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... a commercial real estate broker in San Francisco
assembles a portfolio of leasing options for his
client’s new Chicago regional headquarters.
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Our customers represent a broad range of companies
and people.

They include commercial real estate brokers. Owners.
Investors. Lenders. Advisors. Appraisers. They work for
, national companies and small, local offices. Some are
' V\/tro d l/(. Ot L 0 V\/ entrepreneurs. Others are the world’s largest institu-

tional players. Some are respected industry leaders.
Others are aspiring entrants.
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All gain valuable insight through the comprehensive
market information we provide.

Today, CoStar is the information provider of choice for
tens of thousands of performance-minded commercial
real estate professionals throughout the United States
and United Kingdom. Everything we do has a single
purpose: to provide our customers with the information
edge they need to identify, assess and act on
opportunity.

CoStar customers know they can depend upon our
subscription and on-demand services — such as CoStar
Property®, CoStar COMPS®, CoStar Tenant® and

FOCUS - to provide uncomman real estate insight

and perspective.

Our customers tell us that our services have become an
industry utility, that they “couldn’t do their jobs without
CoStar.” We've certainly seen the pace of customer
reliance on our services accelerate in the last year, and
we expect to see that trend continue as we expand
geographically, introduce new market segments and
provide enhanced services that generate more
customer value.

our customers’ business depends @s us —.
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..investors.in Dallas discuss the pros and cons of
selling their Los Angeles multifamily portfolio and
“buying warehouses in the Southeast. .
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Financial Highlights

In thousands, except per share data 2002 2003 2004
Revenues............................ . $ 79,363 $ 95,105 $ 112,085
Netincome (10SS).................c..ciiiiiiinl, $  (4,784) $ 100 $ 24,985
L
Net income (loss) per share-diluted ................ $ (0.30) $ 0.01 $ 1.33 JZ>
=
Weighted average outstanding shares-diluted. . .. 15,759 16,674 18,827 =
-
Cash, cash equivalents, cash held for %
acquisition and short-term investments........... $ 43,530 $ 97,449 $ 117,069 '3_:
o
Totalassets ..., $ 118,907 $ 183,900 $ 232,601 E:_'
wn
Stockholders’ equity................................ $ 104,017 $ 168,369 $ 210,944
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Comparison of Quarterly EBITDA
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EBITDA is our earnings before interest, taxes, depreciation and amortization.
See page 12A for reconciliation of Quarterly EBITDA with Quarterly Net Income (Loss)
* Fourth Quarter 2004 Net Income includes a one-time income tax credit of approximately 516.7 million.




To Owyr
Shareholders

Since the day we first began to sell our services to commercial real estate
brokers almost two decades ago, our customers have played an impor-
tant role in guiding our research and product development efforts. It was
those early conversations with brokers and owners that pointed us to all
the inefficiencies in the way the business of commercial real estate was,
at that time, conducted.

Today, we still ask those same questions. How can we help our cus-
tomers do their jobs more efficiently? What additional types of property
information do they need? How can we better combine our information
and software technology to give our customers insights that lead to bet-
ter decisions for their clients? Which enhancements will bring them more
value?

At the same time, our business has evolved, from helping brokers market
and find space, to providing the most comprehensive, detailed property
information to the whole host of commercial real estate industry partici-
pants— brokers, property owners, investors, lenders, financial institu-
tions, appraisers and countless others that make their living around the
business of commercial real estate.

We're successful, and CoStar is considered an industry utility, because
we listen to our customers and respond to their needs. CoStar is a prod-
uct of their imagination as much as it is of ours. And, we never imagined
the possibilities that stand before us today.

Financial Accomplishments

I am pleased to report that 2004 was an outstanding year for CoStar
Group, Inc. Our revenues moved solidly beyond the $100 miltion mark,
and our earnings grew dramatically year over year, even as we invested
heavily in expanding our platform.

Recapping our performance for 2004, CoStar achieved revenues of $112.1
million, a 17.9% increase over 2003 revenues of $95.1 million. We have
now reported revenue increases for 26 consecutive quarters since our
tPO. For the year, Earnings Before Interest, Taxes, Depreciation and
Amortization (EBITDA) increased 50% to $19.8 million, compared to
2003’s $13.2 million. Net income for 2004 increased to $25.0 million or
$1.33 per share versus 2003 net income of $100,000 or $0.01 per share.
Our net income in 2004 included a one-time income tax credit of approxi-
mately $16.7 million.




Our cash balances grew by $19.7 million after the acquisitions of
PeerMark, Scottish Property Network and RealComp. We closed the
year with $117.1 million in cash, cash equivalents and short-term
investments, with no material debt.

Our strong balance sheet, together with the prominence our servic-
es enjoy in the marketplace, position us to take advantage of an
improving commercial real estate market, one that appears to be on
the threshold of a full-fledged growth phase. All indicators, from
record sales and customer retention levels to a strong competitive
position and favorable reception from new geographic markets,
point to the pre-eminence of the CoStar brand.

A Stronger Sales Organization

The growing strength of our sales force was a key contributing fac-
tor to our strong performance in 2004. Most successful enterprises
are fueled by the energy, creativity and discipline of their sales per-
sonnel. Historically, we faced challenges in retaining quality sales
professionals who were often working alone and scattered far and
wide across the United States. Sales turnover left productive sales
territories void, increased recruiting and training costs, compro-
mised customer relationships, and reduced the average experience
tevel of the sales force.

Improving sales force retention was one of our top priorities in
2004. We implemented a number of new initiatives during the year
that energized our sales personnel and dramatically reduced
turnover. The success of these initiatives is evident in higher net
sales and higher renewal rates.

Now that our sales force has matured, we're moving toward special-
ization to more deeply penetrate key industry segments. Our servic-
es appeal to a broad universe of potential customers, and a finan-
cial institution that invests in Commercial Mortgage-Backed
Securities responds to a different set of value propositions than a
traditional brokerage firm. We believe specialized sales teams will
have more success in developing lucrative relationships with the
high-value customers we've identified.

While our field sales force is critical for maintaining relationships
with top clients, the centralized Inside Sales model we established
in 2004 has been a tremendous success. Our lower-end competitors
have proven there are tens of thousands of smaller real estate

CoStar Group | 2004 Annual Report

organizations in our markets that can be sold through a telesales
model. The Inside Sales team gives us tremendous flexibility and
reach to more deeply penetrate these smaller-firm prospects.
Although the group is relatively new, the proof of concept has been
amply demonstrated: a force that requires only 6% of our sales per-
sonnel investment now generates approximately 13% percent of our
net new monthly revenue.

Customer Satisfaction

There is no greater goal for us than achieving the highest levels of
customer satisfaction, year in and year out. When our customers are
happy, they renew their agreements, purchase more services and
refer others our way. Based on their feedback, and the increasing
frequency with which they use our services, we believe customer
satisfaction is at an all-time high.

Perhaps the most telling metric of customer acceptance is the
steady rise in renewal rates we experienced over the past year. The
renewal rate for CoStar’s subscription services, which account for
approximately 95% of our revenue, increased four percentage
points from 88% for the year ended 2003 to 92% for the year ended
2004. Given the fact that we will always have some percentage of
firms going out of business, merging or leaving commercial real
estate, we believe these renewal rates are truly remarkable.

To further underscore this measure of customer acceptance, CoStar
signed long-term renewal agreements that extend and expand our
relationships with four of the industry’s premier commercial real
estate services firms: Cushman & Wakefield, Jones Long LaSalle,
Advantis/GVA and Studley, Inc. These four contracts have an aggre-
gate value in excess of $22 million over their terms and represent
some of our largest contract commitments to date.

While exceptional software and unparalleled information keep our
customers coming back for more, our customer service ethic is
emerging as a clear competitive advantage. Our entire organization
is focused on this effort. OQur account executives in the field con-
ducted over 13,000 training sessions with customers in 2004, ensur-
ing the successful implementation of the services they sell.
Customer service representatives in our call center responded to
over 96,000 calls during 2004 with an average wait time of just 11
seconds.
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On July 1, 2004, CoStar Group was added to the NASDAQ
Financial-100 Index in recognition of our strong financial
achievement.

Expanding Our Platform

Last year, | shared with you our plans to expand into new geographic
markets, here and abroad. We're pleased to report those plans are
well under way.

In the United States, we hired, trained and deployed field research
teams to photograph and build comprehensive databases in 21 new
geographic markets. As of March 11, 2005, we have collected informa-
tion on and photographed over 142,000 buildings totating over 3.1 bil-
lion square feet. By the time they're finished, we expect this effort to
yield 276,000 buildings totaling approximately 6 billion square feet.

I've been spending a lot of time visiting with prospective customers in
a number of the expansion markets, and the reception we are getting
is very encouraging. The real estate firms in these cities view CoStar
as an economic catalyst that will make their local opportunities more
visible to alt of the important national and international lenders and
investors, and will help them bring more value to their relationships
with clients as they grow outside their market.

Two of our designated expansion markets, Nashville and Memphis,
TN, opened in May 2004 via our acquisition of PeerMark. In February
2005, we began providing service in Richmond, VA, our first organic
market expansion in five years and our most successful market open-
ing ever. Thanks to strong pre-selling activity and a very favorable
response from prospective customers, Richmond opened with
enough monthly revenue from pre-sales to cover our current monthly
operating expenses to maintain and support the Richmond database.
We expect this trend to continue as we open additional markets on a
rolling basis throughout 200s5.

Retail: A New Avenue for Growth

It is interesting to note that more than half of the properties we’re
finding in the expansion markets are retail properties, a segment we
have not focused on heavily in the past. We believe the retail real
estate market in the United States is larger in economic value than
the office and industrial markets combined.




The dynamics of the retail market are very different from office and
industrial real estate and present a tremendous growth opportunity
for CoStar Group. This sector represents a whole new range of
potential customers for our services—shopping center owners,
multi-unit retailers and brokerage firms specializing in retail proper-
ties—while delivering more value to national brokers, lenders,
investors and financial institutions.

In January 2005, we took a big and confident step into the retail real
estate sector with our acquisition of National Research Bureau
(NRBY), the premier provider of property information to the shopping
center industry. This acquisition brings hundreds of prestigious new
customers such as Best Buy, Blockbuster, CVS, JC Penney, Payless
ShoeSource, Target and Federated Department Stores, and provides
us with an outstanding platform for significant expansion in the
retail real estate sector. We plan to dedicate resources to add
approximately 200,000 retail properties to our database by the end
of 200s.

We believe that together, the retail and geographic expansion initia-
tives are likely to more than double the number of extensively
researched and photographed properties in our U.S. database over
the next two years. We're very excited about this because historical-
ly we have seen a close correlation between database growth and
future revenue growth.

Growing Internationally

We also are pleased with the progress we are making with our
FOCUS subsidiary in the United Kingdom. In 2004, we introduced
field research in the U.K., and carried out a major upgrade of our
FOCUS service in London and Manchester. In June 2004, we expand-
ed our coverage into Scotland with the purchase of Scottish
Property Network, Scotland’s leading provider of subscription-
based space availability and transaction reporting. We believe the
value we provide to our national clients in the UK, and our interna-
tional clients here, also will be enhanced by this acquisition.

New Services

Another promising business area is online advertising within
CoStar’s subscription services. Google and Overture have ably
demonstrated the power of search engines as an efficient, profitable
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advertising platform. [n talking to our custamers, we’ve discovered
that there is a demand for this kind of advertising model, particular-
ly among property owners seeking effective ways to market their
available space. We made a modest investment in product develop-
ment staff with the aim of leveraging the advertising potential of our
subscription-base services. The 2004 launch of our new online
advertising program has proven to be remarkably productive. Over
time, we believe we may be able to grow this business into a multi-
million-dollar revenue stream.

In addition, our software development resources were focused in
2004 on writing a major upgrade of the back-office software
systems that manage our research process. Research is our single
greatest cost center. We believe we can achieve significant
efficiency gains and improve our data quality through software
improvements.

The Road Ahead

Our current customers are not the only people we’ve been talking
to. We believe the best way to grow our customer base is to under-
stand the mindset of the prospective CoStar subscriber. In late
2004, we conducted a series of focus groups aimed at learning the
reasons behind why this audience hadn’t yet chosen CoStar. What
services are they using? What are their perceptions and, in many
cases, misperceptions about CoStar? We regularly conduct this type
of research and it has proven invaluable in guiding our strategies to
penetrate our target audiences.

In summary, CoStar Group is very well positioned strategically, oper-
ationally and financially to pursue the aggressive expansion of our
platform that we believe will position us for even stronger future
growth. We believe 2005 will be a year of exceptional promise, and |
look forward to updating you on our progress.

Andrew C, Florance
President and Chief Executive Officer
CoStar Group, Inc.
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Major
Signings
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We value our longstanding relationships with many of the industry’s
leading commercial real estate firms, and take great pride in the fact
that these firms continue to extend and expand their relationships with
us. During 2004, CoStar signed new contracts and renewal agreements
with some of our largest customers while introducing our services to
over 1,000 new customers. Notable 2004 signings include:

Commercial Real Estate Services

o Advantis/GVA

o Burnham Real Estate Services
o Cushman & Wakefield

O Jones Lang LaSalle

O Marcus & Millichap

o ONCOR International

o Roulac Global Places

o Studley, Inc.

Property Owners

Brookfield Properties

CRT Properties

HRO International, Ltd.
Liberty Property Trust
Reckson Associates
Tishman Speyer Properties

oo oo oo

Lenders/Financial Services

BayView Financial
Citigroup

Comerica Bank
Hibernia Bank
Holliday Fenoglio Fowler
HSBC Bank

iStar Financial
National City Bank
Secured Capital Corp.
Staubach Capital
Wachovia Corp.
Washington Mutual

OO0 oD oocooooaoaoao

Institutional Investors

AlG Global Investment Group
Allied Capital

Bentall Capitat

Buchanan Street Partners

Bear, Stearns & Co.

MetLife Real Estate Investments
RBS Greenwich Capital

Sorin Capital Management

O o oo oo oo

Government Agencies

o Board of Governors of the Federal Reserve
o General Services Administration
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CoStar Property Professional™

CoStar Property Professional provides subscribers with a compre-
hensive inventory of office, industrial and retail properties through-
out the United States. Our premium service includes detailed prop-
erty information, for-lease and for-sale listings, historical data, build-
ing photographs, maps and floor plans. Commercial real estate pro-
fessionals use CoStar Property to identify available space for lease,
evaluate leasing and sale opportunities, value assets and position
properties in the marketplace. Our clients also use CoStar Property
to analyze market conditions by calculating current vacancy rates,
absorption rates or average rental rates, and forecasting future
trends based on user-selected variables. CoStar Property provides
subscribers with powerful map- and aerial-based search capabilities
as well as a user-controlled, password-protected electronic “file cabi-
net” where brokers may share space surveys and transaction-related
documents online in real time with team members. When used
together with CoStar Connect, CoStar Property enables subscribers
to share space surveys and transaction-related documents with their
clients, accessed through their corporate web site. CoStar Property,
along with all of CoStar’s other core information services, is delivered
solely via the internet.

CoStar Property Express™

CoStar Property Express provides access via an annual subscription
or on-demand with a credit card to a “light” or scaled-down version
of CoStar Property. Commercial real estate professionals use CoStar
Property Express to look up and search for-lease and for-sale listings
in CoStar’s comprehensive national database. CoStar Property
Express provides base-building information, photos, floor plans,
maps and a limited number of reports.

CoStar COMPS Professional®

CoStar COMPS Professional provides comprehensive national
coverage of comparable sales information in the U.S. commer-
cial real estate industry. It is the industry’s most comprehen-
sive database of comparable sales transactions and is
designed for professionals who need to research property
comparables, identify market trends, expedite the appraisal
process and support property valuations.

CoStar COMPS Express®

CoStar COMPS Express provides users with immediate, sub-
scription-free access with a credit card to the CoStar COMPS
Professional system on a report-by-report basis. Subscribers
also use this on-demand service to research comparable sales
information outside of their subscription markets.




CoStar Tenant®

CoStar Tenant is a detailed, online, business-to-business prospecting
and analytical tool providing commercial real estate professionals
with the most comprehensive real estate-related U.S. tenant informa-
tion available. CoStar Tenant profiles tenants occupying space in com-
mercial buildings across the United States and provides updates on
lease expirations—one of the service’s key features—as well as occu-
pancy levels, growth rates and numerous other facts. Delivering this
information via the Internet allows users to target prospective clients
quickly through a searchable database that identifies only those ten-
ants meeting certain criteria. Subscribers can also obtain credit
reports through CoStar Tenant directly from D&B®,

FOCUS

Our UK. subsidiary, Property Intelligence Limited, offers several servic-
es under the trade name FOCUS. The primary service, New FOCUS, is a
digital online service offering information on the U.K. commercial real
estate market. This service seamlessly links data on individual proper-
ties and companies including comparable sales, available space,
requirements, tenants, lease deals, planning information, socioeco-
nomics and demographics, credit ratings, photos and maps across the
United Kingdom. In addition, Property Intelligence’s subsidiary,
Scottish Property Network Limited, offers users on-line access to a
comprehensive database of information for properties located in
Scotland, including available space, comparable sales, and lease
deals.

CoStar Connect®

CoStar Connect allows commercial real estate firms to license CoStar's
technology and information to market their U.S. property listings on
their corporate web sites. Customers enhance the quality and depth of
their listing information through access to CoStar’s database of content
and digital images. The service automatically updates and manages
customers’ online property information, providing comprehensive list-
ings coverage and significantly reducing the expense of building their
web sites’ content and functionality.

CoStar Advertising™

In 2004, CoStar released a new service that offers property owners a
highly targeted and cost-effective way to market a space or a property
directly to the individuals looking for that type of space or property
through search-based advertising within some of our subscription
services. Our advertising model is based on varying levels of expo-
sure, enabling the advertiser to target as narrowly or broadly as its
budget permits. With the CoStar Advertising program, when the
advertiser’s listings appear in a results set, they receive priority posi-
tioning and are enhanced to stand out, The advertiser can also pur-
chase exposure in additional submarkets, or the entire market area so
that his ad will appear even when his listing would not be returned in
aresults set.

NRB Shopping Center Directory

As a result of our January 2005 acquisition of National Research Bureau,
we now offer access to a comprehensive database of U.S. shopping
center information. The Shopping Center Directory, now in its 45th year,
includes shopping center names, locations, tenants, gross leaseable
area, space availability and contact information for owners, tenants,
leasing agents and managers. The Shopping Center Directory is avail-
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able in print as well as CD-ROM format, the latter of which offers addi-
tional data, indices and search capabilities.

CoStar Exchange®

CoStar Exchange is a database of commercial real estate properties that
have been listed for sale. The Company believes CoStar Exchange is the
only industry database that combines for-sale listings with correlating
data on space availability, tenants, comparable sales and digital images,
enabling professionals to post and search for properties quickly and
efficiently. CoStar Exchange represents an efficient means for sellers to
reach a large audience and for buyers to identify target properties.

CoStar Professional Directory™

CoStar Professional Directory, a service available exclusively to CoStar
Property Professional subscribers, provides detailed contact informa-
tion for over 300,000 commercial real estate professionals, including
specific information about an individual’s current and prior activities
such as completed transactions, current landtord representation assign-
ments, sublet listings, major tenants and owners represented and local
and national affiliations. Commercial real estate brokers can input their
biographical information and credentials and upload their photo to cre-
ate personal profiles. Subscribers use CoStar Professional Directory to
network with their peers and identify and evaluate potential business
partners, and maintain accurate mailing lists of other industry profes-
sionals for their direct mail marketing efforts.
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CoStar Market Report™

The CoStar Market Report provides in-depth current and historical ana-
lytical information covering 46 of the major metropolitan office and
industrial markets in the United States. Published quarterly, each mar-
ket report includes details such as absorption rates, vacancy rates,
rental rates, average sales prices, capitalization rates, existing inventory
and current construction activity. This data is presented using standard
definitions and calculations developed by CoStar, and offers real estate
professionals critical and unbiased information necessary to make intel-
ligent commercial real estate decisions. CoStar Market Reports are
available to CoStar Property Professional subscribers at no additional
charge, and are available for purchase by nonsubscribers.

Metropotlis™

The Metropolis service is a single interface that combines commercial
real estate data from multiple information providers into a comprehen-
sive resource. The Metropolis service allows a user to input a property
address and then view detailed information on that property from
multiple information providers, including CoStar services. This technolo-
gy offers commercial real estate professionals a simple and convenient
solution for integrating a wealth of third-party information and
proprietary data, and is currently available for the Southern California
markets.

CoStar News™

Our web site, our CoStar services and our e-mail news dispatches have
become an accepted source of reliable industry news. In 2004, we
published approximately 8,000 news stories. Our news services keep
clients informed of late-breaking commercial real estate news such as
major leasing transactions, acquisitions, new construction activity, key
industry personnel moves and industry events. During 2005, the
Company plans to supplement its news distribution with print publish-
ing activities and conferences in select markets.
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marketplace Various. orgamzatrons \1nclud1ng hundreds ‘of brokerage firms, . drrectory publlshers and Tlocal
; research companies; collect data on speclﬁc markets and developtsoftware to analyze the” 1nformatron they haver o
1ndependently gathered. This’ hrghly fragmented methodology™has resulted in, duphcat1on of ; -effort” in the .

- contammg varymg degrees of accuracy and comprehens1veness resultmg ing formrdable 1nformat10n gap S

The creatlon of a standardrzed mformatlon platform for commerc1al real estate” requrres an mfrastructure e

\ -

mcludmga standardized database accurate and comprehenswe research capabrlmes easy t0- use technology and’
' intensive _participant 1nteractron By ‘combining’ its ~extensive ‘database,” approx1mate1y ~700 fresearchers,,\
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CoStarsComprehensnveDatabase~ R S
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R CoStar>has spent ‘Trore than 17 years burldlng and acqulrrng a database of commerc1al real estate 1nformat10n
o whrch mcludes 1nformat10n on leasmg, sales comparable sales‘\ tenants demand statlstlcs and d1g1tal 1mages S

N N - £
' S, - ~ R i . ' - - o~ 5 ’,,\ ’
' N

o As of February l 2005 our database of real estate mformatron covered 55 U S markets as welI as London o
England and other parts of the Umted ngdom,/ and- contamed : ’

[IVN

TR . Over 462,000 extenswely researched and photographed propert1es m our’ U S,,
A :‘-” "Over 1.6 million total propertles A A K
; " Over 4.1 billion square feet- ofspace avallable DY i‘ oY " Core -
- f-, Over 60, 000 propertres for sale; .- - T A Lo T
S Over3.3 mrlhon teénants' occupymg commercral real estate space L oy r‘ C L
A " More than 1. 2*m11110n sales transactions, valued in the aggregate ‘at gver $1 tr1llron and” "L s

B “ <7 =

K Z”“T : photographs plat maps and ﬂoorplans/ S SR RN ST

transactrons “related 10 commercral real”’ estate Each- transactton has . multlple partrcrpants and multlple : ~»_'

: LS Repotters b o e T
2 e Real estate invéstment trust’ managers -, e Tenant vendors e e Ty L
T ; Investment bankers _ T P :

J\’ *The. commercral real estate and related busmess, commumty generally has operated 1n\ an 1nefﬁc1ent R
marketplace because of the . fragmented approach to gathermg and - exchangmg 1nformat10n w1th1n the™-

collectron and analysis of . 1nformat1on excessive -internal- costs and ‘the creatron of_ non-standardrzed data ¢ )

TE R ’3 _ Over 22 mrlhon hrgh resolutton drgrtal 1mage5/ 1nclud1ng bu1ld1ng photographs aer_lal

N .
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+ Item 1. Business o .T R

(In tl’]IS report the words we,”,“our ” “us ” “CoStar ‘or the “Company refer to CoStar Group, Inc and its
d1rect and indirect subsidiaries. This report also refers to our web s1tes but 1nformat10n contained on those sités
is notpart ofth1s report) ’f( O . ST o . .

- ~ .
~ !

CoStar Group, Inc a Delaware corporatlon is the lead1ng prov1der of 1nformat1on services to. the commercral
real” estate industry in the Umted States and United Kingdom' based on the fact’ that we’ “offer’ the most

comprehens1ve commercial real estate database avallable have the’ largest research department in the. 1ndustry,‘\' '

-« provide'more mformat1on services than any of our competrtors and believe we -generate more revenues than any

'

,

»

- of our- competltors "CoStar’s 1ntegrated suite of* services “offers customers online access to the mostf
comprehensrve database of commercial real estate information, which has been researched and verified by our
+ team’ of researchers, currently covermg 55 US. markets as well as London ~and other parts of the United
ngdom T T ) . /! ; .

\
T '

* Since- 1ts foundmg in 1987, CoStar S strategy has. been to provrde commercial- real estate profe551ona]s with
critical knowledge to complete transactions, by offermg the most comprehenswe timely and standardized
1nformat1on on commercral real estate. As a-résult of our January 2003 aeqursmon of Property- Intelhgence plc
"and June 2004 acqu1s1t1on of. Scottlsh Property Network, we have ‘extended our. offering, of comprehensrve
commerc1al \real estate information. to 1nclude London Scotland and other UK. markéts. We deliver our content
to customers via an mtegrated suite of online servrce ‘offerings that includes information about space available for
_lease, comparable sales information, tenant 1nformat10n “information about properties for sdle, ‘property
-information, for- clients” web. 51tes 1nformat10n about ‘industry. profess10nals and their business relationships,
ana]yt1e 1nformat10n data integration; property marketing *and industry news. .We have’ created and are

" contmumg to improve a standatdized -information platformiwhere the commercial real estate industry and related
busmesses can-continuously. interact: arid easrly facilitate: transactrons due to the efficient exchange of; accurate .
information supphed by CoStar. " S AN

'
'

)

CoStar 1ntends to. continue to grow 1ts standardrzed platform of commercral real estate 1nformat10n In 2004,
CoStar began research for a 21- market Uus. expansmn effort: and released services, covermg twd new. U.S.
" markets. -During thé next year, we plan;to release services covering the, remaining 19 new U.S. markets, In .
- addition, in January 2005 CoStar acquired National Research Bureau,a ledding provider of ‘information to the

', - shopping center industry, and 51multaneously announced that it was launchmg a ma]or expansmn effort mto real ,

estate mformatron for retail propertres . :

’

v ~ - s P

We have a number of assets that provrde a umque foundatlon for’ our multmatronal platform, mcludmg the/(,
most comprehensrve proprletary database  in the’ mdustry, the largest research ‘department in the. industry;
advanced software and proprietary- technology, including a large in-house product development team; a broad

* ‘suite of web- based mformatlon sérvices; and a.large base 'of clients. Our database has been developed and

enhanced for tore than 17, years by a research department that makes thousands of daily updates to' ur database. .
“In addition to our mternal efforts to grow the database we have obtamed and assrmrlated over 50 propnetary
databases ‘ t R . e ) o . a BN

|
< . 1 s ’ -

[ . v .
Our subscrrptlon based mformat1on servrces cons1st1ng prrmarrly of CoStar Property Professmnal CoStar’
~ Tenant, CoStar COMPS Professional and FOCUS services, currently’ generate -approximately 95% of ¢ our-total -
* fevenues. Our contracts for our subscnptron -based information services’ typically have al mxmmum term of one )
. year and renew automatlcally Upon renewal, many “of the- subscrrptron contract rates may increase in accordance
" with ‘contract provisions -or as ‘a result-of contract renegotiations. To' encourage clients to, use our services -
regularly, we generally charge a fixed monthly amount for our subscrrpnon baséd services rather than fees based.
on actual system usage. Contract rates are based on the number of sites, number of users, orgariization size, the
client’s busmess focus and the” number of services, to whrch a chent subscribes. Our subscription clients generally .

, pay contract feeson a monthly bas1s but in some cases may pay usona quarterly or annual basrs

- ~ - - , B



' \‘ RO . A S ‘ ST R L Lot
Vo Industry Overvrew ’ 2 So e s 5 A Lo
W S ’The market for, commerc1al real estate mformatlon is ~vastr based on the varrety, ,—volume and value of
N )“\ s transactlons “rélated {6 commerc1al feal estate Edch- transact1on has . multlple part1c1pants and multlple ‘ J"
oL ER mformat1on requlrements “and ‘in order to, fac1lltate transact1on5' 'mdustry partlclpants must have extensive,” }
R g “accurate and current information. Members of the commerc1al real estdte and related-business commumty requiré _ ’
TR dally access’ ‘to ‘current.- data such .asspace. avallablhty, rental Tates, Vacancy rates, tenant movements sales IR
\ IR ‘. ‘coinparables,: supply, new constructron abgorption rates- “and other 1mportant market developments to. carry out
o ' '/ * their-businesses’ effectrvely There s arstrong need for an efﬁment marketplace; where- commerc1al real estate” ;-
e \_\professmnals can exchange mformatron, ‘evaluate opportunmes us1ng standardrzed data-and- 1nteract w1theeach
R otheronacontrnuousba51s T A B R IR S I -
t_— o . ‘-*\\ ‘/: - o , “k ©Y B ~—,’/—’/ ‘_:r , A _7_\\‘\ B i ,J—\/ :\\ L0 _/\\* h,l’A . ‘\,/\ - ,,
., v - R A large number of partles 1nvolved in'the’ commerc1al real estate and related busmess community ake use of |
R X the serv1ces we provrde in order to obtam 1nformat10n they need toconduct therr,busmesses mcludmg A
R Tat '\: * ‘Sales. and leasmg brokers,,lq PN ; e Government\agencws staffmembers a0
o LU 7oA el Propertyiowners ., v Lo al ot » Mortgage- backed securrty issuers:~ e
o T PropertYmanagers\/ oo oo 0 e Appraisersl - W G e
N ’7'-‘ Des1gn and construction professmnals '~ Pension fund managers R ;
L e coan T - e Real estate developers © %! - —fl'r‘f,’_ﬁ:' Repoiters > B
o e La e Real estate investment trust’ managers T~ . = Tenant vendors T w T T LT L
T B N "o} InveStment bankers | R I -7 s+ Buildingservices vendors”T - L -
‘, L R e Commerc1al bankers Coov e T e e Communications, provrders L N
LT o T ey '\"f. \Mortgage bankeTs . L AP ‘- » Insurance companies managers e
- RN +- “Mortgage brokers *i . o~y ¢ D T e Inst1tut10nal advisors -7 7" '\ pee =T
e T e Retarlers .- — '.,_:L':‘ STy Investorsandassetmanagers N B
SRR : \' > The. commercral real estate and related busmess, commumty generally has operated 1n\ an '1nefﬁc1ent

Co arketplace because of the'. fragmented approach to gathermg ‘and - exchanging mformatron ~w1th1n the

‘ S marketplace Various. organrzatrons \1nclud1ng hundreds of - brokerage ﬁrrns,\drrectory pub]lshers and local * -
. ' “research companies, collect, data oh specrﬁc markets and. develop software to analyze the ‘information they have.”>
o —-.j'f mdependently gathered Th1s hlghly fragmented methodology has resulted in duphcatron of’ -effort” in the .

oL collectron and analysrs of. mformat10n excessive mternal costiand the creatron of . non- standardlzed data RRES -

LA - contammg varymg degrees of accuracy and comprehensrveness resultmg ind form1dable mformatlon gap o,
> T o \/‘ v AN ) o . LN r‘— . - - \ . ’
S . . The creat1on of a standardlzed 1nformat10n platform for: commerc1a1 real estate requrres an 1nfrastructure e
. - 1nclud1ng a standard1zed database accurate and comprehenswe rEsearch capabrhtles easy to\use technology and, -
oo ,’ intensive _ part1crpant 1nteract10n By ‘combining its * \extenswe database"—apprommately ~700 rresearchers,,
R technologrcal expertlse and broad customer base; CoStar belleves that it has created such a platform P Y
o "Co’Star"s"Comprehen’sive’Databas’eﬂw S RVt ,j"" S
2 5 S CoStar>has spent more than 17 years burldlng dnd : acqurrmg a database of commercral real estate 1nformat10n
- L 7 wh1ch mcludes 1nformat10n on leasxng, sales comparable sales tenants demand stat1st1cs and d1g1tal 1mages o
’\ \;; (/_\ i o o L‘ X ,‘,\ s N },_, s } . . N /: \/ H ' - ‘\ ,”\‘,
’ T - As of February 1/ 2005 dur database of real estate 1nf0rmat1on covered 55 U S. markets as well as London, -
SRR S England and other parts. of the United ngdom,,and contamed : // Tl -l e R
‘j R LT More than 332b1llron square fect ofUS commercral real estate o T
S - N » Over 462,000 extensrvely researchéd andphotographed propert1es m\ourU S database T " s
U Ty N Over L6omillion total propertres T U AL
_ e - o Overd. 1 billioh square feet'of space avarlable e L “ el S T
cT C e _‘-. Over 60,000 properties.for sale; -, ST R A T T AT SR
R S “Over3.3 milliof tenants’ occupymg commercral real estate space T AT ', " s -
. S RS S ( * More thian 1. 2*m11110n sales transactions. valued in the aggregate ‘dt over $1 trlll1on and A
. VT - s Over 222 m11110n “high- resolutron drgrtal 1mages, ,1nclud1ng bu1ld1ng photographs aemal SRS
S Doy I . photographs plat maps and floor’ plans T Lo
A /'T w:l( o L\r E h " e k \\/i" B ’4\‘:;\,_ e SN s Jﬁ‘ X "‘ - ‘: - -
v‘\‘\/ - :1’\'\;\ - ' ~/ Pe T o ) "«\m\\ - * L oo e =0 teoos
o Ty ’ Y : \’— L, . ) ‘V:E L g . - .o - ’LV < ’L\ - ’,_ . 2 /\’ ~ s - ’ \:‘\
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. /,” CoStar Research

- DaZa Provzders We hcense a small portron of our data: from publrc record provrders and third- party data }
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Sl We have developed a sophrstlcated data collectlon organrzauon utlhzmg a mu]t1 faceted research process. In
2004 ‘our researchers .drove over-one ‘million miles, ¢onducted hundreds” of ‘thousands of on-site’ burldlng ;o
1nspect1ons exammed tens of mlllrons of publ1c records and 1nterv1ewed mrllrons of tenants owrers and brokers.

~ N -
}- f\‘, . S v ' M [ N '
; -

2
C Research Department As of February NS 2005 We employed approxrmately 700 commer01al real estate
- research professionals. Our: research profess1onals undergo anextensive training program to.maintdin consistent -

T research riiethods and processes Our researchers collect and analyze commerc1al real estate information through

JR . m1llrons of phone-calls, e- ma1ls Internet updates and faxes-each’ year in addition. to field 1nspect10ns public

““records review, news mon1t0r1ng ‘and dlrect mail. Each researcher is respon51ble for maintaining the accuracy and.

[

o . routlnely take the- 1n1t1at1ve and proactwely report avarlable space and transact10ns to-our researchers o

CoStar has an extens1ve ﬁeld research effort that permrts physical 1nspectton of propertres in order to research
new markeéts; ﬁnd additional inventory, photograph properties -and verify, existing, information. Some - of thése .
. ~researchers use CoStar-custom- des1gned trucks equrpped with computers proprtetary Gl obal Positioning System

\ “fracking software,, high. resolutlon drgrtal cameras; handheld laser 1nstruments to help precisely measure

~ \

) P

e butldmgs geo- code themr and position' them on digital maps, and pheumatic masts that extend up to an elevatron

of twenty- ﬂve “feet so ds to allow for unobstructed building photographs from “brrd’s -eye views”. Each CoStar
.7+ tuck uses..wireless technology to track ‘and transmit field data. A typical ° site mspectton con51sts “of *
'~ 'photographing the bu1ld1ng, measurmg the burldrng, capturlng “For. Lease ' sign 1nformat10n counting parklng
e spaces, assessmg property condition and constructlon and gathermg tenant .information. Certain researchers |
. canvass- properttes 1nterv1ew1ng tenants. suite by’ suite. ‘Other researchers: conduct ‘fieldwork “in™‘county
. .’ courthousés -and public records’ ofﬁces In addition, many of our field researchers are photographers who take >
photographs of commercial real estate properttes to add 'to_ ‘the collectron of CoStar’s digital 1mages in our .
. database. - As of. February l,s2005 CoStar had’ 73 trucks used by field researchers in markets -throughout the-,
© United States, 1nclud1ng 32 trucks i in markets that are part of our currerit expansion where since May 2004 our -

~

- L. - - v v - -

. . ' | ' . S - .. ~

bu1ld1ngarea U TN . co fod

N ' N \ v - . L=
~ - L ' e ' ~ R

_sourges. Ltcensmg agreéments” with these entities provrde for our use of, a variety of commerc1al real estate,
- 1nformat1on ~mclud1ng property ownershrp, tenant “information, .maps and aerial photographs all .of whtch
enhance” ‘various CoStar~ services. These' license agreements generally. grant us a nofi- -exclusive license to use the
“data’andi 1mages in"the creat1on and supplementatron of our information servrces and include what we believe afe
standard terms, such as a contract term"fanging from: two to five years, automatlc renewal of the contract and

fixed penodlc l1cense fees or a combmatlon of ﬁxed per10d1c license. fees plus addmonal fees based, upon our -

usdge. oL R o >

P

\

!

- . Locatlon o ;, U ‘, N /t- Mortgage and- deed 1nformat1on R . .
ST - *Site and zoning mformatron S N7, 7% For-sale 1nfonnatron O
. L Building characteristics Soo 7 -7+ Income and expense | hrstorres S
PR S Space avarlab1l1ty S < o e Tenant names S .
- AL 3 “Tax assessmentS' 7 < PRI R e Lease explratlons ‘ | ) — '
I e Ownershtp o Lol TS e Contact information . - -~ " . .
o e /Sales and lease comparables “* -, " . Historical trends’ ., . - - e
Lo | Space requiréments © - - 0y LT oo Demographrc 1nformat10n R
o R Number ofretail stores <~ -7 &, -+ Retail sales/per square foot™ . .

S
o rel1ab111ty of the:databdse. A ‘part of their® update process, Tesearchers develop cooperative relationships with-  ~ .
B —1ndustry profess10nals that allow them to gather useﬁJl 1nformat1on ‘Because of the importance. commercial réal - ‘
estate professronals place on our data and our- promment posrtron in the industry, many- of these professronals R

* field researchers have photographed over 118 000 bulldmgs and researched over 2.5 billion square feet of § gross - ° g



o serv1ce enhancements mcludmg expanded featuresand new graphlc de51gns L R

PR - modify internal ‘applications- and. systems to implément. efficiéncies and controls that produce quahty

" billing. The ,system also enables us to mme data 0 as to assess prlclng policies, - serv1ce feature usage and‘

I «»Serv1ces B T ’f\w:,j D PP

T s database of burldmg specrﬂc 1nformat10n 'and offer customers specrahzed tools for accessmg, analyzing ard

"~ i« . sservices that make use of -our comprehenswe database to meet the needs of our. exrstmg customers -as well as.

-, States, including for-lease’ and for-sale listings, “histotical data building photographs maps_.and floor plans

Management and Qualzty Control Systems Our research processes 1nclude automated ‘and ,non- automated
controls ‘to ‘ensure’ the integrity of the data collect1on process.- A large number* of automated data quality tests _
' check for potent1a1 errors, 1nclud1ng occupancy date conflicts, available square footage _ greater than bu1ld1ng

3

Ce area, typical floor space greater, than- land area and exprred leases. We also monitor changes to critical; fields of -

L 1nformat1on to ensure all: mformatlon is kept in comphance with our, standard deﬁmtrons andmethodology Our

P ; non automated quahty control procedures 1nclude ; AR C - SRR

. - - [
4 . v s P .
i > I i v - -
- T N \ - - )
T S e N ~

Ce e 0; callmg our mformat1on sources on recently-updated propertres to Te- verrfy 1nformat1on .
T e performmg periodic, research audits-and field checKs to determme if we_ correctly canvassed all bu1ld1ngs -

. .+ ., - ° providing training and retraining to ouf research professmnals to ensure accurate data: comprlatron and-

- ° comp1lmg measurable performance metrrcs for research teams and managers for- feedback on data quahty

~ ~ - ~ N A ~
. = e - . ~ A N »

\Fmally, one of the most 1mportant and effectrve quahty control measures we rely on is feedback provrded by

oL the commercral real estate profess1onals usmg our, data every day N T
l’roprletary ’l‘echnology ‘. ‘_» Cg oy ,T'.. N I S AN -

. - . o o \> A T N Ig ’

', :’, As of February I, 2005 CoStar had a. staff of 93 product development and 1nformat10n technology/

profess1onals whe focus on developing, and creat1ng new and.enhanced services, de51gn1ng systems tor ensure
", continuous improvement in data ~quality, improving the. speed of -data delivery, -and bu1ldmg 1nfrastructure
" capable of supporting CoStar’s comprehens1ve database’ and image dibrary. This group also regularlyamplements

v
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- Qur- mformat1on technology team is responsrble for developrng the 1nfrastructure to appropnately support ,
‘CoStar’s business and our latge : and’ complex database On’an ongomg basis, these’ professmnals develop and

.-, . improvements to the database, including i mcreases to.the speed of data- collectlon quality control rev1ew and data -
’ delivery. The team contmues to. develop ahd ‘modify our enterprxse w1de customer relatronsh1p ‘management’
/ software appl1cat10n that- mtegrates CoStar sales, research customer support and accountmg information with.the
: “management of customer -contact histories, chent subscr1pt1ons and usage;. account authentrcatron and client -
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S We' mamtam Wrndows and Umx servers to support the database and an 1nternal encrypted virtual pr1vate

network to allow remote researchers real -time access to'the database We store, full data back up tapes 0ff-s1te
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Our sulte of mformatron servrces is. branded and marketed to our customers Our services are derlved from at

L usmg our; information. Qver time; we. expect to enhance our exrstrng information serv1ces and develop addmonal

\
‘

potent1al,new categor1es ofcustomers N ‘ , ST T Sl
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Our various 1nformatlon serv1ces are descr1bed in detail in the followmg paragraphs ' j{ IR AN

. . . i . . P
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i CoStar Property ProfesszonaFM CoStar Property Professronal is the Company s ﬂagshrp service. It prov1des
subscrrbers a COmprehensrve mventory of office, industria] and retail properties.in markets throughout the United .,

- Commercial real estate professronals use CoStar _Property to’ 1dent1fy ava1lable space for lease, evaluate leasmg
i ;’ " ~and sale opportinities, valué® agsets and position- propertres in the” marketplace Our chents also use CoStar
Property to analyze market conditions. by calculatmg current vacancy rates, absorption Tates or average rental
s 5_ _ rates “and forecasting- future trends based on. user- selected variables: CoStar Property provrdes subscnbers with .
oL powerful map-based search capablhtres as well as ‘a user-controlled password protected extranet (or electromc\
< “file cabmet ") where brokers may share space surveys and transactron related documents onhne in real timé-with -




' plans maps and a hmrted number ofreports S

team members. When used together with CoStar Connect CoStar Property enables subscrrbers to share space l
‘surveys and transaction- related documents with their cllents ‘accessed through their corporate web site. CoStar ’
Property along wrth all of CoStar ] other core 1nformatlon servrces ‘are-delivered, solely via the Jnternet

CoStar Property ExpressTM ‘ CoStar Property Express provrdes access, on -detnand with'a credit card or via
an, annual subscrlpnon to.a, “light™ or -scaled-down’ version of CoStar Property Commercral real estate
professronals use CoStar Property Express to 160k up‘and search for-lease and for- sale listings in CoStar’s
comprehensrve national database. CoStar Property- Express provrdes ‘base- bulldrng 1nformat10n photos ﬂoor

. ~ ~ S
\ ; . P ’ Lot
v

L CoStar COMPS Professzonal® CoStar COMPS Professronal prov1des comprehenswe natronal coverage of .

~ comparable sales information' in'the U.S. commerc1al real estate industry. It is the industry’s most comprehensive
database of cornparable sales. transactrons -and i3 de51gned for professronals who ‘need to research* property
comparables 1dent1fy market trends expedrte the apprarsal process‘ and support property valuat1ons o -

N ~
E N
\

CoStar COWS Express CoStar COMPS Express provrdes users with 1mmed1ate subscrrptron -free access
\_wrth a credit. tard to- the CoStar COMPS Professional ‘system on a report- by report basis. Subscrlbers also use
, this on demand servrce to research comparable sales mformatlon out51de of their subscnptron markets. + .. -

1 N - '

/ e CoSZar Tenanz CoStar Tenant is a- detarled onhne busmess to- busmess prospectmg and analytlcal tool )

- ‘providing’ ¢ommercial-real estate professionals with the most comprehensrve real estaté-related U.S. tenant ST
. information available. CoStar Tenant profiles. tenants occupymg space in commercial bulldmgs across the Umted~ SN
t States and provides updates on lease expirations - one of the service’ s “key features -- as well as occupancy * ‘
"~ . levels, growth rates.and. numérous other, facts. Delivering this’ mfonnatron via the Internet allows users to target
; prospectwe clients qurckly through a searchable database that identifies only those tenants meeting certam' t
© -criteria. CoStar Tenant subscrlbers can also obtarn credrt reports through CoStar Tenant dlrectly from D&B®. o

v
T N ot

FOCUS Our UK. subsidiary, Property Intelhgence\ errted offers several services under, the trade name
, FOCUS. The prlmary service, New FOCUS, ‘is a digital online service offering information on the\UK . .
- commerc1a1 real -estate market This service seamlessly l1nks data on individual propertles and companies . N

mcludmg comparable sales, avallable space, requrrements tenants lease deals, plannmg information, socio- . ’

leconomlcs and demographlcs credit ratlngs,,photos and maps across the United ngdom In addition, Property )

* Intelligenice’s subsrdrary, Scottish Property- Network Limited, offers ‘users on-liné access to a comprehensive™” -+ -
+* database of 1nformatlon for propertres located 1n Scotland mcludrng avarlable space comparable sales, and lease

deals-»f, ~ , N . - T N ‘
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CoSlar Connect CoStar Connect allows commerc1al real estate ﬁrms to hcense CoStar s technology and .- v
1nformat10n to -market their U.S: property llstrngs on their corporate web'sites! Customers enhance’the quality ‘
o and' depth of their listing information through access to-CoStar’s database. of content.and digital.images. The |

" ‘service automatrcally -updates and’ manages customers’ online property information, providing comprehensrve'
V hstmgs coverage and s1gn1ﬁcantly reducmg the expense of bulldmg their web sites’. content and functronalrty
CoStar AdvertzszngTM In 2004, CoStar released a new service that offers property owners a hrghly targeted Lo
) and cost-effective- way to market a space for lease, or space for sale dlrectly to. the individuals looking for that T
© type of space through- mteractlve advertxsmg "Our advertrsmg model is based on varying levels of exposure Coh s
enablmg the advertrser to target-as narrowly or broadly as its® ‘budget ‘permits. With the CoStar. Advertlsmg '
*,.. - 'program, . when the advertiser’s l1strngs appear in a results set, they receive priority positioning and are enhanced .
to stand out. The advertisér can also purchase exposure in addmonal submarkets, or the entlre market area so that * "
his ad wrll appear even when hrs llstrng would not be retumed in-a results set. ) g . N

- \ '
'
N - f, - '

- NRB Shoppmg Center Dzrectory ‘As’a result of our January 2005 acqulsmon of Natronal Research Bureau
“we now offer access-to a comprehensive database of U S. shopprng center 1nformatron The Shopping Center .
> .. Directory 1ncludes shoppmg center-names, locations, tenants, gross ‘leaseable area, space availability ‘and contact . :
S information for owners, tenants, 'leasing agents -and managers. The Shépping Center Directory is avarlable m . l
‘ prrnt as well as CD ROM format the latter of which offers -additional data, 1nd1ces and search capabrlrtles
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Lo Tl . \ . L [

. N - . . . -

wo .- N - . .. , ’
N . . R . B O . R ) <

f .- . N .




' ‘\ AN oo A“\/ - ! ,\ - \’ : N ‘. “r’ - 'V ::\/ :‘” ) ' “ ) ’/‘\( T ) "/ iy
RN o K S J o A ’/‘ - R L 2 S -,
N ;- Lo T ‘:\L—.," .l' ! \_’ T s -0 R " o . \\f-. \‘\ B v ) \ \7‘ ) s »': . . T P 1: . /\‘ '
LTl T L \CoStar Exchange CoStar Exchange is a database of commerc1al real estate propertres that have been listed - s
R for sale. The Company belreves CoStar Exchange is ‘the” only mdustry database that ‘combines for-sale lrstmgs a0
RTINS S w1th correlatmg data on space avarlabrhty, tenants; comparable- sales and.digital i 1mages enablmg professronals A
Ls 0 S o postt andwsearch for- properties. quickly and efﬁcrently CoStar Exchange/ represents an efﬁcrent means for o T
o - rs sellers to,reach a large audrence and forbuyers to 1dent1fy target propertres G A S S R
LT PR CoStar Professzonal DzrectoryTM CoSfar. Professr nalvDrrectory, a servrce avallable exclusively to CoStar oo
N ~ L PR
Lo AProperty Professronal subscribers, prov1des ‘detailed- contact 1nformatron for over 300,000 commercial real estate S \
S professronals mcludmg specrﬁc 1nformat10n about an, individual’s-¢utrent and | prror activities such as completed PR
A transactions,. current landlord representatron assrgnments,,sublet listings, major ténants and owners represented: -~
RS - and? local and, natronal afﬁlratrons Commerc1al real estate brokers «can input their brographrcal mformanon and -
Ve ; : ‘ credentrals and upload therr photo to Create personal proﬁles Subscrrbers use CoStar Professional Drrectory to o R
TN = “network with their peers and 1dent1fy’and evaluate. potentral busrness -partners,: and mamtarn accurate marlmg lists: ..
o L of other mdustry professronals for the1r~ drrect marl marketrng efforts \ - ; S s L e
N :/\:J CoStar’ Market ReportTM The CoStar Market Report provrdes 1n~depth current and hrstorrcal analytrcal I
e T 1nforrnatron covermg ‘46 of the ‘maJor metropohtan ‘office and 1ndustr1al miarkets-in the Uriited, States ”Publlshed L
PRI quarterly, each market report 1ncludes details stich-as “absorption rates vacancy. ‘rates; rental rates, average sales .7 L )
U -0 .. r prices, caprtallzatron rates, exrstmg 1nvent0ry and current. construction: actlvrty This- data s presented usmg Sy
v 0" . standard def nitions and calculations developed by CoStar, and- offers real estate professronals critical and T
T - -, .unbiased mformatron necessary to make: 1ntellrgent commercral real- estate dec1s10ns CoStar Market Reports are . e
0T T e avarlable to GoStar Property Professronal subscrlbers at no addltronal charge “and are avallable for purchase by— B
. e nonsubscrrbers N AN s S e f,pu IR N P N
S R . . ,‘\_,'/ R ‘\\‘,\,ne\\ UL . \‘/r ,;1 \‘\_, . S
| < R v B ’ i ' L »_j o - ‘«Q . = | , N ‘ ~ -
OV Metropolzs M The Metropohs servrce is a smgle 1nterface that combrnes commercral teal estate data’ from, o
e multrple 1nformat10n prov1ders into a comprehensrve tesource. The Metropolis service allows a user to 1nput a L
e Lproperty address and ‘then’ view " detailed- information on ‘that property from multiple- mformatron provrders .
e 1nclud1ng CoStar services. This technology offers commerc1al real estate professronals a simple and- convenient .-
S e solutron for mtegratmg a wealth of third- party 1nformat10n and proprletary data and is currently avarlable for the " o7
P ) Southern Calrfornla markets ) N - . R S g
Li,/:\.“5 = S ! ) \\‘( ‘f'.r\:"_ \\‘/ N g : \\ ! ) . X
R CoStar NewsTM Our web site, our CoStar services and our ‘e- marl news- dlspatches have become an accepted :
S, source of relrable 1ndustry news. In. 2004 We publrshed approxrmately 8, 000 news.- storres Our news servrce(s
P r,\keep clrents mfonned of late: breakrng cornmercral real estate “news “stch as. major leasrng transactions, ~ . ,
=T \»,;/‘ ; acqulsmons new construction act1v1ty, key- 1ndustry personnel moves and 1ndustry events.'™ Durmg 2005 the y
DR Company plans to supplement 1ts news distribution wrth pr1nt publrshlng actlvrtres and conferences in’select: *
- o omarkets. o0 e T TP A
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o the hlghest annua] subscrxptlon fees in each of the varrous categorres each as of February 1 2005 . s '
T e e Brokers\ P -l L'enders, Investment Ban‘k‘ers Instltutlonal Adv1sors, AssetManagers
CB Richard Elhs S L GMAC Commercral Mortgage < - - Jones Lang LaSalle ' ‘
D0 Colliers , oL T W GMAC—-UK .« 07 . Prudential :
Coll1ers Conrad thblat Erdman — U K. Deutsche Bank s \‘ e T “Prudential — UK.
*_ Cushmati & Wakefield . ' - ',",\ o Wel]s Fargo L T ' Metropolitan Life ~* ", - ;
) Cushman,& Wakefield Healey &- Washmgton Mutuial. Lo . ING Clarion’ Panners T
N Baker—UK e o coe Wachovra Corporatron . - . Bear Steamns & Co Inc. .. R
- Trammell Crow Co Yoo L et Merdll Lynch .., " - USAAReal Estate Company“”‘ L
Jones Lang LaSalle - T C1t1bank o ©oTe-4 o tLegg Mason . AP i
* Jones Lang LaSalle— UK. . -~FannieMae' ~, o o Morley —UK. ", PR
- Grubb &Ellis |, - ©.- UBS Warbu'rg-'_—;U.‘K.’\ . ©v . StandardLife—UK.© - 7 ]
« Marcus&Mdhchap | IV R - IR .
/.- The Staubach Comparly L ‘l . Owners and Developers ) "'~ Appraisers, Accountants
) Newmark&Company Real Estate- Hines oD T Integra . . -
CRESA Partners ST LNR Property Corp. _ AR «‘ .. Deloitte and Touche o
Studley - Sl Shorenstem ‘Properties « . - b Land America Onestop L
_ Coldwell Banker Commer01al NRT . Gale Cormpanies ' 7.}7 LT MarvinF Poer, T l T )
* ‘Equis ’ Lol e /// - Manuhfe Financial . T L JKPMG - s )
-GVA- Wllhams" o oL Industrlal Developments Intematronal «~ - GE Capital Small Busmess Frnance Corp
’ Advantls GVA Real Estate Servrces Land Secur1t1es, ‘UK. i i PGP Valuatron . > S ]
Bmswanger - e : Slough Estates—U K- j’ o PrrcewaterhouseCoope_rs ST
© "ReMax. - . - AN o e T L o BT
Carter & Assocrates ! ONCOR mer S REITS PP ) Govermﬁent\'Ag’encies
‘, Umted Systems Integrators Corp - Egu1ty Office Propertres Trust ., - U.S. General Services Administration. .
; Dauin’ Commercral Real Estate 1/ " Trizec Propertles Tne. County of Los Angeles N
" Finkelstein; Comm" Rlty Servrces o Prologrs o L ’ el Ofﬁce ofTechnology Procurement C
U, Equltles Realty ~° '~ ' Prentiss Propertles ;; C " City.of Chicago Vo T
‘ CMD, Realty Investors - ’ CarrAmerrca, Ao e g T _ Cook Caurnity Assessor’s Ofﬁce
‘Sperry Van Ness. - '/0 : -Boston ‘Properties R mus. Department ofHousmg and Urban i
Holrday Fenoglro ‘Fowler, LP.- *., . “Libeity Property Trust - ’ R ,\\;\ Development '_
Mohr Partners , T Vomado Realty Trust L Corporatron of London— UK. ., ,
i Charles\D\unn Company, Irlc. N Yo T A : o - o
<. GVA Gnmley-—UK P E g Property Managers- ~ -7 - L . Vendors S
; Krng Sturge——U Ko~ o~ - 7 Transwestemn Commercial” Servrces ) - Turner Construction Cpmpany -
nght\Frankr—U K- &, oo meoln Property Company ' / Kastle Systems S - ‘
. Donaldsons——U K. N o . PM Realty Group T ] AR Comcast Cable Commumcatlons PP
! Chestertons—UK . e j*” : Navrsys Group; - ¢ " v Crsco Systems L ] T
_FPD Savills — UK L Osprey Management Company o / MWB UK e AR
" Atis Real Weatheralls——UK . /Leggat,McCall Properttes. T 'l‘ . Regus,—U.K. P s
" < . .- oo “Retailers . G, - T ,
: Toys ’R Us L e e Crrcurt Crty Stores Inc. -y “.0 % BestBuy T oo B
“Blockbuster: -~ . T 0 CCVS T S0 JJCPemmey - LTy o
. Payless ShoeSource Inc- "0 \ Target S A T ;\jNeiman Marcus * L L
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We draw chents from across the comimercial real estate -and related busmess eornmumty Commercral real
estaté brokers have tradrtlonally formed the" largest portion of CoStar’ clienfs, however, we also provide serv1ces .
to owneérs, landlords, financial ‘1nst1tut10ns retarlers ‘vendots, appraisers,” investment, banks and other parties -

K mvo]ved in commercral real estate. The followrng chart lists U. S. clients that are- well known ot have the highest
- annual subscrrptlon fees in each of the various categorres and also lists U.K... clients that are well known or have

P For the years ended December 31 2002 2003 and 2004, no smgle clierit accounted for more than 5% of our

. revenues. Our’ subscrrptron based information sérvices currently gerlerate _approximately’ 95% ‘of .our total >

© ‘revenues. ‘Our contracts, for our subscrrptlon-based 1nformatron serv1ces typ1ca lly have a.minimum term- of one

year and renew automatrcallyu S . ’ Sk T o




T ‘ As of February 1, 2005, we had l’/'3 sales marketmg and customer\ support employees with the majorrty of ‘
C e *_our direct sales force located in ﬁeld sales offices. Oir sales teams are prrrnarlly Tocated in, over 30 field sales

T " offices: throughout the Umted States and in'London, England Manchester England and Parsley, Scotland. rln\‘
o 2004’ we expanded our use-of a centrahzed inside sales téam" at -our- ‘Bethesda, Maryland headquarters that "«

o prospects -for new clients’ and\perforrns service, demonstratlons exclusrvely by telephone and over the Internet s

- , (. N _\ <
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Our local offices typrcally serve as the platform for our in- “market. sales customer support and field research

v

S operatlons for ‘their - respective regions. The sales force.is responsrble for sellmg to new_prospects, trammg new -

. and _existing.. clients, provrdmg ongoing customer support renewrng existing client -contracts and 1dent1fy1ng
) cross sellmg opportunmes In addltlon the sales force has primary front- llne respons1bllrty for customer care
. o - , O e ~oo. . ‘4 / o -

- - ‘\ - PN oS . v < N

. Our sales strategy is- to aggresswely attract new clrents while prov1d1ng ongorng incentives for ex1st1ng

o cllents to subscr1be to additional services. We. also place a premrum on training new_and existing clrent personnel

: ~ on the use of.our servicesso as to promote maximunn client utilization and satrsfactron with. our services.. Our
N N strategy also 1nvolves entermg into multi-year, multismarket license. agreements with our larger clients. In 2004, -
: T we srgned fnulti- -year, multi-market renewal agreements ‘with Cushman & Wakefield, Julian J. Studley, Jones.
e . " Lang LaSalle and Advantls/GVA These license, agréements- grant non -exclusive licenses'to these compames P
T 'employees to use a variety of our rnformatron services. They typ1cally have- terms of a’ mrnrmum of one year, - _
' generally renew automatlcally and requ1re the ] payment of ﬁxed monthly hcense fees. . . . o

N
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L W seek to make our services essent1al to our clrents busmesses To encourage clrents to,use our services \';
- - regularly, we generally charge a fixed monthly amount for out subscrrptlon -based services rather than fees based - -

o4 > % onactual; System ‘usage: Contract rates are -based on the number of sites, number of users,. orgamzatron size, the

: o clrent s busmess focusand the number of’serv1ces to whrch a clrent subscrrbes Our subscrlptron clients ‘generally .

- pay contract fees on a monthly ‘basis, but in some cases may pay us on a quarterly or, annual basrs ‘In addition,”

ST through CoStar. Property Express and CoStar: COMPS' Express cllents can: access our database of,commercral

' < real, estate Jnformanon without & subscr1pt1on N , T PR . -
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7 .-, .Ourprimary marketmg methods 1nclude \service demonstratlons face to face networkrng,r d1rect marketmg, -

RSN communrcatlon via our corporate:web site and:’ news services, partrcrpatlon in trade show, and industry events,
V' print advertising in trade magazines- and local. busrness Joumals client referrals and CoStar Adyvisor™, the
. “.Company’s newsletter which is distributed to our clients and prospects ‘In 2003 and- 2004, we conducted several
I “.focus groups and other types of market research with . commercial real- estate professronals from various markets
e 1n anveffort. to undérstand market trends, garner feedback-on how we ‘could 1mprove our’ serv1ces ‘and identify
P N new opportumtres Direct marketmg and web-based marketmg are the most cost- effectrve means_for'us to, ﬁnd
-, - _ - prospective clients. Our dlrect marketmg "efforts.include’ direct mail and telemarketlng, and make extensive Use
. ofour un1que 'proprietary database. Once we. have identified a prospect1ve client,-our most effective sdles: |
R method is"a service. demonstrat1on ‘We use. various.forms_of advertising to bu1ld brand 1dentrty and re1nf0rce the”
. o Value and beénefits of eur serv1ces “We also sponsor and attend local association act1v1t1es and events and. attend
Sl and/or exhrbtt at 1ndustry trade shows and conferences to remforce our relat1onsh1ps w1th our core user groupS\

<

N .- Our customer servrce and support staff 1s charged w1th ensurrng hlgh cllent sat1sfact1on by provrdrng ongorng i .

N




~Competition ~ -~ P . ' ‘

e ‘The market for 1nformatron services, generally 1s competmve and rapldly changrng In the commercral feal

'

estate industry, the pr1n01pal competltlve factors for, commercral real estate mformatlon services and provrders

are: | ) Lo IR .

.. quahty and’ depth of the underlymg databases e e .
_+ cease'of use, ﬂex1b1hty, and functronahty of the software T : L
/.f' timeliness of the'data; * = - - - A ce ‘

. “breadth of geographlc coverage and services offered o R S
+, ~Client service and suppott; ~. - S R o e

oA perceptlon that the service offered is the 1ndustry standard; . , s T
- - * proprietary fature of methodologles databases and technical resources; ' ‘ ‘ -l
N - R o AP
o \' ‘» effectiveness of marketrng and sales efforts g I N . ) '
RN Vendorreputatron A S N T A
v+ 'brand loyalty among customers and VIR RS S .

e caprtalresources . ST T -, o ,
\\“ i P ':/,—‘) Lo [ ; ‘

. : We compete dtrectly and 1nd1rectly for customers wrth the followmg categorles of compan1es

o pubhshers and dlstrlbutors of mformatlon services, mcludmg reglonal prov1ders and natioral prmt
. \’ * publications, such as Black’s Guide, Marshall & Swift, Yale Robbms Inc Rers Inc Real Caprtal
. Analytrcs and Dorey Publ1sh1ng and Information Servrces S L S

v
‘ ~ - - ~ [ . N - . - ‘. N
' N “

. locally controlled real estate boards exchanges or assocratrons sponsormg property listing services and -
*, [, - the companies with whom’they partner such as Xcehgent the Commercial Assoc1at10n of Realtors- Data

Servxces and the Assocratron of Industrial Realtors . L

'
‘ . -

’

L. . -
| . N ,

, . Pl online services or web s1tes targeted to commercral real estate brokers, buyers and sellers of commercral
" - . -réal-estate propertres insurance compames mortgage brokers and lenders,.such as LoopNet Inc:; EGz .
C1tyfeet com, Inc ofﬁcespace com, MrOfﬁcespace com and Tenanthse lnc '

! ) T i
v . - - .
’ v

. 1n house research departments operated by commercral real estate brokers and

RIS . [ %, I % .
o publi'crecord provid‘ers. v o T L,

. ' . )
l B ' N - v s

‘As the commercral real - estate 1nformat1on marketplace develops; addmonal competltors (mcludmg

o companies which. could, have greater- access to data, financial, product development, technical, or marketing

. resources than we do). may enter the market and competition may intensify.” While we believe that we have
successfully drfferentlated ourselveS‘ from ex1st1ng competltors competltlon could mater1ally ‘harm our busrness
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K Proprletarleghts B G e e .
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o To protect our propnetary rights in our methodologles database software trademarks and other 1ntellectual

; property, we.depend upon 2. comb1nat10n of: o 7 ; ' " r L

. / R - N
- § : . -

. s N . : “ N - " . “

- N .

S e trade secret, copyrrght trademark ‘database protectlon and othier laws - < R
O . \nond1sc]osure noncompetltron and, other contractual prov1510ns with employees and consultants
- . llcense agreements withr customers S D . o . - ’
T e patentprotectron ahd © ", L L T L - T ’
e .techn1cal measures.\ R s R -

' - - ‘ - -

~ We seek to protect our software’s source code and, our database as trade secrets and under copyrlght law.

oo Although copyrlght registration - is not a. prerequmte for copyrrght protectron we have filed for copyright
. reg1strat10n for-many of our databases  software and other materials. Under current U.S. law the arrangement

y and selectron of data may-be protected but the actual data itself may not be. In addition, with respect to.our UK.

databases certam database protectlon laws provide addrt1onal protectlons of these databases We llcense our




Lo br servrces under llcense agreements that grant our chents \non exclusrvef ~\non transferable llcenses These
’ o agreements restrict the dlsclosure and userof our mformatron and proh1b1t the unauthorrzed reproductron or,. - -

S transferofthemformatlonservrces,we license. ~« . T S O SR

o . “We also. attempt to protect the secrecy of our proprletary database .our trade secrets and our proprletary
L mformatron through conﬁdentralrty and noncompetrtlon agreements with, our employees and- consultants ‘Qur .
oot ‘ /servrces also mclude techriical ~ measures to drscourage and detect~ unauthorrzed copymg of our mtellectual S

4 -
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be o We have ﬁled trademark applrcatrons to regrster trademarks fof a varrety of names for the CoStar servrces -~

i BN

N

Yoo Y and other inarks, and. have obtained regrstered trademarks _for a variety of our marks, mcludmg’ “CoStar i
) > 1 L SCOMPS?Y, “CoStar Property” “CoStar ‘Terant” and “CoStar’ Group” In addrtron we have ﬁled several: patent
RO ‘ apphcat10ns covermg certam of-our. methodologles and-softwareand currently have one patent in the UK. <~

- covermg,\among other thmgs certam of our- ﬁeld research methodologles - S

v -
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- - As of February 1; 2005 “we' employed l 038 employees None of our employees is represented by a, labor g

P ;_3’{ umon We have. experrenced no work stoppages We bel1eve that our employee relatlons are excellent 7* N

- A <
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N Our mvestor relatlons lnternet Web s1te is http //www costar com/corporate/mvestor The reports we ﬁle Wlth :
Y T ’or furnrsh to.the Securltres and Exchange Commrssmn mcludmg our annual report, quarterly repoits and currentv |
IR L reports are, avallable free of" charge on our Internet web site as soon as, reasonably pract1cable after we'

s La electromcally fi le such materral with;, or furmsh it to, the Securrtres and Exchange Commrssron e LT
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ST e Item2 Propertres o LT . T T

LT Our corporate headquarters are located in Bethesda Maryland where we occupy approxrmately 78 000 ¢
e ,‘ square feet of office space Our marn lease for our Bethesda Maryland headquarters exprres on March 14, 2010

- ST In addmon to our Bethesda Maryland facﬂrty, our research operatrons are headquartered in’ leased spaces in.
- e San Diego, Calrfomra Columbia, “Maryland Cmcmnatr Ohio;. London England and" Parsley, Scotland. - .
N Addrtronally, we lease ofﬁce space ina varlety 'of ,other metropolitan areas which generally ‘house our field sales v
R 1 ofﬁces These‘ locations mclude Wlthout lrmltatron the’ following: “New York; . Los Angeles Ch1cag0 San -
n N Franc1sco Boston Manchester England Orange County, Callfom1a Phrladelphra Houston Atlanta Phoénix;
;o 22 Detroit; P1ttsburgh Iselm,,New Jersey, “Charlotte; M1am1 Denver Austin; Dallas; Kansas Crty, Cleveland; .
T, oo . Tustin, California; ‘Tampa; Orlando Memph1s Ind1anapolrs ~Balt1more Ralelgh/Durham St Louls Columbus .
E oo Ohro and Portland Oregom B T VIR PR ST U e
e Tl We b lleve thesefac1lrt1es are surtable and approprrately support our busmess needs/ s - LT
e ltem3 LegalProceedmgs/ T e I L R PR S AP RS
e T e Currently and from ‘time to t1me we aré 1nvolved in lmgatlon mc1dental t0' the conduct of our busmess We
. - .o '/ arenotd partyto any lawsuit or proceedmg that in the opinion of our management based on: consultatrons w1th
N legal counsel rs lrkely to have a-material’ adverse effect on our ﬁnancral posmon or results of operatrons ‘ 3 .
I Item 4 Submrssuon ol‘Matters to a Vote of Securlty Holders< ST T e e
oo - We drd not submrt any matters to a vote of our securlty holders durmg the quarter ended Decemberr31 2004 2
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B Item S. Market for the Reglstrant’s Common Stock Related Stockholder Matters and Issuer Purchases of

v

EqultySecurmes L T T T N P . : -
’ o : "7,\‘ ' ’ /—’\" ' L ’ to

\, . P - -

o Price Range of | Common Stock Our common stockl1s traded on the Nasdaq Stock Market® under—the symbol
_ “CSGP.” The followmg table sets forth,rfor the per1ods 1ndlcated ‘the hrgh and.Jow. dally closmg price per share -

'

oo Dzvzdend Polzcy We have never declared or pald any d1v1dends on our common, stock Any. future -
determmatlon t0 pay dividends w1ll be at the ‘discretion of our Board of Dlrectors sub_]ect to applicable”
hmltatlons undef Delaware law, and w1ll be: dependent ‘upon .our ‘Tesults of. operatlons financial condition.and
/othen factors deemed relevant by our Board ‘of Directors. The, Company does not ant1c1pate paying any dividends -
on its common stock durmg the foreseeable future but 1ntends to, retaln any earnlngs for future growth of its

business: . . - -~ P - - VR
~ - PR ~ \" - :\/‘ : s ‘\ \\" "/,, [ " .. I - ~

Recent Issues’ of Unregzstered Securztzes We did not issue;, any unreglstered securltles durmg the quarter

‘ ' T

\endedDecember3l 2004 R L o T N .

v I

- Issuer Purchases of Equzty Securities. Nerther the Company nor’ any afﬁhated purchaser (as defmed in -

Rule 10b-18 of the Securltles Exchange Act of 1934) purchased any shares of any reglstered securmes of the .

’, of our common stock on the Nasdaq Stock Market® B .o L _ - . .
N e . " R o K v < ' . —r ‘ o \"“’ ( ' i\ N oo Hl’gi], Low 1 /"A :
¢ U 7 YearEnded December 31,2003 - o o
Do T o0 7w -7 FirstQuarter -7 7 0 8 2265 8 1777 g _—
R SecondQuarter oo 873054 8 2127 o
A - -ThirdQuarter ", " .. . '$31.90§$ 2607 " | S
B T FourthQ,uarfer, o ‘,' ! " S §4285 8 2689~ T
R  Year Endéd December 31, 2004 - R R
s -t > - 0 FirstQuarter oo ¢, " '$ 4222 .8,35.83 ; .
N '” o , o - Second Quarter. / . 2846119 $:37.09 TN
CoCTy e ,L~ > Third Quarter . -~ © ' Sco - 7 $.49.19 $°38.05 .. 7, o
: R I Tt FourthQuarter oo s 8 48.75»$ 39.65 " a
' As of February 1, 2005,, there were 98 holders of record of our comrnon stock On December 31, 2004 the
last sale prlce reported on'the Nasdaq Stock Market® for our common stock was $46 18 per, share . ‘ .

V- Company durmg the fourth quarter of 2004 . T A . v
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;,f‘\' Item6 Selected Consolldated Flnanc1al and Operatmg Data L / ' 4 Lo ST oL .
DU e Selected Consolldated Fmancral and Operatmg Data S o
R AT I (m thousands, except per share data and other operatmg data) C NI
~ TRV S Lo- s . N S - K S
- - The followmg table provndes‘selected consohdated ﬁnancral and other operatmg data for the ﬁve years ended
» v December 31 2004; The Consolidated Statement of Operatlons Data shown below for each.of the three years - ’
.~ ended December 31, 2002;2003, and. 2004 and the Corisolidated: Balance Sheet Data as of December 31, 2003 ¥ s
e - and 2004 are derived from audited- consohdated financial statements that are included in thls report The. - ‘
’ PR Consolldated Statement of Operatlons Data for each' of the years ended December 31, 2000 and 2001.and the '
. Consolldated Balance Sheet Data ‘as'of December 31,.2000, 2001, and 2002 shown- below are derlved from :
o . audlted consohdated ﬁnanmal statements for those years that are not 1ncluded in this report B U R SR
B L ST R ~ IR ot ) \l\‘, . . . : ’4/ x( | ‘ . _“ o )
N ST T e S FlscaﬂYearEndedDecember3l - LT e
NN Consolrdatedl Statement of()peratlons Data T 20000, - 2001 2002 2003 S 2004 0, v
‘ < .0 > Revenues.l.. : 'S 58502 08 72,513 s - 79,363 $ - 95,105 'S 112,085 -
7 COSt Of TEVENUES oo oot S 30202 77 130316, - 28,012 } 307420 - 353847 7
S e Grossmargm...._..:. SO . 28300 42,197, 51351 . . 64363 - 176701 .
e ‘Opefating expenses ... e oo B . 83335 ,],'r . 64923 56894, . 643610 ' 69955
o ‘Income (loss) from operatlons Ll - (55,038) 7~ (22,726) o (5543) .- . 2. 6746
ST Other INCOME, Me oo g \ / 33350 -, 1578 % ¢ 7590 . c . 380 . . 1‘314' s
BN - ‘ Income (1oss) before income taxes L (51700) ) 2 (21,148) ~(4784) ¢ - 382 ° 8060
i T Income tax-expense (beneﬁt) R C(.045), 987 =l U a8 (16925)
T M,Net mcome(loss e, (49 655)7°$ (20,161) $  (4,784) ©°$  ~100 S . 24,985 o
e .7 Neti 1ncome (loss) per share basw...— ............. . (328). § - (1.29) .S+ (0:30). $ ,. 001 "8 U138
, \’7’  Net income (loss) per share—drluted : ) (328) “$ (1298 (030 T\fy$\i 001,08 T 133 '
o Werghted average shares outstandmg bas1c..' ..... “15,137 1. 150636 . 15759 - 16,202 . o 18,165
L \ Werghted average shares outstandmg d11uted.....:. T —15,137 . 15,636 15759 - 16,674 ' - 18,827
- e V TN L e e -_“As’deeceml/)er:jl; - o
L Consolrdated Balance SheetData e \2000 L 2001\ ‘ 2002 ST 2003 2004
p . ' Cash cash equivalents, cash\held for acqursmon ’ B I R -
, g ) “and. short-term mvestments : .80 47]01 $ 42 002 $ 43 530 8. 97,449 . ,$ 117 069 :
cT T e Workmg caprtal . . oo ‘35 601 . 33 315 - .36 993"*, o 88207..~ 1107, 875 -
o CTOMAISSELS ersfo et seens i et 2 145 871 123 646, 118907’ 183900 1 T 232,691 ¢
T ;’\Totalhabrhtres.\....'ﬁ.. SR SN A 19,497 1 15627 j DO 14890 L 15531 0 -, 21,747 -
o077 7 Stockholders’ BQUIY st C-126, 3747 7108019 104 0171 - 168,369, . T 210,944,
R L S AsofDecember31, . - 0T
RV OtherOperatlngData e 2000 . 0 2000 . 2002 - 2003 .. -2004 U
A Marketscovered by ddtabase ..... gt . 8L 50 50 e 5T T, 58 -
I Number ofsubscrrptlon cllent srtes Y / : \"5;4,07 PRI \6,356' : 6,907 ..+ - 8,582 - 9489 \
" S2L7 o230 250,00 277 S 304
" 864,920 - 950,000 1,033,000 1521000 CoL622,039
- i 968316 < 1,300,000 . 1,500,000, > -1,805,000 +* 2,255,000 -
el . ' Lo o oL “ -
\ : ) - s - . i .- ,> '




Item 7 Management’s Dlscussmn and Analysns of Fmanclal Cond1t10n and Results of Operanons

+ The followmg Management s ‘Discussion. and Analysrs rof Flnan(:lal Condmon and Results of Operatlons
contams “forward -looking statements,’ mc]udmg statements about our beliefs and expectations. There are many
risks and uncertalntles that could cause actual results to-differ mater1ally from' those discussed in the forward-

lookmg statements Potential factors’ that could cause actual results to_differ ‘materially from those discussed in .

any forward- lookmg statements - 1nclude but are not limited to, those stated below' under the headings
“Cautronary Statement Concemmg Forward- Lookmg Statements” and “Risk Factors” as well as those described
from time to time.in our ﬁlmgs w1th the Securltres and Exchange Comm1ssron o . o

- P

Al forward lookmg statements are based on information avarlable to us on the date of this filing, and we
assume no obligation to update such statements. The followmg drscuss1on should be read in conjunctron with our
Annual Reports on Form 10-K, Quarterly Reports, on Form 10- Q Current Reports on Form 8-K and other filings

with the Securities and Exchange Commission and the consolldated ﬂnanc1a1 statements and related notes in this_'

~ - A
B

Annual Report on Form 10 K - ‘ oo - T
rOvervrew R L o : N
. - - ‘\ ' . i \x‘\ u N R TN

L CoStar is the leadmg prov1der of 1nformatron services to the commercral real estate industry.in the United -
States and the Umted Kingdom based on the: fact that we offer the most comprehensxve commercial real estate -
database avallable have the largest.research department in the industry, provide more information services than
-any 6f our competitors and believe we generate more revenues than-any of our competitors. We have created a
"'standardized- information platform where the ‘members of the commercial real estate”and related busmess
community can contmuously interact- and. fac111tate transactlons by efficiently exchanging accurate -and

. - standardized commercial real estate information. Our 1ntegrated suite of online service offermgs includes .

. 1nformat1on about space; -available for lease, comparable sales information, tenant: mformatlon information about
“properties for sale, information for clients’ web sites, ‘information about industry profess1onals and their business
relatronshlps analy‘uc information, data 1ntegrat1on property marketmg and mdustry news. )

PR
1

, We completed dur initial public’ offermg in July 1998 and recelved net proceeds -of approximately $22. 7
. “million. We used those net proceeds to furid the- geographrc and service expansion of our business, 1nclud1ng
three strateg1c acqursmons and to expand our sales and marketlng organization. In May 1999, we completed a
follow-on public.offering and receivéd net proceeds of approxrmately $97.4 mllhon We'used a portion of those

-~ net proceeds to' fund the acquisitions of COMPS COM, Inc.. (“Comps”) and Property Intelligence plc (“Property

lntelhgence”) ‘In November 2003, we completed an addrtronal follow-on public -offering’ and recerved net
- proceeds of approx1mately $53.5 ‘mllhon . We expect to use the remainder of the proceeds from these pubhc
offerings- for- development and- dlstrlbutron of new services, expansion'of existing services' across our current
* markets, geographrc expansion in the U S and 1ntemat1onal markets strategrc acqursmons workmg caprtal and,

general corporate purposes R e

\ N / N Coy ' /'
From 1994 through the begmmng of 2003 we expanded the” geographrcal coverage “of our exrstmg
information services and developed new inforniation services. In addition” to - internal ‘growth, this expansion
1ncluded the acqu1srtrons “of Chlcago ‘ReSource, Inc. in ‘Chicago i in 1996 and New Market Systems Inc. in San
Francrsco in .1997. In August 1998 we expanded into ‘the Houston region through the ‘acquisition' of Houston-

based real estate 1nformat10n provider C Data Serv1ces Inc. In January 1999 we expanded further into the

Mrdwest and Florrda by acquiring LeaseTrend Inc.-and into Atlanta and Dallas/F ort Worth by acquiring Jamison - .

_ Research, Inc. ' In February 2000 we acqurred Comps, a San Drego based provider of commercial. real estate .
mformatlon In November 2000 we. acquired Fi 1rst Irnage Technologies, Inc. (“Flrst Image”) In September 2002 ¢

C.We expanded further into Portland; ‘Oregon through the acquisition of* certain assets.of Napier Realty Advisors

' d/b/a REAL-NET «(“REAL- NET”) In January 2003 we. established a base. in the United Kingdom with our

acquisition of London- based Property “Intelligence. In May 2004, we - expanded into Tennessee: through -the

_acquisition of Peer Market Research Inc. (“PeerMark™), and in.June 2004, we extended our coverage of the’
Umted ’ngdom through- the” acquisition of Scottish Property Network (“SPN”) In September 2004, we
strengthened our position in Denver, Colorado through the acqu151t1on of substantlally all of ‘the assets of
~*RealComp, Inc., a local.comparable sales information provider. Tn January 2005, we acquired National' Research
Bureau (“NRB”), a. leadmg provrder of Us. shoppmg center mformatlon The more recent acqursmons are,
- discussed later in thrs sectron ’ . B

v
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L S Srnce our mceptron the growth ofi¢ our busrness has requrred substantral 1nvestments for the expansron ofour o
R serv1ceS'and the establishment.of operatrng regions throughout thé United States, Wthh resulted in substantral A
: - - o net Josses-on an overall ‘basis until 2003 ‘“Throughout 1999, and 2000, we expenenced a rapid ¢ expansron in. the - ; o
o LT number of services that we ’offered and the'. number of reglons in Wthh we operated. By the beginning of 2001, AR
TR .~ .- we had' substantlally estabhshed a. natlonal platform of servrce offertngs in"50 U.S. metropohtan markets From Tl
/ 2001 through 2003, we focused on contrnurng‘to grow revenue while controllmg and reducmg costs, in order to~ RPN
- ra T reduce operating losses and become proﬁtable i accordance with accounting;principles genera]ly accepted in the e
L Unlted States’ (“GAAP”) Durlng 2004 our net income’increased /from -$100,000_for the year ended December T -
RPN /l 31, 2003 to $25.0 ‘million for the year ended December 31,2004, “Net income in 2004 “included : d oné-time” '
- &7 .. income tax beneﬁt of $l6 7 mrlllon ‘which was ‘the result.of* the reléase of a substantlal portion.¢ of our valuation et Lt
7.7 - allowance on our: deferred tax asset,,related to our het operating loss canyforwards In addmon we: 1ncreased ” o
R IEBITDA (net income- before 1nterest taxesy deprecratron and amort1zat10n) by $6.6 mrllron\ from $l3 2-million i in DELNT

- - '

o i G 2003 to $19 8 mllhon in 2004 Our use of non-GAAP ﬁnancral measures is drscussed later in thls sectron LT

NN ey
-

“

PR ,\‘

TN Jv ’> ~ .- ;‘ P

SR AR Durrng 2004 ‘we began the ﬁeldresearch phase of our current geographrc expansron plan The plan 1ncludes s
v renterrng an’ expected 2 néw metropohtan markets throughout the "Unifed States- -as “well as expandmg the - a
T ,geographrcal boundarres of many of our exrstrng U S” markets” and 1ntemat10na1 expansron— in’ Manchester L
LR - England In 2004, we began prov1d1ng servrces in 2'new U. S- markets and- Manchester; England and’ durmg the” - .°

.~ next year, we expect to begln provrdmg \serv1ces in the remarnmg markets. - In addltron 1rLJanuary 2005 we s,

oot T acqurred NRB- and announced that we were launchrng a ‘mdjor expansron effort 1nto real estate 1nformat1on for - -1 &

o0 T e Uretail propertles We generally have not expenenced this type of" 1nternal expansion srnce 2000 .Our! planned ol

A - expan510n has- caused and” will contmue to causeour COst’ structure to’ escalate in’ advance of revenues “that we e L

T expect to generate in these new markets and from provrdmg thesexnew services, as we invest in fufure -revenue R

Lo v ,— "_growth-for 2005 and' beyond In\ add1t1on the mcremental costs of 1ntroducrng new services or mcreasmg -

v geographrc coverage,'in an exrstrng market may further increase our operating' cost structure and Jreduce’ the -, S

k proﬁtabrhty or that market prlor to the release of the addrtronal servrce offenngs or mcrease 1n market coverage B ) /

- . e b
B . . S ; - N «
V b . ~ N\ . e ; o - Ve -
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P _As of the’ fourth quarter ‘of 2004 Twe determmed that it was ‘more likely than not that we would generate
e taxable income from operatlons\\and be able to reahze‘tax beneﬁts .arising from use of ¢ bur: et operatrng loss el
earryforwards to reduce ‘the incomé tax’ we = will owe on’ this taxable income. Prior to the fourthe quarter -of 2004,.; - L
- we recorded:a valua’non allowance ‘on the deferred tax assets associatéd with these future tax beneﬁts because we E e
\ 2.~ werenot certain we would generate taxable i 1ncome i the future. The: release of the valuation allowance in thes D
ot DAY fourth quarter resulted in'a tax benefit of approxrmately $26.2 million: Thls 1ncluded an’ income tax- beneﬁt of
SRR ; approximately $l6 7 mlllron that was recognlzed in our results from operatlons *We also recognrzed atax bénefit . . ..
SR S of approxlmately $9.5 million astadditional paid-in capital for our net operating loss carryforwards attrrbutable(to Q
‘o Lx o < ltaxdeductions for stock opt1ons As of Decémber 31,.2004; ‘we continued to maintain a- valuation- allowance of -

S approx1mately $546 000 for certam state net operatmg loss car‘ryforwards S N Y

-, " L7

- 3 - Yo

L For the foreseeable future we expect to record mcome tax expense on our results from operatrons at'an” - )
SOV effectrve ratéof approxlmately 40% For the next several years; however we. expect the majorlty of our-taxable " o
ST 1ncome to be ‘offset'by. our.net operatmg loss: carryforwards Asa result we expect our-cash payments for taxes to -

.

RIS be hmrted prlmanly to- federal altematrve mrnrmum taxes and to. state 1ncome taxes in certarn states .~ ol oo

YA ‘_; \«."Effectlvewfor the ﬁscal quarters begmnmg aﬁer June' 15 2005,\pursuant to SFAS No 123R “Share Based RO
C Payment the Company will be- requrred to measure the cost of employee servrces recelved in exchange foran "o )
B ,( award' of equity - instruments ‘based-on the grant- date fair /value of the. award and’ recognlze that cost over ‘the S !
E perrod durrng whrch an, employee is required’ to provxde servrce “in, exchange for- thie ‘award. The :‘Company is
S LR contrnurng to-assess the: impact of the adoptlon of SFAS"No.- 123R in 2005, however -the Company currently .
) s expects to, incur approxrmately $3. 7 mrlhon in charges in. 2005 for,stock optron and other equrty compensat1on o -
JER 9 expense beglnnmg in the third quarter of 2005 As a result we, are evaluatrng our compensatron practrces and: © . .
P - .may deVelop alternative: stock- based'employee compensatron plans mcludmg W1thout hmrtatron' the.issuance of © ' -
* restricted stock; which may’ “result 1n,record1ng addltronal expense to our consolrdated statement of- operatlons TR
ST e andreduceournetlncome ¢! _‘\—‘a 2 Te e N S e T e e T
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N Se We expect 2005 revenue . to grow over. 2004 revenue ‘as a result of expected further penetratron of our servrces g
E = in our ‘potential customer base -aCross’ our platform as well a8’ successful cross selhng of ourlservrces inforour, -~ 7.
- BTRY) o exrstrng tustomer base and contrnued geographlc expansion and- retall expans1on We expect EBITDA for our ' ..
Toon - /exrstrng core platform to contrnue to. grow due prrncrpally to, growth m revenue however we, expect 2005 e




o VRN o

EBITDA to decrease from 2004 EBITDA due to costs related to_ our expansron plan and our estrmated $3 7
“- million charge for stock optlon -and other equrty compensatlon expense related to_the, adoption of SFAS No.
/ 123R The 2004 EBITDA did not° mclude such compensatlon charges We ekpect, 2005 net' income to decrease °
,over 2004 net income- ‘because-in 2005 we wrll not have the $16.7-million income tax. beneﬁt that we recorded i in-
- 2004. In. ‘addition; we expect to” have ‘an_estimated' $3.7 million charge - for stock option and other. equrty
compensat1on expense in 2005 that'we did not incur;: in 2004 and wé- expect to record incorne tax expense onour

-

- - results of operations. for 2005 whrch we did not incur in 2004, .both, ‘of Wthh will' lower our net. mcome If we

: o achreve our: expected revenue growth ‘and control our costs’ w1th respect to our current expansion plan we belreve
- j - we w1ll marntam posrtrve cash ﬂow from operatmg act1v1t1es durlng 2005.. S ’
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oo were “identical’ because stock options that would have had an_ ant1 drlutlve effect on the calculation were properly

o excluded from the calculation. We achreved net incoine for-the years: ended December 31, 2003 and 2004; and
. asa result -our calculatlon of weighted-average outstandmg shares-for diluted Tnet income per share included the
2V effect of any dilutive ‘stock. options,- which are any outstanding stock optlons that havé an- exercrse price lower.
i than the average market “price-6f-our common stock for the period. presented. We expect that our diluted net

‘ mcome per share will’ be lower than our- basic’ net income per ‘share for any future périods i in whrch we report net
" income due to the d1lut1ve effect of outstandmg stock opt1ons ot . L

T 2 . . s T \_\*_"— S
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” oE In addrtron to our current planned geographrc and retarl expansron we. may continue further geographrc

. s .

PR expansron in the Un1ted States, we may seek additional 1nternat10nal geographlc éxpansion or we may seek'to’

~  expand our servrces Any future. srgmﬁcant expansion. could- reduce our proﬁtabrhty and srgmﬁcantlydncrease ;
.-.° ~our capital’ expendrtures Theréfore, while we expect current service offermgs in ex1st1ng markets to remain -
T E generally profitable and provrde substantlal fundmg for our overall, business, it is _possible that- further overall

- expansron could cause us to generate losses and’ negatrve cash flow from operatrons in the future R

i )
1 - ‘ = i -
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R f . Whrle our serv1ces contrnue to expand ‘our subscrrptlon based 1nformatron services, cons1st1ng prrmarrly of

X . CoStar Property Profe5510nal CoStar Tenant, CoStar COMPS Professronal arid FOCUS services, currently

- _generate approx1mately, 95% of our ftotal revenues Our contracts for our subscr1ptlon -based information services
- typically have a minimum - term of one year- and renew autornat1cally JUpen ‘renewal, many of the subscrrptron
<%0 ncontract rates ‘may 1ncrease in accordance with contract pr0v1srons orasa result of contract renegot1at10ns To

R " encourage clients to use,our servrces regularly, we - generally ‘charge a fixed monthly amount for our subscription-:

- based services rather than fees based on actual system usage. Contract rates are-based on the _number of sites,
, number of users, organlzatlon size, the cllent S. busmess focus and ‘the ‘number of services to which a client
. subscrrbes Our subscrrpnon clients’ generally pay contract fees on'a monthly basis, but in some cases may pay.us -
"oha quarterly or annual basis. We recogmze this -revenue on a straight-ling basis over the life of the contract.

o Annual and quarterly advance payments result in deferred revenue, substanttally reducing the Workmg capltal

L o requ1rements generated by accounts recervable\ SR R 3 A
s - B - . N A \/ ~ o - / ~' ! o

For the years ended December 31 2003 and 2004 our contract renewal rate was 88% and 92%, respectrvely
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Appllcatlon of Crmcal Accountmg Polrcnes and Estlmates o -’ ‘, el
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- The preparatron of ﬁnancral statements and related | drsclosures n. conforrmty with accountmg pr1nc1ples

RS

Lt generally accepted in the ‘United- States requires management to make estimates and assumptions ‘that affect’ the,

. reported amounts of assets and 11ab111t1es the disclosure of contmgent assets and liabilities at the'date of the
~.. . financial® statements and revenues "and expenses durmg thet perrod reported. The following accountmg pohcres

N involve a- crrtrcal accountrng est1mate” because’ they are partrcularly dependent on’ estimates and: :assumptions

\ ) made by management about matters that aré ‘highly uncertain at the time the accounting estimates are made In
-, .; _addition, wh1le we have used our best’ estimates’ based on facts  and crrcumstances avallable to us at the time,
SV drfferent estrmates reasonably could. have been used iri"tHe current period. ‘Changes in, the’ accountrng éstimates _
o we uused “are reasonably likely. to occur from per10d ‘to period, ‘which' may havé a material ‘impact on- the

S presentatron of our financial condition and results of” operations. We review, these estimates and, assumpnons

L o perrodrcally and reﬂect the effects of rev151ons n the perrod ‘that they are determmed to be necessary. ]

PI‘IOI‘ to 2003 our. calculatrons of we1ghted average outstandmg shares for. basrc and diluted- net loss per share/ ‘
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', customers, and our ‘business;madel, whxch permits some control ‘over future costs. We will continue to evalyafe

- requ1red to establish a valuat1on allowance agamst some or all of the deferred tax assets FO e I

s . - N

- e [ . . v - ~

a7, . . n R PP - Vi 4
5 ‘A’c‘countmg‘jor income taxes

oL As of the fourth quarter -of 2004 we determmed that-it was more lrkely than not that we would generate D

: v N

o0t N -

We assess the 1mpa1rment of' long lived assets rdentrﬁable mtang1bles and goodw1ll whenever events or - .4
; changes in. crrcumstances mdlcate that the carrying value _may not be: recoverable ‘Factors we consrder 1mportant

that could trlgger an 1mpa1rment rev1ew 1nclude the followmg BN T L L e IR

. / - Srgmflcant underperformance relatrve to hlstorlcal or prOJected future operating’ results A o
\ ,‘ - Slgnlﬁcant changes in. the manner of our; use. of the acqulred assets.or the strategy for our. overall
» ' business; . g T oL ) s . - :

p , NN IR v S

: '. Slgmﬁcant negatlve mdustry or economic trends ort - : - I ‘
S1gn1ﬁcant declme m our market cap1tal1zat10n relatlve to net book value for a sustamed per10d o

P o I -,
- I RN \ N “ 4 -
b | N L a o

When we determme that the carrymg value of long l1ved and 1dent1ﬁable mtanglble assets may not be -
. recovered based upon the ex1stence of one or more-of the above 1nd1eators, We measure any 1mpa1rment based on’, <
.a prOJected d1scounted cash’ ﬂow method .using-g dlscount rate determlned by- our management to’ be

- commensurate w1th the risk 1nherent in our\current busmess model L SRS e a—
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Goodwrll and 1dent1ﬁable 1ntang1ble assets not subJect to amortlzatlon are tested annually on October 1 of
* each year for 1mpa1rment and. are tested for 1mpa1rment more frequently based aupon the’ exrstence of one or more ‘_ ‘

of the: above 1nd1cators We measure any 1mpalrment los$ to the extent that the carrying amount of the asset .
. exceedsrtsfalrvalue e KRR - . VL T el N

oy

As part of the process of preparmg our consohdated fmanc1al statements we ‘are requrred to estimate our ~
1ncome taxes in"each of the Jurrsdlctrons in-which we ‘operate. This- -process requrres us to estimate our actual -
current tax . exposure and. -assess the temporary- d1fferences resulting from drffermg treatment of- items, such as
deferred revenue Or’ deductrbrhty of certain mfang1ble assets for tax-and accountmg purposes. These drfferences ,
result in deferred tax assets and l1ab111t1es which are 1ncluded _within- our ‘¢onsolidated balance sheet. We must’ T

- /then also-assess the likelihood that our deferred tax-asséts will be recovered from future. taxable i income, and, to*
" the extent we believe that it is more likely than not that some portion or all of our deferred tax assets will:not be }/ s
. real1zed we must estabhsh a valuatlon allowance. “To the extent we establlsh a. valuation’ allowance or change -

the allowance ina perrod we must reﬂect the correspondmg 1ncrease “or- decrease w1thm ‘the tax provrsron 1n the\ =
statement ofoperatrons ST ;e PR S . .

; , _ . e r

taxable_income from operations ‘and be able to’ real1ze ‘tax beneﬁts arlsmg “from ‘use of our net operating loss

’ carryforwards to reduce_the income tax we will owe on this taxable income.-Prior-fo the fourth quarter of 2004,

) we recorded a valuation allowance on'the deferred tax assets a55001ated with these- future tax- benefits because we

/ were not certam we would geherate taxable i income in the future. The' release- of the valuatlon allowance in the’
fourth quarter. resulted in a tax- benefrt of approx1mately $26.2 mrll1on This mcluded an iricome: tax benefit of "~

. approxrmately $l6 7-million that was recogmzed in our results from operations: We also recogmzed a'tax beneﬁt N
of approxrmately $9.5 million as additional paid-in capital for ournet operating foss carryforwards attributable to - s
tax deductions forstock options. As of December 31 2004, we: contmued to mamtam 2 valuatlon allowance off

approxrmately $546 000 for certain state net operatmg loss carryforwards S~y ‘ ST

R . . P ' P
[— ., <, . - , _
IR N

/

" Qur dec1s10n to release the valuatron allowance on our deferred tax asset was based on our expectatron that
we will recognize taxable i mcome from operat1ons in'the future ‘which will enable us to-use our net operatmg loss :
carryforwards ‘We believe our expectation that we will recognlze taxable, mcome in the future is supported by
. our-increase in net. earnings-over the last three years, our, revenue growth, our renewal rates. with -our existing.

" our expectatron ‘of future taxable:i mcome durmg each quarter AIf we are undble to conclude-that.it.is more hkely b -
than not that we will realize the future tax beneﬁts assocrated with our deferred tax. assets then we may be




.~ " Accounting for employee stock options -

- '

) As ‘permitted -under. Statemerit of Financial Accounting -Standard No. 123, “Accounting for Stock-Based
~Compensation,” we currently account .for employee stock options i’ accordance with  Accounting Principlés
. 25 (“APB No. 257), “Accounting for Stock Tssued to Employees.” Under APB No. 25, we’
recognize compensation cost based on-the-intrinsic value of the equity instrument awarded as determined at the o
- ‘megs’urement—date. We disclose the required pro forma information -in our notes to consolidated financial = -~ - 7
cribed by SFAS No. 123 had been‘applied. -, =~ ' ’

'

= 2" Board Opinion No

- statements as if the fair value-method pres

_ Non-GAAP Financial Measures

¢
.

. We Iirepar'é and publicly release quarterly unaudited financial statements prepared in‘accordance Wwith GAAP:
We have also’disclosed and‘discussed certain non-GAAP finaricial measures in our ‘public releases, including

- , ,
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"EBITDA, ‘which is our net fn(;gm’e before interest, income taxes,, deprpciation,and,‘amortization; and pro forma - .~
. earninigs, which- is our net income’before’ purchase amortization in cost-of revenués, purchase amortization in

" operating  expenses and our income tax. benefit. We 'disclose 'EBITDA in our earnings reléases, investor ‘
.- conference calls and ﬁlingsfv‘vithitk‘ie Secutities and Exchange Commission. We have previously disclosed pro

- ' forma earnings in our earnings releases and inivestor conference calls. «

S 'Fro;n ,2003\,through ‘2004, We have @xberiéhébd substantial year E)vg:r year earnings grthh. ‘As a';resullt{, the. 7~

L

. impact of purchase.amortization on our net income has become less meaningful. Therefore, beginning with our. . o
.- fifst quarter 2005 earnings release, we expect to no longer report pro forma-earnings. in our earnings releases or

to our net income. " R

v PR

on our investor conference calls. However, we expect o continue {0 report EBITDA'in our earnings releases, ’
invéstot conference ‘calls and our filings with the Securities,and Exchange Commission, and reconé¢ile. EBITDA . -

., LA 5
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- The non-GAAP financial measutes that we use may not be comparable to similarly titled measures repb;ted

by other companies. Also, in the future,.-we may diéc]qse \diffe‘rent‘non-GAAP financial measures in order to help -
. ouf"investors more mearingfully evaluate and compare our future results of operations to our previously reported- . .

 results of operations. : .

S ,

~"We view EBITDA and ﬁro_‘forr—ri5<eamings ds operating performance measures and as such'we believé that the

\ ‘. ‘-

- \ ‘ g / ‘

GAAP:financial measure most directly comparable to them is net income (loss). In calculating EBITDA and pro- ‘-

.

* forma eafnings; we exclude from net income (loss) the firiancial items that' we believe should be separately -

_ identiffed to provide additional -analysis o

" measurements of financial per

f the financial components of the day-to-day operation of our businiess. )
We have outlined below the type and scope -of these exclusions and the material limitations on the use of these’
non-GAAP financial measures as a result of these exclusions. EBITDA and.pro forma earnings are; not
formance under GAAP ‘and should not bé considered as measures of liquidity, as * -

, "' alternatives to net income (loss) or as indicators of any, other measure of performance derived in accordance with”
v '\_ -~ GAAP. Investors and potential investors in our.securities shguld not-rely on-EBITDA and pro forma earnings as
o substitute for any GAAP financial measure, including net inCome"(\loss). In-addition, we urge ‘investors and
potential investors in our securities to carefully review the réconciliation of EBITDA to net income (loss)_set

. forth below and to. carefully reviewthe GAAP finiancial information-included as part of our Quarterly Reports on

Form 10-Q-and .our Annual ‘Repoits on Form 10-K-that are filed'with the Securities and Exchange Commiission, .-

‘as well as our quarterly earnings releases, and compare ‘the GAAP. financial 3informati‘on yvith our EBITDA and

. pro forma earnings. "’ e

~ '

* - EBITDA “and -pro forma ezifningvs‘ha\?e been used’by management to internally ‘measure our operating and

"y -
N

' “management performance and-by investors as supplemental financial measurés to evaluate the performance of
"_ our busiriess that, when viewed with our GAAP results and the accompanying réconciliation, we believe provide

.~ additional information that istuseful fo gain an understandinig of thé factors and trends affecting our.busiriess. We
. have-spent more than 17 years building our database of commercial real estate’ information and expanding our’

" markets and services partially through /ac\quisitions of-complimentary businesses. Due to the expansion of our

" inforrhation services, which included ac

these- charges, provide meaningful informaﬁoh‘abgut yhé operating performance’ of our business, apart from

quisitions, .our net income(loss) has included significant charges _for -
purchase amortization, depreciation and other amortization. EBITDA. and pro forma earnings, which exclude~

charges for purchase amortization, depreciation and other amoytizatioh. In addition, in the fourth quarter of 2004, ‘

[ ?

"7+, we recognized a one-time, non-casl) income tax benéfit for the release of our previously recorded valuation'

i N
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\

'




NS Co iy . N . . )

. v allowance agarnst our’ net loss carryforwards Wthh we expect
NN taxes we would otherwrse be: requlred to pay,’,
Sa \ \the fourth  quarter and year, ended December 31, 2004 was substant1ally hlgher than. m “the prev1ous quatters: '
S t” ) Because such one t1me income: tax ‘benefit is ‘nonx -recurring and a non-cash benefit, we. have excluded such.
PO Y hmount from the calculatton of. our pro fofnia earnmgs "We believe the disclosure of EBITDA and pro forma ‘

N T earmngs helps investors meamngfully evaluate and compare .our: performance from quarter to’ quarter\and from ‘”_
. _ year-to® .year, We also believe 'EBITDA and _pro -forma earnmgs are: measures of our ongoing operatmg
T \‘ performance because the isolation- of non- cash charges, . such as’ amort1zat10n and' deprecrauon non- operatmg
, 0 items) such as interest.and i income taxes, and non-cash non -recurring items, such as the income tax -benéfit we
o ‘ recogmzed when we released our valuat1on allowance prov1des addmonal 1nformat10n about our cost structure;.
and,\over/ tinie,. helps track ‘our o peratlng progress In addition, 1nvestors secur1t1es analysts and others “have -
Dk B regularly relied on EBITDA and pro-forma earmngs to’ provrde Y ﬁnancral measure by which to compare -our- )
. N operatmg performance agalnst that- of other companies-in our’ 1ndustry F 1nally, management and the Board- of -

- Directors: have used pro formia eammgs and EBITDA as two of séveral crxterla for- determrmng the achlevementJ -
oo of performance based cash bonuses A - X i
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\wrll be used to reduce future amounts of mcome
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.
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T Ty Set forth below are- descr1pt1ons of the ﬁnancral 1tems ‘that-have been excluded from our net income (loss) to -

AT o calculate EBITDA and pro forma earnmgs and the materlal lrmltatlons assocrated w1th usmg these non- GAAP
L ﬁnanc1a1 measures as compared to net mcome (loss) D o
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- RO A Purchase amortrzatlon in cost of\revenues“may be useful for 1nvestors to con51der because it represents
z ' ’ » l/‘\)

L. S the - use of our - acqu1red database technology, which is one “of the sources of, mformanon for our- .-
S B database of commercial real ‘estate’ 1nformat1on ‘We'donot, bel1eve these charges reﬂect the current Jand
e T 3 ongomg cash charges related to our operatmg cost structure

o
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N | Purchase amortlzanon 1n operatmg expenses may be- useful for 1nvestors to cons1der because ~1t ;
RN ST 1 represents ‘the estlmated attrrtlon of .our acqutred cusfomér base and the_ d1m1ntsh1ng value of any
T acqulred tradenames We do not’ belreve these charges reﬂect the current and ongomg cash’ charges/
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S R Deprecratron and other amortlzatlon _may be useful for 1nvestors to con

s R represent: the ‘wear and tear on our property and equ1pment used il our o

peratxons We do, not- beheve N
. ST these charges reflect the current and’ ongomg cash charges related to our. operatmg cost structure - e
I T e The amount of net mterest income we generate may be useful for mvestors to consrder and may result in..
N ST e \\current Cash inflows or dutflows. ‘How

‘ wever, management does.not consrder the amount of net; mterest

N

o ‘ PR 1ncome representat1ve of the- day to= day operatrng performance of our: busmess
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S S Income tax expense (benef t) may be useﬁ.tl for 1nvestors to-
O . /A ‘taxes payable for the’ per1od and the change in

cons1der because it generally represents the R
deferred 1ncome taxes- durlng the > period-and, may»reduce -
EARCH GRPIN the amount of funds- otherwrse avallable for'useé

.in,our busrness In addition, the Company s incore tax L

g e beneﬁt—may be useful for 1nvestors to; consider_ ‘because it represents the amount of the felease of the- e
PR N Company s deferred tax asset‘valuatron allowance such deferred tax asset. consrstmg primarily of net
: ST operattng loss carryforwards which we expect wrll be” used to reduce future amountsof i 1ncome,taxes A

\ S o tiwe! would otherw1se be requrred to- \pay. However management ‘does

. . ..2% - income tax expense or- beneﬁt to be representatrve of the day to- day operatmg performance 0f ¢ our T2
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. '\ S 0 Management compensates for the’ above descrlbed hmrtatlons of usmg non- GAAP measures by only usmg

R s 7 ,.non‘GAAP measures to supplement our GAAP results'and to prov1de addmonal 1nformat10n that 1s useful to gam
L an understandmg of the factors and trends affectmg our bus1ness JORRI ‘
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s1der because they generally o

not cons1der the .amount of ™,

R busmess e ol . ,

and as a result of the fecognitionof thrs beneﬁt our “net 1ncome for~ -

B \related to our operatrng cost structure Sy DU
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. . . ‘/'\_'Hv ,/‘ : \ - o \Flscal Year Ended December31 e
SN T e A e 2002 e 2003 -, 2004 ‘
IR Revenues.‘...:.: ..... st 08 79,363 100.0 % -8 95, 105 100.0 %-$ "112,085 100.0 %

Costofrevenues - S e 2801200 353 30,742 323 . 35, 384 - 316
'GIOSS MATgin vt o Bl 51 351 ‘;.64.7 R ‘,1":64,363‘ 677 76,701 16840
Operatlngexpe’nses v ) ‘;_'""’ ' R Y S !

i Selling and marketing ... 23, 158 < 29 2'” 26,537 . 279. -..29458. 263 .

‘; /. Software development.:..’... S0 N5524 0 70 - U 6886 ¢ 730 8492776

N _General and" adm1mstrat1ve o 24} 612- '~ G310 L 26 451 2718 . 27,654 246 o

" Purchase amortization et 23,600 - 45 ,1 T 4487 47 T - - 4351 39
~ Total: operatmg expenses.....’.....‘.\...»‘.f ..... f}\.\ T U56:894 717 . 64361 677 .. . 69,955 62:4 )

" Income (loss) fromoperat{ons...i..f..‘_.: ..... (5,343) (7. 0) o2, 00 16,746 - 6.0

 Other, INCOME, NEL.o./vseirfiivrs e« 22759~ 10 . 380 04 7' 1314 " 12

“Income (loss) before income taxes.. | (4,7_84)1. (6.0) ST 382 04 T 80600 ;7.2 0

 Income tax expense (beneﬁt)........:. R ', L2820 03 (16,925) (15.1)

Net mcome (loss) .......... ..... - et (4 784) (6 O)% g lO/(;)' 01 % 'S "24,985\ C 223 %

e -Purchase amortlzatron in cost of revenues

U Operanng act1v1t1es

\‘ - The followmg table shows our EBITDA recorici ed to our GAAP net income (loss) and our cash ﬂows from .
operatmg, mvestmg and- ﬁnancmg act1v1t1es for: the 1ndrcated perlods (in thousands of dollars): - '
) ‘ ' = L Fiscal Year Ended December 31 )
ST e e 2002 L 2003 2004
Net i mcome (loss) .......... e ............ $.4784) $ 7100 $ 24985 °

T 2,866 - 29777 0 2453

Purchase amornzanon i operatmg expenses RPN 3600 7 -4487 ‘ 4351 .
¢ Deprec1atlon and.other amortization .: R L5292 L - 5907 6,206 >

- Tniterest income, net..:.'....'....:;..z.....,.. e ‘_~,\A(7§3) (8L 314 0
' Income tdx’ expense (beneﬂt) ety o S0 T 2820 e (16,925) L
EBITDA.....:...;.:....,:\ ..... 6211 - '§113,172 0 8, 19,756

ash flows prov1ded by (used 1n) ST T ’ ol
! .8 5574 o8 13,550 $ 24 723«

Investing activities (11 470) j'(65,521) ‘ (29 946) -

o Financing activities 696, T 61759 ‘_j 6,297
Consolldated Results ofOperatmns LT ca T -

, . . =

R The followmg table prov1des our selected consohdated results of operatlons for the 1ndlcated penods (m
v thousands of dollars and as a percentage of total revenue) :

~

Companson of Year Ended December 31 2004 and Year Ended December 31 2003 -

‘. v,

Revenues Revenues grew 17. 9%) from $95 1 mrllxon in 2003 to Sl 12.1 mllhon in 2004 ThlS growth was
prmc1pally the result-of further penetratlon of ¢ our. subscnptlon -based 1nformatlon services into, our existing ¢ and

|

- “potential customer base, as well as the ‘successful cross-selling of* mformatron services into our exxstmg customer -
base across our service platform Subscr1pt1on—based information services cons1stmg prlmanly of CoStar

. “Property Professional, CoStar Tenant, .CoStar. COMPS Professwnal ‘and FOCUS services, eurrently generate

:1\ approxrmately 95% ofour total revenues PR LT o -

o . . . -
‘ Yo i .

. N ,
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Gross Margm Gross margln 1ncreased from $64 4 rn1lhon in 2003 to $76 7 rn1lllon in 2004 Gross margm b
percentage also mcreased from 67, 7% in.2003 to 68.4% in 2004 The i 1ncrease in the gross margm amount and
percentage resulted prmc1pally from 1nternal revenue; growth from our subscr1ptlon -based 1nformat1on services.:

A

\

»~
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Cost of revenues 1ncreased from $30 7 million in. 2003 to $3s. 4 mrlhon in 2004 prmcrpally due to 1ncreased
research department hrrrng, tralnmg, compensatron and other operatmg costs assocrated wrth our current -

s

expansronplan I B l B , e

- o N - . .
- P N ‘ - - i
AT T - s B i ‘ it . 4 ’

Sellzng and Marketzng Expenses Sellmg and marketmg expenses 1ncreased from $26 5 million in 2003 to'~

$29 5" million’i 1n 2004 and decreased as a percentage ‘of revenues from 27.9% in 2003 to 26.3%) i in 2004 The ..
increase in- the amount ‘of sellmg and marketmg expenses. was pr1mar1ly due to 1ncreased sales comm1ssrons and

. marketmg campargns C . RV LT, RN 4
~ - . - [EN s v N - - o h
4 ~ ' vy N < ! Lot ' T 2 T C

Software Development Expenses Software development expenses mcreased from $6 9 mrllron in 2003 to.
$8:5 million in 2004 and mcreased asa percentage of revenues from 7 3% in’ 2003 to 7.6% in 2004- This increase
- was due to'the-hiring of new employees to support our continued focus on _enhancements to our exrstmg servrces
a development of new services and development of our mtemal 1nformat10n systems Y s T

. | . -
\ N . - K - .
R . 1 - s , ~ -

General and Admznzstratzve Expenses /General and adm1n1strat1ve expenses mcreased from $26 5 m1ll1on in
- 2003 to: $27 A mrlhon in 2004 and decreased-as a. percentage of revenues from 27:8% in 2003 to 24.6% in 2004.

o The increase in the amount of general and- admmlstratrve expenses was pr1mar1ly due to-an increase’in personnel

expenses professronal fees and 1ncreased occupancy costs offset by a decrease n bad debt expense. - ¢

| . -
E ,\ , N - - -

v -~ s

Purchase Amortualton Purchase amortrzatron decreased from $4 5 m1lllon in 2003 to $4.4 mrlhon In. 2004

Thrs decrease was due to’ the complete amort1zat10n of’ certam 1dent1ﬁable 1ntang1ble assets durmg 2003 and -

, NN N B

~ , - N N

o Y [ Ca
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“ S Other 1ncome ‘Net. Interest and other income. mcreased from $380 OOO iy 2003 to $l 3 million in 2004 Th1s R
. 1ncrease was prlmarrly a result of hlgher total cash balances in 2004, and hlgher 1nterest rates durlng the year DA

« RO - 7
N ' - - o

Income Tax Expense (Benef 1. lncome tax expense changed from an expense of $282 000 ifr 2003 to
benefit of; $16.9. million* in. 2004. The benefit is primarily  due to the fourth quarter release. of. the valuatlon
S allowance on the deferred tax asset “related to‘\our net operating loss carryforwards We released the valuatron

oy
A

" allowance because we determmed that-it ‘was_ more likely than not that we would realrze the beneﬁt of the

¢

deferred tax asset through future taxable earnmgs [ ( : s T < VT

- ' i - [N t- - T

- = I -

Comparlson of Year Ended ll)ecember 31 2003 andl Year Ended December 31 2002 S ’ ”f o

== N

v Revenues Revenues grew 19; 8% from $794 mrllron in 2002 tot$95 1 mrlllon in 2003 Th1s growth was the
" tesult. of -additional _ revenue from the: Property Intelllgence acqulsmon ahd further, penetratlon ‘of our,
subscrrptlon based 1nformat10n services into- our exrstmg and potentral customer base, as well as the successful -
- cross -selling’of 1nformat1on services into our existing customer base across our service platform: Revenues from ‘/
our UK. markets accounted for approxrmately 8% of revenues for the year -ended . December 31, 2003.
Subscrrptron -based; mformatron 'services consrstmg prlmarlly of CoStar Propérty Professronal CoStar Tenant, -
CoStar COMPS Professmnal and FOCUS serv1ces generated over 90% of our fotal revenues 1n 2003 o,

\

' . [ .

-2 = [ . e .‘, a4 Vo
'

f'.\\,‘ L Gross Margzn Gross margm 1ncreased from $51 4 mlllron in 2002 to. $64 4 mrlhon in 2003 Gross margm

percentage also mcreased from 64.7%in-2002to 67. 7% 1in- 2003 The increase in the gross margin percentage
“-and amount resulted pr1nc1pally from internal revenue growth from our subscrlptron Based information services .
eand was slrghtly offset by the addition of margins from our U.K. 'markets averaging approxlmately 60%. Cost of

L ‘revenues increased from $28.0 millien {2002 to $30 7 million ini 2003, prmmpally due to the addition of cost of:

revenues from our U.K. markets as a result of the Property Intelllgence acqursltron whrch was slrghtly offset by
a decrease in cost of revenues from ourU S markets S ; . L Y

' . N ' T Vo : >
N oL N P z . ;o v N

f - Sellzng and Marketzng Expenses Sellmg and marketmg expenses “increased - from $23 2 mrlhon m 2002 to.

$26 5 millien in 2003 and decréased as a percentage -of revenues, from 29.2%in- 2002 to 27.9% ‘in. 2003. The
\ 1ncrease n sellmg and marketmg expenses was. prrmarrly due to the -addition-of . approx1mately $1.4 mrll1on of
‘ sellmg and- marketing experises from our U.K. markets as ‘a-result" of the Property lntellrgence acqursrtron ‘

mcreased sales and marketing, personnel costs and marketmg campalgns surroundmg the release of our web-
based CoStar Property Professronal serv1ce L Lo . ‘ SN _n‘ -, -

'y
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' $6.9 miillion in 2003 and-increased as a percentage o

3 .,

_was due to the- addition’ o

. acquisition and our continue
¢ information systénis to manage the'Comp

Y]

. Software Development Expenses. Software.

\ f v

dé’velobmeﬁt é}(penses\increésed'ffom $5.5 million in 2002 to

f reveriues from 7.0% in 2002 to 7.3% in 2003. This increase

f- UK- software development -expenses. as a result of. the Property Intelligence
d focus on service énhancemefits and develo_pmérjt as well as the support of intérnal

. N

any’s growth.” "7 s

P . - «

© . Geheral and Administrative Expenses.

v . N , . , ik .
.. The increase in the amount of general and administrative
« . millioh for UX. general and administrative' expenses as a

. was offset by a décrease in ‘general and administrative
_reductions in administrative headcount..” )

[ - B . R
P \ ~

- Purchase Amortization: Purchase ‘amortization-

S from thé.complete amortization of certain idﬁptiﬁed—ihtangibl"e. assets during 2003. ’

- )
b ' v N '

N

m $24.6 million in

) / \ 2 ,C,i'enéral* and administrative expenses increased fro
2002 te $26.5 million ip\2OQ3 and decreased as a percentage of revenues from 31

0% in 2002 to 27.8% in 2003.
expenses was primarily due to the addition of $2.8
result of:the \Prépcﬁy‘\lntelligence acquisition, which' -
expenses’ from out U.S. markets primarily due to

'

- \ <
- - _ g
_ ‘ N

s e Amc increased from $3.6 million in 2002 to $4.5 million in 2003, |
. - This increase was due to increased pu’,ﬁchgse price amortization of identified intangible assets resulting from the -
.. acquisition of Property Intelligerice, and was partially offset by a decrease in purchase amortization resulting . -

\

ot -
~

n 2003

. This

T _ * Other Income, Net. Interest and other'inco ‘
decrease was primarily a result of lower total, cash ‘balances for th

PO

3

.

.

N

©oe

,

me decreased frof $759,000 in 2002 to-$380,000.i ,
e first three quarters of 2003, and lower interest .- -

rates ‘during the year:

. - N ,
' N . ~

. Income Tax Expense. Iicome tax expense
result of the fact that we achieved taxable in

PR

inreased from $0 i 2002 fo $282,000 in 2003. This increase 15 a |
come in the third and fourth quarters of 2003, which caused us to

[

“a

~incut income tax expense. Our total income tax expense was partially offset through the use of some of our net .-

' v . operating loss carryforwards. Because welare sub

. state and-local tax jurisdictions.do net recégnige portions of our net. loss carryforwards, we were not able to.
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ject to Federal altérnative minirﬁum taxes and because certain ',

'éorhpletely offset our i‘n_come tax liability through the use of our net operating loss carryforwards. : R
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PP e Consohdated Quarterly Results ofOperatlons SN Y j; S JERTIERAS | Gl - s N
N [ r"- 2 N ’r" — T - - . S N N . N
L ; A The followrng tables summarrzetour\ consolrdated results of operatrons on a, quarterly basrs for the mdrcated
Lo ,\ penods (1n thousands except per shareamounts) o oL N O N ) z
L T e .{ S e T abes T e T e AT
Co L o T Maral Juh.Is'o’;g Sep.30 - Dec.31 ° Mar.31 . Jun.30. - Sep.30.." . Dec.31 - . .
. Revenues.....f.:;.;...t.‘.' ........ -8 22553% & 23,1747 08, -24.108 ©$. 25270 5 26,278 $-27456 ~'$ 286107 $.-29741 | °

oo .7 Costofrevenues.....i. [ 7603 " 7716 0 7,607 - - 77967 - 7081, " 842 . 9,189 9412,

. N

ST = Grossmargmz 14950 ¢ ~f 15458° 16481 .- . 17474 CU18337 0 7 T18,614 - \19421”, 205329

[

e et ’*operanngexpenses o “15,870 15 881 \‘ -16107 . T16,5035 . 170106 T 17,238.0" 17,465 18146 v
ST i: lncome(los§)from LR N R A ‘_ f o B . Y '
ST R operatlons.,.i.... : (920) % (423)" Tyt 34an 97‘lr\ RN 1,231 . ‘1,376 - ,:,"1 956 - 2,/l§3 s

Dol /Othermcome net . 7. s s ~- 65 - \,182, Do 238 2860 311t 479 -~ o

ATV Income(loss)before B N T e e e . NN - i
- mcometaxes._.\..ﬁﬁ:;.,...\.‘.‘ ‘ (84;3): @67 439 0 153 L4697 o 166275 T 2267 . 12,662
T Income tax expense .. | ' ‘ \ . LT oo - R P . Lo j¥
AR 5 f«(beneﬁt)....}‘:...: ....... wLot s D D U R 2 A 7 T 02 MR 100 MR AT 1) S .
RN T o Net incomé (loss)....‘...l....ﬁ (843) (367). 8§ 281, S 1,009 -§ 1,481 o "1,736 - 2$--2367 %~19,401- co
' L \\,‘ S " Net.incorité (loss)per N ",«' SV LT T L ; St e ”/, »
O S A \(0.05‘)_2‘$'u, (0.02)"?$" L0028 006 7S5 0087s 000" s 013 s, 106 -5 S

. ‘L” T\ Netmcome(loss)per R " )L‘j‘ s\‘ R ;o T 7~‘~f/f\ T vf/lx__;" ;':\ 3 o U v{‘\;
. . N ' (005) (002) fs',:xo.ongj $.- 006 5 008, s - 009/ s'g/o.13;‘ $ -1.03 .

RN ~ L . R N Pt ., - . . /‘\ :,\, h :/ 7 : - e . \/ - ,\“" s fA e -
y e s o s T Man 3l - g, 30 - -Sep.30. - . Dec.31 . Mar.31 Jun 30 J,_Sep. 30 oo Dee 3k s
s T ‘R/evenues..l: ............. SN wroo‘o% /- 100.0% -~ 100:0% . 4100.0%. ; . 100.0% ¢ < 100.0% 100.0% o 1000% -
o Costofrevenues e 337773330 - 317 07 3090 7 308 3 o210 36
e *Gross margin .... 66357 667 *683 = 690 - 698 - 6181 | ‘67.9:;;/,\‘ 7684 Lt
B 5‘1\5 Operatmgexpenses ....... e[ 0704 ‘,“l - 6BS. T 6%8~ . ,;",f65.3f”‘ L 651 . - 628 -.r6ld -0 " 61.1 ST
2 \\/ <+ Income (loss). from . S 2 B - /,,: [N “".-’" e / S P BN a/
o  operations.... S C S R ¢ ) o ;l.5 S 3 8 . 5047 T80 -0 68 13
Tl e \Othermcome net 04 T 02 oo fo.j3 . '? 08 U090 -1 Lo 17
- TN \ ~,Income (loss) before K H;J v - ? IR = R 1" /‘\f{\ o ;,", o,
. r_rncometaxes.l..: .......... - ;‘(3‘.7)(' o (1 6) ’v'\\rs 460 T 56 7 6 - M7.‘9‘ Co. o907 ,;'
L e Incometaxexpense T NS _Q; /,L ST R N <7
T (benefit).......... 0.0.7 j 0.0 o 07 . 05 - L - 00 . 02 - f(0.4). (562_)
T R \‘Netm‘c\ome (loss)... - (3.1)% (1’6)‘7‘“ ) 11% S41% 7 O 56% 7 63% -, - 83% . *65 2% ‘
- AN . - L NI Y A N RN S A N R 5
Vo N N [ ! A P NN - - - ; T - . -

N i i\ Peer Marker Research, ,Inc On May -4, 2004 we acqurred all -of the outstandmg caprtal stock of PeerMark an ..

ST onllne prov1der of commercral Teal estate ‘informatiofi in Nashvrlle and Memphis, Tennessee for $6233000 in"
s~ . Jcash and .5,318 shares of our- common stock,: “valued at- approxrmately $207,000.° In addrtron the PeetMark

L IR acqursmon agreement provrdes for ~addrtlonal consrderatron 10 be paid by. the Company to‘-the former 5
ST "'1:1 shareholders of PeerMark based on: the future operatmg performance of the acqurred company e ,
N N o . e ! ,\ : - e B T\ ’\L‘_ Ty : - : L
R - Scotttsh Property Network On June 16,-2004; our UK subs1d1ary acqurred SPN -a provrder of - onlrne-
SR ‘- h commerc1al property information i in Scotland We- acqurred /substantlally all.of the_assets- of the’ SPN busrness
L BRI \together wrth all of the outstandrng caprtal stock of SPN for approxrmately $l 3 mrllron in cash ol e s
B _: . RealComp, Inc On September l7 2004 we' acqulred substantrally all of the assets of RealComp, Inc ks ’ o
N local comparable sales 1nformatron prov1der in, Dcnver Colorado for approxrmately $350 000 in cash Ca T ﬂ h
S W Natzonal Research Buréau:~ ‘On January 20, 2005 the Company acqurred the assets of NRB ‘a lead1 ng :" s
STt e provrder of property mformatron to the shoppmg center mdustry, from Clarltas Inc for approx1mately $ B R -
T AT \7 /‘J—\ /’\‘\:/—J\\‘ 1 S 1_" - .s\ A ' ’\1“,1‘\; - o ;\\_\':‘ % ': - ‘\\—"\w,"TE‘ N ‘fl \'

LT 1Recent'Ac‘qui‘s’itﬁonfsi:\ L N L RN ;
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- million in_cash. The dequisition will' be-accounted for using purchase accounting. The purchase price will be. -
. _principally allocated to various working capital accounts, database technology, customer base and goodwill. . - -

. Ace . ! above have "been: accounted for using purchase
+ accounting.” The- purchase price “for. each of 'the acquisitions was- allocated primarily to acquired database . <
 technology and-customer base.. The acquired database technology-for ‘each.acquisition is being amortizedona *

‘ . . - <

_ ¢, /straight-line basis over 5 years. ‘The customer base for each acquisition, Which consists of one distinct.intangible

', - . asset composed of- acquired customer contracts and the-related customer’ relationships, is"being amortized on &

: 2 125% declining balance method over 10 years. Goodwill will not b& amortized, bt is. subject 'to,.annual.,
... impairmient fests. The results of operations of PeerMarK,'SPN and RéalComp have been consolidated with our, -
’ ‘results s’ihcr‘e"thefresp’ectjiVe dates of-acquisition. The operating Tesults of each of PeerMark, SPN and RealComp-

. are not -«considered matefial’ to our _consolidated  financial 'st,atementshand\eic/cc_)rdingly,,pro forma financial-

" Acéounting Treatmeént.> All of the acquisitions ‘discussed

’ information has not been preserited for any of the acquisitions. .~~~ N - oA o
; »’,' l'I ! s T M . . Lo, . (" - T . N "" N v , - - ' . ’
- -7 Liquidity and Capital Resources T A R ‘ L
/27 - Our’principal sources of liguidity are cash, cash equivalents and short:term investments. Total_cash, cash

777 ‘equivalents and short-term investmients were $117:1 million’at'December 31; 2004 compared to $97.4 millionat
ol Déeefnber\ 31, '20())3,., From Dece_’mberf31/,‘\'20'0;3' to, chembér 31, 2004,‘Qa'§h,‘ca‘s‘h equivalents and s’ho‘rt-térmf ’

.5 - investmenis increased $19.7 million, principally as a result of-increased EBITDA, and proceeds of $6.3 million 7. |
* .~ from }\emplfo‘yee stock option eXeréisq§ topurﬂchlas,e approximately 425,000 shares of common stock, offset by

purchases of property and equipment and- other. assets’ of approximately $9.0 million ‘and_‘cash used in . . .

, . dcquisitions; . - . - oL o - .
AR w A e \" SN T . i N [ ST / S - - o Y T < -
 Netcash provided by operating activities for.the'year ended December 31, 2004 was $24.7 million compared. .

. t0.$13.6 million for the yearcended. Decerhber 31, 2003. This $1 1/1:million increase in net cash provided by’ o
' 7 operating activities-was principally the result of revenue growth and resulting growth in gross margin, which was '
- principally ‘due'fo the résult of futther penetration of our’ subscription-based information services into .our

existing and potential. .customer-base, és’\'yell as-the successful cross-selling of information services into our .

,existing customér-base across. our-sérvice platform. The incréase in net cash produced by operating activitiesalso
T . _ due to timing.differences in payments of accounts payablé and accrued expenses. L

- N e \

e " Net cash'used in investing activitiés was $299 mjl,li_orj for the year»e‘n’d(ed December 31, 2004 compared )toj .-
-~ . _ $65.5 million for the yeaf ended’ December 31,.2003. This $35.6 million decrease in net cash used in investing .

T
7]

s activities was-principally due to the decrease in net purchases and salés of short-term investments. \

’

N;ét((:“a:sh/ p,r/d,v'i}l'ed /Byﬁhi;ncihQéctiYiﬁés was't$6.f3rrr}ill‘ioﬁf‘for\,tﬁeryear ended D,Tecember 31,.2004 co’mp.arec.ill,: .
_ to $61.8 million for the year ended December 31, 20031 ‘The higher net cash-produced by financing activities in = . .
"~ 72003 over 2004 is due to our November 2003 follow on public qufering in which we issued 1,667,500 shares of >~ 5 -

" . common stock and received net proceeds of $53.5 million. - o . L
v e U - & ) ; L ' - ' L - ’ oo -

able . summarizes  ouf principal’ contractuadl ~obligations at | oo

o "féor‘zt,rbc\tud_l;, Obligations. Thé félldWiné it § ) ‘
... Decémber 31,2004 ‘and:th‘e‘evffectk‘sudh"obligétion"s’ are expected to have on’our liquidity and cash flows in future. ST

- ‘_’z’:\,;ﬁeri‘pds"(ip thousands): Sl ' ‘ . A ] | e
N T N C . 2010and T ot
cO D T T T Tetal © 2005 _2006-2007 : 2008-2009 - thefeafter « ~
Tr ) Operating 1eases. . el i 826024 80 5020° S 115178 . 7645 . 5 - 940 _ T 7L
- .. Purchase obligations. et 4730 L4406 -0 T340 — Ly
""" Total contractual principal cash obligations._$ 30,754 '$: 10328 § 118418 - 7645 § 940
/_‘» = L (':’A //,— . ")" : C 7(' BN - \ ‘E/“ R \‘— N R ‘\‘ "‘/ ) ) Yo . . . o - /‘
':' ~7:(1): Amounts do not ,incldgic current pur'c'ha_se’ bbli‘gations‘tha}t‘m‘ay/be renewed on the same or different terms or L. .
o "’\‘l"_/te’rmin’at,ed;byqs,or,a.thitdpart‘y.\, R e P o -
’ R o s ' - ST : b v

. .-On Febtuary 23, 2005; the Company ¢ntered into an operating, lease agreerent, pursuant to ‘which. the
.- Compariy has agreed fo. lease approximately 33,371 square feet of office space_located in Columbia, Madryland.
' The.lease has an-initial. term of 99 months and-an initial base rent of $22.75 per rentable squaré foot per year: - -~
- 'A'dditiogal]y/,';théfCompany ’h‘ais,a‘ conditional Vt?p\ti(()n'boﬂ) té”,?erminate the lease approximately five years after . -

1
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v 7.\ commenceément of the initial‘term, and to.reniew the lease for atiadditional five year period after expiration’of the
L0, B N "lnltlalterm RS ‘,“ . i" o~ A \\i NN Y 7/\« /‘/“ . V\,‘ ,_\,’t R ‘ \'_/5 \\. ) \l‘\ \‘._ Lo &
- .- During 2004, we incurréd capital expenditures of pproximately” $9:0 million, -with ‘approximately \$5.3
v . . g g R R A o Lo ’ L . s e S
. - - million related to building photography costs' and the -purchase of field research vehicles 'and equipment in"-
"~ 7 conrection with our planned- 21-markeét .expansion, and. the temaining $3.7 million fo support our existing

~. ., operations. ;Cépiial expenditures for \20(}]5"eire expected to ihc‘lu\de_ investments \in-assetS\ required to support our. * .

‘ databases; and’ c{ommhnicatioﬁsi,'meas/uring, phot'ographic'and cqmputer equipment, tqtalingiépproximqte]y $8.0
S million. Additionally, we -expect to incilr‘,approxinfh't"ely_$‘4"O~' million’ of. capital- expenditures during, 2005 to

.7 - - suppoftour existing-operations.,, + -~ ., - . CtL s .

~ .70 Todate, we have grown in part by acquiring other cpmphnies and we may continue to make acquisitions. Our
-, - Acquisitions may vary in sizé and could be material to'our current-operations. We expect to_use cash, stock, debt

‘or othef-means of funding to 'make these acquisitions. - N R

el ;\oﬁergting‘agﬁvit\ie‘s‘shoﬁl'd be sufficient to fundour operations for at last the next 12months.” - .. .
R . As ofthe fourth quarter ‘of 2004, we"determined that it was more likely than not that we’ would generate S
.+ 77 taxable indom¢ from operations and be able, to' realize tax benefits arising from use of our net operating loss A
© U camyforwards to reduce the income tax we will owe on this taxable_income: Prior'to the fourth quarter of 2004,
7. .werecorded d valuation allowance on the deferted tax assets associated with these future tax ‘benefits because we .
fo L Cweré nott certain we.would generate taxable income in the future! ‘The rélease of the valuation allowance in-the
", % fourth quarter resulted in a'tax benefit of approximately $26:2 ‘million. This included an<income tax benefit of . --

% . ... approximately $16.7.million that was recognized in our results from operations. ‘We also recoghized a'‘tax Benefit
- Yof approximately $9.5 million as additional-paid-in capital for our'net operating loss carryforwards attributable to

s "“tax deductions, for stock. options. As, of December 31,.2004, we continued to maintain a valuation allowance of ;.

,approximately $546,000. for certain state net operating loss' carryforwards. o

"~ planned- market " expansion, including additional field research, vehicles, building: photography. and initial . |

"+ Based 'on current plans, ‘we believe. that our available cash combined with positive casl flow. providéd by

" For the foreseeablé future, we. ekpect o record incoimie tax ‘éxpense 'on .our ;ééults‘fror’njo}ieratiqhs‘at an’
g _effective rate of approximately. 40%. For the next'several years, however, we-expect the majority.of our taxable . °
. o in‘qdme‘ to be absorbed by out net operating_loss, carryforwards. ‘As a result, we expect our cash payments for , ‘
.-, taxes to be limited primarily to federalalterhative minimum taxes and-to state incorne taxes in certain states, - 7
- .. Wedo not believe the impact of inflation has significantly affected'our operations. N
"' -~ Recent Accounting Pronouncements - . - L - N
-+ We initidlly adopted the Emerging I\ss’tiesté’sl'/éForqe (“EITF”) consénsus on'Issué No. 03-1,"“The Meaning

t .7 of Other-Than<Témporary Impairiment and Tts Application to Certain Investments” on July 1,:2004, and’the’

-+, -Financial Accounting Standards Board Staff, Position - (“ESP”) ‘EITF Issue ‘No. 03-1-1, Effective Date of |~ " |
. . "~  Paragraphs 10-20 of EITF Issue’-No. 03-1, “The Meaning of Other-Than-Temporary Impairment and Its - :

", Application. to, Certain. Investments” on September 30;.20047 The conserisus on: Issue, No.-03-1, applies to -
-+ sZ - . investments inmarketable debf and ‘equity sécurities, as' well as investments jn equity securities accounted.for.. -
" " under the cost-ethod. It provides guidance for determining when an investment is considered impaired, whether
. s ... 'the impairmént is other than‘tempora",ry, and the measurement of an. impairment loss. The gqi‘dénqe also-includes. .
.+, accounting considerations -subsequent to the’ récognition .of an other-than-temporary impairmént and fequires,
.. 'certain disclosures about uriréalizéd lossés-that have not-been recognized as othef-than'temporary impairments,
V.- . FSPEITF IssueNo, 03-1-1 delays the effectivé date-of paragraptis 10:20 of EITF Issue No. 03-1; which provide .
guidance for determining whether thie impairment is other than temporary, the measurement. of an-impairment
-, loss, .and accounting “considerations’ subséquent, 16 the recogiiition of -an ‘other-than-témporary “impairment. _ -_
:,« Application of-these paragraphs is deferred-pendirig. issuance of proposed “FSP EITF Issue No. 03-1-a. The
~ . .., adoption Of EITF Issue No. 03-1-and FSP-EITF Issue ,NQ.\\O-Sv;l‘—‘l\di‘d\th have a material impact on our financial =~

' " 1. pésition or results of operations... ¢ . 7 .. oy Cooeme e T

; ' -

e

77" In December 2004, the Financial Accounting Standards Board (“FASB") issued SFAS No. 153, “Exchanges * "\

nting for Nonmonetary Transactions™ "~

of Nonmonetary Assets—An Amendment of APB- Opinion No. 29, Acco

i \ -

~ . ) R . . .
. - : o S o NN . S ~ BAREE o
L N PR P EdaaN _ < . N ~ T Ly .
~ . . A - - N > - i i " ' -1 s =~
C ‘ [ - - ' . S . ; S s AN N
! v - - - _ . h ”
) -~ - r - i N i
- = L . S
‘ s i - ~ ) -
e - \ \ ( - (L 7 '
= N ‘ - EREN
N - ~ ! - ~ RN ' N
. _',,‘V ’ . N N - =~ ra 3

1




(“SFAS 153”). SFAS 153 eliminatés the exception from fair value measurement for nonmonetary exchanges of -~
\s/imil,ar /produétigc\ assets’ in paragraph ~21(b)--of APB .Opinion Ne.. 29, “Accounting 'for- Nonmonetary
. " Transactions,”and replaces it with.an exception for exchanges that donot have commercial substance. SFAS. 153
- . .7 specifies. that a,nonmonetary exthange’ has commercial substance if the' future cash flows of the entity are
.~ . expected to change 'significantly as a_ result of the exchange. SFAS. 153 is effective for the fiscal periods
N beginnir'lg’aftqrjyne.li 2005 and the-Gompany 1s required to adopt it beginning January 1, 2006. The Company
» is currently evaluating the effect that the adoption of SFAS 153 will have on its consolidated results of operations
-+ and financial condition but does not expect it to-have a material impact. . R ' o

. . - ,

EI:TF'I‘ssue No. 04-1, "}Ac,counting'fqr Preexisting. Relationships between the Parties ‘to-a Business ',
Combination”, was issued in October 2004. This, Issue applies when. two parties’ that have "a lpre-e'xisting
contfactual relationship enter-into a business combination. Specifically, the issue is whetlier a consummation of a
business comb‘inatio‘n between two parties that have a pre-existing coﬁt\factualj relationship'should be evaluated to'* -
determine if a-settlément-of ‘a‘pre-éxis'ti,\ngr contractual relationship exists; thus requiring accounting separate from’ -

o the businéss 'comb'inqti'on. If separate accounting is required, then the f_neésuremént of the settlement amount will *

., be decided. Finally, if it, is: determined that assets of the acquired entity that are [elated:tq a pre-existing

‘contractual relationship with the acquiring entity should be recognized as part of the business combinatien,

“whether ‘the acquiring entity should recognize those ‘assets-as intangible assets apart from goodwill will be

decided. The issie is effectivefor reporting periods beginning after October 13,2004, The Company will assess

" .. the impact if applicable for business combinations occurring in 2005.- - . S
e In ‘December 2004, FASB' issued SFAS No. 12/3?, “Share-Based Payment.” Under previous practice, the
. " reporting entity could accolnt for share-based” payment under the provisions. of APB Opinion No. 25 and -
o ... -+ disclose pro forma share-based compensation as accounted.for under the provisions of SFAS No. 123. Under the

. piovisions of SFAS No: 123R, a public-entity is requiréd to measure the cost of employee services received, in
'L exchange for an award of équity instruments based on ‘the grant-date faif value of the award. That cost is
Tecognized over the period during which: an }‘erhployee,is'required to prov'ide service in exchange for the award:
“*_ SFAS No. 123R-is effective for fiscal.quarters béginning after June 15, 2005. As such, the Company expects to
- 7. “<adopt its: provisions for the fiscal-quarter. beginning -July 1,-2005. Application of this pronouncement requires
‘ significant judgment regarding. the inputs to an’ option pricing model, includirig stock price-volatility and
. “employee ‘exercise Jbehavior. Most of -these- inputs ‘are “€ither highly-dependent on the. current economic
. environment af\thev date_of*grant or forward-looking over the expected term of the award. Thé Company is .
'+ continbing to assess the impact of the adoption of SFAS No: 123R-in 2005, but currently- expects to: incur-
. approximately $3.7 million in-charges in 2005 for stock option and other equity compensation expense beginning
_ " in the third quarter of 2005. As-a. result, the Cémpany is ‘evaluating our compensation practices and may develop
.~ .. alternative stock-based employee compensation plans, including without, limitation the issuance of restricted-
. - stock, which may result in recording 'additional»'expensé.té our consolidated statemenﬁs of operations and reduce -
»’purngt{incor‘ne“. o 7 R ) T \ B o .
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. ", We have made forward-looking statements in this Report and make forward looking statements_ in our press
-, releases and conference calls that are subject-to risks and uncertainties. Forward-looking statements include
© . . /information that is not purely historic fact-and include; without limitation, statements concerning our-financial
. * outlook for 2005 and beyond, our possible or assumed.-future restlts of opérati'ons ‘generally, and other staten}en:cs,
- - ‘and i_nfo'rm‘a’cioﬁi;relgarding,assumptic’)ng' about our revenues, EBITDA, fully diluted net income, taxable income,’ °
" cash flow from operating activities, ayailable cash, operating costs, ‘amortization expense, intangible asset
recovery, net income per share, &iluted‘net income per share, weighted-average outstanding shares, capital amc‘l'
other expenditures, effective- tax rate,” equity" compensation charges, future taxable income, purchase

© ' amortization, financing plans, geographic expansion, capital structure, contractual obligations, legal proceedings
, " ‘and claims, our database, database growth,. sérvicés and facilities; employee. relations, - future economic,
S ~ performance; managément’s' plans, goals and objectives for future operations and growth and markets for our
) ~ stock. The sections of this Report which contain forward-looking statements include “Business”, “Properties”,
.. . .~ - “Legal. Proceedings”, “Mapagement’s ‘Discussion -and Analysis of Financial Condition and Résults of
-1 'Operations”, “Quantitative-and Qualitative Disclosures About Market Risk” and the Financial Stateménts arid

- related Notes.>>, .+~ - RN O L o C
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L - Our forward lookmg statements are also 1dent1ﬁed by words- stich’ as “belleves ” “expects~” “thlnks

estimates” or similar expressrons You should understand that these. forward lookrng T
R statements ‘are necessarrly estlmates reﬂectmg our _}udgment not guarantees of future - perforrnance They are’ A T
" fsubJect to a number of assumpt1c->ns risks and uncertalntles ‘that could cause actual results to drffer materrallyv TN
; < from those expressed or implied in ‘the forward-Tooking ; statements. The followmg 1mportant/ actors in addjtion’ - -
=7 torthose dlscussed in- “Rrskfactors ”and’ other unforeseen events or c1rcumstances ‘could affect our future results S
) . and could cauise” those results” or other outcomes to. dlffer materlally from thosé expressed or implied inour P
e T forward -looking’ statements general economrc condrtlons customer retentlon,,cornpetrtron, our ab1lrty to, 1dent1fy Ry
AR and mtegrate acqursmons ‘our ablhty to Control costs, ‘our’ abrllty to- Complete. successfully our planned . . -
S T expansmn changes or consohdatlons “within the commercxal real.estate 'industry; release of.new and upgraded i
2T ‘services by us or our' compet1tors data quallty,‘development of our sales force; employee rétention; technlcal Cet /
‘ ‘ problems with ‘our seivices; managerral execut1on ‘changes in- relatronshrps with real ‘estate brokers ‘and other PP
P ,’ o rstrategrc ‘partners; forergn currency ﬂuctuatrons legal and regulatory ‘1Ssues; changes in accountmg p011c1es or
o practrces and, successful adoptron of and trarnrng on our, servrces ; . PN PRI

N e
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} Y Accordmgly, you should not place undue rehance “on forward lookmg statements whrch speak only as,,of the-
S } date of th1s Report Alb subsequent written and ‘oral! forward looklng statements attrlbutable to us or any person _' '
’ .2 actlng« on our, behalf are expressly quahfled in théir entlrety by the cautlonary statements contamed or referred to. ‘
w7 in this sectron We ‘do- not \undertake, any obhgatron to release’ pubhcly any rev1s1ons -to; these forward lookmg

T T o statements ‘to reﬂect events or circunistances after fthe date of thrs Report or to reﬂect “the occurrence of N

unantrcrpatedevents T A SN \ R

’ - - - . LR
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NI RlskFactors e R I u/, S . SRR

R Our planned geographzcrexpan' on’ ‘may- not “be: completed successfully or may not result in zncreased
S ' revenues which may negatzvely zmpact our business; results of operatzons and f naricial condztzon Expandrng

h mto new. ‘markets 1mposes addrtronal burdens on our research Systems development, sales rnarketmg and

e : general manager1al resources Durmg the next’ year ‘we expect fo expand into ‘a number of new U.S. markeéts and-

,\ o~ «expand geooraphrc coverage m certarn of our'existing markets.. If we aré unable to manage this expansion plan

- \/ ;. PR effectlvely, if . this” €xpansiefi effort ‘takes’ longer than planned or.if our costs, for' this -&ffort exceed»our
RN expectat1ons our ﬁnanc1al condrtlona could be adversely affected In addltron -ifwe 1ncur srgnlﬁcant costs to oo

o PO expand 1nto these new markets or are not. successful in marketmg and sellrng our services.in these markets our s

Lo L expans1on may have a maierial adverse effect on our financial condltron by. i 1ncreasmg our expenses w1thout‘ o

[ [T

1ncreasrng our revenues adversely affectmg our proﬁtab111ty R : . e

. L N ’ L. . o
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S . ; Our planned expanszon znto the retazl real estate sector may not.be. completed successfully or may not result
B . in zncreased revenues, which’ may negatzvely impact oyr business, résulls of operatzons and fi narncial condition.’
o Expandrng into the’ retarl redl estate sector 1mposes addrtronal burdens on.our research systems development )
v - sales, marketmg and general managenal resources ' During the next two years, we. expect to 51gn1freantly expand e
- the number : of retall propertles ‘contained: w1th1n our'database. If-we dre unable to manage this expansion plan,
Lo effectrvely, 1f thrs expansron effort takes longer than planned -or if our’ costs “for - this _ effoxt exceed our
A —expectatrons our fmancral condition could ‘be, adversely affected. In addition, ~1f Wwe_incur srgmﬁcant costs to\ o
- expand into the: retarl sector and we are. notﬂsuccessful in rnarketmg and- selhng our -expanded- services,.or- . -~
'customers fall to accept these ‘ew. services; our expans1on\ may have-a- materlal adverse effect-on ourﬁnanmal
SBEER condltron by /mcreasmg our expenses without i 1ncreas1ng our revenues,\adversely affectmg our proﬁtablllty 3
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L T echnzcal problems that aﬁ”ect either our customers abzltty to access our servzces or the sofrware znternal
. // "/ ’ appltcatzons ana’ systems underlyzng our sérvices, could’ lead fo reduced demand for,our znformatlon servzces
Dy S Zower Fevenues and ‘incredased costs. - Our business” 1ncreasmgly depends upon the satisfactory performance , -

o ) o - relrabrhty and avallabrlrty of-otr.web’ site; the Internet(and our service provrders Problems with our web site, the
. Internet or the services provided by our: local exchange ‘carrrers OF Internet service prov1ders could’ result i~
- slower connectlons for our customers or mterfere with our customers access to our mformatron services. If we /
- experience techmcal problems in dlstrrbutmg our-'services, we’ could’ experrence reduced demand for our
Co A 1nformatron services. In- addrtron« the: software, mternal appl1cat10ns and. systems underlyrng our. serv1ces are »
Lo, complex and may not be efficient.or érror-free. Moregover, desprte careful development and testrng, we: cannot ber "
N .. - .certain’ that we' w111 not ericounter’ technlcal problems when we. attempt to enhance .our software 1nternal
R ;r apphcatlons and systems For example we are currently upgrading our 1nternal research applrcatron used by our, . .
e o . 7 research staff to update our- database of commercral real estate mformatlon and 1n the event that problems occur’ ;
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.-« during the deployment or future use of this application, the ability, of our-clients to access our services may. be’
»+ - affected, which Could- résult in reduced demand for our services, lower .revenues 'and higher costs. .Any
. .inefficiencies, e_rrof$ or. technical problems with euf software, intérnal applications and systems could reduce the -

"- . _quality of our services or interfere with our. customers’ access to our.information sérvices, ‘which could reduce

N N
! I

-, the devmand'for'our's,ervi(:\es, IOWérfour‘reVépue‘s’\and.inbrease ourcosts., " . - : o oL e
« .. _Temporary or permanent outages of our.computers, software or telecommunications equipment could lead 10, - . '

"~ . subscription-based information 'sefvices ‘generate the largest portion of our révenues. However, we may ‘be

. “reduced demand for our information services, lower revenies. and increased cosis. -Our operations depend-on
© . our ability to,protect our database, computers and software, telecommunications equipment and facilities.against

\_ " telecommunications failures. Any temporary or permanent loss of 6n_¢,or‘more of these systems or facilities from

", . anaccident, equipment malfunction ‘or some other cause could harm our business. If we experience a failure that’

‘> prevents us 'from; delivering our information- services to ‘clients, we- could .experience’ reduced demand for. our-
_-.» ‘information services, lower revenués'and incréased costs. ., . . - : e

‘ -~
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"\, Changes in accounting and reporting policies’or‘prac{i&e_g ‘may affect our. financial results or presentation of . . .
.. results, which may affect our.stock price. Changes in-accounting and reporting-policies or practices could reduce -

our nét iricome, which reductions may be independent of changes in our operations.” For example, beginning in- -,

) . the, third quarter of 2005, the Company expects to adopt the-provisions of SFAS No, 123R, which will require the -
- .7 ~Company, to expense, the valile of granted, unvested stock options. As a result, the Company expeets to incur >
approximately $3.7 million in equity‘compensation charges, which we expect will- reduce our ‘net income, In "

* addition, 4n thé fourth quarter of 2004 we recorded a one-time income tax credit of $16.7 million ‘primarily -

o related, to -the. release of our pr’éyiqlisly rebbrdéd'; valuation allowance _against our —het’o_pérating loss,
... carryforwards, and as-a result our net income for the fourth quarter and -year ended December 31, 2004 was |
- .sighificantly higher than'in previous periods. As a result, in-subsequent periods, we expect to tecofd income tax :

. e_x'pens:e at ,a\n‘\effecti\.\'/e/th‘ratexthat’w'\ould approximate the statutory-tax rate, »\//hich7 will likely decrease our net

’

: - e e ! ) 4
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7 Y7 Our revenues and financial condition will be adversely affected if we are not able o attract and retain . ..

- -+ clients: Qur'success and revenues depenid.on attracting and refaining subscribers to our information services.. Our

‘ .

* - “unable to attract new clients in-planned expansion markets and our.clients in existing markets may decide not to
! - ~ NG ~ - O ’ 4 ' !

o

- 7 add, /’no’t to,renew or to cancel:subscription ser\{ices. I édd{tién,/in order to increase our revenue growth rate, we *
- must continue to attract-new customers, continue to keep-our cancellation rate low and continue to -sell new-

-~ 'services to our existing customers. ~We may not be able to continue to grow our customer base as a result.of

sev_eréﬂ factors, .inél:udingWithout limitation: -a decision' that customers have-no need for our services; a decision

to-use altérnative services; pricing and budgetary constraints; consolidation in- the.real estaté industry; data

T

- .-

" ‘Sur'revenue growth rate may decliné.” - N « L . ,
T ’ - P . . Ty [ e i y [P - . ' h
- B [ , -~ e N ' . L e , RN
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_If qur opérating costs are higher than we expect, dur profitability may’be reduced. Many of our expenses, .

N \

». " . particularly personnel costs and occupancy costs, are.relatively fixed, As a result, we may not be able to adjust

1. spending quickly enough to, offset any unexpected revenue shortfall"or-increase in expenses. Additionally, we
. may éxperience higher than expected operafing tosts, including increased personnel costs; occupancy costs;
Tt selling ‘and marketing costs,. investiments in geographic eXpAan‘si()il,—\ acquisition, costs, communications costs, , 4

. travel costs; software development costs; " professional’ fees-and other costs. If operating ‘costs exceed our ! T

3

© “-expectations’ Or cannot be adjusted éc(;o’rdingly;(bur profitability may be ‘réduced and our results of operations-

.+ and financial condition-will’ be adversely affected.. - -~ . o S ) R
Co X We have experienced Joperating losses and.ouf: future profitability is .uncertain. Until the third quarter of
» 77+ 2003; we had riot recorded an overall operating profit becauise the investjent réquired for geographic, expansion’

7 ' ‘and newrinformation s;erv;iée_:s,had caused our expenses to' exceed er revenues. Our ability to continte to’earn'a .’
- _profit will largely. depend.on our ability:to manage our growth, including our expansion plans, and to generate . -
- ‘revenies that exceed our expenses. We generated net- income for the years ended December 31, 2003 and 2004,

-..*" ¢ .and our decision to’felease the valuation allowance on our deferred tax' assets was based ‘on our expectation of "«

e future taxable incomé from operations; however, we may not be-able to sustain of increase profitability ona

S N . ‘ \ N >

-~ quality; téchnical problems; or economic or.competitive préssures. If clients. decide not to renew or cancel theit, ., -~ -
- St - ! - L. G S A N ' e . T . T,
- agreements, and we-do not dttract' new clients or’sell new services to our existing clients; then our revenues or -- | N

" quaiterly or annual basis in the ‘future. We w@ll~\/contii'me to evaluate out 'ezgpéctaﬁo’n of future taxable income e

damage” from potential dangers such as- fire, .power loss, . security . breaches, computer* viruses' and '~ . . |

“

.



T during.each quarter, and if we are unable to conclude that it is more likely than not that we will ‘qérifinue tobe ..
L .72 770 profitable, then the realizdtion of our deferred tax dssets could become uncertain: In such‘a“case, we may-be . ' -
. 7%~ . required toestablish a valiation allowance against some or-all of our deferred tax assets, which could resultina - A
"~ . significant charge to our-earnings which could adversely affect our net.income in the period in which the charge =~ . "
= . isincurred:In addition, our ability to continue to, earn a profit; to-increase revenues or.to control costs'could be .~
o, o ... . affected by the factors set forth in this section. We may not be able to generate revenues or control expensestoa , .
"7 7. - .. degree sufficient to earn a profit; to increase profits_on a quartetly or annual basis, or to sustain or increase our. c
-7 future revenue growth and, as a result, the market price-of our common stock'may decline. . < o - -
) ;; o U " A downturn or c_ozzsélidzitioﬁ in‘the_‘commerc‘ialzreql ,estqté iridust/;gf may, decrease ‘customer \den;ar;d for. éur SRR

-

' -7 “services. The commercial real estate industry has’stabilized ih recent months; as evidenced by improving leasing -
" activity, rental rates and- absorption rates. - However, a reversal. of 'this trend or renewed. downturn_in the . -
.. . commercial real estate market may. continue- to affect our.ability to génerate revenues and ‘may-lead to more

- v éancélleitidns: by our-currerit or future customers, both,of ,\Avhidh\;f,cpuld'c'ause ,{)ur,re\venu\‘es or our-revenue:growth - - .
.. . .~ . rateto decline and reduce our profitability.- A depressed commercial real estate.market has'a negative.impact on_ -
© =770 " our core customer base, which could décrease demand for our information services. “Also,-companiés in this'* .~
., %7 industry are consolidating, often in order'fo reduce expenses. Consolidation thay lead to more’ cancellations-of "
DOl e our'information services by our customers; reduce the number of our existing clients, reduce the siz€'of our target .
" 7.0.>7 | market or-increase our clients’ bargaining power, all of which could cause OUT Tévenues or our revehue growth'.
o .7, ratetodecline and reduce our profitability. -~ - -+ 0 L0 ST s v
N o \'i"Ger‘zem’l economic conditions: could increase our expenses and-reduce our'revenues.. Our business and the.
S commercial real estate-industry are particulatly affected:by negative trends in the, general economy: The success -

\

-+ .- . ofout business depends on.a number of factors relating to general glob_al;‘national,‘ regional and local economic
‘ . 7 conditions,” including inflation; -inferest ratés,. perceived. and-actual economic conditions, taxatien policies, - |,
- = ., ~availability of credit, employment levels, and wage and salary levels. Negative general economic conditions . -

<% - o could adversely, affect our business by reducing our revenues and profitability. Additionally; any. significant
©. ~ ' -~ lterrorist attack is likely to have'a dampening effect on the economy in general which could negatively affect our
’ : T financial performance and our stock- price: In ‘addition, & significant increase in if)ﬂ»&tiﬁ(}n could increase -our - -

. 77 ., ... expenses, which may not be offset by increased.revenues, If clients choose to cancel our information services as '
: *- -~ aresult of economic conditions, and we donot aéquire new. clients, our revenues-may.decline and our financial .

N po‘sition’fwoul\&i‘be adversely ‘affeétqd. St R N RN o
RN If we are unable to. hire, retain and continue 1o !déyelog’ofur sales force or if our sales force is unproductive, -
. our revenués could be adversely affected. In‘order to-support revenue growth, we need to’continue to develop, .
©v, - L. train and retain our sales force. Our ability to build and develop-a strong sales force may be affected by'a number |
e >~ of factors, inchiding:.our ability to attract, integrate and ‘motivate sales personnel; our-ability to effectively train =~ = 2.

o - "~ .. v our sales force; the ability of our ‘sa\k\:s force to-sellan ihc‘rea’s’e\d\ numb@r’df ‘'services; our ability, to retain an .
S Lo E:ffec‘tiye Vice President of Séle‘s;;;()ufj ability to grow and Iﬁaﬁagé effectively an outbound ~te1¢:salés"§rd1ip; the -
7.« 7 lengthof time it takes newsales personnel to become productive; the competition we face from other companies
. . . _ °  .inhiring and retaining sales personnél;-and oir ability to effectively manage a multi-location sales-organization. _
S0 vt If we are unable' to hire, develop /Or\‘r'etain/ the members 6f our sales force, or if our sales force is unproductive, -
T : ) S our revenues could decline or eease to gr‘owfaild our e‘xpé@ses.éoul/d irgc;'ea:se: A L SN

RN : Competition could render qur"se}'vi}fes uncompetitive. The miarket for informatiori systems and services in .
S .. '+ ‘genefal is highly competitive and rapidly changing. Our existing -competitors, .or future competitors; may have
. - - ... .greater name recognition, larger customer bases, better technology or data, lower prices, easier access to data, - - o
..+ 14 .. greater user traffic or greater financial, technical or-marketing resources than we have. Our-competitors may be =

. .~ "“able.to undertake more effebti}/¢~;nark§ting campaigns; obtain more data; adopt more aggressive pricing policies, » _
N “. . 'make more, attractive offers to’poténtial employees, subscribers, distribution’ partners and-content providers or
- oo ~'may be ‘able to respond -more quickly‘to new or emerginhg”technologies - or ‘changes in. user ‘requirements. -

.- < - Increased competition cou]d:result\ihJowerfr@vemie’sanc/l\h,i;gh\qr expenses, which would reduce our profitability. -

ations in our financial- results. , Our operating tesults, .-

o . "5 Ourstock price may be negatively affected by flucti
- .-, . Tevenuesand expenses may fluctuate with general economic €onditions and also for many other reasons, many.of .

S .. “which are outside of our control, such as: cancellations or non-renewals of our services; competition;-our ability -
IR .« -1 tocontrol expenses; loss of cliénts or fevenues; technical problems with our services; changes or consolidation in_
.~ 7' - the real estate- industry; our investments. in geographic -expansion;_interest rate’ fluctuations; the ‘timing and -
D COL PR 2300 T S T PR
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"+ our revenues-and our profi tability.- Our: future business and financial success will depend on our abll1ty to-

v

“ - success of new’ servrce 1ntroductrons and enhancements successful execution of .our expansion plan; the
i development of .our sales force; managerial’ executxon -data quality; employee retentron forergn currency .
ﬂuctuatrons successful* adoptlon of.and training.on the. Company s serv1ces the timing of 1nvest1ng the net-
proceeds from our offerlngs acqursrtrons of other’ compames or assets; sales, brand enhancement and marketmg

- “promotional actlvmes clrent training ‘and support actxvmes changes in’ client- budgets or our investments in
-y other _corporate resources; In. addition, changes in accounting policies or practlces may affect our level of net ,
ncome, mcludmg w1thout limitation, changes requiring us to expense stock options: Fluctuations in our ﬁnancral
results, revenues and expenses may cause the' market pr1ce of our common stock to dechne ‘

- . N a
’ \ N - N i

- Ifwe are. not able to obtain and maintain- accurate comprehenszre oF relzable data, we could experzence

- \

] reduced demand for our. _information services. Our success depends on our. clients’ confidence in the -~
Coe comprehensrveness accuracy and reliability of the data we provrde The task of establishing and mamtammg

' accurate -and reliable data is’ challenglng If our " data, including the data we obtain from third, parties, is not
current accurate,. comprehensive or reliable, we could experience reduced demand for our services or Jlegal
~claims by our customers, Wthl’] could result in lower revenues and higher expenses. In addition, during 2005,

" we expect to deploya new company -wide ‘internal research applrcat1on for our U.S. researchers to use to update,

~ our’database. In the event this software ‘application is not deployed effectxvely, \1f our researchérs find the,”
-0 apphcat10n difficult to use or if this appl1catlon does not work properly, our data quality rnay be affected, which -

could result in reduced demand for our. serv1ces lower revenues and hlgher costs S ! o

, - . '

\ . . - - ~ ~ '
. . ,
K . N

We may not be able to successﬁdly zntroduce new or upgraded mformanon servzces whzch could decrease

'

_confinue' to- introduce - new and upgraded seryices. into the marketplace To be successful we must adapt to-rapid
technologlca] changes by:tontinually enhancmg our information services. Developing new services and upgrades

to services’ 1mposes heavy burdens on our Systems ‘départment, management and- researchers. This. process is

. costly and- we cannot assureﬂyou ‘that we will be able.to successfully develop- ‘and enhance .our servrces In
“additior, successfully launching and selling a new service puts pressure on our sales and marketing resources I
we are unable to develop new or'upgraded services, then our customers may choose a competitive service over”
-ours and our revenues may décline and our proﬁtabﬂlty may be reduced. In addition, if we-incur significant costs’

. in developmg snew or upgraded services, are not successful in marketmg and selling these new services or
upgrades or our customers fail to accept these new services, it:could have a matenal adverse effect on our results’

" of operatrons by decreasmg qur revenues or our revenue growth rate and by reducrng our proﬁtabrlrty "

. [y .~ -y . \/ N
‘ thlgatzon or government znvestzgatzons in whzch we become znvolved may szgnlf canrly increase our expenses
" and adversely aﬁ"ect our stock price. Currently and from time to tnne we are‘involved in litigation incidental to
" the' conduct of our busmess We cannot assure you that we will have’ any or sufficient irlsurance to cover.our,
. pending claims or, ourffuture claims. Any lawsuits, threatened lawsuits or government 1nvestlgat10ns in which we
" are involved:could cost us a s1gn1ﬁcant amount of time and money, cSuld result in negative publlc1ty, and could |

- “adversely affect our stock price. If any claims'are determmed agalnst us, our profitability could be 51gn1ﬁcantly

; reduced and our fmanc1al position could be adversely affected. Tn addition, governments'in the United States or | -

abroad could adopt laws that could harm our-business by, for example regulatlng the information .we provrde or -
regulatmg our transmissions over the™ Internet, or exposmg our ‘business to taxes in varrous _]LlI’lSdlCl‘lOl’lS
Comphance wrth any such laws could i mcrease our costs or make our serv1ces less aftractive, = -~

h ~ - R . -
v N N '

\

If we. are anable fo enforce or defend our ownershlp and use, of mlellectual property, our busmess ‘
- competitive position and operatzngsresults could be harmed.” The success of~our business- depends in large part
on the intellectual- property ‘involved in’ our methiodologies, -database, services and software. We rely.on a

\

cotnbination of trade ‘secret, “patent, copyright and other, laws, nondrsclosure and noncompetmon provisions, . -

- license agreements and other ,contractual provisions and technical measures to protect our 1ntellectual property’
rrghts However current law may not ‘provide for adequate’ protection of our databases and the actual data,In,
addition, lega standards relating to. the validity, ‘enforceability and scope of protect1on of proprietary rights in o
Internet-related businesses are uncertain and evolving, and we cannot assure you of the future viability or. value

“of any of our proprietary- rrghts Our business.could be srgnrﬁcantly harmed if we are not able to. protect our - -
©.* contént and our other intellectual property. The same would be-true ifa court found that our services infringe

~ other persons’ 1ntellectual property rights. Any intellectual property lawsu1ts or threatened lawsuits in, whrch we
, -are involved, -eithier as"a plaintiff or as a defendant could cost us a srgnlﬁcant amount of tune and money and
d1stract management S attentlon from operatmg our business. In addltron lf we "do not prevall on any 1ntellectual

N



) e :E‘" = property clalms thrs could result in a change*to our methodology or. 1nformat1on serv1ces and could reduce our .

proﬁtabrhty U T L LT T T T L s
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el If we are, not able {o successfully zdentzfj} 'and zntegrate acquzsztzons our«buszness operatzons sand fi nanczal
- =7 condition ‘Could be adversely- aﬁ’ecled We,have expanded our markets and services in part through acqu1s1t10ns iy )

C l . of complementary busmesses servicesy databases and technologres and expect to coritinue to'do so in the future.
. - Out strategy to. acqurre complementary ‘companies  Or-assets: depends on our ab111ty to rdentrfy ‘and the

avallabrhty of., surtable acqulsmon candrdates In addrtlon racqulsmons _irivolvé numefous. rrsks 1ncludmg AT

- ’ managmg the mtegratron of personnel and products managing geograph1cally rémote operatlons such as; SPNin -
. . Scotland; the, diversion of ‘management’s ‘attention’ from other business concerns; the inherent risks- ,m .entering; Lo
T markets ,and sectors in- ‘which we have"either, lrmlted or no. direct” experrence and the potentral loss ‘of key } a
" oo employees or-clierits of the acqulred companles ; We. may not successfully mtegrate any acqu1red -businesses or L

N result in drlutrve _isSuances of equlty -securitiés, the incurrence’ vof debt one-time- Wrrte offs of goodwrll and
substantral amortlzauon expenses ofother 1ntang1ble assets Ca IR U S T

14
> o ~ -
- - hs R PR ' . R (s ~ . . ~ LoV -
[ AT T _} Lz st . ,‘/ _}_, - P ~n 5 L

, - e 7
N

e r‘l success “depends:in large part-on-our ab111ty to retain and attract management ‘and- operating personnel; 1nclud1ng

.~ eur Presidentand Chief Executive Offlcer Andrew Florance our ofﬁcers and other key émployees Our busmess oo
A requrres h1ghly skllled techmcal ‘salés, management,,web development marketrng and research personnel Who SRR
) afein hrgh demiand and are often subject to competlngoffers To retain and attract key personnel WE use- variolis .
~ measures _including’ employment ‘agreements; a stock 1ncent1ve plan and- incentive bonuses\ for key executrve,

R ofﬁcers These measures may not be enough to rétain and attract the personnel we need or tor offset the'1mpact on e

d

R -\ - agséts and 1 may ‘not achleve antrcrpated beneﬁts of any acqulsrtron Future acqulsltlons that we may pursue could”, .. E ,

Our business depends on retaznmg and attractmg hzghly capable managemenf and’ operatzng personnel Our ' - -

U our busmess ofthe loss ofthe serv1ces oer Florance or other key ofﬁcers or employees T S -

.
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o Internatzonal expanszon may result in new: buszness rzsks whzch may reduce * our prof tabzlzty Ourm 4
‘ 1ntemat10nal expans1on couild subject us- to new busmess rrsks mcludrng adaptmg o the d1ffer1ng busmess R
T \ pract1ces and laws in. foreign countrres,,drfﬁcultres in managmg foreign’ operatlons, ,hmrted protectron for .
R mtellectual property rlghts A some couriries; drfﬁculty in collecting accounts ,recervable and’ longer collection .
perrods,,costs of'eriforcing contractual obhgatrons impact of recessions.in economres outs1de the United States; .
-~ ‘currency exchange Tate ﬂuctuatlons ahd “potentially. adverse “tax consequences In' addltlon» 1nternat10nal
N expanswn imposes additional burdens. on our \executlve and admmrstratlve personnel systems development,,, LE

.’ < Yo

RN «research and sales departments and, general managerral resources " If we are-not’able to’ manage our, growth
",\/j/’ successfully,,we may incur hrgher expernises and_our” proﬁtabrhty may be. reduced Fmally, the. 1nvestment ,
IR requrred for international expansion could exceed the proﬁt generated from” such expans1on whrch would reduce L

¢ our proﬁtab1lrty and adversely affect our financial cond1tron TN N S

wr s _,‘l N . » ‘/“‘,'\‘ K :«\' :/ ,‘: . ;\c . ’,'k,/ - . . s ,‘a X / ko Lot
St vFluctuatmg forezgn currenczes may negatlvely zmpact our buszness results of operatzons and fin nanczal
R “condition. \,As a result of: the Property Intelligence and- SPN subsrdlarles a portron of our “business- is LR
T dencdminated i in ‘the Brmsh Pound and as a result, ﬂuctuatlons in, forergn currencies may. have.: an impact on our’, - -
L busrness results of” operatrons, and” ﬁnancral condmon Currenmes may ‘be affected by internal factors and o
OOV external developments in other countriés; -all of Wthh .can have -an adverse 1mpact on a’ country s' currency -
s 1: ‘ Currently, ‘we do.not have any. hedgmg ‘transactions’ to reduce our: \exposure to exchange rate ﬂuctuatrons We o
. »+.may seek-to enter into hedgmg ‘transactions in the. future but’ we may be unable fo enter rnto these transactlons \
A 'successfully, on acceptable terms ‘or-at all. We cannot predict, whether we w1ll incur forergn exchange Tosses in
Th- "f * the future; and srgnlflcant forergn exchange fluctuations resultlng in'a declme in'the British Pound’ may- decrease T

L the value of our. forergn -assets, as well as decrease our revenues and earmngs from/our forergn subsrdranes RS

R Wer may be subject to legal Zzabzlzty for dzsplqyzng or dzstrzbutzng mformatzon Because the contentf in our ‘;
-0 database is drstrlbuted to others we may "be ‘subject to clarms for deéfarnation, neghgence “or; copyrrght or..=
b " trademark, mfrmgement or. clarms based on “other’ theorles ‘We could also be subject to-claims -baséd upon the ~, ™
- content,that is accessrble frorn Sur web “site through links’ to otheryweb’snes or 1nformatxon on -our, web’ srte'
o supplled byathlrd partres Even if these claims do not result’in habllrty to Us, we could sihcur s1gn1ﬁcant costsin ~ .
L 1nvest1gat1ng and defendmg agamst any claims. Our; potentlal liability for mformatlon d1str1buted by usto.others < =
; could requlre us‘to 1mplement measures. to reduce our exposure to such’ lrabrhty, whrch may requ1re us to expend

IR substantlal resources and lrmlt the attractweness of our mformat1on servrces to users. . w0 e e
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Lo Market volatzlzty may have an adverse eﬁect on our stock przce \The tradmg pr1ce of our common stock has

\

- ,Item 9\ Ch’ange‘s tin,rand Disag'reements with Accountantsgon Accountlng and Financial Disclo‘sure o

2

-

s

ﬂuctuated widely ‘in 'the past and we; expect that it will continue to° ﬂuctuate in the future The prrce could
ﬂuctuate w1dely based on numerous factors, 1ncludmg quarter-to- quarter ‘variations in our operatmg results ,
,changes in analysts” estimates” of our edrnings; announcements by "us 'or our competltors of technological ‘
. innovatiohs or new services; general ¢ ‘conditions in-the commerc1al real estate mdustry, developments or disputes:
. .concerning, .copyrights or proprietary rights; regulatory devel opments; and’ economlc or other factors, In addmon S
.in Tecent yeats, the stock marKet in general and the’ shares of Internet-related and otheér technology companies in
partlcular have expertenced extreme pr1ce ﬂuctuatlons Thls volatility has had a-substantial effect on the market
prices-of securltles 1ssued by many compames for reasons unrelated to the operatmg performance of the spec1ﬁc
.compames © A o R
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Item JA: Quantltatlve and Qualltatlve Dlsclosures About Market stk o ’ . .
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L Weiprovrde mformat10n serv1ces to the commermal real estate and related busmess commumty in the Umted .

States and the Umted ngdom Our functronal currency “for our operatrons in the United. Kingdom is the local™
currency *As such, fluctuations. in the Brrttsh Pound may have an impact on, our busmess results of operatlons
and financial condition. We currently do not use financial mstruments to hedge our exposure to. exchange rate
ﬂuctuatlons wrth respect to our foreign’s ubsidiaries.] We' maywseek to. enter hedging transactions in the. future to.
reduce our exposure to exchange Tate ﬂuctuatlons but we ‘may be Ainable-to enter into hedgrng transactlons
successfully, on acceptable terms or at all As of December 31, "2004; accumulated other comprehensrve income,’

. [

(loss) mcluded a gam from fore1gn currency translatton adjustments of approx1mately $4. l mtlhon R S

(N \

N - N N
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We do not have mater1al exposure to market I'lSl(S assomated W1th changes in 1nterest rates related to cash™.

equwalent securmes held as ofDecember 31 2004 oo e S .‘ .

We have a substantral amount of 1ntang1ble assets Although as. of December 31 2004 we' belleve our
intangible assets will be recoverable changes in the. economy, the busmess in which we operate and’ our own
relative perforimance could change the assumptrons used to, evaluate 1ntang1ble\asset recoverabilify.-In the event ,
that we determine that-an’ asset: has been 1mpa1red we would” recognize an 1mpa1rment charge -for the -€xcess: .
amount by- which the carrying amount of the assets exceeds the fair ~yalue of the_asset. We continué to monitor

o PN

these assumpt1ons and thelr effect on the estlmated recoverablllty of our mtanglble assets ‘ ot

S LT ’ RN v

- Item8 Fmanc1al Statements and Supplementary Data oL T e

F1nanc1al Statements meetmg the requlrements of Regulatxon S X are set forth beginning at page F l
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Item9A Controls‘andProcedures* RN ST o S
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' We maintain dtsclosure controls and procedures that are desrgned 1o ensure that. 1nformat10n requtred to be
dlsclosed in our reports ﬁled or sibmitted under the Exchange Act’is recorded processed summarized and
K /reported within: the time perrods $pécified in “the Securrtles and Exchange Commlss1on s rules and forms and

S

! N ) f ) [

.

“-that such 1nformat10n is accumulated and communicated to .our, management,’ including our Chief Executive v

" Officer and Chlef Fmanmal Officer, as approprlate to atlow for. tlmely decisions regarding requrred disclosure.”
In des1gmng and evaluatmg the. disclosure - controls and procedures, ‘managetment recogmzed that any controls «
and procedures no matter how well desrgned and operated .can provrde only reasonable assurance of achxevmg ,
the desired control objectrves .and management is requlred “to apply 1ts Judgment in evaluatmg the cost beneﬁt

'~ relat1onsh1p ofp0351ble controls and procedures R N . , .

’
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As of December 31 2004, we carr1ed out an, evaluatron under the superv151on and w1th the part1c1pat10n of
our mahagement, 1nclud1ng our Chief Executive’ Ofﬁcer and-our Chief FmanCIal Officer, of the effectlveness of

. the design and operation of our disclosuré controls.and procedures. Based on the foregoing; our Chlef Execunve Y

Ofﬁcer and Ch1ef Financial Officer. concluded that our dlSClOSUI‘C controls and procedures were effectwe and .
were operatlng at the reasonable -assurance level Lt . O o e

v
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N rﬁnanc1al reportmg, a copy ofwhrch is 1ncluded"1n thrs Annual Report on Form 10 K’ ERMEVIEEN
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. There have been no changes in our 1nterna1 control over fmanmal reportmg durmg our most recent ﬁscal “ o

\

quarter that have’ materrally affected or, are- reasonably hkely to materrally affect our internal control over -

ﬁnancralreportrng o L L _ P A T
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Management’s Report on Hnternal Control over Fmancral Reportmg L - I

, 4 . .

Management of CoStar is responsrble for establ1sh1ng and ma1nta1n1ng adequate 1ntemal control -over -
ﬁnancral reportlng ‘and  for-the assessthent of the effect1veness of internal control over ﬁnancral reportlng As,
deﬁned by the Securmes ‘and Exchange Commrssron 1nternal control _over . financial reportmg is ‘a process T
des1gned by, of superv1sed by, thé VCompany 'S prrnc1pal executive and principal financial officers, to prov1de L
redsonable’ asstrance regardrng the rehabrhty of ﬁnancral repomng and the’ preparatron of financial statements-in ", * - '
accordance with generally accepted accountrng prmc1ples ; - U ATV
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- The Company S mterna] control over ﬁnancral reportmg s supported by written p011c1es and: procedureS' that
( 1) pertaln to the mamtenance of records that in reasonable_ detall accurately and falrly reﬂect the transactions . .
and drsposltrons of the Company $ assets 2) prov1de reasonable assurance that transactrons are recorded ds

. necessary. to perrnlt preparation of financial statenients in- accordance - ‘with generally accepted accountrng g
pr1n01ples and that! receipts: dnd - expendrtures of the, Company are bemg made only. in aaccordance with - - - -
authorrzanons ©of the Company’s management and’ dlrectors,\and £3). rovrde reasonable assurance regarding L

RN preventlon or tlmely detection of unauthorlzed acqursmon useor d1sposrt1on of the Company s assets thatcould .
haveamaterlal effect.on the ﬁnanc1a1 statements o - N S T
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Because of 1ts 1nherent hmrtatrons 1ntema1 control over ﬁnanc1a1 reportlng may not prevent of detect .
mlsstatements Prolectrons of any evaluation- of | effecttveness to future periods -are. subject-to the risk~that -+ = > .
““controls-may become madequate because of changes in condmons or that the degree of’ comphance with, the‘ CT
pohcres 0r procedures may deterrorate o : N . o - =L 1
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, In connectlon with the preparatron of the Companys annual ﬂnan01al staternents management of the S
Company has undertakén-an assessment of the effectrveness of the Company s internal control over. fmancral CoTn
_ reporting as of December 31, 2004 based-on criteria establishied in"Internal Control = Integrated Framework
" issued by the- Commlttee of Sponsormg Organlzatlons of the Treadway Comm15510n (“the COSO F ramework”) ‘
Management s assessment: 1ncluded an evaluat1on of the des1gn of the Company's’ internal control over financial
reportlng and testing of thé operatlona] effectlveness of the Company s mternal ‘control over financial reportmg -

.
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Based on this assessment management d1d not 1dent1fy any mate:nal Weakness in the* Companys mternal
. control and- management has conclided that the Companys 1nterna1 control over ﬁnanc1a1 reporting -was

PR

- effectlve as ofDecember31 2004 R : B . . BN
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A Ernst & Young, LLC, the reg1stered pubhc accountmg flrm that audrted the Company s fmanc1al statements
included ‘in"this report, has: issued 'an attestation report on’ managements assessment of 1nterna1 control over
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R Item 10 Dlrectors‘and Executlve Ofﬁcers of the Regrstrant " S0 , SO
) ) . , i g . . e \/ - . N Yot N R
. “The information requrred by thrs Item is- mcorporated by reference to our Proxy Statement for our 2005 o
- annual meetmg of stockholders ; - - FEUE v . , P
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Lo Item 11 Executlve Compensatlon A - Soa A ,
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R The 1nformat10n requ1red by thlS Item is, 1ncorporated by reference to our Proxy Statement for our 2005 ;0
- annual meetmg of stockholders ‘ . . S - . T
I Item 12. Securlty Ownershlp of Certam Beneﬁclal Owners and Management and Related Stockholder o N
. Matters ’ ) s N - IJ, e
_ ~' " The mformatron requ1redv by this Item is 1ncorporated by reference to our. Proxy Statement for our 2005 -
) g _ annual meetlng of stockholders. = - N R . ) . STy
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. - Item 13 Certaln Relatlonshlps and Related Transactlons N o . . Coo T )
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We have audrted the accompanylng consoltdated balance sheets of CoStar Group, Inc. as of December 31,2004 *
and 2003, and the related consolidatéd statements of operatlons stockholders’ equlty and cash flows for‘each of the ™
- thiree years: in the perlod ended December 31, 2004 These financial statements ‘are” the respons1b111ty of the
Companys /management Our respon51b1hty 1s to express an oplmon off these ﬁnanmal statements based on our -

\

audlts SECERN R BN L : L e .
(’A._,, , N - 4,,,/ R . 0L - . . P

N

We conducted our audlts in accordance with the standards of the Pubhc Company Accountrng Oversrght Board'.
(Unlted States).” Those standards require that we. plan and perform the audit to, obtain reasonable -assurance about
whether the financial statements are “free of 'material- mlsstatement An/audlt 1ncludes exammlng, on a test basrs,t R

., evrdence supporting-the- amounts and drsclosures in the financial statements An audit also includes: assessing the ' -
‘accountmg principles used and” 51gmﬁcant estimates made’ by management, as. well as evaluatmg the’ overall
ﬁnancral statement presentatlon We believe that our audlts prov1de a reasonable basis for our opmlon ST

'
N - - .
;- ’ | N [ . L N
IS4 v N i - - b~ -

. ~ .

', -7 In our opmlon the ﬁnan01a1 statements referred to above present falrly, i all’ mater1a1 respects the consohdated
L _f nancial position of CoStar Group,\Inc at December 31, 2004 and 2003 ‘and. the consolidated results of its .-
S operatlons and-its cash flows for\ ach of the three years in the perrod ended December 31 2004 in conformlty w1th
- (5% generally accepted accountlng prmcrples e el T e

", .
. . ' -
[ . A 4 B Ty . 7 . P
_ '\ BN ,:‘ . K N . 4,, - " / ' 4 .

'

oy We also have audrted 'in accordancetwrth the standards of the Publlc Company Accountmg Oversrght Board
- (Umted States), the effectlveness of CoStar Group, Inc.'s interhal control ‘Over financial Teporting ‘as of December
31 2004 based on_criteria established in. “Intefnal: Control Integrated JFramework issued by the’ Commrttee of* .

Sponsormg Orgamzatrons of the Treadway Commrssron and our port -dated, March 8, 2005 expressed an

;

- unquahﬁed opmlon thereon T L e Y S , - o
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L e The BoardofDnectors and Shareholders ofCoStarwGroup, Inc . ;g‘\ SRS " -
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co ~ We have audtted management 5 assessment 1ncluded in the- accompanymg Management 'S Report on Intemal -

RN " Control over. Fmancral ‘Reporting, that CoStar ‘Group, Inc. ‘maintained effectlve internal control over financial
. repbrtmg as of December 31,2004, based on criteria estabhshed 1n Internal Control——Integrated Framework issued l

S by the Commlttee of Sponsormg Organtzatlons of the Treadway Comm1s51on (the COSO cr1ter1a) CoStar Group, .

: ‘ ‘Tac.’s management is responsible for maintaining” effectlve internal control . over financial , reportmg and. for ‘its ' -

o ? assessment of the effectiveness of mtemal control over financial - reporting; Our respon51b1hty is t0 express' an - '

S opinion on management s ‘assessment and. an oplmon on the effectrveness of the company s 1nterna1 control over -

ﬁnancral reportmg based on.our aud1t '\w‘ N Cs S © -
! A T, EE (N . »f//‘ M N P ’

. . . We: conducted our- audit in- accordance w1th the standards of the Pubhc Company Accountlng Over51ght Board"~
S (Umted States) Those ‘standards requiré that we. plan and perform the audit to obtaln reasonable assurance about’ °
SR "\ - whether" effective - Jnterna] control over financial reportlng was maintained” in all materral respects.-Our audit
o included obtammg ‘an" understandmg of intérnal control “over financial. reportmg, evaluatmg management*s .
< _assessment, testing-and evaluatlng the des1gn and operatmg effectlveness of. internal control, and performlng—such o
- other procedures as we consrdered necessary in the- 01rcumstances We beheve that our dudit prov1des a reasonable T
“’-_Hbasrsforouropmlon R 0w SRR T . " ’

.
’ [N : . b IR ' . -~ R - L
. . N T e, R N S v [N ~ - P

- .

N YN - oo > - P - ¢

- N o A}

'

N . "A company S mternal control over ﬁnanc1al reportmg is 4 process desrgned to prov1de reasonable \assurance
e, regardmg ‘the rehab1l|ty of" ﬁnancral reportlng and the preparatlon of financial* statements for\,extemal purposes in_ -
e \accordance with. genera]ly accepted accountmg principles. A company s’internal control over finaricial reporting. -,
: mcludes those pohcles and” procedures that (1) pertain .to the mamtenance of records that, in reasonable detail, "
NS, accurately and fairly reflect the- transactions and- d1sp051t10ns of the assets of the company, ) prov1de reasonable oo
R ‘ assurance that transactions are' recorded as necessary to permrt preparat1on of finaricial statements in accordance
- % - with generally accepted accounting_ prmcrples and that recelpts “and expendrtures of the company are being made “
T S0 only -in, dccordance with authorizations -of~ management and’ d1rectors of the company, ‘and. (3) provide reasonable -
PN " assurancé regardmg prevention or trmely detection of unauthorized acqu1s1tlon use, or drsposrtlon of the company s

N

o assets that could haveamatenal effect on the ﬁnanclal statements L o D e I

: - !

R PR i ‘ - . P N .

’ - B ~ - N ) - -~ 2

L - ~ - I v 1 ~ = | . X _ - -
A s, [N

Lo Because of 1ts mherent hmltatrons“mternal control over ﬁnanc1a1 reporting_ may. not prevent or detect
e e mlsstatements “Also, prOJectlons of any ‘evaluation’ of effectlveness to future periods aré subject tothe rlsk that = = .-
. <7 . -conirols, may become inadequate because of changes in condltlons or that the degree of” comphance Wlth the =" <

pohcresorprocedures maydetenorate' N L " o : 1\\_ y

- » PR P .
L VN ! S R v ~ \

L. -~ In our op1n10n~ ’managemen(t s assessment that CoStar Group, lnc rnamtamed effectlve 1nterna1 control over.
ﬁnanmal reportmg as of: December 31, 2004 s~ falrly stated in all matenal respects,’ based on the COSO criteria.- . ..

o \' Also in our gpinion, CoStar Group, Inc ‘maintained, in- all mater1a1 respects, effectlve 1nternal control over ﬁnanc1al o
o reportmg as ofDecember31 2()04 based on the COSO crlterram/ oo Ly N R

N .- ; B *
. N =2 Co -

- ; ‘ < g P
N PN e - , noow ’

R o We also have audited, in accordance w1th the standards of the Pubhc Company Accountlng Overs1ght Board —
- (Unlted States} the. consohdated balance - sheets as’of December 31, 2004 and 2003 and the related consolidated” - . .
. statements of ‘operations, .stockholder’ s equity . and, cash ﬂows for’ each of the' three years in the )penod ended SN
. , Décember 31, 2004 of CoStar Group, Inc and our report dated March 8, 2005 expressed an unquahﬁed opmlon ) ’
' thereon L ( : . . o ,

o McLean V1rg1n1a S IR o *.g L \ Co o . 2
o March8 2005 =7 0 T e e e T T e T e
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Revenues ! ; o el

" Cost of revenies ..

$ 795363
28,012

’

]

o

’

$ 95 105
30,742 -

o - o o o T /-; - L
Lo R ‘ : ,c,osrAR!Gli"OUP, .INC." : .
ol CONSOLIDATED STATEMENTS OF OPERATIONS
- : o (m thousands, except per share: data)
o K A S Year Ended December 31
| R toL - 12002 ¢ 2003
1 . Yo/ - " . ' o -

12004

$. 112,085 |

-35,384

‘Qross margin .......... ST OO SO SO SR SO NP R
- ) ‘ ~ - —“ ' N N ’ ’ ’
= - I P - - .
Operatmg expenses ORI B

Sellmgandmarketmg ...... et oo s L

- Software development............... S
General- and/admlnlsrratlve. .
Purchase amortization ........... GTTOVUROL S ORUTOTOOR ST,

23,158"
5,524

. 51,351

24612777

64,363

[

26537

6,886

26,451 -

76,701

P

27,654.

29,458
8,492

s

v
t .

v . “ -

Income (loss) from operatlons..‘....,...I...:....:......'...:....:._..‘.....l..'. .............
Other income (expense): - - o T

- INLETESt EXPENSE otrrrrrvivvneiias i o e i S

INerest MEOME .\ .ivvo vl s

Othér expense......:...‘.;.....: ........ P veeee et giaee e

Income (loss) before income taxes:
Income tax expense (beneﬁt) ....... iveren

5%
282

03,600 - 4,487 4351
56,894 64,361 - 69,955 .
©(5.543) 2 6,746
O] - =
767" 381 "~ 1,314
(4) (D C =

~ . 8,060

(16,925) -

Net 1ncome (loss)..

3 100

- o : -

Net income (loss) per share —_ bas1c ..... SO r ...............

‘(0 30)

% 001

$ 24,985 -

'

ty

$ 1387

Net income. (loss) per share — d1luted e e ......

- (0.30)

- $ 7 001

$ 133

e
i .

16.202

18,165"

16,674

18,827

We1ghted average outstandmg shares — basrc..: .............. reeereenerenenis - 15,759
We1ghted average outstanding shares — d1luted .............. ERA L. 15,759
- ’ ' e ‘ . See accompanying notes
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C T T e T T E,COSIARGROUP INC e P S
B /CONSOLIDATED BALANCE SHEETS B I RS I NP TPR B
AN IR AR (1n thousands except per share data) I AL R
. o o / PR December3]l L e
ST =T L, 2003 - 2004 Y
- i . ~ 4 . - ; /l I~ T P \— 1,
Lo, A Currentassets P S oo
T, . “Cash and cash equrvalents “$ 35643 - $, 36 807 G e
o ’ “-Short- term investrhents 61,806 v - T lgo 262 SN

‘0 \ - - [ : <.

- Accounts recervable less allowance for doubtful accounts of U RS RS RN

S .~ “approximiately $1,759 and'$1,375 as ofDecember 31 2003 and 20047 - 121;308';\‘)‘ R \3;',921/,\ CL
S y l Deferred income- taxes net.. e S oy ' f EANE N VR

- ", S Prepald expenses and other current ASSELS .t e T ..... o 1981 e 1916 S
. T Total current assets \ ' B ‘103’\738 - ‘\’1127’085 S

soa - ’ - ~ 3

PESRI Deferred income-taxes; net...’.‘.;...‘... o EENRS /Fj 21487 I

. : v Property and. equrpment\'net’ f10,254 ' ._“— 13489 :/’_; (
o Goodwill, et s ©O3735L 0 70y - 41937, 7 D

Intangrbles and other assets net.. ' - : ARSI ’f31_,’5"9’0',3' ST 27,657 L

e /: " o 1,038 - o
o8 -232,691-
SRS Current habrlltles D ey N i Cee

SO Accounts payable

g o - Accrued | wages and comm1551ons - ; 3,613. 7 \ 4,193 IQ

/ Accrued expenses s 4797 . o 6847r‘
Tl Deferred revenue 5,886, . .,6,292™

R @ Total current. l1ab1lrt1es

b RO DR ST o
Deferred 1ncome taxes net ... A T 2;539 .
N Stockholders equrty \.'E‘: . T ‘ ’ o o
T Preferred stock, $0. Ol par Value 2 OOO shares authorrzed none S P ) 1 L A

AR S ‘outstandrng SRS PO SRS TR T NS P _ K

o Comrnon stagck, $0. 01 par Value 30 000 sharesauthorlzed 17 877 and A -
T T 18 303 1ssuedand outstandmg as ofDecember 31, 2003 and’ 2004..:’:..... BRSNS L A 1‘; i, - 183 .
o 267,183, 283 206"
ST 2396 D 13,950,
L (101 389) (6, 404)

168,369 - ‘2102944 e
$ 183900 $° 232,691 . .
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P . - PR RN . / ey P ~ /,_,{_ EERAE o D ,
: S - T oL T - COSTAR GROUP INC o oL . ’
Vo T CONSOLIDATED STATEMENTS OF STOCKHO,LDERS’ EQUITY ’ -
. LT ) . . Ny . !
o0 N (m thousands) S . o x K
_, \\: N . K ) o ‘ ) o P : S P . N
. P ST \\,\'\ - \\'4 - S N ‘ ‘
N - N o I , S ey N S Accumulated‘, R . AP
o Lt LTy vt T I R Additional , Other . P Tofal ' |
o e T Compreliensive _Common Stock ~ -, Paid-In, Comprehenswe Accumulated ~ Stockholders® . . °
’ N T “ -( L e /\‘ < “Income (Loss)’ Shares _Amount 3' Capltal “Income -~ - Deficit Equity '
<, L S L AL “57. 204567 0 - . — ' . (96705) - 108,019 =
. ’ . Ly, — L — R @784 . (4784
Comprehenswe 1085 .7vrsene 4,784y ¢ e . RN R v
\' - " Exercise; of stock'’ optlons L JERENI - A 1.4 s 695 R — 696 - .
S Stock issued for acqulsmons A S B . g . 99 - R S99
. v, roo T . o - Y . N . - ;
N Resmcted stock grants retlred R P 1y o= (13) - . — fL. = ) (13
AR Ba]ance at December31 2002 ... JL T 1581070 - 188 205,348 T o = (101,489) - 104,017 .
g Net income. SLL 007 e e e — .- T 1000 S 100
"o 3 Forelgn cu.rrencytranslatlon P - T wa e e T L
T AOSURNT fo i S a9, S T S U L — - 2419 -
-7 Net unreahzed loss on ., Ve T T B s T
' S short- term mvcstments : R g ) T (23) L= s, (2
LT Comprehenswe ineome.... ..t ‘ S o - D
-l T Exerc1se of stock opuons : 47 7t 78257 N — — -0 8,261 .
- s , e g \ ~ ’ N - -
_ Stock 1ssued for acqu151t10ns ........ =T . — 97 - - - — 7T 97 \
' Stock- 1ssued for.follow-on" . ,"(' . TN \/ R Tt - .- o . oo, b
- ‘public offermg, net ofoffemng, ' e -l o S ' I e R o
TR Core 1667, - 0T, 53481 ST S - 53498 ‘
: - SL 17877, 7+ 179 2 267,183 2,396 +(101,389) 168,369 .
SRR ;24985 - T — L 24985 . . 24985 . |
N Forelgn currency translatlon L J; N P .: R L Lo . - : T s .
v - e v N e 4 5 R i T
o adjustment ¢ o N 1, 729/ — = = 1,729 . = 1?'129 N
0" © Net'unrealized loss'on, R A N ST C e . ,
, = short-term ifvestments, ........o..r - (’166)‘ — =L —- (166) L — s {166) 7
.+ %, <Comprehensive income ..o S T 26548, . ot N : ’ T -
© - ' Exercise of stock options-. <, 421 « & S. 6,293 N gp— o 6,297
o= i Rclease of valuation aIIOWance S ',j s o S ’”‘f/ Lo . - . O
Sy related to-the défefred tax= T 4 L ! Lo Lo .o , R
ROTN beneft for exercised stock ~ - =l ) or , N ' s RN st ,
’ L e ) S = — 9,523 - .= — - 19,523 '
DA Stock issued fof PeerMark: ’ T A A P R E - -
’ : acqmsmon...‘..........‘......,A.......:,."' T B 207 L = o — ‘207"
‘ N Balance at December 31, 2004 ..... o0 18,303 $ 183 - $ 283, 206 5 13,959 (76,404)  $ ' 210944 .
N ; , , ‘/,\\,\ ,r ] . ‘ ) . /‘:‘ B ‘ 7 \,"'A RS ,,’«_/ - ~ B ’
. T Lo T -7 B ‘7, /Seeatcompanying notes. - . ~ o ' e : .
L " ‘/ N ’ ,\\,‘ ’ —,/ /—/.’ ’ \A‘/:‘ ’.,./ oy // _;« PR /»'H >-,— "‘A' N oz \,
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PN

UL e ; COSTARGROUP INC o ’f . A
NI BANE CONSOLIDATED STATEMENTS OF CASH FLOWS ) Lo ‘
' e - E - ';, (m thousands) ) TN ) Lo
w T . T \ L _ Lo Yeai‘EndedDecemberi&l, -
P A T T e 2002; L2003 02004
> Operatingactivities: . - - R, T e L D T BT
_ Net income (loss) - | S (4 784) S UU1007 . 1824085
- Adjustments to reconc1le net income. (loss) fo net cash prov1ded by S S
-operating activities: . . et T T VAT
- L Deprec1at1on : ’ 4, L79 . 4,960 75,525
L Amortlzatron - 7608 82067 - L U 7485
. ’Income tax beneﬁt e ‘ Cee— e F (17,052) -
o Prov1s1on for losses on accounts recelvable . - 2,228 o 2 078 PR - 401
Changes in operatmg -assets and 11ab111t1es net of acqulsmons y i R ) ) ; 4
.7+, 'Accounts receivable... , ' (3 OOI) 1885\ - Lo 17
B} ‘ *~'Prepaid expenses and other current assets .o (610) 659~ . 4 E 98"_ -
i Deposits......................c S T2-0 63D ‘ an -
R Accounts payable and accrued expenses - (336) ; \,(2,403) v 3,064 =
5, Deferred revenue.., 218 7 L (304) T L oI
3 Net cash prov1ded by operatmg act1v1t1es :5',/5’7_4 13,550-° . - 24,723
’ " —Investlng act1v1t1es S e o : " ) R . T -
**Purchases-of short- term 1nvestments . . (33;076)‘\ (61 823) . (90,588) /-
* Sales of short- term 1nvestments 42,734 .- 1,592 - 71,944 -
< : (4.437), @, 257) .(9,032) -
: "5;“Cash held for acqulsrtlon ' }.‘ ’, IR . (16 386) R 386 ,\'; —— o
Acqulsmons net ofacqulred cash ot i (305) L (17 419) "-(2,2_]‘7(\)) o
Net cash used in 1nvest1ng act1v1t1es ..... . (11\470) . (65,521) . ,(29,94§) L
- F1nanc1ng act1v1t1es N o o L 3 e ‘J/ Vo
‘ 696 _ 82614 L 6297 -
oS- o 53498 e —
696 61759 L 6,297
-Effect of forelgn currency exchange rates on cash and cash s . - R o Tou
B equ1valents..\.........’..: .............. TR S :._.........‘, ety T, o ‘ 309 900
= Neti 1ncrease (decrease) in cash and cash equlvalents e (5 200) v \10,09‘7 ,' - 1,164
- Cash'and cash equlvalents -at begmnmg of year 30, 746 ° 25,546 - 35643, | -
Cash and cash equlvalents ‘at end: ofyear s .8 25546 ;$ 35,643 ° $ 36 807 i
Suppﬂemental disclosiiré of non-cash transacnons S L R NS /F\' N
. Release of valuatron allowance related to the deferred tax’ beneﬁt - - e , - N
- for exercrsed stock optrons...._..‘......\..‘...........{..:..‘..5.‘.:1: ........... :...ﬁ.‘f..‘f.. $ = g =8 9,523
- ) ; See’accomganyzng notes ) \ L
) ) " | [ \ ; :F:? ;o ,\ B . g
. - . oL A - Y.
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CIJORGANIZATION. . - o s o

N
- K ; ‘ N "
, - ' . * N .

N ,‘ /CoStar Group, Inc., (the “Company ) has created a comprehensrve,\ proprletary database of commercial real

. - estate mformatron for metropohtan areas throughout the United States'and the Uniited Kingdom. Based on its unique

database, the Company provides. 1nformat10n servicesto' the commercial real estate and related business commumty
in the Usited: States ‘and the United ngdom and operates within one busmess Segment. The information services

P one year ‘and renew automatlcally L e T - - o

' - v g . > . . v
. N
. N— ~ - -

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

4 o o T - +
N . ' N Ny P
- ;oo . . , , \

7 Ba51s ofPresentatlon DS s Ve T oo

~ ¢ . , S

~ Ve \ o - ) .

v 7 The consolldated ﬁnancral ‘statements. mclude the accounts of the Company and its wholly owned- subsrdlarles
AllL srgmﬁcant 1ntercompany balances have been ellmmated in consolldatlon : _ S .

oo ,',Useof-Estimatefs ST L S N U N R

The preparatron of financial statements ine confonrnty w1th accountmg prmcrples generally accepted in the ",
-+« United- States requires management to make estimates and 'assumptions that affect the amounts reported in the,
ﬁnanmal statements and accompanymg notes Actual results ‘could differ from those estimates. - .. !

N ’ , }, .7,’:,,l\ N [ ' ’ o N
. Reclassiﬁcations,\ . . o b ) o P N

. . ‘ ~ - N s

' ' \ R : - R
. . 4 - ~ N

o Certam prevrously reported amounts have been reclassrﬁed to conform to the Company s current presentation. -

a . . > N ; s
v o

RevenueRecogmtlon N T T RN Ce e - ST

.o . .
\ N =t NN 3 I N N - . >\
~ AN N ’

‘. The ‘Company prlmanly derlves revenues from provrdlng access to ts proprretary database of commermal real
B “estate information. The Company generally chidrges a fixed. monthly amount for its subscrrptlon -based services.
ST - Subscription contract rates are based on the number of sites, number- of users, organlzatlon size, the client’s business

' a minimum term of one year -and renew automatrcally o~

. B
- . - ~ .
L N ~‘ . N - v - ~

c Revenues “from subscrlptlon based servrces are. recognlzed on a strarght lme basrs over the term of the
- \agreement Deferred revenue results from advance cash receipts from customers or amotunts bllled in advance to
- customers from the sales of subscr1pt1on l1censes and i is ‘recogrized ¢ over the term of the 11cense

- N - e . g R
- - “ R I N | \ N .
. L ~ . ,

- "»CostofRe‘yenues' R VRN L ) S

Cost of reévenues prmc1pally consrsts of ,salarres and related expenses for the Company s researchers’ who collect
and analyze’ the commercial real estate dadta that is the basis for the Company s information services. Additionally,
«- = " _cost'of revenues includes the cost of data from thlrd party data sources Wthh is’ expensed as 1ncurred .and the
- amortlzatlon ofdatabase technology . R oo N . .-
To- = J ~ - - - i ) V- N
: Signiﬁcant ,Customers T A R S :

. - [ ‘ v ‘ . N : .
3 ) . ;

t

P . ‘ No s1ngle customer accounted for more than 5% of the Company s revenues for- the years ended December 31,
’ ' 2002 2003and2004 S S v AR Sl . oo

AN .. .are typically distribufed to its clrents under subscription-based llcense agreements Wthh have a minimum term of |

! oo -, N ~ o 7

Al
Lo e focus and the number of sérvites to which a client subscribes. Subscr1pt10n -based hcense agreements typrcally have = '

\



RS forelgn currency exchange transactrons for the year ended December 31, 2004 - - oL T T

- P //\ I\/ R \

$584 000, for; theyears ended December 3l 2002 2003 and 2004 respectwely O A ST R

SN The Company provrdes for‘income ‘taxes under the provrsrons of Statement of F1nanc1al Accountmg Standards

-l Netlncome (Loss) lPer Share R PR SN ": 2

' * common shares, outstanding " during the pefiod . on a basi¢_and.-dilutéd basis. The Company’s potentrally dilutive -~

S date of, grant between the fair value of the Company s ‘common stock ‘and, the exercrse price of the’ optlon andis . ¢

! B <:\' ' ﬁ, ' e s o ‘\" “ W‘// ’ /\ . ) \ ‘ ., /\ —, Lf’: s o7 T \\, s [ I ! - \l
’ ,\( “t _ LT N - ’(r' : ,:/ / - . v '\\— / ’ ! . ,/‘—// o N C‘ ‘I‘( ‘\‘ - ! .
\—\ _ . oN o B . ,7/ . . ' (‘: K - B , L s w [ )
v T P S . Pl N .
,:/_ } - . ?,\5 B L: o i o , /‘\;‘r' \’/ '_’/ - ‘/’\/ - / . tl‘\\
T R ' - COSTAlR GROUP INC R T
LT L ; - N@TES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contlnued)‘ ST A .
o ‘: S LT st ¢ .. L A N ": LT ”
. 2 SUMMARY OF SllGNlllFECANT ACCOUNTING POLICIES—(Contmued) LT B
N ~ o , ; -/ I [ ) A :
- lForengn'Currency Translatnon I T T SR e ST -
o3 ’ DR "\/ . \ . ,’L 7 IR ) C - \ LN
T The Company 5 functronal currency in, /1fs forergn/ locatioh is the Jocal currency Assets and lrabrlrtres are - LT

translated into, U.S. dollars as of the balance shéet date Revenue vexpenses ~gains and losses are ‘tranislated ati thef e

average exchange Tates in effect dunng each per1od Galns and losses _resulting. from’ translatron are included_in - IR
{accumulated other comprehensrve income (loss) Net galns or- losses resulting “from foreign currency exchange o R
transactions are “included "in , the consohdated _statement “of operatlons The Company -had an. increase ifi, Toosr
comprehenswe mcome (loss) of approxrmately $1. T mrlllon from ‘the translation.of its forergn subs1d1ary s assets Y

“and. lrabllltres 1nto U.S.-dollars for the year ended December 31 2004.: There ‘were no materlalagams or losses— from fL

e

. . P N3

5 - | . ‘ v, L= . oo P

" Comprehensrve Income (lLoss) ’ ’ .

- /J L . - e 7 EEN N . PN
<. y yos o A - I - s : - . = ‘ -
, - - <7 Y 4 o p . * -

. ‘ For the years 4endecLDecember~31 2002,) 2003 and 2004 total comprehensrve income: (loss) was approxrmately k
($4 8) mrllron,, SZS mlll1on and 8265 mllhon,\ respectrvelyt \As of December.31, 2004, accurmulated -other ' -’

comprehenswe incothe (loss) mcluded gams from forelgn currency translatlon adjustments of - approx1mately $4; l,, T jf
mrllron and unreallzed losses on short term~1nvestments of approxrmately $l89 000 R R N

N ~ P P - PN N B -
S ' - ’ - < AR \ - I
L. . o~ ' - . - JN t v 0 N .

/J o . RN g [ . N . . , ! p

_— AdvertlsmgCosts A

‘
‘
- T v ‘o
- - < T == - To.0 -
P AT R Z l‘ -~

. N Pyl g 2l

The \Company expenses advertrsmg costs as. 1ncurred /Advertrsmg expense was $165 OOO,,$354,,000 and !

PR AR N . I B . ~ . e N DR . ’ ‘. . . ¢
[ e T . ' NP . N . -0t e o ES
T Income Taxes . - AP o oo N o . )
. N ' R N e y\t NEREEE . ,' S . ,
. - - PR - I3 v - - AT
;T o P i v N P- E = N

‘ N’o .109 (“SFAS No. 1097). Deferred Jincome taxes ‘result from temporary drfferences ‘between the tax basis of assets =

.~ - yandliabilitiés and the basis reported in the Company s “consolidated. ﬁnancral statements Deferred tax liabilities and o 7,
| o' assets are determrned based on the drfference between ﬁnancral statemerit and tax basrs of assets -and lrabrlltres usmg S D
) ‘T enacted rates expected 'to,be in"effect durmg the year in® which the d1fferences reverse Valuatron allowances arev L0 -
‘ provrded agamst assets, 1nclud1ng net- operatmg losses, 1f it is antrcrpated ‘that some or all of the asset, may not be b

reallzed through future taxable earmngs or 1mplementat10n oftax plannmg strategres P S T . e

- . SoLoovt o,

IS (SN . ‘=
. (' (N PRI ~ N . s ; e - v, . N [ - ~4
~ [ o [l ~

‘ - .

i P i e, 2 - .
| 2 "o BN ~ .
PR - - ~a s o~

‘\\/ -~ . -

Net 1ncome (loss) per rshare is computed' by d1v1d1ng net\ 1ncome (loss) by the werghted average nnmber— of .

securrtres 1nclude stock options. Drluted net income: (loss) per—share cons1ders the’ 1mpact of potentially- dilutive = - -

Y y' securities except,m perlods in‘which there is'a net loss as- the 1nclus10n of the potentlal common shares would have AT
BRI an\antl drlutlveeffect SRR ORI Lo e S L ORI
Stock-Based Compensatron S e e A TN —,r - ,\7‘}?

e The Company accounts for 1ts stock based compensanon m accordance w1th APB No 25 “Accountmg for.Stock
e ’Issued to’ Employees” (“APB 25”) Under APB 25, compensatlon expense is based on the drfference if any, onthe .

recogmzed ‘tatably over. the vestmg per1od of the optlon Stock- based compensatron related to’ optrons granted to- = > ' -
"_ non: employeesus accounted for usig' the- fair value, “method 1n accordance w1th the Statement of Flnancral -

Accountmg Standard .No: ’123 : “Accountlng for. Stock Based Compensatlon (“SFAS . No: . L23’_’).\ DN )
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(Contrnued) ,

1

, SR COSTARGROUP INC. AR :
NOTES 10 CONSOLIDATED FINANCIAL, STATEMENTS — (Contmued)

Stock Based Compensatmn — (Contmued)
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T o In December 2002 the FASB 1ssued Statement of Fmancral Accountmg Standards No 148 “Accountmg for
Stock-Based Compensatron — Transrtron and. Drsclosure an amendment of FASB Statement No. 1237 (“SFAS No
_ 1487y which amends the d1sclosure requrrements of SFAS 123-t0 requrre promment disclosures in both ahnual: and "
" interim financial statements The Company has: adopted the drsclosure requrrements of SFAS 123 and SFAS 148.
The followmg table: 1llustrates the effect on net:income (loss) and net- income (loss).per share as if the Company had
apphed the:fair-value recognrtron provrsrons of SFAS 123 to stock-based employee compensatron (in t] thousands ﬂ,

. exceptper share amounts) R o et .

E R el T . .7 " Year Ended December 31, ~ T
COl T LT L 2002 T 2003 2004
" Net income (I0s). 25 reported .......... e e 4, 784) Ts 1000 TS 24985
. - Add: stock based employee compensatron expense 1ncluded . j PR R
IR reported net’ mcome (loss) .............. el B /‘ _ __ ne B A N
R Deduct; total stock- based employee compensatlon expense L oo e S
o determlned under farr Value based method for all awards ...... - 6,987) (4,193) _ (7,599)
T~ Pro formanet 1ncome (loss) ; ’ . s (1177*1) " (4,093) © § 17,386
. Net inconié (1 oss) per share : : / o o . -
e o "~ -~ Basic—as reported ..... ‘ S (0.30)7 ) S 001 8 138 °
' Baslc——pro forma..;.‘.-.r;';...\. ........ e Tt S ‘--(0 75) <& (025 '8 0961 '
. Dillited - a8 1ePOTEd Ll S (030) s & 001 s 133
- ~D11uted——pro RO e e S (075) 80 (025) -8 092 -
Cash and: Cash Equlvalents Lo . SN D e ! ; L \’ :

" ‘The Company consrders all hrghly hqurd 1nvestments purchased Wrth an orrgmal maturrty ‘of three months or less
to ‘be cash equivalents.. ‘Cash equ1valents consist of money market fund invéstments' and United States Government
$l 053 000. and $805 000 respectrvely, was\restncted cash

‘ " Securities. As of December 31,'2003 and 2004 cash of
held in accounts to support letters of credrt :

¢ r‘

Short Term Investments Tt

'

1

The Company accounts

for short term

'

,,"

[N

mvestments m accordance wrth Statement of Fmancral Accountmg

’

o Standards (“SFAS! No..115), ““Actounting for Certaln Investments in Debt and- .Equity ‘Securities.” The Company
-\ deterinines the approprrate classification of investments at the time of purchase “and reevaluates such desrgnanon as
of each balance. sheet date. “The Company considers all.of-its mvestments to be’ available-for- sale Investments N
consist of commercial-papef, government/federal notes and bonds and corporate obligations with- maturmes greater;

" than 90 days at the time of. purchase Avarlable for-sale investments with contractual maturities beyond one year are,
classified’ as current in our, consohdated balance sheets’ because they

represent the mvestment of cash that 1s r

.

\
t

° \avarlable for current operatlons Investments are carrred at fair rnarket value D -
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e NOTES TO CONSOLIDATEDFINANCIAL STATEMIENTS——(Contmnedl) ST

e g 2. SUMMARY or SIGNTFICANT ACCOUNTING POLICIES—(Contmued) - g’ Do -

Fo Short—Term lnvestments—(Contmued) —’_' PR e L e

L Scheduled maturrttes of secur1t1es classrﬁed as. avarlable for sale as of. December 3l 2004 are as follows (m i L
; . ,thousands) o . ‘ Lo o D = Y i

v N PN - ; - DI
N 13 v - PN v v
, : . . 3 ‘ - ; B . i - PN

g Maturrty . T e R PR, Fai‘rVal_ue T
o .Y 0. :Duein: . S ‘ R

e . 7

- f "
! .-

P

Sosaos i
’10879 ST

oo s \/Iortgage backedwrth multrple maturltres? \ AR 13, 599 Tl e
S o oo Short termtnvestments....ﬁ ...... ;..'.‘;.‘ ............. f 44444 e ...... ~§ 80262 o T - " ST

N

N - S s L~ Ll -

R Unrealrzed holdrng gains and losses netdof the related tax effect “on avallable for sale securrtles are excluded B
o from earnrngs and are reported asa separate component of other comprehensrve income, in stockholders equrty until -
S reahzed Realized gains-and losses from the sale. of available-for-sale securities’ are “determined on a specrﬁc- :

A 1dent1ﬁcatron basrs A declme in market Value of any available- for-sale securlty below cost thatis deemed to be

v

_ other than temporary results in a reductron n carrymg—amount to°fair value. The 1mpa1rment is charged to’ earmngs \
-~ ..., anda néw cost basis for the securrty is estabhshed Drvrdend and mterest mcome ‘are recogmzed when earned

P //, - ~ v 0 - (( ) > N
PAY \ [ 7 R
T

. The unrealrzed losses on- -the Company s 1nvestments/ as of December 31 2003 and 2004 ‘were generated

prrmarrly from mcreases in interest ‘rates. The losses are considered temporary, as the, contractual terms of . these
f mvestments do not perm1t the issuer to settle the secur1ty at a price less than the’ amortlzed :cost of the investment”
TR Because the Company has the ab1l1ty to hold these investmients until a recovery:of fair value, \Wthh may- be

ool \maturlty, it does not consrder these 1nvestments to be other-than temporarrly 1mpa1red asof December 31, 2003 and
e 2004 - e T T NS '

.
[ » . - - .
Peo Y ) - ~ , . [ - S

. . e . ~ . )
< . N N ’ '
’ oo ! s . ' !

P

o / ) o There ‘were no mvestments ina loss posrt1on for twe]ve months or more as of December 3l\ 2003'and 2004 The

i Components of the mvestrnents in-a loss posrtlon for less than ‘twelve months cons1sts “of the followmg (in
thousands) N o Lol T, ) ST sy ,

B ST I . December.31, L ;o Sl ‘

Do AR R 7 Aggregate * - Gross' - . Aggregate - - Gross-’

e : B S Fair Unrealized S . Eair. P \.L[meal1zed

] ‘ . o o Value' - Losses < Value/\f' ~ <Lossés .. ,

ERCEE Mumctpaldebt securttresrJ‘z{r...:.::...$ 139,150° - 8 - (22) - 'S 33,639 S (115)’ S

o C = e 032 )
S1,0000 - @) - 25485~ - o@D '

A R Co Ces 40,'15;01«'33/,. (?23), 8 79448 ' \/(191)

~
N \ -

N AR - = - N e -
AT . ¢ o N ‘ S :
) .

- . : The gross unrealtzed garns for the years ended December 31 2003 and. 2004 are approxrmately $0 and $2 OOO
N respectlvely " o e e . E



"\ L - NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Contmued) .

Concentratlon of Credlt Rrsk and’ Fmancral Instruments

L EE COSTARGROUP INC YT I

SUMMARY OF SIGNIFICAN:I ACCOUNTING POLICIES—(Contmued) SN

- \

\

Short Term Investments—(ContInued) R I

- N N
v

' Durmg the year ended xDecember 31 2004 the Company recognrzed in other comprehensrve income - net '
) unreallzed losses on short term 1nvestments of approxrmately $l66 000.

N

) A /N

" ! N -
N
e

) require: that” its customers’ obligations to the Company be secured The- Company maintains reserves for credit

* losses, and such losses have been within management’s expectatlons The risk of nonpayment of the Company’s.

) accounts receivable is mitigated by the large size and widespread, nature of the Company s custormmer base and lack’

of. dependence on. lnleIdual customers. The carrying amount of the accounts receivable approxrrnates the net

. _realizable value. The carrymg value of the Company s ‘financial 1nstruments including cash and_cash equrvalents
~ short term Investments accounts recelvable accounts payable :and accrued expernses approxrmates fair value.

\ ‘ N ’
o ) / N . !

;v [ . . Lo

Property‘and Equipment'r o ) L Fo I

Property and equlpment are stated at’ cost All repairs and marntenance costs are expensed as mcurred
Depreciation and amortization are calculated on the strarght line method over the fOllowmg estrmated useful lives of
the assets; . ‘

N, Leasehold Improvements S Shorter of lease term or useful Ife R

" Furniture and ofﬁce equ1pment T Seven years -
. . " - Reseafch vehicles © ' ©° . Five years . o

N

' : Computer hardware and software: . - Two to ﬁve years
Internal use software costs afe caprtahzed in accordance Wlth Statement of Posrtron No 98- l “Accountrng for
the Costs of Computer Software Developed or Obtained for Internal Use” (“SOP 98-17). Qualrfymg costs incurred

durlng the apphcatron development stage, whrch con51st prlmarrly of outside services and" purchased software '
license costs are, cap1tahzed and amomzed over the estrmated useful life of'the: asset All other costs are expensed as ’

mcurred [ T S o N N

o0 p ; . . -

Caprtahzed Product Development Costs . . . < \

The Company performs ongomg credlt evaluatlons of its customers’ financial condltron and generally does’ not -

In1t1al costs to develop and produce “the Company s database and software products rncludmg d1rect labor,, “

; contractors and dpplicable overhead were caprtahzed from' the time technologrcal feasibility was determined until
the initial product release. Prior to technologrcal feasibility, such costs were classified as software development and .

expensed as incurred. Ongoing srgmﬁcant enhancements of the products.were: also capitalized. Amort1zatron of
caprtahzed costs is based on the greater of the amount computed using (a) the rat1o of-current gross revenues to. the’

sum, of. current and anticipated , gross revenues or (b) the strarght -line method over the remaining estimated
“eConomic life of the product, typlcally five years after initial. product release. Included in amortization expense is ..
' approx1mately $26O 000, $193,000 and $169 000 of expense related to'the caprtallzed product development costs for )
'the years ended December 31, 2002 2003 and 2004 respectlvely PR .o \

N \ ’
' N
o P
’

Goodwrll Intanglbles and Other Assets o e - s . e

g [ s * ~
~r N PR s, . - - 4
‘

Goodwrll represents the excess. of’ costs ‘over the fair value of assets- of busmesses acquired. Goodwrll and .
- intangible asséts subject to amortization that arose from acqu1s1t1ons prior to’ July 172001, have been amortrzed ona

straight-line basis over their estimated useful llves in accordance with Accounting Principles Board Opinion No. 17
“Intangible Assets™, The Company adopted the provrsrons Of Statement of Financial Accountmg Standards No: 1 42

[ - - | 4 ) B ke o, v R
v’\‘ , oL - [ ~ v

>
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Goodwrll Intangrbles and Other Assets - (Conthed)

e

) \«\ K "‘Goodwrll and Other Intangrble Assets” (“SFAS 142”) as of January 1, 2002 Goodwrll and mtangrble assets ]
N ,acqurred ina purchase business combmatron and detenmned to have an, mdeﬁnrte useful lrfe are not amortrzed But ..
©+, 70, Jnsteadtested for 1mpa1rment at least annually in accordance “with the provrsrons  of SFAS\No 142 SFAS No. 142
N ~also requrres that mtangrble assets with’ est1mable USeful llves that arose ~from acqu1s1t|ons on or-after July L, ZOOIlbe ,
CoT amortlzed over their respectrve est1mated useful lrves usmg,a method of - amortrzanon that reflects the pattern i
SN «,‘ whrch the” “economic’ ‘benefits “of the- mtangrble assets are consumed or otherwrse used up,,and reviewed "’ for
RS 1mpa1rment Af accordance with- Statement of F1nan01al Accountmg Standards No.’ 144,,“Account1ng for Impalrment,—
R Drsposal of Long leed Assets JIn connectlon -with the \adoptron of SFAS"142,"the- Company’ performed the .

SN transrtronalf rmparrment test during the second quarter of 2002 and concluded that goodwrll~was notdmpaired. .+ - o ‘

[ NS N] . - '
wohy v i ’ ‘-v', AN ‘t

- o 4 N N - > -

PR Acqurred technology,—customer base and tradename are related to the Company s acqursltrons (See Notes 3 and

T 5) Acqurred technology and tradename are- amomzed on a stra1ght -ling basrs/over\perrods ranging from two to ten °,

- 5, . years. The acquired 1ntang1ble dsset characterrzed s customer ‘base consists' of one distinct; mtangrble asset

B j/ composed of acqurred customer contracts and the: related customer relat1onsh1ps Customer bases that ‘arose. from

Coe- . acqursrtlons prror ito- July 1, 2001 are,,amortrzed oh-a strarght lirie basrs, prmcrpally\over a per1od of ten years
o Customer bases that arose’ from acqu1s1t10ns on, or’after July 1,200 .are amortrzed on-a 125% declmmg balance

o 7\ method over ten years The cost of capltallzed burldrng photography 1s amortlzed on: a’\stralght hne basrs over ﬁve 7

R years~ \—l i L - - i 7 s a - [ . R . - >

U , -~ Se . , R - - PR

T

‘ O -
~ .l a - -

P Long—LrvedAssets o /_

' - ~n

\ S In accordance w1th Statement of Fmanc1al Accountmg Standards ‘No.’ 144 long llved assets,. such ‘as- property,
LT plant, and equipment, and purchased 1ntang1bles subject to amort12at1on are rev1ewed for 1mpa1rment whenever -
7 T owe events, Ot changes Ain.. 01rcumstances indicate -that . the ' carrylng amount of an* asset may “not. .be, recoverable :
o Recoverabrlrty of ‘assets to- -be, held and uséd.is measured by-a comparrson of the carrymg amount of ; an asset to, ST
S « est1mated undrscounted future - cash ﬂows expected to-be, generated by the asset or asset group If the carrymg
.« .7 amount of an asset exceeds its’ estrmated future” cash. ﬂows .an 1mpa1rment charge is recognrzed by the. amount’ by ,
< .7 Which the carrying dmount. of the -asset exceeds the fair value of the asset. -Assets 10 be drsposed of }would be
» e e separately presented i in the balance’ sheet and reported at thé lower of the carrying’ ‘amount, or: farr value less costs to
SeL s -sell, and-would no longer be deprecrated "The- assets and hab1l1t1es of. a. disposed group tclassrﬁed as held‘for sale

’ s N

R would be\presented separately in’ the approprrate asset and lrabrlrty sectrons of the balance sheet ST I
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Ny SR I. Goodwrll/and mtang1b1e assets not subject to amortrzat10n~ are tested annual]y for 1mparrment and are tested for, 3

_ »1mpa1rment more frequently if events and crrcumstances Jindicate that the asset. might be. 1mpa1red An 1mpa1rment

o %

ST loss is recogmzed to the extent that the carrymg amount exceeds the asset s farr value L woToe

4 - . - - N - - . s ‘e 37 N Y ~
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S NewAccountmgll’ronouncements T T ’4'; N {~ B I T

N v . . 4 N
) i ~ o, N _ ‘/\/,.' . . e . , o= . B . v N
- . RIS g PRV N S

o B We 1n1t1ally‘ adopted the Emergmg Issues Task Force (“EITF”) consensus on Issue No 03 1 The Meanrng of
- o Other-Than Temporary Impa1rment and Tts Apphcatron to Certain Investments on July 1, 2004,\ and the F1nanc1al
S Accountmg Standards ‘Board Staff Posrtron (“FSP”) EITF Issue No 03:1- 1 Effectwe Date of Paragraphs 10: 20 of .
N ,' EITF Issue, No! 03-1, “Thé Meanmg of Other Than Temporary Impalrment/ and “Its Apphcatron to Certain-
f ' Investments on. September 30; 2004 "The consensus on Tssue No. 031 applies to, investments in marketable debt .
and equrty securities, as well’ as 1nvestments in equrty securrtles accounted “for under the cost method It provrdes Pty
N *»gu1dance for*determining’ when an 1nvestment is~ cons1dered lmparred whether the 1mpa1rment 1s \other-than— L
PR temporary, and ‘the. measurement of an 1mpa1rment loss The guldance also 1ncludes accountmg consrderatlons

/A:_ .
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ST NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contmued) DI

‘ 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (Contmued) o

t t. v - T . .
v . L . - L - N ' ~

. ’, New Accountmg Pronouncements—(Contmued) oo ) )
7 subsequent to the recognmon of an other than temporary 1mpa1rment and requrres certam dlsclosures about
oo unreahzed losses that have not been recognrzed as other-than- temporary 1mpa1rments FSP EITF Issue No..03-1-1 -
. delays’ theaeffectrve date of paragraphs 10: 20 “of EITF. Issue No. 03-1, whtch provide. guidance for deterrmnmg
* " whether. ‘the impairment ‘is other than temporary, the measurement of an 1mpa1rment loss, and accounting'
consrderauons .subsequent to the recogmtlon of an other than= temporary 1mpa1rment Apphcat]on of these
S paragraphsvrs deferred pendtng issuance of proposed FSP EITF Issué No. 03-1-a. The adoption. of EITF Issue-.
o No..03-1 andFSP- EITF Issue No 03 l 1 d1d not have a material impact on our fmanmal posrtlon or results of

/operatlons oo U o T e y . U . .
. | ’ “a RN - . oo, LT s -

o “Exchanges of? Nonmonetary ‘Assets—An Amendment of .APB" Oplmon No. 29, Accountmg for Nonmonetary ) o
<~ - Transactions’ (“SFAS 153”) SFAS 153"l 1m1nates -the- exception- from fair value measurement for nonmonetary -
C exchanges .of similar’ productrve assets in paragraph 2l(b) of APB OprmonNo 29, “Accounting for Nonmonetary
/.~ Transactions,” and replaces it with an | exception- for exchanges that'do.fiot have comimercial substance. SFAS 153
S specrﬁes that a. nonmonetary exchange has commercial substance if the future: cash flows of the entity are expected

-~ . to change. srgmﬁcantly as a result of the: exchange SFAS 153 is effective for the fiscal perlods beginning after June .

-~ 15, 2005-and. the. Company, is reqptred to adopt it beginning January 1, 2006. The Company is currently evaluatmg
. - - T the effect that the adoptlon of SFAS 153 will have on. its consol1dated results of operatlons fand f nancral cond1t1on
but does not expect it to have a material 1mpact i w_\ RN , e BN

- . d T i f

[N

0 el . vt - S hean

AR EITF Issue No 04-1, "Accountrng forPreextstrng Relat1onsh1ps between the Parties to a. Busmess Combmat1on

« . This issue apphes When two.- part1es that have a. pre-existing contractual relationship. enter ‘into” a busmess _
foa comb1nat10n Specrﬁcally, the Issue is whether a consimmation of a business' combination between two partles that - - ,
< have, a pre- ex1st1ng “contractual, relationship’ should be: evaluated 10. determme if-a settlement, of a pre- exrstmg
contractual relatlonshtp exists, thus, requiring accountlng separate from the. busmess combmatron If separate 2 :‘ -

g .'—\\ ‘that assets of the- acqu1red entity that are. telated to a. pre- ex1st1ng contractual relationship with the acquiring entity
o /shou d be recognlzed as part-of the busmess combtnat10n whether the acquiring eritity should recognize those assets '

as 1ntang1ble assets apart from goodwrll will be dec1ded Thezrssue is effective for reporting periods beginning after - .
- October 13 2004, The Company w1ll assess the 1mpact 1f appl1cable for business combmatlons occurrmg in 2005

; . ~ .
= Y v

In December 2004 the FASB 1ssued Statement of F1nanc1al Accountlng Standard (SFAS) No. l?3R “Share—

" Based’ Payment. * Under previous practice, the, reportrng entity could dccount for share- based: payment under the - o

ST prov1srons of APB Opinion No: 25 and d1sclose pro forma, share- based compensatlon as accounted for under the - -
) " provisions of SFAS No. 123. Under the | prov1srons ‘of SFAS No:123R; a public entity is ‘required to measure the cost. s
co T of employee services recelved i exchange for an award of equrty 1nstruments based on the grant-date fair value. of £ °
- 'the award. That cost is recognrzed over the pertod durmg which” an employee is_required to provide service in- .
e exchange” for the award. SFAS No.-123Ris effectwe for ‘fiscal quarters beginning after June 15, 2005. As such, the., A
: ‘ Company expects to: adopt its prov151ons for the fiscal quarter; beginning July 1, 2005. Appl1cat1on of this’™

‘ + pronouncement requlres 51gn1ﬁcant Judgment regardmg the 1nputs to an option pricing rnodel including stock price” ’

’ volat1hty and employee- exerc1se behavror "Most of these 1nputs are either hrghly dependent on the current. economic ~',:

2 envnonment at the date of grant or forward -looking over_the expected term of the. award. We are. currently =0
) 7 evaluatmg the requ1rements of SEAS' No "123R and expect that the: adopt1on of SFAS No. 123R will have a material :
"« - impact’on' our consolidated financial posmon and consolldated results of operauons We have not. yet determined
whether the adoptlon will result in ‘amounts that are 51m11art to tthe ‘current pro forma dlsclosures under SFAS No. . E

123 o I L T : - T
; o - e . - ~ el . . R =
. N I P _ - N A K RN
at [ - \ . 4 . . .

PR ™ ’December 2004, . the “Finaricial Accountmg Standards Board, (“FASB”) FASB issued SFAS No. 153, S

7. L% faccounting is requrred then‘the measurement of the, settlement amount will be decided. Finally, if 1t is detetmined S -
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s~ 7 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) .~ -

_l . 3UACQUISITIONS . o T ST
. " On January 6, 2003, the'\(\i{orhpany acqui\ric;d\‘/the"/s\ha)re ‘capital of L\(')nd(')n/-/be}séd‘ Property Iﬁ,t;lli_'gen”ce ple = =
1. . - (“Property Intelligence™) for the.U.S. dollar equivalent of approximately $17.4 million, net‘of cash acquired. of = * . __
.7 s approximately $1.4 million. Thé acquisition Hhas <been accounted “for using pufgliase.acpoun/ting\and the purchase ™ "
- price was allol;éted as follows ('in"thous,ansis)':l‘ P P ‘ . S i AR S
T T e e e Yale T DT e
' 7 Working capital and o]ther\«tangiblé”éiﬂssets SR $o0 103 oS S Fal
R C ':/Acquirc:d database technology.................o0.. . 186 L T - B
... 7. Customer Bas:é ....... O, o - 278,000 LR
S5 Goodwill.,..... e eSO S TN 126555 - - 2
Yo e Deferred tax‘liz{’bilify... y e e il (3,100 0 Y T
T E T B e N S STy yvam O R S I
e f‘« ’\ Thp acqui/re\d‘databaséf tecl_m,o‘lo‘g’y is being amortized on acstraight-line basis over 5 years. ' The "cus\tomer-bése',‘ oz
v; 0. v+ -, which consists of oﬁe\di'stincy‘jntangiblp asset composéd of acquired customer contracts and thé related ‘custorner . )
b - relationships, ‘is. being. amortized on a']125% declining balance' method over .10, years. . Goodwill will not- be oo
e e amoni;ed;bubis‘subjeét_tg annual impairm@’pt\'tests_’.ﬂ el S T e

A During January 2004, the Company. completed its review of  current information regarding thé* income tax - o
e attributes and deferred taxes related to' the Property, Intelligénce dcquisition and recorded deferred income taxes and
0% related goddwill of approximately $3.1 million’ as a result. The results of operations of Property Intelligence have
been consolidated with’ those of thel Company 'since the date, of acquisitior. The operating results of ‘Property
. * - -Intelligérice are not considered-material to the conisolidated financial statements of the' Company, and accordingly, ;-
. " - .pto forma‘financial information has 1ot been presented for this Acquisition. - The Company generated 92% and 8% of - -~
) ~ its fotal revenues in the United States and the United Kingdom, respectively, for the years ended December 31, 2003 -
/ * and 2004. - As‘of December 31, 2003, 73% and 37% of the Company’s total long-lived assets, which are comprised <-' '
-« . of property and-equipment, goodwill; intangibles and othér assets, were located. in the United Stites and the United ™ .
.~ .~ -Kingdom, respectively.* As.of December 31, 2004, 68% and 32% of the Company’s total long-lived assets, which -
.. 7.~ rare comprised.of property and equipment, goodwill, initangibles and other assets, were located-in- the United' States =~
~ "and the United Kipngm;réspec;ivélyi T s e T T e Vo

- . - .- ' A : .- v
W Sy - . -

[y

.- % . 0On -fMéy‘ 4,72004, the Company acquired-all of thé outstanding éap[ital, stock ‘of Peer ‘Market Research, Inc.
PN .. (“PeerMark™); an-online provider of commercial real éstate information in Nashville and Memphis, T/er‘i/ness_ee? for- -~
ST U8623,000 in' cash and 5,318 shares of the Company’s common stock valued. at approximately $207,000. In’addition,
S the PeerMark acquisition agreement provides for additional consideration to be paid-by. the Company to the formier -
;- o . shareholders of PeerMark based on the futuire operating.performance of the acquired company. * - I I

'

. v
[N Vo NS - N

1

T 'OI/l J:un\e\~ 16, 2004, the \Company"s\I‘JTK. /sdbsi?i‘ia/ry a‘cduired‘/sﬁbétahtiallyVall of the ‘asgé{s/ to’g'e't/herv‘vit.h :all‘ the

o - ‘outstanding capital. stock of Scottish Propérty Neétwork (“SPN”), a ‘provider of ,onlif{e"commercia,ljprpp;my "
.77 - information in Scotland, for approximately $1.3 million in cash. oo T BT T
> PR < "On S’épkniﬁeni 7;'200,4,“‘tﬁe Cbrﬁpdn‘y’écc&uifed:suBstaintia“l‘ly all of the assets of Réélépmp,\Ing»l' (“Re/:ale)rﬂp’v’),—" R
/ .a local comparable sales informatien provider in Deriver, Colorado, for approximately $350,000.in cash>> = " R
L " Allsof the 2004 acquisitions have been- achhﬁt/égl for using purchase ‘accounting. . The purchase bricq for each

- 7.~ e acquisition was allocated. primarily to acqiiired database. technology and customer base. The acquired database " -
= > A technology: for each acquisition is being-amortized onia straight-line basis over 5 years. The customer base-for each; ,
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.
- . \

racqursrtron whrch conS1sts of one distinet infangible asset composed of a'c/quire’dy customer contracts and the related-
‘tustomer relatronsh1ps is being” amort1zed ona 125% declining balance method over 10 years. Goodwill is not
amomzed butrs subject to annual 1mpa1rment tests B O NN . '

S - ;
. ‘ il

’

transactlons have, been excluded from the statements of cash ﬂows IS o . -
4 PROPERTY AND EQUIPMENT T T ’i ST o
‘ Property and equrpment consrsts of the followmg (m thousands) / ’ o R
BRI : S S T e December 31,
LT R ‘ 2003 2004
R Leaseho id 1mprovements ..... . ........ . e $ 03,360 $° 3,823 -
) PRI 7,016 - 11,899
o ; - feeesins 18,480 20414
R S i o 28956 . ¢ 36,136
. Accumulated deprecratron and amortrzatron ...... ST s (18,702) (22, 647)
. Property and- equlpment net - ’ : § 10,254 "$ °13,489
SGOODWILL R IR E AN
g Goodwrll consrsts of the followmg (m thousands) ‘ (5 R ‘ [ ) S
. . ", ' N R e T ©* 7 . December31l;
- Co D s T T T 2003 2004
T GOOAWIL ot e et R 548,574 $ 53,160
- [~ Accumulated aMOrtiZation ..ottt s (Y ¢ § v ) B (11,223 '
‘ Goodwrll s IS A R | 3’7,3’51 N ‘41,9‘37

I

Durrng January 2004 the Company completed 1ts review of - Current mformatron regardmg the incorne tax

- attributes and deferred taxes related to the Property Intellrgence plc. acqulsmon and recorded deferred income taxes
.~ and related goodwill -of approximately $3.1 million. In June 2004, the Company also recorded deferred income
o - taxes'and related goodwrl] of approxrmately $400 000 for the SPN acqursmon Thie amortization of these identified
~1ntang1ble assets is non- deduct1b1e for income tax purposes, and as ‘a fesult, the Company realizes an income tax
beneﬁt as the deferred income’, taxes-are reduced in connection with the related amortization -of, these assets over-

oy .‘r , T

S therrestrmated useful Jives. N L o , .

Ty

The Company recorded goodw1ll of approxrmately $96 000 for the PeerMark acqu1smon in May 2004 and
approxrmately $58 OOO for the RealComp acqursltron in September 2004 '

Durmg the fourth quarters of 2003 and 2004 the Company completed the annual lmpalrment test of” goodw1ll
' and concluded that goodwrll was not 1mpa1red , o v ST oL
- o _ , P - ‘ Fjl6 ) ! ) ! ‘* _

- " The operatrons of all acqurred busmesses were mcluded in the Company s statements of operanons after the~ N
"« - respective date of acquisition. - Except for the portron of the purchase Jprice of acquxsmons acquired with cash these -

!
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R T NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—-(Contmued) RAE S T
DR ~6 lNTANGIBLES AND OTHERASSETS ST y‘ A Y g R
-0 -7 | \_’ —\\ TN ' - ‘\‘L N ' » 1\‘\//, " lj\ e /r : . L7 t_ N - N Tolx : LT 3
- Intang1bles and other assets»cons1sts of the followmg (dollars 1n thousands) 1\ e e ]
= R R o X N ) . . . ‘L N g N N N \’( [N )\‘\» - B :,\ RN P
’ N 3 vy , i\ . 3‘.,” = L ‘, el ’ > Co N
A T T N B I N A S T Welghted- v
B AU S L SRS R Amortnzatlon e s
\ i, NS B N ~ N RN Ve L~ . . B “t ' \ R N \
L LT e L e December 31 g December k) R - 'Period . -
R PRI ‘\; T P o _ 2003 RN 2004 T ol
Tl 1} k Cap1tallzed product development costs $ 1 795~ ( ,‘\$ RS :1;79;5 . )
Lol "Accumu]ated ‘amortization.... ..‘ (l 626)7 AL795)- 5 o .
R Caprtahzed product developmencosts net N 169» R A oL
- TN - - NG PR - “ v T = a - e, A -
S e . ‘1’,; {—/ e N ) NP SR
T, S Bulldmg photography e 4,7\7\7‘ SN o 5253 L osas S
e e Accumulated amomzatron {45048y -~ <+ (4 552) SORVLER R
a0 T e Bu1ldmg photography, net L NT290 ».‘ CT0LT o v T CU
,_— L+ /_\* - ’ . : v Lo “ W;H‘ t - O~ \: N > ‘:\ - ;,\ 4 S ,)(':‘ B - ,‘\ ’t\ 4 - ‘r‘ ’\,
B PR - A e e o SIS T
A Acqulred database technology ‘. N f .19, 438 o 20 ,259. RN 4 - T
=0 T 7 Accumulated amortrzano RS i T (16 245) N (18,323)_ o T
“ . : - - — - . S
e = uAcqurred database technology, net s 3,1987 - \:l—,9,36> G :
<,\‘ \\.»\t\ 0 - ) . " o . - . - . N e —\\ 7 7\_« N Y ._\, \\‘ ,’\ L
. R :’c K ST o ' ‘,\f"\\,‘ PR N T e
N Acqu1red customer base 41 ,107 4 43 540‘ JSERTEORR § NG

Y - Accumulated amomzatron “ . : (16, 175)‘\’ \7-'\(20 667) R

I P e Acqu1red customer base net...? ..... crreties B B 24;932. oy 22873 LN, T\y“-}/\ \3\

Acqurred tradename ......... . . 4,‘198' Coe 4198 L0 LT ?‘10\‘; s

LT e Accumulated amortlzatron (l 631) - U(2i0s1) Lo \i":,‘ Aol
_ o - Acqu1red tradename net k T : S ‘2,567 - ./A C 02,147 ‘\:“\:” T M; v S

1”}\: j/,_:’—f Intangrbles and other assets net ‘ _‘27;657‘: - ) L LT

3 N RN o )\ SRV - T ST . ~ = N o o B

- ,\’:'\/ o ,Amortlzatlon expense for 1ntang1bles and other assets was approx1mately $’Z 6Tn1lhon $8 3 mlll1on and $7 5
R \m1lllon_f0r the years ended December 31 2002, 2003 and 2004 respectwely S = Ty e

AR N o el 7 s - \f“:\ “\\\\ N o R K
N A § the aggregate amortlzanon for 1ntang1b1es and other> assets ex1stmg as of December 31, 2004 for future
. T7.% "'periods is expected to be- approxrmately $6.1 million, $5.9 niillion, $5. 4. million, $5:0 million and $3 5 m1ll1on for
v- .- they years endmg December 31 2005 2006 2007 2008 and 2009,\r,espect1vely T SAURPEE R A
- N 2 L » \ } - [N " ’ - " | . 4 ~ RN L O N " . - N ~ a7 o
’ \;/ ro R B o SN A S w6 fe PR oy ! ‘. I ‘
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< 7.INCOME TAXES A ] ‘ :
B " The components of the prov1sxon (beneﬁt) for mcome taxes attnbutable to operanons cons1st of the followmg (in
o thousands) e e C e S T - i . T
-“’f' N Lo PSRN .~ .- "Year Ended December 31, ' , /
B T R ST Y > oL 2003 2004 \
St s T 80 05
TR . et , c— s 205 22t e
o o ) Forelgn...:;.;’.' ...... el RSN oo e s RPN
- & .- Total current \ ' BT R Vi
‘ o Deferred . R P | /\ S - o ) .
L Federal...'.‘......}l..:...\ ........... RO N SO S iese U P U (13 361) o
RE L | e \ - \/ ’_ ’ (2 764) L
. e \ (927), .
o L — (17,052) :
. . I '$ (16,925 -
~ The components o‘ﬁdef\\erred tax,asset's and liabilitiés,,consi's’t/s of the following (in thousands): - , \
o v T oL - ST e T K vD.ecemb,e‘rS‘IJ, ~’ :
e o T T e e T 2003 - 2004 )
L T‘f\“' Deferredtaxassets ‘ PR S P S
PR Reserve for,baddebts . . : / ‘ s 575 $ _(422'3’" ’;'
. _ Actrued compensation. SEIPE 611 ’
e - Net operatmg losses 31,2344, 28 491
< .~ _ 77 7 Other. l1ab1,l1t1es..i ~ ‘1,483 A 365 -
S J\_;\} erred tax asséts B N 33,704 - ~30‘,889 /
R S o9y
o (48’2)‘ E -
R . (65). - el
~T Ident1ﬁed 1ntang1bles assoc1ated w1th purchase accountmg ....... : ..... s (5,048) (6 937)
) * . Total deferredtax 11ab111t1es L SRR e (5)595). - (7,217),

. g Net deferred tax asset

.. \_ Valuatlon allowance (28 109)

28,109

23 672
(547)

- B Net, deferred taxes

- N

$ 23,125

\
- \ XY -~
- - PR N

\ -

A approx1mate1y $25.6 mllhon shown on the balance sheet mcludes the tax l1ab1ht1es -and- -assets related to the U: S
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- The net long-terrn deferred tax llab1hty of approx1mately $2.5 mllhon shown on the balance sheet 1nclndes
T - deferrcd tax 11abtl1t1es and dssets rélated to the UK operations ofthe company. The. total net deferred tax -asset of
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-

-7 ingome" of approxrmately $9.6 m1llxon subJect to, appllcable Us. federal and- state 1ncome tax laws and a loss of

’mcome tax rate as follows (m thousands) o /~ e - R o - S o
ST o PRI S \ o YearEndedDecember31 IR ’
T , 2002 2003 2004
_ Expected federal mcome tax (beneﬂt) provrsmn at 34% ...... $ (l 626) o 130 :$ 2;5;347' )
State income taxes, net offederal beneﬁt ‘ e (253) ‘ 304, v ‘,353/ N
Forergn—mcome taxes; net effect . - . 98’, ;f . ~76 ‘ h
) Increase (decrease) in valuatron allowance /72,111 . 678 (20 057) N
- Other adjustments .............................. (232) - - 428 - = (144)
Income tax expense (beneﬁt) \, P T 282 $ (16 925)

- : ‘ . - : l . oo \

‘ operatlons of the Company The net deferred tax lrabIhty related «to the U K operatrons is shown separately because

2002 2003 and 2004 respectlvely T ~‘ - . . T

S COSTARGROUP INC. . - S
3 - NoII:s TO CONSOLIDATED FINANCIAL STATEMENTS—(ContInued) Lo
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"7 IINCOME TAXES——(ContInuedl) - T T :*';‘»«\ BT C

the UK. operatxons are subject to.a separate tax1ngjur1sd1ct10n " . e SRR T

For the year ended December 31, 200 management has*determmed that because ofthe contmumg Improvement ]
of operatmg results and the Company S outlook for«the future it is more. l1kely than not that the Company will realize + /.
approxImately $23.1 million of its. met. deferred tax assets through' future ‘taxable eammgs -A valuation allowance'*
continues to be estabhshed for certain ‘state net operatmg 1oss carryforwards due to the uncertamty of reallzatlon
Approxrmately $9.5° mllhon of theirelease of the. valuation. allowance was recorded d1rectly to ,additional’ pald -in .
cap1tal as the related deferred tak asset was generated from the” exermse of emp]oyee stock’ options. For'the year

- ended December 3l 2003 a valuatlon allowance was estabhshed agamst all of the net deferred tax asset:due to the :
uncertamty ofreahzat1on L oo NS

. > R - . P
- L T SO , o [ ) 7
c < s . . N
~ . p,\ ,’ ¢ .

.o . ' ) -
‘ . -

The Companyrs change in valuat1on allowance. was approxrmately $1: 0 mllhon and $(27 6) m1111on durmg the ~: /
years ended December 31, 2003. and 2004, respectlvely For'the' year ended: December 31,2004, the Company had

approx1mately $l 9 mIIllon subject to. applrcable U K tax laws P SRR . M -

- \lv.\ ey \ ~p > o s
)

N . . ‘. i e
o o R . | ;
. : , P

~

The Company S prov1s10n for i >1ncome taxes resulted 1n effectlve tax rates that varled from the statutory federal \, R )

The Company pald approx1mately $0 $184,000 and $l 12 000 in income taxes for the years ended December 31

’
- . /
, \ . - N 0 P [N

. . - N N N - -~ ’ ,
- ! ’ N .

At December 31 2004 the- Company has net operatmg loss carryforwards for federal i income ‘tax- purposes of
approx1mately $75.0 million; which expire,-if unused; from-the year '2013 through:the year 2023. The Company has' ~
- net operating, loss carryforwards for U.K. income ‘tax /purposes of. approx1mate1y $832,000, which do not explre T
The Company also has alternatrvetmmlmum tax credrt carryforwards of approx1mately $l 33, OOO
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., + " NOTES TO'CONSOLIDATED FINANCIAL STATEMENTS — (Continued) | -

8, COMMITMENTS AND CONT'I-NGENCIES/ S e

' "~ . The Company leases office facilities and "officé equipment under various-noncancelable operating leases. The

léases contain various, renewal options, Rent expense for the years ended Deceinber 31, 2002, 2003 and 2004 was~
_approximately'$5.5 million, $5.7-million and $6.1 million, respéctively. . ' C. s

i ©*_ Future minimum lease payments as of December, 31; 2004 are as follows (in thousands): - -
~-. 2010 and tHereafter............. eerhaeneiasaerenes RN ST DU po940- o o Lo
oo ) " ‘ N * 7,‘$‘ 26,024 o . ’

"

' T Currently, and from time to time, the Company is involved in litigation incidental to the conduct of its business.
~° 7+ The Companyis'not a party to any lawsuit or proceeding that, 'in the opinion -of management, is likely to"have a
', ., material adverse effect on its financial position or results of opérations. ' ‘ o - ’

A

. 7. 9/ STOCKHOLDERS’ EQUITY ' . - -~ SRR T S
| Preferred Stock - - oo C

RS ‘ : B e v, L R L : .
.+ The Company has 2,000,000 shares of preferred stock, $0.01. par value, authorized for issuance: The preferred
stock may,be-issued from time to time by the Board of Directors as shares of one or more classes or series. "

%

- Common Stock . Ve SRR : S

- i~

J’ The Company has 30,00D,OQ0 shares of common stock, $0.01 par value, authorized for issuance. Dividends rr‘lﬁay"

be declared and paid on thé common stock, subject in all cases to the rights and preferences of the holders. of*

.preferred stock and -authorization by the Board of Directors. In the event of liquidation’ or winding up of the . ’
' Company-and after the payment of all preferential amounts, requiréd to be paid to the ‘holders of any serigs of

- ... preferred stock, any remaining funds shall'be distributed”among the holders.of the issued and outstanding common"
7 Lo ! ! N IR B N ‘- } ) co .
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T 7!‘ T T COSTAR GROUBING: T i A
N R N@TES TO CONSOLIDATED FINANCIAL STATEMENTS——-(Contmued) NEERS SRR
SR : . 10. NETINCOM]E (LOSS)PERSHAR]E IR 7f\ TR e e
/ l{ :?/‘ ’\/" ‘ ’ - ” s T - t ‘ RN T ! 7 ,;‘, : ,m-
AR AR The followmg table sets: forth the calculatlon of basrc and drluted net 1ncome (loss) per- share §(1n thousands 2T
Lk ’\exceptpershare amounts) S Jll Ses r’.f‘f-/: S ¥ -z T e s
T L e NI "YearEndedDecember3l e e
S T N S TIT20025 T 2003 2004 S
N . ‘ﬁ\‘ Numerator o cLE L e T AT T
<o o Neti 1ncome (loss) - 314,784 S~ T100- i $ 24 985 v
S Denommator IR v - L. i_' R ‘( o
R 15759 -7 6, 202 o 18165
e : g e 4720 e
R { Denomlnator for drlutednet mcome (loss) per share g NG ‘;f/“' UL e / S
S, s welghted average outstandmg shares A 15 759“ ' 16,674 - 18,827 ~lT
G N P b HE T v -
D ~ ‘, Net mcome (loss) per share—basrc (O 30) $-.°-001 - $ 2 ~ll 38, i co
I Net income (loss) per share——dﬂuted" ’(030) \’ $ . 0. 01 $ l 33 »
;' \:‘ . o Stock opt1ons:and warrants to purchase ap‘pr‘ox1mate1y 2 097 OOO shares for the year ended December 31 2002 ‘_"
KRR were -outstanding but weré not included in the computanon of diluted : earmngs per share because-we hada'nét loss i n:_..
.0 2002 and.the 1mpact would have been anti-dilutive. Stock optrons ‘and warrants to purchase approxrmately 1,450,000’ L

s \—shares\for the year ended Deceinber 31; 2003 were outstandmg, but were not 1ncluded in‘the computat1on of diluted: .
e 1 ‘earnings per share “because the exerc1se~pr1ce ‘of the stock optlons ‘was greater—than the' average share- price, of the oo
Lo o .common_ shares and therefore ‘the effect would have’ been anti- d1lut1ve Stock .options to purchase approxtmately P
P ooy 188, OOO shares for the year ended December,3l 2004 were outstandlng, ‘but were not 1ncluded in ‘the computat1on RS

i of dlluted earnings per\share because the; exercise prlce/of the stockfopt1ons was greater than the average share pnce/ L

Sy of the common shares and therefore the effect woufd have been ant1 dilutive: . >+ -0 T
SOl 111 EMPLOYEEBENE]FIT PLANS Lo ST T s e S
» § \’ »,: . R ’H . R . ] /f\ ;,» ) < g \"< ,‘ . - s /\,f//’_ T N ; : \/(\‘/,\ [ B S

PR Stock llncentnve ]Plan\ ‘;& STl L, T - - AR T

- - A _/ N N ~\w» - Lo LT o7 v Sl (_ O Lo , ’ “”r PR

s ~In June 1998 the Company’s‘Board of D1rectors adopted the Stock lncennve Plan (the “1998 Plan”) pnor to .
- \consummat1on -of the Company s.initial publ1c offermg The 1998 Plan prov1des for the. grant of stock-and stock p

5 'optlons to’ ofﬁcers d1rectors and employees of the' Company and its’ sub51d1ar1es Opt1ons granted under the 1998 -7
e s Plan may«be incentive or non- quahﬂed stock optrons The exercise’ price. for-an 1ncent1ve stock 0pt1on may not be
Wl s Cless than_the fair market value of the Company s Common Stock on the date of grant.. The vesting, penod of the™-
T ‘ optrons and Stock grants is determined by the Board of Directors and is generally four years —Upon the'c occurrence of -
LTy T a Change of Control as defined in the 1998 Plan all outstandmg unexerc1sable optlons and stock grants under the” ';f .
Sl 01998 Plan® gmmedlately become exerc1sable <The. Company, has réserved 3,750,000 shares of common, stock for

SN 1ssuance under the: 1998 Plan Unless termmated sooner’ by the ‘Board- of Dlrectors .the 1998 Plan will termlnate i
R 2008 Approxrmately 766 OOO and 413 ;000" shares were \avallable for future grant under the 1998 Plan- as’ of -
December 31 2003 and 2004 respect1vely UMl T L P S
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R Exercrsable at December 31, 2003 ........ ST

T ,Optl‘on actrvrty was as folrlows: S

T Expected l1fe (m years)

‘e

“11 EMPLOYEE BENEFIT PLANS—(Contmued) - , :

N

Stock Incentlve Plan — (Contmued)

- S I 7,«\ o - . ST

[ T

i

. o 20 ¢ P i . ‘ .
) | 4\§’ = ! v
- \ L LY = /o~ - v
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Contmued) L

e "..Weighted‘-_

- Exermsable at December 31 2004 e E oo
940,477

Exercrsable at December 31, 2002 ........

t
., e - N ot ~ -
- N ‘,/ ’ -

| 88‘6494 "\f

1,056,709

“,‘i{ i L oo 7t o ‘Number of - .~ Range of © .~ Average . . )
o ‘ oo o- a7, Shares ~ ‘Exercise Price - Exercise Price -
Outstandmg at December 31 2001 ...... ‘ . 1,839,719 TL$ 34585213 - 822200 -
_‘Granted............. » e 577,700, $;16’.20-*$26?25 , 52038 -
Exerc1sed ‘ [T (88,281)7 " +§ 345-$23.00 0 $2075
" Canceled or explred ............ T T O L,\ (231 865) $le. 00 - $46 81, - - $24.98 S
Outstandmg -at December 31, 2002....;.,.7:....;.. © 2097273 $7345- $52.43 . $2200 ¢
CGIANtEd. ..o e e L 04765000 $16:27-- $42:10 \'\$2'6 09 -
S Exer(:lsed RN . ‘7(39.7,—834)1’ $ 8.50-- $38.46 $20.99 o C
--Cancgléd.of exprred ‘ "7,(254,’61f3) $16.00~ $52 13, - /82575 BN
Outstandmg atDecember 31 2003 1‘92’1326 . $ 345- $5213‘ 82272 L
SGranted. .z e S °487,000 . $39.00-845.08° . © $4L67 . T
- Exercrsed .......... "....;.”: ....... ‘.\ ....... -(424,166) '37345-$37.13. ' S1484 o
Canceled of exprred...’:f...:..f...:.‘... ,(133 826) . $16.13- $44.86 $27.25 . . <
- Outstandmg at December 31 2004 . . 1850334 $ 9.00- $52 13 B $29.210 . .

§5.00-55215 o $25.99

§ 3.45-$52.13- §2163 7 )
51345 $5213 82160 .

-

Forrthe purposes of the d1sclesure requrred by FAS 123 the fair. value of each optlon granted durlng ‘the: years R
ended ‘December 2002, 12003 and 2004 was '$15.39, $l8 21 “and $28:90; respectively. The Company. estimated the
farr value-of each- option granted on the date of grant using” the Black—Scholes optlon prrcmg model usmg the -

. assumptlons noted in’ the followmg table: " . e
- oo T -7 - JEEEA , ,‘: «j.} . )
b - / '
Vo, N A ! r) _ N
; D1v1dend yleld ....... AERR s b
Expected Volatlhty.....;.;.? ........ 23
. Risk- free interest rate’... ot A 3

.= - ¢ 5
Vs

. Year Ended December 31
©~2002 - 2003 ©2004

0%, 0% 0% -
LOTs% e 0% -61%
C35% . 3.0% 36% .
e 5 S5

Pro forma compensatlon expense for stock _option’ plans would reduce our net mcome as descrrbed in the

g “Summary of Slgmf cant Accountlng Polrcres” as requlred by\ SFAS No 148.; o ~
ot - 1 , ' v B
N . - A - §— ‘.
P R4 v ) " ) ) ° \ ’
oL v . . , 1
A . \ - A - :
' . - ,'\ S ) N
. . (= . v
Z A - i P ST 5
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L
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R ”IThe\fo\IloWing—tablc,suh]mafizes~i'nfor/mrati01\1 Iregé\rding'\_(’iptidr'js‘ outstanding at December 31,2004:" >+, S

N

P .-+ .’ Options Outstanding . - %' .- QOptions Exercisable’ ' - ‘
ST e 7 Weighted-Average -~ . - . . . - .. N T
. [ . LTS A ‘ ; Sl N “ o ) C

- . o ... Remaining . S

2

.. 0" “ Rangeof . Numberof: -ContractualLife . Weighted-Average - Numiber.of . Weighted-Average .~ - _ -
~ T N QU A . : N T A . ~ S . S e o : , S Py . B
« v ' _ExercisePrice’ *  Shares - (in years) , . Exercise Price. . . Shares- ~  Exercise Price - - -

7

ST U 8$9.00-818.06 . 259912 ¢ 61 UUS16567 - 166387 T . S1584 -
t U 81810-$20.30 0 243620 TAL Do L1932 CloLel9 . Ti94r . v
C -0 82032-82488 - 237,737 U .65. 7 T 23sp s 159,987 - . 2387 .o o0
. 825.01-$2963, . 164013 79 . 981 ¢ 64,163 L. 2760 © -
-~ $30.00-830.00 . 202,500 - LAl T 3000 c 2025007 - 30000 .
c s $30.06 - $3513, 190,714 o 70~ S TL30700 107,088 - SN T I
Lot $3619-839.00 186,688 . 81 . . 3856 . 44188 0 03703
LT 1.$30.53-844386, - 260250 - . 91 i 4219 - 0723560 L 4269
$45.18-84681 103,000 . -9 L 4523 - 16,000 - 4549 . 7
Lo BS203eS2I3 1000 0T os2e T iz T pede et 5213
LTRSS 29.19° . 1886494 . 259 ..

< : - Y

’ s ~
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- On September 28, 2001, the Coinpany-granted a total of 5,000- shares of restricted stock to thefndn;emi)lqyfeé" ‘
directors of the Company. The stock grafits* vest over a four-year period with 25% of the stock-vesting ‘on each -
anniversary of the grant date. The \Cofnpany_recdrdéd‘$89,8()Qin_ deferred compensation ‘expense during the year.’
-ended December 31, 2001, in‘ ¢onnection with- these stock. grants. The deferred compensation Was}éz‘ﬂcu;lat,ed\ at the ™

" fair value on' the grant date and is being aniortized over the vesting period of the restricted stock. ©
© . “Employee d0I(k) Plan .~ - .../ T vc e 0 T LT SR R
S . . . Ty, e ~ A N : T, -, . R .
. [N ¢ - B N ' oo o - ’ . /

"+ The _Cbrripahyl’hqaintai‘n_s a 401(k) Plan (the “401(k)”) as a defined contribution retirement plan for all.eligible ~ .~ *
* . ‘employees, The 401(k) provides for tax deferred-coritributions of employees’ salaries, limited o 4 maximum annual
" amount.as established by the Internal Revenue Service.-The Company matched 100% 'in 2002, 2003 and 2004. of ;
+ employee contributions up to a maximum of 6% of total compenisation. Amgunts contributed to the 401(k) by:the T
. Company to”match employee contributions for_the™ years ended 'Detember~31, 2002, 2003 and. 2004 were .

approximately $1.2 million, $1.4 million and $1.2 million, respectively. The Company.paid-administrative expenses® . * o
.of approximately” $32,000, $28,000 and.. $20,000- for the years \ende’d‘De‘cembgr 314,;;2'\(()02;2‘003/ and 2004, .

Vo8 réspectively. R \ s ) N B .
L : . Co e B T Wt S ‘ oI
.~ . Employee Pension Plan. Co e S R o
- - RIS PR N A . ! \/" i R i 2 . !

The' Company main(taihs a company, personal pension plan for all elig\ible,‘emplqyeeé in b/uf_lLondbn; England -
office. The plan; is,a defined contribution plan. Employees; are eligible to contribute a-portion of their salaries; |
, . _1 subject to a maximum annual ‘amount-as establishéd by the Inland Revenue. The Compary contribufes a fratch o
< subject to the percentage of the employees” Gontribution, Amotnts contributed to the’plan by.the Company to match .
. “employeé contribufions for the years ended December-31, 2003 and-2004 were “approximately $118;000 and. .
= $/1f4‘6:,\00\0, ‘re,sp‘eg:ti/’vely. ‘ T S
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On January 20, 2005, the: Company acqulred the assets of Natlonal Research Bureau ( NRB”), a leadmg prov1der
“of property information to the shopping center mdustry, from Claritas Inc. for* approximately'$4.1 million in cash.
‘NRB' has over 45 years of experience ‘as a leading’ producer of mformatron to the retail real estate mdustry,
prmc1pally through 'its Shopping Center Directory," ‘Shopping Center Directory online,- and Shopping Center
. Directory, on CD-ROM. The acqulsltlon will be accounted for’ using purchase accountlng The purchase price will
. be pr1nc1pa11y allocated to various working capital accounts, database techno]ogy, customer base and goodwill. ‘The
acquired database technology and customer base will be amortrzed over their estrmated usefu tves. Goodwill wrll
-~ not; be amortlzed but is subject to annual 1mpa1rment tests T . L =

IS
.

N . . < - N . N . 4 v
| - . -

On- February 23 2005, the Company entered into an operatmg lease agreement pursuant to which the, Company
has agreed to lease approxrmately 33 371 square. feet'of office space 1ocated in Columbra,,Maryland The iease has
an initial term of 99 months and an initial base rent of $22.75 per rentable square: foot per year. Addltronally, the"
- Company has a condltlonal optlon -both- to termmate the'lease approx1mately five years after commencement of the

-

“initial term, and 'to renew the lease for an additional. five year per1od after exprratlon of the initial term -each subject - .

to certam addmonal terms and condmons '
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irectors:

Michael R, Klein Chairman of the Board, CoStar Group, Inc., and Partner, Wilmer Cutler Pickering
Hale & Dorr

Andrew C, Florance* President & Chief Executive Officer, CoStar Group, Inc.

David Bonderman Principal, Texas Pacific Group

Warren H. Haber Chairman of the Board & Chief Executive Officer, Founders Equity Inc.
Josiah O. Low, 111 Venture Partner, Catterton Partners IV, L.P.

Christopher ). Nassetta President & Chief Executive Officer, Host Marriott Corp.

Catherine B. Reynolds Chairman & Chief Executive Officer, The Catherine B. Reynolds Foundation and
EduCap, Inc.

Officers:

Jonathan Bray Managing Director, Property Intelligence Limited

Frank A. Carchedi* Chief Financial Officer & Treasurer

Craig S. Farrington* Vice President, Research

Andrew C. Florance* President & Chief Executive Officer

Carla ). Garrett General Counsel & Secretary
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This report contains “forward-looking statements.”
Please review the section entitled "Risk Factors” in the
enclosed Form 10-K for potential factors that could cause
actual results to differ materially from these forward-look-
ing statements. All forward-looking statements are based
on information available to us on the date of this report,
and we assume no obligation to update such statements.
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