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This is just the beginning.

Dear Shareholders:

Innovation, a passion for excetlence and providing
our customers with exceptional value—these are the
core values that drive us at CoStar. Throughout our
history we have been the leaders in imagining and
creating a platform that empowers commercial real
estate professionals to excel, whether they are buying
or selling a property, representing a tenant, leasing

a space, valuing an asset, underwriting a loan or
managing a diverse portfolio. Over the past 25 years,
we have transformed the information and analytics
business for commercial real estate by anticipating our
customers’ needs and exceeding their expectations.

2011 was no exception. Quite simply, it was our best
year so far. In 2011:

B We launched CoStarGo®, a revolutionary mobile
iPad application that is changing the way individuals
access CoStar’s data and analytics in the field and
interact with their customers.

w We passed the quarter-billion-dollar mark in
revenues, achieved $57 million in adjusted EBITDA,
grew individual subscribers to 93,396 which is the
most in our history and saw our renewal rate climb
to 93% which is near our all-time high.

® We reached an agreement to acquire LoopNet,
Inc., the leading online marketing platform for
commercial real estate, and completed the
acquisition of Virtual Premise, a SaaS-based
company providing lease management solutions and
services to large national corporations and retailers.

B We raised $248 million in an equity offering which
is expected to be used for the acquisition of
LoopNet and established a $225 million credit
facility to help fund the transaction and for general
corporate purposes.

ANDREW C. FLORANCE . COSTAR GROUP 2011 ANNUAL REPORT
PRESIDENT & CHIEF EXECUTIVE OFFICER. COSTAR GROUP. INC.




Q, Financial District Submarket {San Francisco) @

& We completed the sale-leaseback of our

headquarters building in Washington, DC, at
a sale price of $60 million above our original

purchase price, one year after buying the building.

CoStar information and analytics enabled us to
identify this huge opportunity. What better way to
demonstrate the power of our products?

B We integrated CoStar’s comprehensive and
granular data with PPR, our analytics and
forecasting subsidiary. With the best data
in the industry, we believe our team of 40
professionals provides our clients with
forecasting and analytics that are unmatched
in the industry.

® We introduced the CoStar Five-Star Building
Rating System, an advanced rating system that
rates all property types on consistent, objective
criteria and provides more detail in comparing
property assets across markets. We believe
this new system will allow national tenants to
make decisions more efficiently and will enable
owners and investors to better analyze market
movements and investment opportunities.

e o
Ciear /% Displaying 267 Results

COSTARGO: CREATING A SEA CHANGE

In August 2011, we launched CoStarGo, our
revolutionary new iPad app that puts our industry-
leading information into a mobile platform and in
the field where our clients need it most. CoStarGo
integrates information from our comprehensive
property, tenant and comparable sales database into
a powerful but simple app on the iPad. We believe
we have developed a tool that is creating a sea
change in how commercial real estate professionals
access data and interact with their clients. Our
customers tell us CoStarGo is empowering them

t6 be more productive when they are away from

the office and enabling them to be much more
responsive to their clients.

CoStarGo was released in the middle of the third
guarter following a 34-city tour to introduce our new
app to approximately 3,000 of the most active and
influential commercial real estate brokers in the
United States. In the fourth guarter, we implemented
an aggressive marketing campaign consisting of
direct mail, email, print and online advertising, and
social media. At the same time, our salespeople
conducted over 4,500 demos and trainings.



CoStarGo was directly responsible for nearly

$5 million in annualized sales in 2011, even though
it was only released in mid-August. CoStarGo

Is proving to be a key driver of sales, both to
prospects and existing subscribers upgrading their
subscriptions to take advantage of the

mobile app.

Since the launch of CoStarGo, we have added

over 1,600 enhancements and we will continue

to make additional updates on a regular basis with
new features that we expect will make CoStarGo
an even more effective tool for the commercial real
estate professional. Almost 10,000 clients have
downloaded the app and logged in. Many new
CoStarGo users are top producers and senior
brokers who may not have spent much time
performing their own research on their desktop

or laptop computer, but find the mobile product
essential and easy-to-use. We believe this will
continue to contribute positively to higher
customer retention.

CoStarGo is also increasing usage of our desktop
praducts. Since the launch, we have seen a

20% increase in usage of our web products. More
than 1,300 clients who had never used our web
products began using CoStarGo when it became
available, and 57% of these new users also started
using the web product.

ACQUISITION ACTIVITY:

LOOPNET AND VIRTUAL PREMISE
Acquisitions are a part of our overall growth
strategy. Our objective is to acquire quality
companies that are leaders and innovators in
their area of expertise.

In April 2011, we announced our agreement to
acquire LoopNet, Inc., for $860 million. LoopNet

is the leader in marketing commercial real estate
on the internet. We believe this proposed acquisition
would be a very positive combination for CoStar
because it brings together two industry-leading,
complementary and innovative companies that

can better serve the industry and provide excellent
cross-selling opportunities, efficiencies and

cost savings.

Together, we expect CoStar and LoopNet to form
the premier online resource for researching,
analyzing and marketing commercial real estate
properties. We believe the two companies’
complementary services would provide unrivaled
comprehensive market coverage, deliver enhanced
research, analysis and marketing options, and
offer greater efficiencies for customers. The
combination is expected to improve transparency
with better products that are higher quality and
more accurate, increase efficiency for brokers and
lead to greater innovation in the commercial real
estate industry.

Virtual Premise software
manages almost $1 billion in
rent payments per month.

LoopNet is the most
heavily trafficked website in
commercial real estate with
3 million unique visitors
per month.

In October 2011, we completed the acquisition

of Virtual Premise, a leading provider of lease
management tools. Clients use Virtual Premise’s
SaaS-based products to increase the efficiency

of real estate management processes, reduce
occupancy costs and improve utilization of real
estate assets. Virtual Premise’s lease administration
module helps clients manage and monitor their
lease expirations, rental payments, renewal options
and transactions.

By matching CoStar’s strong information and
product design capabilities with Virtual Premise’s
lease management products, we believe we can
bring significant value to our combined client base
and create another strong platform for growth.

COSTAR GROUP 2011 ANNUAL REPORT 3
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CoStARr Fusion’

We are developing a single platform that incorporates
information, marketing and analytics. This will be offered
as a premium subscription product for institutional users

such as banks and owners.

2012 AND BEYOND

We are dedicated to providing all of the participants
involved with commercial real estate a unique,
robust and fully-integrated platform in which they
can easily access data, analytics and marketing. This
access has to be fluid which means it has to

be seamless at the desktop, portable to take on

the road in a laptop, and available in a tablet for
ultimate mability.

The commercial real estate landscape is full of
companies that provide a product or service in
isolation. These islands rarely “talk” to one another,
which for the user creates inefficiency, wastes a lot
of time and in the end increases costs.

We have proved that combining multiple products
into one vehicle in a seamless, fully integrated
way can have powerful results. CoStarGo is a
perfect exampte. CoStarGo combines each of

the components of the CoStar Suite®: Property
Professional®, COMPS® and Tenant® into one
easy-to-use application. From that single platform,
we are able to add other modules to work in a fully
integrated manner. CoStar’s Five Star Building
Rating System is @ module we added to CoStarGo
and it is one of the most popular search criteria
used for custom searches.

We plan to add other modules to that platform such
as Lease DCF™, Lease COMPS™ and analytics from
PPR and Resolve.

Why is integration so important? Consider a

large company with thousands of leases that uses
the lease management program offered by our
recently acquired company Virtual Premise to track
all of their leases, which is a very valuable tool.

As part of a CoStar integrated system, that company
would be able to not only keep track of its leases but

once a lease is expiring, it would be able to analyze
market opportunities and trends in order to identify
new potential properties to lease or decide to renew
in the existing space. All in one session.

Throughout 2012 and 2013 we expect to:

m Refresh the design and functionality of our
internet products and particularly CoStar Suite.

® Roll out modules of tools and services such
as Lease DCF™, Lease COMPS™, and
CoStar TOUR™, a complementary iPad app
to CoStarGo.

The combination of all of the modules throughout
2012 and 2013 would form CoStar Fusion™. We
expect CoStar Fusion to be a premium product that
we believe could become a significant revenue driver
for CoStar in 2013.

We plan to continue to make significant strides with
CoStarGo, along with other new software product
initiatives for 2012 which we believe have equally
high potential.

In the United Kingdom, we plan to integrate our
UK sales, research, fulfillment processes and

data into our more powerful US back-end software
systems. In addition, we expect to complete

and release CoStarGo in the UK in 2012 and
CoStar Suite after that.

We believe we will see a solid revenue uplift from
this investment in the UK and our initiatives will be
a significant upgrade for the UK commercial real
estate market, giving those professionals access
to comprehensive information that has not
previously been available. This represents a giant
leap forward in technology for the UK commercial
real estate market.



We plan to actively engage in the integration

of LoopNet and Virtual Premise as we look

to capture the synergies we believe these
combinations offer and to continue to deliver the
most comprehensive information and analytics
platform to the industry.

CONCLUSION |

We are extremely proud of our performance in

2011. Our business is hitting on all cylinders as

the investments we've made in our database,
analytics and product development are paying

off. The talented team we have assembled at

CoStar continues to perform with great skill

and imagination, always seeking to delight our
customers by anticipating their needs and delivering
high quality products and services.

{ am very pleased that our clients are favorably
responding to CoStar’s products and services, as
evidenced by our record revenue, high renewal
rates and record level of individual subscribers.

It is our goal at CoStar to continue to bring
innovative and valuable products to the commercial
real estate industry.

Yet, we believe we are only scratching the surface.
We estimate our current market penetration is less
than 20% of the potential users of commercial real
estate information products in the United States,
leaving a lot of runway still ahead of us. We believe
our software solutions will allow us to better service
market segments like banks, owners and real
estate investors.

The commercial real estate market continues to
improve and is providing a positive environment

for our business. As we have seen throughout our
history, as vacancy rates decline and positive net
absorption continues, CoStar revenues are positively
affected. In effect, those positive factors give us a tail
wind. While the current tail wind is not as strong as
it could be, market conditions are favorable and not
blowing in our face.

| have never been more excited about the
prospects for CoStar than | am now. What we have
accomplished to this point is only the beginning.
We will continue to strive to be the best provider of
information, marketing and analytics services in
the industry.

With a strong foundation and talented individuals
throughout the organization, we are very
well-positioned to achieve our goal of $500 million
in high-margin annual revenue over the next several
years and on our way to over $1 billion.

I look forward to updating you on our progress.

Sincerely,

ANDREW C. FLORANCE
President & Chief Executive Officer

COSTAR GROUP 2011 ANNUAL REPORT




A History of Innovation

Our 25 year commitment to servicing the commercial real estate industry

"1987-94 1998-99 2003-04

EARLY ON IPO SETS STAGE FOR INTERNET PLATFORM CREATES
DECADE OF GROWTH TECHNOLOGY ADVANTAGE

= Andy Florance launches Infonet, Inc.,

in the Washington OC market = oes public with one product, Property = CoStar Property Professional® and CoStar
= Creates Comerstone, a quarterly Professional®, available in six markets, COMPS Professional® drive sales and
leasing guide generating §7.7 million in annual sales. earmings growth
= Comerstone is sold. Proceeds are used to IPO price is $9 per share = Customer satisfaction reaches new heights
begin Realty Information Group (RIG) = Acquisitions of Jamison Research Inc. = Expands into the United Kingdom (UK) with
= Attracts investment from a group led and Leaselrend, Inc. acquisition of Property Intelligence PLC
by attorney Michael Klein who becomes = Costar Tenant® is released = Number of employees now 850
Chairman, a position he still holds today = Cgmpany name Changes to = Starts 71 market expansion

CoStar Group, Inc. in 1999
= Reaches 20,000 users of its muttimedia

software & internet-delivered databases
= Tracks 13 bitlion square feet of space and
310,000 tenants in 78 markets

= Achieves $100 million in revenue

"995-97 "2000-02 2005

MOVING FROM PRINT TO THE RANKS AMONG FASTEST GROWING TECH ENHANCEMENTS AND
DESKTOP AND THE INTERNET TECHNOLOGY COMPANIES GEOGRAPHIC EXPANSION
= |nformation is made avaitable on the desktop = Pyrchases COMPS.com = Software overhaul increases
with a software product called CoStar. It = Reaches $70 million in annual revenue productivity and upgrades to
Is installed on computers and updated via = Acceleration of industry leading interet Property Professional®, Tenant®
CD-rom diskettes. strategy—diskettes phased out ‘and for-sale offerings
= Expansion into New York City, Boston = Launches web-based version of CoStar Property = Completes 21 market expansion
and Chmggg . . = Database: 20 billion square feet of inventory, = Renewal rates climb to all time
= Information is distributed to clients over 969,000 images high of 94%
the nternet . = CoStar ranked among the 500 fastest-growing = Cotar is now in 68 markets with 32.5
= brows to 2,000 clients tracking 150,000 technology firms in Deloitte’s “Fast 500" billion square feet of inventory
buldings using our products = Andy Florance named Entrepreneur of the Year
by Ernst & Young '
= Introduces Power Broker awards which
recognize top broker and brokerage firms




%2010

RETURNS TO WASHINGTON, DC,
WITH BLOCKBUSTER HQO DEAL

= CoStar relocates headquarters to
Washington, DC

= Market recovery continues

= (verall strong sales growth

= Revenue surges from CRE investors, banks
and financial services firms

= Strategic acquisitions planned

= Software initiatives underway for a
mobile app

%2008

MARGINS EXCEED 30%

= Jespite weak market and global
financial crisis, EBITOA margin expands
to 30% in the fourth guarter

= Launches Showcase® online marketing
platiorm

= Reaches $200 million in revenue

= [atabase: 3.2 million properties,
65 million square feet of inventory

= Jatabase surpasses 1 million listings,
the largest ever assembled by a single
information provider

%2006

LAUNCHES 100 MARKET
EXPANSION INTO THE US

= Lgunches revolutionary retail information
search technology in flagship product
Property Professional® and signs several
nationat retailers

= Significant upgrade to CoStar COMPS®

= Deploys 155 field research vehicles.
Two-thirds are high-tech fuel-efficient
hybrid cars.

= Sets industry record with 540,000
commercial property listings available

= Moves into France with acquisition
of Grecam S.A.S.

2007 %2009 %2011

NATIONAL MARKET EXPANSION

= Expands to 250 markets in the US

= Further expansion into UK, buys Property
Investment Exchange, Ltd. (PropEx)

= [atabase: 40 billion square feet of
inventory, 2.3 million properties,
770,000 listings

= [Joubles field sales team

= (B Richard Ellis signs an 11 year contract
with CoStar valued at over $100 million

= Major retailers continue to subscribe
= Expands to 1.300 employees

ADDS POWERFUL ANALYTICS

= Strong financial position allows for
investment in sales and research

= Increases analytics capabilities and depth
with acquisitions of PPR and Resolve

= CoStar Suite® (Property®, COMPS® and
Tenant®) of information services now
available in every US market

= Unveils real-time, ontine visual display of
commerciat real estate activity as it happens

= Wins 2009 Excellence in Energy Star Award

from the US Environmental Protection Agency

BEST YEAR EVER
COSTARGO AND LOOPNET

= Achieves record revenue of $252 million
= 93,396—highest number of subscribers

= Enters into agreement to acquire LoopNet

= Launches CoStarGo®

= Acquisition of Virtual Premise

= 1500 employees

= Raises $248 million in net proceeds in an
equity offering

= Establishes $225 million credit facility

= Database: 81 billion sg. ft. of inventory,
1.5 million total Uistings, 12 million images.

4 million researched and verified properties

COSTAR GROUP 2011 ANNUAL REPORT 7
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Andrew Florance

Andrew Florance
President & Chief Executive Officer

Andy founded CoStar 25 years ago with a vision to

build the best information platform in the industry.
Under his leadership, CoStar has transformed the

way commercial real estate professionals research
and analyze information.

Jennifer Kitchen

Senior Vice President, Research

An 18-year CoStar veteran, Jenny manages a team
of over 900 researchers who proactively maintain
and,grow the largest commercial real estate
information database ever assembled.

Frank Simuro

Chief Information Officer
Frank joined CoStar 13 years ago. His team au-
tomates our world class research organization,
develops the products that deliver data and analytics
to our customers and built a scalable technology
platform for the web and mobile devices.

Frank Simuro

Jennifer Kitehy

Depth of Management -

John Stanfill
Senior Vice President, Sales & Customer Service
John has been with CoStar for 17 years. Today,
John's sales organization has turned in nine
consecutive quarters of record revenue as the
company crossed $250 million in sales.

Brian Radecki

Chief Financial Officer

CoStar’s CFO since 2007, Brian is in his 15th year

at CoStar and has served in a number of executive
positions in both financial and operational roles.

In 2011, his finance team raised $248 million in

net proceeds in an equity offering, arranged a

credit facility of $225 mitlion and oversaw cash and
investments of $573 million, as of December 31, 2011.

John Stanfill Brian Radecki




CoStar's Senior Management team is strong, deep and

experienced. [hey have built CoStar into an international leader
in commercial real estate information and analytics. Most of the
team has more than 15 years of service at CoStar and many

more years of commercial real estate experience.

Frank Carchedi

Senior Vice President, Corporate Development

In his 13 years at CoStar, Frank has held key

senior management positions, including CFO. He is
responsible for identifying, completing and integrat-
ing acquisitions. Since 2009, he has led the inte-
gration of CoStar’s strategic acquisitions of PPR,
Resolve and Virtual Premise.

Hans Nordby

Managing Director, PPR

Hans joined CoStar in 2009 with the acquisition of
PPR. He leads a team of 60 professionals in provid-
ing market research, analytics and forecasting to
investors on hundreds of global markets in North
American and Europe.

Dr. Ruijue Peng

Chief Research Officer, PPR

Ruijue has been with PPR since 1994 and oversees
research and development of econometric forecasting

Hans Nordby

Frank Carchedi

models and analytic tools. Ruijue built and manages
CoStar’'s Repeat Sales Index.

Andy Thomas

President, Virtual Premise

With over 25 years in real estate and technology,
Andy joined CoStar in 2011 with the acquisition

of Virtual Premise. He leads a team of 50 based in
Atlanta and is responsible for growing market share
in the lease management solutions space.

Eric Forman

Chief Executive Officer, Resolve

With over 25 years of experience in the commercial
real estate industry, Eric joined CoStar in 2009 with
the acquisition of Resolve. An expert of best prac-
tices in portfolio management, he is responsible for
the overall direction of Resolve.

Andy Thomas § Eric Forman

¥ Dr. Ruijue Peng




Depth of Management (cont)

Paul Marples

Managing Director, CoStar UK Limited

With over 25 years of industry experience, Paul
came to CoStar with the 2007 acquisition of Prop-
erty Investment Exchange, Ltd., strengthening
CoStar’s foothold in the UK.

Curtis Ricketts

Senior Vice President, Product Design

Curtis joined CoStar in 1994. He manages the
product design team that was integrat in the
development and deployment of CoStarGo and
is actively engaged in product initiatives for 2012
and vbeyondA

Mark Klionsky

Senior Vice President, Marketing

Mark is a 25-year veteran of commercial real
estate. In 2011, he oversaw the successful launch
of CoStarGo, which included a 34-city tour and a

Curtis Ricketis Mark Klionsky

Paul Marples

marketing campaign that employed advertising,
direct mail, public relations, social media and
electronic communications.

Susan Jeffress

Vice President, Customer Service

Susan has 23 years of experience with CoStar.
Her team is responsible for customer satisfaction
and helping clients get the most out of their
CoStar products.

Jonathan Coleman
General Counsel & Secretary
Jon joined CoStar in 2000. Team highlights in 2011
include working on all aspects of the LoopNet

and Virtual Premise transactions, overseeing the
$248 million equity offering, completing the sale-
leaseback of CoStar’s headquarters and winning a
multi-million dollar judgment in a lawsuit involving
the unauthorized sharing of CoStar passwords.

Susan Jeffress

Jonathan Coleman



In 2011, we achieved our best-ever results in a
number of key measures—our best-ever annual
results for both revenue and EBITDA, our best-
ever quarterly and monthly sales results. For the

2011 Financial Highlights

us 5+ years. We now have approximately 93,396
paying subscribers, the most we have ever had,
which demonstrates we are providing high quality
products and outstanding value to our clients.

year, we generated record revenue and exceeded
a quarter of a billion dollars. Our fourth quarter
year-over-year growth in revenue was 13.7%. We
increased our revenue in each of the last eleven
consecutive quarters. Annualized net new sales
for the 4th quarter of 2011 were $8.7 million, an
increase of 86% year-over-year.

We raised $248 million in equity to help finance
the proposed acquisition of LoopNet, and we
established an agreement for a $225 million
credit facility that is expected to be used to help
fund that transaction.

Our balance sheet is extremely strong. We ended
2011 with $573 million in cash and investments.
We expect to use some cash on hand, along with
the addition of a manageable amount of debt, upon
closing of the proposed LoopNet transaction.

Annual and multi-year subscriptions are the core of
our business model and represented approximately
94% of revenue. Our renewal rate for all clients
was 93%, and we are particularly proud of our 98%
renewal rate among clients who have been with

OPERATIONS

2007 2008 2009 2010 2011
Revenues $192,805 $212,428 $209,659 $226,260 $251,738
Net income $15,951 $24,623 $18,693 $13,289 $14,656
Net income per share (diluted) $0.82 $1.26 $0.94 $0.64 $0.62
Weighted average outstanding 19,404 19,550 19,925 20,707 23,527
shares (diluted)
BALANCE SHEET
Cash, cash equivalents $187,426 $224,590 $255,698 $239,316 $573,379
and investments
Total assets $321,843 $334,384 $404,579 $439,648 $771,035
Stockholders’ equity $281,805 $303,421 $359,006 $381,502 $659,177

$ IN THOUSANDS, EXCEPT PER SHARE DATA

COSTAR GROUP 2011 ANNUAL REPORT 1
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement, which is expected to be filed with the Securities and Exchange Commission within
120 days after the end of the registrant’s fiscal year ended December 31, 2011, are incorporated by reference into Part IIT of this Report.
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PART I

Item 1. Business

In this report, the words “we,” “our,” “us,” “CoStar” or the “Company” refer to CoStar Group, Inc. and its
direct and indirect subsidiaries. This report also refers to our websites, but information contained on those sites is
not part of this report.

CoStar Group, Inc., a Delaware corporation, founded in 1987, is the number one provider of information and
analytic services to the commercial real estate industry in the United States (U.S.) and United Kingdom (U.K.) based
on the fact that we offer the most comprehensive commercial real estate database available, have the largest research
department in the industry, provide more information and analytic services than any of our competitors and believe
we generate more revenues than any of our competitors. CoStar’s integrated suite of services offers customers online
access to the most comprehensive database of commercial real estate information, which has been researched and
verified by our team of researchers, currently covering the U.S., as well as London and other parts of the U.K. and
parts of France. We manage our business geographically in two operating segments, with our primary areas of
measurement and decision-making being the U.S. and International, which includes the U.K. and France.

Strategy

Since our founding, CoStar’s strategy has been to provide commercial real estate professionals with critical
knowledge to explore and complete transactions by offering the most comprehensive, timely and standardized
information on U.S. commercial real estate. We have extended our offering of comprehensive commercial real
estate information to include London and other parts of the U.K. and parts of France, through acquisitions and
internal growth and development. Information about CoStar’s revenues from, and long-lived assets located in,
foreign countries is included in Notes 2 and 11 to our consolidated financial statements. CoStar’s revenues,
EBITDA, assets and liabilities, broken out by segment are set forth in Note 11 to our consolidated financial
statements. Information about risks associated with our foreign operations is included in “Item 7A. Quantitative and
Qualitative Disclosures about Market Risk.”

We deliver our content to our U.S. customers primarily via an integrated suite of online service offerings that
includes information about space available for lease, comparable sales information, tenant information, information
about properties for sale, internet marketing services, analytical capabilities, information for clients’ websites,
information about industry professionals and their business relationships, data integration and industry news. We
also provide market research and analysis for commercial real estate investors and lenders via our Property and
Portfolio Research, Inc. (“PPR”) service offerings, portfolio and debt management and reporting capabilities
through our Resolve Technology, Inc. (“Resolve Technology™) service offerings, and real estate management
solutions, including lease administration and abstraction services, through our Virtual Premise, Inc. (“Virtual
Premise”) service offerings. We have created and are continually improving a standardized information and analytic
platform where members of the commercial real estate and related business community can continuously interact
and facilitate transactions by efficiently exchanging accurate and standardized commercial real estate information.

Our standardized platform includes the most comprehensive proprietary database in the industry; the largest
research department in the industry; proprietary data collection, information management and quality control
systems; a large in-house product development team; a broad suite of web-based information and analytic services; a
large team of analysts and economists; and a large base of clients. Our database has been developed and enhanced
for more than 24 years by a research department that makes thousands of daily database updates. In addition to our
internal efforts to grow the database, we have obtained and assimilated over 70 proprietary databases.

Our subscription-based information services, consisting primarily of CoStar Property Professional, CoStar
Tenant, CoStar COMPS Professional and FOCUS services, currently generate approximately 94% of our total
revenues. CoStar Property Professional, CoStar Tenant, and CoStar COMPS Professional are generally sold as a
suite of similar services and comprise our primary service offering in our U.S. operating segment. FOCUS is our
primary service offering in our International operating segment. The majority of our contracts for our subscription-
based information services typically have a minimum term of one year and renew automatically. Upon renewal,
many of the subscription contract rates may change 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 subscription-based information services rather than fees based on actual system usage. Contract rates are



generally based on the number of sites, number of users, organization size, the client’s business focus, geography
and the number of services to which a client subscribes. Our subscription clients generally pay contract fees on a
monthly basis, but in some cases may pay us on a quarterly or annual basis.

Expansion and Growth

Acauisitions

Since 1994, we have expanded the geographical coverage of our existing information services and developed
new information and analytic services. In addition to internal growth, we have grown our business through strategic
acquisitions. Most recently, in October 2011, we acquired Virtual Premise, a Software as a Service, or on-demand
software, provider of real estate information management solutions located in Atlanta, Georgia. In addition, we
have also signed a definitive agreement to acquire LoopNet, Inc. (“LoopNet”) (NASDAQ: LOOP); the pending
LoopNet acquisition is described below under “Pending Acquisition.”

Historically, our expansion includes the acquisitions of Chicago ReSource, Inc. in Chicago in 1996 and New
Market Systems, Inc. in San Francisco in 1997. In August 1998, we expanded into the Houston region through the
acquisition of Houston-based real estate information provider C Data Services, Inc. In January 1999, we expanded
further into the Midwest and Florida by acquiring LeaseTrend, Inc. and into Atlanta and Dallas/Fort Worth by
acquiring Jamison Research, Inc. In February 2000, we acquired COMPS.COM, Inc., a San Diego-based provider of
commercial real estate information. In November 2000, we acquired First Image Technologies, Inc., a California-
based provider of commercial real estate software. In September 2002, we expanded further into Portland, Oregon
through the acquisition of certain assets of Napier Realty Advisors (doing business as REAL-NET). In January
2003, we established a base in the U.K. with our acquisition of London-based FOCUS Information Limited. In May
2004, we expanded into Tennessee through the acquisition of Peer Market Research, Inc., and in June 2004, we
extended our coverage of the UK. through the acquisition of Scottish Property Network. In September 2004, we
strengthened our position in Denver, Colorado through the acquisition of substantially all of the assets of RealComp,
Inc., a local comparable sales information provider.

In January 2005, we acquired National Research Bureau, a Connecticut-based provider of U.S. shopping center
information. In December 2006, our UK. subsidiary, CoStar Limited, acquired Grecam S.A.S. (“Grecam”), a
provider of commercial property information and market-level surveys, studies and consulting services located in
Paris, France. In February 2007, CoStar Limited also acquired Property Investment Exchange Limited (“Propex”), a
provider of commercial property information and operator of an electronic platform that facilitates the exchange of
investment property located in London, England. In April 2008, we acquired the assets of First CLS, Inc. (doing
business as the Dorey Companies and DoreyPRO), an Atlanta-based provider of local commercial real estate
information. In July 2009, we acquired Massachusetts-based PPR, a provider of real estate analysis, market forecasts
and credit risk analytics to the commercial real estate industry, and its wholly owned U.K. subsidiary Property and
Portfolio Research Ltd., and in October 2009, we acquired Massachusetts-based Resolve Technology, a provider of
business intelligence and portfolio management software serving the institutional real estate investment industry.

Pending Acquisition

On April 27, 2011, we signed a definitive agreement to acquire LoopNet. LoopNet owns and operates an online
marketplace for commercial real estate in the U.S. that enables commercial real estate agents, working on behalf of
property owners and landlords, to list properties for sale or for lease and submit detailed information on property
listings in order to find a buyer or tenant. Pursuant to the merger agreement, as a result of the merger (a) each
outstanding share of LoopNet common stock will be converted into a unit consisting of (i) $16.50 in cash (the “Cash
Consideration”), without interest and (ii) 0.03702 shares of CoStar common stock (the “Stock Consideration”), and
(b) each outstanding share of LoopNet Series A Convertible Preferred Stock, unless previously converted into
LoopNet common stock, will be converted into a unit consisting of (i) the product of 148.80952 multiplied by the
Cash Consideration and (ii) the product of 148.80952 multiplied by the Stock Consideration, representing a total
equity value of approximately $860.0 million and an enterprise value of $762.0 million as of April 27, 2011. The
holders of LoopNet’s Series A Convertible Preferred Stock delivered contingent conversion notices to LoopNet
pursuant to which such shares will be converted into LoopNet common stock immediately prior to, and contingent
upon, the completion of the merger. The boards of directors of both companies have unanimously approved the
transaction, and the holders of a majority of the outstanding shares of LoopNet’s common stock and Series A
Convertible Preferred Stock, voting together as a single class on an as-converted basis, approved adoption of the



merger agreement on July 11, 2011. Information about the LoopNet merger agreement can be found in the
registration statement on Form S-4 filed by CoStar on May 13, 2011, which was amended on June 3, 2011, under
the heading “The Merger Agreement.”

The LoopNet transaction is subject to customary closing conditions, including expiration or termination of the
waiting period under the Hart-Scott-Rodino Antitrust Improvement Act of 1976 (the “HSR Act”). As previously
disclosed in our proxy statement/prospectus dated June 6, 2011, both CoStar and LoopNet filed notification and
report forms with the Department of Justice and the Federal Trade Commission (the “FTC”) pursuant to the Hart-
Scott-Rodino Antitrust Improvement Act of 1976 (the “HSR Act”), on May 31, 2011. As a result, the waiting period
under the HSR Act with respect to the proposed acquisition of LoopNet by CoStar (the “merger”) was scheduled to
expire on June 30, 2011. As previously reported in a Current Report on Form 8-K, on June 30, 2011, CoStar and
LoopNet each received a request for additional information (commonly referred to as a “second request”) from the
FTC with respect to the proposed merger. At the FTC’s request, CoStar and LoopNet subsequently agreed to extend
the waiting period imposed by the HSR Act from 30 to 60 days after the date of substantial compliance with the
second request unless that period is extended voluntarily by the parties or terminated sooner by the FTC. On
November 4, 2011, each of the Company and LoopNet certified as to its substantial compliance with the second
request. As previously disclosed on January 3, 2012, CoStar and LoopNet voluntarily agreed to further extend the
waiting period imposed by the HSR Act on a 45-day rolling basis to allow them to engage in discussions with the
FTC to determine whether there is a possible basis for, and to discuss the possible terms of, a mutually acceptable
consent order that would allow the merger to close. On January 31, 2012, CoStar and LoopNet mutually agreed to
extend the date after which either party may individually elect to terminate the merger agreement from January 31,
2012 to April 30, 2012. While there can be no assurance that agreement on the terms of a possible consent order can
be reached in a timely manner or at all, the Company believes the discussions with the FTC Staff are currently
proceeding constructively and the Company is hopeful that they will in the near term result in an agreement with the
FTC Staff on the terms of such a consent order, subject to FTC approval. Additional information about the merger
and the risks associated with the merger can be found under “Item 1A. — Risk Factors” below.

The LoopNet transaction is not subject to a financing condition. We intend to fund the cash portion of the
consideration payable to LoopNet stockholders in the merger through a combination of cash on hand, including the
net proceeds of approximately $247.9 million from an equity offering we completed in June 2011, and a $175.0
million term loan facility available to us under a Credit Agreement we entered into on February 16, 2012 with a
syndicate of lenders and J.P. Morgan Bank, as administrative agent. The obligation of the lenders to make the loans
under the Credit Agreement is subject to the simultaneous closing of the merger with LoopNet and the satisfaction
of certain other conditions precedent. See Notes 19 and 20 to the consolidated financial statements for additional
information regarding the financing commitment from J.P. Morgan Bank and the credit facility entered into
subsequent to December 31, 2011.

Development

We intend to continue to grow our standardized platform of commercial real estate information and analytic
services and to expand our service offerings, both in terms of geographical coverage and the scope of services
offered. Most recently, on August 15, 2011, we launched CoStarGo' in the U.S.; CoStarGo is an iPad application
that integrates our comprehensive property, tenant and comparable sales information in our suite of online products
— CoStar Property Professional®, CoStar Tenant® and CoStar COMPS Professional®. Historically, our development
and expansion efforts have included both geographic expansion and product development. In 2004, we began
research for a 21-market U.S. expansion effort. By the end of the first quarter of 2006, we had successfully
launched service in each of those 21 markets. In addition, following our acquisition of National Research Bureau
in January 2005, we launched various research initiatives as part of our expansion into real estate information for
retail properties. We launched the new retail component of our flagship product, CoStar Property Professional®, in
May 2006. In July 2006, we announced our intention to commence actively researching commercial properties in
approximately 81 new Core Based Statistical Areas (“CBSAs”) across the U.S. in an effort to expand the
geographical coverage of our service offerings, including our new retail service. In the fourth quarter of 2007, we
released our CoStar Property Professional service in the 81 new CBSAs across the U.S. In 2008, we released CoStar
Showcase, an internet marketing service that provides commercial real estate professionals the opportunity to make
their listings accessible to all visitors to our public websites, www.CoStar.com and www.showcase.com.

During the second half of 2009, as part of our strategy to provide subscribers with tools for conducting primary
research and analysis on commercial real estate, we expanded subscribers’ capabilities to use our database of



research-verified commercial property information to conduct in-depth analysis and generate reports on trends in
sales and leasing activity online. Further, in support of our initiative to expand subscribers’ analytic capabilities, in
July 2009 we acquired PPR and its wholly owned subsidiary, which provide real estate investment analysis and
market forecasting services. In October 2009, we acquired Resolve Technology, including its business intelligence
and portfolio management software used by institutional real estate investment companies, and in October 2011, we
acquired Virtual Premise, a provider of real estate management solutions, including lease administration and
abstraction services: both of these acquisitions enabled us to provide our customers with additional tools for
analyzing commercial real estate markets and portfolios.

International Expansion and Development

We also intend to continue to expand the coverage of our service offerings within our International segment and
to integrate our International operations more fully with those in the U.S. In December 2006, our U.K. subsidiary,
CoStar Limited, acquired Grecam S.A.S., a provider of commercial property information and market-level surveys,
studies and consulting services, located in Paris, France. In February 2007, CoStar Limited also acquired Property
Investment Exchange Limited, a provider of commercial property information and operator of an electronic platform
that facilitates the exchange of investment property located in London, England. Our July 2009 acquisition of PPR
and PPR UK also expanded the market research capabilities of our U.K. operations.

We intend to introduce a consistent international platform of service offerings in the upcoming future. In 2007,
we introduced the “CoStar Group” as the brand encompassing our international operations. In early 2010 we
launched Showcase, our internet marketing service that provides commercial real estate professionals with high
quality internet lead generation, in the U.K. We expect to introduce CoStar Property Professional, CoStar COMPS
Professional, CoStar Tenant and CoStarGo in the UK. in the upcoming future. Additionally, we plan to upgrade
back end research operations, fulfillment and Customer Relationship Management (“CRM”) systems in the U.K. to
support these new U.K. services. In order to implement these services and improvements in the UK., we have
incurred, and expect to incur increased development costs. We believe that our U.S. and International expansion,
continued investments in U.S. products, internationalization of our products and integration efforts have created a
platform for long-term growth, which we intend to continue to develop, invest in and expand.

Industry Overview

The market for commercial real estate information and analysis is vast based on the variety, volume and value
of transactions related to commercial real estate. Each transaction has multiple participants and multiple information
requirements, and in order to facilitate transactions, industry participants must have extensive, accurate and current
information and analysis. Members of the commercial real estate and related business community require daily
access to current data such as space availability, properties for sale, rental rates, vacancy rates, tenant movements,
sales comparables, supply, new construction, absorption rates and other important market developments to carry out
their businesses effectively. Market research (including historical and forecast conditions) and applied analytics
have also become instrumental to the success of commercial real estate industry participants operating in the current
economic environment. There is a strong need for an efficient marketplace, where commercial real estate
professionals can exchange information, evaluate opportunities using standardized data and interpretive analyses,
and interact with each other on a continuous basis.

A large number of parties involved in the commercial real estate and related business community make use of
the services we provide in order to obtain information they need to conduct their businesses, including:

*  Sales and leasing brokers + Government agencies

»  Property owners *  Mortgage-backed security issuers
*  Property managers *  Appraisers

*  Design and construction professionals *  Pension fund managers

*  Real estate developers *  Reporters

*  Real estate investment trust managers ¢  Tenant vendors

*  Investment bankers *  Building services vendors

»  Commercial bankers +  Communications providers

*  Mortgage bankers + Insurance companies’ managers
*  Mortgage brokers + Institutional advisors

*  Retailers » Investors and asset managers



The commercial real estate and related business community generally has operated in an inefficient marketplace
because of the fragmented approach to gathering and exchanging information within the marketplace. Various
organizations, including hundreds of brokerage firms, directory publishers and local research companies, collect
data on specific markets and develop software to analyze the information they have independently gathered. This
highly fragmented methodology has resulted in duplication of effort in the collection and analysis of information,
excessive internal cost and the creation of non-standardized data containing varying degrees of accuracy and
comprehensiveness, resulting in a formidable information gap.

The creation of a standardized information platform for commercial real estate requires an infrastructure
including a standardized database, accurate and comprehensive research capabilities, experienced analysts, easy to
use technology and intensive participant interaction. By combining our extensive database, approximately 1,005
researchers and outside contractors, our experienced team of analysts and economists, technological expertise and
broad customer base, we believe that we have created such a platform.

CoStar’s Comprehensive Database

CoStar has spent more than 24 years building and acquiring a database of commercial real estate information,
which includes information on leasing, sales, comparable sales, tenants, and demand statistics, as well as digital
images.

As of January 31, 2012, our database of real estate information covered the U.S., London, England and other
parts of the U.K. and parts of France, and contained information about:

+  Approximately 1.5 million sale and lease listings;

«  Approximately 4.2 million total properties;

»  Approximately 10.0 billion square feet of sale and lease listings;

*  Approximately 8.1 million tenants;

«  Approximately 1.9 million sales transactions valued in the aggregate at approximately $4.1 trillion;
and

«  Approximately 12.4 million digital attachments, including building photographs, aerial photographs,
plat maps and floor plans.

This highly complex database is comprised of hundreds of data fields, tracking such categories as:

+  Location *  Mortgage and deed information
»  Site and zoning information »  For-sale information

*  Building characteristics *  Income and expense histories

*  Space availability *  Tenant names

+ Tax assessments «  Lease expirations

*  Ownership +  Contact information

»  Sales and lease comparables +  Historical trends

+  Space requirements »  Demographic information

*  Number of retail stores +  Retail sales per square foot

CoStar Research

We have developed a sophisticated data collection organization utilizing a multi-faceted research process. In
2011, our full time researchers and contractors drove millions of miles, conducted hundreds of thousands of on-site
building inspections, and conducted millions of interviews of brokers, owners and tenants.

Research Department. As of January 31, 2012, we had approximately 1,005 commercial real estate research
professionals and outside contractors performing research. Our research professionals undergo an extensive training
program so that we can maintain consistent research methods and processes throughout our research department.
Our researchers collect and analyze commercial real estate information through millions of phone calls, e-mails,
internet updates and faxes each year, in addition to field inspections, public records review, news monitoring and
direct mail. Each researcher is responsible for maintaining the accuracy and reliability of database information. As
part of their update process, researchers develop cooperative relationships with industry professionals that allow
them to gather useful information. Because of the importance commercial real estate professionals place on our data



and our prominent position in the industry, many of these professionals routinely take the initiative and proactively
report available space and transactions to our researchers.

CoStar has an extensive field research effort that includes physical inspection of properties in order to research
new markets, find additional inventory, photograph properties and verify existing information.

CoStar utilizes 144 high-tech field research vehicles in 39 states and the U.K. Of these vehicles, 98 are custom-
designed energy efficient hybrid cars that are equipped with computers, proprietary Global Positioning System
tracking software, high resolution digital cameras and handheld laser instruments to help precisely measure
buildings, geo-code them and position them on digital maps. Some of our researchers also use custom-designed
trucks with the same equipment as well as pneumatic masts that extend up to an elevation of twenty-five feet to
allow for unobstructed building photographs from “birds-eye” views. Each CoStar vehicle uses wireless technology
to track and transmit field data. A typical site inspection consists of photographing the building, measuring the
building, geo-coding the building, capturing “For Sale” or “For Lease” sign information, counting parking spaces,
assessing property condition and construction, and gathering tenant information. Certain researchers canvass
properties, interviewing tenants suite by suite. In addition, many of our field researchers are photographers who take
photographs of commercial real estate properties to add to CoStar’s database of digital images.

Data and Image Providers. We license a small portion of our data and images from public record providers and
third party data sources. Licensing agreements with these entities provide for our use of a variety of commercial real
estate information, including property ownership, tenant information, demographic information, maps and aerial
photographs, all of which enhance various CoStar services. These license agreements generally grant us a non-
exclusive license to use the data and images in the creation and supplementation of our information and analytic
services and include what we believe are standard terms, such as a contract term ranging from one to five years,
automatic renewal of the contract and fixed periodic license fees or a combination of fixed periodic license fees plus
additional fees based upon our usage.

Management and Quality Control Systems. Our research processes include automated and non-automated
controls to ensure the integrity of the data collection process. A large number of automated data quality tests check
for potential errors, including occupancy date conflicts, available square footage greater than building area, typical
floor space greater than land area and expired leases. We also monitor changes to critical fields of information to
ensure all information is kept in compliance with our standard definitions and methodology. Our non-automated
quality control procedures include:

calling our information sources on recently updated properties to re-verify information;

performing periodic research audits and field checks to determine if we correctly canvassed buildings;
providing training and retraining to our research professionals to ensure accurate data compilation; and
compiling measurable performance metrics for research teams and managers for feedback on data quality.

Finally, one of the most important and effective quality control measures we rely on is feedback provided by the
commercial real estate professionals using our data every day.

Proprietary Technology

As of January 31, 2012, CoStar had a staff of 168 product development, database and network professionals.
CoStar’s information technology professionals focus on developing new services for our customers and delivering
research automation tools that improve the quality of our data and increase the efficiency of our research analysts.

Our information technology team is responsible for developing and maintaining CoStar services, including
CoStar Property Professional®, CoStar COMPS Professional®, CoStar Tenant®, CoStar Showcase®, CoStar
Connect®, CoStarGo™ FOCUS™, Shopproperty ™, PPR products and services, Resolve Portfolio Maximizer® and
Request™ and Virtual Premise products and services. In 2008, CoStar released CoStar Showcase, an internet
marketing service that provides commercial real estate professionals the opportunity to make their listings accessible
to all visitors to our public websites, www.CoStar.com and www.showcase.com. In 2009, we expanded subscribers’
capabilities to use CoStar’s database of research-verified commercial property information to conduct in-depth
analysis and generate reports on trends in sales and leasing activity online. In 2010, we launched Showcase in the
U.K. via www.Showcase.co.uk. On August 15, 2011, we launched CoStarGo in the U.S.; CoStarGo is an iPad



application that integrates our comprehensive property, tenant and comparable sales information in our suite of
online products — CoStar Property Professional, CoStar Tenant and CoStar COMPS Professional.

Our information technology team is responsible for developing the infrastructure necessary to support CoStar’s
business processes, our comprehensive database of commercial real estate information and analytic services and our
extensive image library. The team implements technologies and systems that introduce efficient workflows and
controls that increase the production capacity of our research teams and improve the quality of our data. Over the
years, the team has developed data collection and quality control mechanisms that we believe are unique to the
commercial real estate industry. The team continues to develop and modify our enterprise information management
system that integrates CoStar sales, research, field research, customer support and accounting information. We use
this system to maintain our commercial real estate research information, manage contacts with the commercial real
estate community, provide research workflow automation and conduct daily automated quality assurance checks. In
addition, our information technology team has also developed fraud-detection technology to detect and prevent
unauthorized access to our services.

Our information technology professionals also maintain the servers and network components necessary to
support CoStar services and research systems. Our encrypted virtual private network provides remote researchers
and salespeople secure access to CoStar applications and network resources. CoStar maintains a comprehensive data
protection policy that provides for use of encrypted data fields and off-site storage of all system backups, among
other protective measures. CoStar’s services are continually monitored in an effort to ensure our customers fast and
reliable access.

Services

Our suite of information and analytic services is branded and marketed to our customers. Our services are
derived from a database of building-specific information and offer customers specialized tools for accessing,
analyzing and using our information. Over time, we expect to continue to enhance our existing information and
analytic services and develop additional services that make use of our comprehensive database to meet the needs of
our existing customers as well as potential new categories of customers.

Our various information and analytic services are described in detail in the following paragraphs as of January
31,2012:

CoStar Property Professional® CoStar Property Professional, or “CoStar Property,” is the Company’s flagship
service. It provides subscribers a comprehensive inventory of office, industrial, retail and multifamily properties and
land in markets throughout the U.S., including for-lease and for-sale listings, historical data, building photographs,
maps and floor plans. Commercial real estate professionals 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-based search capabilities as well as a user controlled, password protected extranet (or electronic “file
cabinet™) 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 website. CoStar Property, along
with all of CoStar’s other core information and analytic services, is delivered solely via the internet.

CoStar COMPS Professional® CoStar COMPS Professional, or “COMPS Professional,” provides
comprehensive coverage of comparable sales information in the U.S. commercial real estate industry. It is the
industry’s most comprehensive 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. COMPS Professional offers subscribers numerous fields of property information, access to support
documents (e.g., deeds of trust) for new comparables, demographics and the ability to view for-sale properties
alongside sold properties in three formats — plotted on a map, aerial image or in a table.

CoStar Tenant®  CoStar Tenant is a detailed online business-to-business prospecting and analytical tool
providing commercial real estate professionals with the most comprehensive commercial real estate-related U.S.
tenant information available. CoStar Tenant profiles tenants occupying space in commercial buildings across the
U.S. and provides updates on lease expirations - one of the service’s key features - as well as occupancy levels,
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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 tenants meeting certain criteria.

CoStarGo™  CoStarGo is an iPad application that integrates our comprehensive property, tenant and
comparable sales information in our suite of online products — CoStar Property Professional, CoStar Tenant and

CoStar COMPS Professional. CoStarGo provides a single, location-centric mobile interface that allows users to
access and display comprehensive information on millions of properties and gain instant access to analytic data and
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demographic information from the field.

CoStar Showcase® CoStar Showcase offers commercial real estate professionals a simple way to get their for-
sale and for-lease listings in front of a broad internet audience who search on Google, Yahoo, Bing, Showcase.com
and Costar.com to find commercial properties. When customers sign up for CoStar Showcase, their listings become
accessible to visitors to Showcase.com and Costar.com, who can search those listings for free. To drive traffic to
CoStar Showcase subscriber listings, CoStar invests in Google, Yahoo and Bing keyword based pay-per-click
advertising to capture the high volume traffic of users actively searching for commercial properties on those search
engines. As part of their CoStar Showcase subscription, subscribers also receive customized websites for each of
their brokers that displays their bio, photo, contact information and updated listings that they can use to promote
their services. CoStar Showcase can be purchased as a firm-wide annual subscription by firms who want all of their
brokers to be able to access the service, or it can be purchased by individual brokers on a month-to-month basis.

CoStar Advertising® CoStar Advertising offers property owners a highly targeted and cost effective way to
market a space for lease or a property for sale directly to the individuals looking for that type of space through
interactive advertising. Our advertising model is based on varying levels of exposure, 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 positioning and are enhanced to stand out. The advertiser can
also purchase exposure in additional submarkets, or the entire market area so that this ad will appear even when this
listing would not be returned in a results set.

CoStar Market Report™  The CoStar Market Report provides in-depth current and historical analytical
information covering office, industrial and retail properties across the U.S. Published quarterly, each market 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 intelligent commercial real estate decisions. CoStar Market Reports are available to CoStar Property
Professional subscribers at no additional charge.

CoStar Property Express® CoStar Property Express provides access, via an annual subscription, 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 Listings Express® CoStar Listings Express provides access via an annual subscription to a listings only
version of CoStar Property Express. Commercial real estate professionals use CoStar Listings Express to look up
and search for lease and for sale listings in CoStar’s comprehensive national database. CoStar Listings Express
provides base building information, photos, floor plans, maps and a limited number of reports on only properties that
are either for lease or for sale. CoStar Listings Express does not provide information on fully leased properties, as
found in CoStar Property Professional and CoStar Property Express.

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 websites. 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 via the CoStar Property database and manages customers’ online property information,
providing comprehensive listings coverage and significantly reducing the expense of building and maintaining their
websites’ content and functionality.

CoStar Professional Directory®  CoStar Professional Directory, a service available exclusively to CoStar

Property Professional subscribers, provides detailed contact information for approximately 1.6 million commercial
real estate professionals, including specific information about an individual’s current and prior activities such as
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completed transactions, current landlord representation assignments, 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 create personal profiles. Subscribers use CoStar Professional
Directory to network with their peers, identify and evaluate potential business partners, and maintain accurate
mailing lists of other industry professionals for their direct mail marketing efforts.

Metropolis™ The Metropolis service is a single interface that combines commercial real estate data from
multiple information providers into a comprehensive 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 technology 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.

PPR® Our subsidiary PPR, and its U.K. subsidiary, PPR UK, offer products and services designed to meet the
research needs of commercial real estate investors and lenders. PPR covers metropolitan areas throughout the U.S.,
the UK., and Europe, with offerings including historical and forecast market data and analysis by market and
property type, and services including access to PPR’s analysts, economists, and strategists to develop and deliver
custom research solutions. Key tools include analysis of underlying property data, assessment of current market
fundamentals, forecasts of future market performance, and credit default models.

PPR Portal™ is PPR’s primary delivery platform for research, forecasts, analytics, and granular data
surrounding a specific address and property type. Information is organized around clearly defined tabs, for ease of
access. The information is presented in written, table data, graphic, and map formats, and can easily be downloaded
by the user for integration into its own analytical framework. PPR’s Portal is used by lenders, investors, and owners
to identify and price investment opportunities, manage assets and portfolios, and source and service capital.

PPR COMPASS™ is PPR’s premier commercial real estate risk management tool. It allows users to calculate
Probability of Default, Loss Given Default, Expected Loss, and Confidence Interval (of Expected Loss) results for a
loan or a portfolio. It provides direct comparisons of credit risk and refinance risk across Time, Market, Property
Type, and Loan Structure for all macroeconomic forecast scenarios. COMPASS®E is used by lenders, issuers,
ratings agencies, and regulators to estimate required loss reserves and economic capital, target lending opportunities,
set pricing strategy, objectively compare/price loans, more effectively allocate capital, and manage refinance risk.

Resolve Portfolio Maximizer®  Resolve Portfolio Maximizer is an industry leading real estate portfolio
management software solution. Resolve Portfolio Maximizer allows users to model partnership structures, calculate
waterfall distributions and fees, model and analyze debt obligations, and create multiple “what if” scenarios for
alternative investment decisions.

Request™  Request is the first business intelligence software solution built specifically for managing
commercial real estate investments. Request helps users eliminate some of the difficulties of consolidating real
estate investment data from disparate sources and facilitates standardization of information presentation and
reporting across an organization. Request also provides a platform for users to develop business intelligence and
reporting capabilities.

VP Corporate Edition™ Our subsidiary, Virtual Premise, offers VP Corporate Edition, a real estate
management software solution designed for corporate real estate managers, company executives, business unit
directors, brokers and project managers. VP Corporate Edition helps users connect real estate initiatives with
company strategic goals, streamline portfolio operations, automate the process for collecting and managing space
requests, reduce occupancy costs with analytics that track location performance against targets, and maximize

location performance through proactive portfolio management. Virtual Premise also provides lease abstraction and
data review services in order to facilitate the effective implementation of this software solution.

VP Retail Edition™ VP Retail Edition is a real estate management software solution designed for company
executives, real estate dealmakers and store planning and construction managers. VP Retail Edition helps users to
utilize comprehensive and real-time data to establish goals and store strategies, manage the execution of real estate
strategies, summarize critical portfolio data to drive cost-saving decisions, and benchmark prerequisite store-level
information and metrics for maximizing location performance through proactive portfolio management. Virtual
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Premise also provides lease abstraction and data review services in order to facilitate the effective implementation of
this software solution.

FOCUS™  (CoStar’s U.K. subsidiary, CoStar UK. Limited, offers several services; its primary service is
FOCUS. FOCUS is a digital online service offering information on the U.K. commercial real estate market. This
service seamlessly links data on individual properties and companies across the U.K., including comparable sales,
available space, requirements, tenants, lease deals, planning information, socio-economics and demographics, credit
ratings, photos and maps.

Showcase.co.uk Showcase.co.uk offers commercial real estate professionals a simple way to get their for-sale
and for-lease listings in front of a broad internet audience who search on Google, Yahoo, Bing, and Showcase.co.uk
to find commercial properties. When customers sign up for Showcase.co.uk, their listings become accessible to
visitors to www.Showcase.co.uk and other CoStar URLs who can search those listings for free. To drive traffic to
Showcase.co.uk subscriber listings, CoStar UK Limited invests in Google, Yahoo and Bing keyword based pay-per-
click advertising to capture the high volume traffic of users actively searching for commercial properties on those
search engines. As part of their Showcase.co.uk subscription, subscribers also receive customized websites for each
of their brokers that displays their bio, photo, contact information and updated listings that they can use to promote
their services. Showcase.co.uk is available as a firm-wide annual subscription by firms who want all of their brokers
to be able to access the service or can be purchased by a single location of a national firm on an annual subscription
basis.

Propex™  Propex gives users access to the commercial property investment market. It is used by UK.
investment agencies and professional investors and is a secure online exchange through which investment deals may
be introduced. It is a primary channel for the distribution of live transaction data and property research data in the
U.K. investment market. Propex also provides private investors with a gateway into the commercial property
investment market. It is a free-access listing website, which provides details of commercial property investments. It
is used by U.K. agencies to sell investments suitable for the private investor.

Shopproperty.co.uk™  Shopproperty is a listing database of available retail units across the U.K. on a free-
access website. Shopproperty.co.uk is the only specialist listing website with fully licensed Goad street-trader plans.

Grecam™ Our French subsidiary, Grecam S.A.S., provides commercial real estate information throughout the
Paris region through its Observatoire Immobilier D’ Entreprise (“OIE”) service offering. The OIE service provides
commercial property availability and transaction information to its subscribers through both an online service and
market reports.
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Clients

We draw clients from across the commercial real estate and related business community. Commercial real estate
brokers have traditionally formed the largest portion of CoStar clients, however, we also provide services to owners,
landlords, financial institutions, retailers, vendors, appraisers, investment banks, governmental agencies, and other
parties involved in commercial real estate. The following chart lists U.S. and U.K. clients that are well known or
have the highest annual subscription fees in each of the various categories, each as of January 31, 2012.

Brokers Lenders, Investment Bankers Institutional Advisors, Asset Managers
Binswanger AEGON USA Realty Advisors, Inc. AEW Capital Management LP
BNP Paribas — U.K. Bank of America, N.A. BlackRock
Carter Citibank Hartford Investment Management Company
Cassidy Turley Deutsche Bank ING Clarion Partners
CB Richard Ellis GE Capital Manulife Financial
CB Richard Ellis — U.K. JP Morgan Chase Bank Metropolitan Life
Charles Dunn Company, Inc. Key Bank NorthMarq Capital
Coldwell Banker Commercial NRT Q10 Capital LLC Progressive Casualty Insurance Co.
Colliers Suntrust Prudential
Colliers International UK — U.K. TD Bank Prudential — UK.
CRESA Wells Fargo USAA Real Estate Company
Cushman & Wakefield

Cushman & Wakefield — U.K.
DAUM Commercial Real Estate Services
Drivers Jonas Deloitte — U.K.

DTZ— UK. Owners, Developers Appraisers, Accountants

Gerald Eve — U.K. Hines Deloitte

Grubb & Ellis Industrial Developments International Integra

GVA Grimley — UK. LNR Property Corp KPMG

HFF MWB Business Services — U.K. Marvin F. Poer

Japan Real Estate Institute — U.K. Shorenstein Company, LLC Price Waterhouse Coopers

Jones Lang LaSalle Tishman Speyer Thomson Reuters

Jones Lang LaSalle — U.K.

Kidder Mathews

Lambert Smith Hampton — U.K.

Marcus & Millichap

Mohr Partners Retailers Government Agencies

NAI Global 7-Eleven City of Chicago

Newmark Knight Frank Denny’s Cook County Assessor’s Office

Re/Max Dollar General Corporation County of Los Angeles

Savills Commercial — U.K. Herman Miller Federal Deposit Insurance Corporation

Sperry Van Ness Massage Envy Federal Reserve Bank of New York

Studley Rent-A-Center Internal Revenue Service

UGL Sony Scottish Enterprise — U.K.

U.S. Equities Realty Spencer Gifts LLC Transportation Security Administration

USI Real Estate Brokerage Services Taco Bell U.S. Department of Housing and Urban Development

Weichert Commercial Brokerage Walgreens U.S. General Services Administration
REITs Property Managers Vendors

Boston Properties Asset Plus Corporation ADT Security

Brandywine Realty Trust Leggat McCall Properties Comcast Corporation

Brookfield Properties Lincoln Property Company Cox Communications, Inc.

Duke Realty Corporation Navisys Group Kastle Systems

Kimco Reaity Corporation Osprey Management Company Time Warner Cable, Inc.

Simon Property Group, Inc. PM Realty Group Turner Construction Company

Vornado/Charles E. Smith

Transwestern Commercial Services

Verizon Communications, Inc.

For the years ended December 31, 2009, 2010 and 2011, no single client accounted for more than 5% of our

revenuces.
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Sales and Marketing

As of January 31, 2012, we had 313 sales, marketing and customer support employees, with the majority of our
direct sales force located in field sales offices. Qur sales teams are primarily located in 26 field sales offices
throughout the U.S. and in offices located in London, England; Manchester, England; Glasgow, Scotland and Paris,
France. Our inside sales team is located in our downtown Washington, DC, office. This team prospects for new
clients and performs service demonstrations exclusively by telephone and over the internet to support the direct sales
force.

Our local offices typically serve as the platform for our in-market sales, customer support and field research
operations for their respective regions. The sales force is responsible for selling to new prospects, training new and
existing clients, providing ongoing customer support, renewing existing client contracts and identifying cross-selling
opportunities. In addition, the sales force has primary front line responsibility for customer care.

Our sales strategy is to aggressively attract new clients, while providing ongoing incentives for existing clients
to subscribe to additional services. We actively manage client accounts in order to retain clients by providing
frequent service demonstrations as well as company-client contact and communication. We place a premium on
training new and existing client personnel on the use of our services so as to promote maximum client utilization and
satisfaction with our services. Our strategy also involves entering into multi-year, multi-market license agreements
with our larger clients.

We seek to make our services essential to our clients’ businesses. To encourage clients to use our services
regularly, we generally charge a fixed monthly amount for our subscription-based services rather than fees based on
actual system usage. Contract rates are generally based on the number of sites, number of users, organization size,
the client’s business focus, geography and the number of services to which a client subscribes. Our subscription
clients generally pay contract fees on a monthly basis, but in some cases may pay us on a quarterly or annual basis.

Our customer service and support staff is charged with ensuring high client satisfaction by providing ongoing
customer support.

Our primary marketing methods include: service demonstrations; face to face networking; web-based
marketing; direct marketing; communication via our corporate website and news services; participation in trade
show and industry events; Company-sponsored events; print advertising in trade magazines and other business
publications; client referrals; and CoStar Advisor™, the Company’s newsletter, which is distributed to our clients
and prospects. We currently offer dozens of webinars each year aimed at helping customers learn more about the
commercial real estate industry and how to use our services. The webinars are available both as live presentations
and as on-demand programs hosted on our website. On a monthly basis, we issue the CoStar Commercial Repeat
Sales Index (CCRSI), a comprehensive set of benchmarks that investors and other market participants can use to
better understand commercial real estate price movements. The Index is produced using our underlying data and is
publicly distributed by CoStar through the news media and made available online at www.costar.com/ccrsi.

Web-based marketing and direct marketing are the most cost-effective means for us to find prospective clients.
Our web-based marketing efforts include paid advertising with major search engines and commercial real estate
news sites and our direct marketing efforts include direct mail, email and telemarketing, and make extensive use of
our unique, proprietary database. Once we have identified a prospective client, our most effective sales method is a
service demonstration. We use various forms of advertising to build brand identity and reinforce the value and
benefits of our services. We also sponsor and attend local association activities and events, including industry-
leading events for commercial brokers and retail and financial services institutions, and attend and/or exhibit at
industry trade shows and conferences to reinforce our relationships with our core user groups.
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Competition

The market for information and analytic services generally is competitive and rapidly changing. In the
commercial real estate industry, the principal competitive factors for commercial real estate information and analytic
services and providers are:

» quality and depth of the underlying databases;

« ease of use, flexibility, and functionality of the software;

« timeliness of the data;

+  breadth of geographic coverage and services offered;

» client service and support;

»  perception that the service offered is the industry standard,;
e price;

+ effectiveness of marketing and sales efforts;

+  proprietary nature of methodologies, databases and technical resources;
»  vendor reputation;

+  brand loyalty among customers; and

+  capital resources.

We compete directly and indirectly for customers with the following categories of companies:

+ online marketing services or websites targeted to commercial real estate brokers, buyers and sellers of
commercial real estate properties, insurance companies, mortgage brokers and lenders, such as
PropertyLine.com, LoopNet, Inc., Reed Business Information Limited, officespace.com,
MrOfficeSpace.com, TenantWise, Inc., WorkplacelQ, RealPoint LLC and RealUp;

+  publishers and distributors of information and analytic services, including regional providers and national
print publications, such as Xceligent, Inc., eProperty Data, CBRE Economic Advisors, Marshall & Swift,
Yale Robbins, Inc., Reis, Inc., Real Capital Analytics, Inc. and The Smith Guide, Inc.;

+ locally controlled real estate boards, exchanges or associations sponsoring property listing services and the
companies with whom they partner, such as Xceligent, Inc., eProperty Data, Catalyst, the National
Association of Realtors, CCIM Institute, Society of Industrial and Office Realtors (SIOR) the Commercial
Association of Realtors Data Services and the Association of Industrial Realtors (AIR);

« real estate portfolio management software solutions, such as Cougar Software, Yardi Systems, MRI
Software, Altus (Argus Software) and Intuit Inc.;

+  in-house research departments operated by commercial real estate brokers; and
*  public record providers.

As the commercial real estate information and analytic services marketplace develops, additional competitors
(including companies which could have greater access to data, financial, product development, technical, analytic or
marketing resources than we do) may enter the market and competition may intensify. A company like Bloomberg
L.P. has the resources and has previously announced an intention to move into the commercial real estate
information business. Further, a company like Google, which has a far-reaching web presence and substantial data
aggregation capabilities, could easily enter the commercial real estate marketing arena. While we believe that we
have successfully differentiated ourselves from existing competitors, current or future competitors could materially
harm our business.
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Proprietary Rights

To protect our proprietary rights in our methodologies, database, software, trademarks and other intellectual
property, we depend upon a combination of:

» trade secret, copyright, trademark, database protection and other laws;

»  nondisclosure, noncompetition and other contractual provisions with employees and consultants;
« license agreements with customers;

*  patent protection; and

» technical measures.

We seek to protect our software’s source code, our database and our photography as trade secrets and under
copyright law. Although copyright registration is not a prerequisite for copyright protection, we have filed for
copyright registration for many of our databases, photographs, software and other materials. Under current U.S.
copyright law, the arrangement and selection of data may be protected, but the actual data itself may not be. In
addition, with respect to our U.K. databases, certain database protection laws provide additional protections of these
databases. We license our services under license agreements that grant our clients non-exclusive, non-transferable
licenses. These agreements restrict the disclosure and use of our information and prohibit the unauthorized
reproduction or transfer of the information and analytic services we license.

We also attempt to protect the secrecy of our proprietary database, our trade secrets and our proprietary
information through confidentiality and noncompetition agreements with our employees and consultants. Our
services also include technical measures designed to discourage and detect unauthorized copying of our intellectual
property. We have established an internal antipiracy team that uses fraud-detection technology to continually
monitor our services to detect and prevent unauthorized access, and we actively prosecute individuals and firms that
engage in this unlawful activity.

We have filed trademark applications to register trademarks for a variety of names for CoStar services and other
marks, and have obtained registered trademarks for a variety of our marks, including “CoStar,” “COMPS,” “CoStar
Property,” “CoStar Tenant,” “CoStar Showcase” and “CoStar Group.” Depending upon the jurisdiction, trademarks
are generally valid as long as they are in use and/or their registrations are properly maintained and they have not
been found to become generic. We consider our trademarks in the aggregate to constitute a valuable asset. In
addition, we have filed several patent applications covering certain of our methodologies and software and currently
have one patent in the U.K. which expires in 2021 covering, among other things, certain of our field research
methodologies, and six patents in the U.S. which expire in 2020, 2021, 2022, 2023 (2 patents) and 2025,
respectively, covering, among other things, critical elements of CoStar’s proprietary field research technology and
mapping tools. We regard the rights under our patents as valuable to our business but do not believe that our
business is materially dependent on any single patent or on our portfolio of patents as a whole.

Employees

As of January 31, 2012, we employed 1,514 employees. None of our employees are represented by a labor
union. We have experienced no work stoppages. We believe that our employee relations are excellent.

Available Information

Our investor relations internet website is http://www.costar.com/investors.aspx. The reports we file with or
furnish to the Securities and Exchange Commission, including our annual report, quarterly reports and current
reports, are available free of charge on our internet website as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the Securities and Exchange Commission. You may review and copy any of
the information we file with the Securities and Exchange Commission at the Commission's Public Reference Room
at 100 F Street, NE, Washington, DC 20549. You may obtain information regarding the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The Securities and Exchange Commission maintains an
internet site that contains reports, proxy and information statements, and other information regarding issuers that file
electronically with the Commission at http://www.sec.gov.
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Item 1A.  Risk Factors
Cautionary Statement Concerning Forward-Looking Statements

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 2012 and beyond, our possible or assumed future results of operations generally, and other statements
and information regarding assumptions about our revenues, EBITDA, adjusted EBITDA, non-GAAP net income,
non-GAAP net income per share, fully diluted net income, combined financial metrics related to the LoopNet
acquisition, the timing of the LoopNet acquisition, taxable income, cash flow from operating activities, available
cash, operating costs, amortization expense, intangible asset recovery, net income per share, diluted net income per
share, weighted-average outstanding shares, capital and other expenditures, effective tax rate, equity compensation
charges, future taxable income, purchase amortization, financing plans, geographic expansion, product development,
acquisitions, contract renewal rate, capital structure, contractual obligations, legal proceedings and claims, our
database, database growth, services and facilities, employee relations, future economic performance, our ability to
liquidate or realize our long-term investments, management’s plans, goals and objectives for future operations, and
growth and markets for our stock. Sections of this Report which contain forward-looking statements include
“Business,” “Risk Factors,” “Properties,” “Legal Proceedings,” “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” “Quantitative and Qualitative Disclosures About Market Risk,”
“Controls and Procedures” and the Financial Statements and related Notes.

Our forward-looking statements are also identified by words such as “believes,” “expects,” “thinks,”
“anticipates,” “intends,” “estimates,” “potential” or similar expressions. You should understand that these forward-
Jooking statements are estimates reflecting our judgment, beliefs and expectations, not guarantees of future
performance. They are subject to a number of assumptions, risks and uncertainties that could cause actual results to
differ materially from those expressed or implied in the forward-looking statements. The following important
factors, in addition to those discussed or referred to under the heading “Risk Factors,” and other unforeseen events
or circumstances, could affect our future results and could cause those results or other outcomes to differ materially
from those expressed or implied in our forward-looking statements: commercial real estate market conditions; the
pace of recovery in the commercial real estate market; general economic conditions; our ability to identify, acquire
and integrate acquisition candidates; the possibility that the FTC will request additional extensions to the waiting
period imposed by the HSR Act; the possibility that CoStar, LoopNet and the FTC cannot reach a mutually
acceptable resolution in a timely manner or at all; the possibility that the LoopNet merger does not close, including,
but not limited to, due to the failure to obtain governmental approval; conditions, divestitures or changes relating to
the operations or assets of LoopNet and CoStar that may be required to obtain governmental clearances or approvals
to the merger; our ability to realize expected cost savings or other synergies from the LoopNet merger on a timely
basis or at all; our ability to combine the businesses of CoStar and LoopNet successfully or in a timely and cost-
efficient manner; failure to obtain any required financing on favorable terms; the degree of business disruption
relating to the LoopNet merger; the use of the net proceeds of our June 2011 equity offering; the amount of
investment in CoStarGo marketing initiatives; our ability to realize expected expense savings from various
initiatives, including office consolidations; changes or consolidations within the commercial real estate industry;
customer retention; our ability to attract new clients; our ability to sell additional services to existing clients; our
ability to integrate our U.S. and international product offerings; our ability to successfully introduce new products in
U.S. and foreign markets; competition; foreign currency fluctuations; global credit market conditions affecting
investments; our ability to continue to expand successfully; our ability to effectively penetrate the market for retail
real estate information and gain acceptance in that market; our ability to control costs; litigation; changes in
accounting policies or practices; release of new and upgraded services by us or our competitors; data quality;
development of our sales force; employee retention; technical problems with our services; managerial execution;
changes in relationships with real estate brokers and other strategic partners; legal and regulatory issues; and
successful adoption of and training on our services.

Accordingly, you should not place undue reliance on forward-looking statements, which speak only as of, and
are based on information available to us on, the date of this Report. All subsequent written and oral forward-looking
statements attributable to us or any person acting on our behalf are expressly qualified in their entirety by the
cautionary statements contained or referred to in this section. We do not undertake any obligation to update any such
statements or release publicly any revisions to these forward-looking statements to reflect events or circumstances
after the date of this Report or to reflect the occurrence of unanticipated events.
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Risk Factors
Risks Related to our Pending Acquisition of LoopNet

The failure to successfully integrate LoopNet’s business and operations and/or fully realize synergies from the

merger in the expected time frﬂma mav adverselv n#or-f our future results. Assumine comnletion of the mercer with
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LoopNet, the success of that merger will depend, in part, on our ability to successfully integrate LoopNet’s business
and operations and fully realize the anticipated benefits and synergies from combining our business and LoopNet’s
business. However, to realize these anticipated benefits and synergies, our business and LoopNet’s business must be
successfully combined. If we are not able to achieve these objectives following the merger, the anticipated benefits
and synergies of the merger may not be realized fully or at all or may take longer to realize than expected.

We and LoopNet have operated and, until the completion of the merger, will continue to operate independently.
The integration process could result in the loss of key employees, loss of key clients, increases in operating costs, or
the disruption of each company’s ongoing businesses, any or all of which could adversely affect our ability to
achieve the anticipated benefits and synergies of the merger. Integration efforts between the two companies will also
divert management attention and resources. The success of the merger will depend in part on our ability to realize
the anticipated growth opportunities and cost savings from integrating our business and LoopNet’s business, while
minimizing or eliminating any difficulties that may occur. Even if the integration of our two businesses is
successful, it may not result in the realization of the full benefits of the growth opportunities and cost savings that
we currently expect or these benefits may not be achieved within the anticipated time frame. Any failure to timely
realize these anticipated benefits could have a material adverse effect on our revenues, expenses and operating
results.

Our business relationships, including client relationships, may be subject to disruption due to uncertainty
associated with the merger. Parties with which we and LoopNet do business may experience uncertainty associated
with the transaction, including with respect to current or future business relationships with us, LoopNet or the
combined business of both companies. Our and LoopNet’s business relationships may be subject to disruption as
clients and others may attempt to negotiate changes in existing business relationships or consider entering into
business relationships with parties other than us, LoopNet or the combined business. These disruptions could have
an adverse effect on the businesses, financial condition, results of operations or prospects of the combined business.
The adverse effect of such disruptions could be exacerbated by delays in the completion of the merger or
termination of the merger agreement.

The merger agreement may be terminated in accordance with its terms and the merger may not be completed.
The merger agreement is subject to a number of conditions which must be fulfilled in order to complete the merger.
Those conditions include: obtaining regulatory and antitrust approvals, absence of orders prohibiting the completion
of the merger or imposing a “Substantial Detriment” 