errors, and omissions liability, employment
liability, business interruptions, data breaches, crime, product liability, and directors’ and officers’ liability. For certain types of business risk, we may not be able
to, or may choose not to, acquire insurance. In addition, we may not obtain enough insurance to adequately mitigate the risks we face or we may have to pay high
premiums and/or deductibles for the coverage we do obtain. Additionally, if any of our insurers becomes insolvent, it would be unable to pay any claims that we
make.

The growth of our business may strain our management team and our operational and financial infrastructure.

We have experienced rapid growth in our business, in the number of Etsy sellers and the number of countries in which we have Etsy sellers and Etsy buyers, and
we plan to continue to grow in the future, both in the United States and abroad. The growth of our business places significant demands on our management team
and pressure to expand our operational and financial infrastructure. For example, we may need to continue to develop and improve our operational, financial, and
management controls and enhance our reporting systems and procedures. If we do not manage our growth effectively, the increases in our operating expenses
could outpace any increases in our revenue and our business could be harmed.

Operating as a public company requires us to incur substantial costs and requires substantial management attention. In addition, our management team
has limited experience managing a public company.

As a public company, we incur substantial legal, accounting, and other expenses that we did not incur as a private company. For example, we are subject to the
reporting requirements of the Exchange Act, the applicable requirements of the Sarbanes-Oxley Act of 2002, (“the Sarbanes-Oxley Act”), and the Dodd-Frank
Wall Street Reform and Consumer Protection Act and the rules and regulations of the Securities and Exchange Commission (“SEC”). The rules and regulations of
the Nasdaq Global Select Market (“Nasdaq”), also apply to us. As part of these requirements, we have established and maintained effective disclosure and financial
controls and made changes to our corporate governance practices. We expect that continued compliance with these requirements will increase our legal and
financial compliance costs and will make some activities more time-consuming. In addition, as a public company, we may be subject to stockholder activism,
which can lead to additional substantial costs, distract management, and impact the manner in which we operate our business in ways we cannot currently
anticipate.

63



Table of Contents

Many on our management team and other personnel have little experience managing a public company and preparing public filings. In addition, our management
and other personnel divert attention from other business matters to devote substantial time to the reporting and other requirements of being a public company. In
particular, we have incurred significant expense and devoted substantial management effort to complying with the requirements of Section 404 of the Sarbanes-
Oxley Act. We may need to continue to invest in additional accounting, financial, and legal resources to ensure that we continue to meet our public company
requirements.

If we are unable to maintain effective internal control over financial reporting, investors may lose confidence in the accuracy of our financial reports.

As a public company, we are required to maintain internal control over financial reporting and to report any material weaknesses in such internal controls.
Section 404 of the Sarbanes-Oxley Act requires that we evaluate and determine the effectiveness of our internal control over financial reporting. It also requires our
independent registered public accounting firm to attest to our evaluation of our internal controls over financial reporting. Although our management has
determined, and our independent registered public accounting firm has attested, that our internal control over financial reporting was effective as of December 31,
2017 , we cannot assure you that we or our independent registered public accounting firm will not identify a material weakness in our internal control in the future.

If we have a material weakness in our internal control over financial reporting in the future, we may not detect errors on a timely basis. If we are not able to comply
with the requirements of Section 404 of the Sarbanes-Oxley Act, or if we identify a material weakness in our internal control over financial reporting in the future,
it could harm our operating results, cause us to fail to meet our SEC reporting obligations or Nasdaq listing requirements, adversely affect our reputation, cause our
stock price to decline or result in inaccurate financial reporting or material misstatements in our annual or interim financial statements. Further, if there are material
weaknesses or failures in our ability to meet any of the requirements related to the maintenance and reporting of our internal controls, such as Section 404 of the
Sarbanes-Oxley Act, investors may lose confidence in the accuracy and completeness of our financial reports and that could cause the price of our common stock
to decline. We could become subject to investigations by Nasdaq, the SEC or other regulatory authorities, which could require additional management attention
and which could adversely affect our business.

In addition, our internal control over financial reporting will not prevent or detect all errors and fraud. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues and instances of fraud will be
detected.

We have a significant amount of debt and may incur additional debt in the future. We may not have sufficient cash flow from our business to pay our
substantial debt when due.
 
Our ability to pay our debt when due or to refinance our indebtedness, including the 0% Convertible Senior Notes due 2023 we issued in March 2018 , (the
“Notes”), depends on our future performance, which is subject to economic, financial, competitive, and other factors beyond our control. Our business may not
continue to generate cash flow from operations in the future sufficient to service our debt and make necessary capital expenditures. In addition, any required
repurchase of the Notes for cash as a result of a fundamental change would lower our current cash on hand such that we would not have those funds available for
us in our business. If we are unable to generate such cash flow, we may be required to adopt one or more alternatives, such as selling assets, restructuring debt or
obtaining additional equity capital on terms that may be onerous or highly dilutive. Our ability to refinance our indebtedness will depend on the capital markets and
our financial condition at such time. We may not be able to engage in any of these activities or engage in these activities on desirable terms, which could result in a
default on our debt obligations. 
 
In addition, we and our subsidiaries may be able to incur substantial additional debt in the future, subject to the restrictions contained in our debt instruments, some
of which may be secured debt. If, for example, we incur additional debt, secure existing or future debt or recapitalize our debt, these actions may diminish our
ability to make payments on our substantial debt when due.

The accounting method for convertible debt securities that may be settled in cash, such as the Notes, could have a material effect on our reported
financial results.

In May 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position No. APB 14-1, Accounting
for
Convertible
Debt
Instruments
That
May
Be
Settled
in
Cash
Upon
Conversion
(Including
Partial
Cash
Settlement)
, which has subsequently been codified as Accounting Standards Codification 470-
20, Debt
with
Conversion
and
Other
Options
, (“ASC 470-20”). Under ASC 470-20, an entity must separately account for the liability and equity components of
the convertible debt
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instruments (such as the Notes) that may be settled entirely or partially in cash upon conversion in a manner that reflects the issuer’s economic interest cost. The
effect of ASC 470-20 on the accounting for the Notes is that the equity component is required to be included in the additional paid-in capital section of
stockholders’ equity on our Consolidated Balance Sheet, and the value of the equity component would be treated as original issue discount for purposes of
accounting for the debt component of the Notes. As a result, we will be required to record a greater amount of non-cash interest expense in current periods
presented as a result of the amortization of the discounted carrying value of the Notes to their face amount over the term of the Notes. We will report lower net
income in our financial results because ASC 470-20 will require interest to include both the current period’s amortization of the debt discount and the instrument’s
coupon interest, which could adversely affect our reported or future financial results, the trading price of our common stock and the trading price of the Notes.

In addition, under certain circumstances, convertible debt instruments (such as the Notes) that may be settled entirely or partly in cash are currently accounted for
utilizing the treasury stock method, the effect of which is that the shares issuable upon conversion of the Notes are not included in the calculation of diluted
earnings per share except to the extent that the conversion value of the Notes exceeds their principal amount. Under the treasury stock method, for diluted earnings
per share purposes, the transaction is accounted for as if the number of shares of common stock that would be necessary to settle such excess, if we elected to settle
such excess in shares, are issued. We cannot be sure that the accounting standards in the future will continue to permit the use of the treasury stock method. If we
are unable to use the treasury stock method in accounting for the shares issuable upon conversion of the Notes, then our diluted earnings per share would be
adversely affected.

We may need additional capital, which may not be available to us on acceptable terms or at all.

We believe that our existing cash and cash equivalents and short-term investments, together with cash generated from operations will be enough to meet our
anticipated cash needs for at least the next 12 months. However, we may require additional cash resources due to changes in business conditions or other
developments, such as acquisitions or investments we may decide to pursue. We may seek to borrow funds under a credit facility or sell additional equity or debt
securities. The sale of additional equity or convertible debt securities could result in dilution to our existing stockholders. Any debt financing that we may secure in
the future could result in additional operating and financial covenants that would limit or restrict our ability to take certain actions, such as incurring additional
debt, making capital expenditures or declaring dividends. It is also possible that financing may not be available to us in amounts or on terms acceptable to us, if at
all.

Risks Related to Ownership of Our Common Stock

The price of our common stock has been and will likely continue to be volatile and declines in the price of common stock could subject us to litigation.

The price of our common stock has been and is likely to continue to be volatile. For example, since January 1, 2017, our common stock's daily closing price on
Nasdaq has ranged from a low of $9.56 to a high of $44.71 through August 3, 2018 . The price of our common stock may fluctuate significantly for numerous
reasons, many of which are beyond our control, such as:

• variations in our operating results and other financial and operational metrics, including the key financial and operating metrics disclosed in this Quarterly
Report, as well as how those results and metrics compare to analyst and investor expectations;

• forward-looking statements related to our financial guidance or projections, our failure to meet or exceed our financial guidance or projections or changes in
our financial guidance or projections;

• failure of analysts to initiate or maintain coverage of our company, changes in their estimates of our operating results or changes in recommendations by
analysts that follow our common stock or a negative view of our financial guidance or projections and our failure to meet or exceed the estimates of such
analysts;

• announcements of new services or enhancements, such as the launch of our new seller subscription packages in connection with our new pricing model,
strategic alliances or significant agreements or other developments by us or our competitors;

• announcements by us or our competitors of mergers or acquisitions or rumors of such transactions involving us or our competitors;

• the amount and timing of our operating expenses and the success of any cost-savings actions we take;
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• changes in our Board of Directors, management or other key personnel;

• disruptions in our marketplace due to hardware, software or network problems, security breaches or other issues;

• the strength of the global economy or the economy in the jurisdictions in which we operate, currency fluctuations, and market conditions in our industry and
those affecting members of our community;

• the trading activity of our largest stockholders;

• the number of shares of our common stock that are available for public trading;

• litigation or other claims against us;

• stockholder activism;

• the performance of the equity markets in general and in our industry;

• the operating performance of other similar companies;

• changes in legal requirements relating to our business; and

• any other factors discussed in this Quarterly Report.

In addition, if the market for technology stocks or the stock market in general experiences a loss of investor confidence, the price of our common stock could
decline for reasons unrelated to our business, financial performance or growth. Stock prices of many internet and technology companies have historically been
highly volatile. Some companies that have experienced volatility in the trading price of their stock have been the subject of securities class action litigation. For
example, as described further in “ Note 12—Commitments and Contingencies — Legal Proceedings ” in the Notes to Consolidated Financial Statements, three
purported securities class action lawsuits have been filed naming Etsy and certain of our officers and/or directors as defendants. We may experience more such
litigation following future periods of volatility or declines in our stock price. Any securities litigation, could result in substantial costs and divert our management’s
attention and resources, which could adversely affect our business.

If analysts do not publish research about our business, or if they publish inaccurate or unfavorable research, our stock price and trading volume could
decline.

The trading market for our common stock depends in part on the research and reports that analysts publish about our business. We do not have any control over
these analysts. If one or more of the analysts who cover us downgrade our common stock or publish inaccurate or unfavorable research about our business, the
price of our common stock would likely decline. If few analysts cover us, demand for our common stock could decrease and our common stock price and trading
volume may decline. Similar results may occur if one or more of these analysts stop covering us in the future or fail to publish reports on us regularly.

We do not intend to pay dividends on our capital stock, so any returns will be limited to increases in the value of our common stock.

We have never declared or paid any cash dividends on our capital stock. We currently anticipate that we will retain future earnings for the operation and expansion
of our business and do not anticipate declaring any dividends in the foreseeable future. In addition, our ability to pay cash dividends on our capital stock may be
restricted by the terms of future financings. As a result, stockholders will not receive dividends or other distributions and may only receive a return on their
investment if the trading price of our common stock increases.

Future sales and issuances of our common stock or rights to purchase common stock could result in additional dilution to our stockholders and could
cause the price of our common stock to decline.

We may issue additional common stock, convertible securities, or other equity in the future. We also issue common stock to our employees, directors, and other
service providers pursuant to our equity incentive plans. Such issuances could be dilutive to
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investors and could cause the price of our common stock to decline. New investors in such issuances could also receive rights senior to those of current
stockholders.

Our stock repurchases may not achieve the desired objectives.

In November 2017, our Board of Directors approved a stock repurchase program authorizing us to repurchase up to $100 million of our common stock, which we
completed in the second quarter of 2018. There can be no assurance that these stock repurchases will enhance stockholder value because the market price of our
common stock may decline below the levels at which we repurchased such shares. In addition, there is no guarantee that our stock repurchases will be able to
successfully mitigate the dilutive effect of recent and future employee stock option exercises and restricted stock vesting.

Anti-takeover provisions in our charter documents and under Delaware law could make an acquisition of our company more difficult, could limit
attempts to make changes in our management and could depress the price of our common stock.

Provisions in our certificate of incorporation and bylaws may have the effect of delaying or preventing a change in control of our company or limiting changes in
our management. Among other things, these provisions:

• provide for a classified board of directors so that not all members of our Board of Directors are elected at one time;

• permit our Board of Directors to establish the number of directors and fill any vacancies and newly created directorships;

• provide that directors may only be removed for cause;

• require super-majority voting to amend some provisions in our certificate of incorporation and bylaws;

• authorize the issuance of “blank check” preferred stock that our Board of Directors could use to implement a stockholder rights plan;

• eliminate the ability of our stockholders to call special meetings of stockholders;

• prohibit stockholder action by written consent, which means all stockholder actions must be taken at a meeting of our stockholders;

• provide that our Board of Directors is expressly authorized to amend or repeal any provision of our bylaws;

• restrict the forum for certain litigation against us to Delaware; and

• require advance notice for nominations for election to our Board of Directors or for proposing matters that can be acted upon by stockholders at annual
stockholder meetings.

These provisions may delay or prevent attempts by our stockholders to replace members of our management by making it more difficult for stockholders to replace
members of our Board of Directors, which is responsible for appointing the members of our management. In addition, Section 203 of the Delaware General
Corporation Law (“DGCL”) may delay or prevent a change in control of our company. Section 203 of the DGCL imposes certain restrictions on mergers, business
combinations and other transactions between us and holders of 15% or more of our common stock. Anti-takeover provisions could depress the price of our
common stock by acting to delay or prevent a change in control of our company.

Our certificate of incorporation provides that the Court of Chancery of the State of Delaware is the exclusive forum for substantially all disputes between
us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with us or our directors, officers or
employees.

Our certificate of incorporation provides that the Court of Chancery of the State of Delaware is the exclusive forum for any derivative action or proceeding brought
on our behalf, any action asserting a breach of fiduciary duty, any action asserting a claim against us arising pursuant to the DGCL, our certificate of incorporation
or our bylaws or any action asserting a claim against us that is governed by the internal affairs doctrine. This choice of forum provision may limit a stockholder’s
ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our directors, officers or other employees and may discourage these types
of lawsuits. Alternatively, if a court were to find the choice of forum provision contained in our certificate of incorporation to be inapplicable or unenforceable in
an action, we may incur additional costs associated with resolving such action in other jurisdictions.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

Issuer Purchases of Equity Securities.

The table below provides information with respect to repurchases of shares of our common stock during the three months ended June 30, 2018 .

Period
Total Number of Shares

Purchased  
Average Price Paid per

Share(2)  

Total Number of Shares
Purchased as Part of

Publicly Announced Plans
or Programs(3)  

Approximate Dollar Value of
Shares that May Yet be

Purchased under the Plans or
Programs 

(in thousands)(3)

April 1 - 30, 2018 (1) 709,529  $ 28.97  634,541  $ 2,663

May 1 - 31, 2018 (1) 218,476  30.56  88,400  —

June 1 - 30, 2018 —  —  —  —

Total 928,005  $ 29.34  722,941  $ —

(1) The total number of shares purchased includes 205,064 shares withheld to satisfy tax withholding obligations in connection with the vesting of employee
restricted stock units.

(2) Average price paid per share excludes broker commissions.

(3) On November 17, 2017, we announced that our Board of Directors had approved a stock repurchase program for the repurchase of up to $100 million of our
common stock. All shares reflected in this column were repurchased pursuant to this stock repurchase program and a 10b5-1 trading plan. The stock
repurchase program was completed in the second quarter of 2018.

Item 3. Defaults Upon Senior Securities.

Not applicable.

Item 4. Mine Safety Disclosures.

Not applicable.

Item 5. Other Information.

None.
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Item 6. Exhibits.

Exhibit
Number

  Incorporated by Reference   
Filed

Herewith  

Exhibit Description  Form  File No.  Exhibit  Filing Date    

4.1

Indenture, dated as of March 13, 2018,
between Etsy and U.S. Bank National
Association  8-K  001-36911  4.1  3/14/2018    

4.2

Form of Global Note, representing Etsy, Inc.’s
0% Convertible Senior Notes due 2023
(included as Exhibit A to the Indenture filed as
Exhibit 4.1).  8-K  001-36911  4.2  3/14/2018    

10.1

Purchase Agreement, dated March 8, 2018,
among Etsy and Goldman Sachs & Co. LLC,
J.P. Morgan Securities LLC and Morgan
Stanley & Co. LLC  8-K  001-36911  99.1  3/14/2018    

10.2
Form of Confirmation for Capped Call
Transactions.  8-K  001-36911  99.2  3/14/2018    

31.1

Certification of Principal Executive Officer
Required Under Rule 13a-14(a) and 15d-14(a)
of the Securities Exchange Act of 1934, as
amended          X  

31.2

Certification of Principal Financial Officer
Required Under Rule 13a-14(a) and 15d-14(a)
of the Securities Exchange Act of 1934, as
amended          X  

32.1†

Certification of Chief Executive Officer
Required Under Rule 13a-14(b) of the
Securities Exchange Act of 1934, as amended,
and 18 U.S.C. §1350          X  

32.2†

Certification of Chief Financial Officer
Required Under Rule 13a-14(b) of the
Securities Exchange Act of 1934, as amended,
and 18 U.S.C. §1350          X  

101.INS XBRL Instance Document          X  
101.SCH XBRL Taxonomy Schema Linkbase Document          X  

101.CAL
XBRL Taxonomy Calculation Linkbase
Document          X  

101.DEF
XBRL Taxonomy Definition Linkbase
Document          X  

101.LAB XBRL Taxonomy Labels Linkbase Document          X  

101.PRE
XBRL Taxonomy Presentation Linkbase
Document '          X  

* Indicates a management contract or compensatory plan.
† These certifications are not deemed to be filed with the SEC and are not to be incorporated by reference into any filing of Etsy, Inc. under the Securities Act of
1933, as amended, or the Securities Exchange Act of 1934, as amended.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

ETSY, INC.
Date: August 6, 2018 /s/ Rachel Glaser

 
Rachel Glaser
Chief Financial Officer

 (Principal Financial and Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION

I, Josh Silverman, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Etsy, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

/s/ Josh Silverman____________
Josh Silverman 
President and Chief Executive Officer (Principal Executive Officer)

Date: August 6, 2018



EXHIBIT 31.2

CERTIFICATION

I, Rachel Glaser, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Etsy, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

/s/ Rachel Glaser________
Rachel Glaser
Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: August 6, 2018



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Josh Silverman, certify that the Quarterly Report of Etsy, Inc. on Form 10-Q for the quarterly period ended June 30, 2018 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Form 10-Q fairly presents, in all material respects, the
financial condition and results of operations of Etsy, Inc.

/s/ Josh Silverman____________
Josh Silverman
President and Chief Executive Officer (Principal Executive Officer)

Date: August 6, 2018



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Rachel Glaser, certify that the Quarterly Report of Etsy, Inc. on Form 10-Q for the quarterly period ended June 30, 2018 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Form 10-Q fairly presents, in all material respects, the
financial condition and results of operations of Etsy, Inc.

/s/ Rachel Glaser________
Rachel Glaser
Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: August 6, 2018


