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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company.  See the definitions of “large accelerated filer,” “accelerated
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filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Securities Exchange Act of
1934.
Large accelerated filer  x Accelerated filer  o
Non-accelerated filer  o
(Do not check if a smaller reporting company) Smaller reporting company  o

Emerging growth company  o

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

Edgar Filing: COSTAR GROUP INC - Form 10-Q

2



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

As of October 20, 2017, there were 36,145,490 shares of the registrant’s common stock outstanding.
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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements

COSTAR GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2017 2016 2017 2016
Revenues                                                                          $247,533 $212,711 $711,239 $619,319
Cost of revenues                                                                          55,483 42,222 162,102 127,801
Gross margin                                                                          192,050 170,489 549,137 491,518

Operating expenses:
Selling and marketing                                                                       72,705 75,414 240,833 231,086
Software development                                                                       21,536 19,357 67,054 56,539
General and administrative                                                                       35,998 30,572 104,550 88,275
Customer base amortization                                                                       4,298 5,550 13,642 17,602

134,537 130,893 426,079 393,502
Income from operations                                                                          57,513 39,596 123,058 98,016
Interest and other income 555 344 1,589 587
Interest and other expense (2,901 ) (2,498 ) (8,280 ) (7,462 )
Income before income
taxes                                                                          55,167 37,442 116,367 91,141

Income tax expense                                                                     20,990 14,241 37,876 35,643
Net income                                                     $34,177 $23,201 $78,491 $55,498

Net income per share —
basic                                                                          $1.05 $0.72 $2.42 $1.73

Net income per share —
diluted                                                                          $1.04 $0.72 $2.40 $1.71

Weighted average outstanding shares —
basic                                                                          32,444 32,186 32,375 32,152

Weighted average outstanding shares — diluted 32,814 32,440 32,705 32,423

See accompanying notes.
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COSTAR GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)
(unaudited)

Three Months
Ended
September 30,

Nine Months
Ended
September 30,

2017 2016 2017 2016
Net income $34,177 $23,201 $78,491 $55,498
Other comprehensive income (loss), net of tax
Foreign currency translation adjustment 1,190 (596 ) 3,432 (3,054 )
Net decrease in unrealized loss on investments — 46 — 275
Total other comprehensive income (loss) 1,190 (550 ) 3,432 (2,779 )
Total comprehensive income $35,367 $22,651 $81,923 $52,719

See accompanying notes.
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COSTAR GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

September 30,
2017

December 31,
2016

ASSETS (unaudited)
Current assets:
Cash and cash equivalents $ 622,995 $ 567,223
Accounts receivable, net of allowance for doubtful accounts of approximately
    $6,370 and $6,344 as of September 30, 2017 and December 31, 2016, respectively 60,871 48,537

Income tax receivable — 129
Prepaid expenses and other current assets 16,215 11,602
Total current assets 700,081 627,491

Long-term investments 9,952 9,952
Deferred income taxes, net 6,477 7,273
Property and equipment, net 84,326 87,568
Goodwill 1,283,190 1,254,866
Intangible assets, net 191,178 195,965
Deposits and other assets 5,392 1,948
Total assets $ 2,280,596 $ 2,185,063
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term debt $ 36,910 $ 31,866
Accounts payable 11,323 11,478
Accrued wages and commissions 34,661 33,803
Accrued expenses 33,073 31,092
Deferred gain on the sale of building 2,523 2,523
Income taxes payable 9,328 3,814
Deferred rent 3,201 1,206
Deferred revenue 45,568 39,164
Total current liabilities 176,587 154,946

Long-term debt, less current portion 268,586 306,473
Deferred gain on the sale of building 16,823 18,715
Deferred rent 30,090 31,589
Deferred income taxes, net 22,101 18,386
Income taxes payable 3,982 741
Total liabilities 518,169 530,850

Total stockholders’ equity 1,762,427 1,654,213
Total liabilities and stockholders’ equity $ 2,280,596 $ 2,185,063
See accompanying notes.
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COSTAR GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Nine Months Ended
September 30,
2017 2016

Operating activities:
Net income $78,491 $55,498
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 48,277 53,041
Amortization of debt issuance costs 2,157 2,407
Stock-based compensation expense 29,203 26,981
Deferred income tax expense, net 6,087 5,554
Provision for losses on accounts receivable 3,992 6,462
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (15,809 ) (13,808 )
Prepaid expenses and other current assets (3,561 ) (1,398 )
Deposits and other assets (3,387 ) 473
Accounts payable and other liabilities 11,888 12,864
Deferred revenue 5,969 386
Net cash provided by operating activities 163,307 148,460

Investing activities:
Proceeds from sale and settlement of investments — 4,700
Purchases of property and equipment and other assets (19,754 ) (11,692 )
Acquisitions, net of cash acquired (47,767 ) (10,443 )
Net cash used in investing activities (67,521 ) (17,435 )

Financing activities:
Payments of long-term debt (35,000 ) (20,000 )
Payments of issuance costs (643 ) —
Repurchase of restricted stock to satisfy tax withholding obligations (14,309 ) (14,573 )
Proceeds from exercise of stock options and employee stock purchase plan 9,058 4,791
Net cash used in financing activities (40,894 ) (29,782 )

Effect of foreign currency exchange rates on cash and cash equivalents 880 (962 )
Net increase in cash and cash equivalents 55,772 100,281
Cash and cash equivalents at the beginning of period 567,223 421,818
Cash and cash equivalents at the end of period $622,995 $522,099
See accompanying notes.
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

1.ORGANIZATION

CoStar Group, Inc. (the “Company” or “CoStar”) provides information, analytics and online marketplace services to the
commercial real estate and related business community through its comprehensive, proprietary database of
commercial real estate information covering the United States (“U.S.”), the United Kingdom (“U.K.”), and parts of
Canada, Spain, Germany and France. The Company provides online marketplaces for commercial real estate,
apartment rentals, lands for sale and businesses for sale. The Company operates within two operating segments, North
America and International, and its services are typically distributed to its clients under subscription-based license
agreements that renew automatically, a majority of which have a term of one year.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The condensed consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All intercompany balances and transactions have been eliminated in consolidation. Accounting policies
are consistent for each operating segment.

Interim Financial Statements

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in
accordance with U.S. generally accepted accounting principles (“GAAP”) for interim financial information. In the
opinion of the Company’s management, the financial statements reflect all adjustments necessary to present fairly the
Company’s financial position at September 30, 2017 and December 31, 2016, the results of its operations for the three
and nine months ended September 30, 2017 and 2016, its comprehensive income for the three and nine months ended
September 30, 2017 and 2016, and its cash flows for the nine months ended September 30, 2017 and 2016. These
adjustments are of a normal recurring nature.

Certain notes and other information have been condensed or omitted from the interim financial statements presented
in this Quarterly Report on Form 10-Q. Therefore, these financial statements should be read in conjunction with the
Company’s Annual Report on Form 10-K for the year ended December 31, 2016.

The results of operations for the three and nine months ended September 30, 2017 are not necessarily indicative of
future financial results.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. On an ongoing
basis, the Company evaluates its estimates and assumptions, including those related to revenue recognition, allowance
for doubtful accounts, credit reserves, useful lives of property and equipment and intangible assets, recoverability of
long-lived assets and intangible assets with definite lives, goodwill, income taxes, fair value of equity instruments, fair
value of auction rate securities ("ARS"), accounting for business combinations and contingencies, among others. The
Company bases these estimates on historical and anticipated results, trends, and various other assumptions that it
believes are reasonable, including assumptions as to future events. These estimates form the basis for making
judgments about the carrying values of assets and liabilities and recorded revenues and expenses. Actual results could
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differ from these estimates.

Revenue Recognition

The Company primarily derives revenues by (i) providing access to its proprietary database of commercial real estate
information, and (ii) providing an online marketplace for professional property management companies, property
owners, brokers, and landlords. The Company generally charges a fixed monthly amount for its subscription-based
services. The Company and its subsidiaries' subscription-based services consist primarily of information, analytics and
online marketplace services offered over the internet to commercial real estate industry and related professionals.
Subscription contract rates are based on the number of sites, number of users, organization size, the client’s business
focus, geography, the number and types of services to which a client subscribes, the number of properties a client
advertises and the prominence and placement of a client's advertised properties in the search results, as applicable. A
majority of the subscription-based service agreements have a term of one year and renew automatically.
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Revenue Recognition — (Continued)

Revenues are recognized when (1) there is persuasive evidence of an arrangement, (2) the fee is fixed and
determinable, (3) services have been rendered and payment has been contractually earned and (4) collectability is
reasonably assured. Revenues from subscription-based services are recognized on a straight-line basis over the term of
the agreement. Deferred revenue results from advance cash receipts from customers or amounts billed in advance to
customers from the sale of subscription services and is recognized over the term of the service agreement.

The Company analyzes contracts with multiple elements under the accounting guidance for multiple-element
arrangements. The Company's multiple-element arrangements include information, analytics and/or online
marketplace services that are generally provided to the customer over the same term. When identifying
multiple-element arrangements, the Company considers multiple purchases made by the same customer within a short
time frame and assesses whether the purchases were negotiated together as one overall arrangement. If a
multiple-element arrangement is identified, then the arrangement consideration is allocated among the separate units
of accounting based on their relative selling prices, which are estimated considering factors such as historical pricing,
pricing strategy, market conditions and other factors. The Company accounts for each deliverable in the transaction
separately. If the deliverables cannot be separated into multiple units of accounting, then the arrangement
consideration is combined and recognition of revenue is determined for the combined unit of accounting.
Multiple-element transactions require judgment to determine the selling price or fair value of the different elements.
These judgments impact the amount of revenue recognized over the term of the contract, as well as the period in
which they are recognized.

Concentration of Credit Risk and Financial Instruments

The Company maintains reserves for estimated inherent credit losses, and such losses have been within management’s
expectations. The large size and widespread nature of the Company’s customer base and the Company’s lack of
dependence on any individual customer mitigates the risk of nonpayment of the Company’s accounts receivable. The
carrying amount of the accounts receivable approximates the net realizable value. The carrying value of the accounts
receivable, accounts payable, accrued expenses and long-term debt approximates fair value.

The Company holds cash at major financial institutions in amounts that often exceed Federal Deposit Insurance
Corporation insured limits. The Company manages its credit risk associated with cash concentrations by concentrating
its cash deposits in high quality financial institutions and by periodically evaluating the credit quality of the primary
financial institutions holding such deposits. The carrying value of cash approximates fair value. Historically, the
Company has not experienced any losses due to such cash concentrations.

Advertising Costs

The Company expenses advertising costs as incurred. Advertising costs include e-commerce, television, radio, print
and other media advertising. Advertising costs were approximately $25 million and $27 million for the three months
ended September 30, 2017 and 2016, respectively. Advertising costs were approximately $87 million and $95 million
for the nine months ended September 30, 2017 and 2016, respectively.

Foreign Currency Translation
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The Company’s functional currency of its foreign locations is the local currency. Assets and liabilities are translated
into U.S. dollars using the exchange rates as of the balance sheet dates. Revenues, expenses, gains and losses are
translated at the average exchange rates in effect during each period. Gains and losses resulting from translation are
included in accumulated other comprehensive loss. Currency gains and losses on the translation of intercompany loans
made to foreign subsidiaries that are of a long-term investment nature are also included in accumulated other
comprehensive loss. Net gains or losses resulting from foreign currency exchange transactions are included in the
condensed consolidated statements of operations. There were no material gains or losses from foreign currency
exchange transactions for the three and nine months ended September 30, 2017 and 2016.

9

Edgar Filing: COSTAR GROUP INC - Form 10-Q

12



COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Accumulated Other Comprehensive Loss

The components of accumulated other comprehensive loss were as follows (in thousands):
September 30,
2017

December 31,
2016

Foreign currency translation adjustment $ (8,759 ) $ (12,191 )
Accumulated net unrealized loss on investments, net of tax (848 ) (848 )
Total accumulated other comprehensive loss $ (9,607 ) $ (13,039 )

There were no amounts reclassified out of accumulated other comprehensive loss to the condensed consolidated
statements of operations for the three and nine months ended September 30, 2017 and 2016. The foreign currency
translation adjustment includes intra-entity foreign currency transactions that are of a long-term investment nature.

Net Income Per Share

Net income per share is computed by dividing net income by the weighted average number of common shares
outstanding during the period on a basic and diluted basis. The Company’s potentially dilutive securities include stock
options and unvested restricted stock. Diluted net income per share considers the impact of potentially dilutive
securities except in periods in which there is a net loss, as the inclusion of the potentially dilutive common shares
would have an anti-dilutive effect.

The following table sets forth the calculation of basic and diluted net income per share (in thousands, except per share
data):

Three Months
Ended
September 30,

Nine Months
Ended
September 30,

Numerator:
2017 2016 2017 2016

Net income $34,177 $23,201 $78,491 $55,498
Denominator:
Denominator for basic net income per share — weighted-average outstanding
shares 32,444 32,186 32,375 32,152

Effect of dilutive securities:
Stock options and restricted stock 370 254 330 271
Denominator for diluted net income per share — weighted-average outstanding
shares 32,814 32,440 32,705 32,423

Net income per share — basic $1.05 $0.72 $2.42 $1.73
Net income per share — diluted $1.04 $0.72 $2.40 $1.71
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Net Income Per Share — (Continued)

There were no anti-dilutive options for the three months ended September 30, 2017. Stock options to purchase
approximately 89,000 shares that were outstanding for the three months ended September 30, 2016 were not included
in the computation of diluted net income per share because the inclusion of such shares would have an anti-dilutive
effect. Stock options to purchase approximately 116,000 and 184,000 shares that were outstanding for the nine months
ended September 30, 2017 and 2016, respectively, were not included in the computation of diluted net income per
share because the inclusion of the potentially dilutive common shares would have an anti-dilutive effect. Shares
underlying restricted common stock awards that vest based on Company performance and service conditions that have
not been achieved as of the end of the period are not included in the computation of basic or diluted earnings per
share. Shares underlying restricted stock units that vest based on Company service conditions that have not been
achieved as of the end of the period are not included in the computation of basic or diluted earnings per share. The
following table summarizes the shares underlying the performance-based restricted stock awards and service-based
restricted stock units excluded from the basic and diluted calculation (in thousands):

Three
Months
Ended
September
30,

Nine
Months
Ended
September
30,

2017 2016 2017 2016
Performance-based restricted stock awards 85 72 85 72
Service-based restricted stock units 1 1 1 1
Total shares excluded from computation 86 73 86 73

Stock-Based Compensation

Equity instruments issued in exchange for services performed by officers, employees, directors and consultants of the
Company are accounted for using a fair-value based method and the fair value of such equity instruments is
recognized as expense in the condensed consolidated statements of operations.

Stock-based compensation expense is measured at the grant date of the stock-based awards that vest over set time
periods based on their fair values, and is recognized on a straight line basis as expense over the vesting periods of the
awards, net of an estimated forfeiture rate. For equity instruments that vest based on performance, the Company
assesses the probability of the achievement of the performance conditions at the end of each reporting period, or more
frequently based upon the occurrence of events that may change the probability of whether the performance conditions
would be met. If the Company's initial estimates of the achievement of the performance conditions change, the related
stock-based compensation expense and timing of recognition may fluctuate from period to period based on those
estimates. For equity instruments that vest based on a performance condition and a market condition, the Company
estimates the fair value of each equity instrument granted on the date of grant using a Monte-Carlo simulation model.
This pricing model uses multiple simulations to evaluate the probability of achieving the market condition to calculate
the fair value of the awards. Stock-based compensation expense is updated based on the expected achievement of the
related performance conditions at the end of each reporting period. If the performance conditions are not met, no
stock-based compensation expense will be recognized, and any previously recognized stock-based compensation
expense will be reversed.
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Stock-based compensation expense for stock options, restricted stock, restricted stock units issued under equity
incentive plans and stock purchases under the ESPP included in the Company’s results of operations were as follows
(in thousands):

Three Months
Ended
September 30,

Nine Months
Ended
September 30,

2017 2016 2017 2016
Cost of revenues $1,201 $1,396 $3,711 $4,209
Selling and marketing 1,862 1,676 5,401 4,920
Software development 1,665 1,684 5,315 4,902
General and administrative 5,015 4,555 14,776 12,950
Total stock-based compensation $9,743 $9,311 $29,203 $26,981
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Stock-Based Compensation — (Continued)

Options to purchase 3,532 and 3,367 shares were exercised during the three months ended September 30, 2017 and
2016, respectively. Options to purchase 81,815 and 24,078 shares were exercised during the nine months ended
September 30, 2017 and 2016, respectively.

Debt Issuance Costs

Costs incurred in connection with the issuance of long-term debt are capitalized and amortized as interest expense
over the term of the related debt using the effective interest method. These amounts are reflected in the consolidated
balance sheets as direct deductions from a combination of the current and long-term portions of debt. Upon a
refinancing, previously capitalized debt issuance costs are expensed and included in loss on extinguishment of debt if
the Company determines that there has been a substantial modification of the related debt. If the Company determines
that there has not been a substantial modification of the related debt, any previously capitalized debt issuance costs are
amortized as interest expense over the term of the new debt instrument using the effective interest method. The
Company had capitalized debt issuance costs, net of amortization, of approximately $5 million and $7 million as of
September 30, 2017 and December 31, 2016, respectively. The debt issuance costs are associated with the financing
commitment received from JPMorgan Chase Bank, N.A. (“J.P. Morgan Bank”) on April 27, 2011, the subsequent term
loan facility and revolving credit facility established under a credit agreement dated February 16, 2012 (the “2012
Credit Agreement”), the financing commitment received from J.P. Morgan Bank, Bank of America, N.A., SunTrust
Bank and Wells Fargo Bank, National Association on February 28, 2014, and the subsequent term loan facility and
revolving credit facility established under a credit agreement dated April 1, 2014 (the “2014 Credit Agreement”). See
Notes 7 and 11 for additional information regarding the term loan facility and revolving credit facility. The Company
amortized debt issuance costs of approximately $670,000 and $797,000 for the three months ended September 30,
2017 and 2016, respectively. The Company amortized debt issuance costs of approximately $2 million for each of the
nine months ended September 30, 2017 and 2016, respectively.

Business Combinations

The Company allocates the purchase consideration to the tangible assets acquired, liabilities assumed and intangible
assets acquired based on their estimated fair values. The excess of the fair value of purchase consideration over the
fair values of these identifiable assets and liabilities is recorded as goodwill. Such valuations require management to
make significant estimates and assumptions, especially with respect to intangible assets. Significant estimates in
valuing certain intangible assets include, but are not limited to, future expected cash flows from acquired customer
bases, acquired database technology, and acquired trade names from a market participant's perspective, useful lives
and discount rates. During the measurement period, the Company may record adjustments to the assets acquired and
liabilities assumed. Any adjustments to provisional amounts that are identified during the measurement period are
recorded in the reporting period in which the adjustment amounts are determined. Upon the conclusion of the
measurement period, any subsequent adjustments are recorded to earnings.
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Recent Accounting Pronouncements

There have been no developments to the Recent Accounting Pronouncements discussion included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2016, including the expected dates of adoption and
estimated effects on the Company’s condensed consolidated financial statements, except for the following:

In May 2014, the Financial Accounting Standards Board (“FASB”) and International Accounting Standards Board
(“IASB”) jointly issued a new revenue recognition standard that is designed to improve financial reporting by creating
common recognition guidance for GAAP and International Financial Reporting Standards (“IFRS”). This guidance
provides a robust framework for addressing revenue issues, improves the comparability of revenue recognition
practices across industries, provides useful information to users of financial statements through improved disclosure
requirements and simplifies the presentation of financial statements. The core principle of the guidance is that an
entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. From
March to December 2016, amendments to the new revenue recognition standard were issued to clarify numerous
accounting topics, including, but not limited to (i) the implementation guidance on principal versus agent
considerations, (ii) the identification of performance obligations, (iii) the licensing implementation guidance, (iv) the
objective of the collectability criterion, (v) the application of the variable consideration guidance and modified
retrospective transition method, (vi) the way in which impairment testing is performed and (vii) the disclosure
requirements for revenue recognized from performance obligations. This guidance permits the use of either a full
retrospective method or a modified retrospective approach. The modified retrospective approach would be applied
only to the most current period presented along with a cumulative-effect adjustment at the date of adoption. This
guidance will be effective for annual reporting periods beginning after December 15, 2017, although companies may
adopt the standard as early as annual reporting periods beginning after December 15, 2016, including interim periods
within that reporting period. The Company is currently evaluating the potential impact of adopting this guidance and,
although it expects significant changes to its financial statement disclosures, due to the nature of its services and
current revenue recognition practices, it does not believe the new revenue recognition standard will have a material
impact on its revenue recognition policies. The Company expects adoption of the new standard will change its current
treatment of commissions paid to employees, which the Company currently expenses as incurred. Under the new
standard, the Company expects to capitalize commission costs as an incremental cost of obtaining a contract, which
may have a material impact on the Company's financial statements. The Company is currently evaluating the period
over which the capitalized commission costs will be amortized. Once the amortization period is determined, the
Company expects to be able to assess the impact of adopting this guidance. The Company expects to adopt the new
standard on January 1, 2018 using the modified retrospective transition method.

In February 2016, the FASB issued authoritative guidance to increase transparency and comparability among
organizations' accounting for leases. The guidance requires a company to recognize lease assets and lease liabilities on
the balance sheet, as well as disclose key information about leasing arrangements. This guidance is effective on a
modified retrospective basis for annual reporting periods beginning after December 15, 2018, including interim
periods within that reporting period. Early application is permitted. The Company is currently evaluating the impact
this guidance will have on its financial statements and related disclosures, and expects that the adoption of this
standard may result in a material increase in assets and liabilities on its consolidated balance sheets.
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Recent Accounting Pronouncements — (Continued)

In March 2016, the FASB issued authoritative guidance to simplify several aspects of the accounting for share-based
payment transactions, including the income tax consequences, classification of awards as either equity or liabilities,
and classification of share-based payment transactions on the statement of cash flows. The guidance requires a
company to (i) recognize all excess tax benefits and tax deficiencies as income tax expense or benefit in the statement
of operations using a prospective transition method, (ii) recognize excess tax benefits in the current period regardless
of whether the benefit reduces taxes payable using a modified retrospective transition method, and (iii) classify all
excess tax benefits as operating activities within the statement of cash flows using either a prospective transition
method or a retrospective transition method. The guidance also allows a company to (i) elect whether to estimate the
number of share-based awards expected to vest or account for forfeitures when they occur, and (ii) withhold up to the
maximum statutory tax rate in the applicable jurisdiction for awards, both of which should be applied using a modified
retrospective transition method. Finally, the guidance requires a company to classify the cash paid by an employer
when directly withholding shares for tax withholding purposes as a financing activity within the statement of cash
flows using a retrospective transition method. This guidance is effective for annual reporting periods beginning after
December 15, 2016, including interim periods within that reporting period.

The adoption of the new standard resulted in a $2 million cumulative-effect adjustment as of January 1, 2017 to record
a deferred tax asset with the offset to retained earnings on the balance sheet, representing the amount of the
Company's net operating loss carryforwards attributable to excess tax benefits that it was not able to record under the
prior guidance. The Company elected to apply the presentation requirements for statement of cash flows related to
excess tax benefits retrospectively to all periods presented, which resulted in an increase to both net cash provided by
operating activities and net cash used in financing activities of approximately $5 million for the nine months ended
September 30, 2016. The presentation requirements related to employee taxes paid by withholding shares had no
impact to any of the periods presented in the Company's condensed consolidated cash flows statements since such
cash flows have historically been presented as a financing activity. In accordance with the new standard, the Company
recognized an income tax benefit of $1 million, resulting in a corresponding increase in net income and an increase of
$0.02 per basic and diluted share for the three months ended September 30, 2017. In addition, the Company
recognized an income tax benefit of $8 million, resulting in a corresponding increase in net income and an increase of
$0.23 per basic and diluted share for the nine months ended September 30, 2017. These income tax benefits related to
the recognition of excess tax benefits from stock options that were exercised and restricted stock that vested during the
period, that prior to the adoption of the new standard were recognized as an increase to additional paid-in capital.

In June 2016, the FASB issued authoritative guidance designed to provide financial statement users with more
information about the expected credit losses on financial instruments and other commitments to extend credit held by
a reporting entity at each reporting date. When determining such expected credit losses, the guidance requires
companies to apply a methodology that reflects expected credit losses and requires consideration of a broader range of
reasonable and supportable information to inform credit loss estimates. This guidance is effective on a modified
retrospective basis for annual reporting periods beginning after December 15, 2019, including interim periods within
that reporting period. Companies may adopt the standard as early as annual reporting periods beginning after
December 15, 2018. The Company is currently evaluating the impact this guidance will have on its financial
statements and related disclosures.

In August 2016, the FASB issued authoritative guidance designed to reduce the existing diversity in how certain cash
receipts and cash payments are presented and classified in the consolidated statements of cash flows. This guidance is
effective on a retrospective basis for annual reporting periods beginning after December 15, 2017, including interim
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periods within that reporting period. Early application is permitted. This guidance is not expected to have a material
impact on the Company's consolidated statements of cash flows and related disclosures.

In January 2017, the FASB issued authoritative guidance designed to clarify the definition of a business to assist
entities with evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or
businesses. The guidance indicates that when substantially all of the fair value of the gross assets acquired (or
disposed of) is concentrated in a single identifiable asset or a group of similar identifiable assets, the set of assets is
not a business. This guidance is effective on a prospective basis for annual reporting periods beginning after
December 15, 2017, including interim periods within that reporting period. Early application is permitted in certain
situations. This guidance is not expected to have a material impact on the Company's consolidated financial statements
and related disclosures.

14
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COSTAR GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited) — (CONTINUED)

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — (CONTINUED)

Recent Accounting Pronouncements — (Continued)

In January 2017, the FASB issued authoritative guidance designed to simplify the measurement of goodwill by
eliminating Step 2 from the goodwill impairment test. The guidance indicates that an entity should recognize an
impairment charge for the amount by which the carrying amount of a reporting unit exceeds the reporting unit's fair
value; however, the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit.
This guidance is effective on a prospective basis for annual reporting periods beginning after December 15, 2019,
including interim periods within that reporting period. Early application is permitted for interim or annual goodwill
impairment tests performed on testing dates after January 1, 2017. The Company early adopted this guidance during
the first quarter of 2017 and the early adoption did not have a material impact on the Company's consolidated financial
statements and related disclosures.

In May 2017, the FASB issued authoritative guidance designed to reduce the existing diversity and complexity in the
accounting for changes to terms or conditions of a share-based payment award. This guidance clarifies that an entity
will not apply modification accounting to a share-based payment award if all of the following are the same
immediately before and after the change: (i) the fair value of the award, (ii) the vesting conditions of the award, and
(iii) the classification of the award as an equity instrument or liability instrument. This guidance is effective on a
prospective basis for annual reporting periods beginning after December 15, 2017, including interim periods within
that reporting period. Early application is permitted. This guidance is not expected to have a material impact on the
Company's consolidated financial statements and related disclosures.

3.INVESTMENTS

The Company determines the appropriate classification of debt and equity investments at the time of purchase and
re-evaluates such designation as of each balance sheet date. The Company considers all of its investments to be
available-for-sale. The Company's investments consist of long-term variable rate debt instruments with an auction
reset feature, referred to as ARS. Investments are carried at fair value.

Scheduled maturities of investments classified as available-for-sale as of September 30, 2017 are as follows (in
thousands):

Maturity Fair
Value

Due:
July 1, 2017 — June 30, 2018$ —
July 1, 2018 — June 30, 2022—
July 1, 2022 — June 30, 2027—
After June 30, 2027
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