BN COSTAR |

GROUP

Real Estate Information







Every year, hundreds of thousands of transactions

industry. Whether it's a tenant leasing office
space, an investor buying or selling an industrial
park, a lender underwriting the mortgage on

a shopping center or a chartered surveyor
conducting a rent review, each transaction
involves multiple participants-leasing brokers,
tenant representatives, owners/developers,
investors, lenders, appraisers, lawyers and
consultants. Each of those participants requires
detailed facts to make informed decisions.

CoStar Group is the principal information
provider to commerciat real estate professionals
in the United States and the United Kingdom.

are completed across the commercial real estate

Our comprehensive suite of products provides
our customers with information, insight and
perspective to support their leasing, sales and
valuation processes. And the sophisticated
technology we have developed helps commercial
real estate professionals access data quickly,
dramatically increasing their productivity.

Whether it is CoStar Property® to find space and
position buildings effectively in the marketptace,
CoStar COMPS® to accurately value an asset,
CoStar Tenant® to identify prospects to filt a
vacant space, or FOCUS Information to collect
London lease comps, CoStar is at work in almost
every major commercial real estate firm in the
United States and the United Kingdom.
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1998 1999 2000 2001 2002

Pro Forma and GAARP-Basis Net [ncome (Loss)

2000 2001 2002

$ 58502 $ 72513 $ 79,363
$  (49.655) $  (20061) $ (4784
$ (3.28) $ (1.29) $ (0.30)
15,137 15,636 15,759

$ 47101 $ 42,002 $ 43530
$ 145871 $ 123,646 $ 118,907
$ 126,374 $ 108,019 $ 104,017

Comparison of Quarterly EBITDA,

{$'s in mitlions)
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1Q2001 2Q2001 3Q2001 4Q2000 1Q2002 2Q2002 3Q2002 4Q2002

Pro Forma Net income (Loss) is our GAAP-basis net loss after excluding purchase
amortization and the related income tax benefit,

EBITDA is our GAAP-basis net loss before interest, income taxes, depreciation and
amortization.

EBITDA

® Pro Forma Net
Income (Loss)

T GAAP-Basis
Net Loss
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To QOur Shareholders

| am pleased to report that we made great progress improving
our earnings while expanding our platform in 2002.

CoStar Group was founded in 1987 on the belief that a
centralized information provider could meet commercial
real estate professionals’ need for reliable, comprehensive
market information and bring tremendous cost savings and
efficiency to the research process. Upon proving our
business model in Washington, DC, we embarked on our
national expansion. Today CoStar offers services in 50 U.S.
markets and the United Kingdom. Our customer base

has grown from a few hundred users, to over 45,000
professionals in the U.S. and UK.

The industry’s adoption of CoStar as the independent,
centralized clearinghouse for commercial real estate
information has greatly improved the way data is collected
and distributed, while raising the overall quality of
information available to real estate professionals. In fact,
many of the leading national and international real estate
firms have standardized on CoStar data across their U.S.
and U.K. operations.

2002 accomplishments

Last year, CoStar Group reported its first pro forma net
income since we went public in 1998 and began building
our national platform. Now that the platform is substantially
complete, the tremendous leverage in our business model
is evident in the remarkable progress we have made this
past year.

For the year ended December 31, 2002, CoStar Group post-
ed pro forma net income of $1.7 million, a dramatic turn-
around compared to a pro forma net loss of $(7.9) million
in 2001. Our pro forma figures exclude only purchase
amortization and the related income tax benefit. EBITDA
(earnings before interest, taxes, depreciation and
amortization) improved to $6.2 million in 2002 compared
to an EBITDA loss of $(3.6) million in 2001. The Company’s
GAAP-basis net loss improved to $(4.8) million in 2002,
compared to a net loss of $(20.2) million in 2001.

Revenues for the year ended December 31, 2002 were
$79.4 million, an increase of 9.4 percent over the prior year.
CoStar has now achieved revenue growth for 18 consecutive
quarters since our IPO.

We are particularly proud of our performance this past year.
Market conditions in commercial real estate remained weak

in 2002, with most key indicators decidedly negative for
the second year in a row. Net absorption of office space has
declined 179 percent since its peak in 2000, and leasing
transaction activity is down 23 percent in that time.

These severe market conditions are having a negative
impact on our core customer base, as real estate service
providers typically draw most of their income from transaction
fees. We believe CoStar's performance in this challenging
environment demonstrates the value and cost savings our
customers recognize in our products. Our subscription
renewal rate rose to 87 percent in 2002 compared to 83
percent in 2001. The renewal rate for our core custamers-
commercial real estate brokers-remains above 9o percent.

One of the most interesting trends we saw in 2002 was that
our biggest customers were signing larger and longer
contracts. Historically, the large multi-market brokerage
firms purchased our services on a market by market,
product by product basis. Between January 2002 and
March 2003, we signed multi-year, multi-market agreements
with eight of our top 10 customers.

Not coincidentally, our largest customers in the United
States are now our largest customers in the United
Kingdom. In January 2003, we completed our acquisition of
London-based Property Intelligence plc, a leading provider
of commercial real estate information services in the United
Kingdom. Its operations primarily consist of FOCUS
Information, a robust service that provides comprehensive
building information, photos, ratings and market data
across the U.K. FOCUS has approximately 700 customers,
including the top 20 U.K. real estate services firms.

The addition of this strong U.K. operation positions CoStar
to deliver integrated service to our multi-national
customers. We believe convenient access to data on the
U.S. and U.K. markets will enhance our customers’ ability
to service their customers, and will ultimately tead to the
expansion of the overall market for commercial real
estate information services. in addition, the U.K.
management team is strong, and brings a unique
perspective to our overall operations.

Closer to home, in September 2002 we acquired the assets
of REAL-NET, an online, subscription-based information
service serving Portland, OR. This opportunistic acquisition
enabled us to rapidly expand our product offering in the
Pacific Northwest, where we previously offered only the
CoStar COMPS product.

Andrew C. Florance
President and Chief
Executive Officer
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Investing in our core business

Our strong financial results have enabled us to make
significant investments in our core business as well,
specifically the development and launch of our next-genera-
tion product platform. In December 2002, we released
CoStar Property 8.0, a fully Web-based version of our
flagship product. This release represents our most significant
technology development in the past several years, and
positions us to maintain our strong market position.

We previewed CoStar Property 8.0 before thousands of
customers and potential customers during a product roll-out
tour last fall, and the feedback has been very positive as we
convert customers from the older desktop software to the
new Web platform during 2003. The new system addresses
their need for advanced productivity and greater control
over the data - things they told us are important. The system
also will feature new statistical and analytical tools that will
provide an even stranger value to our customers.

In addition, we now have the ability to offer an easily
accessible national database, which will make our products
more valuable to Real Estate Investment Trusts (REITs),
financial analysts, commercial banks and institutional
investors, All in all, we believe our new generation of
products can become the standard for commercial real
estate information with the financial institutions that invest
in commercial real estate equity and mortgages, just as it
has with brokerage firms and related businesses in our
primary market.

With the release of CoStar Property 8.0, we have completed
the initial integration of our subscription-based information
services — CoStar Property, CoStar COMPS, CoStar Tenant
and CoStar Exchange — in a common platform. Customers
who subscribe to multiple products can access all of their
subscriptions through a single login, and can now see all of
the relevant data pertaining to a building without ever leaving
the Property system. This deep integration of data helps our
customers save time and provides them with a much broader
perspective of a property’s position in the marketplace.

Focusing on customaer service

Improving customer service continues to be a major focus
for us. Our newer products and our new Customer
Relationship Management (CRM) software system give us
much greater insight into how frequently and successfully
each of our clients is or is not using our products.
Clients who use our products heavily are much more likely
to renew their subscriptions, buy additional products,
recommend our products to other potential customers and
purchase our products if they switch jobs to another
employer. We have changed our sales compensation plan
to incentivize our sales professionals to provide proactive

service to their clients. We believe this will enable them to
deliver a higher level of service to their customers, and
create high customer satisfaction and loyalty for CoStar.

Extending our leadership position

CoStar Group continues to enjoy a dominant market position.
Our comprehensive database and proactive research model
provide a competitive advantage and represent significant
barriers to entry. Most of the competitive business models
we have seen recently are based on selling software-empty
database shells — that shift the expense of providing content
from the vendor to the customer. We do not believe any
business model that places the burden on the customer to
maintain listings represents a viable outsourcing solution.

Still, we believe CoStar Group is in the early stages of
penetrating the potential market for commercial real estate
information. We believe we can continue to generate strong
revenue growth by reaching new customers with our core
products and selling additional products to our current
customers, In addition, we plan to enter a limited number
of new cities in the United States and United Kingdom,
and expand our product offerings in some of our
established markets where we currently do not offer our
full suite of products.

Additionally, we believe we can achieve greater efficiencies
in our own operations by streamlining the number of
internal software systems we maintain to collect and
distribute information to our clients. Achieving this goal
would dramatically reduce the cost of maintaining our
software systems, improve our data quality and reduce our
training costs.

Although the commercial real estate market remains weak,
conditions appear to be stabilizing in 2003, and we could
begin to see signs of recovery in 2004.

We've demonstrated our ability to generate solid revenue
growth despite severe market conditions, and our earnings
have improved dramatically as we have grown revenues
over our relatively fixed cost structure. We're confident that
as our customers’ businesses improve, we will begin to see
the full power of our business model. | look forward to
updating you on our progress.

Andrew C. Florance
President and Chief Executive Officer
CoStar Group, Inc.
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major signings

Between January 2002 and March 2003, CoStar
Group signed new contracts and renewal agreements
with many of the industry’s leading commercial real
estate firms, including:

Commercial Real Estate Services
¢ (B Richard Ellis

® Cushman & Wakefield

¢ Equis

¢ Insignia/ESG

* Jones Lang LaSalle

* Newmark & Co.

¢ The Staubach Co.

¢ Trammell Crow Co.

Property Owners

* Duke Realty Corp.

¢ General Services Administration
¢ Trizec Properties

®

COSTAR

Real Estate Information

Lenders/Financial Services

¢ Arbor Mortgage Corp.

* GMAC Commercial Mortgage
* Prudential Mortgage Capital
» Standard & Poors

¢ Wachovia Securities

Institutional Investors

* Bear Stearns & Co.

Deustsche Bank

Metropolitan Life Insurance Co.
Prudential Investment Management
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Our
Products

10

costar property®

CoStar Property delivers a comprehensive inventory
of office and industrial properties in 50 U.S. markets.
Commercial real estate professionals use CoStar
Property to identify available space, analyze market
conditions, evaluate leasing and sale opportunities,
value assets and position properties in the market-
place. Customers also use CoStar Property to
analyze market conditions by calculating current
vacancy rates, absorption rates or average rental
rates. When used together with CoStar Connect®,
CoStar Property 8.0, our new-generation platform,
enables subscribers to share CoStar content and
deal-related documents with their clients through
their corporate Web site.

costar tenant®

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

costar comps®

CoStar COMPS provides comprehensive,
national 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 designed for
professionals who need to research property
comparables, identify market trends, expedite
the appraisal process and support property
valuations. The service is provided through

a Web-based system that allows users to
search the database on a subscription basis
or on demand.

focus information

Our U.K. subsidiary, Property Intelligence plc,
offers several services under the trade name
FOCUS. The primary product, New FOCUS, is a
digital online service offering information on the
U.K. commercial real estate market. The product
seamlessly links data on individual properties and
companies including comparable sales, available
space, requirements, tenants, lease deals,
planning information, socioeconomics and
demographics, credit ratings, photos and maps
across the United Kingdom. New FOCUS is an
entirely Web-based service.




costar exchange®

CoStar Exchange is an online marketplace for
buying and selling U.S. commercial properties.
The industry’s premier service, this easily
accessible database includes correlating data
on space availability, tenants, comparable sales
and digital images. Customers use this service
to post and search for properties quickly and
efficiently. The information is distributed
through a broker-centric model on a secure Web-
based browser and represents an efficient
means for sellers to reach a large pre-qualified
audience and for buyers to more effectively
identify target properties.

metropolis

The Metropolis software system is a single
interface that combines commercial real estate
data from multiple information providers into

a comprehensive resource. The Metropolis

| software allows a user to input a property
address and then view detailed information
on that property from multiple information
providers, including CoStar products.

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.

costar connect®

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

costar office report

The CoStar Office Report provides in-depth
current and historical data covering 36 of the
major metropolitan office markets in the United
States. 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 marketplace™

CoStar Marketplace provides an online means
for the commercial real estate and related
business community to direct their advertising
to the appropriate decision makers. Customer
benefits from using this advertising service
include highly targeted distribution, higher
visibility and cost efficiency in delivering
advertising messages to targeted audiences.

costar ares® 6.0

CoStar ARES is a leading contact management
and business development tool for commercial
real estate professionals. It is a commercial
real estate specific add-on to ACT! 6.0, a leading
contact management software program. As a
value-added application, ARES is used as a
customizable office-wide repository for contacts,
property listings and comparables and
provides importing of data from other CoStar
subscription products.

coslar news

Our web site, services and e-mail news dispatches
have become an accepted source of reliable
industry news. In 2002, we published over 9,600
news stories. Our NewsWire feature keeps clients
informed of late-breaking commercial real estate
news such as lease deals signed, acquisitions
and people on the move.

11
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The horizon leans forward.

Offering you space to
place new steps of change.

Maya Angelou



S0 , T SECURETEES AND EXCHANGE C@MMHSSE@N
S s Washmgton D.C. 20549 IR

F@ /‘ 10 K l_

7 ANNUAL REPORT PURSUANT TO SECTION 13 OR lS(d) OF
/v . THE SECURITIES EXCHANGE ACT OF 1934 o

o R '} For the ﬁscal year ended December 3l 20@2

L k y Commrssront‘lenumber@ 2453}1

@oﬁtar Group9 Encoe BRI
ERS (Exact name ofregrstrant as specrﬁed in tts charter)

L s

" Deaware - . 522091509

‘ (State or other jurrsdrctnon of - C ‘ (ll./lR.S. Empleyer ‘
‘ mcorporatron or orgamzatron) RN  Identification No.) = .. S

- . - . - f . . '

-2 Bethesda’ Metro Center l@th Floor: - -7 B
. Bethesda, Maryland 20814 . . P
(Address of prmctpal executwe otﬁces) (le code) - ‘ ’

‘  Genzssse o

o Regrstrant’s telephone number, mcludmg area code R

‘ . N Securitres regrstered pursuant to Sectron l2(b) of the Act: ‘
A Tt I . , ~ ~None .

N

Securltres reglstered pursuant to Sectron 12(g) of the Act: )
Common Stock ($ Ol par value) S

- lndrcate by check mark Whether the reg1strant (l) has ﬁled all reports requrred to be ﬁled by Sectlon 13 or lS(d)
of the Securities Exchange ‘Act of 1934 during the precedrng «12-months-(or for such shorter period that the registrant
was requ1red to- ﬁle such reports), and (2) has been subject to' such filing requrrements of the past 90 days Yes X1
No [ 1. S TN . ) , .

; Indrcate by check mark whether the regrstrant is an accelerated ﬁ]er (as deﬁned in. Rule l2b 2 of the Securmes
Exchange Act ofl934) Yes [X ]No[ 2] ‘ SRR : :
Indlcate by check mark if disclosure of delmquent ﬁlers pursuant to Item 405 of Regulatron S-K is not contarned
“herein;, and will not be contamed to the best of regrstrant s knowledge, in definitive proxy or information statements "
i mcorporated by reference in Part III of thrs Form 10- K or any Statement to thrs Form lO K [1- ‘

_Based on the closrng prrce of the common stock on June 28, 2002 on the *Nasdaq Stock Market®, the aggregate‘
market value of regrstrant s common stock held by non- afﬁhates of the regrstrant was approxrmately $278 5 mrllron

-

; As of March 3 2003 there were lS 810 126 shares of regrstrant s common stock outstandmg

~

’ DOCUMEN’ES lNC@RPORATED BY RlElFlERlENClE

- Exchange Commission within 120 days after the end of the regrstrant s ﬁsca] year, are incorporated by reference .
into Part 1 of th1s Report ‘

Portlons of ‘the regrstrant s deﬁnltrve proxy statement whrch is expected to’ be ﬁled W1th the Securities and |



" TABLE OF CONTENTS -

ranrt‘

' Item l,k. . Busmess ...... e, o ............ N RS

‘ 'Item 2 Propertres ...... ..... ....... . ...... | . f ............... ' 9
lIt‘em 3. Legal Pro’cee‘dings..._f‘.,...:....‘:{ ..... ..... 9

k Item 4. ‘S_ub’mi‘ssion of Matters to a Vote-orf Security:Holders}..v......:./\.'.‘....:."t‘;:.;...« ..... -9

© PARTIL. ' - 7'/»',r - |
Item 5. Market for the Reg1strant 8 Common Stock and Related Stockholder Matters ..... e 100

- Ite‘m,6.> ' Selected Consohdated Fmanc1al and Operatmg Data : ll

Item 7. ‘Management s D1scuss10n and Analysrs of F 1nancral Condltlon and Results of Operatrons i2- ‘

“Ttem 7A. Quantrtatwe and Quahtatwe D1sclosures about Market RlSk ........... 24

| Ttem 8. Flnanc1al Statements and SupplementaryData ..... S SO R } e 24

Item 9. \; Changes in and D1sagreements with Accountants on Accountmg and Flnancral Dlsclosure 24

. 'PART IIT

\ Item 10." Directors and Executi‘te Otﬁcers ofthelRegistrant..'..:, ..... et ..... e ...... ........... 25

. Item l\l. Executlve Compensatlon ........ ....... ¥ ......... 25
Item 12\.: Securlty Ownersh1p of Certarn Beneﬁc1al Owners and Management and Related o
Stockholder MALLETS .t e et e e e s 25 -

Item 13. Certain Relationships and‘I{elated Transactlonsr ..... 25

'I'tern‘l4. (SontrQIS'and Proceduires ... . ....... ...... N \ ...... 25

PART IV |

‘ Item 15. Exh1b1ts Fmancral Statement Schedules and Reports on Form 8K rieraes ....... 25

Slgnatures ......... PRRUDREIVIION \’ ........ ........ ..... 26
:Cernﬁcaﬁons“:ﬁnng ..... e Tt ;Jgﬂnguﬁﬁ,aunuulluﬁ ............ e 27
‘Index to Exni'b1ts .......................... e / .......................................... ( ....................... 29
Index to Consolrdated F inancial Statements .............................................. reerrene i e, F-1
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-(In this report the' words “we r’ “us” “CoStar or the “Company refer to CoStar Group, Inc. and its
direct and indirect subsidiaries. Th1s report also refers to our web sites, but information contamed on those sites is
not part of this report. ) ' ‘ .

CoStar Group, Inc. is.the leadmg prov1der of 1nformat10n services to the commerc1al real estate 1ndustry in the
United States and:United ngdom CoStar’s integrated surte of products offers customers online access to the most
comprehensive, vérified database of commercra] real ‘estate 1nformat1on on 50 U S markets as well as London and
the United ngdom ’ - ' ‘

4
'

Since its foundmg in 1987 CoStar’s strategy has been to’ provrde commerc1al real estate professionals with

* . Critical knowledge to complete transactions, by offermg the most comprehensive, timely and “standardized

. information on U.S. commercial real estate. As a result of our J anuary 2003.acquisition of Property Intelligence plc, i
we have extended our offering of comprehenswe commercral real estate 1nformat1on to include London and other
UK. markets. We delivet our content to customers via more than 10 distinct products ‘and services.- Our wide array .
of online commercial real estate information servicés 1ncludes a. leasmg marketplace, a selling marketplace sales |
comparable information, data hosting for chents web. sites, -decision - support contact management, fenant:
information, property data’integration, property marketmg ‘and -industry news.’ We have created a standardlzed
1nformatron platform where the commercial real estate mdustry and related businesses can continuously interact and
easily ’facrlltate transactlons due 1o efficient exchange of accurate mformatron supplred by CoStar

We have a number of assets: that' prov1de a umque foundatron for thls multinational platform including the most
comprehensrve proprietary database in the mdustry, the largest research department in the industry; advanced
software and proprletary technology, mcludmg a large in-house product development team; a broad suite.of web-~
based products and services; and what wé beheve is the largest number of participating organizations and clients.
Our database has been developed and enhanced for more than.15 years by a research department that makes.
.thousands of darly updates to our database. In addition to our mternal efforts to grow the database we have
obtamed and as51mrlated over 50 propnetary databases -

e Hndustrv @vervnew ' . e

‘The market for commercral real estate 1nformat10n is vast based on the varletv volume and valie 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.

Members of the commercial real estate arid related ‘business community require daily access to current data such as

space availability, rental rates, vacancy rates, tenant movements, sales comparables stpply, new construction,
~ absorption rates and other important market developments to carry out their businesses effectively. There i$ a strong

" need for an efficient marketplace, where commercial real estate professronals can exchange mformatron evaluate
opportunities using standardized data and mteract wrth each other ona contmuous basis. - e

A large number of. partres mvolved in the commerc1al real estate and related busmess commumty requne
extensive information to conduct their busmesses mcludmg ‘

’

o Sales and leasmg brokers o - e Govemment agenc1es staff members
° Property owners' - . o ) e Mortgage- backed security 1ssuers :
e Property managers- = . ‘ .- o Appraisers .
° Design and constructron professlonals o ‘/ .- Reporters ,
° Real estate developers . L _ ' o Tenantvendors .
> Real estate investment trust managers o K jBuilding—services vendor's ( /
> Investment bankers , - - » Communications providers o S
o Commercial bankers - ., . N o lnsurance compames managers S
.o Mortgage bankers .. . P . "o Institutional advisors
s Mortgage brokers o .~ . <Investors and asset managers



1

.

The commercral real estate and- related busmess commumty generally operates in. an.inefficient marketp]ace‘ :
because of the fragmented approach to gathermg and exchangmg information within 'the marketplace. Various
organlzatrons mcludmg hundreds of. brokerage firms, d1rectory publishets and local research-companies, have -

o Aattempted to collect data on 'specific markets” and develop software to analyze the . 1nformat10n they have’
- independently. gathered " This’ hlghly fragmented methodology“has resulted in duplication of effort in:the co lléction .~
" and ‘analysis of mformatlon excessive internal cost and’ the creation of non- standardlzed data® contammg varymg‘ ’

"degrees oft accuracy and comprehens1veness resultmg ina formldable 1nformat10n gap

The creation of a- standardrzed 1nformatron platform for commermal real estate requ1res an 1nfrastructure

o \mcludmg a. standardlzed database accurate and comprehensive research capablhtles éasy to use technology and
" intensive participant interaction. - By comblmng its extens1ve database -over -500 - experrenced researchers

technolog1cal expertrse and broad customer base CoStar beheves that it has created such a platform

P

CoStarsComprehensnveDatabase LT A gl e -,

N . . - [ i ~
L - atl
™ . \ - \ , "~ L, \ .

CoStar has spent more than'15 years burldmg and acqulrmg a database of commerc1al real estate mformatlon :
whrch 1ncludes 1nformat1on on leasmg, sales comparable sales, tenants demand statrst1cs and d1g1tal 1mages K '

‘ As of March 1,:2003, our database of real estate 1nformat1on covered over 50 U S markets as well as London
England and other parts of the Umted Kingdom, and contalned e e . SRS

¢ Morethan 25 brlhon square feet of U, S commerc1al real estate
< ° " Over .4 million properties;, \ : _ o ‘
5 - " Approximately 4.0 brlllon square feet of space avarlable - PR
> ' Over55,000 properties for sale;, R oL
"o Over2.7 million™ tenants occupymg commerc1al real estate space QT
<= More than 1 m1lhon sales trangactions Valued in the aggregate atover $1 trrlhon and I
e Ove1 1.5 million- high- resolutron d1g1tal 1mages 1nclud1ng burldmg photographs aerlal photographs plat

jmaps andfloorplans N - . DA

- A

Th1s hlghly complex database is comprlsed of hundreds of data- ﬁelds trackmg such categorles as: - -

-

= : - s

° Locatlon Tt o B N Lo Mortgage and deed mformatlon

- Site and 7on1ng 1nformat10n R ..o For-sale mformatlon ‘ )
o Bulldmg charactenstlcs T e Income and expense h1stor1es
=° Space avarlabrllty R .- .. ¢ Tenant names. Lo : S / )
> Tax: assessments s VT . Lease exp1rat10ns R " o

= °Ownersh1p U Lo r °Contactmformat10n o T

" ¢ Sales and- lease comparables ST °H1stor1cal trends - ‘ ' : ST

° Space requlrements Co e Demographlc mformatron X
: CoStar Research‘» L » ' A o . ;’ DRI

~

v N N 8 /’r,, : . - ~

We have developed a\sophlstlcated data collect1on orgamzatlon utlhzmg a multi- faceted research process In
2002 our. researchers dreve: over one million miles, conducted hundreds - of thousands of on-site building

: 1nspect10ns exammed tens of mrlhons of pubhc records and 1nterv1ewed mllhons of tenants owners and brokers .

Research Department As of March l 2003 we employed over 500 commercral real estate” research ‘
professronals Our research professronals undergo an extensive training’ program to maintain con51stent research
methods and processes. Our. researchers collect and analyze commercial real estate mformatron through mrlhons of
phone calls, e-mails; Internet updates and’ faxes each year, in addition to- field: 1nspect1ons public records review, .
news monitoring and direct mail. Each fresearcher i3 reSponsible, for mamtammg the accuracy and rel1ab1hty ‘of the - ~
database. As part of their update process, researchers develop cooperative relationships with 1ndustry professronals/ :
- 'that allow them to gather useful information.. Because of the lmportance commerc1al redl estate professionals place .
oon our data and our promment position in the mdustry many of.these profess1onals routmely take the 1mt1at1ve and.

proactrvely report avarlable Space and transactlons to ouf researchers

-
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" researchers- in markets throughout the United States:

) Proprretary Technology

- - . . v oy :- \'\ N N . S v

CoStar has an extenswe ﬁeld research effort that, perm1ts physrcal 1nspectron of propertles in order to ﬁnd .
~ additional inventory, photograph propertres and verify. existing information.. Some of these researchers use CoStar *
trucks equipped with- Global Posrtronmg Systems ‘which-use satellrtes ‘to- keep track of the truck’s location and .

‘pinpoint building locations.. Each’ CoStar trick uses wireless technology tostrack and transmit field data. A d1spatch

.center in the Company’s- Bethesda ‘office manages the entire day-to- day USs. field operations while using trackmg :

software .to. monitor cach . researcher § progréss.

. assessing property condition’ and construction, and gathermg tenant information. Certain researchers canvass

properties, interviewing tenants surte by suite: Other researchers conduct fieldwork in county courthouses and"

pubhc records, offices. In addition, many of our field researchers are photographers who “take" photographs. of,
commercral real estate propertres to add to the collectron of CoStar sdi grtal 1mages m our database .-

~ L) -

Data Provzders We license a- portlont of our, data from publ1c record prov1ders “and third- party data sources
Licensing’ agreements with thesé entities prévide- for our “use of a variety of commercial real estate krnformatlon

including property ownershrp, tenant mformatron maps and aenal photographs all of wh1ch enhances varrous X

CoStarservrces SN LT o , ~

Management and Qualzty Control Systems Our résearch processes 1nclude atomated and non- automated

‘As of -March 1,"2003, CoStar had .41 trucks used- by field .
A typlcal srte inspection consists of photographing the = -
. building, measuring the building (if necessary) _capturing “For Lease” sign ‘information, counting parking spaces, '

controls to ensure.the integrity of the data collection process. A large number of automated data quahty tests check
for potennal errors incliding occupancy d date conﬂlcts avarlable square footage greater than bu1ldmg area, typical

. floor space. greater than land area, and exprred leases 02002 we alsobegan monitoting changes to critical fields-of

1nformat10n to-ensure all 1nformatron 1§ kept n comphance w1th our, standard deﬁmtrons -and methodology Our .~

, non- automated quahty control procedures mclude

e ~callrng our-information sources oh recently updated propertres to re- verrfy 1nformatron
e revrewmg commercial real estate periodicals for transactions to cross-check our research -
° performmg perrodrc research audits and field, checks to determme if we correctly canvassed all bu1ld1ngs

e, provrdmg tramrng and retrammg to’our research professlonals 10 ensure acéurate data compilation; and”

s compiling measurable performance metr1cs~ for research teams and managers for feedback on data quality. »

~

F 1nally, one of the most important and effectrve quahty control rneasures we rely on is feedback taken from the -

commerc1al real gstate professronals usrng our‘data every day )

- In-House Product Developmenr and Informatton T, echnology Team As of March l 2003, CoStar had a staff of.

79 product development and information® technology- professionals who focus on developrng and creating enhanced =

. products, designing systems to ensure continuous improvément il data qualrty, rmprov1ng the speed of data delivery, "
and burldmg infrastructure capable of supporting CoStar’s comprehensrve database and image library. In 2002, the -.*

" product development team released ‘CoStar Property 8.0, the first fully web-based versron of our flagship product,
that seamlessly integrates our U.S. subscrlptron services - and completes the” conversion .of our products from
Windows-based to web-based. applications. ' This group also regularly 1mplements product enhancements rncludmg
expanded features and new graphrc desrgns RO N e .

[ . ' ., ‘t
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Our 1nforrnatron technology team s responsrble for developmg the 1nfrastructure to approprrately support
-CoStar’s business. and our’ large and’ complex database
modify internal applications and systems to 1mplement efflc1enc1es and controls. that ‘ultimately produce quahty

N

On an ongoing basis; these' professionals develop and .

nnprovements to the database, including increases to the speed of data collection, ‘quality: control review and data .

dehvery In 2002 the team developed and released an enterprlse -wide customer relatronshrp management software
“application that , mtegrates CoStar: 'sales,
“management of customer contact hlstorres cl1ent product subscrrptlon and usage, account authentication and client
brllmg The system also enables us to mrne data so as to assess: prrcmg pollcres product feature usage and employee
productrvrty [ ; o L

A

research, 'customer support and 'dccounting * information with the

We mamtam Wrndows Unrx and Lotus Notes servers to support the’ database and ari internal encrypted. VPN ‘

network to allow remote researchers real time access to the database We store full ‘data back ups off site.

~ - [ . - . R 1
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Products and Servﬁces Co o C

'

Our various products and services are descrrbed in detatl in the followmg paragraphs o r

CoStar Properrv® CoStar Property, the Companys ﬂagshrp servrce prowdes o 1ts subscribers ‘a

"'_comprehensrve “inventory of office and industrial properties in 50. U.S. markets. Commercial real estate
professionals use CoStar Property to identify. avarlable Space;, analyze market conditions, evaluate leasing and. sale

opportunities, value assets. and position propeities in thé marketplace. Our clients also use CoStar Property to

analyze market conditions by calculatmg current vacancy rates, absorptlon rates or average rental rates. In 2002,
CoStar released CoStar Property 8.0, a-major upgrade to CoStar Property that integrates each of our on-line U.S.
. subscription products into a single, fully web-based platform. CoStar Property provtdes subscribers with powerful

map-based search capabllmes as well as a user-controlled, password-protected extranet (or electronic “file cabinet”)"
-where brokers may share space surveys and deal-related documents’ online in real time with_ team ‘members. When

wused together with CoStar Connect™, CoStar- Property enables subscrrbers to share space surveys and deal-related
documents w1th thelr cltents accessed through thetr corporate web srte .

CoStar COMPS®. CoStar COMPS provides comprehensive, nationai coverage of comparable sales mformatton

in the U.S. commercial real estate 1ndustry It is the industry’s most comprehensive database of comparable.sales -
transactions desrgned for professionals who néed to research property comparables, identify market trends, expedrte/‘

the appralsal process and support property valuations. The service is provided: through a web based- system that

o allows users to search the database ona subscrtptton bas1s or on demand.

CoStar T enant® - CoStar Tenant is a detalled on-line busmess to- busmess prospectrng and ‘analytical  tool .

providing commerc1al real estate: professronals with, the most comprehenstve U.S. tenant information available.

CoStar: Tenant profiles tenants occupying. space’in commercial burldmgs across. the United States and provrdes\' .
. updates on lease expirations - one of thé product’s key features — as well as occupancy- levels, growth rates and -

numerous other facts. Deliveting this information. via the Internét allows users to target prospect1ve clients qutckly

- through a searchable database that identifies only those tenants meeting certain criteria; Beginning in 2003, CoStar X

Tenant subscrtbers can also obtain credit reports through CoStar Tenant dtrectly from D&B

FOCUS. Our U. K subsrdtary, Property Intel 1gence plc offers several services under the trade name FOCUS.
The -primary product, Neiw FOCUS, is a digital on-line service offering 1nformat10n on the UK. comméréial real

estate market. The product seamlessly links data on individual properties and companies including comparab]e‘,

sales, available space, requlrements tenants, Jease deals, planning information, socio- -economics and demographics,
credlt ratmgs  photos and maps across the United Krngdom New. FOCUS is an entrrely web- based service.

] CoStar Exchange® CoStar Exchange is an onlme marketplace for buymg and sel]mg U.S: commerc1al
propertres -Customérs use the easily. accessible database, which is the industry’s premier service that includes

correlating data on space avaiiability, tenants, comparable sales and digital images, to post and search for properties

quickly and efficiently. The -information is distributed through a broker-centric model on a secure ‘web-based
‘browser.and represents an efficient means for sellers to reach a large pre- quahfted audience and for buyers to more
’ effecttvely 1dent1fy target properttes o :

’

CoStar CormectTM _CoStar Connect allows commercial real estate firms to license CoStar 8 technology and . -

. content to market their U.S. propérty ltstmgs on their corporate web sites. Customers enhance. the qualtty and depth
of their listing- information through access to CoStar’s database of content and-digital images. The service
‘atitomatically. updates and- manages customers’ online property information, prov1d1ng comprehensive coverage
hstmgs and s1gntﬁcantly reducmg their expense of burldmo the web site content and functtonahty

, CoStar Office ReporrTM The CoStar Ofﬁce Report. prov1des in- depth current and hlstorrcal data covertng 36 of
the major metropolitan office markets in the United States. 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*presentéd using standard definitions and calculations developed by
CoStar, and. offers real estate professmnals crttrcal and unblased mformatron necessary to make mtelhgent

- commercial real estate decrsrons :

11




- S MetropolstM The Metropohs software system is a smgle 1nter’°ace that combines commerc1al real estate data"

o - from multiple information provrders inito a comprehenswe résource. The Metropohs software allows a user to input
a property address and then view detailed information’ on ‘that property from multiple information providers,
including CoStar products. This technelogy offers commermal -real estate professionals a simple and convenient
solution for integrating a’ wealth of thlrd party 1nformat10n and proprtetary data and 1s currently available for the
Southern California markets ’ ‘ ,

CoStm Marketplacem, CoStar, Marketplace provides an on-line. means for 'thé commercial real estate-and

" related business commumty to_ direct their advertising to the appropriate decision makers. Customer benefits from
using this advertising service include highly targeted dlstrlbutlon hrgher vrslbrhty and cost efﬁmency in dehvermg:‘
advertising materials to targeted audlences L ?

v
i

‘ CoSrar ARES® CoStar ARES is a leadmg contact management and busmess development tool for commercial
* real estate professronals It is a.commercial real’ estate specific add-on to ACT‘ 6.0, a leadmg sales software '
program. As a value-added application, ARES is used ‘as a customizable office-wide repository for contacts,

S property listings and comparab]es and provrdes 1mport1ng of data from other CoStar subscrtpuon products

. CoStar NewsTM Our web srte ‘our CoStar servrces and our e- mall news drspatches have become an accepted -
source of reliable industry ‘news.- In 2002, we publrshed over 9,600 news stories. Our NewsWire feature keeps
clients informed of late breakmg commermal real estate news . such’ as deals 51gned -acquisitions  and

groundbreakmgs S ‘ Co o Ce

’
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We. draw clients from across the commercral real estate and related busmess commumty Commerc1al real estate‘
brokers have trad1t1onally forthed the-largest’ portron of CoStar clients, however, we also provide services to owners,

landlords financial 1nst1tut1ons vendors, appraisers, investment banks and other partres involved:in commercral real -

- estate. The. followmg chart lrsts representattve customers in var1ous categories.:

Brol(ers LT - . / Lenders, llnvestment Banlkers s llnstntutuonal Advnsors, Asset Managers,

CB Rlchard Elhs N "~ GMAC Commercial Mortgage - © ., JonesLang LaSalle

_CB Hillier Parker'— UK. _ . Bankers Trust, Cornpany e Metropohtan Life

" Cushmian & Wakefield - . }Washmgton Mutual © .7 ¢ 27, Clarion Partners

Cushman & Wakefield Healey & - Wells Fargo ~ -~ o o .. Prodential . i K

" Baker-UK = . - _ Wachovia Corporatron - ¢ Prudential- UK "7

Grubb & Ellis e o~ World Savings S S .. USAA Real Estate Company

Trammell Crow Co. . - , 7~ MerrillLynch = /' .. " - . -Bear Stearns & Co ,Inc.

Jones Lang LaSalle -~ = . . Fannie Ma¢. Coe , .~ Legg Mason -

" Jones Lang LaSalle UK ' .. Credit Suisse First Boston — UK ' . -Morley— UK -

Colliers : ~ Morgan Stanley — UK‘ [N — Standard Life - UK

-~ Colliers Conrad thblat Erdman UK - UBS Warburg UK : ) S

Insrgma/ESG - : ) ‘ S g - :

. Insignia Richard Ellis- UK~ L ‘, Owners and Developers < : Appralsers,’ Accountants

- Marcus & Mrlllchap¢ R - LNR Property Corp T “° .7 Integra’’ : i
. Studley T .. Hines: . o -+~ Land America Onestop

“ The Staubach Company ~ Gale Companies” =~ - *. 7, Deloitte.and Touche

_ Equis - . - Manulife Financial . . T T L KPMG

Advantrs GVA Real Estate Serv1ces Industrial Developments Internatronal - "Marvin F, Poer

Newmark & Company Real Estate Shorenstein Propemes e s - GE Capltal Small Business Fmance Corp

Bmswanger R .- -Land Securities~- UK+ -~ o PGP Valuation '

- Coldwell Banker Commercial ’ Slough Estates ~UK Lo e —Pr1cewate'rhouseCoope,rs

- Daum Commercial Real Estate o - T - P -

Carter&Assomates/ONCOR Intl i lRlElITS . . Tae - Government Agencies. -

Ré/Max - " S Equrty Office Properties Trust . .~ { ° U.S. Genetal Services Administration

- GVA Williams <, ", ... Trizec Properties, Iric. ... - = _ ° - County of Los Angeles.- .+ - ,

. United Systems Integrators Corp_n _ Prentiss Properties . © . ° """ Office of Technology ] Procurement R

- CRESA Partners. - LT -Prologis . R " City of Chicago "~ ' - .

uU.s. ,Equrtres Realty ‘ \CarrAmerrca l e L \Department of Housing and Urban

Mohr Partners: -~ - o _\ First Industrial Realty Trust PN Development

CMD Realty Invéstors s " Boston Propertres U T ‘Corporanon of London UK .

" Firlkelsteifl Comrii- Rlty Services nl ,Vorando Realty Trust LT - S )
" Atis Real Weatheralls—UK PR - SN r - T ’
’ Chestertons— UK -~ . .0 - 2 ll’roperty Managers .+ . Venders

Donaldsons — UK . R i Transwestein Property Co. ' - _Turner Constructron Company

-FPD Savills — UK R " Lincoln Property Company -, * . Cisco Systems

GVA Grimley -UK_-" » " _ © PMReéalty Group 7 < " Comcast Cable Commumcat1ons o

King Sturge-UK .- .-~ o Osprey Management Company R Kastlé Systems R

Knight Frank ~UK =~ . = LeggatMcCall Propertres T MWB-UK .

Sor ol U T . _fRegus’—UK

- ! -~ eox Y . o [ v
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As of’ December 31, 2002 no’ s1ngle chent accounited for more than 5% of our revenues Over 90% of our - '

revenues arise from subscnpnon based cl1ents under long tertiv contracts : N

SalesandMarlketmg T N ‘\ C “ .
As of March 1, 2003 we had 180 sales marketmg and customer support employees wrth the majonty of our
direct sales. force located in field sales offices. -Our sales- teams are pnmanly geographrcally focused and are’located * -
in over 30 field sales offices throughout the United- States and iri London, England "Our-offices typically serve as -
the platform for our in-market sales, customer support and ﬁeld researchoperatlons for their respective regions. The
" sales force “is rcspon51ble for selhng to new prospects training new and existing clients, prov1d1ng on-going

_customer . support, renewmg existing_cliént contracts and 1dentrfy1ng cross- sellrng opportunrtres In addltlon the

) sales force has primary front-line respons1brl1ty for customer care. . <. o oo

“ . . 8 . . - K . N




Our sales strategy is to aggressrvely attract new cl1ents while providing- ongomg 1ncent1ves for exrstmg clients to
subscr1be to additional services. We also place a premium on training new and existing clients on the use of our -
products so as to promote rnammum client utllrzatron and satisfaction ‘with. our products.-Our strategy also involves
‘entering, into multi- -year, multi- market lidensé agreements ‘with -our larger clients. In 2002, we signed multi-year,
multi-markeét ‘renewal agreements with, sevenvmajor national clignts, 1nclud1ng Insignia/ESG, CB Richard Ellis, ¥
‘ Cushman & Wakeﬁeld Trammell Crow Co., The Staubach Company, GMAC Commerc1al Mortgage and Marcus & e .
B Mrlhchap o

s

We seek to make our services essentral to our chents busmesses s To encourage clrents to use our servrces
regularly, we provide ample training and generally charge fixed monthly amounts rather than fees based on actual '
" system usage. Our clients’ monthly- charges are based on the number of sites, orgamzatron size, the company’ s . _
busmess focus and the number of services to whrchaclrent subscnbes . : . - S
T L Our customer serv1ce and support staff is. charged w1th ass1st1ng and trarmng our chent base as well as ensurmg
- h1gh sclient” satrsfactron by prov1d1ng on- gomg support We also have a help lrne to assrst customers with our
products and servrces e T o . S
v-";\ ‘ - - J ! AN ' ) ’ i
Our pnmary marketmg methods inclide: product demonstrat1ons face to face networkmg, drrect marketmg,_
communrcatron via'our corporate web site and- news: products, partrcrpatron in trade show and industry events, print
advert1srng in trade magazines and local busmess journals, client referrals and CoStar. Advisor™, the Company’s
newsletter-that is distributed to our cliénts.. In 2002, in -connection with- the launch. of CoStar Property 8.0, we
- conducted presentatrons throughout the’ United_ States where we . introdtced. our hew CoStar Property upgrade to
thousands of commercial real estate profess1onals Direct marketrng is the AMOst cost- effective means for us to find -
prospectrve cliénts. -Our direct ‘marketing efforts 1nclude direct mail, e-mail and telemarketrng, and make extensive
use of eur unique, proprletary database. Once. we have identified a prospective client,” ‘our most effective sales
* method is a product demonstration.” We use Varrous forms- of advertrsmg t6 build brand 1dent1ty and reinforce the
value and beneﬂts of our products We also sponsor and attend 10cal association ‘activities. and events, and attend
o and/or exhrbrt at industry trade shows and conferences to’ rernforce our relatlonshrps wrth our core user groups

~ - N . - PRI . - -

o Competrtron o e e T t -

The market for 1nformat10n systems and servrces generally is competrtrve and raprdly changrng In the = - .
commercial real estate mdustry, the prmc1pa1 competrtlve factors for commercral Teal estate 1nformat10n servrces and -
provrdersare ‘ _’ o R AR B T N \

**  quality and depth of the underlymg databases NS T BN ' o R

°  ease of use; flexibility, and functlonallty of the software T ' ' o

o timeliriess of the data; - . . R

e breadth of geographlc coverage and servrces offered R

° clrent service and. support;”’ ‘ ' )

° perceptlon that the service offered 18 the 1ndustry standard

. proprretary nature of methodologres databases anid technrcal résources; o )
e price; oL P T e
o effectiveness of rnarketlng and sales efforts ol ' ' ‘
s vendor reputatron Lo - ‘ ,
"+ bfand loyalty among ‘customers; and

o capltal resources Cro e Ty

- / N N . . . . - - . o




‘ Wev.compete 'dire'ctly and ilndirectly\for customers wit-h the following categories of companies ‘ ]
S publrshers and dlstrrbutors of information services, mcludmg regional prov1ders and national prrnt
_ publicatioris, such as Egr Black’s Guide and Dorey Publishing and lnformatlon Services; .
- ' . locally controlled real estate boards, exchanges or associations sponsormg property listing services and ' .
T ' . -~ the companies with whom they partner, such as the Commercial Association of Realtors Data’ Servrces : .
' the Association of Industrla] Realtors, Commercral Search, LLC and Xceligent; -
= on-line services or-web, sites targeted to commereial real ‘estate brokers; buyers and sellers of commercral
real estate properties, insurance companies, mortgage brokers and lenders such as Cityfeet.com, Inc.,
offi icespace.com, TenantWise, Inc. and EoopNet, Inc.; . ‘ ‘
> - . in-house research departments operated by commercial real estate: brokers _
> consortiums of real estate companies formed to explore opportumtres in technology, and -
e public record providers. ‘ : : i

"As the commercral real estate 1nformatlon marketplace develops addmonal compet1tors (1nclud1ng compames '

" ‘which. could have greater access to data, financial, product development,- techmcal or marketing resources than we

do) may ‘enter the market and competition may intensify. While we believe that we have successfully differentiated ,
ourselves from exrstmg competitors, competltron could materlally harm our busrness o s

Proprretarerghts . ' - >, o ] S \, g

To protect our proprretary rrghts in our methodologles database software trademarks and other mtellectual
property we depend upon a combination of: - ) T :

- o rade secret »eopyrrght trademark database pr otectron and other laws .
o nondrsclosure noncompetmon and other contractual provrsrons with- employees and consultants
e ,hcense agreements. w1th customers : R . C
e patent protection; and ’ ' ' ’ ‘
‘,°, technrcal measures e . B

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

Although copyright registration is not a prerequlsrte for copyright protection, we have filed for copyright registration

_ -for many of our-databases, software and other materials. Under current U.S. law, the arrangement and selection-of.

, data may be protected but the actual data 1tse1f may not be. Inaddition, with respect to our U.K. databases, certain .

~ database protection Taws provide additional’ protections of these databases. We license our database, software and ,
" services under license agreements that grant our clients non-exclusive, non-transferable licenses. These agreements = . -

restrict the disclosure and use of our content, images and.software. In addition, the license agreements prohibit the

unauthorized reproduction or transfer of the 1nformat10n and software we license. -

o We also attempt- to protect the secrecy of our propr1etary database our trade secrets - and our proprietary
information through conﬁdennahty and. noncompeétition agreements - ‘with our employees and consultants.- Our
: servrces also include technical measutres to drscourage and detect unauthonzed copying of our 1ntellectual property

L We have filed trademark applications to regrster trademarks for a var1ety of names for the CoStar products and
other marks, and have obtained registered trademarks for a varrety of our marks; lncludlng “CoStar” “COMPS?”,
“CoStar Property” “CoStar Tenant” “CoStar Exchange” and “CoStar Group™ In addition, we have filed patent
. applrcatrons coverlng certain of our methodologres and software L . T o

\

Employees
‘ As of March 1, 2003 we employed 848 employees None of our employees 15 represented by a abor umon We .
’ haveexpenenced no work stoppages We believe thatour employee relatlons are excellent B R

”



Available lnformatlon R
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Our investors relations Internet web srte is h ttp: J/www costar, com/corporate/mvestor The reports we ﬁle with or
furnish to thé Securities and Exchange Commrssron including our annual repoit and quarterly reports, are available
. free of charge on our Internet web site (c ick on “SEC Filings” in the drop down box to access these Teports).

lltem 2. Propertnes

B

~ '

Our corporate headquarters in Bethesda Maryland occuples approx1mately 60 000 square feet under a lease that
' expires on March 14, 2010. We believe that our Bethesda Maryland fac1l1ty will be adequate to.meet our ST
requrrements for our headquarters for the foreseeable future Lo : } . s '

In addition to our Bethesda Maryland facrllty our. research operatlons are headquartered in leased spaces in San

-‘Dlego California, Cincinnati, Ohio and ‘London, England. Addrtronally, we lease office space in a variety of other
metropolitan areas, which generally house our field sales offices. These locations’ include, without limitation, the

- following: "New York; Los Angeles Chlcago San ‘Francisco; Boston Orange County; Philadelphia; Houston;
~ Atlanta; Phoenix; Detroit; Cranford New Jersey; Charlotte; Miami; Seattle Denver; Austin; Dallas; Sacramento;

Kansas City; Cleveland; Tustin, California; Tampa; Jacksonvrlle lndranapolls Baltlmore Ralergh/Durham St. i
Lou1s Columbus Ohro and Portland Oregon

~ ’
.

We do not con31de1 any specrﬁc leased locatlon to be material to our operatrons We beheve that equally surtable‘
alternatrve locattons are avarlable ma l areas Where we currently do busmess ’ R

lltem3. lLegallProceed]ungs ol Sl o ) -

. Currently, and from time to t1me we are mvolved in lrt]gauon 1nc1dental to the conduct of our busmess We are

not a party to any lawsuit or proceeding that, in the- -opinion of our management is lrkely to have a material adverse
effect on our financial pos1t1on or resu]ts of operattons Ce

'

l[tem 4. Suhmrssron otf Mlatters to a Vote ol Securut‘v Holders

We d1d not submrt any matters toa Vote of our secur1ty holders durmg the quarter ended December 31, 2002

'
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ltem 5 Markct t’or the Regnstrant’s Common Stoclk and Related Stockholdler Matters '
) _ ~Przce Range of Common Stock Our common stock is traded on the Nasdaq Stock Market® under the symbol ,

"“CSGP.” The following table sets forth, for’ the perrods 1nd1cated the hlgh and low sale prrce per share of our

‘ common stock on the Nasdaq Stock Market®

S0 ‘ . Hrgh . Low
’ ‘Year lEnded Decemher 3]1 2@@]1 , ol o o
- First Quarter.......’_......,\.‘ ....... . : R AN 30 75 o § 114.00
- 7 .Second Quarter.... - e eeeranint ' $ 729.06 - $! 1525
P CThird QUATTET ..vvoeeoceoeeeenlaendes e e ~$ 2805 % 1575
\ : \.Fourth Quarter..,....'.,....:.’ ......... i.f...¢ ....... I $°2440 81630
Year Ended Decemher 3ll 2@@2 ) S R o
oS . First QUArter . ....ioevvveevnnes LS SO SRR, M $ 2610 . 28 1601 0
-- . . Sécond Quarter ' e i b . 82534 $ 19.60
‘ ©*_Third QUATtEr .....0cccooviverrnnen S i, 2 S 2452 $-F17.11
 Fourth Quarter.:........” ittt 8 1949 $ 1584
, Asrof March 3, 2003 there were 109 holders of record of our common stock "On March 3, 2003 the last sale
’ «prlce reported or the Nasdaq Stock Market® for our common stock was $20 60 per share , . . R

- Dzvzdend Polzcy We have never declared or. pald any d1v1dends on-our common, stock. Any futu’re' -
" determination to pay dividends will be at the dtscretron of our Board of D1rectors subject to applicable limitations ‘
- under Delaware law, and will be ‘dependent ‘upon our results of operat1ons financial, condition and other factors‘ e
* - deemed relevant by our Board of Directors. . The Company does not antrclpate paying any dividends-on its common‘ ‘
stock durlng the foreseeable future; but mtends to retam any éarnings for future growth ofits busmess T

Recent Issues of Unregzstered Securztles We d1d not issue any unreg1stered securmes durmg the, quarter ended
’.December3l 2002, ~ | ' ) e L - L L ©o
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Item 6.

Seﬂec&ed Consoﬂnrﬂmed F mancraﬂ amﬂ @perarmg }Dam ' , ’ o
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T - - \‘V o Seﬁecﬁerﬂ Consohe‘lated Financial amﬂ @pera&mg Dam
e ) (Hn Thousands, Except Per Share Data and @ther Opemtmg Data)

S L \ L o ‘ " Year Ended December 31, ;
’ s o ¢ 1998 -~ 1999 - 2000 2001 - 2002 -
S ; Statemem ofOperatlons Data ST R L o RN , T
o Revenues .. st 8713900008 730234, S 58502 % 72513 8 79363
: Cost. of reveniies. ...l L4562 13244 . 0 302027 - 30316 . . 28,012 .
Gross. margin. 9338 16.990. 28300 .. 42,197 51351
- "-Operating expenses: 12,864 »_ 132373 0 83335 . 7 64,923 . 56,894
- Loss from operations .(3,526) - (15,383) '+ (55,035) - . (22,726) , - (5,543)
. Other income, net...........c..... - 341 ‘3106 33350 .0 1578 - 759
..~ Income tax beneﬁt..;.i...........:’....., A e L "2,045 L7 987 S —
o Netloss ....... ‘.?:; ........ it 0 (3,185) 1§10 (12,277) °$,.(49,655) ° $© (20,161) .. (4,784)
" Netloss per share ~ basic and diluted ...~ $ . ' (0.44) 'S (105 $. (328 8 (129 -$ - (0.30)
) Weighted average shares olitstanding 7213 111,727 " 15,137 15,636 15,759
- - . Co- . ’As of December 31, - ‘
] S oo 1998 1999 C . 2000 . 2001 2002
" Balance Sheet Data: el N N . Y =
Cash, cash equivalents, cash held for. L PRSP T o - B S
B “* acquisition and short-term investrnerits. $ 19,667 . $ 794,074 - (47,101 § 42,002 - § 43,530
Working capxtal o / 16,900 - 89,153, - 35,601. t33315 0 0 36,993
., Total assets: 27,541 136905 1458717 - 123646 118,907 .
Total liabilities o 4338 7 17208 . 19497 T 15627 14,890
Stockholders’ equxty......f.: ...... TR SR S 23,203- . 119,697 - . 126,374 ‘108,019 - - 104,017
. -7 i o : ‘As of Décember31, r -
o B <1998 1999 - . 2000 2001 2002
, Other’Opfemting Dama" SR L . '
" Markets CoveredbyDatabase...‘.j.;ﬁ ........... LS () EITEPURRT ) IR ' N 50
Number of Subscription Clients.............. BT I ) S 1 b 5407 . 6336 6907 -
. Billions’ oquuare Feet'in Database ......... 891 <156 . V217 230 . 250
. Buildings in Database.................... e, L 1754710 5 334917 864,920, . 950’,000 - 1,033,000 -
"Images in Database.... R 178,827~ "."349,526 968,316, 1,300,000 1,500,000’

- The followrng table provrdes selected ﬁnanmal data for the ﬁve ‘years ended December 31, 2002 The Statement o
ST of Operatlons Data shown Below for 2000 thirough. 2002 and the Balance Sheet Data for 2001 and 2002 is_derived
. from audited financial statements that we include later in this report. “The' Statement of Operations Data for 1998 ‘
“and 1999 and’the ‘Balance Sheet .Data’ for 1998 through 2000 shown below is. derived from audited fmancral B
'statements for those years whrch do not appear in this report a

-



- Item 7, Management’s Duscussuon and Analysus oll lFunancrall Condufuon and Results otl" @peratnons /"

.

“The followrng Management’s Dtscussmn and Analy51s of Financial Condmon and Results of Operatlons )
contams “forward- lookmg statements”, including- statements about our beliefs -and expectatlons There are many -

risks and uncertamtles that ‘could cause actual results to differ materially from those discussed in the- forward- -

looking statements.” Potential factors that could.cause actual results to differ materially” from those discussed in any
forward- lookmg statements  include, ‘but are not hmlted to, those ‘stated - below under the headings “Cautionary
Statement Concemrng Forward- Lookmg Statements” and “Risk Factors™ as well as those described from tune to-
time in our filings W1th the Securmes and Exchange Commlsswn ' o

\

All forward ]ookmg staternents are based on 1nfor;rnat10n available to us on the date of this’ filing, and ‘we assume
no obligation to update such statements. <The following discussion should be read in conjunction with our filings *.
with the Securities’ and Exchange- Commrssron and the consohdated financial statements included in th1s Annual' .
Report. ! . ‘ : ‘ )

dervﬁew S Co no PR -

CoStar is the leading provider of information services to the commercial real estate industry in the United States -
and the United Kingdom. We have created a standardized information platform where- the members'of the

* commercial real estate and related business community can contlnuously interact- and facilitate transactions by

efficiently exch’tngmg accurate and standardized comrnerc:1al real estate: information. ' Our wide atray of online

service “offerings includes a ‘leasing marketplace, a selling marketplace comparable sales information, decision

support; tenant mformatlon property  marketing, - data hostlng for chents Web srtes contact management property
data integration and mdustry news. .

. We completed our 1mtral pubhc offering in July, 1998 and recewed net proceeds of approxrmately_

$22.7 million. We pr1mar11y used. those net proceeds to. fund the geographrc and service expansion of our business,
including three strategic acquisitions, and to expand our 'sales. and ‘marketing organization. -In May, 1999, we
- completed a follow-on public offering and received net proceeds of approx1mately $97.4 million., We used a portion

of those net proceeds to fund the acquisitions” of COMPS. COM, Inc. (“Comps™) and Property Intelligence ple

-(*Property Intelhgence”) and we expect to use the remalnder of the proceeds primarily for development. and
", distribution of new.services, expansion of all existing services across.our current markets, geographic expansion in

the U. S and 1nternat10nal markets; strateg1c acqursmons workmo caprtal and general corporate purposes

.

From 1994 through. the begmnlng of 2003 we. expanded the 0eographmal coverage of our, ex1st1ng serV1ces and
developed new services. In addition to internal ‘growth, this expansion included the acquisitions of Ch1cago'
RéSource; Inc: in Ch1cago 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, 1nformat10n provider C Data - -

“Services, Inc. In January,-1999, we expanded further into the Midwest and Florida by acqulrlng LeaseTrend, Inc.

and-into Atlanta and Dallas/Fort Worth by acquiring Jamison Research, Inc. In September 1999, we acquired
ARES Development Group, LLC, a Los Angeles-based developer and distributor of ARES for ACT! In February,
2000, we acquired Comps, a San Diego-based provider of commercial real estate information. In Noyember, 2000;

we acquired First Image Technologles Inc. (“First Image”). .In September, 2002, we expanded further into Portland i

through the acquisition of certdin of the assets of Napier Realty Advisors d/b/a REAL-NET (“REAL-NET”). In

~ Janudry, 2003, we estabhshed a base in-the United Klngdom with our acqurs1t1on of London based- Property i

Intelhgence The more recent acqulsmons are dlscussed later in'this sectlon

" Sirice our meeptlon the growth of our busrness has requlred substantlal investments for the expansron of 0 our
services and the establishment of operating regions throughout the United States, which has resulted in substantial
net losses on an overall basis. Throughout 1999 and 2000, we experienced a rapid expansion in the number of
serv1ces that we offer and.the number of regions in Wthh we operate. By the begrnnrng of 2001, we had
substantrally completed our goal of establishing a national platform of operatlng regions and service offerings in 50
U.S. market areas frorn which we believe we can appropriately meet the eomrnercral real estate community’s needs -
for comprehensive U.S. building- spemﬁc information. During 2001 and 2002 we focused on continuing to .grow
revenue while controlling and reducmg costs, in order to reduce operatmg losses, and ultimately, move our busmess
to proﬁtab111ty On an ongoing basis, we believe that the opportunity to contrnue to grow revenue from our exrstlng

12




2N

platform and services is s1gmﬁcant and that a large component of the operatmg cost. structure of the Company is
made up of fixed operating costs. During 2002, the Company increased pro forma net income, which represents our
“net loss in accordance Wwith accounting principles generally accepted in the Umted States (“GAAP”) after excluding
purchase amortization in cost of revenues, purchase.amortization in operating expenses and the related income tax
benefit, by $9.6 million from a pro forma net loss of . $7.9 million in 2001 to pro forma fet income of $1.7 million in
2002. In addition, the Company increased EBITDA by $9.8 million from negative EBITDA of $3.6 million in 2001

* to positive EBITDA of $6.2 million in 2002. Also, the Company’s GAAP net loss decreased from $20.2 million i in.

2001 to $4.8 million in 2002 Our use ‘of non- GAAP financial measures is dlscussed later in thrs section.

These 2002 results do not 1nclude the Property Intelhgence acqulsmon which was completed on January 6,
2003. By combining Property Intelhgence s operat1ons with CoStar’s operations and our expected organic growth,
CoStar expects 2003 revenue to grow. 51gn1ﬁcantly over 2002 revenue. In addition, we- expect 2003 pro forma net
" income to s1gn1ﬁcantly increase over 2002 pro forma nét income. We also expect to.achieve GAAP-basis eamings.
by.the end of 2003. If the Company achieves. GAAP basis earnings, the Company’s _diluted net income per share

" may be lower than its basic net income per share if any of the Company’s outstandmg stock optrons have an exercise

price lower than the average market price of our common' stock ‘for any period. in which we report GAAP net
income. = With the achievement of-the expected results, we- believe we can maintain positive cash flow from
operat1ons throughout 2003. 1In addition, we expect to achieve tax basis eammgs in 2003, which may result in us
utilizing some of our net operatmg loss carryforwards. To the extent we are not able to- utrhze these net operatmg
loss canyforwards ‘we may incur an income tax expense durrng 2003 R o

We continue to develop and drstrlbute new services and expand ex1st1ng services.across our current regrons The
" incremental cost of mtroducmg new ‘services and. expanding. exrstmg services in” the future may reduce the

proﬁtab1 ity of a region or cause it to incur losses. In addition; we may continue our geographic expansion in the
United States or-we may seek additional international geographic expansion. ' Therefore, while we expect current-
servrce offermgs in existing regions to remain generally profitable. and provide substantial funding for-our overall
busmess it is possible that further overall expansron could cause us to generate add1t10nal losses and negat1ve cash
- flow from operatlons n the future. - o - .

\

Whrle our services contmue to expand our CoStar Property, CoStar Tenant and CoStar COMPS services
currently generate the largest portron of our revenue.. The: CoStar Property, CoStar Tenant and CoStar COMPS
subscription contracts generally have terms of one to three years and. renew automatically, Upon renewal, many of
the contract rates increase in accordance with contract provisions or as a result- of contract renegotiations. To
encourage clients to. use our services regularly, we generally charge fixed amounts rather than fees based on actual

__System'usage. We charge our clients based on the number of s1tes organrzatron size, the client’s bus1ness focus and

‘the number of services to Wthh a client. subscrlbes S o

Prlor to 2001 our contract renewal rate hlstorlcally had exceeded 90% on an annual ba51s For the year ‘ended
~ Decemiber 31, 2001 our renewal rate decreased t0'83% as a result of the downturn'in general economic conditions, -
together with cancellations by many telecommunicationis compames However for the year ended December 31
.-2002, our coritract renewal rate increased to 87% - :

Over 90% of our revenues arise from clients under. subscrrptron contracts. Our subscr1pt1on cl1ents pay contract
fees on an annual, Quarterly or monthly basis.  We recognize this revenue over the life of the contract on a straight--
line basis begmnmg with the installation or renewal date. Annual and quarterly advance payments result i in deferred
revenue, substantlally reducmg the workmg capital requ1rements generated by accounts recelvable

We applied the new rules on accountmg for goodwrll and mtanglble assets deemed to have indefinite lives'
begmmng in the first quarter of 2002. In accordance with Fmancral Accountmg Standards No. 142, “Goodwill and .
- Other Intangible' Assets”, goodwill and 1ntang1ble assets deemed to have indefinite lives are no longer amortized but
“are subject to_annual 1mpa1rment tests. Other intangible assets continue to be amortized over, their useful lives.
During the second quarter-of 2002, we completed the initial impairment test' of goodwill and indefinite lived
‘intangible assets, which did not indicate an impairment loss. The effect of the new rules decreased amortization
expense related to goodwrll by approxrmately $4.2 rmllron for the year ended December 3l 2002 compared to the
prev1 ous year.

)



o Applrcatnon ol‘ Crltucal Accountnng Polucues and Estnmates

The preparatron of ﬁnancral statements and related drsclosures in. conforrmty w1th accountmg pr1nc1ples
S generally accepted in- the Umted States requires management to make estimates and assumptions that affect the
E - reported amounts of, assets and 11ab111t1es the disclosure of- "contingent assets and liabilities at the date of the financial”
. 'statements and revenues and expenses durmg ‘the perrod reported The followrng accountmg policies involve a - . . , _
N “crltrcal accounting estimate” because’ they are"particularly dependent on estlmates and assumptions made by '
" management about matters- that are h1ghly uncertain at the time the accountrng est1mates are made. In add1t10n
while we havée used our best-estimates based on facts and circymstances “available to us at the time, different ' . ,
) est1mates reasonably could have been used in the current per1od Changes in the-accounting estimates we - used are
) reasonably likely to occur from: period to. period Wthh may have a material impact on the’ presentat1on of our
_ financial condmon .and results of opérations. - We review these estlmates and assumpt1ons perlodlcally and reflect
the’ effects of rev1srons in the perlod that they are determined to'be necessary . N

A e

Mo

‘ Valuanon of Zong—lzved and zntangzble assets and’ goodwzll “We ‘assess the rmpalrment of long l1ved ‘assets,
R 1dent1ﬁable intangibles and goodw1ll through our” annual 1mpa1rment tests or Whenever events or.changes in
. N crrcumstances indicate that the carrying “vali¢ may not be recoverable Factors we consrder 1mportant that could
LT tr1gger an 1mpatrment rev1ew 1nclude the followmg ’ : ‘

Ty

e S]gmﬁcant underperformance relat1ve to h1stor1cal or prOj ected future operatmg results

° Slgmﬁcant changes in the manner of our use of the acqu1red assets or the strategy for our overall busrness C o

o Srgmﬁcant negatrve mdustry or- econom1c trends or

° S1gn1ﬁcant dechne in our market caprtahzatron relattve to net book value for a sustamed per1od T T e

When we dcterrmne that the carrymg value may not be recovered based upon the exrstence of one or‘more of the
* . above indicafors, we measure any impairment based on a prOJected discourited cash ﬂow method using.a drscount
.” tate determrned by our management to be commensurate w1th the r1sk 1nherent in our current busmess model
o Accountzng for income taixes. As part of the process of preparmg our consohdated financial statements we are S
B ‘requ1red to- estrmate our income taxes in each’ of the _]uflSdlCthrlS in which we operate.. This process requires.us to O
. . éstimate our actual current tax exposure and assess the temporary’ “differences resultrng from differing treatment of
items, such as ‘deferred revenue or deductibility of certain intangible assets, for tax and accountmg purposes. ‘These
- differences result in deferred tax assets and liabilities, which are_ included within our consolidated balance sheet” We
' must. then ‘assess the likelihood that our deferred tax-assets will be recovered from future taxable-income. To the -
. extent we believe the recovery is not reasonably assured, we must estabhsh a valuatlon allowange. Go1ng forward
.~ we will assess the contmued need for the valuation’ allowance. ‘After ‘we have determined that we will be able to
e begm utilizing a srgmﬁcant portron of the deferred tax assets we may reverse the valuatlon allowance resultmg ina-
»‘beneﬁt to the statement of operat1ons in seme future perlod ST St e o

‘ Accountmg for employee stock optzons ‘As’ permrtted under Statement of Flnancral Accountmg Standard No LR
. 123] “Accountmg for Stock-Based Compensation”, we account for employee ‘stock options. in accordance w1th‘i' -
o Accountmg Principles Board Oprmon No. 25 (“APB No. 257, “Accounting for Stock Issued to Employees ” Under :
' ~APB.No. 25, we recognize compensat1on cost based on the 1ntrms1c value of the equity instrument. awarded as
. _l ‘detérmined at the measurement date. -We disclose the requrred pro forma information.in our notes to consohdated
T ﬁnanc1al statements as 1f the farr value method prescr1bed by SFAS No 123 had been applxed T ‘

NouGAAPlFmancnalMeasureSg e e e e Lo

We prepare and release quarterly unaudrted ﬁnanc1al statements prepared i accordance w1th GAAP We also

»" disclose and discuss certain- non-GAAP-. ﬁnanc1al measures “included- in quarterly " earnings releases, 1nvestor

. conference calls and filings. w1th the Securities and Exchange Commrssron These non- GAAP financial measures
"= . .. include; pro formanet income, “which wé have determined by excluding purchase amomzatron in cost of revenues
o purchase “amortization in operatihg expenses, acqulred in-process development and the related income tax bénefit
- from our GAAP net’ loss and EBITDA wh1ch is our income from contmumg operatrons before interest, mcome

/ ' - o ‘ P o . r‘,;,‘«y—,‘

[ T . ' v




taxes deprec1atron and amomzatron

“operating cash flows!

Pro forma net income (loss)

Pro forma net income (loss)
‘ Deprec1at1on and:other amort1zatton
Interest income, net

Consolldated Results of Operatnons

We- bel1eve the. disclosure of .pro forma net income and EBITDA helps -
* investors more meanmgfully evaluate and compare the results of our ongoing operatlons from quarter to quarter and
‘from year to- year because it‘more clearly indicate$-our ongoing operating results, partrcularly as they relate to our”’ ’
Management alsoruses these numbers to internally measure its operating and management '
» performance and uses pro forma net‘income as one of several criteria to deterinine’the achievement of performance-
based cash bonuses. However, we urge inyestors to carefully 1 review the GAAP. ﬁnanc1al~mformatron included as
. part of our Quarterly Reports on.Form 10-Q and our Annual Reports on Form' 10-K that are filed with the Securities
< and Exchange Commissior, as well as gur quarterly. eammgsreleases and compare the GAAP financial information
with our pro forma net income and EBITDA. "In‘the future, we may, d1sclose other non-GAAP: financial measures:in
order to help out- investors more’ meaningfully. evaluate and compare our future results of-operations to our -
- previously reported résults of Operations. The followmg table shows our pro-forma net income and our EBITDA L
reconcrled to our GAAP net loss for the md1cated perlods (Jn thousands of dollars) ‘

P2 .
)

. '/"/Year:EndedDecerﬁherBl;

........ SR RS S
* “ Purchase amortrzanon in cost~of révenues i
Purchase amortlzatron in operatmg expenses

- Acquired in-process development
- Income tax benefit

2000 . 2000 2002 -
(49,655) - S - L(20,161) 8 .- (4,784)
Ta761n . L5398 - . - 2,866
8,928 -~ 7846 ’_3,600 _
s8I o0 0
(2,045 . A(987) 0
- (32,199):."$ (7,904) .- 1,682
LT (32,199 8 (7,904 8 . 1,682
D519 o5931 - . 5292
(3,570) . . (1,674 . (763)

~ (30,650)  $ . (3647) . $ 6211

'/‘ -

v The followmg table provrdes our selected consohdated results of operatlons for the 1nd1cated penods (1n
' thousands of dollars and asa percentage of total revenue) .

Ye‘ar Endedl)ecemher 3l,

- Cost of revenues ;

~ Gross margm
<. Operating eXpenses:.................
_* Selling and marketmg
_Software development ...... i ,
" General and administtative...........0"
- Purchase amortization
- . Acquired i in-process development )

Total operatmg expenses X

Loss from operatrons
R Other income, net
- Income tax benefit ...

....................................

’2001' ’ S 2002
$ 58 502\ ' 100.0 % $ 72,513 11000 % $ 79,363 .. 100.0 %
30202», ‘516 o 30316‘ . 418 28,012, 353 .
" 28 300 g4 o 42,1‘97v 582 51351 647 :
3, 644 643 . 23502, "3247 23,158~ . 292
C 3865 66 o U51370 71 L5524 - 1.0
- 27,086°- 463 - - 28438 ¢ 392 24612 310
78928 ¢ 153 -7, 7,846 7108 -1 3,600 . 45
Ss812.0 99 Y o0 o 0" .0
83,335 1424» 64923 895 - 56894 717
. ?(55,‘035)’ (94 0) (22,726) ~(31.3) (5 543) (7.0)
S o.3335. .57 7, - . 1,578 _;2».2»# 75910
2,045 © 35 L8714 - 0.0
s (49 655) (821'.8)%,,$ 20,161) -~ (27.79)% $_(4,784) . (6.0)% -
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’Co‘mparﬁson of Year Ended December 31, 2002 and Year Ended December 31,2001,

Revenztes Revenues grew 94% from’ $72.5 million in 2001 to $794mrllron in 2002. Thrs growth was
principally the result of further penetratlon of ‘Our services in our. potent1al customer base across our national

‘platform, as well as the- successful cross-selling of services into our existing customer base.” Subscription-based

information preducts, including CoStar Property, CoStar Tenant, CoStar COMPS CoStar Exchange and CoStar

* Conneet, continue to account for over: 90% of the Company’s revenues.

Gross Margzn Gross margin increased from $42. 2 million in 2001 to $51 4 mllhon in 2002 Gross margin as a

- percentage of revenues increased from 58.2% in 2001 to 64.7% in"2002. The increase in gross margin amount and

percentage resulted from revenue growth. combined with a- reduction ‘in cost of revenues. _This reduction was -

- principally due to a $2. 5 million decrease in purchase price-amortization resulting from thé complete amortization of -

certain identified 1ntang1bles assets during the first quarter of 2002. This was somewhat offset by an increase in

research personnel costs compared to the same perlod in 2001,

- Sellzng,and Markenng Expenses.r Selling and marketmg expenses decreased from $235 mllllOI’l in 2001 to
$23.2 million in 2002 and decreased as a percentage of revenues from 32.4% in 2001 t0 29.2% in 2002. During

-2002, we signiﬁcantly increased the size of our sales force for subscription-based information products. Although

this growth occurred, selling and- ‘markéting expenses decreased during 2002 principally as a result of a reduction in
overall operatlng costs assocrated with the sales organlzauon mcludmg travel and other personnel costs. .

N

) Software Development Expenses Software _development expenses 1ncreased from $5 lmrlhon in 2001 to

- $5.5 ‘million in 2002 and decreased as a percentage of revenues from 7.1% in 2001 to 7.0% in 2002. The increase in
‘software development expenses reflects development costs for the increased number of products we now support. In

addltron these costs reflect the support of internal mformatlon systems to manage the Company’s growth

General and Admznzstranve Expenses General and admrmstratrve expenses, decreased from $28 4 mrlhon in
2001 to $24.6 million in 2002 and decreased as a percentage of revenues from '39.2% in 2001 to.31.0% in 2002.

The-decrease in the amount of general and administrative expenses is primarily due to reductions in administrative -~
o headcount communications, consultmg, travel costs and outside services durmg 2002

Purchase Amortzzanon Purchase amortrzatron decreased from $7 8 million in 2001 to $3. 6 rn1lllon in 2002.
Purchase amortization decreased primarily due to.the adoption of Statements of Financial Accounting Standards No.

" 141, “Business Combinations”, and No: 142, “Goodwill and Other Intangible Assets”. Under the new rules,

goodwill and intangible assets deemed to have indefinite, lives are no longer dmortized but are subject to annual )
impairment tests in accordance .with the Standards.. The effect of the riew rules decreased amortization expense

‘ \ related to goodwill by approx1mately $4 2 mrlhon for: 2002 as compared to 2001

Other ]ncorne ‘Net. Interest'and other income decreased from $1.6 mllhon in 2001 to $759, OOO in 2002. This

- "decrease was primarily’a result of lower total cash cash equlvalents and short term 1nvestment balances and.lower

interest. rates durmg the year. N . < r 1 o . -
Income Tax Benefz Income tax beneﬁt decreased from $987 000 in 2001 to $0 in 2002 This decrease was a,

result of the reversal of the deferred tax liability- 1ncurred in connect1on with the amort1zat1on of 1dent1ﬁed mtangrble

assets acqurred lhrough acquisitions. | ‘

"'Comparlson of Year Ended December 3ll 2@@11 and Year Ended Decemher 311 2@@@

Revenues Revenues grew 23.9% from $58 5 mrll1on in 2000 to $72 5 mlll10n in. 2001 Thrs increase resulted )

- prmcnpal]y from, the further penetrat1on of our services in our potentxal customer base across our national-platform,

as well as the successful cross selling of products into our existing customer base. Revenue from Comps, acquired -
in February of 2000, grew from $15.5 million in.2000 to $19.7 million in 2001. Increases in revenue achieved in- -all

. - major service areas were oartrally offset by a reduction in CoStar Marketplace electromc advert1s1ng revenue, whrch‘ .
. declmed from $1. 9 m1ll1on in 2000 to $1.3 mrllron in 2001 ‘ :

" Gross Margzn Gross margln mcreased from’ $28 3 m1llron 1n 2000 to $42 2 m1ll1on in 2001. Gross ‘margin as a
percentage of revenues mcreased from 48. 4% in 2000 to 58 2% 1n 2001 The increase in gross margin amount and

-

-, ! .
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percentage resulted from revenue growth combmed with the 1mpact ofa relatlvely fixed cost structure for research.
AS a result of the fixed cost structure, cost of revenues was relatively unchanged from 2000 to 2001. Purchase price
amortrzatron included in cost of revenues increased from $4 8 million in 2000 to $5.4 million in 2001.

Selling and Marketing Expenses.” Selling and marketmg expenses decreased from $37.6 million in 2000 to
$23.5 million in 2001 and decreased as a percentage of revenues from 64.3% in 2000-to 32.4% in 2001. Selling and -
marketing expenses decreased during 2001 as a result-of a substantial reduction in advertising and marketing
activities and a reduction in operating costs associated with the sales organization, including communications, iravel,
recruiting and personnel costs, partlcularly in the area of electronic advertrsmg

- Software Deve[opment Expenses‘ Soﬁware devel opment expenses mcreased from $3.9 mrl ion in 2000 to
$5.1 million in 2001 and increased as a percentage of revenues from 6:6% in 2000 to 7.1% in 2001. The increase in
software development expenses reflects development costs for the increased number of products we now support
including CoStar COMPS, CoStar Exchange and CoStar Connect ‘and the increase in support of internal systems to
manage the Company’ s growth ‘

General and' Admmzstranve Erpenses General and adm1n1strat1ve expenses 1ncreased from $27.1 million in -
2000 to $28.4-million in 2001 but decreased-as a percentage of revenues from 46.3% in 200010 39.2%in 2001. The
increase in, the amount of general and administrative expenses was primarily due to mcreased operational expenses:
associated with the _Company’s expanded operations, including office rent. expense and rncreased deprecratlon of
property and equrpment offset partrally by a decrease in outsrde services expenses.

Purchase Amorn-arzon Purchase amortization decreased from $8 9 mrll1on in 2000 to $7.8 million in 2001.
This' reduction resulted from a decrease in amortlzatron of certain mtangrble assets, “arising as part of the Comps
acqursltron .

Acquzred In-Process Developmenr Acqurred in: process development costs of $5 8 mrlhon in 2000 consist of in-
process development costs wrltten off as part of the Comps acqursrtron . -

' Other Income Net. lnterest and other income decreased from $3.3 million in 2000 to $1. 6 million in 2001 Thrs -
decrease was prlmarlly a result of” lower total cash cash equ1valents and short term investment balances and lower _

" interest rates during the year.

~ Income Tax Beneft Income'tax beneﬁt decreased from $2 0 mrllron in 2000 to $987, OOO in 2001. This decrease” |
~was a result of the reversal of the deferred tax 1ab1]1ty 1ncurred in connection ‘with the amomzatron of identified
intangible assets acqurred through acqulsmons 8 - »

S

Consolrdated Quarterly Results of Operatrons

The- followmg tables summarize our consolrdated résults of operatrons on a quarterly basis for the 1ndrcated;
' per1ods (in thousarids, except per share. amounts): . L .
: L 2001 o 0 -
Mar. 3l " June 3¢ Sept. 30 Dec 3ll _Mar.31  June30  Sept. 30 Dec. 31

Revenues. &t 15354 $ 18073 © § 18447 8 18, 639 519061 S 19539 §20075 S 20,688

Cost of revenues .....5...... 7,990 7,516 g ~7 532 .. 7278 ’7,096' 6,937 6,996 6,983
- Gross margm..‘.'.....f.......,..‘ 9364~ 10557 109150 11361 11965 12,602 13,079 13,705
, Operatrng expenses ......... 17,629 16,867 15 728 . 143699, 13,826 . 14,083 14,387 14,598
 Loss from operations .. (8265) . (6310) (4,813)_ (3338)  (1.861) . (1481 .(1308) (893) -
Other income (expense), . = . o ’ ‘ v o
P T L5750 374 348 281 239 . 214 183 123
Income tax benefit .......... 41 41 452 - 453 0 0 .0 - -0
Netloss .o S_(1.649) 'S (5895) 5_{4 013) 5 (2 04 5.0, 622) 5_(1267) s(L125) s (770)

Netlosspershare‘—\ S - ', C . L : - ' R
basic and diluted......... s__(049) s_ (038) §_ (0.2@' ;$ _ (017D s_019 $_(008) $_007) s_ (005
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.. Revenues .......... NI

G ) S . 7 \
o, o _Mar 31 June30 . Sept.30 Dec 3ll \Mar.Sl June3@ Sept: 30 :Dec. 31

. ' e / A (Asal?eu-centage ofll"otall Revenue) = )

s
[

Costofrevenues/.... L4607 416 . 408 -390 + . 372 355t 349 338 7
Gross margin.... 540 584,592 610 - 628 T 64.5 '/ 650 . 662
Operatmg expenses 101.6 ~ -7 933 "t"85.3 789 U725 . 721 o JJ16 70 5.

Loss from operatlons

. Income tax benefit ... 02 02 247 o 24 S 0007 00 _00 000
L NRUIOSS s Ql)%.iﬂ-é)% (218>% : (140)% _B9% _(655% _(5.6% _BD%
RecentAcqursrtsons k, S o e "; T R

’ . o4

Comps On February lO 2000 we acqurred all of the outstandmg caprtal stock of Comps a San Dlego based»
prov1der of commercial real estate information, for $49.0 million in cash and 2,259,034 shares of the Company s
. common stock. The acqu1smon has' been accounted for using: purchase accounting .and has been valued at

' ‘approx1mately $101.4 million for accounting. purposes. The purchase price was allocated primarily to.cash of $46 6
million, and acqulred database’ technology and other mtanglbles which are being amortized. over a period of 2 to.10

, years. In connection with the purchase of Comps '$5.8 million"of the purchase price’ was allocated to purchased in-

7100.0.%  100.0 % ’10_0.0% 100.0'9% . 100.0°% 1000 % >160\.0%’\1do‘.0’% g

3 ‘ @6 (349 (261) (179)‘ SCK) G RN B @3y
'Othermcome(expense) net ...... ‘33 210 719 LS 12 SO 09 - - 06 '

~

" . process development and "expensed upon-. acqulsltlon because the technological “feasibility of products under .

"development had not been established and no future alternative use existed.” The acquired in- process development
was analyzed through an mdependent th1rd-party va luation us1ng the ‘expected cash flow: approach o =

: '_ First [mage T echnologzes On November 9 2000 we completed the acqulsmon of First lmage the owner of the ‘

“.Metropolls software system, a smgle interface that combines commercial real estate data from multiple mformatlon/

prov1ders We acqulred all of the outstandmg capltal stock of First Image for- approxrmately $665,000 in cash and -,
-9, 424 shares of our. common stock. The transaction was accounted for as & purchase,- and the initjal consrderatlon .

;*was valued. for accountmg purposes: at approxrmately $950;000- 1nclud1ng acquisition expenses 'In addition; the
acqursmon agreement provided. for approximately’ $950,000 of additional consideration (in a combination. of cash

. consideration valued at approximateély $432,000 consisting of a cash payment of approximately $333, 000 and 4,712 .
‘,shares of common stock. .Under -the agteement, the sole shareholder has the: opportumty to recerve addltlonal -

“and stock) to be paid by CoStar upon the ‘achiévement of certain operating “goals by the sole stockholder of First

Image. On’ June 7,2002,"in consideration of the- achlevement of one of the operating. goals, we issued additional

consrderatlon upon the achrevement of the second of the operatmg goals. - . .~

. Real Net On September 19 2002 ‘we acqurred certam assets of Portland- based commercral real estate -
. mformat10n prov1der REAL-NET;'in a purchase business combination for $305, 000 in cash. The purchase price -

was allocated prlmarlly to acqurred database technology and customer base Wthh erl be amortrzed over a period .

‘. . ;

ofﬁveyears B o T T s

Properly [ntellzgence plc On January 6 2003 We acqulred the share cap1tal of London based ' Property_-

Intelligence for the U.S. dollar equlvalent of approx1mately $16.4 mrlhon in cash paid'to the. owners of the-share .

capital and approx1mately $400,000 ‘in cash, nef of exercise proceeds, paid to the option holders of - Property;" P

Intelligence who srmultaneous]y exerc1sed their optrons with the closing of the acqulsmon The acqursmon has been

: capltal accounts, database technology, Customer base and. goodw1ll The acquired database technology and customer/
. base will be amortized over their estlmated useful lives:’ Goodw1l1 will-not be amortlzed "but.is subject to annual”
1mpa1rrnent tests. Property Intelllgence whose operatrons prmcrpally consrst of FOCUS Informatron isa, leadmg\ '

-~ A- PR . ~ PR ," R ’,~,,/

“accounted for using-purchase accountmg The purchase price was pr1n01pa11y allocated to cash and other workmg -
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anuldrty and Caprtal Resources : V s
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Our prmcrpal sources of hqurdrty are cash cash equwalents and short terrn mvestments Total cash and cash
equlvalents cash held for’ acqursmon and short-terim investments' were $43.5.million ‘at December 31, 2002 -an

increaseof $1.5 million from $42.0 million at December 31, 2001. Our cash and cash equivalents balance was -
< $25.5 million and $30.7 million, and our short term- investments balance was $1.6 million and $11.3 million at -
o December 31,2002 and 2001, respectrvely At December 31 2002, we had $16.4 mlll1on of cash allocated- for the
. acqulsmon of London-based Property Intellrgence ‘Which was pa1d out in conjunctlon with the: closing. of this'
" acquisition on January 6,2003. The increase'in cash and cash equlvalents cash held for acquisition and short-terni | \

investments in 2002 over. 2001 was due principally to_cash prov1ded from operating -activities and the -exercise. of
stock opt1ons offset by. $4. 0 million in purchases of property ‘and. equipment, a cash payment of $333,000 paid in~
connectlon ‘with the’ complet1on of one of the earn- -out prov1s1ons relating to the acqu1s1t1on of First’ Image and a. cash

payment of 8305, 000 in con51deratron for the acqu1srtron of certam of the assets: of REAL-NET

© Net cash provrded by operatmg actrvrtres for the year- ended December 31, 2002 was $5 6 mr]hon compared to
net cash used in operating “activities.of $4 5 mrllron for the year. ended December 31, 2001. This $10.1 million

. increase in net cash prov1ded by operatrng act1v1t1es was prmc1pally the result-of revenue: growth and reductrons in

operatmg ‘activities should be sufﬁcrent to fund our operatrons for at least the next 12 months. .~ © - -

‘ Recent Accountmg Pronouncements IS

operatmg expenses both of whrch contr1buted to'a reductlon of our net loss for 2002 compared to 2001

o o

Net cash used in 1nvest1ng actrvmes was $ll 5 mrlhon for the year ended December 31 2002 compared to net

‘cash used in investing activities of $10. 3 million for the year ended December, 31,2001. This increase in net cash

used in mvesnng act1v1t1es durmg 2002 ‘was pr1ncrpally due- to an 1ncrease in purchases of property and equ1pment

"We have entered info numerous operatmg {eases  for ofﬁce space throughout the country, 1nclud1ng our’

. :headquarters and -as of December 31, 2002 had annual comm1tments for total rent payments ranging from $5.2
-~ million to' $450;000 over the next eight. years. During the third and fourth guarters of 2002, we. completed our
'gplanned relocatron of ourSan Drego office and 1ncurred cap1tal expendltures of approxrmately $l 5 million.: ‘

v

To date, ‘we have grown in part by acqumng othér compames and-we may contmue to make aequxsltrons Our-~

«acqu1s1tlons mady vary in size and could'be mater1al to our current operat1ons ‘We expect to use cash stock debt or.
“other means of Jr"undmg to make these acqursmons C * :

P

Based on current plans, we belreve that our avarlable cash combmed with pos1t1ve cash ﬂow provrded by"'

P

Although we have experrenced net losses to date, we. expect to achleve tax bas1s earmngs in 2003 Once we

- have determmed that we will be able to begm ut1lrz1ng a srgnrﬁcant portion of our deferred tax assets, we _expect to
~offset any income tax liability related to- our tax basis earmngs with ‘our net operating loss carryforwards "In future ’

per1ods to the extent we ‘are"not able to offset our taxable income by the benefits of ‘our net. operatmg loss .

. carryforwards We would incur an 1ncome tax charge to our consohdated statement of operatlons -

' N I .’ . - - < ' . ' 7
. Z 3 ; o

We do not belie,ve the impact of inflation has \signiﬁcantly\affected our-operation‘s[ S o
‘\" . . .

In July 2002 the FASB ‘issued SFAS No. 146 “Accountmg for Costs Assocrated w1th Exit or Drsposal

Activities.” SFAS No. 146 addresses financial accounting and reporting for costs agsociated with exit or disposal ‘
activities and supercedes Emergmg Issues ‘Task Force Issue No. 94-3, “Llabrhty Recogmnon for Certain Employee

Termmatron Benefits and Other Costs to Exit an Act1v1ty (1nclud1ng Certain Costs Incuirred in a Restructuring).”
SFAS NG. 146 requires the recogmnon of costs assocrated with exit or d1sposal activities when they are incurred .
rather than-at thé date of a commitment to an exit.or d1sposal plan’ and also estabhshes fair value as the objective for .
initial-measurement of‘the ‘costs. We are requ1red to adopt SFAS No 146 for exit or drsposal activities that are '

' inifiated after’ ‘December 31, 2002. We do not expect ‘the adoptron of SFAS No. 146 to have a material 1mpact on
- our ﬁnanmal posmon results of operanons or cash ﬂows ‘ : o

v
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_ In December 2002 the FASB issued SFAS No 148 “Accountrng for Stock Based Compensatlon — Transrtron \
and Drsclosure an amendment.of FASB %tatement No. 123.”This Statement, which. is effectlve for fiscal years a

-ending’ after December 15, 2002, amends, SFAS No. 123 and provides alternative- methods of transition for a

voluntary change to the fair value based method of accounting. for stock-based compensation. In addition, SFAS -

‘No. 148 amends the disclosure requirements of SFAS No. 123 regardless of the accountmg method used to account

for stock-based compensation.- We have chosen to continue to, account for stock-based compensation of employees
using the intrinsic value method prescribed in APB' No. 25 and; related interpretations. The enhanced drsclosure

g provrsrons as deﬁned by SFAS No. 148 are effect1ve now for our year ended December 31 2002

Cautronary Statement Cuncermng lForward Loolkmg Statements

We have made forward lookmg statements in this Report that are subject to rlsks -and uncertamtres " Forward-
looking statements include rnformatron that 18 not purely historic fact and 1nclude without limitation,- statements -
concerning .our financial outlook ‘for 2003 and beyond, our possible or assumed. future results of operations

‘generally, and other statemeénts and information regarding assumptrons about our revenues, pro forma net income,

* EBITDA, GAAP-basis_earnings,. tax-basis earnings, cash flow from operations, available cash, amortization ' *
:.'\e(pense intangible asset. recoVery, earnings per- share, caprta and other _expenditures, financing plans, capital
' structure, legal proceedings and claims, our database, products and facrhtres employee relations, future economic.
* performance, management’s-plans, goals and- objectives. for future operations and growth and markets for our stock.-

The sections "of this Report ‘which contain forward-looking statements iniclude “Business”, SProperties”, “Legal.
Proceedmgs " “Management’s_ Discussion and .Analysis of Financial Condition and Results of Operations”,
“Quantitative and Qualrtatlve Drsclosures About Market Rlsk” and the F 1nancral Statements and related Notes

“Our forward- lookrng statements are also 1dent1ﬁed by words such as “beheves “expects”, antrclpates
“intends’; “estimates” or similar expressions. You should -uiderstand that these forward -looking statements are:

' necessarily estimates reflecting our'judgment, not guarantées of fuiture performance They are subject to-a number
of assumptions, risks and uncertainties that-could cause actual results to differ ‘materially from those expressed or

1mplled in the forward-looking statements. You should understand that the following important factors, in addition

‘to those discussed in “Risk Factors™, could affect our future results and could cause those results or other cutcomes.
. to differ materially from those expressed or rmplred in our forward- lookrng statements: " general  economic

conditions; customer retention; comipetition; .the' Company’s abrlrty to control costs; changes”or consolldatrons
within the comriercial real estate industry; release of new and upgraded products by the Company or our

" competitors; data quality; development of our sales force: employee retention; technical problems with our products;
. managerial execution; changes.in relationships with real-estate brokers and other strategic partners; foreign currency
- fluctuations; legal and regulatory issues; changes in accounting polrcres or practrces and successful adoption of and
" training on our products. : - ‘ / )

H

* "Accordingly, you should not place undue relrance on forward lookrng statements, which speak only as of thev

- ‘date of this Report. All subsequent-written and oral” forward- lookmg statements attributable to us or any person
-acting on our behalf are expressly quallﬁed in their entirety by the cautionary statements contained or referred to in

this section.© We .do. not undertake any obligation” to 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

‘ unantrcrpated events.

Risk Factors y‘,' GRS T

Our fiiture profitability is uncertam To ‘date, we have not recorded an overall operatmg proﬁt because the
investment required- for geographic expansion and new servrces has caused our eéxpenses to exceed ourprofits. Our" -

_abil 1ty to earn.a profit will largely depend on our abrhty to manage our growth, and to generate revenues' that exceed

our,expenses. -In addition, our ablhty to earn a proﬁt to increase revenues or.to control costs could be affected by -
the factors set forth below. We may not be able to generate revenues or control expenses sufficient to earn a profit,
to malntam proﬁts ona quarterly or. annual basrs Of to sustain or mcrease our future revenue growth.

Our operatzng results may Sfuctuate szgmf icantly. Our operatlng results, revenues and expenses may fluctuate
with general economjc conditions and also for many other reasons, such as: cancellations -or non- -renewals of our

products; competrtlon our ability to_control expenses; loss of clients or revenues; changes'or consolidation in the -

real estate. mdustry, the trmmg and success of new service 1ntroduct10ns and enhancements the. development of our

L
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" sales force managenal execut1on data, qual1ty, employee retention; foreign. currency ﬂuctuat1ons our mvestments
.in geographic expansron successful ‘adoption of and training on the Company’s products; the timing of investing the.
net proceeds from our offermgs acqu151trons of other companies or assets; sales, brand enhancement and marketmg
promotronal actrvmes client training and support activities; changes in client budgets; or our investments in other
corporate resources. In addition, changes in accounting policies or practices may affect our results of operations,
mcludmg without lrm]tatron changes requ1r1ng us to- expense stock optrons

We may’ not be able fo atfract and retain clzents Our success and revenues depend on attractmg and retammg
‘subscribers to our services.» T he CoStar Property, CoStar Tenant and CoStar COMPS subscription contracts, which
generate the largest port1on of our revenue, generally range from terms of ene to three years. Our clients may decide
. not to renew or to cancel their agreements as a result of several factors including: a dec1510n that they have no need
~ for our produets; a decision to use alternatrve products; pr1cmg and budgetary constraints; consolidation i in the real
- estate 1ndustry, data quality; technical problems Or economic or competmve pressures. In ‘addition, if we do not -
maintain adequate training and support 'levels, we could experience reduced demand for our services. If clients
decide not to renew. or cancel their agreements, ‘and we .do not attract new’ cl1ents then our revenues will be
) adversely affected L T R

)
Y 4 “

‘Our operating costs’ may be hzgher than we expect Many of our expenses particularly personnel costs and
occupancy costs, ‘are relatively fixed.. Asa result -we may not be able to adjust spending quickly enough to offset
" any unexpected revenue shortfall or increase in expenses., Addmonally, we may experrence higher than expected
operatmg COStS, 1ncludmg 1ncreased personnel' costs, selling and marketing costs, investments in geographic
expansion, -acquisition costs, occipancy costs, communications, costs, travel costs, software development costs,

_outside services costs and othér costs. If operating costs exceed our expectations or cannot be adjusted accordmgly, .

_our business, results of operat1ons and financial condition w1ll be adversely affected

Competztzon could render our services uncompetitive, The market for 1nf0rmat1on systems and services in
general is highly competmve and rapidly changing.  Our existing competltors or potential new compemors may
have greater name recognition, larger customer bases, better technology or data, lower prices, easier access to data, -
greater user traffic or greater financial, technical or marketmg resources than we have. Our competitors may be able
to undertake more extensive marketmg campaigns, obtain more data, adopt more aggressive pricing policies, make
more attractive offers to potential employees subscribers, distribution partners and content providers or may be able
to respond more quickly.'to new or emergmg technologres or changes.in user requirements. Increased competition
- could result in lower revenues and hrgher expenses, whrch would reduce our proﬁtabrlrty

" Continued downrum or consolzdarzon in the commerczal real estate- zndustrv may, have g an adverse effect on our

business. Currently, the commercial real estate industry is in a_ weakened state, as evidenced by higher vacancy rates =

_and lower leasing dctivity, rental rates and absorption rates. A depréssed commercial real estate market has'a

. negative impact on our core Customer base and adversely ‘affects our business. A continuation of the weak -
commercial real estate business may continue to’affect our ability to generate new sales and 'may lead to more
cancellations by our current or future customeérs, both of which would have a material adverse effect on our revenues
-and our results of operations. Also, companies in this industry are consolidating, -often in order to reduce expenses.
. Consolidation may lead to more cancellations of our services by-our customers, reduce the riumber of our existing
clients; reduce the size of our target market, or increase our clients’ bargammg power, all of which would have a
. material adverse effect on our’ revenues and results of operat1ons \ ‘

General economic. condmonv cou/d have an. adverse effect on our busmess Our business and the commercral
real estate industry aré ‘particularly affected by negative trends in the general economy. The success of our business
depends on a number of factors relating to general global, national, regional and local economic conditions;
“including inflation, interest rates, perceived and actual economic conditions, taxation policies, availability of credit,
employment levels, and wage and salary levels. The current negative state of the economy, and the commercial real
estate industry in’particular, has had a negative impact on our busmess Any continuation of these negatlve general
economic conditions could adversely affect our business. Add1t1onally, any war in whrch the United States is
involved or any srgmﬁcant terrorist attack is’likely to have a dampening'effect on the economy in general which
could -affect our ﬁnan01al performance and our stock price. In addition, a significant increase in inflation could
“increase our expenses ‘which may not be offset by increased revenues. If clients choose to cancel our services as’ a
result of economic condmons and we do not acquire new cllents our financial position. would be adversely affected.

&
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Internatzonal expanszon may resulr in new buszness rzsks Our mtematronal expansmn could subject us to new
busmess risks, 1nclud1ng adapting to, the: dlffermg business practices and laws in foreign. commercial real €state
markets difficulties in-managing foreign operations; limited protection -for intellectual property rights'in some

countrres difficulty in.collecting accounts receivable and longer collectron periods; costs of enforcing contractual - - o

oblrgatlons impact of recessions in économies outside the United States; currency’ exchange rate fluctuations; and-
potentra ily adverse tax consequences. . In addition, 1nternatronal expansion imposes addrtronal burdens on our
-executive and adm1n1strat1ve personnel systems development research and sales ‘departments; and general -

- managenal resources. ‘If we are not able to manage our expanded growth successfully, it.could have'a material -
. adverse_effect on our proﬁtabrlrty Finally, ‘the investment required for international expansron could exceed the -

proﬁt generated ‘rom such expansron whrch could adversely affect our- fmanc1al condltron T

’ [ /

F Zuctuatzng f Jrezgn currencies, may negatwely zmpact our buszness results of operatzons andfi nancial condition.
As.a result of the- Property Intelligence: acqursrtron a portion of our business-is denominated in the British Pound
‘and as -such ﬂuctuatrons in forelgn currencies may.have an impact on our business, results of operations, and
-financial condition. This currengy may‘be affected by internal factors, and extemal developments in othér countries,
all .of which can have an  ddverse impact on a country's currency Currently, we do not have any hedging .

transactrons to reduce our exposure to exchange rate fluctuations. We may seek to enter ‘hedging transactions in the .

ﬁJture but ;we ‘may’ be. unable to enter into theseé transactions. successful ly or-at all. . We: cannot. predlct whether
forergn exchangc losses will be incurred in the future and srgnlﬁcant forergn exchange ﬂuctuatlons may have a’
materlal adverse effect on our results of operatrons t \ -

“We may not be able to successfully lntroduce new products or upgraded products‘ Our’ future busmess and r
ﬁnancral success will depend on ‘our- ability to contmue to’ introducé new products-and upgraded products into the .

. marketplace To be successful, we must adapt to rapid technological changes by continually enhancing our products: - By
", and services: Developmg new products and upgrades to. products_ 1mposes heavy burdens. on -our systems . - \

development department product managers, management and researchers. This process is costly, and we cannot

. assure, you that we will be able_to successfully develop and enhance our services and products _In addition,” .’

. successfully launchmg and selhng d new product such as web- based CoStar Property 8.0, piits pressure on our sales
and marketmg resources. If we are unable to- develop néw products or upgrades to our products, then our customers

may choose-a competrtlve service over ours and our busmess may be adversely affected. In addmon if we incur -

srgmﬁcant ‘costs in developmg new products or upgrades to our products are not successful in marketrng and selling "
*these new’ products or upgrades or our customers fall to accept these new products it could have a materral adverse

: effect onourresults ofoperatrons L oo e R
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If we are not able to obtam and maintain, accurate comprehenszve or relzable data our buszness could be

. harmed Our'success depends onrour clients™ conﬁdence in the comprehensweness accuracy .and reliability of the

data we prov1de The task-of establlshmg and marntamrng accurate and reliable data is challenging. If.our data is -
_ not current, accurate comprehensrve or reliable, we could experience reduced demand for our services or legal .
clanns by our, customers which could result in lower revenues and higher expenses In addition; we license some of A

our data, images and’ technology from public records providers and other third party suppliers: to enhance our . g

products and services. If we are unable to enter into licensing agreements with these entities, if the data images or_
" “technology becomes unavallable for'any reason, or if the costs for these, products rise, we could experlence mcreased
costs or less comprehensrve data or technology, whlch could harm our business. . . - - -

If wé are unable 10 hzre retain- and contintie to develop our sales force zt coula' have a maZerzal adverse eﬁect o
on our business. In order to support revenue ‘growth, we need to- continue to' develop, tra1n and retain our sales
. force. Our ability to build and develop a strong sales force may be’ affected by a.number of factors, including: our

abrhty to integrate and motivate sales personnel our ability to effectrvely train our sales force; the. abrhty of our

. sales-force to sell' an increased- number of products the length of time it takes new - sales personnel ‘to become’
productrve the competition we face-from other compames in hiring and retaining sales personnel; and our ability to-- -

mianage a multr location ;sales. organlzatron If we are unable to hire, develop or retain the members of our sales :
~ force, or, 1f our sales force is unproductrve it could have a materlal adverse effect on our revenues and expenses

“

Our buszness depends on retaznzng and aztractzng htghly capable management and operatzng personne? Our»
success depends in large part on our ability:to retain and attract mahagement and operating personnel including our

- Presrdent and C! hief Executive Officer, Andrew Florance, .our .officers and other key employees: Our business
C requrres hlghly skrlled techmcal sales management web- development marketmg and research personnel who are

PR V ) . _ /s
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in high demand and are often subject to competmg offers To retaln and attract key personnel we use various

. measures, mcludmg employment agreements, a stock. optron plan and incentive bonuses for key executive officers. . -
These measures may not be enough to retain and attract the personnel we need or. o offset the 1mpact on our. -
1bus1ness of the loss of the services of Mr Florance or other key ofﬁcers or employees - . s

I we do not generate suff cient cash ﬂows from operatzons we may need addztzonal capztal To date, we have
" financed our operations through -cash generated from operations of our profitable regions, the sale of our stock and .
borrowing money. If we'do not-generate enough cash from operatrons to finance our business in the future, we will ,
_ need to raise-additional funds through public or pfivate ﬁnancmg ‘Selling additional equity securities could dilute - .~
the equ1ty interests of our stockholders, If we borrow money, we will have to pay interest and agree to restrictions
‘that may limit.our operating flexibility.. We may not be able to obtain funds needed to findnce our operations at all X
or may be able to obtain funds only on unattractwe terms.. If we_require addmonal funds and are not able to obtain
such funds, it would have a material adverse effect.on our. operat1ons
T echnzcal problems that aﬁ"ect our customers use or access to our products could have an adverse eﬁect on our .
buszness Our busmess mcreasmgly depends upon the satrsfactory performance, reliability and availability of our R »
--web site, the Internet and our service prov1ders Problems with our web site, the Internet or the services provided by '
our local exchange carriers or Internet service provrders could result in slower connections for our customers or
 interfere with our customers’ access to our products If we ‘experience technical problems' in distributing our- \
© products, we could: expenence reduced demand for our products In'addition, the software underlying our services is o
complex and’ may ‘contain undetected errors. Desplte testing, we cannot be certain that errors will not be found i in-
our software _Any errors could result 1n adverse pub11c1ty,~1mpa1red use of our services, loss:of revenues, cost '
“increases and. legal ¢laims by customers All these factors could senously damage our- busrness operating results -
and ﬁnancral condrtlon N P Y I T t

' . 4 B ¢
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3 . . . . .
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. Temporary.or permanent outages of our computers software or telecommunzcatlons equlpment could have an- o
adverse effect on our busmess . Our operations depend on our ability to protect our: database, computers and
‘software telecommumcatrons equipment and facilities. agamst damage from, potentlal dangers such as fire, power
loss, security breaches and telecommunications Tailures. ' Any temporary or permanent loss of one or more of these
systems or facilities from an accident, equlpment malfunction or some other cause could harm our, business. If we,

-experience a failure that results in our-not being able to del1ver our products to chents or to update our products we
could expenence reduced demand for our products ’ - . ,

We rnay be unable to enforce or defend our ownersth and use of zntellectual property. The success of our

‘business depends in- large part on the intellectual property involved in -our methodologies, database, products and

software., " We: rely. on” a -combination of trade secret, patent,. copyrrght and other laws; nondrsclosure and

= noncompetrtlon prov1srons lrcense agreements and ‘other contractual provisions and technical measures to protect - k
our- 1ntellectual property rights. However current law may not provrde for adequate protection of our-databases and . :
the actual data. In addition, legal, standards relating to ‘the va11d1ty, enforceabrhty and’ scope of protectron of
propnetary rights in Internet-related businesses are uncertain and evolving, and we-cannot assure you of the future

~ viability or value of any of our proprietary r1ghts Our busmess could be srgmﬁcantly harmed if we are not ‘able to -
" protect our content and our other intellectual property. . The same - -would betrue if a court found that our services
infringe other.persons’ intellectual property nghts Any intellectual property lawsuits-in which we are involved,
either as a plaintiff or -as a defendant, could cost us. a srgnrﬁcant amount of t1me and. money and’ distract o
,management s attention from operatrng our business. In addition, if any intellectual property claims are-adversely . -
determined, this could result in 4 change to our methodology or. products and could have-a. materral adverse result on ‘
our. ﬁnancral position’ and our busrness ;

We may be sub]ect fo Zegal lzabzlzty for dlsplayzng o dzstrzbutzng znformatzon Bec‘au’se the ‘content in' our
,database is distributed to’others, we may be, subJect to claims for defamation, neghgence or copyright or trademark
" infringement or claims based on other theones ‘We could also be subject to claims based upon the content that is
accessible. from our web site through links to other web sites ‘or’ information on our web site- supplred by third °
parties. Even if these claims do not résult in lrabrhty to us, we could incur significant costs ih investigating and-
-defending’ against'any claims. Qur potential fiability for’ 1nformat10n drstrrbuted by us to others could require us’ to.
implement measures to reduce our exposure. to, l1ab111ty, Wh1ch may require the expendlture of substant1a1 resources’
- and limit the attract1veness of our serv1ce to users

-
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thzganon in which we become znvolved or newly- adopted laws and regulatlons may adversely affect our
business.- Currently and from time to ‘time, we are mvolved in litigation incidental to the conduct of our business.
- We cannot assure you that we will have sufficient insurance to cover our pendmg claims or our future claims. Any
lawsuits in which we.are involved could cost us a significant amount of time and money. _If any pending claims or
future claims are adversely determined, they could have a material adverse effect on our ﬁnancral posmon or results
of operations: In addition, governments in_the United States or abroad could adopt laws that could harm our
_ business. - For example, by regulating the mformat1on we pr0v1de or regulatmg our transmissions over the Internet,
‘or exposing our business to taxes in various Jur1sdlctlons Comphance w1th any such laws could i 1ncrease our costs’
or make our. products less: attractlve : . : -

N

o N

Market volatzlztv may have an adverse eﬁ‘ect on oiir stock price. The tradmg pr1ce of. our common stock has’
fluctuated w1delv in the past,'and we expect that it will continue to fluctuate in the future. The price could fluctuate
widely: based on:numeérous factors including: quarter- -to- -quarter variations in our operating results; changes n -
’analysts estimates of our earnings; -announcements by us or our competitors of technological innovations or new
‘services; general conditions in the commercxal real estate industry; developments or. drsputes concerning copyrlghtsf
" ‘or proprietary rights; regulatory developments and economic or other factors.. In addition, in recent years, the stock .
"+ market in'general, and the shares of Internet-related and other technology companies in part1cular have experlenced -
extreme price fluctuations. Th1s volatility has had a Substantial effect on the ‘market’ pr1ces of securities issued by ‘

o

_ lltem TA. Qnantttatnve and Qualntatnve Dusclosures About Marl(et Rtslk

" We do not have s1gn1ﬁcant exposure to market risks assoc1ated with changes in 1nterest rates related to cash
. equlvalent securmes ‘held as of December 31,2002, .

. We have a substantlal amount of 1ntang1ble assets Although as of December 31,2002 we beheve our intangible
assets will be recoverable, -changes in’ the economy, the business in-which we .operate and our .own relative -
~ performance could change the assumptions used to evaluate 1ntang1ble asset recoverability. In the event that we:
~ determine that an asset has been impaired, we would recognize an impairment charge for the excess amount by
which’ the carrying amount of the assets exceeds the fair value of the asset. We continue to’ monitor these
assumptlons and their effect on the est1mated recoverab1l1ty of our mtanglble assets PR

. We d1d not have sxgmﬁcant exposure to forelon currency risk associated with ﬂuctuatlons in forergn currencies
as of December 31, 2002. . Ori January 6, 2003, wé acqulred the share cdpital of London- based Property Intelligence.
Property Intelhgence is a leading provider of information services to the commercial-real estate -and related business
commumty in the-United Kingdom: Our functional currency for our operatlons in the United ngdom 1s the local -
currency. As such, fluctuations in the Btitish Pound may have an impact on our busmess results of operat1ons and
financial condition. We may seek to enter hedglng transactions.in.the future to reduce our exposure to exchange rate
ﬂuctuatlons but we ‘may be unable to enter into hedglng transactions successfully or at all oL

1

' ‘ltenn 8: Ftnancnal Statements and Supplementary Data

F1nan01al Statements meeting the requ1rements of Regulatlon S-X are set forth begmnmg at page F- l

. TItém 9. Changes in and Dusagreements wuth Acconntants ot Acconntnng and anancnal Dnsclosnre

_ - Notapplicable. . Lo
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I PART Hl
: ltem 10 Directors and lExecutrve @fﬁcers of the Regnstrant

The mformatlon requrred by this Item 1s mcorporated by reference to our Proxy Statement

v

Item lll Executrve Compensatmn

'

The 1nformatron requ1red by this Item is 1ncorporated by reference to our Proxy Statement

Ttem 12. Securrty Ownershrp of Certann Beneﬁcral @wners and Management and Related Stockholder '
Matters - ’ .

>
t . -

The lnformatlon requlred by thls Ttem is mcorporated by reference to our Proxy Statement

' . Item l3 Certaln Relatronshnps and Related Transactrons

S~ L

The mformatlon requlred by thrs Ttém s mcorporated by reference to our Proxy Statement

Etem M Controls and Procedures : .

‘

Wlthm the 90 days prror to the date of thrs report CoStar camed out an evaluatron under. the. superv1s10n and.
Officer of CoStar, of the. efféctiveness of the desrgn and operatlon of CoStar’s disclosure controls and procedures

. Financial Officer of CoStar ‘concluded that as of the date of such evaluation, disclosure controls and procedures were
effective in trmely alertmg them to material information relating.to CoStar (mcludmg its consolidated sub51d1arres)
required to be included in CoStar’s periodic filings- with the Securities. and Exchange Commission, We note,
however, that the des1gn of any system.of controls 1s based.i in part upon certain assumptions about the likelihood of )
future events, and. there_can be no assurance ‘that any de51gn will succeed in'achieving its’stated goals under all -
potential -future condrtlons regardless of how remote. There have been no significant changes in CoStar’s internal.

‘ controls or in. other factors that could srgnlﬁcantly affect 1ntemal ¢ontrols subsequent to the date of therr evaluation.

o .
‘ S o ;. - ST -
! v B N

Lo Lo PAMW \

lltem 15.  Exhibits, Punancral Starement Schedules and Reports on Form 8-K

\

(a)(1) The followmg ﬁnanc1al statements are ﬁled as a part of this report CoStar Group, Inc. Conso lidated
- Financial Statements o

‘ - (@2) . All schedules are: omrtted because they are not applrcable or not requrred or because the required
o o  ‘information is 1ncorporated here by reference or mcluded in the financial statements or related notes
' S " included elsewhere in this report: :

' ‘(a)(3;) The. documents requrred to be ﬁled as exhrbrts to this Report under Item 601 of Regulation S-K are
listed- in the Exhibit Index 1ncluded elsewhere in this report which; llst is 1ncorp01ated hérein: by
reference. - . ,

“(b) ©  Wedidnot file any reports on Form 8-K during the.’quarter ended December 31, 2002,

25

" with the partrcrpatron of CoStar’s ‘management, 1nclud1ng the ‘Chief Execufive Ofﬁcer and the Chief Financial®

pursuant to Exchange Act Rule,13a-14. ‘Based upon that -evaluation, the Chief Executive Officer and the Chief - o
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) Pursuant to the requ1rements of Sectlon 13 of the Securltres Exchange Act of 1934 as amended the Reglstrant B
has duly caused this report to be signed on 1ts behalf by the undersigned, thereunto duly authorlzed in the Crty of
. ,Bethesda State of Maryland on the 25th day of March 2003 . L A

o T C@STAR GR@UP IINC e
Ce -By: : sl - s/ - :
' T e T AndreWC Florance/\ s
Chief Executlve Ofﬁcer and Pres1dent

KNOW ALL . PERSONS BY THESE PRESENTS that each 1nd1v1dua1 whose srgnature appears below -
constitutes and. appoints Andrew.C. Florance and Frank A. Carchedi, and each of them individually, as their: ftrue and
, e lawful, .attorneys-in-fact and agents, with full power of substltutlon for him and in his name, place and stead, in any
< -~ -and all capacities, to s1gn any and all amendments to- this report, and to ﬁle the same, with all exhibits thereto and to .
R ' 1 documents in connection therewith, with the Secuntles and Exchange Comimission, granting unto said attorneys-
TP in- -fact and agents, and each of them, full power and authorrty to' do and perform each and every act and thing -
e ~.requlsrte and necessary to be done in connectron therewith, as fully to all intents and purposes as he might or could. -
; ..doin person, herein by ratifying and conﬁrmmg all that said attorneys in-fact and agents or “any’ of them, or hlS or

¢

BN “their substltute or substltutes may lawfully do o, cause to be done by vrrtue hereof

I

R Pursuant to the requlrements of the Securltles Exchange Act of 1934 as amended thrs report has been srgned by
- 'the followmg persons 1n the capacmes 1nd1cated on- the dates mdlcated ‘

Slgnarure

/s]“:

 -Michael R, Klein . _

~Andrew C. Florance

o

Christopher J. Nassetta = -

Capacnty

,AC,h'airman,of the(Board' ; .

, Chlef Executrve Ofﬁcer and

Pre51dent and a Drrector
(Prmmpal Executlve Ofﬁcer)

" Date - L -

“* March 25,2003 -

March 25,2003

o /S/ ’ i : . Ch1efF1nancral Ofﬁcer March"ZVS,‘2OO‘3 L
-+ "Frank A. Carchedi- - . (Ch1ef Fmancral andAccountlng Ofﬁcer) R
3 sl ‘ DlreC,to'r, ; Ma‘rcu‘"zé,‘,zooi R
.David Bonderrnan:’ 2 S - i
L g g " Director” K March 25, 2003
I ‘Warren H. Haber - \ B \ ) )
Cos . Director ;" . March 25,2003 - . .
Josiah O.Low, Il ‘ g L L
T YA " Director "' March 35,2003 .
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* . CERTIFICATIONS .

‘I,'Andrew.C. FiOrance, certify that: - S
LT have reviewed this annual ‘rep‘cgrt‘on‘Fo'rm 10-K of ‘CoStar Gfoup, Inc,;

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

3. Based on my knowledge, the ﬁnanqial stgténien’ts; and other financial information included in this annual
. report, fairly present in all material respects the financial condition, results of operations and cash flows of
. theregistrant as of, and for, the periods presented in'this annual report; ‘ ‘

S 4. The régisiram’s ‘other céi‘iifyipg oﬁicefs and | a‘r‘é‘\ r;esponsible“f‘or es’tablish'mgand maintainir}g‘diéciosqfe
* . ‘controls-and procedures (as defined-in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:, . v ST A

- ) . N o S N o N , -

a)\ - designed such disclosure-controls and procedures to ensure that material ‘iﬁfonnation‘relating to

entities, particularly during ‘tlh(e peri6d in which this annual report-is b\eing'p‘repared;‘

i

b)  evaluated the eff(e;ctiv’e‘;né\s‘s‘bf; the tegistrant’s disclosure ‘controls and proecedures as of a dafg L
*_ - within 90 days prior to the filing date-of this annual report (the “Evaluation Date™); and . '

- ¢)  presented in this annual report our conclusions about the effectiveness of the disclosure controls
o and procedures based on our evaluation as of the Evaluation Date; SR e

R v

5. The"r,eéist‘raht_’s other certifying' officers and I have disclosed, based on ‘our most recent evaluation, to the
-Tegistrant’s auditors’ and the audit committee. of registrejnt’s' board of directors (or persons performing ‘the
‘equivalent-function): - - ' o o Yo c ’ A R

- N

<) all»signiﬁéént‘deﬁ’ci‘.encies' in the désign/ or operatién of internal controls' which could adversely
: affect the, registrant’s ability to record; process,’ summarize and report financial data and have:
identified fo‘r’the/fegis"trant’s’ auditors any material weaknesses in internal controls; and

S, N . - o~

&S

b) . any _fra,ﬁd, Whét_hf;r or not materidl, that inyo‘l’vgs" management (‘),r.o‘the‘r" emplpyeés_f who have a
' significant role in the Tegistrant’s intérnal controls;and .- .- - . R o

s,

6.. The registrant’s other certifyipg,dfﬁcefé and T have indicated in this anriual report whether or.not there were’

the registrant, including-its consolidated subsidiaries, is made known 10 us by others within those .

- significant changes in intérnal controls or in. other factors that could significantly affect intefnal controls . - -

‘subsequent 'to the date’ of ‘our-most recent éyalﬁatioh,‘inbluding ‘any. corrective acfions_.‘with regard to

‘significant deficiencies and material weaknesses. . N
» ‘ L !,,Daté.:’Maﬁrcyh 25,2003, ° R R By‘:)Aridrc;w C.Florance = ° - s
S A ST w0 7. 7 . Andrew C. Florance.
- R Vo0 Chief Executive Officer

.- (Principal Executive Ofﬁce; and
. Duly Authorized Officer)




N

I, Frank A. Carchedi certify that:

PR !

1 -] have revrewed this annual report on Form lO K of CoStar Group, Inc;

2. Based on my knowledge, this. annual report does not contam any untrue statement of-a materlal fact or omit_
' “to state a material fact necessary to make the statements made, in light of the circumstances under which
such statéments were ‘made, not mlsleadrng with respect to the perlod covered by thrs annual report ‘

- - l ~ . B '
N

3. Based on my knowledge the financial- statements and other ﬁnancral 1nformat10n 1ncluded in this annual
' report fairly present in all ‘material respects the financial condition, results of operatlons and cash flows-of .
the reg1strant as of and for, the perlods presented in thrs annual report ’ S
4 : The registrant’ s other certrfymg ofﬁcers and I are responsrble for establxshrng and mamtammg drsclosure
©  controls,and- procedures (as deﬁned in Exchange Act Rules 13a-14 and 15d-14y for the regrstrant and we.
have: . , . . . R o L " »

2 a) ’ designed such disclosure controls and procedures to, ensure that material inforrnation relating to '
©w - the registrant, including its consolidated subsidiaries, is made known t0 - us by others within those -
’ ~ entities, partrcularly durmg the perrod in which th1s annual report is bemg prepared

by 'evaluated the effectlveness of the registrant’s drsclosure controls and’ procedures as of a date
: w1thm 90 days prlor to the ﬁlmg date of th1s -annyal report (the “Evaluation Date™); and

") presented in this annual report our conclusrons about the- effectlveness of the drsclosure controls .
.and’ procedures based on.our evaluatron as of the Evaluation Date; : ~

5., The regrstrant s other certifying officers and T have d1sclosed based- on our most recent evaluatron to the g

’ reg1strant s auditors and the audlt committee of regrstrant S board of dlrectors (or persons performmg the

: equrvalent functlon) T , _ B .

ay -all srgnrﬁcant deﬁcrenc1es in the design or operatlon of 1nternal controls Wthh could adversely
~affect the registrant’s ability to record, process, summarize and report financial data and have .
rdentrﬁed for the regrstrant S audrtors any matenal weaknesses in 1nternal controls; and :

T

‘.b) any fraud whether or not materral that mvolves management or other employees who have a’
) s1gn1ﬁcant role in the regrstrant s internal controls and : .

6. The reg1strant s other certrfymg ofﬁcers and l have rndrcated in this annual report whether or not there were. .’
s srgmﬁcant changes in internal controls or in other factors that could significantly affect internal controls ,

subsequent to the date. of ‘our most recent evaluation, 1nclud1ng any correct1ve act1ons wrth regard to.

srgmﬁcant deﬁcrencles and matenal weaknesses ' ‘ -

“

Date March25 2003 v o By Fratik A. Carchedi -

o s/
~ Frank A. Carchedi
Chief Financial Officer
(Principal Financial and
Accounting Officer and Duly .~ . -
. Authorized Officer) =~ - .
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Exhibit No. :

41
Lx00

%102

992 -

Description -

\

N

- . o N

e Restated Certrﬁcate of Incorporat1on (Incorporated by reference to Exhlblt 3.1to Amendment No. 410 the

Regrstratlon Statement on Form. S-1 of the Reglstrant (Reg.No. 333 47953) filed with the Commrss10n oh

June 30, 1998 (the “1998 Form S- ).

‘Certificate of Amendment of Restated Certlﬁcate of Incorporatron (Incorporated by reference to-
. Exhibit 3.1 to the Registrant’s Report on Form 10 Q dated June 30, 1999). -

_Amended and Restated By- -Laws (Incorporated by reference to Exhibit 3.2 to the 1998 Form S-1).

Specimen Common Stock Certrflcate (Incorporated by -reference to Exhibit 4.1 to the Registrant’s Report
on Form 10-K for the year ended Decémber 31, 1999 (the “1999 10-K™)).

“CoStar, Group, Inc: 1998 Stock Incentive Plan, as amended (Incorporated by reference to Exhrblt 10. l to
the Registrant’s Report on Form 10-Q dated June 30, 2002)

‘»Employment Agreement for’ Andrew C. Florance ( Incorporated by reference to Exhlbrt lO 2 to the 1998

Form S-1).. .

' Employment Agreement for Frank A Carched1 (Incorporated by reference to Exh1b1t 10.3 to the 1998
"Form S-1)." - = - '

Employment Agreement for Davrd M. Schaffel (Incorporated by | reference to Exh1b1t lO 4 to the 1998

-~ Form S-1).

Employment Agreement for Larry Dressel (Incorporated by reference to Exh1b1t lO 1 to the Reglstrant S
Report on Form 10-Q dated ‘September 30, 2000).

Employment Terms for Craig Farrington (Incorporated by reference to Exhrblt lO 7 to the Regrstrant s
Report on Form 10-K for the year ended, December 31, 2000)

Employment Terms for Michael Arabe (filed herewith). - .
Registration Rrghts Agreement (Incorporated by reference to Exh1b1t 10.7 to the 1998 Form S-1).

Office Lease, dated August 12, 1999, between CoStar Realty Information, Inc. and Newlands Buil dmg
Ventures, LLC (Incorporated by reference to EXhlblt 10.2 to the Reglstrant s Report on Form lO Q dated:

September 30, 1999).

Office Building Lease, dated January 31 1999, between Comps Inc and Comps Plaza Assoc1ates LP.

- (Incorporated by, reference to Exhibit 10.14 to the Registration Statement of Comps on Form S-1 (Reg
- No. 333-72901) filed with the Commission on Aprrl 5, 1999 (the “Comps Form S-1)).

- First Amendment t6 Lease, dated March 22, l999 between Comps, Inc. and Comps Plaza Associates,

L.P. (Incorporated by reference to Exhibit 10. 14 1 to the Comps Form S- l)

Office Sublease dated June 14, 2002, between CoStar Realty Information, Inc CoStar Group, Inc. and.
Gateway, Inc. (Incorporated by reference to Exhrbrt 10.2 to the Regrstrant $ Report on Form 10-Q dated

. June 30, 2002).
. Sub51d1ar1es of the Reglstrant (filed herewrth)
- Consent-of Independent Audrtors (filed herew1th)
: Powers of Attorney (Included in the S1gnature Pages to the. Report).

N .
N 1

Addrtronal exhibit — Cemﬁcatron of Chief Executive Ofﬁcer
Addmonal exh1b1t - Certrﬁcatron of Ch1ef F1nanc1al Ofﬁcer

* .+ *  Management Contract or Compensatory Plan 6r Arrangement.
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LT REPORT or ENDEPENDENT AUDHORS P
Board of Directors-and Shareholders "
CoStar Group, Inc, - ‘i RN

“We have audlted the accompanymg consol1dated balance sheets of CoStar Group, Ing. as of December 3l 2001 7

and 2002, and the related ‘consolidated statements of operatlons stockholders equity and cash flows for each of the
.- three years in the period- ended December 3, 2002 These ﬁnancral statements are the responsrb111ty of the’
Company’s rnanagement Our respons1b1llty 18 to express an op1n10n on these ﬁnancral statements based on our-

‘aud1ts . o T

S PR : : _;/ . R - ,

We conducted our audlts in accordance w1th audrtmg standards generally accepted in the Un1ted States. Those
standards require that we plan and perform the adit to obtain reasonable assurance about whethet the financial

- statements are free of material misstaterent. | An: audrt mcludes examining, on a test basis, evidence supporting the

: amounts and drsclosures in the financial statements "An audlt also'includes assessing: -the accounting principles used

and significant estrmates made by management as well as evaluatmg the overall ﬁnancral staternent presentat1on
We belreve that our audrts provrde a reasonable bas1s for our op1n1on : : :

< F [P

In our opm1on the ﬁnanc1al statements referred to above present fa1rly, 1‘n all materlal respects the consohdated

ﬁnanc1al position of CoStar Group, lnc at December 31, 2001 and 2002, and.the consolidated results of their -
_operations and their cash flows for each of'the three years:in the- per10d ended December 31 2002 in conformrty
. ~with accounting prmcrples generally accepted in the Un1ted States ~

v
,

~As; drscussed in the notes to 'the’ consolldated ﬁnancral statements in 2002 the Company adopted Statement of -

~
v

: F1nanc1al Accountmg Standards No l42 “Goodwrll and Other Intang1ble Assets” .

i

c Lo L . ‘/s/Ernst&YoungLLP T
McLean, Viréinia o T . ‘?‘ o s R PRI o -
February 13,2003 .© . o o7 b T e L <07
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o ) C@STAR GR@UP INC. ‘
) CONSOLHDATED STATEMENTS CF @PERAT]I@NS
: (in thousands except per share data)
‘ o - Year Ended December 31
e 2000 2001 2002 -
CREVEIUES oot ivioeesr oo $7 58502 0 8 . 72513 § (79363
Cost of revenues................. e, . 30,202 30,316 28012
Gross margin............... s i 283000 0 42,197 51,351

Operating expenses:

. Selling and marketing ..ot 37,644 23502 © 23,158
* Software development ............ foonsnendenn - 385 - 3137 - . 5,524
General and admiinistrative .........0........ V27,086 - 28438 . 24,612 .
. Purchase amortization......c...c.c...o.c. e o 8,928 . o 7,846 3,600
+ Acquired in- process development ...... 5812 - — =
, , S 7783335 64923 56,894
‘Loss from OPEIAtIONS .. lveeeveevvieres oo nereeenees ) (55,033) L (22,726) (5,543)
* Other income (expense): »» S o R -
- Loss on disposal of assets........ OIS 18D i J QY. -
~ Interest EXPENSE....coorrrvs vl R : - (296) (18) L4y
Interest mcome....,......L....’.’..; ...... eerenes e 7 3, 866 o 1,692 . 767
" Other expense....‘ﬁ ............... ......... S (54) S L (74), @)
‘Loss before income HAXES e i (51 700) s (21,148) S (4,784
- Income tax beneﬁt ......... STSRTRTRREOP e © o~ 20045 v o 987 0 1 —
. Net10sS ... rrent ety 58 (49,655) $ (20,161) s (4.784)
* Net loss per share—basrc and drluted ..... e $___ . (328 . 3 : (129 ¢ 0.30) .
- Werghted average outstandrng shares.......... 15,137 - 15,636 15759
. See accompanying notes.
F-3 . "




COSTAR GROUP, INC. :
C@NS@LIDATED BALAN(CIE SHEIETS
(m thousands except per share data) k
: ‘ _December 31,
i 2001 © 2002
S ASSETS - :
. Currentlassets: , . RN B S o
- . . Cashandcashequivalénts......... ...... e, el e - $ 30,746 $ . 25,546
-+ Cash held for acqUISItion ...........ieeerrepecrifeenrenn e s e C— 16,386
. ShOTt-1erM MVESIMENTS .co.iv.vvvi el e O 11,256 - * 1,598
“ Accounts receivablé, less allowance for- doubtful accounts of R ' \ :
approx1mately $2,483 and $2, 452 as ofDecember 31, 2001 and 2002 o 5,983 6,786
. Prepard expenses and.- other current assets...i ..... e rreerr e , 957 . '1,567
. Total current assets ............ S SO et et e e 48,942 . 51,883
Property and equipment: TN R R y . :
Leasehold improvements. ................... e e i 2,488 3,239
Furniture, office equipment and research Velncles..‘.,..r.‘.-.f.......' e S 7289 7,351
Computer hardware and SOFtWAIE. v e 13,489 15,968
, , Cooe T 23266 . 26,558
‘ Accumulated deprec1atlon SO ..... RPN evnieen (11,390) (15, SIO)
o , | L o 10876 - 11,048
GoOdWTL, NEE e oo e ;25,745 . 26,177
 Intangibles and other assets; net .. : ‘ e ... 36,726 L 29,527 ¢
Deposits ....... . ‘ " S " e 357 272
Total assets.. ' ‘ . $. 123646 5__ 118907

LIABILITIES AND STOCKHOLDERS EQUITY

~Current liabilities: ' o ‘ L - . .
Accounts payable.....l...: ......................... IR ....... . 0012178 1,596 ‘
- Accrued wages and comniissions S . , 4986 4,079 .-
Accrued eXpenses .........o..o..... SO SO OO e . 4,892 4,449 -
- Deferred revenue ......... M RS .. 4,532 4,766
Total current liabilities...‘...’ ......... e g e : 15 627 14,890 -
Stockholders equrty .
- Preferred stock, $.01 par value; 2,000 shares authonzed none L ‘
outstanding......... et et e e, e - — — \
Common stock, $.01 par va]ue 30, 000 shares authorrzed 15, 718 and _ ‘
15,810 issued and outstanding as of December 31 2001 and 2002..%... 7 157 ~ 158
Additional paid-in capital ...l D, O . 204,567 205,348
Accumulated deficit...l... ool e e e, . (96,705) . (101,489)
Total stockholders’ equity ........................ e e e e .. 108,019 - - 104,017 -
Total liabilities and stockholders equlty ........... erpersemreses e e §. 123646 " ¢__ 118,907

“See accompanymg notes.

7
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COSTAR GROUP INC.

C@NSOLTDATED STATEMENTS OF STOCKHOLDERS’ EQUTTY N ]
; ' ) (In thousands) - , R ’
) - i ‘-\.),‘ o R »
P © Addional - i Toul
Lo U w0 .. _ Common Stock .. Paid-In " Accumulated Stockholders’ - ‘
R ' Shares ' - Amount Capltal Deﬁcjt ] Equity,
Balance at December3l 1999,..,—.; 12067 S 1300 146,456 $ (26,889) S 119,697
' Exercise of stock optxons...,i‘...:.. R L 2,099 A L2102
o " Stock issued for acqulsmons 2273 22 = 54 208 — ' .-54,230
) Warrants.: ........... rerre e C35 S = ) — o e— ) ) =
" Netloss \ - — — ~ (49,655). (49,655)
“ Balance at December 31, 2000..../.~ 15545 155 202,763 (76,544 . 126374 .
* “Exetcise of stock options.......... 168 2 1,715 - o - 1,717
Restrlcted stock grants 1ssued.‘._.’. o~ 5 — U89 - - 89
UNEt10SS i . - — —  ___(20.161y - (20,161)
Balance at December 31 2001:_::_ 15,718 (15702204567 T (96,705) - 108,019
Exercise of stock optlons....'..i ..... .88 . 1 695 - L © 696
Stock issued for acquisitions...... = - 5. — - 99 — 99 .
) Restrlctedstockgrantsretlred.»...\, D) — (13) f 13
o Net1oSS oo i, O B — (4 784) " (4.784)
: ‘Balan/ce atDf;ce[nber;%il,,ZOO.Z..;.' 158100 $. 158 S '205,348{ § (101489) $ 104,017
See accompanying notes. - X i :
CES ,




; COSTAR GROUP, INC RO
CONSOLIDATED STATEMENTS OF CASH FLOWS

~Net cash used in 1nvest1ng actrvrtres

2651

- (10,348)

f\ ] (In thousands)
' Year Ended December 31,
o 2000 - 02001 2002
"Operatmgactlvrtles e R - U s ’
o NBLIOSS Lttt e 8 (49,655) T (20,1615 87 (4,784)
- Ad]ustments to reconile net loss to net cash used m ..o S ‘
“.operating dctivities:- ' . o7 R ‘ - A PR o
\T’Depre(:latlon ; cevniely . ., L4261 00 4915 i 4,179
" Amortization....... ..... it 14,547 70 = 7 14334 7:608
.. " Acquired in-process development el bt - L5812 L= -
Loss on disposal of assets........c........ : e vt 181 =220 - —
Tncome tax benefit ........... SRR - n (2,045)‘ e (987) . —
“Provision for losses on accounts recervable S 2313 . 12,453 2,228
Changes in operatmg assets and habrhtres R T ST
" _Accounts rece1vable..".‘.’...'..‘..:....,....." ..... ST (1,330 +(2;288) (3,001)
K yPrepald expenses and other current assets ‘ ~3,081 7 95) - : ) (61:0):
B ‘Deposrts : : N -1,188. K 142’," 72
‘ _’TAccounts payable and accrued expenses ...... e o ' (1,6'62)’ L (2,4»6(6)'1 ' ‘(336)'.
’Deferred revenue ....... e e N (3,538)'_ N ‘(41‘7)5 G 218
Net cash provrded by (used 1n) operatmg actmtres ‘f ) (‘26‘,8,4‘7); \ S (4,548) ’ ) 5,574
N Investlng actrvmes . ‘,\j /‘ ; o L . Lo
Purchases and sales of short term 1nvestments - N 15,046 -(8,080) 9,658
Purchases ofproperty and equ1pment...-..,.’..:.‘.V.:........:.'.f.v Tt (11,493) (2,098) . (4,016)
- Other@SSetS ..ioen bt (3,133) . (170) Co@2
. Cash hedfor acqursmon ............... o \'_ \ ) —— I (16,386)
Acqulsltrons net ofacqurred cash.‘.._f.j.\.:..,...: ..... S0 — B (305)

(11,470)

‘ Fmancrng actrvmes ,‘ ' Tl vl o .
“Payment of long-term habrllty.......ﬁ .......... g @53y e = —
- Net' proceeds from exercise of stock optlons ...... ,...-f.."'...:, 2,102~ . © 1,717 - 696
’ Net cash. provrded by. (used in) investing act1v1t1es..;‘.... e (2,429). - L7117 - 696
L Neti 1ncrease (decrease) in cash and cash equivalents.... ' , (31,927 (13,179) - (5,200)
" Cash and cash equlvalents at begmnlng ofyear...:..:...."...' S - 75,852 43,925 .- 30,746
o Cash. and cash equlvalents atend ofyear ...... il 8 43,925 -8 - 30,746 L $ < . 25546.
-S,eetaccornpanyingén,otes.( L T \\ . U o i
F6



. COSTAR GROUP INC. , B
NOTES T@ C@NSOLEDATED FINAN CEA}L STATEMENTS

]1 ORGAN HZAT}{ON

CoStar Group, Inc (the “Company B! has created a cornprehensrve proprretary database of commerc1al real , -’

estate information for metropolitan areas throughout the United States. Based on its unique database, the Company
provides information to the commercial ‘real estate and related business . community and. operates - within one "
reportable business segment.’ Thé mformatron in the Company’s database is dlstrrbuted to its chents under hcense

‘ agreements which are typ1cally one to three years in duratron : ’

2. SUMMARY OF STGNEFHCANT ACCOUNTTNG POL}ICHES

. BASKS OF PRFSENTATHON

/ The consolidated financial statements mclude the accounts of the Company and its wholly owned sub51d1anes - o
Al srgmﬁcant 1ntercompany balances have been ehmmated in consohdatlon

“

' CONSOM]DA’JJ ION

N

The consohdated ﬁnanc1al statements 1nc1ude the accounts of the Company and its subsrdlarres after ‘elimination
' ‘of all srgmﬁcanl 1ntercompany transactlons .

USE or Esrrmarns )

The preparatlon of ﬁnanc1a1 statements in - conformrty w1th accountlng pr1nc1p1es generally accepted’ in the\
United " States, rcqurres ‘management .to make estimates and assumptions that affect the amounts’ reported | 1n the
ﬁnanc1al statements and accompanying notes Actual results could dlffer from those estrmates -

‘ "REcmssmmrroNs

¢

Certam prevrously reported amounts have been rec;assrﬁed to conforrn to the Company §‘current presentanon

REVENUTL REC@GN]ITH@N

' Reveriues from the sales ‘of” 11censes are recognlzed on a straight- hne basis over the term of the license, whrch is
typically from cne to three years. Deferred revenue results from advance cash receipts from customers or amounts ‘
bllled to customers from the sales of hcenses and is recognlzed over the term of the hcenses

STGNTFHCANT CUSTOMERS

. No single customer accounted for more than 5% of the Company s revenues as of December 31 22002, The
Company operates solely thhln one bus1ness segment - :

\COMPREHJENSHVE IN COM}E (ILOSS) - - .
For_ the years ended December 31, 2000, 2001 and 2002, the Company s net income (loss) reﬂects ‘
~ comprehensive income (loss) and’ accordmgly, no add1t10nal d1sclosure 1s presented ‘ ‘

o ADV}ERTHSTNG C@STS

: The Company expenses advertlsrng costs- as mcurred Advertlsmg expense Was $4 028, 000 $268 000, and‘
- $165 060 for the years ended December 31, 2000 2001 and 2002 respectrvely . :

B




COSTARGROUP HNC

NOTES TO CONSOLHDATED FINANCIAL STATEMENTS (CONTHNUED)

2. SUM’MARY OF SEGNEFHCANT ACC@UNTING POLECMZS (CONTENUED)

ENCOME TAXES

5

" The Company provrdes for income taxes under the proy151ons of Statement of Financial Accounting Standards
No 109 (“FAS 1097). Deferred:income taxes result from temporary differences between the tax basis of assets and

- liabilities and the basis reported in the Company’s consolidated financial statements. Deferred-tax liabilities and."
‘assets are determined based on the difference between financial statement and tax basis of assets and liabilities using
* enacted rates expected to be’in effect during the year'in whrch the differences reverse.” Valuation allowances are
provided against assets, 1nc]ud1ng net operating losses, if it is anticipated that some or all of the ‘asset may not be

—reallzed through future taxable earnings or 1mplementat10n of tax planmng strategres

/ STOCK-BASED C@MPENSATHON

The Company accounts for 1ts stock- based compensatlon in accordance Wlth APB No 25, “Accountmg for Stock
Issued to Employees” (“APB 25”) Under APB 25, compensatlon expense is based on the difference, if any, on the .,
date of grant between the fait value of the Company’s common stock and the -exercise price of the option and- is
recogmzed ratably ovVer the vestmg period of-the option. Stock-based compensation related to optlons granted to
non-employees is accounted for using the fair-value method in accordance with the Statement ‘of Financial
Accounting  Standard No. 123 “Accounting for- Stock- Based Compensatlon” (“FAS ]23”) The following table -
illustrates the effect on netincome (loss) and net income (loss) per share if the Company had applied the fair value
recogmtron prov1srons of FAS 123 to stock based employee compensatlon (m thousands, except per share amounts)

/

+

Year‘, Ended December 31,
12000 . 2001 2002
Net 1ncome(oss) as reported ..o S (49.655) $ T (20,161) S (4,‘77_84)
_ Add: stock-based employee compensatron expense Lo R ) )
included in reported net income........... e R , - -
Deduct: Total stock-based employee compensation ' B
. expense determined under farr value based method for- . L ' : .
all awards....,.,:..,.....4....4.\ ........ U e (7,942 (7,759) (6.987)
- Pro forma net incorne (loss)....: ........ S ©$__(57,597) s___(27,920) s__ (11,771). -
Eamingsper share' - B R S
© Basic - as reported ..... b e e senenenen % (328) _(129) s, (0.30)
" Basic - pro forma ...... ST O ST AR SO G81) §_ (179) s____(0.75)
Diluted - as reported...... . reredeteneetenine e i 8 (3.28) ' §. (129) s___ (030),
$ 179 s (0.75

Dlluted—vproforma....(...: ....... et $.. (38D
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| COSTAR GROUP, INC,. . .~ '
' Norr:s ro consorrmrm FINANCIAL STATEMENTS (coNrrNUEn)

2 SUMMARY OF SHGN]LFHCANT Accomrrno rorrcrns (CONTIINUED) . S

CASH AND CASH EQUTVALENTS

The Company cons1ders all hrghly quurd 1nvestrnents purchased with an’ original maturrty of three months or less

‘tobe. cash. equrvalents -Cash equivalents consist of 1 money market fund investmenits and United States Governmient

Securities; substantrally all of whrch are held with two rnstrtutrons At December 31 2002 cash of $l 053, 000 was
held in accounts to support letters of credrt T C . IR .

.

The Company accounts for short term 1nvestments in accordance wrth Statement of Frnancral Accountrng :

\‘ Standards (SFAS) No: 115 “Accountrng for' Certain ‘Investments in Debt and Equrty Securities. ”»The Company .

“determines the approprrate classification of investments at the-time of purchase and reevaluates such desrgnat1on as .

. 'of 'each- balance sheét date.: Short ternt 1nvestments consist of. debt securities that -the Company classifies as

available for sale. Such securities are held at the lower of cost’or market,’ based on’ quoted market. rates. The -

v Company acquires short term-highly liquid’; irivestments from _government agencies or corporate obligations with
‘high- qualrty credit ratrngs ‘The weighted average maturities of short-term investments are less than one year. Due’

D to the nature of these short- term 1nvestments cost approxrmated farr market value at December 31, 2001 and 2002

2. realizable value. The carrying value of the Company s financial - 1nstruments rncludrng cash and cash equivalents, -
.short term rnvestments accounts recervable accounts payable and accrued expenses approxrmates fair Value R

I PROPERTY AND EQUHPMENT S

" the assets

'

: ~CONCENTRATT@N OlF CREDTT RISK AND FHNANCI[A]L INSTRUMENTS e

IR

The Company performs ongorng credrt evaluatrons of its customers ﬁnancral condrtron and generally does not

_. requiré that its customers’ obligations to the Company be secured, The Company maintains reserves for credit

losses, and such losses have been within; ‘management’s expectations. The risk of noripayment of the Company’s
_accounts recervable is mitigated by the-largé size, and wrdespread naturé of the Cornpany s customer base and lack

*s of dependence on 1ndrv1dual customers ‘The .carrying amount of -the’ accounts receivable approximates. their net -

_ Property and’ equrpment are stated at cost CAl reparrs and marntenance costs are expensed as rncurred .
Deprecratron and amortrzatron are calculated on the straight- lrne method over the followrng estrmated useful lrves ‘of .

Leasehold 1mprovements ST Shorter of lease term or useful lrfe BN

" - -Fumniture and ofﬁce equrpment B o Seven years °; ‘ L
. Research vehicles .~ W s "Three years. Do
‘Computer hardware and software ;i “ co ‘Two to ﬁve years o

CAPHTALIZED PR@DUCT DlEVlE]L@lPMlENT C@STS

EE Inrtral costs to develop and produce the Company s database and software products 1nclud1ng d1rect labor L

" .contraétors ‘and applrcable overhead are caprtalrzed fromthe_ trme technologrcal feasrbrlrty is determined uritil initial
R product release, _Prior to; technologrcal feasrbrlrty, such costs are classified-as software development and expensed as
" incurred. . Ongorng significant enhancements ‘of the products are: caprtal1zed subsequent to initjaliproduct release.
" ‘Amortization of capitalized costs is based on the greater of the’amournt computed using. (a) the ratio of current gross ’

revenues to the sum-of current and antrcrpated gross revenues, or (b) the straight-line. ‘method over: the remamrng

o ‘ estrmated economic life of the: ‘product, typically five years after initial product release Included in amortization is )
\approxrmately $318,000, $239 000.and $260,000. of expense related to the caprtalrzed product development costs for
T the years ended December 31 2000 2001 and 2002 respectrvely ; o -
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2 SUMMARY OF SIGNI]FICANT ACCOUNTHNG POLKCEES (CONTENUED)

/_..

GOODWILL ENTANGHBLES AND 0THER~ASSETS

Goodwrll represents the excess of costs over the farr value of assets’ of busmesses acqurred The Company ‘
adopted the provisions of Statement of Financial. Accountrng Standards’ No. 142, “Goodwill and Other Intangible -
* Assets” .(SFAS 142), as. of Januaryl 2002, Goodwill and 1ntang1ble assets acqu1red in a purchase busrness ‘
" combination and determined to have an indefinite useful life are not amortized, but. instead tested for impairment at .
least annually' in accordance with the provrsrons of SFAS No: 142: - SFAS No: 142 also. requires that intangible
assets with estimable useful lives be amortrzed over théir respectlve ‘estimated useful lives to their estimated residual ;
values; "and reviewed for impairment. in accordance-with Statement of Financial Accountmg Standards No: 144,
(“Accountrng for Impairment or Drsposal of. Long -Lived Assets”.- In connection with the adoption of SFAS 142, the
. Company performed the transitional impairment test during the-second quarter- of 2002 and concluded that goodwrll '
.was not impaired. In addition, the Compahy completed the annual 1mpa1rment test durrng the fourth quarter of 2002
and concluded that goodwrll was not 1mpa1red : ! :

t- s

" As of Januaryl 2002 the Company had unamortrzed goodw1ll of approxrmately $25. 7mlllron " Prior to

- January 1,.2002, goodwrll was amortized on a stralght -line basis ‘over its expected economic life, generally two to "y :
. ten years, and assessed for recoverabllrty by determining whether the amortization of the goodwrll ‘balance over its
remaining life could be: recovered through the. undiscounted future operatrng cash flows of the acqurred operatron o

" In-the aggregate amortization of goodwrll in 2000 and 2001, prror to, the- adoptron of SFAS 142, was approxrmately R \'

$7 2 mrllron and $5 2 mrlhon respectlvely

_ Acqurred technology, customer base and tradename Wthh are related to the Company S, acqursrtlons (See Note'
- 3 for discussion.of recent acqulsrtlons) are-amortized on a strarght -line ‘basis ‘over periods rangmg from two to ten
years The cost of photography 1s amortlzed ona strarght lrne ba51s over ﬁve years o S

\
PN

LONG LIVED ASSETS

SFAS No l44 provrdes a s1ngle accountmg model for long llved assets to be drsposed of. SFAS No. 144 also ©
changes the criteria for classrfymg«an asset.as held for sale broadens the scope of businesses to be disposed of that _
~ qualify for reporting as discontinued operations and changes the timing of recognrzrng losses on such operations. -
“The Company adopted SFAS No. 144 on Januaryl 2002 The adoptron of SFAS No 144 did not affect the‘:
Company's ﬁnancral statements A L - o ) e .
“In accordance wtth SFAS No 144 long\llved assets such as property, plant and equrpment “and purchased \
: 1ntang1bles subject to amortization, are reviewed' for impairment whenever ‘events or changes in circurstances -
" indicate that the carrymg amount of’ an asset may hot be recoverable. Recoverabrhty of assets to be held and used is
measured by a comparrson of the carryrng amount of an’ asset to estimated undiscounted future cash flows expected
~to be generated by.the asset. "If ‘the carrying amount of 'an asset .exceeds its estrmated future cash flows, an .

* . impairment charge is recognized by the amount by which the carrying amount of. the asset exceeds the fair value of

the asset. 'Assets: to be-disposed of would be: separately presented in' the balance sheet and reported at the Jower of
the carrying amount or. fair value less costs to sell,.and aré no_longer deprecrated The assets and liabilities of a-
disposed group . classrﬁed as, held for sale would be presented separately in the approprlate asset and habtlrty sect1ons -
ofthe balance sheet N .* g . - ‘

Goodwrll and 1ntang1ble assets not subject to amortrzatron are tested annually for 1mpa1rment and are tested for -
- rmpalrment more frequently if events and circumstances ‘indicate that the asset mlght be iinpaired., An 1mparrment
loss is recognrzed to, the extent that the ¢ carryrng amount exceeds the asset s farr value. - - ‘

jNETLoSSPERsaARE 5-5!]” e ) *] S if"’lv/, N

N

" Basic loss; per share is based on the werghted average shares outstandmg during the period, The calculatron of
" diluted loss  per share reﬂects the drlutlve effects of outstandmg stock and other dilutive common stock equrvalents



¥ C@STAR GR@UP I[NC T '
N@TES TO C@NSOLHDATED FHNANCHAL STATEMENTS (C@N'HNUED)

NET L@SS lP’lElR SHARIE (C@NT]INUIED}

‘if any. Diluted loss per share is equal to the basic loss per share as the effect on the calculatron of bas1c loss per
share assuming the exercrse of common stock equlvalents is antr drlutlve

NEW ACC@UNT]ING PR@NOUNCEMEN’ES

" In July 200 the FASB issued -SFAS. No. 146, “Accountlng for Costs Assocrated wrth Exit or Dlsposal_'
Activities.” SFAS ‘No. 146 addresses financial accountrng and repomng for costs associdted. with exit or,disposal -
-activities and supercedes Emerging Issues Task Force Issue. No. 94-3, “L1ab111ty Recognition for Certain Employee -
Termination Beneﬂts and Other Costs to Exit an Activity (including Cértain Costs Incurred in a Restructurmg)
SFAS No. 146 requires, the recognition of costs associated with exit or disposal act1v1t1es when they are incurred
rather than at the date of a commitment to an exit-or'disposal plan and also establishes fair value as the objective for
initial measurement of the costs. The Company is requrred to adopt SFAS No. 146 for exit or disposal activities that .
‘are initiated after December 31, 2002. The Company does.not expect the adopnon of SFAS No. 146 to have a -
miaterial impact on'its ﬁnancral pos1tlon results of operatlonsor cash ﬂows ‘ ‘ .

‘In December 2002 the FASB rssued SFAS No. 148 “Accountmg for Stock Based Compensatlon — Transmon
and Disclosure, an amendment of FASB Statement No. 123.” This Statement, which is effective for fiscal years
" ending ‘after December- 15, 2002, amends SFAS No." 123 and prov1des altetnative methods of transition for a -
voluntary change to. the fair value based method of accounting for -stock-based compensation. In addition; SFAS -

- No. 148 amends the disclosure requirements of SFAS No..123 regardless of the accounting method used to, account - :

‘for stock-based compensation. The Company has chosen to continue to account for stock-based compensation of
employees using the intrinsic value method prescribed in APB-No. 25 and related interpretations. ‘The enhanced
. disclosure provrsrons as deﬁned by SFAS No 148 are. effectrve now for our year -ended December 31 2002

X AcoorsrrtoNs

‘

On February: 10, 2000, the Company acqulred all of the- outstandmg capital stock of COMPS COM, Inc., a San
‘Dlego based provider of commercial real estate information, for $49,015,905 in cash and 2,259, 034 shares of the_
Company’s common stock. ‘The acquisition has been accounted for using purchase accounting and has been valued
at approxrmately $101,379,000 for“accounting purposes.  The purchase price was allocated primarily. to cash,
- goodwrll acqu1red technology and other mtanglbles which.is bemg amortlzed over a perlod of 2t0'10 years

On November 9, 2000 the Company completed the acqulsmon of First Image the -owner of the Metropohs
" software system, a single_ interface that combines commercial real estate ‘data from multiple information providers.

. The Company acquired all-of the outstandmg capital stock of Fi irst Image for approximately $665,000 in cash -and
9,424 shares of our common- stock “The transaction was accounted for as a purchase and the initial consideration
\‘was valued for accounting - purposes at approximately$950,000 including acquisition expenses. ' In addition, the
acquisition agreement ‘provided for approxrmately $950,000 of additional consideration (in a combination of cash’
. and stock) to be paid by CoStar upon the achievement of certain operating.goals by the sole-stockholder of First .
Image. On June.7, 2002, in consrderanon of the achievement of one of the operating goals; the Company issued
additional consideration valued at approxrmately $432,000 consisting of a cash payment of approximately $333, 000
and 4,712 shares of common- stock. * Under the agreement, the sole shareholder has- the opportunity to receive
/conmderatron upon the achlevement of the second of the operatrng goals: ; .

On September 19, 2002, the Company acqulred cer‘am assets of Portland based commerc1al real estate
1nforrnat10n provider,-REAL-NET, for. $305,000 in cash. The transaction was- accounted for as a purchase and the
consxderatron was valued for accountmg purposes at approxrmately $320,000 including acquisition expenses. The:
purchase price Was allocated prlmarrly to acqurred database technology and ‘customer base ‘which Wlll be. amortlzed
over a perrod of 5 years: ~

The operatlons of all acqulred busrnesses were 1ncluded in the Company’s staternent of operat1ons after the
. respectrve date of acquisitions. ‘Except for the portion of the purchase price 'of acquisitions acqulred w1th cash these
transactions have been excluded from the statements of cash ﬂows . g

N
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4 GOODWILL o e e

Goodwill consigts of thetfollowrng (in thou’s\ands):: :

+ December 31,

o o L 2001 , 12002
+ GOOAWll ..o TR N e S 36968 - § © 37400
Accumulated amortlzatron.......,‘...’....:....I;..../.l..- ..... i (115223) 7 (11,223) ‘
- Goodwill; net ........ J T E AN S 25745. 8 26,177 }

“On January 1, 2002 the Company adopted the nonamortization approach under SFAS No 142 for goodwrl]

' . The results for prior years have not been Testated. ' A reconciliation of previously reported net loss and net loss per -
~ sharein 2000 and 2001 to the'amounts adjusted for exclusion of goodwﬂl amortization net of the related tax effects,
rncludmg a comparison of net loss and net loss per share in 2002, is'as follows (in thousands except pef share data): -

' Year Ended December 31,

2000 2001 . 2002
Net loss 88 TEPOTEd /ool S (49.655) S - (20161) S (4,784)
" Goodwill amortization; nét oftax o 5147 . 4230 . 0.~
'Adjusted net 108S .o bt s, S (44,508) - 8 _(15.931) $__ (4.784)
\ Basrc and dilited net loss per share as reported........i...., ;- $ (3.28) -8, (1.29) § (0.30)
. Goodwrll amortization, net of tax’....c....c... e 034, 0.27 " 0.00 .
Adjusted ba51c and diluted net less per share .................. ) 294) s; o (1.02y s___(030)
Weighted average common shares ...l 15,137 15,636 15,759
.. 5 INTANGIBLES AND OTHER ASSETS -
Intangibles and other assets consists of the:following (in, thousand'sj: -
‘ Lo R e - December 31,
: 2001 T 2002,
‘ \Capltahzed product development costs L8 1795 - % 1,795
Accumulated amortrzatron....\,,...............\..' ......... SR (1 IU ) (1,433)
‘ ; : ' ' 622 362
Building photography ............. e e 4643 4,731
Acquired database technology .o ‘ 17 ,949 18,104
RS Customer base:.................... e, L. 31,945 ¥ 32,111
Tradename .................. s o 4198 14,198
« S 58,735 59,144
SO S A o (22;631) (29,979)
36104 29,165
...................................... $ 36,726 § 29,527




o 5 HNTANGHBLES AND OTHER Assrzrs (coNrrNUEn) '. S

o -

\ mcorne tax rate as, follows (1n thousands)

v

; SR T ’CosrARGRoUP INC. -
R N@TES TO C@NS@MDATED FINANCIAL STATEMENTS (C@NTENUED)

“In the aggrc gate amortization: for 1ntang1bles and other assets for future penods is expected to. be approxrmately
$8.3 million, $7.2 million, $4.9 mllhon $4. 6 mrlhon and $4 6 mllhon for the years endmg December 31, 2003, -
2004 2005 2006 and 2007, respectlvely : , e P . S

6 HNC@ME TAXES

The components of deferred tax assets and 11ab111t1es con51sts of the followmg (m thousands)

. December 31 .
2001 T 2002

. Deferred taxassets . ‘ A . T e Co S T
Reserve for bad debs.................. TP s, 8 \959 S8 T34
. Accrued compensdtion.... el T 1541 T T 384
Net operating losses............ ; St 029,0000 7 T 32,670
~ Other’ HaDIES: .ot © 2310 . . 1,128
' "Total deferred tax‘assets....:..._:.‘...’..../I ..... ...... « ..... S0 33810 ( 3‘4,8"86
Deferred tax 11ab1ht1es » - S CT P
(772){ L O15)
x e A0 e (139)
Identrfred 1ntang1bles assocrated w1th purchase accountmg........‘..'.‘» o _(12,225) N (6,767)
Total deferred X HAIHES ool (3237) (782D
Net deferrcd tax asset...:.\.:./.l ..... ..... ( ) ' ‘2;(‘)_,573\\: e 127,065 ,
Valuatlon allowance reetisgeivesshranan o (20573) (27,065 - -
Net deferred taxes,...l ........ S ........ IR S S ) L '

A valuatron allowance has been estabhshed agamst the related net deferred tax assets due to the uncertamty of

' rrealrzatron The Company s change in valuation allowance was appr0x1mately $880,000 and $6,492,000 during the -

years ‘ended December 31, 200t<and 2002, respectlvely The' valuation allowance and net’ operatmg losses at

: ,December 31 2002 have been increased to. reﬂect return to accrual adjustments L Sl

v

The Company S provrs1on for income taxes resulted n effectrve tax rates that Varled from the statutory federal g

. . o B R ,Year‘EndedDeceniber 3"15 o
;’ 2000 - 2000 2002

’f\Expected federal i income tax provrslon (beneﬁt) at 34% 8. (17.578) $ . (7,191) 'S - (1,626) .,
- State income taxes, net of federalbeneﬁt Leo, (2,388) EER 11 ) I (253

Increase in Valuatron allowance..., .............. B 19,405~ -~ . 6965 . .. 211 .
 (KA8y- o190 o 3y

o ‘Deferred income tax beneﬁt’......;.7....'.;..'.5’ ..... ‘ $_ (2.045) 5. (987) $. .
The Company paid n¢ inicome taxes in 2000, 2001 or 2002 . _
, SR
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6 INCOME TAXES (CONTINUED)

PN

At December. 31 2002 the Company ‘had net operatmg loss carryforwards for federal income tax purposes of

« approxrmate y $84.6 million, -which expire, if unused, from the year 2008 through the year 2022. The tax benefit of ‘ “ ,

-approximately $11.6 million of net operating Jfosses related to stock options -will .be credlted to equity when the
" -benefit of these losses is realized through utilization of the nét operating loss carryforwards During 2000, the-
. -Company acquired a company that had net. operatmg Tlosses of approxrmately $19.4 million which expire, if unused, -

through' the year 2019. The use: of these acqulred net operatmg losses is subJect to. l1m1tatrons imposed by the
Internal Revenue Code. ,

.During 1999 and 2000 the Company made acquisitions; which were reported using the. purchase method of
accounting, . These acquisitions included identified intangible assets, which in accordance with FAS 109, required,
- deferred taxes and related goodwill to be recorded. - Additionally, net operating losses from the acquired companies
and the net operating losses from CoStar prior to the acquisition, totalmg approximately $39.6 million, were valued
. in connection with the aequisition. The reversal of these deferred taxes in future periods may result in additions to )
the valuation allowance and the recordmg of addrtronal tax expense in accordance with the prov1srons of SFAS 109
’ requrnng evaluatron regardmg future reahzatron ‘ ‘

7 COMMHMENTS I S T

The Company leases ofﬁce facrhtles and ofﬁce equ]pment under varrous noncancelable operating leases The- St

leasés contain various renewal optlons Rent expense for the 'years enided December 31, 2000, 2001 and 2002 was .
,approx1mately $5, 595 000 $5 346 ,000 and $5 500 000 respect1vely

Future mrmmum lease payments as of December 31 2002 are as follows (m thousands)

s 5212 U
4,178
03903 .
C379%4 T
3421 L ’
) 5,764 - -
- 0§ 262720

8. srocrcr—romnus’ EQUHY N U
_ PREFERRED STOCK '

The Company has 2 OOO ,000. shares of preferred stock $0 01 par value authorrzed for i issuance. The preferred
“stock may be issued from trrne to trme by the Board of D1rectors as shares of one or more classes or series: ’

) COMMON srocx ‘

The Company has 30 OOO 000 shares of comrnon stock $0. Ol par value authonzed for issuance. Drvrdends ‘may . )
be declared and paid on the common stock,” subject in all cases to the rights and preferences of the holders of.

A ‘preferred stock and authorization by the Board of Directors. " In'the event of liquidation or winding up of” the' d "

“Company and after the payment of all- preferent1al amounts requrred to be pa1d to the holders of any series of -
_preferred stock any remamrng funds shall be dlstnbuted among the holders. of. the issued and outstandmg common
."‘stock e SR ‘

N PO roe oL o
‘ ~ -



‘ COSTAR GROUP llNC , '
N@TES TO CONS@LHDATED lFllNAN ClAlL STATEMENTS (C@NTHNUED}

~

' 9.  NET LOSS PER SHARIE

The followrng table sets forth the computatron of basrc and drluted net loss per share (1n thousands except per.
share data) N

. Year Ended De\cember 3 1,
’ 2000 2000 © - 2002
’Nu'merator;“““ Co e = o SR E
!Ne—tyloss ....... ....... §__(49.655) §_- (20,161). §_.  (4.784)
" Denominator: . ' .
} " Denominatoer for basrc earnrngs per share — we1ghted- LT . . C - -
+. . average shares ..ol JETTR O il 15,137 .. 15,636~ 15759 .
E Effect of dilutive securities: . oy ' . _— ‘ o ‘
Drlutrve potentral common shares ...... R e = = —
Denomlnator for diluted earmngs per share—adjustedv / R ’ o
‘ werghted—average SHALES ..oivroefoin b s 15137  __-15636 15,759 ~
. Basic anddiluted net lossper SRATe ool et S (3-28) -8 (1.29) $" _(0.39)-

“The we1ghted average number of shares does not 1nclude stock options ‘and warrants outstandmg of 1,716, 957 \
,l ,839,719 and 2,097,273.as of December 2000 2001 and 2002, respectrvely, as their effect would be anti- drlutlve
for the perrods presented. . a

10. EMPLOYEE BENEFHT PLANS
OP’H@N PLAN

In March 1996 the Company $ predecessor Realty Informatlon Group, LP, adopted the 1996 Option and’

* Purchase Plan (the 1996 Plan™), under which 606,000 shares of Common Stock were reserved for. issuance upon‘
the exercise of options granted to officers, executive personnel; directors and key employees. Certain options™
previously granted were included in the 1996 Plan. In connection with the IPO, all of thc optrons granted under the
1996 Plan were replaced wrth optrons under the 1998 Plan (as defined below) .

) In June 199‘3 the Company S, Board of Directors. adopted the Stock Incentive Plan (the “1998 Plan”) prror to
consummation of the IPO. The 1998 Plan provides for the grant of stock and stock options to officers, directors and
employees of the.Company-and.its subsidiaries. Optrons granted under the 1998 Plan may be incentive or non- N
‘qualified stock options. The exercise price for an incentive stock option may not be less than the fair market value
. of the Company’s Common Stock on the date of grant. The vestlng period of the optrons is’ determrned by the Board
of Directors and is generally four years. Upon the occurrence of a 'Change of Control, as defined in the 1998 Plan p
‘all outstandrng unexercisable options under the. 1998 Plan immediately become exercisable. The Company has
reserved 3,750,000 shares of common stock for issuance under the 1998 Plan Unless termmated sooner by the )
Board of Drrectors the 1998 Plan will termrnate in 2008, s . - -

~
/
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NOTES TO CONSOLEDATED FINANCHAL STATEMENTS (CONTINUED)

10 EMPLOYEE BENEFIT PLANS (CONTINUED)
OPTION PLAN (CON'HNUED)

Option activity was as follows:

S , . , Weighted
Number of « Range of Average
Shares . Exercisé Price. . 'Exeércise Price
'Outstandmg at December 31 1999 ..... rerrenees C 352, 142 o $ 1595
o GRANE. . oot e . 840950 $ 20.13-8$52.13 $ 28.43
- Exercised.......... ‘.i .............. Gl (269,776) 08 '3.45-830.00 ‘$ 826
Canceled.or expned ] © (206,359) $ 5.63-%49.50 - $ 2615 .
Outstanding at December 31; 2000 716957 L . $ 22,05
© Granted.... oo ety L .544,550° 8 15.06-9$29.69. $ 20.88
EXETCISEd. .oy vecerrorerirn e (167,739) ©§ .3.45 - $24:88 - $10.24
Canceled or. explred ........................ et - (254,049) ¢ §. 7.44- $44.75 . $ 26.16
Outstandmg at December3l 2001 v . .1,839.719 - ) $ 22.20
GraNteQ.... oo oot 377,700 © $ 16.20 - $26.25 $20.38
Exerc1sed........4.‘...;...............’.».’. .................. . . (88,281) . ~ & 3.45-823.00 § 20.75
Canceled or expired.............. SN :.....;; L (231,865) $16.00 - $46.81 $ 24.98
Outstandmg at December 31, 2002 ............... 2,007,273 E .$722.00
Exerc1sable at December 31, 2002 ..... + 1,056,709 .$°21.60
Exerc1sable at December 31,2001 ........ i o 847,686 $ 19.44
Exerc1sable at December 31, 2000 ...... e - 686.887 E -$ 14.59

For the purposes of the disclosure requlred by FAS 123 the falr Value of each option granted durmg the years
ended December 2000, 2001 ard 2002 was'$20.44, $18.16 and $15 39, respectwely The Company estimated the |
fair value of each opfion’ granted on the date of grant usmg the Black Scholes optlon prlcmg model using the

\ assumptrons noted in the followmg table T S

N - LT s . : Yéar Ended Decernber 31,
S - o o 12000 2001 2002
Annual GVIAends........oovv.tooerer oo, 0% . 0% 0%
Expected volatility................... NS 87% . - 100% +75%
.. Risk-free interest rate..” . S 63% . 55% . . 3.5%.
: Expectedhfe (myears).......‘....../..._.....4...:...‘ ......... e - S 5 5

. Pro forma compensatlon expense for stock optlon plans would mcrease our net loss as descr1bed in the ‘
“Summary of Significant Accounting Policies” as required by SFAS No. 148, “Accounting for Stock-Based

Compensatlon Transmon and Dlsclosure an. amendment of FASB Statement -No. 123”

Fil6 L
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s —ro EMPLOYEEBENEFHTPLANS (CoNrrNUEn) . o S

OPTH@NPLAN(CONTHNUED) R R

The followrng table summanzes mformanon regardmg optrons outstandmg at December 3l 2002

- I , » e el Optlons Outstandlng . . Options Ex’er‘cisable

U0 o LT Weighted . _
) oo Average - .. h L T [N S
L4 ! . Remdiing - S Weighted- LT ) © “Weighted- -, ¥
CA “ Number of . Contractual Life’ 7. .“Average . ° " "Number of  _Average .- .
«<  Exercise Price - Shares (In YearS)_‘ -« Exercise Price : Shares L ) :Exercige Price - " .
§3.45-59.00. - 290,1222 . 56, °§ . 659, 0122 s U659
$12.63 -$17.86 "+ 126 418*‘ . 85 0 -l,_l7:/l9 ' o35, 018 - 16.88 -
'$"17.88'-‘$‘18.06 252 000 N L 84 ‘\, 18.51 = ”.63 750 ‘_\1’8‘.05\ :
) $18.10-$2Q.3Q 284 783; - “90 R . 19.60 . .- 45,133 - 19.19
:$20.40 - $23.06 259,025 . 8.4 '~ 2227 - 81,500 | - 22745.‘ S
- $23.08 - $26781. ' :234;85_1‘/ o . 8.0 - . 24.59 © 90,628 . - 2'4.68 S
~-$26.85 - $30:QO oo 349,750‘ R 69.. . o 29.16 269,725 ©29.57 ©L
. $30:75.- $‘35.l\3" T 222,950 737 ..32.06 T113, 133;' . 3192 - -
$3525-846.81 - - 75374- 1 .67 .. 13871, 66 534 - 38.95
$52.13-$52.13+ © 2,000 72 52.13.. 1,166 L5213
e ~2,0,97,27,3“’, o 76" zz,oo L 1,056,709 L2160 e

“On September 28 2001 the Company granted a total of 5, OOO shares of restrrcted stock to the non- employee B ,‘
d1rectors ‘of the Company. The stock grants vest” over a four- -year’ period with 25% of the stock wvesting on &ach ~
anniversary of the grant date.. The Company recorded $89 800 in deferred compensatron expense ‘during the year

- enided December 31, 2001 in ‘connection with these stock grants. - The deferred compensat1on is-calculated at the fair
' value on the grant date and is bemg amortrzed over theé vestmg perrod of the restrrcted stock ”

Lo

EMPL@YEE 4@]1(K) PlLAN

The Company maintains a deﬁned contnbutron retrrement plan for all el1g1ble employees Effectrve January 1,
1997 the Company estabhshed a 401(k) Plan (the “401(k)”) to provrde retirement benefits for eligible employees
The 401(k) ‘provides for tax-deferred contributions of between. 1% and 100% of employees salarres limited to a

maximum annual amount as establrshed by the Internal Revenue Service. The Company- matched lOO% in 2000, *

2001 and 2002 of employee contrrbutlons up to a maxrmum of 6% of total’ compehsation. Amounts contrrbuted to

o 7/ the 40l(k) by, the Company to match employee contrrbutrons for the years' ended December 31, 2000 2001, and‘ '

2002 were appr oxrmately $698 000, $1, 209 000 and $l 169 000, respect1vely

>

llll SUBSIEQTUJENT lEVlEN"JT . ,

On January 6: 2003 the Company acqurred the share caprtal of London based Property Intellrgence for the U S o -

do Har equivalent of approxrmately $16.4 million in cash paid to the owners of the share capital and approxrmately :
$400,000. in ‘cash, net of exercise proceeds paid to-the option holders of _Property Inteligence who s1multaneously

exercrsed their opt1ons with the closmg of the dcquisition. The acquisition has been. accounted for using purchase . - -.

accountrng The purchase price ‘was principally allocated to cash and other working’ capltal accounts, database'
technology, customer base.and goodwill. The. acquiréd- database technology and customer base will be amortrzed
over their estimated -useful lives.:, Goodwill will not be amortized, but is subject to annual 1mpa1rment tests.
Property Intelligence, whose operatrons prmcrpally consrst of FOCUS Informatron is. a leadrng prov1der of -

’ 1nformat10n serv1ces to the commercral real estate and related busrness commumty in the Umted Krngdom - R

~ ~ ~ v : Ty <




CoStar Group, lne.

, : Tl T 2 Bethesda Melre Center
vesier Relafonss: s Bethesde, MD 20814
arfc A [iensley e (Beo) 204-5050
@Sﬁ@ﬁ@ﬁ@@@a T
@@@ﬁ@ﬁ
MD B Wl Shes
po ,?2.,;, WLCOSIEr.COm

anstegAce nandiReSistiat:

erfican Stod <Ff@@§ﬁ@€ & Thust CMHW independenIAuditozsH
M@H@n&@m@ o Emst&Young LLP
2 i Y 10038 - ‘ Westpark Difve
D 937-5449 Meleen, VA 22102

fis Gorrrd-oeking SElemeEnis® reviewgthe giisidEactorsinfthe o Kot
tentiallfactorsithats auselactalfiesutisitol (heselfonwardzlooline alllfonwaidzloeldne
itementstarelbasedonlinfoimatichlavailablelielislonttheldatelofithiskienorandiwelassimelnolablizationtolu pdatelsuchlstateme n sy

- David Bonderman

Principat, Texas Pacific Group

Josiah- O kow, fHl..
Venture:Partner, Catterton
Partners ¥ L;P.

pt B
Pre51dent & Chief Executlve Off icer,
Host Marriott Corporation




T e
R B

BT

= T
R A e =

e v

: : 5
et e
: SR maad

s S D 3 3 e e

N S S S B 2 e e

ziﬁ—;«“@“ e A

e

i g e : e : e i :
& iR e AR

A i X h.s‘.._“......._......._?w R

S mne

e R

S
e e T - e e
St R = 5 A5k s S i i m-*'rM‘aﬁNMM’w;:?,,uuﬁigﬁgh‘@»-‘-ﬂ

soiaEes

Lt SRR R
e -




