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Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forward-looking statements. All statements in this report, other than
statements that are purely historical, are forward-looking statements. Words such as “expect,” “anticipate,” “intend,”
“plan,” “believe,” “forecast,” “estimate,” “seek,” and similar expressions also identify forward-looking statements. In this
report, forward-looking statements include, without limitation, the following:

our expectations and beliefs regarding future conduct and growth of the business;

our beliefs and expectations regarding seasonality, competition and other trends that affect our business;

our expectation that we will continue to invest significant resources in our product development, marketing and
sales capabilities;

our expectation regarding the impact of newly passed U.S. legislation on Intuit's business and its corporate tax
rate;

our expectation that we will continue to invest significant management attention and resources in our information
technology infrastructure and in our privacy and security capabilities;

our expectation that we will work with the broader industry and government to protect our customers from fraud;
our expectation that we will be able to protect our customers’ data and prevent third parties from using stolen
customer information to perpetrate fraud in our tax and other offerings;

our expectation that we will generate significant cash from operations;

our expectation that connected services revenue as a percentage of our total revenue will continue to grow;

our expectations regarding the development of future products, services, business models and technology
platforms and our research and development efforts;

our assumptions underlying our critical accounting policies and estimates, including our estimates regarding
promotional and return reserves; the collectability of accounts receivable; stock volatility and other assumptions
used to estimate the fair value of share-based compensation; the fair value of goodwill; and expected future
amortization of acquired intangible assets;

our plans with respect to the adoption of Topic 606, including the adoption timing and methodology, as well our
expectations and beliefs with respect to its impact on our revenue growth rates and on the timing of our quarterly
revenue recognition;

our intention not to sell our investments and our belief that it is more likely than not that we will not be required to
sell them before recovery at par;

our belief that the investments we hold are not other-than-temporarily impaired;

our belief that we take prudent measures to mitigate investment related risks;

our belief that our exposure to currency exchange fluctuation risk will not be significant in the future;

our assessments and estimates that determine our effective tax rate;

our expectation that we will pay approximately $320 million in income taxes in the fourth quarter of fiscal 2018;

our belief that it is not reasonably possible that there will be a significant increase or decrease in our unrecognized
tax benefits over the next 12 months;

our intent to permanently reinvest a significant portion of our earnings from foreign operations, and our belief that
we will not need funds generated from foreign operations to fund our domestic operations;

our belief that our cash and cash equivalents, investments and cash generated from operations will be sufficient to
meet our seasonal working capital needs, capital expenditure requirements, contractual obligations, debt service
requirements and other liquidity requirements associated with our operations for at least the next 12 months;

our expectation that we will return excess cash generated by operations to our stockholders through repurchases
of our common stock and the payment of cash dividends, after taking into account our operating and strategic
cash needs;

our belief that the credit facility will be available to us should we choose to borrow under it; and

our assessments and beliefs regarding the future outcome of pending legal proceedings and inquiries by
regulatory authorities, the liability, if any, that Intuit may incur as a result of those proceedings and inquiries, and
the impact of any potential losses associated with such proceedings or inquiries on our financial statements.

We caution investors that forward-looking statements are only predictions based on our current expectations about
future events and are not guarantees of future performance. We encourage you to read carefully all information
provided in this Quarterly Report and in our other filings with the Securities and Exchange Commission before
deciding to invest in our stock or to maintain or change your investment. These forward-looking statements are
based on information as of the filing date of this Quarterly Report, and we undertake no obligation to revise or
update any forward-looking statement for any reason.

Intuit Q3 Fiscal 2018 Form 10-Q 3
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PART | - FINANCIAL INFORMATION
ITEM 1 - FINANCIAL STATEMENTS

Three Months Nine Months
Ended Ended
April 30, April 30, April 30, April 30,

(In millions, except per share amounts) 2018 2017 2018 2017

Net revenue:

Product $505 $ 467 $1,140 $1,063
Service and other 2,420 2,074 3,836 3,272
Total net revenue 2,925 2,541 4,976 4,335

Costs and expenses:
Cost of revenue:

Cost of product revenue 27 29 87 95
Cost of service and other revenue 272 205 649 522
Amortization of acquired technology 5 3 10 9
Selling and marketing 549 467 1,326 1,155
Research and development 296 246 875 735
General and administrative 159 146 447 412
Amortization of other acquired intangible assets 2 1 4 2
Total costs and expenses 1,310 1,097 3,398 2,930
Operating income 1,615 1,444 1,578 1,405
Interest expense (5 ) (8 ) (16 ) (28
Interest and other income, net 7 3 15 —
Income before income taxes 1,617 1,439 1,577 1,377
Income tax provision 417 475 415 430
Net income $1,200 $964 $1,162 $947
Basic net income per share $4.68 $3.76 $4.54 $3.68
Shares used in basic per share calculations 257 256 256 257
Diluted net income per share $4.59 $ 3.70 $4.47 $3.63
Shares used in diluted per share calculations 262 260 260 261

Cash dividends declared per common share $0.39 $034 $1.17 $1.02
See accompanying notes.
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(In millions)

Net income

Other comprehensive income (loss), net of income taxes:
Unrealized gain (loss) on available-for-sale debt securities
Foreign currency translation gain (loss)

Total other comprehensive income (loss), net
Comprehensive income

See accompanying notes.

Intuit Q3 Fiscal 2018 Form 10-Q 5

Three Months
Ended

April 30, April 30,
2018 2017

$1,200 $ 964

(1 ) —

(9 ) (2 )
(10 ) (2 )
$1,190 $ 962

Nine Months
Ended

April 30, April 30,
2018 2017

$1,162 $ 947

(2 ) (1 )
(6 ) (3 )
(8 ) (4 )
$1,154 $ 943

12
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(In millions)

ASSETS

Current assets:

Cash and cash equivalents

Investments

Accounts receivable, net

Income taxes receivable

Prepaid expenses and other current assets
Current assets before funds held for customers
Funds held for customers

Total current assets

Long-term investments

Property and equipment, net

Goodwill

Acquired intangible assets, net

Long-term deferred income taxes

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Short-term debt

Accounts payable

Accrued compensation and related liabilities
Deferred revenue

Income taxes payable

Other current liabilities

Current liabilities before customer fund deposits
Customer fund deposits

Total current liabilities

Long-term debt

Long-term deferred revenue

Other long-term obligations

Total liabilities

Commitments and contingencies
Stockholders’ equity:

Preferred stock

Common stock and additional paid-in capital
Treasury stock, at cost

Accumulated other comprehensive loss
Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes.

April 30,
2018

$1,614
322
309

2

179
2,426
419
2,845
28

950
1,613
68

128
155
$5,787

$50
325
286
1,040
356
227
2,284
419
2,703
400
173
147
3,423

5,289
(11,050)
(30 )
8,155
2,364
$5,787

July 31,
2017

$529
248
103
63
100
1,043
372
1,415
31
1,030
1,295
22
132
143
$4,068

$50
157
300
887

173
1,572
372
1,944
438
202
130
2,714

4,857
(10,778)
(22 )
7,297
1,354
$4,068

13
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Common
Stock Accumulated
e . Shares of and Treasury Other Retained Total .
(In millions, except shares in thousands) Common . . . Stockholders
Additional Stock Comprehensiviearnings .
Stock . Equity
Paid-In Loss
Capital
255,668 $4,857 $(10,778) $ (22 ) $7,297 $ 1,354
Comprehensive income — — — (8 ) 1,162 1,154
Issuance of stock under employee stock
plans, net of shares withheld for employee 2,776 147 — — 147
taxes
Stock repurchases under stock repurchase (1,870 ) — (272 ) — o (272 )
programs
_ — — — (304 ) (304 )
Share-based compensation expense — 285 — — 285

256,574 $5,289 $(11,050) $ (30 ) $8,155 $ 2,364

Common
Stock Accumulated
e . Shares of and Treasury Other Retained Total .
(In millions, except shares in thousands) Common Additi . . Stockholders
itional Stock Comprehensiviearnings .
Stock . Equity

Paid-In Loss

Capital
Balance at July 31, 2016 257,853 $4,445 $(9.939 ) $ (32 ) $6,687 $ 1,161
Comprehensive income — — — (4 ) 947 943
Issuance of stock under employee stock
plans, net of shares withheld for employee 2,642 89 — — — 89
taxes
Stock repurchases under stock repurchase (4241 ) — (478 ) — . (478 )
programs
Dividends and dividend rights declared
($1.02 per share) - — - — (267 ) (267 )
Cumulative effect of change in

: o — 6 — — (4 ) 2

accounting principle
Share-based compensation expense — 247 — — — 247
Balance at April 30, 2017 256,254 $4,787 $(10,417) $ (36 ) $7.363 $ 1,697

See accompanying notes.
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(In millions)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation

Amortization of acquired intangible assets
Share-based compensation expense

Deferred income taxes

Other

Total adjustments

Changes in operating assets and liabilities:
Accounts receivable

Income taxes receivable

Prepaid expenses and other assets

Accounts payable

Accrued compensation and related liabilities
Deferred revenue

Income taxes payable

Other liabilities

Total changes in operating assets and liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Purchases of corporate and customer fund investments
Sales of corporate and customer fund investments
Maturities of corporate and customer fund investments

Net change in cash and cash equivalents held to satisfy customer fund obligations

Net change in customer fund deposits

Purchases of property and equipment

Acquisitions of businesses, net of cash acquired

Other

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from borrowings under revolving credit facility
Repayments on borrowings under revolving credit facility
Repayment of debt

Proceeds from issuance of stock under employee stock plans
Payments for employee taxes withheld upon vesting of restricted stock units
Cash paid for purchases of treasury stock

Dividends and dividend rights paid

Other

Net cash used in financing activities

Effect of exchange rates on cash and cash equivalents

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Nine Months

Ended

April 30, April 30,

2018
$1,162

173
18
283
24
(1
497

(206
62

(37
160

(8
120
351
48
490
2,149

(303
87
137
(47
47
(97
(363
(49
(588

800
(800

205
(58
(272
(305
(1
(469
(7
1,085
529

)

)

)

)

) — — ~—

—_—  — — — ~—

2017
$947

156
18
241
(36
9
388

(138
19

5

104
(47
130
431
50
554
1,889

(286
332
150
(18
18
(178
(40
(22

150
(150
(500
150
(61
(473
(265

(1,149 )

(6
712
638

)
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Cash and cash equivalents at end of period

See accompanying notes.
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1. Description of Business and Summary of Significant

Accounting Policies

Description of Business

Intuit helps consumers, small businesses, and the self-employed prosper by delivering financial management and
compliance products and services. We also provide specialized tax products to accounting professionals, who are
key partners that help us reach small business customers.

Our flagship brands, QuickBooks and TurboTax, help customers run their small businesses, pay employees and
bills, separate business and personal expenses, track their money, and file income taxes. ProSeries and Lacerte are
our leading tax preparation offerings for professional accountants. Incorporated in 1984 and headquartered in
Mountain View, California, we sell our products and services primarily in the United States.

Basis of Presentation

These condensed consolidated financial statements include the financial statements of Intuit and its wholly owned
subsidiaries. We have eliminated all significant intercompany balances and transactions in consolidation. We have
included all adjustments, consisting only of normal recurring items, which we considered necessary for a fair
presentation of our financial results for the interim periods presented. We have reclassified certain amounts
previously reported in our financial statements to conform to the current presentation, including amounts related
to reportable segments. See Note 10, “Segment Information,” for more information.

As discussed in Note 4, we acquired TSheets.com LLC, Exactor, Inc., and Applatix, Inc. in the second quarter of
fiscal 2018. We have included the results of operations for these companies in our consolidated results of
operations from the dates of acquisition. See Note 4, “Business Combinations,” for more information.

These unaudited condensed consolidated financial statements and accompanying notes should be read together
with the audited consolidated financial statements in Iltem 8 of our Annual Report on Form 10-K for the fiscal year

ended July 31, 2017. Results for the nine months ended April 30, 2018 do not necessarily indicate the results we
expect for the fiscal year ending July 31, 2018 or any other future period.

Seasonality

Our Consumer offerings have significant seasonal patterns and revenue from those income tax preparation
products and services is heavily concentrated in our third fiscal quarter ending April 30.

Significant Accounting Policies

We describe our significant accounting policies in Note 1 to the financial statements in Item 8 of our Annual Report
on Form 10-K for the fiscal year ended July 31, 2017. There have been no changes to our significant accounting
policies during the first nine months of fiscal 2018.

Use of Estimates

In preparing our consolidated financial statements in accordance with U.S. generally accepted accounting
principles (GAAP), we make certain estimates and assumptions that affect the amounts reported in our financial
statements and the disclosures made in the accompanying notes. For example, we use estimates in determining
the appropriate levels of reserves for product returns, promotional discounts and rebates, the collectibility of
accounts receivable, the appropriate levels of various accruals including accruals for litigation contingencies, the
amount of our worldwide tax provision, and the realizability of deferred tax assets. We also use estimates in
determining the remaining economic lives and fair values of acquired intangible assets, property and equipment,
and other long-lived assets. In addition, we use assumptions to estimate the fair value of reporting units and
share-based compensation. Despite our intention to establish accurate estimates and use reasonable assumptions,
actual results may differ from our estimates.

Intuit Q3 Fiscal 2018 Form 10-Q 9
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Computation of Net Income (Loss) Per Share

We compute basic net income or loss per share using the weighted average number of common shares
outstanding during the period. We compute diluted net income per share using the weighted average number of
common shares and dilutive potential common shares outstanding during the period. Dilutive potential common
shares consist of the shares issuable upon the exercise of stock options and upon the vesting of restricted stock
units (RSUs) under the treasury stock method.

We include stock options with combined exercise prices and unrecognized compensation expense that are less
than the average market price for our common stock, and RSUs with unrecognized compensation expense that is
less than the average market price for our common stock, in the calculation of diluted net income per share. We
exclude stock options with combined exercise prices and unrecognized compensation expense that are greater
than the average market price for our common stock, and RSUs with unrecognized compensation expense that is
greater than the average market price for our common stock, from the calculation of diluted net income per share
because their effect is anti-dilutive. Under the treasury stock method, the amount that must be paid to exercise
stock options and the amount of compensation expense for future service that we have not yet recognized for
stock options and RSUs are assumed to be used to repurchase shares.

All of the RSUs we grant have dividend rights. Dividend rights are accumulated and paid when the underlying RSUs
vest. Since the dividend rights are subject to the same vesting requirements as the underlying equity awards they
are considered a contingent transfer of value. Consequently, the RSUs are not considered participating securities
and we do not present them separately in earnings per share.

In loss periods, basic net loss per share and diluted net loss per share are the same since the effect of potential
common shares is anti-dilutive and therefore excluded.

The following table presents the composition of shares used in the computation of basic and diluted net income per
share for the periods indicated.

Three Months Nine Months
Ended Ended

. April 30,April 30, April 30,April 30,
(In millions, except per share amounts) 2818 2817 2818 2817

Numerator:
Net income $1,200 $ 964 $1,162 $ 947

Denominator:
Shares used in basic per share amounts:

Weighted average common shares outstanding 257 256 256 257

Shares used in diluted per share amounts:

Weighted average common shares outstanding 257 256 256 257
Dilutive common equivalent shares from stock options

and restricted stock awards 5 4 4 4
Dilutive weighted average common shares outstanding 262 260 260 261

Basic and diluted net income per share:
Basic net income per share $4.68 $3.76 $4.54 $ 3.68

Diluted net income per share $4.59 $3.70 $4.47 $ 3.63

Shares excluded from diluted net income per share:

Weighted average stock options and restricted stock units that have been

excluded from dilutive common equivalent shares outstanding due to their — 3 2 4
anti-dilutive effect

Concentration of Credit Risk and Significant Customers
No customer accounted for 10% or more of total net revenue in the three or nine months ended April 30, 2018 or

April 30, 2017. No customer accounted for 10% or more of gross accounts receivable at April 30, 2018 or July 31,
2017.

Accounting Standards Not Yet Adopted
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Goodwill Impairment - InJanuary 2017 the Financial Accounting Standards Board (FASB) issued Accounting
Standards Update (ASU) 2017-04, “Intangibles—Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment.” This new standard eliminates Step 2 from the goodwill impairment test. Instead, an entity should
compare the fair value of a reporting unit with its carrying amount and recognize an impairment charge for the
amount by which the carrying amount exceeds the

Intuit Q3 Fiscal 2018 Form 10-Q 10
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reporting unit's fair value, not to exceed the total amount of goodwill allocated to the reporting unit. The standard
is effective for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years,
which means that it will be effective for us in the first quarter of our fiscal year beginning August 1, 2020. Early
adoption is permitted. We are currently evaluating the impact of our pending adoption of ASU 2017-04 on our
consolidated financial statements.

Business Combinations - In January 2017 the FASB issued ASU 2017-01, “Business Combinations (Topic 805):
Clarifying the Definition of a Business.” This new standard clarifies the definition of a business in order to allow for
the evaluation of whether transactions should be accounted for as acquisitions or disposals of assets or businesses.
The standard is effective for fiscal years beginning after December 15, 2017, including interim periods within those
fiscal years, which means that it will be effective for us in the first quarter of our fiscal year beginning August 1,
2018. Early adoption is permitted. We are currently evaluating the impact of our pending adoption of ASU

2017-01 on our consolidated financial statements.

Statement of Cash Flows - In August 2016 the FASB issued ASU 2016-15, “Statement of Cash Flows (Topic 230):

Classification of Certain Cash Receipts and Cash Payments. This new standard will make eight targeted changes to
how cash receipts and cash payments are presented and classified in the statement of cash flows. The standard is
effective for fiscal years beginning after December 15, 2017, which means that it will be effective for us in the first
quarter of our fiscal year beginning August 1, 2018. The standard will require adoption on a retrospective basis
unless it is impracticable to apply, in which case we would be required to apply the amendments prospectively as
of the earliest date practicable. We are currently evaluating the impact of our pending adoption of ASU 2016-15 on
our consolidated financial statements.

Financial Instruments - In June 2016 the FASB issued ASU 2016-13, “Financial Instruments—Credit Losses (Topic
326).” This new standard requires the measurement of all expected credit losses for financial assets held at the
reporting date based on historical experience, current conditions, and reasonable and supportable forecasts. The
standard is effective for fiscal years beginning after December 15, 2019, including interim periods within those
fiscal years, which means that it will be effective for us in the first quarter of our fiscal year beginning August 1,
2020. Earlier adoption is permitted in the first quarter of our fiscal year beginning August 1, 2019. We are currently
evaluating the impact of our pending adoption of ASU 2016-13 on our consolidated financial statements.

Leases - In February 2016 the FASB issued ASU 2016-02, “Leases (Topic 842)." This new standard amends a number
of aspects of lease accounting, including requiring lessees to recognize operating leases with a term greater than
one year on their balance sheet as a right-of-use asset and corresponding lease liability, measured at the present
value of the lease payments. The standard is effective for fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years, which means that it will be effective for us in the first quarter of
our fiscal year beginning August 1, 2019. Early adoption is permitted. This standard is required to be adopted using
a modified retrospective approach. We are currently evaluating the impact of our pending adoption of ASU 2016-02
on our consolidated financial statements.

Revenue Recognition - In May 2014 the FASB issued ASU 2014-09, “Revenue from Contracts with Customers
(Topic 606)”. This new standard supersedes nearly all existing revenue recognition guidance under U.S. GAAP.
Under the new standard, revenue is recognized when promised goods or services are transferred to customers in
an amount that reflects the consideration that is expected to be received for those goods or services. ASU 2014-09
defines a five step process to achieve this core principle and, in doing so, it is possible that more judgment and
estimates may be required within the revenue recognition process than is required under present U.S. GAAP. These
may include identifying performance obligations in the contract, estimating the amount of variable consideration to
include in the transaction price, and allocating the transaction price to each separate performance obligation. The
new standard also requires additional disclosure about the nature, amount, timing and uncertainty of revenue and
cash flows arising from customer contracts, including significant judgments and changes in judgments. The new
standard is effective for reporting periods beginning after December 15, 2017, which means that it is effective for
us beginning August 1, 2018.

The guidance permits two methods of adoption: retrospectively to each prior reporting period presented (full
retrospective method) or retrospectively with the cumulative effect of applying the guidance recognized in
retained earnings as of the date of adoption (modified retrospective method). We plan to adopt Topic 606 utilizing
the full retrospective transition method when it becomes effective for us in the first fiscal quarter beginning August
1, 2018. In preparation for adoption of the standard, we have implemented internal controls and processes and key
system functionality needed to enable the preparation of financial information and have reached conclusions on
key accounting assessments related to the standard.

The most significant impact of the standard relates to the timing and amount of revenue recognized for our
QuickBooks Desktop solutions and our consumer and professional tax desktop solutions. Our QuickBooks Desktop
solutions include both packaged software products and software subscriptions.

Our QuickBooks Desktop packaged software products include a software license as well as enhancements and
connected services. Under the current standard, we recognize revenue for the QuickBooks Desktop packaged
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software products ratably over the period that enhancements and connected services are provided, which is
approximately three years. Under the new standard, we will recognize revenue for our QuickBooks Desktop
packaged software products at the time the software license is delivered. We have determined that the
enhancements and connected services included in our QuickBooks Desktop packaged software product are
immaterial within the context of the contract.

Our QuickBooks Desktop software subscriptions include a software license, version protection, enhancements,
support and various connected services. Under the current standard, we recognize revenue for our QuickBooks
Desktop software subscriptions ratably over the subscription term, which is generally one year. Under the new
standard, we will recognize revenue for the software license and version protection at the time they are delivered
and will recognize revenue for support

Intuit Q3 Fiscal 2018 Form 10-Q 11
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and connected services over the subscription term as the services are provided. We have determined that the
enhancements included in our QuickBooks Desktop software subscriptions are immaterial within the context of the
contract.

We expect the timing of the revenue for our QuickBooks Desktop solutions, which are included in our Small
Business & Self-Employed reporting segment, to shift to earlier quarters within each fiscal year as a result of these
changes.

With respect to our consumer and professional tax desktop solutions, under the current standard, we recognize all
revenue related to the desktop solutions as services are provided. Under the new standard, we will recognize
revenue for the desktop tax preparation software license and related tax form updates as they are delivered. We
will recognize revenue for our electronic filing and connected services as those services are provided. As sales and
delivery of desktop tax preparation software solutions are concentrated from November through April, we expect
the timing of the related desktop revenue for our Consumer and Strategic Partner reporting segments to shift to
earlier quarters within each fiscal year as a result of these changes.

Due to the upfront recognition of our QuickBooks Desktop solutions and the shift in timing related to the desktop
revenue for our Consumer and Strategic Partner segments, upon adoption, we will remove a portion of our
deferred revenue from our liabilities through a cumulative adjustment to retained earnings.

Under Topic 606 we do not expect our annual total and reporting segment revenue growth rates to be significantly
different as compared to growth rates under the current standard.

Under the new standard, we are required to recognize an asset for the incremental costs of obtaining a contract
with a customer if we expect the benefit of those costs to be longer than one year. We have determined that
certain sales commissions meet the requirements to be capitalized. The total capitalized costs to obtain a contact
will be included in prepaid expenses and other current assets and other assets on our consolidated balance sheets
upon adoption. We do not expect the deferral of incremental commission costs to be material.

We do not expect that any other recently issued accounting pronouncements will have a significant effect on our
financial statements.

2. Fair Value Measurements

Fair Value Hierarchy

The authoritative guidance defines fair value as the price that would be received from the sale of an asset or paid
to transfer a liability in an orderly transaction between market participants on the measurement date. When
determining fair value, we consider the principal or most advantageous market for an asset or liability and
assumptions that market participants would use when pricing the asset or liability. In addition, we consider and use
all valuation methods that are appropriate in estimating the fair value of an asset or liability.

The authoritative guidance establishes a fair value hierarchy that is based on the extent and level of judgment
used to estimate the fair value of assets and liabilities. In general, the authoritative guidance requires us to
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. An
asset or liability’s categorization within the fair value hierarchy is based upon the lowest level of input that is
significant to the measurement of its fair value. The three levels of input defined by the authoritative guidance are
as follows:

tevel 1 uses unadjusted quoted prices that are available in active markets for identical assets or liabilities.

Level 2 uses inputs other than quoted prices included in Level 1 that are either directly or indirectly observable
through correlation with market data. These include quoted prices in active markets for similar assets or liabilities;
guoted prices for identical or similar assets or liabilities in markets that are not active; and inputs to valuation
models or other pricing methodologies that do not require significant judgment because the inputs used in the
model, such as interest rates and volatility, can be corroborated by readily observable market data for
substantially the full term of the assets or liabilities.

Level 3 uses one or more unobservable inputs that are supported by little or no market activity and that are
significant to the determination of fair value. Level 3 assets and liabilities include those whose fair values are
determined using pricing models, discounted cash flow methodologies or similar valuation techniques and
significant management judgment or estimation.

Intuit Q3 Fiscal 2018 Form 10-Q 12
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Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table summarizes financial assets and financial liabilities that we measured at fair value on a
recurring basis at the dates indicated, classified in accordance with the fair value hierarchy described above.

April 30, 2018 July 31, 2017

(In millions) Level 1 5eVe! Level o Level Level Level rair

Value Value
Assets:
gssguiqt:walents, primarily money market funds and savings dep05|t$ 1288 $— 66— $1,288 $181 $— $— $181
Time deposits — 75 — 75 — — — —
Available-for-sale debt securities:
Municipal bonds —_ 46 — 46 — 63 — 63
Corporate notes —_ 394 — 394 — 382 — 382
U.S. agency securities —_ 7 — 7 — 3 — 3
Municipal auction rate securities — — 15 15 — — 15 15

Total available-for-sale securities — 447 15 462 — 448 15 463
Total assets measured at fair value on a recurring basis $1,288 $522 $15 $1,825 $181 $448 $15 $644

The following table summarizes our cash equivalents, time deposits, and available-for-sale debt securities by
balance sheet classification and level in the fair value hierarchy at the dates indicated.

April 30, 2018 July 31, 2017

(In millions) Level 1 5eVe! Level o Level Level Level rair

Value Value
Cash equivalents:
In cash and cash equivalents $1,288 $— $— $1,288 $181 $— $— $181
Time deposits:
In investments $— $75 $— $75 $— $— $— $—
Available-for-sale debt securities:
In investments $— $247 $— $247 $— $248 $— $248
In funds held for customers — 200 — 200 — 200 — 200
In long-term investments — — 15 15 — — 15 15
Total available-for-sale debt securities $— $447 $15 $462 $— $448 $15 $463

We value our Level 1 assets, consisting primarily of money market funds and savings deposit accounts, using
quoted prices in active markets for identical instruments. Financial assets whose fair values we measure on a
recurring basis using Level 2 inputs consist of municipal bonds, corporate notes, U.S. agency securities, and time
deposits. We measure the fair values of these assets with the help of a pricing service that either provides quoted
market prices in active markets for identical or similar securities or uses observable inputs for their pricing without
applying significant adjustments. Our fair value processes include controls that are designed to ensure that we
record appropriate fair values for our Level 2 investments. These controls include comparison to pricing provided
by a secondary pricing service or investment manager, validation of pricing sources and models, review of key
model inputs, analysis of period-over-period price fluctuations, and independent recalculation of prices where
appropriate.

Financial assets whose fair values we measure using significant unobservable (Level 3) inputs consist of municipal
auction rate securities that are no longer liquid. We estimate the fair values of the auction rate securities using a
discounted cash flow model. We continue to classify them as long-term investments based on the maturities of the
underlying securities at that date. We do not intend to sell our municipal auction rate securities. In addition, it is
more likely than not that we will not be required to sell them before recovery at par, which may be at maturity.

There were no transfers between Level 1, Level 2, and Level 3 of the fair value hierarchy during the nine months
ended April 30, 2018.
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3. Cash and Cash Equivalents, Investments, and Funds Held for

Customers

We consider highly liquid investments with maturities of three months or less at the date of purchase to be cash
equivalents. In all periods presented, cash equivalents primarily consist of money market funds and savings
deposit accounts, investments consist of available-for-sale investment-grade debt securities and time deposits, and
funds held for customers consist of cash and cash equivalents and investment grade available-for-sale debt
securities. Except for direct obligations of the United States government, securities issued by agencies of the
United States government, and money market funds, we diversify our investments in debt securities by limiting our
holdings with any individual issuer.

The following table summarizes our cash and cash equivalents, investments, and funds held for customers by
balance sheet classification at the dates indicated.

April 30, 2018 July 31, 2017

Amortizéadir Amortizéadir

(In millions) Cost  Value Cost Value

Classification on balance sheets:

Cash and cash equivalents $1,614 $1,614 $529 $529
Investments 325 322 247 248
Funds held for customers 419 419 372 372
Long-term investments 28 28 31 31

Total cash and cash equivalents, investments, and funds $2.386 $2,383 $1,179 $1,180
held for customers
The following table summarizes our cash and cash equivalents, investments, and funds held for customers by
investment category at the dates indicated.

April 30, 2018 July 31, 2017

Amortizéahir Amortizéahir

(In millions) Cost  Value Cost Value

Type of issue:

Total cash and cash equivalents $1,833 $1,833 $701 $701
Time deposits 75 75 — —
Available-for-sale debt securities:

Municipal bonds 46 46 63 63
Corporate notes 397 394 381 382
U.S. agency securities 7 7 3 3
Municipal auction rate securities 15 15 15 15
Total available-for-sale debt securities 465 462 462 463
Other long-term investments 13 13 16 16

'rl;otal cash and cash equivalents, investments, and funds $2.386 $2,383 $1,179 $1,180
eld for customers

We use the specific identification method to compute gains and losses on investments. We include realized gains
and losses on our available-for-sale debt securities in interest and other income on our statements of operations.
Gross realized gains and losses on our available-for-sale debt securities for the three and nine months ended

April 30, 2018 and April 30, 2017 were not significant.

We accumulate unrealized gains and losses on our available-for-sale debt securities, net of tax, in accumulated
other comprehensive income or loss in the stockholders’ equity section of our balance sheets. Gross unrealized
gains and losses on our available-for-sale debt securities at April 30, 2018 and July 31, 2017 were not significant.
We periodically review our investment portfolios to determine if any investment is other-than-temporarily impaired
due to changes in credit risk or other potential valuation concerns. We believe that the investments we held at
April 30, 2018 were not other-than-temporarily impaired. Unrealized losses on available-for-sale debt securities at
April 30, 2018 were not significant and were due to changes in interest rates, including market credit spreads, and
not due to increased credit risks associated with specific securities. We do not intend to sell these investments. In
addition, it is more likely than not that we will not be required to sell them before recovery at par, which may be at
maturity.
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The following table summarizes our available-for-sale debt securities classified by the stated maturity date of the
security at the dates indicated.

April 30, July 31,

2018 2017

Amortizaiat Amortizaat

(In millions) Cost Value Cost Value

Due within one year $243 $242 $209 $209
Due within two years 121 120 164 164
Due within three years 68 67 59 60
Due after three years 33 33 30 30

Total available-for-sale debt securities $465 $ 462 $462 $463

4. Business Combinations

During the three months ended January 31, 2018 we acquired all of the outstanding equity interests of
TSheets.com LLC, Exactor, Inc., and Applatix, Inc. for total combined cash and other consideration of approximately
$412 million. The $412 million included approximately $27 million for the fair value of equity awards and other
cash consideration that is being charged to expense over the future service period of up to three years. These
three businesses became part of our Small Business & Self-Employed segment and will provide additional features
to our QuickBooks offerings such as automated time tracking and scheduling and the calculation and filing of sales
and use taxes. We have included their results of operations in our consolidated results of operations from the dates
of acquisition. Their results of operations for all periods presented and periods prior to the dates of acquisition were
not material when compared with our consolidated results of operations.

Under the acquisition method of accounting we allocated the fair value of the total combined purchase

consideration of $385 million to the tangible and identifiable intangible assets acquired and liabilities assumed
based on their estimated fair values on the dates of acquisition. The fair values assigned to the identifiable
intangible assets acquired were based on estimates and assumptions determined by management. We recorded
the excess of consideration over the aggregate fair values as goodwill which is primarily attributable to expected
synergies from future growth. Using information available at the time the acquisitions closed, we allocated

approximately $5 million of the total combined purchase consideration to net tangible assets and approximately
$62 million to identified intangible assets which are being amortized over a weighted average life of four years.

The identified intangible assets include $38 million for purchased technology, $17 million for customer lists, and $7
million for covenants not to compete. We recorded the excess combined purchase consideration of approximately

$318 million as goodwill, none of which is deductible for income tax purposes.

5. Current Liabilities

Short-Term Debt

On February 1, 2016 we entered into a master credit agreement with certain institutional lenders for a five-year
credit facility in an aggregate principal amount of $1.5 billion. The master credit agreement includes a $500 million
unsecured term loan and a $1 billion unsecured revolving credit facility. At April 30, 2018, $450 million was
outstanding under the term loan, of which $50 million was classified as short-term debt. See Note 6, “Long-Term
Obligations and Commitments - Long-Term Debtf6r more information regarding the term loan.

Unsecured Revolving Credit Facility

The master credit agreement we entered into on February 1, 2016 includes a $1 billion unsecured revolving credit
facility that will expire on February 1, 2021. Under the master credit agreement we may, subject to certain
customary conditions, on one or more occasions increase commitments under the revolving credit facility in an
amount not to exceed $250 million in the aggregate and may extend the maturity date up to two times. Advances
under the revolving credit facility accrue interest at rates that are equal to, at our election, either Bank of
America's alternate base rate plus a margin that ranges from 0.0% to 0.5% or the London Interbank Offered Rate
(LIBOR) plus a margin that ranges from 0.9% to 1.5%. Actual margins under either election will be based on our

senior debt credit ratings. The master credit agreement includes customary affirmative and negative covenants,
including financial covenants that require us to maintain a ratio of total debt to annual earnings before interest,

taxes, depreciation and amortization (EBITDA) of not greater than 3.25 to 1.00 as of any date and a ratio of annual
EBITDA to annual interest expense of not less than 3.00 to 1.00 as of the last day of each fiscal quarter. We
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months ended April 30, 2018 we borrowed $800 million under this revolving credit facility and at April 30, 2018 no
amounts were outstanding. We
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paid $5 million for interest on the revolving credit facility during the nine months ended April 30, 2018 and $1
million during the nine months ended April 30, 2017.

Other Current Liabilities

Other current liabilities were as follows at the dates indicated:

April 30, July 31,

(In millions) 2018 2017

Executive deferred compensation plan liabilities $ 93 $ 83
Reserve for promotional discounts and rebates 24 19
Reserve for product returns 36 7
Current portion of license fee payable 10 10
Current portion of deferred rent 5 6
Current portion of dividend payable 7 9
Other 52 39
Total other current liabilities $ 227 $ 173

The balances of several of our other current liabilities, particularly our reserves for product returns and promotional
discounts and rebates, are affected by the seasonality of our business. See Note 1, “Description of Business and
Summary of Significant Accounting Policies — Seasonality,” for more information.

6. Long-Term Obligations and Commitments

Long-Term Debt

On February 1, 2016 we entered into a master credit agreement with certain institutional lenders for a five-year
credit facility in an aggregate principal amount of $1.5 billion, which includes a $500 million unsecured term loan.
Under the master credit agreement we may, subject to certain customary conditions, on one or more occasions

increase commitments under the term loan in an amount not to exceed $500 million in the aggregate. The term
loan accrues interest at rates that are equal to, at our election, either Bank of America's alternate base rate plus a

margin that ranges from 0.125% to 0.875% or LIBOR plus a margin that ranges from 1.125% to 1.875%. Actual
margins under either election will be based on our senior debt credit ratings. The master credit agreement includes
customary affirmative and negative covenants. See Note 5, “Current Liabilities — Unsecured Revolving Credit Facility,”

for more information. The term loan is subject to quarterly principal payments, which began in July 2017, of 2.5%
of the original loan amount, with the balance payable on February 1, 2021. At April 30, 2018, $450 million was
outstanding under the term loan, of which $50 million was classified as short-term debt. Interest on the term loan
is payable monthly. We paid $9 million for interest on the term loan during the nine months ended April 30, 2018
and $7 million during the nine months ended April 30, 2017.

Other Long-Term Obligations

Other long-term obligations were as follows at the dates indicated:

April 30, July 31,

(In millions) 2018 2017

Total deferred rent $ 47 $ 49
Long-term income tax liabilities 75 53
Total license fee payable 19 18
Total dividend payable 12 13
Long-term deferred income tax liabilities 7 7
Other 11 16
Total long-term obligations 171 156
Less current portion (included in other current liabilities) (24 ) (26 )
Long-term obligations due after one year $ 147 $130
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Operating Lease Commitments and Unconditional Purchase Obligations

We describe our operating lease commitments and purchase obligations in Note 8 to the financial statements in
Item 8 of our Annual Report on Form 10-K for the fiscal year ended July 31, 2017. On September 13, 2017 we
signed an agreement that includes a minimum purchase commitment of $450 million through August 31, 2022.
There were no other significant changes in our operating lease commitments or purchase obligations during the
nine months ended April 30, 2018.

7. Income Taxes

Effective Tax Rate

We compute our provision for or benefit from income taxes by applying the estimated annual effective tax rate to
income or loss from recurring operations and adding the effects of any discrete income tax items specific to the
period.

Tax Cuts and Jobs Act

The Tax Cuts and Jobs Act (Tax Act) was enacted on December 22, 2017 and reduces the U.S. statutory federal
corporate tax rate from 35% to 21%. The effective date of the tax rate change was January 1, 2018. With our fiscal
year ending July 31, the change will result in a blended lower U.S. statutory federal rate of 26.9% for fiscal year
2018. As a result, we adjusted our annual effective tax rate for the three and nine months ended April 30, 2018, as
well as adjusted our U.S. net deferred tax asset balance at the lower rates.

As of April 30, 2018, we have not completed our accounting for the tax effects of enactment of the Tax Act;
however, we have made a reasonable estimate of the effects on our existing deferred tax balances. We recorded a
provisional charge of $39 million in the second quarter of fiscal 2018 related to the re-measurement of certain
deferred tax balances. During the three months ended April 30, 2018, we recorded an additional provisional charge
of $5 million related to the re-measurement of deferred tax balances, resulting in a total tax expense of $44 million
for the nine months ended April 30, 2018.

Additionally, we have made provisional estimates of the impact of the Tax Act’s changes to our fiscal 2018 annual
effective tax rate for items such as meals and entertainment and executive deferred compensation deductions. We
do not expect to have any material tax impact from the foreign tax provisions of the Tax Act.

On December 22, 2017 the SEC issued Staff Accounting Bulletin No. 118 (SAB 118), which provides guidance for
companies that are not able to complete their accounting for the income tax effects of the Act in the period of
enactment. The guidance allows us to record provisional amounts to the extent a reasonable estimate can be
made and provides us with up to one year from enactment date to finalize accounting for the impacts of the Tax
Act. Since the Tax Act was passed in Intuit’s second quarter, the deferred tax re-measurements and other items are
considered provisional due to the forthcoming guidance and ongoing analysis of the final year-end data and tax
positions. The analysis is expected to be completed within the 12-month measurement period in accordance with
SAB 118.

Current guarter and vear to date income tax and effective tax rates

For the three and nine months ended April 30, 2018, we recognized excess tax benefits on share-based
compensation of $8 million and $41 million in our provision for income taxes. For the three and nine months ended
April 30, 2017, we recognized excess tax benefits on share-based compensation of $12 million and $38 million in
our provision for income taxes.

Our effective tax rate for the three and nine months ended April 30, 2018 was approximately 26% and did not
differ significantly from the federal statutory rate of 26.9%.

Our effective tax rates for the three and nine months ended April 30, 2017 were approximately 33% and 31%.
Excluding discrete tax items primarily related to share-based compensation tax benefits, our effective tax rate for
both periods was 34% and did not differ significantly from the federal statutory rate of 35%. The tax benefit we
received from the domestic production activities deduction and the federal research and experimentation credit
were partially offset by the tax expense related to state income taxes, nondeductible share-based compensation,
and the effects of losses in certain jurisdictions where we do not recognize a tax benefit in both periods.
Unrecognized Tax Benefits and Other Considerations

The total amount of our unrecognized tax benefits at July 31, 2017 was $61 million. Net of related deferred tax
assets, unrecognized tax benefits were $38 million at that date. If we were to recognize these net benefits, our
income tax expense would reflect a favorable net impact of $38 million. There were no material changes to these
amounts during the nine months ended April 30, 2018. The impacts of the Tax Act are not material for the
unrecognized tax benefits. We do not believe that it is reasonably possible that there will be a significant increase
or decrease in our unrecognized tax benefits over the next 12 months.
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8. Stockholders’ Equity

Stock Repurchase Programs and Treasury Shares
Intuit’s Board of Directors has authorized a series of common stock repurchase programs. Shares of common stock

repurchased under these programs become treasury shares. We repurchased 1.9 million shares for $272 million

under these programs during the nine months ended April 30, 2018. At April 30, 2018, we had authorization from
our Board of Directors to expend up to an additional $1.2 billion for stock repurchases. Future stock repurchases
under the current programs are at the discretion of management, and authorization of future stock repurchase
programs is subject to the final determination of our Board of Directors.
Our treasury shares are repurchased at the market price on the trade date; accordingly, all amounts paid to
reacquire these shares have been recorded as treasury stock on our balance sheets. Repurchased shares of our
common stock are held as treasury shares until they are reissued or retired. When we reissue treasury stock, if the
proceeds from the sale are more than the average price we paid to acquire the shares we record an increase in
additional paid-in capital. Conversely, if the proceeds from the sale are less than the average price we paid to
acquire the shares, we record a decrease in additional paid-in capital to the extent of increases previously
recorded for similar transactions and a decrease in retained earnings for any remaining amount.
In the past we have satisfied option exercises and restricted stock unit vesting under our employee equity
incentive plans by reissuing treasury shares, and we may do so again in the future. During the second quarter of
fiscal 2014 we began issuing new shares of common stock to satisfy option exercises and RSU vesting under our
2005 Equity Incentive Plan. We have not yet determined the ultimate disposition of the shares that we have
repurchased in the past, and consequently we continue to hold them as treasury shares.
Dividends on Common Stock
During the nine months ended April 30, 2018 we declared quarterly cash dividends that totaled $1.17 per share of
outstanding common stock or $304 million. In May 2018 our Board of Directors declared a quarterly cash dividend
of $0.39 per share of outstanding common stock payable on July 18, 2018 to stockholders of record at the close of
business on July 10, 2018. Future declarations of dividends and the establishment of future record dates and
payment dates are subject to the final determination of our Board of Directors.
Share-Based Compensation Expense
The following table summarizes the total share-based compensation expense that we recorded in operating income
for the periods shown.

Three Months Nine Months

Ended Ended
April Bpril 30, April 3April 30,

(In millions) 20182017 2018 2017
Cost of revenue $14 ¢ 2 $30 $ 6
Selling and marketing 25 19 75 66
Research and development 30 24 99 89
General and administrative 23 26 79 80

Total share-based compensation expense $92 $ 71 $283 $ 241

We capitalized $2 million in share-based compensation related to internal use software projects during the nine
months ended April 30, 2018 and $6 million during the nine months ended April 30, 2017.

Intuit Q3 Fiscal 2018 Form 10-Q 18

34



Edgar Filing: INTUIT INC - Form 10-Q
Table of Contents
Share-Based Awards Available for Grant

A summary of share-based awards available for grant under our 2005 Equity Incentive Plan for the nine months
ended April 30, 2018 was as follows:

Shares
(Shares in thousands) Available

for Grant
Balance at July 31, 2017 25,164
Options granted —
Restricted stock units granted (1) (1,580 )
Share-based awards canceled/forfeited/expired (1)(2) 2,966
Balance at April 30, 2018 26,550

RSUs granted from the pool of shares available for grant under our 2005 Equity Incentive Plan reduce the pool by 2.3 shares

(1) for each share granted. RSUs forfeited and returned to the pool of shares available for grant increase the pool by 2.3 shares for
each share forfeited.
Stock options and RSUs canceled, expired or forfeited under our 2005 Equity Incentive Plan are returned to the pool of shares
( )available for grant. Shares withheld for income taxes upon vesting of RSUs that were granted on or after July 21, 2016 are also
returned to the pool of shares available for grant. Stock options and RSUs canceled, expired or forfeited under older expired
plans are not returned to the pool of shares available for grant.

Stock Option Activity and Related Share-Based Compensation Expense

A summary of stock option activity for the nine months ended April 30, 2018 was as follows:

Options
Outstanding
Weighted
Number Average
(Shares in thousands) of Exercise
Shares Price
Per Share
Balance at July 31, 2017 7,488 $104.50
Granted — —
Exercised (1,717) 86.16
Canceled or expired (320 ) 120.28

Balance at April 30, 2018 5,451 $109.35
Exercisable at April 30, 2018 2,825 $93.12

At April 30, 2018, there was approximately $50 million of unrecognized compensation cost related to non-vested
stock options with a weighted average vesting period of 1.8 years. We will adjust unrecognized compensation cost
for actual forfeitures as they occur.

Restricted Stock Unit Activity and Related Share-Based Compensation Expense

A summary of restricted stock unit (RSU) activity for the nine months ended April 30, 2018 was as follows:
Restricted Stock

Units
Weighted
Number é\rlsrr]etige
(Shares in thousands) of D
ate
Shares A
Fair
Value
Nonvested at July 31, 2017 8,636 $98.76
Granted 687 158.18
Unregistered restricted stock granted in connection with acquisitions 75 163.00
Vested (1,074) 79.40
Forfeited (1,033) 86.95
Nonvested at April 30, 2018 7,291 $109.55
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At April 30, 2018, there was approximately $509 million of unrecognized compensation cost related to non-vested

RSUs with a weighted average vesting period of 2.0 years. We will adjust unrecognized compensation cost for
actual forfeitures as they occur.
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9. Litigation

In fiscal 2015 Intuit was contacted by certain state and federal regulatory authorities in connection with inquiries
regarding an increase during the 2015 tax season in attempts by criminals using stolen identity information to file
fraudulent tax returns and claim refunds. Intuit provided information in response to those inquiries. A consolidated
putative class action lawsuit was filed by individuals who claim to have suffered damages in connection with the
2015 events. We believe that the allegations in that lawsuit are without merit, and we intend to vigorously defend
against them.

Intuit is subject to certain routine legal proceedings, including class action lawsuits like the suit described above,
as well as demands, claims, government inquiries and threatened litigation, that arise in the normal course of our
business, including assertions that we may be infringing patents or other intellectual property rights of others. We
currently believe that, in addition to any amounts accrued, the amount of potential losses, if any, for any pending
claims of any type (either alone or combined) will not have a material impact on our consolidated financial
statements. The ultimate outcome of any litigation is uncertain and, regardless of outcome, litigation can have an
adverse impact on Intuit because of defense costs, negative publicity, diversion of management resources and
other factors. Our failure to obtain necessary license or other rights, or litigation arising out of intellectual property
claims could adversely affect our business.

10. Segment Information

In August 2017, we aligned our segment reporting for fiscal 2018 with our core customers and business

partners. The Consumer Ecosystem offering moved from the Small Business segment into the Consumer Tax
segment. The company also renamed the Small Business, Consumer Tax, and ProConnect segments as the Small
Business & Self-Employed, Consumer, and Strategic Partner segments. The Strategic Partner segment will continue
to manage our professional tax offerings while now focusing on partners instrumental to the success of Intuit’s
ecosystem.

We have defined our three reportable segments, described below, based on factors such as how we manage our
operations and how our chief operating decision maker views results. We define the chief operating decision maker
as our Chief Executive Officer and our Chief Financial Officer. Our chief operating decision maker organizes and
manages our business primarily on the basis of product and service offerings.

Small Business & Self-Employed: This segment targets small businesses, the self-employed, and the
accounting professionals who serve and advise them around the globe. Our offerings include QuickBooks financial
and business management online services and desktop software, payroll solutions, and payment processing
solutions.

Consumer: This segment targets consumers and includes TurboTax income tax preparation products and
services sold in the U.S. and Canada.

Strategic Partner: This segment targets professional accountants in the U.S. and Canada, who are essential
to both small business success and tax preparation and filing. Our professional tax offerings include Lacerte,
ProSeries, ProFile, and ProConnect Tax Online.

All of our segments operate primarily in the United States and sell primarily to customers in the United States.

International total net revenue was less than 5% of consolidated total net revenue for all periods presented.

We include expenses such as corporate selling and marketing, product development, general and administrative
expenses and share-based compensation expenses, which are not allocated to specific segments, in unallocated
corporate items. Unallocated corporate items also include amortization of acquired technology, amortization of
other acquired intangible assets, and goodwill and intangible asset impairment charges.

The accounting policies of our reportable segments are the same as those described in the summary of significant
accounting policies in Note 1 to the financial statements in Item 8 of our Annual Report on Form 10-K for the fiscal
year ended July 31, 2017 and in Note 1, "Description of Business and Summary of Significant Accounting Policies -
Significant Accounting Policies" in this Quarterly Report on Form 10-Q. Except for goodwill and purchased
intangible assets, we do not generally track assets by reportable segment and, consequently, we do not disclose
total assets by reportable segment.
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The following table shows our financial results by reportable segment for the periods indicated. Segment results for
fiscal 2017 have been reclassified to conform to the fiscal 2018 segment presentation, as described earlier in this
footnote.

Three Months Nine Months

Ended Ended

April 30, April 30, April 30, April 30,

(In millions) 2018 2017 2018 2017

Net revenue:

Small Business & Self-Employed $759 $655 $2,189 $1,866
Consumer 2,035 1,770 2,447 2,142
Strategic Partner 131 116 340 327
Total net revenue $2,925 $2,541 $4,976 $4,335

Operating income:

Small Business & Self-Employed $292 $276 $874 $756
Consumer 1,636 1,429 1,650 1,446
Strategic Partner 89 73 210 193
Total segment operating income 2,017 1,778 2,734 2,395
Unallocated corporate items:

Share-based compensation expense (92 ) (71 ) (283 ) (241 )
Other common expenses (303 ) (259 ) (859 ) (738 )
Amortization of acquired technology (5 ) (3 ) (10 ) (9 )
Amortization of other acquired intangible assets (2 ) (1 ) (4 ) (2 )
Total unallocated corporate items (402 ) (334 ) (1,156 ) (990 )
Total operating income $1,615 $1,444 $1,578 $1,405
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ITEM 2 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is intended to
provide readers of our consolidated financial statements with the perspectives of management. This should allow
the readers of this report to obtain a comprehensive understanding of our businesses, strategies, current trends,
and future prospects. Our MD&A includes the following sections:

eExecutive Overview: High level discussion of our operating results and some of the trends that affect our
business.

eCritical Accounting Policies and Estimates: Significant changes since our most recent Annual Report on
Form 10-K that we believe are important to understanding the assumptions and judgments underlying our financial
statements.

°*Results of Operations: A more detailed discussion of our revenue and expenses.

eLiquidity and Capital Resources: Discussion of key aspects of our statements of cash flows, changes in our
balance sheets, and our financial commitments.

You should note that this MD&A contains forward-looking statements that involve risks and uncertainties. Please
see the section entitled “Forward-Looking Statements” immediately preceding Part 1 for important information to
consider when evaluating such statements.

You should read this MD&A in conjunction with the financial statements and related notes in Part I, ltem 1 of this

Quarterly Report and our Annual Report on Form 10-K for the fiscal year ended July 31, 2017.

This overview provides a high-level discussion of our operating results and some of the trends that affect our
business. We believe that an understanding of these trends is important in order to understand our financial results
as well as our future prospects. This summary is not intended to be exhaustive, nor is it a substitute for the
detailed discussion and analysis provided elsewhere in this Quarterly Report on Form 10-Q.

Intuit helps consumers, small businesses, and the self-employed prosper by delivering financial management and
compliance products and services. We also provide specialized tax products to accounting professionals, who are
key partners that help us reach small business customers. We organize our businesses into three reportable
segments - Small Business & Self-Employed, Consumer, and Strategic Partner.

Small Business & Self-Employed: This segment targets small businesses, the self-employed, and the
accounting professionals who serve and advise them around the globe. Our offerings include QuickBooks financial
and business management online services and desktop software, payroll solutions, and payment processing
solutions.

Consumer: This segment targets consumers and includes TurboTax income tax preparation products and
services sold in the U.S. and Canada.

Strategic Partner: This segment targets professional accountants in the U.S. and Canada, who are essential
to both small business success and tax preparation and filing. Our professional tax offerings include Lacerte,
ProSeries, ProFile, and ProConnect Tax Online.
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As emerging technology and market trends change the way people live and work, we change too. For more than
three decades, we have continuously re-invented ourselves from a desktop business to the web and mobile. Our
assessment of external trends - the emergence and influence of the digital generation, the evolution of social
networks as a means to accomplish important financial tasks and growth in the self-employed workforce - reveals
significant opportunities to drive future growth. The result is a global market that is shifting from traditional
services that are manual in nature to more automated, interconnected services that work on platforms and
increasingly rely on artificial intelligence and machine learning.

Our strategy is built on the strength of our One Intuit Ecosystem, a connected, one-stop destination for customers
to make their financial lives easier. Our evolving strategy focuses on three elements:

*Personalized experiences: With deep expertise and customer-provided data, we can create increasingly
valuable personalized experiences that delight and serve our customers. For example, our TurboTax solutions use
machine learning to create a customized interview, asking questions uniquely tailored to each individual situation.
By delivering an amazing end-to-end experience, we offer customers the value they expect from our offerings as
quickly and easily as possible.

*Trusted open platform: With a secure, open platform, we allow real-time access to - and use of - high-quality
data to internal and external developers, speeding our ability to embrace new technology, such as artificial
intelligence and machine learning. One example of this is our QuickBooks open platform, where small businesses
and accountants can install apps created by third-party developers to enhance the functionality and
personalization of the QuickBooks experience.

sIndispensable connections: Within our One Intuit Ecosystem we strive to build connections between customers,
partners, and products on our platform. We also focus on building relationships with strategic partners critical to
providing key customer benefits. These include accountants, developers, financial institutions, schools,
governments, and other platform companies.

Industry Trends

The industry in which we operate is dynamic and highly competitive, and we expect it to remain so in the future.
The markets for software and related services, especially highly-available connected services, are characterized by
rapid technological change, shifting customer needs, and frequent new product introductions and enhancements.
Competitive interest and expertise in many of the markets we serve have grown markedly over the past few years
and we expect this trend to continue. There are also large, cloud-based service companies who innovate quickly
and serve small businesses and consumers. While today our competition with such companies may be limited, as
we and those companies grow, our competition with them may increase. In recent years the widespread
availability of the Internet, the emergence of mobile devices, and the explosion of social media have accelerated
the pace of change and revolutionized the way that people throughout the world manage important financial tasks.
The result is a global market that is shifting from traditional services that are paper-based, human-produced, and
brick-and-mortar bound, to one where people understand, demand, and embrace the benefits of connected
services. This trend toward connected services is the primary driver of the strategies in all of our businesses.
Seasonality

Our Consumer offerings have significant seasonal patterns. As a result, during each of the last three fiscal years
the total consolidated revenue for our third quarter ended April 30 has represented nearly half of our annual total
consolidated revenue for those years. We expect the seasonality of our Consumer business to continue to have a
significant impact on our quarterly financial results in the future.

Our growth strategy depends upon our ability to initiate and embrace disruptive technology trends, to enter new
markets, and to drive broad adoption of the products and services we develop and market. Our future growth also
increasingly depends on the strength of our third-party business relationships and our ability to continue to
develop, maintain and strengthen new and existing relationships. To remain competitive and continue to grow, we
are investing significant resources in our product development, marketing, and sales capabilities, and we expect to
continue to do so in the future.

As we continue transitioning to offer more connected services, the ongoing operation and availability of our
information technology and communication systems and those of our external service providers is becoming
increasingly important. Because we help customers manage their financial lives, we face risks associated with the
hosting, collection, use, and retention of personal customer information and data. We are investing significant
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information technology infrastructure and in our privacy and security capabilities, and we expect to continue to do
so in the future.

Beginning in early calendar year 2015, state taxing authorities, the IRS, and the tax preparation industry
experienced an increase in attempts by criminals using stolen identity information to file fraudulent tax returns and
claim refunds at the federal level and expanding into the state level. We implemented additional security measures
in our products and began working with state governments to share information regarding suspicious filings while
continuing to share such information with the federal government. We continue to invest in security and to work
with the broader industry and government to protect our customers against this type of fraud.

For a complete discussion of the most significant risks and uncertainties affecting our business, please see

“Forward-Looking Statementdfnmediately preceding Part 1 and “Risk Factorsf Item 1A of Part Il of this Quarterly
Report.

The most important financial indicators that we use to assess our business are revenue growth for the company as
a whole, for each reportable segment, and for product lines within each reportable segment; operating income
growth and operating income margins for the company as a whole and for each reportable segment; earnings per
share; and cash flow from operations. We also track certain non-financial drivers of revenue growth and, when
material, identify them in the applicable discussions of segment results below. These non-financial drivers include,
for example, customer growth and retention for all of our businesses and transaction volume for our payment
processing business. Total credit and debit card transaction volume correlates strongly with the macroeconomic
environment and is one of the key drivers of revenue growth in our payment processing business. Customers for
our connected services offerings have generally grown faster than those for our traditional desktop software
offerings, reflecting our strategic focus on connected services over the past few years. Connected services (total
service and other revenue) generated $3.8 billion or 73% of our total revenue in fiscal 2017. We expect connected
services revenue as a percentage of our total revenue to continue to grow in the future.

Key highlights for the first nine months of fiscal 2018 include the following:

Small Business & Self-Employed
revenue of

$5.0B $2.4 B $2.2 B

up 15% from same period of up 14% from same period of up 17% from same period of
fiscal 2017 fiscal 2017 fiscal 2017

Revenue of Consumer revenue of

Operating income of Net income of Diluted net income per share of

$1.6 B $1.2 B $4.47

u