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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT 1934

For the quarterly period ended September 30, 2016

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

Commission File Number: 001-36853

ZILLOW GROUP, INC.

(Exact name of registrant as specified in its charter)
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Washington 47-1645716
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

1301 Second Avenue, Floor 31, Seattle, Washington 98101
(Address of principal executive offices) (Zip Code)

(206) 470-7000

@ZillowGroup

(Registrant�s telephone number, including area code)

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  x

As of October 26, 2016, 54,075,108 shares of Class A common stock, 6,217,447 shares of Class B common stock, and
120,957,805 shares of Class C capital stock were outstanding.
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As used in this Quarterly Report on Form 10-Q, the terms �Zillow Group,� �the Company,� �we,� �us� and �our� refer to Zillow
Group, Inc., unless the context indicates otherwise.

NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q, including Part I, Item 2 (Management�s Discussion and Analysis of Financial
Condition and Results of Operations), contains forward-looking statements based on our management�s beliefs and
assumptions and on information currently available to our management. Forward-looking statements include all
statements that are not historical facts and generally may be identified by terms such as �believe,� �may,� �will,� �estimate,�
�continue,� �anticipate,� �intend,� �could,� �would,� �project,� �plan,� �expect� or the negative or plural of these words or similar
expressions.

These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including but not
limited to our ability to successfully integrate and realize the benefits of our past or future strategic acquisitions or
investments, as well as those risks, uncertainties and assumptions described in Part 1, Item 1A (Risk Factors) in our
Annual Report on Form 10-K for the year ended December 31, 2015. Moreover, we operate in a very competitive and
rapidly changing environment. New risks emerge from time to time. It is not possible for our management to predict
all risks, nor can we assess the effect of all factors on our business or the extent to which any factor, or combination of
factors, may cause actual results to differ materially from those contained in any forward-looking statements we may
make. In light of these risks, uncertainties and assumptions, the forward-looking events and circumstances discussed
in this report may not occur and actual results could differ materially and adversely from those anticipated or implied
in the forward-looking statements.

You should not rely on forward-looking statements as predictions of future events. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results,
levels of activity, performance or events and circumstances reflected in the forward-looking statements will be
achieved or occur. Moreover, except as required by law, neither we nor any other person assumes responsibility for
the accuracy and completeness of the forward-looking statements, and we undertake no obligation to update publicly
any forward-looking statements for any reason after the date of this report to conform these statements to actual
results or to changes in our expectations.

WHERE YOU CAN FIND MORE INFORMATION

Our filings with the Securities and Exchange Commission, or SEC, including our annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports are available on our
website at www.zillowgroup.com, free of charge, as soon as reasonably practicable after the electronic filing of these
reports with the SEC. The information contained on our website is not a part of this quarterly report on Form 10-Q or
any other document we file with the SEC.

Investors and others should note that Zillow Group announces material financial information to its investors using its
press releases, SEC filings and public conference calls and webcasts. Zillow Group intends to also use the following
channels as a means of disclosing information about Zillow Group, its services and other matters and for complying
with its disclosure obligations under Regulation FD:

� Zillow Group Investor Relations Webpage (http://investors.zillowgroup.com)
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� Zillow Group Investor Relations Blog (http://www.zillowgroup.com/ir-blog)

� Zillow Group Twitter Account (https://twitter.com/zillowgroup)
The information Zillow Group posts through these channels may be deemed material. Accordingly, investors should
monitor these channels, in addition to following Zillow Group�s press releases, SEC filings and public conference calls
and webcasts. This list may be updated from time to time. The information we post through these channels is not a
part of this quarterly report on Form 10-Q or any other document we file with the SEC, and the inclusion of our
website addresses and Twitter account are as inactive textual references only.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)

ZILLOW GROUP, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data, unaudited)

September 30,
2016

December 31,
2015

Assets
Current assets:
Cash and cash equivalents $ 190,760 $ 229,138
Short-term investments 253,845 291,151
Accounts receivable, net of allowance for doubtful accounts of $1,318 and
$3,378 at September 30, 2016 and December 31, 2015, respectively 39,939 29,789
Prepaid expenses and other current assets 17,238 24,016

Total current assets 501,782 574,094
Restricted cash 1,053 3,015
Property and equipment, net 94,045 85,523
Goodwill 1,923,480 1,909,167
Intangible assets, net 537,177 558,881
Other assets 6,967 5,020

Total assets $ 3,064,504 $ 3,135,700

Liabilities and shareholders� equity
Current liabilities:
Accounts payable $ 6,697 $ 3,361
Accrued expenses and other current liabilities 34,745 43,047
Accrued compensation and benefits 24,611 11,392
Deferred revenue 27,005 21,450
Deferred rent, current portion 1,236 1,172

Total current liabilities 94,294 80,422
Deferred rent, net of current portion 13,991 13,743
Long-term debt 230,000 230,000
Deferred tax liabilities and other long-term liabilities 134,513 132,482

Total liabilities 472,798 456,647
Commitments and contingencies (Note 14)
Shareholders� equity:
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Preferred stock, $0.0001 par value; 30,000,000 shares authorized as of
September 30, 2016 and December 31, 2015; no shares issued and outstanding
as of September 30, 2016 and December 31, 2015 �  �  
Class A common stock, $0.0001 par value; 1,245,000,000 shares authorized as
of September 30, 2016 and December 31, 2015; 54,065,859 and
53,299,111 shares issued and outstanding as of September 30, 2016 and
December 31, 2015, respectively 5 5
Class B common stock, $0.0001 par value; 15,000,000 shares authorized as of
September 30, 2016 and December 31, 2015; 6,217,447 shares issued and
outstanding as of September 30, 2016 and December 31, 2015 1 1
Class C capital stock, $0.0001 par value; 600,000,000 shares authorized as of
September 30, 2016 and December 31, 2015; 120,924,426 and
118,958,359 shares issued and outstanding as of September 30, 2016 and
December 31, 2015, respectively 12 12
Additional paid-in capital 3,065,042 2,956,111
Accumulated other comprehensive income (loss) 198 (471) 
Accumulated deficit (473,552) (276,605) 

Total shareholders� equity 2,591,706 2,679,053

Total liabilities and shareholders� equity $ 3,064,504 $ 3,135,700

See accompanying notes to condensed consolidated financial statements.

2
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ZILLOW GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data, unaudited)

Three Months
Ended

September 30,
Nine Months Ended

September 30,
2016 2015 2016 2015

Revenue $ 224,592 $ 176,765 $ 618,977 $ 475,307
Costs and expenses:
Cost of revenue (exclusive of amortization) (1) 18,254 16,453 51,926 46,509
Sales and marketing 92,794 82,044 290,810 229,272
Technology and development 69,171 53,718 201,009 142,783
General and administrative 37,690 42,672 271,159 124,506
Acquisition-related costs 93 1,988 890 16,144
Restructuring costs �  3,425 �  35,142
Loss (gain) on divestiture of businesses (1,251) 4,143 (1,251) 4,143

Total costs and expenses 216,751 204,443 814,543 598,499

Income (loss) from operations 7,841 (27,678) (195,566) (123,192) 
Other income 561 366 1,995 1,085
Interest expense (1,595) (1,590) (4,740) (3,900) 

Income (loss) before income taxes 6,807 (28,902) (198,311) (126,007) 
Income tax benefit �  2,853 1,364 2,853

Net income (loss) $ 6,807 $ (26,049) $ (196,947) $ (123,154) 

Net income (loss) per share � basic and diluted $ 0.04 $ (0.15) $ (1.10) $ (0.74) 
Weighted-average shares outstanding � basic 180,583 177,098 179,577 166,986
Weighted-average shares outstanding � diluted 189,661 177,098 179,577 166,986

(1)    Amortization of website development costs and intangible
assets included in technology and development $ 21,917 $ 16,405 $ 62,821 $ 45,304

See accompanying notes to condensed consolidated financial statements.
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ZILLOW GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(in thousands, unaudited)

Three Months
Ended

September 30,
Nine Months Ended

September 30,
2016 2015 2016 2015

Net income (loss) $ 6,807 $ (26,049) $ (196,947) $ (123,154) 
Other comprehensive income (loss):
Unrealized gains (losses) on investments (179) 154 664 284
Reclassification adjustment for net (gains) losses from investments
included in net loss �  (1) 5 (14) 

Net unrealized gains (losses) on investments (179) 153 669 270

Total other comprehensive income (loss) (179) 153 669 270

Comprehensive income (loss) $ 6,628 $ (25,896) $ (196,278) $ (122,884) 

See accompanying notes to condensed consolidated financial statements.
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ZILLOW GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, unaudited)

Nine Months Ended
September 30,

2016 2015
Operating activities
Net loss $ (196,947) $ (123,154) 
Adjustments to reconcile net loss to net cash provided by (used in) operating activities,
net of amounts assumed in connection with acquisitions:
Depreciation and amortization 74,852 54,031
Share-based compensation expense 81,152 80,902
Restructuring costs �  19,206
Release of valuation allowance on certain deferred tax assets (1,364) (2,853) 
Loss on disposal of property and equipment 3,416 1,007
Loss (gain) on divestiture of businesses (1,360) 3,690
Bad debt expense 1,715 2,414
Deferred rent 312 2,635
Amortization of bond premium 1,171 2,090
Changes in operating assets and liabilities:
Accounts receivable (11,770) (4,009) 
Prepaid expenses and other assets 5,197 7,849
Accounts payable 3,296 (8,394) 
Accrued expenses and other current liabilities (8,746) 6,132
Accrued compensation and benefits 13,016 (2,982) 
Deferred revenue 5,645 (4,064) 
Other long-term liabilities (21) 4,088

Net cash provided by (used in) operating activities (30,436) 38,588

Investing activities
Proceeds from maturities of investments 158,828 244,079
Purchases of investments (126,986) (227,223) 
Proceeds from sales of investments 4,963 8,260
Decrease in restricted cash, net of amounts assumed in connection with an acquisition 1,962 207
Purchases of property and equipment (45,732) (39,594) 
Purchases of intangible assets (7,827) (13,911) 
Proceeds from divestiture of businesses 3,200 17,600
Cash acquired in acquisition, net �  173,406
Cash paid for acquisitions, net (16,319) (104,192) 

Net cash provided by (used in) investing activities (27,911) 58,632

Financing activities
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Proceeds from exercise of stock options 20,461 18,499
Value of equity awards withheld for tax liability (492) (7,945) 

Net cash provided by financing activities 19,969 10,554
Net increase (decrease) in cash and cash equivalents during period (38,378) 107,774
Cash and cash equivalents at beginning of period 229,138 125,765

Cash and cash equivalents at end of period $ 190,760 $ 233,539

Supplemental disclosures of cash flow information
Cash paid for interest $ 3,163 $ 3,163
Noncash transactions:
Value of Class A common stock issued in connection with an acquisition $ �  $ 1,883,728
Capitalized share-based compensation $ 7,809 $ 8,071
Write-off of fully depreciated property and equipment $ 11,585 $ 24,899

See accompanying notes to condensed consolidated financial statements.

5
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ZILLOW GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Note 1. Organization and Description of Business
Zillow Group, Inc. operates the leading real estate and home-related information marketplaces on mobile and the
Web, with a complementary portfolio of brands and products to help people find vital information about homes and
connect with local professionals. Zillow Group�s brands focus on all stages of the home lifecycle: renting, buying,
selling, financing and home improvement. The Zillow Group portfolio of consumer brands includes real estate and
rental marketplaces Zillow, Trulia, StreetEasy, HotPads and Naked Apartments. In addition, Zillow Group works with
tens of thousands of real estate agents, lenders and rental professionals, helping maximize business opportunities and
connect to millions of consumers. We also own and operate a number of brands for real estate, rental and mortgage
professionals, including Mortech, Bridge Interactive, DotLoop and Retsly.

Certain Significant Risks and Uncertainties

We operate in a dynamic industry and, accordingly, can be affected by a variety of factors. For example, we believe
that changes in any of the following areas could have a significant negative effect on us in terms of our future
financial position, results of operations or cash flows: our ability to successfully integrate and realize the benefits of
our past or future strategic acquisitions or investments; rates of revenue growth; engagement and usage of our
products; competition in our market; scaling and adaptation of existing technology and network infrastructure;
management of our growth; qualified employees and key personnel; protection of our brand and intellectual property;
changes in government regulation affecting our business; intellectual property infringement and other claims; and
protection of customers� information and other privacy concerns, among other things.

Note 2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying condensed consolidated financial statements include Zillow Group, Inc. and its wholly-owned
subsidiaries. All significant intercompany balances and transactions have been eliminated in consolidation. These
condensed consolidated financial statements have been prepared in conformity with U.S. generally accepted
accounting principles (�GAAP�) and applicable rules and regulations of the Securities and Exchange Commission
(�SEC�) regarding interim financial reporting. Certain information and note disclosures normally included in the
financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to such rules and
regulations. Accordingly, these interim condensed consolidated financial statements should be read in conjunction
with the audited financial statements and accompanying notes as of and for the year ended December 31, 2015
included in Zillow Group, Inc.�s Annual Report on Form 10-K, which was filed with the SEC on February 12, 2016.
The condensed consolidated balance sheet as of December 31, 2015, included herein, was derived from the audited
financial statements of Zillow Group, Inc. as of that date.

Effective February 17, 2015, Zillow Group acquired Trulia, Inc. (�Trulia�), and each of Zillow and Trulia became
wholly owned subsidiaries of Zillow Group. For financial reporting and accounting purposes, Zillow was the acquirer
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of Trulia. The results presented in the Condensed Consolidated Financial Statements and the Notes to Condensed
Consolidated Financial Statements reflect those of Zillow prior to the completion of the acquisition of Trulia on
February 17, 2015, and Trulia�s results of operations have been included prospectively after February 17, 2015. Market
Leader revenue is included in our results of operations from February 17, 2015 through the date of divestiture of
September 30, 2015.

The unaudited condensed consolidated interim financial statements, in the opinion of management, reflect all
adjustments, consisting only of normal recurring adjustments, necessary to present fairly our financial position as of
September 30, 2016, our results of operations and comprehensive income (loss) for the three and nine month periods
ended September 30, 2016 and 2015, and our cash flows for the nine month periods ended September 30, 2016 and
2015. The results of the three and nine month periods ended September 30, 2016 are not necessarily indicative of the
results to be expected for the year ended December 31, 2016 or for any interim period or for any other future year.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make certain estimates,
judgments and assumptions that affect the reported amounts of assets and liabilities and the related disclosures at the
date of the financial statements, as well as the reported amounts of revenue and expenses during the periods presented.
On an ongoing basis, we evaluate our estimates, including those related to revenue recognition, website development
costs, recoverability of long-lived assets and intangible assets with definite lives, share-based compensation, income
taxes, business combinations and goodwill, among others. To the extent there are material differences between these
estimates, judgments, or assumptions and actual results, our financial statements will be affected.

6
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Reclassifications

Certain immaterial reclassifications have been made in the condensed consolidated balance sheets and statements of
cash flows to conform data for prior periods to the current format.

Recently Issued Accounting Standards

In August 2016, the Financial Accounting Standards Board (�FASB�) issued guidance on the classification of certain
cash receipts and cash payments in the statement of cash flows. This guidance is effective for interim and annual
reporting periods beginning after December 15, 2017, and early adoption is permitted. The adoption of this guidance
requires a retrospective transition method to each period presented. We adopted this guidance in the interim period
ending on September 30, 2016. The adoption of this guidance did not have any impact on our statement of cash flows.

In June 2016, the FASB issued guidance on the measurement of credit losses on financial instruments. This standard
requires the use of an expected loss impairment model for instruments measured at amortized cost. For
available-for-sale debt securities, an entity is required to recognize an allowance for credit losses rather than as a
write-down. This guidance is effective for interim and annual reporting periods beginning after December 15, 2019,
and early adoption is permitted for interim and annual reporting periods beginning after December 15, 2018. The
adoption of this guidance requires a cumulative-effect adjustment to retained earnings as of the beginning of the first
reporting period in which the guidance is effective. We have not yet determined the timing of adoption or the impact
the adoption of this guidance will have on our financial position, results of operations or cash flows.

In March 2016, the FASB issued guidance on contingent put and call options in debt instruments. This standard
clarifies that the assessment of whether an embedded contingent put or call option is clearly and closely related to the
debt host only requires an analysis of the four-step decision sequence and does not require an entity to separately
assess whether the contingency itself is indexed only to interest rates or the credit risk of the entity. This guidance is
effective for interim and annual reporting periods beginning after December 15, 2016 using a modified retrospective
transition method, and early adoption is permitted. We expect to adopt this guidance on January 1, 2017. We do not
expect the adoption of this guidance to have any impact on our financial position, results of operations or cash flows.

In March 2016, the FASB issued guidance on several aspects of the accounting for share-based payment transactions,
including the income tax consequences, impact of forfeitures, classification of awards as either equity or liabilities and
classification on the statement of cash flows. This guidance is effective for interim and annual reporting periods
beginning after December 15, 2016, and early adoption is permitted. We expect to adopt this guidance on January 1,
2017 using the modified retrospective approach through a cumulative-effect adjustment to beginning accumulated
deficit. We do not expect the adoption of this guidance to have a material impact on our financial position, results of
operations or cash flows.

In February 2016, the FASB issued guidance on leases. This standard requires the recognition of a right-of-use asset
and lease liability on the balance sheet for all leases. This standard also requires more detailed disclosures to enable
users of financial statements to understand the amount, timing, and uncertainty of cash flows arising from leases. This
guidance is effective for interim and annual reporting periods beginning after December 15, 2018 and should be
applied through a modified retrospective transition approach for leases existing at, or entered into after, the beginning
of the earliest comparative period presented in the financial statements, and early adoption is permitted. We expect to
adopt this guidance on January 1, 2019. We have not yet determined the impact the adoption of this guidance will
have on our financial position, results of operations or cash flows.
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In January 2016, the FASB issued guidance on the recognition and measurement of financial instruments. This
standard requires equity investments, except those accounted for under the equity method of accounting or those that
result in consolidation of the investee, to be measured at fair value with changes in fair value recognized in net
income. This standard also requires the separate presentation of financial assets and financial liabilities by
measurement category and form of financial asset on the balance sheet or the accompanying notes to the financial
statements. This guidance is effective for interim and annual reporting periods beginning after December 15, 2017,
early adoption is permitted, and the guidance must be applied prospectively to equity investments that exist as of the
adoption date. We expect to adopt this guidance on January 1, 2018. We have not yet determined our approach to
adoption or the impact the adoption of this guidance will have on our financial position, results of operations or cash
flows.

In April 2015, the FASB issued guidance related to a customer�s accounting for fees paid in a cloud computing
arrangement. This standard provides guidance to customers about whether a cloud computing arrangement includes a
software license. If a cloud computing arrangement includes a software license, then the customer should account for
the software license element of the arrangement consistent with the acquisition of other software licenses. If a cloud
computing arrangement does not include a software

7
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license, the customer should account for the arrangement as a service contract. This guidance is effective for interim
and annual reporting periods beginning after December 15, 2015, and early adoption is permitted. We adopted this
guidance on January 1, 2016. The adoption of this guidance has not had a material impact on our financial position,
results of operations or cash flows.

In February 2015, the FASB issued guidance relating to the consolidation analysis that a reporting entity must perform
to determine whether it should consolidate certain types of legal entities. This standard affects both the variable
interest entity and voting interest entity consolidation models. All legal entities are subject to reevaluation under the
revised consolidation model. We adopted this guidance on January 1, 2016. The adoption of this guidance has not had
any impact on our financial position, results of operations or cash flows.

In August 2014, the FASB issued guidance on the disclosure of uncertainties about an entity�s ability to continue as a
going concern. This standard provides guidance about management�s responsibility to evaluate whether there is
substantial doubt about an entity�s ability to continue as a going concern and to provide related footnote disclosures.
The guidance is effective for annual reporting periods ending after December 15, 2016, and early adoption is
permitted. We expect to adopt this guidance for the year ending December 31, 2016. We do not expect the adoption of
this guidance to have any impact on our financial position, results of operations or cash flows.

In May 2014, the FASB issued guidance on revenue recognition. This guidance provides that an entity should
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or services. This guidance also
requires more detailed disclosures to enable users of financial statements to understand the nature, amount, timing,
and uncertainty of revenue and cash flows arising from contracts with customers. The original effective date of this
guidance was for interim and annual reporting periods beginning after December 15, 2016, early adoption is not
permitted, and the guidance must be applied retrospectively or modified retrospectively. In July 2015, the FASB
approved an optional one-year deferral of the effective date. As a result, we expect to adopt this guidance on
January 1, 2018. In 2016, the FASB issued final amendments to clarify the implementation guidance for principal
versus agent considerations, identifying performance obligations and the accounting for licenses of intellectual
property. We have not yet determined our approach to adoption or the impact the adoption of this guidance will have
on our financial position, results of operations or cash flows, if any.

Note 3. Fair Value Measurements
Accounting standards define fair value as the price that would be received to sell an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market in an orderly transaction between market participants on
the measurement date. The standards also establish a fair value hierarchy, which requires an entity to maximize the
use of observable inputs and minimize the use of unobservable inputs when measuring fair value. There are three
levels of inputs that may be used to measure fair value:

� Level 1 � Quoted prices in active markets for identical assets or liabilities.

� Level 2 � Assets and liabilities valued based on observable market data for similar instruments, such as
quoted prices for similar assets or liabilities.
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� Level 3 � Unobservable inputs that are supported by little or no market activity; instruments valued
based on the best available data, some of which is internally developed, and considers risk premiums
that a market participant would require.

We applied the following methods and assumptions in estimating our fair value measurements:

Cash equivalents � Cash equivalents are comprised of highly liquid investments, including money market funds and
certificates of deposit, with original maturities of less than three months. The fair value measurement of these assets is
based on quoted market prices in active markets and these assets are recorded at fair value.

Investments � Our investments consist of fixed income securities, which include U.S. and foreign government agency
securities, corporate notes and bonds, municipal securities and certificates of deposit. The fair value measurement of
these assets is based on observable market-based inputs or inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

8
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The following tables present the balances of assets measured at fair value on a recurring basis, by level within the fair
value hierarchy, as of the dates presented (in thousands):

September 30, 2016
Total Level 1 Level 2

Cash equivalents:
Money market funds $ 121,087 $ 121,087 $ �  
Certificates of deposit 498 �  498
Short-term investments:
U.S. government agency securities 146,914 �  146,914
Corporate notes and bonds 61,658 �  61,658
Municipal securities 29,798 �  29,798
Certificates of deposit 6,477 �  6,477
Foreign government securities 6,008 �  6,008
Commercial paper 2,990 �  2,990
Restricted cash 1,053 �  1,053

Total $ 376,483 $ 121,087 $ 255,396

December 31, 2015
Total Level 1 Level 2

Cash equivalents:
Money market funds $ 195,870 $ 195,870 $ �  
Certificates of deposit 1,622 �  1,622
Short-term investments:
U.S. government agency securities 193,168 �  193,168
Corporate notes and bonds 41,314 �  41,314
Municipal securities 39,853 �  39,853
Certificates of deposit 11,837 �  11,837
Foreign government securities 4,979 �  4,979
Restricted cash 3,015 �  3,015

Total $ 491,658 $ 195,870 $ 295,788

See Note 9 for the carrying amount and estimated fair value of the Company�s convertible senior notes.

We did not have any Level 3 assets as of September 30, 2016 or December 31, 2015. There were no liabilities
measured at fair value as of September 30, 2016 or December 31, 2015.

Note 4. Cash, Cash Equivalents, Investments and Restricted Cash
Our investments are classified as available-for-sale securities and are carried at fair value with unrealized gains and
losses reported as a component of accumulated other comprehensive income (loss) in shareholders� equity, while
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realized gains and losses and other-than-temporary impairments are reported as a component of net income (loss)
based on specific identification. On January 1, 2015 we transferred our cash equivalent and investment portfolio of
approximately $440.8 million from held-to-maturity to available-for-sale, which resulted in the recognition of an
insignificant loss of $0.1 million. The transfer of the investment portfolio to available-for-sale was made to provide
increased flexibility in the use of our investments to support current operations.

9
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The following tables present the amortized cost, gross unrealized gains and losses, and estimated fair market value of
our cash and cash equivalents, available-for-sale investments and restricted cash as of the dates presented (in
thousands):

September 30, 2016

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Estimated
Fair Market

Value
Cash $ 69,175 $ �  $ �  $ 69,175
Cash equivalents:
Money market funds 121,087 �  �  121,087
Certificates of deposit 498 �  �  498
Short-term investments:
U.S government agency securities 146,814 117 (17) 146,914
Corporate notes and bonds 61,650 22 (14) 61,658
Municipal securities 29,816 1 (19) 29,798
Certificates of deposit 6,476 1 �  6,477
Foreign government securities 5,994 14 �  6,008
Commercial paper 2,990 �  �  2,990
Restricted cash 1,053 �  �  1,053

Total $ 445,553 $ 155 $ (50) $ 445,658

December 31, 2015

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Estimated
Fair Market

Value
Cash $ 31,646 $ �  $ �  $ 31,646
Cash equivalents:
Money market funds 195,870 �  �  195,870
Certificates of deposit 1,622 �  �  1,622
Short-term investments:
U.S government agency securities 193,623 1 (456) 193,168
Corporate notes and bonds 41,390 1 (77) 41,314
Municipal securities 39,878 11 (36) 39,853
Certificates of deposit 11,839 1 (3) 11,837
Foreign government securities 4,985 �  (6) 4,979
Restricted cash 3,015 �  �  3,015

Total $ 523,868 $ 14 $ (578) $ 523,304

The following table presents available-for-sale investments by contractual maturity date as of September 30, 2016 (in
thousands):
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Amortized
Cost

Estimated Fair
Market
Value

Due in one year or less $ 199,026 $ 199,100
Due after one year through two years 54,714 54,745

Total $ 253,740 $ 253,845

Note 5. Property and Equipment, net
The following table presents the detail of property and equipment as of the dates presented (in thousands):

September 30,
2016

December 31,
2015

Website development costs $ 93,792 $ 74,750
Computer equipment 26,848 20,965
Leasehold improvements 34,991 32,918
Construction-in-progress 18,888 15,630
Office equipment, furniture and fixtures 17,264 13,495

Property and equipment 191,783 157,758
Less: accumulated amortization and depreciation (97,738) (72,235) 

Property and equipment, net $ 94,045 $ 85,523

10
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We recorded depreciation expense related to property and equipment (other than website development costs) of
$3.6 million and $3.2 million, respectively, during the three months ended September 30, 2016 and 2015, and
$12.0 million and $8.7 million, respectively, during the nine months ended September 30, 2016 and 2015.

We capitalized $13.0 million and $13.6 million, respectively, in website and software development costs during the
three months ended September 30, 2016 and 2015, and $38.1 million and $35.4 million, respectively, during the nine
months ended September 30, 2016 and 2015. Amortization expense for website development costs included in
technology and development expenses was $10.4 million and $6.2 million, respectively, during the three months
ended September 30, 2016 and 2015, and $29.4 million and $16.8 million, respectively, during the nine months ended
September 30, 2016 and 2015.

Construction-in-progress primarily consists of website development costs that are capitalizable, but for which the
associated applications had not been placed in service.

Note 6. Acquisitions
Acquisition of Bridge Interactive Group

In July 2016, Zillow, Inc., Bridge Interactive Group, LLC, a Georgia limited liability company (�Bridge Interactive�),
each of the members of Bridge Interactive, and an individual acting as the seller representative, entered into a
Securities Purchase Agreement pursuant to which Zillow, Inc. acquired all of the outstanding ownership interests of
Bridge Interactive on August 1, 2016. Bridge Interactive is a creator of broker and multiple listing service (MLS)
back-office software. Our acquisition of Bridge Interactive has been accounted for as a business combination, and
assets acquired and liabilities assumed were recorded at their estimated fair values as of August 1, 2016.

Acquisition-related costs incurred, which primarily included legal and accounting fees and other external costs
directly related to the acquisition, were expensed as incurred and were not material.

The results of operations related to the acquisition of Bridge Interactive have been included in our condensed
consolidated financial statements since the date of acquisition, and are not significant. Pro forma financial information
for the acquisition accounted for as a business combination has not been presented, as the effects were not material to
our condensed consolidated financial statements.

Acquisition of Naked Apartments

In February 2016, Zillow, Inc., Nectarine Merger Sub, Inc., a Delaware corporation and wholly owned subsidiary of
Zillow, Inc. (�Merger Sub�), Naked Apartments, Inc., a Delaware corporation (�Naked Apartments�), and an individual
acting as the stockholder representative, entered into an Agreement and Plan of Merger (the �Naked Apartments
Merger Agreement�), pursuant to which Zillow, Inc. acquired Naked Apartments on February 22, 2016 for
approximately $13.2 million in cash. Under the terms and subject to the conditions of the Naked Apartments Merger
Agreement, Merger Sub merged with and into Naked Apartments, with Naked Apartments remaining as the surviving
company and a wholly owned subsidiary of Zillow, Inc. Naked Apartments is New York City�s largest rentals-only
platform.

Our acquisition of Naked Apartments has been accounted for as a business combination, and assets acquired and
liabilities assumed were recorded at their estimated fair values as of February 22, 2016. Goodwill, which represents
the expected synergies from combining the acquired assets and the operations of the acquirer, as well as intangible
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assets that do not qualify for separate recognition, is measured as of the acquisition date as the excess of consideration
transferred, which is also measured at fair value, and the net of the fair values of the assets acquired and the liabilities
assumed as of the acquisition date.

The total purchase price has been allocated to the assets acquired and liabilities assumed, including identifiable
intangible assets, based on their respective fair values at the acquisition date. Based upon the fair values determined
by us, in which we considered or relied in part upon a valuation report of a third-party expert, the total purchase price
was allocated as follows (in thousands):

Current assets $ 371
Identifiable intangible assets 3,700
Goodwill 10,610
Current liabilities (101) 
Deferred tax liabilities (1,416) 

Total preliminary estimated purchase price $ 13,164
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Our estimates and assumptions related to the purchase price allocation are preliminary and subject to change during
the measurement period (up to one year from the acquisition date) as we finalize the amount of intangible assets,
goodwill and deferred taxes recorded in connection with the acquisition.

Acquisition-related costs incurred, which primarily included legal and accounting fees and other external costs
directly related to the acquisition, were expensed as incurred and were not material.

The results of operations related to the acquisition of Naked Apartments have been included in our condensed
consolidated financial statements since the date of acquisition, and are not significant. Pro forma financial information
for the acquisition accounted for as a business combination has not been presented, as the effects were not material to
our condensed consolidated financial statements.

Acquisition of Trulia

Effective February 17, 2015, pursuant to the Merger Agreement dated as of July 28, 2014 by and among Zillow,
Zillow Group and Trulia, following the consummation of the transactions contemplated by the Merger Agreement,
each of Zillow and Trulia became wholly owned subsidiaries of Zillow Group. With the addition of Trulia, we
expanded our audience and added another consumer brand that offers buyers, sellers, homeowners and renters access
to information about homes and real estate for free, and provides advertising and software solutions that help real
estate professionals grow their business.

At the effective time of the merger, each share of Zillow Class A common stock was converted into the right to
receive one share of fully paid and nonassessable Zillow Group Class A common stock, and each share of Zillow
Class B common stock was converted into the right to receive one share of fully paid and nonassessable Zillow Group
Class B common stock. Generally, each Zillow stock option and restricted stock unit outstanding (whether or not
vested or exercisable) as of the effective time of the merger was assumed by Zillow Group and converted into a
corresponding equity award to purchase or acquire shares of Zillow Group Class A common stock, subject to the same
terms, conditions and restrictions as the original option or award. Any unvested shares of Zillow Class A common
stock subject to a repurchase option, risk of forfeiture or other condition as of the effective time of the merger were
exchanged for shares of Zillow Group Class A common stock that were also unvested and subject to the same
repurchase option, risk of forfeiture or other condition. Each Zillow restricted unit outstanding as of the effective time
of the merger was assumed by Zillow Group and converted into the right to receive Zillow Group Class A common
stock, subject to the same terms, conditions and restrictions as the original restricted unit.

At the effective time of the merger, each share of Trulia common stock was converted into the right to receive 0.444
of a share of fully paid and nonassessable Zillow Group Class A common stock. Generally, each Trulia stock option,
restricted stock unit, and stock appreciation right outstanding (whether or not vested or exercisable) as of the effective
time of the merger was assumed by Zillow Group and converted into a corresponding equity award to purchase,
acquire shares of, or participate in the appreciation in the price of Zillow Group Class A common stock, subject to the
same terms, conditions and restrictions as the original option or award, subject to specified adjustments to reflect the
effect of the Trulia exchange ratio. Each outstanding unvested Trulia stock option and restricted stock unit held by a
member of the Trulia board of directors immediately prior to the effective time of the merger who was not an
employee of Trulia or any subsidiary of Trulia became fully vested immediately prior to the effective time of the
merger in accordance with the terms of the applicable award agreements.

Our acquisition of Trulia has been accounted for as a business combination, and assets acquired and liabilities
assumed were recorded at their estimated fair values as of February 17, 2015. Goodwill, which represents the expected
synergies from combining the acquired assets and the operations of the acquirer, as well as intangible assets that do
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not qualify for separate recognition, is measured as of the acquisition date as the excess of consideration transferred,
which is also measured at fair value, and the net of the fair values of the assets acquired and the liabilities assumed as
of the acquisition date.

In all cases in which Zillow Group�s closing stock price is a determining factor in arriving at the amount of merger
consideration, the stock price assumed is the closing price of Zillow Class A common stock on NASDAQ on
February 17, 2015 ($109.14 per share, unadjusted for the August 2015 stock split effected in the form of a dividend).
The purchase price to effect the acquisition of Trulia of approximately $2.0 billion is summarized in the following
table (in thousands):

Value of Class A common stock issued $ 1,883,728
Substituted stock options and stock appreciation rights assumed
by Zillow Group attributable to pre-combination service 54,853
Substituted restricted stock units assumed by Zillow Group
attributable to pre-combination service 27,798
Cash paid in lieu of fractional outstanding shares 41

Total purchase price $ 1,966,420
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A total of 17,259,704 shares of Zillow Group Class A common stock were issued in connection with the acquisition of
Trulia. Trulia stockholders did not receive any fractional shares of Zillow Group Class A common stock in connection
with the acquisition. Instead of receiving any fractional shares, each holder of Trulia common stock was paid an
amount in cash (without interest) equal to such fractional amount multiplied by the last reported sale price of Zillow
Class A common stock on NASDAQ on the last complete trading day prior to the date of the effective time of the
merger.

A portion of the purchase price has been attributed to the substitution of Trulia�s stock options, restricted stock units
and stock appreciation rights outstanding as of February 17, 2015, for corresponding stock options, restricted stock
units and stock appreciation rights to purchase, vest in or participate in the appreciation in the price of shares of Zillow
Group Class A common stock, all at an exchange ratio of 0.444. The fair value of Trulia�s share-based awards assumed
in connection with the acquisition, including stock options, restricted stock units and stock appreciation rights, which
relate to post-combination service will be recorded by Zillow Group as share-based compensation expense ratably
over the remaining related vesting period of the respective award. The share-based compensation expense related to
stock options and stock appreciation rights assumed is estimated at the acquisition date using the
Black-Scholes-Merton option-pricing model, assuming no dividends, expected volatility of 53%, a risk-free interest
rate of 1.10%, and an expected life of three years. For restricted stock units assumed, Zillow Group used the market
value of Zillow�s Class A common stock on the date of acquisition to determine the fair value of the award.

The total purchase price has been allocated to the assets acquired and liabilities assumed, including identifiable
intangible assets, based on their respective fair values at the acquisition date. Based upon the fair values determined
by us, in which we considered or relied in part upon a valuation report of a third-party expert, the total purchase price
was allocated as follows (in thousands):

Cash and cash equivalents $ 173,447
Accounts receivable 13,093
Prepaid expenses and other current assets 20,833
Restricted cash 6,946
Property and equipment 30,189
Other assets 434
Identifiable intangible assets 549,000
Goodwill 1,736,362
Accounts payable, accrued expenses and other current
liabilities (51,258) 
Accrued compensation and benefits (8,324) 
Deferred revenue (8,300) 
Long-term debt (230,000) 
Debt premium recorded in additional paid-in capital (126,386) 
Deferred tax liabilities and other long-term liabilities (139,616) 

Total purchase price $ 1,966,420

The fair value of identifiable intangible assets acquired consisted of the following (in thousands):
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Estimated
Fair

Value

Estimated
Useful
Life

(in years)

Trulia trade names and trademarks $ 351,000 Indefinite
Market Leader trade names and trademarks 2,000 2
Customer relationships 92,000 3-7
Developed technology 91,000 3-7
Advertising relationships 9,000 3
MLS home data feeds 4,000 3

Total $ 549,000

The fair value of the intangible assets acquired was determined by Zillow Group, and Zillow Group considered or
relied in part upon a valuation report of a third-party expert. Zillow Group used an income approach to measure the
fair value of the trade names and trademarks and the developed technology based on the relief-from-royalty method.
Zillow Group used an income approach to measure the fair value of the customer relationships based on the excess
earnings method, whereby the fair value is estimated based upon the present value of cash flows that the applicable
asset is expected to generate. Zillow Group used an income approach to measure the fair value of the advertising
relationships based on a with and without analysis, whereby the fair value is estimated based
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on the present value of cash flows the combined business is expected to generate with and without the advertising
relationships. Zillow Group used a cost approach to measure the fair value of the MLS home data feeds based on the
estimated cost to replace the data feed library. These fair value measurements were based on Level 3 measurements
under the fair value hierarchy.

A portion of the total purchase price was allocated to Trulia�s 2020 Notes (see Note 9). In accordance with the
accounting guidance related to business combinations, the 2020 Notes are recognized at fair value as of the effective
date of the acquisition. The fair value of the 2020 Notes as of the date of acquisition was approximately $356.4
million. The fair value of the 2020 Notes as of the date of acquisition was determined by Zillow Group, and Zillow
Group considered or relied in part upon a valuation report of a third-party expert. The fair value of the 2020 Notes was
determined through combination of the use of a binomial lattice valuation model and consideration of quoted market
prices. The fair value is classified as Level 3 due to the use of significant unobservable inputs such as implied
volatility of Zillow Group�s Class A common stock, discount spread and the limited trading activity for the 2020
Notes. Given the fair value of the 2020 Notes as of the date of acquisition of $356.4 million was at a substantial
premium to the principal amount of $230.0 million, the premium amount of $126.4 million has been recorded as
additional paid-in capital in the consolidated balance sheet as of the effective date of the acquisition. Accordingly,
Zillow Group has recognized the liability component of the 2020 Notes at the stated par amount in the consolidated
balance sheet as of the effective date of the acquisition. The conversion feature included in the 2020 Notes is not
required to be bifurcated and separately accounted for as it meets the equity scope exception given the conversion
feature (i) is indexed to Zillow Group�s Class A common stock and (ii) would be classified in shareholder�s equity.
Further, the 2020 Notes do not permit or require Zillow Group to settle the debt in cash (in whole or in part) upon
conversion.

A portion of the total purchase price was allocated to deferred tax liabilities primarily related to an indefinite-lived
intangible asset generated in connection with the acquisition. Due to the recognition of a $351.0 million
indefinite-lived Trulia trade name and trademark intangible asset as of the effective date of the acquisition, a deferred
tax liability of $139.5 million was recognized which cannot be offset by the recognized deferred tax assets.

The results of operations related to the acquisition of Trulia have been included in our consolidated financial
statements since the date of acquisition of February 17, 2015. However, disclosure of the amounts of revenue and
earnings of the acquiree since the acquisition date is impracticable because discrete financial information is not
available due to the rapid integration of Zillow�s and Trulia�s operations.

Unaudited Pro Forma Financial Information

The following unaudited pro forma condensed combined financial information gives effect to the acquisition of Trulia
as if it were consummated on January 1, 2014 (the beginning of the comparable prior reporting period in the year of
acquisition). The unaudited pro forma condensed combined financial information is presented for informational
purposes only. The unaudited pro forma condensed combined financial information does not represent true historical
financial information. Further, the unaudited pro forma condensed combined financial information is not intended to
represent or be indicative of the results of operations that would have been reported had the acquisition occurred on
January 1, 2014 and should not be taken as representative of future results of operations of the combined company.

The following table presents the unaudited pro forma condensed combined financial information for the periods
presented, except for the financial information presented for the three and nine month periods ended September 30,
2016 and revenue for the three months ended September 30, 2015, which are presented on an as-reported basis (in
thousands):
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Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 (1) 2016 2015 (2)
Revenue $ 224,592 $ 176,765 $ 618,977 $ 510,565
Net income (loss) $ 6,807 $ (21,393) (196,947) $ (65,978) 

(1) The pro forma net loss for the three months ended September 30, 2015 includes pro forma adjustments for
$3.4 million to eliminate restructuring costs associated with the acquisition of Trulia reflected in the historical
financial statements and $1.2 million to eliminate direct and incremental acquisition-related costs reflected in the
historical financial statements.

(2) The pro forma net loss for the nine months ended September 30, 2015 includes pro forma adjustments for $49.1
million to eliminate direct and incremental acquisition-related costs reflected in the historical financial
statements, $37.3 million to eliminate share-based compensation expense attributable to substituted equity awards
and to record additional share-based compensation expense attributable to substituted equity awards, $35.3
million to eliminate restructuring costs associated with the acquisition of Trulia reflected in the historical
financial statements, $2.4 million to record additional amortization expense for acquired intangible assets and
$1.1 million to eliminate Trulia�s historical amortization of capitalized website development costs.
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Note 7. Goodwill
The following table presents the change in goodwill from December 31, 2015 through September 30, 2016 (in
thousands):

Balance as of December 31, 2015 $ 1,909,167
Goodwill recorded in connection with the acquisition of Naked
Apartments 10,610
Goodwill recorded in connection with the acquisition of Bridge
Interactive 4,899
Reduction of goodwill in connection with the divestiture of a
business (1,196) 

Balance as of September 30, 2016 $ 1,923,480

The goodwill recorded in connection with the acquisitions of Naked Apartments and Bridge Interactive, which
includes intangible assets that do not qualify for separate recognition, is not deductible for tax purposes.

Note 8. Intangible Assets
The following tables present the detail of intangible assets subject to amortization as of the dates presented (in
thousands):

September 30, 2016

Cost
Accumulated
Amortization Net

Purchased content $ 40,544 $ (21,491) $ 19,053
Software 9,971 (4,315) 5,656
Customer relationships 103,200 (27,110) 76,090
Developed technology 110,080 (31,652) 78,428
Trade names and trademarks 4,960 (2,669) 2,291
Advertising relationships 9,000 (4,848) 4,152
MLS home data feeds 1,100 (593) 507

Total $ 278,855 $ (92,678) $ 186,177

December 31, 2015

Cost
Accumulated
Amortization Net

Purchased content $ 37,581 $ (19,649) $ 17,932
Software 6,961 (2,845) 4,116
Customer relationships 103,425 (16,204) 87,221
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Developed technology 108,295 (19,515) 88,780
Trade names and trademarks 4,860 (2,212) 2,648
Advertising relationships 9,000 (2,598) 6,402
MLS home data feeds 1,100 (318) 782

Total $ 271,222 $ (63,341) $ 207,881

Amortization expense recorded for intangible assets for the three months ended September 30, 2016 and 2015 was
$11.6 million and $10.2 million, respectively. Amortization expense recorded for intangible assets for the nine months
ended September 30, 2016 and 2015 was $33.4 million and $28.5 million, respectively. These amounts are included in
technology and development expenses.

As of September 30, 2016, we have an indefinite-lived intangible asset for $351.0 million that we recorded in
connection with our February 2015 acquisition of Trulia for Trulia�s trade names and trademarks that is not subject to
amortization.

Note 9. Convertible Senior Notes
In connection with the February 2015 acquisition of Trulia, a portion of the total purchase price was allocated to
Trulia�s Convertible Senior Notes due in 2020 (the �2020 Notes�), which are unsecured senior obligations. Pursuant to
and in accordance with the Merger Agreement, Zillow Group entered into a supplemental indenture in respect of the
2020 Notes in the aggregate principal amount of $230.0 million, which supplemental indenture provides, among other
things, that, at the effective time of the Trulia Merger, (i) each outstanding 2020 Note is no longer convertible into
shares of Trulia common stock and is convertible solely into shares of Zillow Group Class A common stock, pursuant
to, and in accordance with, the terms of the indenture governing the 2020 Notes, and
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(ii) Zillow Group guaranteed all of the obligations of Trulia under the 2020 Notes and related indenture. The
aggregate principal amount of the 2020 Notes is due on December 15, 2020 if not earlier converted or redeemed.
Interest is payable on the 2020 Notes at the rate of 2.75% semi-annually on June 15 and December 15 of each year.

Holders of the 2020 Notes may convert all or any portion of their notes, in multiples of $1,000 principal amount, at
their option at any time prior to the close of business on the business day immediately preceding the maturity date. In
connection with the supplemental indenture in respect of the 2020 Notes, the conversion ratio immediately prior to the
effective time of the Trulia Merger of 27.8303 shares of Trulia common stock per $1,000 principal amount of notes
was adjusted to 12.3567 shares of our Class A common stock per $1,000 principal amount of notes based on the
exchange ratio of 0.444 per the Merger Agreement. This was equivalent to an initial conversion price of
approximately $80.93 per share of our Class A common stock. In connection with the August 2015 distribution of
shares of our Class C capital stock as a dividend to our Class A and Class B common shareholders, the conversion
ratio has been further adjusted to 41.4550 shares of Class A common stock per $1,000 principal amount of notes,
which is equivalent to a conversion price of approximately $24.12 per share of our Class A common stock. The
conversion ratio will be adjusted for certain dilutive events and will be increased in the case of corporate events that
constitute a �Make-Whole Fundamental Change� (as defined in the indenture governing the notes). The conversion
option of the 2020 Notes has no cash settlement provisions. The conversion option does not meet the criteria for
separate accounting as a derivative as it is indexed to our own stock.

The holders of the 2020 Notes will have the ability to require us to repurchase the notes in whole or in part upon the
occurrence of an event that constitutes a �Fundamental Change� (as defined in the indenture governing the notes,
including such events as a �change in control� or �termination of trading�, subject to certain exceptions). In such case, the
repurchase price would be 100% of the principal amount of the 2020 Notes plus accrued and unpaid interest, if any,
to, but excluding, the Fundamental Change repurchase date. Certain events are also considered �Events of Default,�
which may result in the acceleration of the maturity of the 2020 Notes, as described in the indenture governing the
notes. There are no financial covenants associated with the 2020 Notes.

We may not redeem the 2020 Notes prior to December 20, 2018. We may redeem the 2020 Notes, at our option, in
whole or in part on or after December 20, 2018, if the last reported sale price per share of our Class A common stock
has been at least 130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive)
during any 30 consecutive trading day period.

Interest expense related to the 2020 Notes for the three months ended September 30, 2016 and 2015 was $1.6 million.
Interest expense related to the 2020 Notes for the nine months ended September 30, 2016 and 2015 was $4.7 million
and $3.9 million, respectively. Accrued interest related to the 2020 Notes as of September 30, 2016 is $1.8 million,
and is recorded in accrued expenses and other current liabilities in our condensed consolidated balance sheet.

The estimated fair value and carrying value of the 2020 Notes were $346.4 million and $230.0 million, respectively,
as of September 30, 2016. The estimated fair value and carrying value of the 2020 Notes were $272.9 million and
$230.0 million, respectively, as of December 31, 2015. The estimated fair value of the 2020 Notes was determined
through consideration of quoted market prices. The fair value is classified as Level 3 due to the limited trading activity
for the 2020 Notes.

Note 10. Income Taxes
We are subject to federal and state income taxes in the United States and in Canada. During the three and nine month
periods ended September 30, 2016 and 2015, we did not have a material amount of reportable taxable income, and we
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are not projecting a material amount of reportable taxable income for the year ending December 31, 2016. We have
provided a full valuation allowance against our net deferred tax assets as of September 30, 2016 and December 31,
2015 because, based on the weight of available evidence, it is more likely than not (a likelihood of more than 50%)
that some or all of the deferred tax assets will not be realized. Therefore, no current tax liability or expense has been
recorded in the condensed consolidated financial statements. We have accumulated federal tax losses of
approximately $735.2 million as of December 31, 2015, which are available to reduce future taxable income. We have
accumulated state tax losses of approximately $11.6 million (tax effected) as of December 31, 2015.

We recorded an income tax benefit of $1.4 million for the nine months ended September 30, 2016 primarily due to a
deferred tax liability generated in connection with Zillow Group�s February 22, 2016 acquisition of Naked Apartments
that can be used to realize certain deferred tax assets for which we had previously provided a full allowance. We
recorded an income tax benefit of $2.9 million for the nine months ended September 30, 2015 primarily due to a
deferred tax liability generated in connection with Zillow, Inc.�s August 20, 2015 acquisition of DotLoop that can be
used to realize certain deferred tax assets for which we had previously provided a full valuation allowance.

Note 11. Shareholders� Equity
Preferred Stock

Our board of directors has the authority to fix and determine and to amend the number of shares of any series of
preferred stock that is wholly unissued or to be established and to fix and determine and to amend the designation,
preferences, voting powers and
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limitations, and the relative, participating, optional or other rights, of any series of shares of preferred stock that is
wholly unissued or to be established, subject in each case to certain approval rights of holders of our outstanding Class
B common stock. There was no preferred stock issued and outstanding as of September 30, 2016 or December 31,
2015.

Common and Capital Stock

Our Class A common stock has no preferences or privileges and is not redeemable. Holders of Class A common stock
are entitled to one vote for each share.

Our Class B common stock has no preferences or privileges and is not redeemable. At any time after the date of
issuance, each share of Class B common stock, at the option of the holder, may be converted into one share of Class A
common stock, or automatically converted into Class A common stock upon the affirmative vote by or written consent
of holders of a majority of the shares of the Class B common stock. During the three and nine month periods ended
September 30, 2016 and the year ended December 31, 2015, no shares of Class B common stock were converted into
Class A common stock at the option of the holders. Holders of Class B common stock are entitled to 10 votes for each
share.

Our Class C capital stock has no preferences or privileges, is not redeemable and, except in limited circumstances, is
non-voting.

Note 12. Share-Based Awards
In connection with our February 2015 acquisition of Trulia, we assumed the obligations of Zillow and Trulia
outstanding under pre-existing stock plans. We intend that future equity grants will be made under Zillow Group�s
2011 Incentive Plan (as amended and/or restated from time to time, the �2011 Plan�) only (or a successor thereto).

Zillow Group, Inc. Amended and Restated 2011 Incentive Plan

On July 19, 2011, the 2011 Plan became effective and serves as the successor to Zillow�s 2005 Equity Incentive Plan
(the �2005 Plan�). Shareholders last approved the 2011 Plan on June 15, 2016. In addition to the share reserve of
18,400,000 shares, the number of shares available for issuance under the 2011 Plan automatically increases on the first
day of each of our fiscal years by a number of shares equal to the least of (a) 3.5% of our outstanding common and
capital stock on a fully diluted basis as of the end of our immediately preceding fiscal year, (b) 10,500,000 shares, and
(c) a lesser amount determined by our board of directors; provided, however, that any shares from any increases in
previous years that are not actually issued will continue to be available for issuance under the 2011 Plan. In addition,
shares previously available for grant under the 2005 Plan, but not issued or subject to outstanding awards under the
2005 Plan as of July 19, 2011, and shares subject to outstanding awards under the 2005 Plan that subsequently cease
to be subject to such awards (other than by reason of exercise of the awards) are available for grant under the 2011
Plan. The 2011 Plan is administered by the compensation committee of the board of directors. Under the terms of the
2011 Plan, the compensation committee may grant equity awards, including incentive stock options, nonqualified
stock options, restricted stock, restricted stock units or restricted units to employees, officers, directors, consultants,
agents, advisors and independent contractors. The compensation committee has also authorized certain senior
executive officers to grant equity awards under the 2011 Plan, within limits prescribed by our board of directors.

Options under the 2011 Plan are granted with an exercise price per share not less than 100% of the fair market value
of our stock on the date of grant, with the exception of substituted option awards granted in connection with
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acquisitions, and are exercisable at such times and under such conditions as determined by the compensation
committee. Under the 2011 Plan, the maximum term of an option is ten years from the date of grant. Any portion of an
option that is not vested and exercisable on the date of a participant�s termination of service expires on such date.
Employees generally forfeit their rights to exercise vested options after 3 months following their termination of
employment or 12 months in the event of termination by reason of death, disability or retirement. Options granted
under the 2011 Plan typically expire seven or 10 years from the grant date and typically vest either 25% after 12
months and ratably thereafter over the next 36 months or quarterly over a period of four years, though certain options
have been granted with longer vesting schedules.

In March 2016, Zillow Group established an equity choice program pursuant to which Zillow Group grants restricted
stock units and option awards to acquire shares of Class C capital stock to certain employees to retain and recognize
their efforts on behalf of Zillow Group.
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Option Awards and Stock Appreciation Rights

The following table summarizes option award and stock appreciation rights activity for the year ended December 31,
2015 and the nine months ended September 30, 2016:

Number
of Shares
Subject to
Existing

Options and
Stock

Appreciation
Rights

Weighted-
Average
Exercise

Price
Per

Share

Weighted-
Average

Remaining
Contractual

Life
(Years)

Aggregate
Intrinsic

Value
(in thousands)

Outstanding at January 1, 2015 17,399,292 $ 18.12 5.32 $ 311,040
Assumed Trulia options and stock
appreciation rights in connection with
February 2015 acquisition of Trulia 3,159,765 13.79
Granted 11,438,095 31.45
Exercised (2,732,767) 8.99
Forfeited or cancelled (2,138,011) 28.37

Outstanding at December 31, 2015 27,126,374 23.35 5.96 156,025
Granted 5,972,299 23.46
Exercised (1,550,486) 13.22
Forfeited or cancelled (994,247) 30.37

Outstanding at September 30, 2016 30,553,940 23.66 6.08 351,927
Vested and exercisable at September 30,
2016 13,500,955 19.22 4.29 214,983

The number of options granted during the year ended December 31, 2015 in the table above includes a total of
199,779 substituted options with a weighted-average exercise price of $9.29 per share granted in connection with our
August 2015 acquisition of DotLoop, Inc.

The fair value of options granted, excluding options granted under the Stock Option Grant Program for Nonemployee
Directors (�Nonemployee Director Awards�) and certain options granted to the Company�s executives in January and
February 2015, is estimated at the date of grant using the Black-Scholes-Merton option-pricing model, assuming no
dividends and with the following assumptions for the periods presented:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
Expected volatility 50% 55% 50%-51% 55%-56%
Expected dividend yield �  �  �  �  
Risk-free interest rate 0.90%-1.06% 1.03%-1.19% 0.89%-1.20% 1.03%-1.48%
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Weighted-average expected life 4.00 years 3.5 years 3.78 years 3.5-4.58 years
Weighted-average fair value of options
granted $14.29 $11.11 $9.20 $13.98

The assumptions included in the table above exclude stock options and stock appreciation rights assumed in
connection with the February 17, 2015 acquisition of Trulia (see Note 6) and unvested stock options substituted in
connection with the August 20, 2015 acquisition of DotLoop.

In March 2016, option awards for an aggregate of 93,995 shares of Class C capital stock were granted as
Nonemployee Director Awards, which are fully vested and exercisable on the date of grant. The fair value of options
granted for the Nonemployee Director Awards, $8.91 per share, is estimated at the date of grant using the
Black-Scholes-Merton option-pricing model, assuming no dividends, expected volatility of 51%, a risk-free interest
rate of 1.12%, and a weighted-average expected life of 4.25 years. During the nine months ended September 30, 2016
and 2015, share-based compensation expense recognized in our condensed consolidated statements of operations
related to Nonemployee Director Awards was $0.8 million, and is included in general and administrative expenses.

In January and February 2015, option awards for a total of 3,450,000 shares of Class A common stock and Class C
capital stock (as adjusted in connection with the August 2015 stock split effected in the form of a dividend) were
granted to certain of the Company�s executive officers. The fair value of the option awards is estimated at the date of
grant using the Black-Scholes-Merton option-pricing model, assuming no dividends, expected volatility of 52%, a
risk-free interest rate of 1.76% and a weighted-average expected life of 6.8 years. The grant date fair value of the
option awards is approximately $62.8 million. One-sixteenth of the total number of shares subject to the option awards
vested and became exercisable on the first anniversary of the vesting commencement

18

Edgar Filing: ZILLOW GROUP, INC. - Form 10-Q

Table of Contents 37



Table of Contents

date. An additional 1/192nd of the total number of shares subject to the option awards will vest and become
exercisable monthly thereafter over the next three years so that this portion of the award will be vested and exercisable
four years from the vesting commencement date. One-sixteenth of the total number of shares subject to the option
awards will vest and become exercisable on the two-year anniversary of the vesting commencement date. An
additional 1/192nd of the total number of shares subject to the option awards will vest and become exercisable
monthly thereafter over the next three years so that this portion of the award will be vested and exercisable five years
from the vesting commencement date. One-sixteenth of the total number of shares subject to the option awards will
vest and become exercisable on the three-year anniversary of the vesting commencement date. An additional 1/192nd
of the total number of shares subject to the option awards will vest and become exercisable monthly thereafter over
the next three years so that this portion of the award will be vested and exercisable six years from the vesting
commencement date. One-sixteenth of the total number of shares subject to the option awards will vest and become
exercisable on the four-year anniversary of the vesting commencement date. An additional 1/192nd of the total
number of shares subject to the option awards will vest and become exercisable monthly thereafter over the next three
years so that this portion of the award will be vested and exercisable seven years from the vesting commencement
date. The option awards have a ten-year term.

As of September 30, 2016, there was a total of $189.5 million in unrecognized compensation cost related to unvested
stock options.

Restricted Stock Units

The following table summarizes activity for restricted stock units for the year ended December 31, 2015 and the nine
months ended September 30, 2016:

Restricted
Stock
Units

Weighted-
Average Grant-

Date Fair
Value

Unvested outstanding at January 1, 2015 376,806 $ 28.56
Assumed Trulia restricted stock units in
connection with February 2015 acquisition of
Trulia 3,798,957 36.38
Granted 1,354,185 28.55
Vested (1,899,531) 31.74
Forfeited or cancelled (1,024,903) 31.12

Unvested outstanding at December 31, 2015 2,605,514 32.36
Granted 2,814,296 24.99
Vested (1,202,096) 31.60
Forfeited or cancelled (440,757) 27.40

Unvested outstanding at September 30, 2016 3,776,957 27.69

Pursuant to the terms of the Naked Apartments Merger Agreement, Zillow Group established a retention bonus plan in
March 2016 pursuant to which a total of 161,883 restricted stock units for shares of our Class C capital stock have
been granted to employees of Naked Apartments who accepted employment with Zillow Group. For 139,075 of the
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restricted stock units, one-sixth of the restricted stock units vested on August 22, 2016, and the remaining restricted
stock units vest quarterly thereafter over the next 2.5 years. For 22,808 of the restricted stock units, 25% of the
restricted stock units vested on August 22, 2016, and the remaining restricted stock units vest quarterly thereafter over
the next 1.5 years. The vesting of the restricted stock units is subject to the recipient�s continued full-time employment
or service to Zillow Group. The total grant date fair value of the restricted stock units is approximately $3.6 million.

The fair value of the outstanding restricted stock units will be recorded as share-based compensation expense over the
vesting period. As of September 30, 2016, there was $96.3 million of total unrecognized compensation cost related to
unvested restricted stock units.

19

Edgar Filing: ZILLOW GROUP, INC. - Form 10-Q

Table of Contents 39



Table of Contents

Share-Based Compensation Expense

The following table presents the effects of share-based compensation in our condensed consolidated statements of
operations during the periods presented (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
Cost of revenue $ 1,524 $ 1,378 $ 4,370 $ 3,440
Sales and marketing 5,968 7,446 17,566 20,439
Technology and development 8,035 7,642 23,160 20,413
General and administrative 11,758 11,549 36,056 36,610
Restructuring costs �  1,059 �  15,063

Total $ 27,285 $ 29,074 $ 81,152 $ 95,965

Note 13. Net Income (Loss) Per Share
Basic net income (loss) per share is computed by dividing net income (loss) by the weighted-average number of
shares (including Class A common stock, Class B common stock and Class C capital stock) outstanding during the
period. In the calculation of basic net income (loss) per share, undistributed earnings are allocated assuming all
earnings during the period were distributed.

Diluted net income (loss) per share is computed by dividing net income (loss) by the weighted-average number of
shares (including Class A common stock, Class B common stock and Class C capital stock) outstanding during the
period and potentially dilutive Class A common stock and Class C capital stock equivalents, except in cases where the
effect of the Class A common stock or Class C capital stock equivalent would be antidilutive. Potential Class A
common stock and Class C capital stock equivalents consist of Class A common stock and Class C capital stock
issuable upon exercise of stock options and stock appreciation rights and Class A common stock and Class C capital
stock underlying unvested restricted stock awards and unvested restricted stock units using the treasury stock method.
Potential Class A common stock equivalents also include Class A common stock issuable upon conversion of the
2020 Notes using the if-converted method.

For the periods presented, the following table reconciles the denominators used in the basic and diluted net income
(loss) per share calculations (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
Denominator for basic calculation 180,583 177,098 179,577 166,986
Effect of dilutive securities:
Option awards and stock appreciation rights 7,928 �  �  �  

1,150 �  �  �  
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Unvested restricted stock awards and restricted stock
units

Denominator for dilutive calculation 189,661 177,098 179,577 166,986

For the periods presented, the following Class A common stock and Class C capital stock equivalents were excluded
from the calculations of diluted net income (loss) per share because their effect would have been antidilutive (in
thousands):

Three Months Ended
September 30,

Nine
Months Ended
September 30,

2016 2015 2016 2015
Weighted-average Class A common stock and Class C
capital stock option awards and stock appreciation rights
outstanding 8,456 13,142 17,874 17,115
Weighted-average Class A common stock and Class C
capital stock unvested restricted stock awards and restricted
stock units outstanding 235 3,186 3,559 3,714
Class A common stock issuable upon conversion of the 2020
Notes 10,026 9,535 10,026 9,535

Total Class A common stock and Class C capital stock
equivalents 18,717 25,863 31,459 30,364

In the event of liquidation, dissolution, distribution of assets or winding-up of the Company, the holders of all classes
of common and capital stock have equal rights to receive all the assets of the Company after the rights of the holders
of preferred stock have been satisfied. We have not presented net income (loss) per share under the two-class method
for our Class A common stock, Class B common stock and Class C capital stock because it would be the same for
each class due to equal dividend and liquidation rights for each class.
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Note 14. Commitments and Contingencies
Lease Commitments

We have entered into various non-cancelable operating lease agreements for certain of our office space and equipment
with original lease periods expiring between 2017 and 2024. We are committed to pay a portion of the related
operating expenses under certain of these lease agreements. Certain of these arrangements have free rent periods or
escalating rent payment provisions, and we recognize rent expense under such arrangements on a straight-line basis.
Operating lease expense for the three months ended September 30, 2016 and 2015 was $4.3 million and $3.8 million,
respectively. Operating lease expense for the nine months ended September 30, 2016 and 2015 was $12.1 million and
$11.2 million, respectively.

Purchase Commitments

We have entered into various non-cancelable purchase commitments for content related to our mobile applications and
websites. License agreement terms vary by vendor. In some instances, we retain perpetual rights to this information
after the contract ends; in other instances, the information and data are licensed only during the fixed term of the
agreement. Additionally, certain data license agreements provide for uneven payment amounts throughout the contract
term.

We capitalize payments made to third parties for data licenses that we expect to provide future economic benefit
through the recovery of the costs of these arrangements via the generation of our revenue and margins. For data
license contracts that include uneven payment amounts, we capitalize the payments as they are made as an intangible
asset and amortize the total contract value over the estimated useful life. For contracts in which we have perpetual
rights to the data, the total contract value is amortized on a straight-line basis over the life of the contract plus two
years, which is equivalent to the estimated useful life of the asset. For contracts in which we do not have access to the
data beyond the contractual term, the total contract value is amortized on a straight-line basis over the term of the
contract. We evaluate data content contracts for potential capitalization at the inception of the arrangement as well as
each time periodic payments to third parties are made.

The amortization period for the capitalized purchased content is based on our best estimate of the useful life of the
asset, which ranges from two to nine years. The capitalized purchased data content is amortized on a straight-line
basis as the pattern of delivery of the economic benefits of the data cannot reliably be determined because we do not
have the ability to reliably predict future traffic to our websites and mobile applications.

Under certain other data agreements, the underlying data is obtained on a subscription basis with consistent monthly
or quarterly recurring payment terms over the contractual period. Upon the expiration of such arrangements, we no
longer have the right to access the related data, and therefore, the costs incurred under such contracts are not
capitalized and are expensed as payments are made. We would immediately lose rights to data under these
arrangements if we were to cancel the subscription and/or cease making payments under the subscription
arrangements.

Letters of Credit

As of September 30, 2016, we have outstanding letters of credit of approximately $5.2 million, $1.8 million, $1.1
million and $1.1 million, respectively, which secure our lease obligations in connection with the operating leases of
our San Francisco, Seattle, New York and Denver office spaces.

Surety Bonds
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In the course of business, we are required to provide financial commitments in the form of surety bonds to third
parties as a guarantee of our performance on and our compliance with certain obligations. If we were to fail to perform
or comply with these obligations, any draws upon surety bonds issued on our behalf would then trigger our payment
obligation to the surety bond issuer. We have outstanding surety bonds issued for our benefit of approximately $3.6
million and $3.4 million, respectively, as of September 30, 2016 and December 31, 2015.

Legal Proceedings

We are involved in a number of legal proceedings concerning matters arising in connection with the conduct of our
business activities, some of which are at preliminary stages and some of which seek an indeterminate amount of
damages. We regularly evaluate the status of legal proceedings in which we are involved to assess whether a loss is
probable or there is a reasonable possibility that a loss or additional loss may have been incurred to determine if
accruals are appropriate. We further evaluate each legal proceeding to assess whether an estimate of possible loss or
range of loss can be made if accruals are not appropriate. For certain cases described below, management is unable to
provide a meaningful estimate of the possible loss or range of possible loss because, among other reasons, (i) the
proceedings are in preliminary stages; (ii) specific damages have not been sought; (iii) damages sought are, in our
view, unsupported and/or exaggerated; (iv) there is uncertainty as to the outcome of pending appeals or motions;
(v) there
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are significant factual issues to be resolved; and/or (vi) there are novel legal issues or unsettled legal theories
presented. For these cases, however, management does not believe, based on currently available information, that the
outcomes of these proceedings will have a material effect on our financial position, results of operations or cash flow.

In September 2010, LendingTree, LLC (�LendingTree�) filed a complaint against us for patent infringement in the U.S.
District Court for the Western District of North Carolina. The complaint alleged, among other things, that our website
technology infringes two patents purporting to cover a �Method and computer network for coordinating a loan over the
internet.� The complaint sought, among other things, a judgment that we infringed certain patents held by LendingTree,
an injunction against the alleged infringing activities and an award for damages. We denied the allegations and
asserted defenses and counterclaims seeking declarations that we are not infringing the patents and that the patents are
invalid. In March 2014, a federal jury found that Zillow does not infringe the patents and that the patents asserted by
LendingTree are invalid. In April, 2014, LendingTree filed two motions for judgment as a matter of law and for a new
trial, all of which we opposed. In October 2014, the Court issued an order upholding the jury verdict and denying
LendingTree�s motions. In November 2014, LendingTree filed a notice of appeal and, in September 2015,
LendingTree filed its opening brief. In December 2015, we filed a response brief to LendingTree�s opening brief. A
hearing regarding LendingTree�s appeal occurred in June 2016. In July 2016, the Court of Appeals for the Federal
Circuit issued an order in which it found all claims asserted against us invalid under Section 101. In September 2016,
LendingTree filed notice that they would be filing to appeal for a rehearing, but failed to file by the deadline. There
are no further avenues for appeal or rehearing; the order issued by the Court of Appeals will stand. We have not
recorded an accrual related to this complaint as of September 30, 2016 or December 31, 2015, as we do not believe a
loss is probable or reasonably estimable.

In March 2014, Move, Inc., the National Association of Realtors and three related entities (collectively, �Plaintiffs�),
filed a complaint against us and Errol Samuelson, our Chief Industry Development Officer, in the Superior Court of
the State of Washington in King County, alleging, among other things, that Zillow and Mr. Samuelson
misappropriated plaintiffs� trade secrets in connection with Mr. Samuelson joining Zillow in March 2014. The
Plaintiffs sought, among other things, an injunction against the alleged misappropriations and Mr. Samuelson working
for us, as well as significant monetary damages. In February 2015, Plaintiffs filed an amended complaint that, among
other things, added Curt Beardsley, our Vice President of MLS Partnerships, as a defendant in the matter. In August
2015, Zillow filed an amended answer and counterclaim against Plaintiffs that alleged, among other things, that
Plaintiffs violated the Washington Trade Secrets Act and aided and abetted a breach of the duty of confidentiality
through the public filing of a document that included Zillow�s confidential information and trade secrets. On January 8,
2016, Plaintiffs filed a motion seeking sanctions against defendants for alleged evidence spoliation. The court held a
spoliation hearing in April and on May 17, 2016 denied Plaintiffs motion for sanctions as to Zillow and
Mr. Samuelson. With respect to Mr. Beardsley, the Court denied the motion as to terminating sanctions but granted
the motion ordering a permissive adverse inference instruction with respect to five devices. Defendants each filed
multiple motions for partial summary judgment against Plaintiffs regarding, among other things, certain of their
claims of alleged misappropriation of trade secrets. Defendants also filed various motions seeking to exclude or limit
damages. The court entered various rulings granting and denying these motions in 2016. On June 6, 2016, the
Company reached an amicable resolution by way of a settlement agreement and release (the �Settlement Agreement�)
with Plaintiffs pursuant to which the Company agreed to pay Plaintiffs $130.0 million in connection with a release of
all claims. On June 16, 2016, pursuant to the terms agreed to between the parties, the court dismissed all claims and
counterclaims asserted in this matter with prejudice. The Settlement Agreement does not contain any admission of
liability, wrongdoing, or responsibility by any of the parties. The settlement was paid in June 2016 and was recorded
in general and administrative expenses in our condensed consolidated statements of operations for the nine month
period ended September 30, 2016.
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In March 2015, the Wage and Hour Division of the U.S. Department of Labor (�DOL�) notified the Company that it was
initiating a compliance review to determine the Company�s compliance with one or more federal labor laws enforced
by the DOL. The Company understands that the scope of this review is limited to the review of the Company�s
compliance with certain wage and hour laws with respect to Zillow, Inc. inside sales consultants during a two-year
period between 2013 and 2015. In October 2015, the DOL orally informed us that the compliance review was ongoing
but that, based on its preliminary findings, it believed the Company may have failed to pay overtime to such inside
sales consultants. As discussed below, on May 5, 2016, Zillow, Inc. agreed to settle a class action lawsuit which
alleged, among other things, claims that we failed to provide meal and rest breaks, failed to pay overtime, and failed to
keep accurate records of employees� hours worked. The settlement of the class action lawsuit is contingent on Zillow,
Inc.�s complete resolution of the DOL compliance review. As related to the DOL compliance review, the Company
does not believe there is a reasonable possibility that a material loss in excess of amounts accrued for the class action
lawsuit described below will be incurred. As a result, we have not recorded an accrual related to the DOL compliance
review as of September 30, 2016.

In November 2014, a former employee filed a putative class action lawsuit against us in the United States District
Court, Central District of California, with the caption Ian Freeman v. Zillow, Inc. The complaint alleged, among other
things, claims that we failed to provide meal and rest breaks, failed to pay overtime, and failed to keep accurate
records of employees� hours worked. After the court granted our two motions to dismiss certain claims, plaintiff filed a
second amended complaint that includes claims under the Fair Labor Standards Act. On November 20, 2015, plaintiff
filed a motion for class certification. On February 26, 2016, the court granted the plaintiff�s motion for class
certification. On May 5, 2016, the parties agreed to settle the lawsuit for an immaterial amount. The settlement does
not contain any admission of liability, wrongdoing, or responsibility by any of the parties. The settlement class
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includes all current and former inside sales consultants employed by Zillow, Inc. in any office from January 1, 2010
through the present. We have recorded an accrual for an immaterial amount related to the settlement as of
September 30, 2016. The settlement is contingent on the court approving the class action settlement and upon Zillow,
Inc.�s complete resolution of the DOL compliance review described above. On June 9, 2016, the Ninth Circuit Court of
Appeals granted our petition for permission to appeal the order granting class certification. We do not believe there is
a reasonable possibility that a material loss in excess of amounts accrued may be incurred.

In addition to the matters discussed above, from time to time, we are involved in litigation and claims that arise in the
ordinary course of business. Although we cannot be certain of the outcome of any litigation and claims, nor the
amount of damages and exposure that we could incur, we currently believe that the final disposition of such matters
will not have a material effect on our financial position, results of operations or cash flow. Regardless of the outcome,
litigation can have an adverse impact on us because of defense and settlement costs, diversion of management
resources and other factors.

Indemnifications

In the ordinary course of business, we enter into contractual arrangements under which we agree to provide
indemnification of varying scope and terms to business partners and other parties with respect to certain matters,
including, but not limited to, losses arising out of the breach of such agreements and out of intellectual property
infringement claims made by third parties. In addition, we have agreements that indemnify certain issuers of surety
bonds against losses that they may incur as a result of executing surety bonds on our behalf. For our indemnification
arrangements, payment may be conditional on the other party making a claim pursuant to the procedures specified in
the particular contract. Further, our obligations under these agreements may be limited in terms of time and/or
amount, and in some instances, we may have recourse against third parties for certain payments. In addition, we have
indemnification agreements with certain of our directors and executive officers that require us, among other things, to
indemnify them against certain liabilities that may arise by reason of their status or service as directors or officers. The
terms of such obligations may vary.

Note 15. Related Party Transactions
In February 2015, we paid approximately $0.3 million in filing fees directly to the Federal Trade Commission (the
�FTC�), on behalf of and in connection with filings made by Mr. Richard Barton, our Executive Chairman, under the
Hart-Scott-Rodino Antitrust Improvements Act of 1976 (�HSR Act�), which filings were required due to Mr. Barton�s
ownership of Zillow, Inc.�s common stock. In April 2016, we paid approximately $0.1 million for a tax �gross-up�
payment to Mr. Barton to cover the imputed income associated with one of his HSR Act filings.

Note 16. Self-Insurance
Prior to January 1, 2016, we were self-insured for a portion of our medical and dental benefits for certain employees
of Trulia since the date of our acquisition of Trulia in February 2015. Beginning on January 1, 2016, we are
self-insured for medical benefits for all qualifying Zillow Group employees. The medical plan carries a stop-loss
policy which will protect from individual claims during the plan year exceeding $150,000 or when cumulative
medical claims exceed 125% of expected claims for the plan year. We record estimates of the total costs of claims
incurred based on an analysis of historical data and independent estimates. Our liability for self-insured medical
claims is included within accrued compensation and benefits in our condensed consolidated balance sheet and was
$1.8 million as of September 30, 2016 and $0.5 million as of December 31, 2015.
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Note 17. Employee Benefit Plan
Prior to January 1, 2016, we maintained separate defined contribution 401(k) retirement plans for employees of Zillow
and Trulia. Effective January 1, 2016, we have a single defined contribution 401(k) retirement plan covering Zillow
Group employees who have met certain eligibility requirements (�the Zillow Group 401(k) Plan�). Eligible employees
may contribute pretax compensation up to a maximum amount allowable under the Internal Revenue Service
limitations. Employee contributions and earnings thereon vest immediately. We currently match up to 4% of
employee contributions under the Zillow Group 401(k) Plan. The total expense related to the Zillow Group 401(k)
Plan for the three months ended September 30, 2016 and 2015 was $2.4 million and $1.0 million, respectively. The
total expense related to the Zillow Group 401(k) Plan for the nine months ended September 30, 2016 and 2015 was
$7.1 million and $3.1 million, respectively.

Note 18. Segment Information and Revenue
We have one reportable segment. Our reportable segment has been identified based on how our chief operating
decision-maker manages our business, makes operating decisions and evaluates operating performance. The chief
executive officer acts as the chief operating decision-maker and reviews financial and operational information on an
entity-wide basis. We have one business activity and there are no segment managers who are held accountable for
operations, operating results or plans for levels or components. Accordingly, we have determined that we have a
single reporting segment and operating unit structure.
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The chief executive officer reviews information about revenue categories, including marketplace revenue and display
revenue. The following table presents our revenue categories during the periods presented (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
Marketplace revenue:
Premier Agent $ 158,322 $ 119,448 $ 439,957 $ 322,526
Other real estate 28,799 10,214 72,847 23,006
Mortgages 19,775 12,624 54,621 32,575
Market Leader �  10,957 �  29,544

Total Marketplace revenue 206,896 153,243 567,425 407,651
Display revenue 17,696 23,522 51,552 67,656

Total revenue $ 224,592 $ 176,765 $ 618,977 $ 475,307

Note 19. Subsequent Events
On October 7, 2016, Zillow purchased for $10.0 million a 10 percent equity interest in a variable interest entity for
which we are not the primary beneficiary. This investment will be accounted for as a cost method investment and
classified within other assets in the consolidated balance sheet.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our condensed consolidated financial statements and related notes appearing elsewhere in this
Quarterly Report on Form 10-Q. In addition to historical financial information, the following discussion contains
forward-looking statements that reflect our plans, estimates and beliefs. Statements containing words such as �may,�
�believe,� �anticipate,� �expect,� �intend,� �plan,� �project,� �projections,� �business outlook,� �estimate,� or
similar expressions constitute forward-looking statements. Our actual results may differ materially from those
contained in or implied by any forward-looking statements. Factors that could cause or contribute to these differences
include those discussed below and elsewhere in this Quarterly Report on Form 10-Q, including in the section titled
�Note Regarding Forward-Looking Statements,� and also those factors discussed in Part I, Item 1A (Risk Factors) of
our Annual Report on Form 10-K for the year ended December 31, 2015.

Overview of our Business

Zillow Group, Inc. operates the leading real estate and home-related information marketplaces on mobile and the
Web, with a complementary portfolio of brands and products to help people find vital information about homes and
connect with local professionals. Zillow Group�s brands focus on all stages of the home lifecycle: renting, buying,
selling, financing and home improvement. The Zillow Group portfolio of consumer brands includes real estate and
rental marketplaces Zillow, Trulia, StreetEasy, HotPads and Naked Apartments. In addition, Zillow Group works with
tens of thousands of real estate agents, mortgage and rental professionals, helping maximize business opportunities
and connect to millions of consumers. We also own and operate a number of brands for real estate, mortgage and
rental professionals, including Mortech, Bridge Interactive, DotLoop and Retsly.

Our living database of more than 110 million U.S. homes�homes for sale, homes for rent and homes not currently on
the market�attracts an active and vibrant community of users. Individuals and businesses that use Zillow�s mobile
applications and websites have updated information on more than 67 million homes and added more than 438 million
home photos, creating exclusive home profiles not available anywhere else. These profiles include detailed
information about homes, including property facts, listing information and purchase and sale data. We provide this
information to our users where, when and how they want it, through our industry-leading mobile applications that
enable consumers to access our information when they are curbside, viewing homes, and through our websites. Using
complex, proprietary automated valuation models, we provide current home value estimates, or Zestimates, and
current rental price estimates, or Rent Zestimates, on more than 100 million U.S. homes.

We generate revenue from the sale of advertising services and our suite of tools to businesses and professionals
primarily associated with the real estate, rental and mortgage industries. These professionals include local real estate
and rental professionals, mortgage professionals and brand advertisers. Our two revenue categories are marketplace
revenue and display revenue.

Marketplace revenue for the three months ended September 30, 2016 consisted of Premier Agent revenue, other real
estate revenue and mortgages revenue. Premier Agent revenue is generated by the sale of advertising under our
Premier Agent program, which offers a suite of marketing and business technology solutions to help real estate agents
grow their businesses and personal brands. Other real estate revenue primarily includes revenue generated by Zillow
Group Rentals, which includes our rentals marketplace and suite of tools for rental professionals, as well as revenue
from the sale of various other advertising services and a suite of tools to real estate professionals. Mortgages revenue
primarily includes advertising sold to mortgage lenders and other mortgage professionals, as well as revenue
generated by Mortech, which provides subscription-based mortgage software solutions, including a product and
pricing engine and lead management platform.
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Display revenue primarily consists of graphical mobile and web advertising sold on a cost per thousand impressions or
cost-per-click basis to advertisers promoting their brands on our mobile applications and websites and our partner
websites. Impressions are delivered when a sold advertisement appears on pages viewed by users of our mobile
applications and websites.

Effective February 17, 2015, Zillow Group acquired Trulia, Inc. (�Trulia�), and each of Zillow and Trulia became
wholly owned subsidiaries of Zillow Group. We have included Trulia in Zillow Group�s results of operations
prospectively after February 17, 2015, the date of acquisition. Because the Trulia acquisition occurred during the nine
months ended September 30, 2015, the information presented in this section with respect to the nine months ended
September 30, 2015 relates to Zillow on a standalone basis prior to February 17, 2015 and to Zillow Group after
February 17, 2015, whereas the information presented in this section with respect to the nine months ended
September 30, 2016 relates to Zillow Group. Marketplace revenue for the nine months ended September 30, 2015 also
included Market Leader revenue since February 17, 2015, whereas the information presented in this section with
respect to the nine months ended September 30, 2016 does not include Market Leader revenue because we divested
the Market Leader business as of September 30, 2015. As a result, comparisons to the prior-year period may not be
indicative of future results or future rates of growth.
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In August 2016, we completed the acquisition of Bridge Interactive Group, LLC (�Bridge Interactive�). Bridge
Interactive is a creator of broker and multiple listing service (MLS) back-office software. For additional information
about the acquisition of Bridge Interactive, see Note 6 to our condensed consolidated financial statements.

During the three months ended September 30, 2016, we generated revenue of $224.6 million, as compared to $176.8
million in the three months ended September 30, 2015, an increase of 27%. This increase was primarily the result of
significant growth in consumer traffic to our mobile applications and websites, which increased the number of
impressions and clicks we could monetize in our marketplace and display revenue categories. There were
approximately 164.5 million average monthly unique users of our mobile applications and websites for the three
months ended September 30, 2016 compared to 142.1 million average monthly unique users for the three months
ended September 30, 2015, representing year-over-year growth of 16%. Premier Agent revenue was also positively
impacted by a strategic shift to focus efforts by our sales team on high-performing agent advertisers. This strategic
shift resulted in increased sales to pre-existing agent advertisers looking to expand their presence on our platform. As
discussed further below, during the three months ended September 30, 2016, we began meaningful testing of a new
pricing method for our Platinum Premier Agent product by which we determine the cost per impression delivered in
each zip code in a dynamic way based on demand for impressions in that zip code. At this early stage, we are unable
to determine how the new pricing method will impact Premier Agent revenue.

In addition, mortgages revenue increased $7.2 million for the three months ended September 30, 2016 compared to
the three months ended September 30, 2015, or 57%. The increase in mortgages revenue was primarily a result of a
191% increase in our average revenue per loan information request for the three months ended September 30, 2016
compared to the three months ended September 30, 2015, which we believe was primarily a result of increased
consumer and advertiser adoption of mortgage advertising products that yield higher revenue, which adoption was
driven by product enhancements that allow us to monetize our mortgages products more efficiently. There were
approximately 6.1 million mortgage loan information requests submitted by consumers for the three months ended
September 30, 2016 compared to 11.3 million mortgage loan information requests submitted by consumers for the
three months ended September 30, 2015, a decrease of 46%. We believe the decrease in the number of loan
information requests submitted by consumers is due to our strategic decision to improve loan information request
quality by requiring consumers to provide more information before a loan information request is submitted. We
believe our mortgage product feature change creates a better experience for consumers and more valuable loan
information requests for our lenders. During the first half of 2015, we changed the pricing model for our mortgage
advertising products from cost-per-click to cost-per-lead, which also may have contributed to growth in mortgages
revenue.

As of September 30, 2016, we had 2,642 full-time employees compared to 2,204 full-time employees as of
December 31, 2015.

Unique Users

To analyze our business performance, determine financial forecasts and help develop long-term strategic plans, we
frequently review unique users. Measuring unique users is important to us because our marketplace revenue depends
in part on our ability to enable real estate, rental and mortgage professionals to connect with our users, and our display
revenue depends in part on the number of impressions delivered. Furthermore, our community of users improves the
quality of our living database of homes with their contributions. We count a unique user the first time an individual
accesses one of our mobile applications using a mobile device during a calendar month and the first time an individual
accesses one of our websites using a web browser during a calendar month. If an individual accesses our mobile
applications using different mobile devices within a given month, the first instance of access by each such mobile
device is counted as a separate unique user. If an individual accesses more than one of our mobile applications within
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a given month, the first access to each mobile application is counted as a separate unique user. If an individual
accesses our websites using different web browsers within a given month, the first access by each such web browser is
counted as a separate unique user. If an individual accesses more than one of our websites in a single month, the first
access to each website is counted as a separate unique user since unique users are tracked separately for each domain.
Zillow measures unique users with Google Analytics and Trulia measures unique users with Omniture analytical
tools.

Average Monthly Unique
Users for the Three

Months Ended September 30, 2015 to 2016

2016 2015
%

Change
(in thousands)

Unique Users 164,526 142,121 16% 
Basis of Presentation

Revenue

We generate revenue from the sale of advertising services and our suite of tools to businesses and professionals
primarily associated with the real estate and mortgage industries. These professionals include local real estate and
rental professionals, mortgage professionals and brand advertisers. Our two revenue categories are marketplace
revenue and display revenue.
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Marketplace Revenue. Marketplace revenue for the three months ended September 30, 2016 consisted of Premier
Agent revenue, other real estate revenue and mortgages revenue. Market Leader revenue is included in our results of
operations from February 17, 2015 through the date of divestiture of September 30, 2015.

Premier Agent revenue is derived from our Premier Agent program. Our Premier Agent program offers a suite of
marketing and business technology solutions to help real estate agents grow their businesses and personal brands. The
Premier Agent program allows agents to select products and services that they can tailor to meet their business and
advertising needs. The program has three tiers of participation including Premier Platinum, our flagship product, as
well as Premier Gold and Premier Silver, to meet different marketing and business needs of a broad range of agents.
All tiers of Premier Agents receive access to a dashboard portal on our website that provides individualized program
performance analytics, as well as our personalized website service, and our free customer relationship management, or
CRM, tool that captures detailed information about each contact made with a Premier Agent through our mobile and
web platforms. Our Premier Gold product also includes featured listings whereby the agent�s listings will appear at the
top of search results on our mobile and web platforms. Our Premier Platinum product includes the dashboard portal on
our website, our personalized website service, our CRM tool, featured listings, and inclusion on our buyer�s agent list,
whereby the agent appears as the agent to contact for listings in the purchased zip code.

Since 2012, we have charged customers for our Platinum Premier Agent product based on the number of impressions
delivered on our buyer�s agent list in zip codes purchased and a contracted maximum cost per impression. Our
Platinum Premier Agent product includes multiple deliverables which are accounted for as a single unit of accounting,
as the delivery or performance of the undelivered elements is based on traffic to our mobile applications and websites.
With this pricing method, we recognize revenue related to our impression-based Platinum Premier Agent product
based on the lesser of (i) the actual number of impressions delivered on our buyer�s agent list during the period
multiplied by the contracted maximum cost per impression, or (ii) the contractual maximum spend on a straight-line
basis during the contractual period over which the services are delivered, typically over a period of six months or
twelve months and then month-to-month thereafter. We charge a fixed subscription fee for Zillow Group�s Premier
Gold and Premier Silver subscription products. Subscription advertising revenue for our Premier Gold and Premier
Silver subscription products is recognized on a straight-line basis during the contractual period over which the
services are delivered, typically over a period of six months and then month-to-month thereafter.

In 2016, we began testing a new pricing method for our Platinum Premier Agent product by which we determine the
cost per impression delivered in each zip code based upon the total amount spent by Platinum Premier Agents to
purchase impressions in the zip code during the month. The cost per impression that we charge is dynamic � as demand
for impressions in a zip code increases or decreases, the cost per impression in that zip code may be increased or
decreased. This new pricing method complements our new self-serve account interface, which we have gradually
begun rolling out to Platinum Premier Agents. The interface includes account management tools that allow agent
advertisers to independently control their budgets, impression buys, and the duration of their advertising commitment.
We began testing this pricing method for our Platinum Premier Agent product to better align our revenue
opportunities with increasing traffic levels to our mobile and web platforms and leveraging increasing demand by real
estate agents for access to home shoppers who use our mobile applications and websites. We continue to evaluate this
pricing method, and expect in the future to apply this method more broadly to our existing agent advertisers. We are
unable to predict whether this change to our pricing method will have a material impact on net sales, revenue, or other
results of operations. In our history of building our real estate and other marketplaces and product offerings, we have
continually evaluated and utilized various pricing and value delivery strategies in order to better align our revenue
opportunities with the growth in usage of our mobile and web platforms.

Our Trulia products included in Premier Agent revenue are primarily sold on a fixed fee subscription basis, and
include Trulia Pro with featured listings and Trulia Seller Ads. Trulia�s featured listings product allows real estate

Edgar Filing: ZILLOW GROUP, INC. - Form 10-Q

Table of Contents 53



professionals to receive prominent placement of their listings in Trulia�s search results. Real estate professionals sign
up for new subscriptions to this product at a fixed monthly price for periods that generally range from six months to
12 months. Trulia Seller Ads enable real estate professionals to generate leads from consumers interested in selling
their homes. Subscription advertising revenue for Trulia�s products included in Premier Agent revenue is recognized
on a straight-line basis during the contractual period over which the services are delivered.

Other real estate revenue primarily includes revenue generated by Zillow Group Rentals, which includes our rentals
marketplace and suite of tools for rental professionals, as well as revenue from the sale of various other advertising
services and a suite of tools to real estate professionals. Rentals revenue primarily includes advertising sold to
property managers and other rental professionals on a cost per lead and cost per lease generated basis. We recognize
revenue as leads are delivered to rental professionals or as qualified leases are confirmed.

Mortgages revenue primarily includes advertising sold to mortgage lenders and other mortgage professionals on a cost
per lead basis, as well as revenue generated by Mortech, which provides subscription-based mortgage software
solutions, including a product and pricing engine and lead management platform, for which we recognize revenue on a
straight-line basis during the contractual period over which the services are delivered. For our cost per lead mortgage
advertising products, participating qualified mortgage professionals make a prepayment to gain access to consumers
interested in connecting with mortgage professionals.
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Consumers who request rates for mortgage loans are presented with personalized quotes from participating mortgage
professionals. We only charge mortgage professionals a fee when users contact mortgage professionals for more
information regarding a mortgage loan quote. Mortgage professionals who exhaust their initial prepayment can then
prepay additional funds to continue to participate in the marketplace. We recognize revenue when a user contacts a
mortgage professional through Zillow Group�s mortgages platform.

Market Leader revenue primarily includes revenue from the sale of a comprehensive premium software-as-a-service
based marketing product typically sold to real estate professionals as a bundle of products under a fixed fee
subscription. Market Leader became part of Zillow Group through Zillow Group�s February 2015 acquisition of Trulia
and was divested as of September 30, 2015.

Display Revenue. Display revenue primarily consists of graphical mobile and web advertising sold on a cost per
thousand impressions or cost-per-click basis to advertisers promoting their brands on our mobile applications and
websites and our partner websites, primarily in the real estate industry, including real estate brokerages, multi-family
rental professionals, home builders, mortgage professionals and home services providers. Our advertising customers
also include telecommunications, automotive, insurance and consumer products companies. Impressions are the
number of times an advertisement is loaded on a web page and clicks are the number of times users click on an
advertisement. Pricing is primarily based on advertisement size and position on our mobile applications and websites,
and fees are generally billed monthly. We recognize display revenue as clicks occur or as impressions are delivered to
users interacting with our mobile applications or websites. Growth in display revenue depends on continuing growth
in traffic to our mobile applications and websites and migration of advertising spend online from traditional broadcast
and print media.

Costs and Expenses

Cost of Revenue. Our cost of revenue consists of expenses related to operating our mobile applications and websites,
including associated headcount expenses, such as salaries, benefits, share-based compensation expense and bonuses,
as well as credit card fees, ad serving costs paid to third parties, revenue-sharing costs related to our commercial
business relationships, multiple listing services fees and costs associated with the operation of our data center and
customer websites.

Sales and Marketing. Sales and marketing expenses consist of advertising costs and other sales expenses related to
promotional and marketing activities, as well as headcount expenses, including salaries, commissions, benefits,
share-based compensation expense and bonuses for sales, sales support, customer support, marketing and public
relations employees.

Technology and Development. Technology and development expenses consist of headcount expenses, including
salaries, benefits, share-based compensation expense and bonuses for salaried employees and contractors engaged in
the design, development and testing of our mobile applications and websites, and equipment and maintenance costs.
Technology and development expenses also include amortization costs related to capitalized website and development
activities, amortization of certain intangibles and other data agreement costs related to the purchase of data used to
populate our mobile applications and websites, and amortization of intangible assets recorded in connection with
acquisitions.

General and Administrative. General and administrative expenses consist of headcount expenses, including salaries,
benefits, share-based compensation expense and bonuses for executive, finance, accounting, legal, human resources,
recruiting and administrative support. General and administrative expenses also include legal, accounting and other
third-party professional service fees and bad debt expense.
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Acquisition-related Costs. Acquisition-related costs consist of investment banking, legal, accounting, tax, and
regulatory filing fees associated with acquisitions.

Restructuring Costs. Restructuring costs consist of workforce reduction expenses in connection with a restructuring
plan and related contract termination costs related to operating leases as a result of our February 2015 acquisition of
Trulia.

Other Income

Other income consists primarily of interest income earned on our cash, cash equivalents and short-term investments.

Interest Expense

Interest expense consists of interest on the 2020 Notes we guaranteed in connection with our February 2015
acquisition of Trulia. Interest is payable on the 2020 Notes at the rate of 2.75% semi-annually on June 15 and
December 15 of each year.

Income Taxes

We are subject to federal and state income taxes in the United States and in Canada. During the three and nine month
periods ended September 30, 2016 and 2015, we did not have a material amount of reportable taxable income, and we
are not projecting a material amount of reportable taxable income for the year ending December 31, 2016. We have
provided a full valuation allowance
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against our net deferred tax assets as of September 30, 2016 and December 31, 2015 because, based on the weight of
available evidence, it is more likely than not (a likelihood of more than 50%) that some or all of the deferred tax assets
will not be realized. Therefore, no current tax liability or expense has been recorded in the financial statements. We
have accumulated federal tax losses of approximately $735.2 million as of December 31, 2015, which are available to
reduce future taxable income. We have accumulated state tax losses of approximately $11.6 million (tax effected) as
of December 31, 2015.

We recorded an income tax benefit of $1.4 million for the nine months ended September 30, 2016 primarily due to a
deferred tax liability generated in connection with Zillow Group�s February 22, 2016 acquisition of Naked Apartments
that can be used to realize certain deferred tax assets for which we had previously provided a full allowance. We
recorded an income tax benefit of $2.9 million for the nine months ended September 30, 2015 primarily due to a
deferred tax liability generated in connection with Zillow, Inc.�s August 20, 2015 acquisition of DotLoop that can be
used to realize certain deferred tax assets for which we had previously provided a full valuation allowance.

Results of Operations

The following tables present our results of operations for the periods indicated and as a percentage of total revenue:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
(in thousands, except per share data, unaudited)

Statements of Operations Data:
Revenue $ 224,592 $ 176,765 $ 618,977 $ 475,307
Costs and expenses:
Cost of revenue (exclusive of amortization) (1) (2) 18,254 16,453 51,926 46,509
Sales and marketing (1) 92,794 82,044 290,810 229,272
Technology and development (1) 69,171 53,718 201,009 142,783
General and administrative (1) 37,690 42,672 271,159 124,506
Acquisition-related costs 93 1,988 890 16,144
Restructuring costs (1) �  3,425 �  35,142
Loss (gain) on divestiture of businesses (1,251) 4,143 (1,251) 4,143

Total costs and expenses 216,751 204,443 814,543 598,499

Income (loss) from operations 7,841 (27,678) (195,566) (123,192) 
Other income 561 366 1,995 1,085
Interest expense (1,595) (1,590) (4,740) (3,900) 

Income (loss) before income taxes 6,807 (28,902) (198,311) (126,007) 
Income tax benefit �  2,853 1,364 2,853

Net income (loss) $ 6,807 $ (26,049) $ (196,947) $ (123,154) 

Net income (loss) per share � basic and diluted $ 0.04 $ (0.15) $ (1.10) $ (0.74) 
Weighted-average shares outstanding � basic 180,583 177,098 179,577 166,986
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Weighted-average shares outstanding �diluted 189,661 177,098 179,577 166,986
Other Financial Data:
Adjusted EBITDA (3) $ 59,463 $ 29,477 $ (39,923) $ 67,170
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Three Months Ended
September 30,

Nine Months
Ended

September 30,
2016 2015 2016 2015

(in thousands, unaudited)
(1) Includes share-based compensation as follows:
Cost of revenue $ 1,524 $ 1,378 $ 4,370 $ 3,440
Sales and marketing 5,968 7,446 17,566 20,439
Technology and development 8,035 7,642 23,160 20,413
General and administrative 11,758 11,549 36,056 36,610
Restructuring costs �  1,059 �  15,063

Total $ 27,285 $ 29,074 $ 81,152 $ 95,965

(2) Amortization of website development costs and
intangible assets included in technology and
development $ 21,917 $ 16,405 $ 62,821 $ 45,304

(3) See �Adjusted EBITDA� below for more information and for a reconciliation of Adjusted EBITDA to
net loss, the most directly comparable financial measure calculated and presented in accordance with
U.S. generally accepted accounting principles, or GAAP. Adjusted EBITDA for the nine months ended
September 30, 2016 includes the impact of the settlement of a lawsuit in June 2016 whereby the
Company paid $130.0 million in connection with a release of all claims.

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
(unaudited)

Percentage of Revenue:
Revenue 100% 100% 100% 100% 
Costs and expenses:
Cost of revenue (exclusive of amortization) 8 9 8 10
Sales and marketing 41 46 47 48
Technology and development 31 30 32 30
General and administrative 17 24 44 26
Acquisition-related costs 0 1 0 3
Restructuring costs 0 2 0 7
Loss (gain) on divestiture of businesses (1) 2 0 1

Total costs and expenses 97 116 132 126

Income (loss) from operations 3 (16) (32) (26) 
Other income 0 0 0 0
Interest expense (1) (1) (1) (1) 

Income (loss) before income taxes 3 (16) (32) (27) 
Income tax benefit 0 2 0 1
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Net income (loss) 3% (15%) (32%) (26%) 

Adjusted EBITDA

To provide investors with additional information regarding our financial results, we have disclosed Adjusted EBITDA
within this Quarterly Report on Form 10-Q, a non-GAAP financial measure. We have provided a reconciliation below
of Adjusted EBITDA to net income (loss), the most directly comparable GAAP financial measure.

We have included Adjusted EBITDA in this Quarterly Report on Form 10-Q because it is a key metric used by our
management and board of directors to measure operating performance and trends and to prepare and approve our
annual budget. In particular, the exclusion of certain expenses in calculating Adjusted EBITDA facilitates operating
performance comparisons on a period-to-period basis.

Our use of Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in isolation or as a
substitute for analysis of our results as reported under GAAP. Some of these limitations are:

� Adjusted EBITDA does not reflect our cash expenditures or future requirements for capital expenditures or
contractual commitments;
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� Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;

� Adjusted EBITDA does not consider the potentially dilutive impact of share-based compensation;

� Although depreciation and amortization are non-cash charges, the assets being depreciated and
amortized may have to be replaced in the future, and Adjusted EBITDA does not reflect cash
capital expenditure requirements for such replacements or for new capital expenditure
requirements;

� Adjusted EBITDA does not reflect acquisition-related costs;

� Adjusted EBITDA does not reflect restructuring costs;

� Adjusted EBITDA does not reflect the loss (gain) on divestiture of businesses;

� Adjusted EBITDA does not reflect interest expense or other income;

� Adjusted EBITDA does not reflect income taxes; and

� Other companies, including companies in our own industry, may calculate Adjusted EBITDA differently
than we do, limiting its usefulness as a comparative measure.

Because of these limitations, you should consider Adjusted EBITDA alongside other financial performance measures,
including various cash flow metrics, net income (loss) and our other GAAP results.

The following table presents a reconciliation of Adjusted EBITDA to net income (loss) for each of the periods
presented:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2016 2015 2016 2015
(in thousands, unaudited)

Reconciliation of Adjusted EBITDA to Net
Income (Loss):
Net income (loss) $ 6,807 $ (26,049) $ (196,947) $ (123,154) 
Other income (561) (366) (1,995) (1,085) 
Depreciation and amortization expense 25,495 19,584 74,852 54,031
Share-based compensation expense 27,285 28,015 81,152 80,902
Acquisition-related costs 93 1,988 890 16,144
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Restructuring costs �  3,425 �  35,142
Loss (gain) on divestiture of businesses (1,251) 4,143 (1,251) 4,143
Interest expense 1,595 1,590 4,740 3,900
Income tax benefit �  (2,853) (1,364) (2,853) 

Adjusted EBITDA (1) $ 59,463 $ 29,477 $ (39,923) $ 67,170

(1) Adjusted EBITDA for the nine months ended September 30, 2016 includes the impact of the settlement of a
lawsuit in June 2016 whereby the Company paid $130.0 million in connection with a release of all claims.

Three Months Ended September 30, 2016 Compared to Three Months Ended September 30, 2015

Revenue

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Revenue:
Marketplace revenue:
Premier Agent $ 158,322 $ 119,448 33% 
Other real estate 28,799 10,214 182% 
Mortgages 19,775 12,624 57% 
Market Leader �  10,957 N/A

Total Marketplace revenue 206,896 153,243 35% 
Display revenue 17,696 23,522 (25%) 

Total revenue $ 224,592 $ 176,765 27% 
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Three Months Ended
September 30,

2016 2015
Percentage of Total Revenue:
Marketplace revenue:
Premier Agent 70% 68% 
Other real estate 13 6
Mortgages 9 7
Market Leader �  6

Total Marketplace revenue 92 87
Display revenue 8 13

Total revenue 100% 100% 

Overall revenue increased by $47.8 million, or 27%, for the three months ended September 30, 2016 compared to the
three months ended September 30, 2015. Marketplace revenue increased by 35%, and display revenue decreased by
25%.

Marketplace revenue grew to $206.9 million for the three months ended September 30, 2016 from $153.2 million for
the three months ended September 30, 2015, an increase of $53.7 million. Marketplace revenue represented 92% of
total revenue for the three months ended September 30, 2016 compared to 87% of total revenue for the three months
ended September 30, 2015. The increase in marketplace revenue was primarily attributable to the $38.9 million
increase in Premier Agent revenue. There were approximately 164.5 million average monthly unique users of our
mobile applications and websites for the three months ended September 30, 2016 compared to 142.1 million average
monthly unique users for the three months ended September 30, 2015, representing year-over-year growth of 16%.
This increase in unique users increased the number of impressions and clicks we could monetize in our Premier Agent
marketplace. Premier Agent revenue was also positively impacted by a strategic shift to focus efforts by our sales
team on high-performing agent advertisers and to encourage low performing agent advertisers to join more successful
agent advertiser teams, which we believe will promote a superior consumer experience. This strategic shift resulted in
increased sales to individual agent advertisers and agent advertiser teams looking to expand their presence on our
platform and consolidation of the number of agent advertisers. Average monthly revenue per advertiser increased by
46% to $585 for the three months ended September 30, 2016 from $402 for the three months ended September 30,
2015. We calculate our average monthly revenue per advertiser by dividing the revenue generated by our Premier
Agent program in the period by the average number of agent advertisers in the period, divided again by the number of
months in the period. The average number of agent advertisers is derived by calculating the average of the beginning
and ending number of agent advertisers for the period. We define an agent advertiser as an individual real estate
professional or team of professionals with an active advertising contract at the end of a period. There was a decrease
in agent advertisers to 89,147 as of September 30, 2016 from 96,965 as of September 30, 2015, as we continued to
encourage low performing agent advertisers to join more successful agent advertiser teams. We expect this decrease in
agent advertisers will lower our selling costs over time. Beginning on February 17, 2015, the reported agent
advertisers reflect the effect of Zillow Group�s February 17, 2015 acquisition of Trulia. As discussed above, during the
three months ended September 30, 2016, we began meaningful testing of a new pricing method for our Platinum
Premier Agent product by which we determine the cost per impression delivered in each zip code in a dynamic way
based on demand for impressions in that zip code. At this early stage, we are unable to determine how the new pricing
method will impact Premier Agent revenue.
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The increase in marketplace revenue was also attributable to growth in mortgages revenue, which increased by $7.2
million, or 57%, for the three months ended September 30, 2016 compared to the three months ended September 30,
2015. The increase in mortgages revenue was primarily a result of a 191% increase in our average revenue per loan
information request for the three months ended September 30, 2016 compared to the three months ended
September 30, 2015, which was primarily a result of increased consumer and advertiser adoption of mortgage
advertising products that yield higher revenue, which adoption was driven by product enhancements that allow us to
monetize our mortgages products more efficiently. There were approximately 6.1 million mortgage loan information
requests submitted by consumers for the three months ended September 30, 2016 compared to 11.3 million mortgage
loan information requests submitted by consumers for the three months ended September 30, 2015, a decrease of 46%.
We believe the decrease in the number of loan information requests submitted by consumers is due to our strategic
decision to improve loan information request quality by requiring consumers to provide more information before a
loan information request is submitted. We believe our mortgage product feature change creates a better experience for
consumers and more valuable loan information requests for our lenders. During the first half of 2015 we changed the
pricing model for our mortgage advertising products from cost-per-click to cost-per-lead, which also may have
contributed to growth in mortgages revenue.

Display revenue was $17.7 million for the three months ended September 30, 2016 compared to $23.5 million for the
three months ended September 30, 2015, a decrease of $5.8 million. Display revenue represented 8% of total revenue
for the three months ended September 30, 2016 compared to 13% of total revenue for the three months ended
September 30, 2015. The decrease in display revenue is primarily a result of our strategy to deemphasize display
advertising in the user experience and instead focus on growth in marketplace revenue.
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Cost of Revenue

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Cost of revenue $ 18,254 $ 16,453 11% 
Cost of revenue was $18.3 million for the three months ended September 30, 2016 compared to $16.5 million for the
three months ended September 30, 2015, an increase of $1.8 million, or 11%. The increase in cost of revenue was
primarily attributable to increased headcount-related expenses of $1.5 million, including share-based compensation
expense, driven by growth in headcount, a $1.4 million increase in data center and connectivity costs, a $0.8 million
increase in credit card and ad serving fees, partially offset by a $1.5 million decrease in printing costs and costs to
generate leads for customers related to the Market Leader business that we divested on September 30, 2015, and a
$0.4 million decrease in miscellaneous cost of revenue expenses. We expect our cost of revenue to increase in
absolute dollars in future years as we continue to incur more expenses that are associated with growth in revenue.

Sales and Marketing

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Sales and marketing $ 92,794 $ 82,044 13% 
Sales and marketing expenses were $92.8 million for the three months ended September 30, 2016 compared to $82.0
million for the three months ended September 30, 2015, an increase of $10.8 million, or 13%. The increase in sales
and marketing expenses was primarily attributable to increased headcount-related expenses of $7.6 million, including
share-based compensation expense, due primarily to significant growth in the size of our sales team.

In addition to the increases in headcount-related expenses, tradeshow and conferences expense and related travel
increased by $1.7 million. We also incurred a $0.6 million increase in marketing and advertising expenses, primarily
related to advertising spend to acquire shoppers across online and offline channels, which supports our growth
initiatives.

We expect our sales and marketing expenses to increase in absolute dollars in future years as we continue to expand
our sales team and invest more resources in extending our audience through marketing and advertising initiatives.

Technology and Development

Three Months Ended
September 30, 2015 to 2016
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2016 2015
%

Change
(in thousands, unaudited)

Technology and development $ 69,171 $ 53,718 29% 
Technology and development expenses, which include research and development costs, were $69.2 million for the
three months ended September 30, 2016 compared to $53.7 million for the three months ended September 30, 2015,
an increase of $15.5 million, or 29%. Approximately $8.2 million of the increase related to growth in
headcount-related expenses, including share-based compensation expense, as we continue to grow our engineering
headcount to support current and future product initiatives. Approximately $5.0 million of the increase related to an
increase in amortization of website development costs and software. The increase in technology and development
expenses was also attributable to a $0.8 million increase in amortization of acquired intangible assets, a $0.7 million
increase in loss on disposal of property and equipment and a $0.8 million increase in various miscellaneous expenses.

Amortization expense included in technology and development for capitalized website development costs and
software was $11.2 million and $6.2 million, respectively, the three months ended September 30, 2016 and 2015.
Amortization expense included in technology and development related to intangible assets recorded in connection
with acquisitions was $9.6 million and $8.8 million, respectively, for the three months ended September 30, 2016 and
2015. Other data content expense was $6.5 million and $6.4 million, respectively, for the three months ended
September 30, 2016 and 2015. Amortization expense included in technology and development for purchased data
content intangible assets was $1.1 million and $1.4 million, respectively, for the three months ended September 30,
2016 and 2015. We expect our technology and development expenses to increase in absolute dollars over time as we
continue to build new mobile and website functionality.
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General and Administrative

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

General and administrative $ 37,690 $ 42,672 (12%) 
General and administrative expenses were $37.7 million for the three months ended September 30, 2016 compared to
$42.7 million for the three months ended September 30, 2015, a decrease of $5.0 million, or 12%. The decrease in
general and administrative expenses was primarily a result of a $9.7 million decrease in professional services fees,
including legal fees related to certain litigation matters described in Part II, Item 1, partially offset by a $4.5 million
increase in headcount-related expenses, including share-based compensation expense, driven primarily by growth in
headcount in shared corporate services to support our engineering and other teams. We expect general and
administrative expenses to increase over time in absolute dollars as we continue to expand our business.

Acquisition-Related Costs

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Acquisition-related costs $ 93 $ 1,988 (95%) 
Acquisition-related costs were $0.1 million for the three months ended September 30, 2016, primarily as a result of
our August 2016 acquisition of Bridge Interactive Group, including legal and accounting fees. Acquisition-related
costs were $2.0 million for the three months ended September 30, 2015 as a result of our February 2015 acquisition of
Trulia and our August 2015 acquisition of DotLoop, including legal, accounting and tax fees.

Restructuring Costs

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Restructuring costs $ �  $ 3,425 N/A
There were no restructuring costs for the three months ended September 30, 2016. Restructuring costs for the three
months ended September 30, 2015 were $3.4 million. On February 17, 2015, in connection with the February 2015
acquisition of Trulia, Zillow Group undertook a restructuring plan that resulted in a total workforce reduction of
nearly 350 employees, primarily to eliminate overlapping positions in the sales and marketing functions related to
Trulia�s workforce at its Bellevue, Denver, New York and San Francisco locations. The restructuring plan was a result
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of the integration of Trulia�s business and operations with and into Zillow Group�s business. Employees directly
affected by the restructuring plan were provided with severance payments, stock vesting acceleration and
outplacement assistance. As of December 31, 2015, the restructuring plan was complete.

Loss (Gain) on Divestiture of Businesses

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Loss (gain) on divestiture of businesses $ (1,251) $ 4,143 (130%) 
The gain on divestiture of businesses was $1.3 million for the three months ended September 30, 2016 and relates to
the August 2016 sale of our Diverse Solutions business. The loss on divestiture of businesses was $4.1 million for the
three months ended September 30, 2015 and relates to the September 2015 sale of our Market Leader business.

Interest Expense

Three Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Interest expense $ 1,595 $ 1,590 0% 
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Interest expense was $1.6 million for the three months ended September 30, 2016 and 2015. The interest expense
relates to the 2020 Notes that we guaranteed in connection with the February 2015 acquisition of Trulia, which accrue
interest at 2.75% annually. For additional information regarding the 2020 Notes, see Note 9 to our condensed
consolidated financial statements.

Nine Months Ended September 30, 2016 Compared to Nine Months Ended September 30, 2015

Revenue

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Revenue:
Marketplace revenue:
Premier Agent $ 439,957 $ 322,526 36% 
Other real estate 72,847 23,006 217% 
Mortgages 54,621 32,575 68% 
Market Leader �  29,544 N/A

Total Marketplace revenue 567,425 407,651 39% 
Display revenue 51,552 67,656 (24%) 

Total revenue $ 618,977 $ 475,307 30% 

Nine Months Ended
September 30,

2016 2015
Percentage of Total Revenue:
Marketplace revenue:
Premier Agent 71% 68% 
Other real estate 12 5
Mortgages 9 7
Market Leader �  6

Total Marketplace revenue 92 86
Display revenue 8 14

Total revenue 100% 100% 

Overall revenue increased by $143.7 million, or 30%, for the nine months ended September 30, 2016 compared to the
nine months ended September 30, 2015. Marketplace revenue increased by 39%, and display revenue decreased by
24%.
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Marketplace revenue grew to $567.4 million for the nine months ended September 30, 2016 from $407.7 million for
the nine months ended September 30, 2015, an increase of $159.8 million. Marketplace revenue represented 92% of
total revenue for the nine months ended September 30, 2016 compared to 86% of total revenue for the nine months
ended September 30, 2015. The increase in marketplace revenue was primarily attributable to the $117.4 million
increase in Premier Agent revenue, which increased to $440.0 million for the nine months ended September 30, 2016.
This increase was primarily attributable to overall growth in our Premier Agent program, due in part to our February
2015 acquisition of Trulia. There were approximately 164.5 million average monthly unique users of our mobile
applications and websites for the three months ended September 30, 2016 compared to 142.1 million average monthly
unique users for the three months ended September 30, 2015, representing year-over-year growth of 16%. This
increase in unique users increased the number of impressions and clicks we could monetize in our Premier Agent
marketplace. Premier Agent revenue was also positively impacted by a strategic shift to focus efforts by our sales
team on high-performing agent advertisers and to encourage low performing agent advertisers to join more successful
agent advertiser teams. This strategic shift resulted in increased sales to individual agent advertisers and agent
advertiser teams looking to expand their presence on our platform and consolidation of the number of agent
advertisers. Average monthly revenue per advertiser increased by 20% to $539 for the nine months ended
September 30, 2016 from $450 for the nine months ended September 30, 2015. There was a decrease in agent
advertisers to 89,147 as of September 30, 2016 from 96,965 as of September 30, 2015. We expect this decrease in
agent advertisers will lower our selling costs over time. As discussed above, during the three months ended
September 30, 2016, we began meaningful testing of a new pricing method for our Platinum Premier Agent product.
We are unable to determine at this early stage how the new pricing method will impact Premier Agent revenue.
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The increase in marketplace revenue was also attributable to growth in mortgages revenue, which increased by $22.0
million, or 68%, for the nine months ended September 30, 2016 compared to the nine months ended September 30,
2015. The increase in mortgages revenue was primarily a result of a 170% increase in our average revenue per loan
information request for the nine months ended September 30, 2016 compared to the nine months ended September 30,
2015, which was primarily a result of increased consumer and advertiser adoption of mortgage advertising products
that yield higher revenue, which adoption was driven by product enhancements that allow us to monetize our
mortgages products more efficiently. There were approximately 23.6 million mortgage loan information requests
submitted by consumers for the nine months ended September 30, 2016 compared to 38.1 million mortgage loan
information requests submitted by consumers for the nine months ended September 30, 2015, a decrease of 38%. We
believe the decrease in the number of loan information requests submitted by consumers is due to our strategic
decision to improve loan information request quality by requiring consumers to provide more information before a
loan information request is triggered. We believe our mortgage product feature change creates a better experience for
consumers and more valuable loan information requests for our lenders. During the first half of 2015 we changed the
pricing model for our mortgage advertising products from cost-per-click to cost-per-lead, which also may have
contributed to growth in mortgages revenue.

Display revenue was $51.6 million for the nine months ended September 30, 2016 compared to $67.7 million for the
nine months ended September 30, 2015, a decrease of $16.1 million. Display revenue represented 8% of total revenue
for the nine months ended September 30, 2016 compared to 14% of total revenue for the nine months ended
September 30, 2015. The decrease in display revenue is primarily a result of our strategy to deemphasize display
advertising in the user experience and instead focus on growth in marketplace revenue.

Cost of Revenue

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Cost of revenue $ 51,926 $ 46,509 12% 
Cost of revenue was $51.9 million for the nine months ended September 30, 2016 compared to $46.5 million for the
nine months ended September 30, 2015, an increase of $5.4 million, or 12%. The increase in cost of revenue was
primarily attributable to a $5.3 million increase in data center and connectivity costs, increased headcount-related
expenses of $4.4 million, including share-based compensation expense, driven by growth in headcount, including the
impact of growth in headcount as a result of our February 2015 acquisition of Trulia, a $3.3 million increase in credit
card and ad serving fees, partially offset by a $4.2 million decrease in printing costs and costs to generate leads for
customers related to the Market Leader business that we divested on September 30, 2015, a $1.5 million decrease in
revenue share costs, a $0.6 million decrease in multiple listing services fees and a $1.3 million decrease in
miscellaneous cost of revenue expenses.

Sales and Marketing

Nine Months Ended
September 30, 2015 to 2016
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2016 2015
%

Change
(in thousands, unaudited)

Sales and marketing $ 290,810 $ 229,272 27% 
Sales and marketing expenses were $290.8 million for the nine months ended September 30, 2016 compared to $229.3
million for the nine months ended September 30, 2015, an increase of $61.5 million, or 27%. The increase in sales and
marketing expenses was primarily attributable to increased headcount-related expenses of $34.7 million, including
share-based compensation expense, including the impact of growth in headcount as a result of our February 2015
acquisition of Trulia, which resulted in significant growth in the size of our sales team.

In addition to the increases in headcount-related expenses, marketing and advertising expenses increased by $21.4
million, primarily related to advertising spend to acquire shoppers across online and offline channels, which supports
our growth initiatives. We also incurred a $3.7 million increase in tradeshow and conferences expense including
related travel, a $0.7 million increase in depreciation expense and a $1.0 million increase in miscellaneous sales and
marketing expenses.
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Technology and Development

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Technology and development $ 201,009 $ 142,783 41% 
Technology and development expenses, which include research and development costs, were $201.0 million for the
nine months ended September 30, 2016 compared to $142.8 million for the nine months ended September 30, 2015,
an increase of $58.2 million, or 41%. Approximately $25.5 million of the increase related to growth in
headcount-related expenses, including share-based compensation expense, including the impact of growth in
headcount as a result of our February 2015 acquisition of Trulia, as we continue to grow our engineering headcount to
support current and future product initiatives. The increase in technology and development expenses was also due to a
$13.4 million increase in amortization related to website development costs and software, an $8.8 million increase in
other non-capitalizable data content expense, a $5.0 million increase in amortization of acquired intangible assets,
primarily as a result of our February 2015 acquisition of Trulia, our August 2015 acquisition of DotLoop, our
February 2016 acquisition of Naked Apartments and our August 2016 acquisition of Bridge Interactive Group, a $2.6
million increase in loss on disposal of property and equipment, a $2.1 million increase in depreciation expense, and a
$1.6 million increase in software, hardware and connectivity costs, partially offset by a $0.9 million decrease in
amortization of purchased content.

Amortization expense included in technology and development related to intangible assets recorded in connection
with acquisitions was $28.9 million and $23.9 million, respectively, for the nine months ended September 30, 2016
and 2015. Amortization expense included in technology and development for capitalized website development costs
and software was $30.3 million and $16.8 million, respectively, for the nine months ended September 30, 2016 and
2015. Other data content expense was $18.8 million and $10.1 million, respectively, for the nine months ended
September 30, 2016 and 2015. Amortization expense included in technology and development for purchased data
content intangible assets was $3.6 million and $4.5 million, respectively, for the nine months ended September 30,
2016 and 2015.

General and Administrative

Nine Months Ended
September 30,

2015 to 2016
%

Change2016 2015
(in thousands, unaudited)

General and administrative $ 271,159 $ 124,506 118% 
General and administrative expenses were $271.2 million for the nine months ended September 30, 2016 compared to
$124.5 million for the nine months ended September 30, 2015, an increase of $146.7 million, or 118%. The increase
in general and administrative expenses was primarily a result of the settlement of a lawsuit with Move, Inc. and
certain other parties in June 2016 whereby the Company paid $130.0 million in connection with a release of all
claims. In addition, there was a $6.7 million increase in professional services fees, including legal fees incurred in
connection with the legal proceedings described in Part II, Item 1.
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The increase in general and administrative expenses was also a result of an $8.6 million increase in headcount-related
expenses, including share-based compensation expense, including the impact of growth in headcount as a result of our
February 2015 acquisition of Trulia, a $2.8 million increase in building lease-related expenses including rent, utilities
and insurance, partially offset by a $1.9 million decrease in city and state taxes.

Acquisition-Related Costs

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Acquisition-related costs $ 890 $ 16,144 (94%) 
Acquisition-related costs were $0.9 million for the nine months ended September 30, 2016, primarily as a result of our
February 2016 acquisition of Naked Apartments and our August 2016 acquisition of Bridge Interactive Group,
including legal and accounting fees. Acquisition-related costs were $16.1 million for the nine months ended
September 30, 2015, primarily as a result of our February 2015 acquisition of Trulia, including investment banking,
legal, accounting, tax, and regulatory filing fees.
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Restructuring Costs

Nine Months Ended
September 30, 2015 to 2016

2015 2016
%

Change
(in thousands, unaudited)

Restructuring costs $ �  $ 35,142 N/A
There were no restructuring costs for the nine months ended September 30, 2016. Restructuring costs for the nine
months ended September 30, 2015 were $35.1 million. On February 17, 2015, in connection with the February 2015
acquisition of Trulia, Zillow Group undertook a restructuring plan that resulted in a total workforce reduction of
nearly 350 employees, primarily to eliminate overlapping positions in the sales and marketing functions related to
Trulia�s workforce at its Bellevue, Denver, New York and San Francisco locations. The restructuring plan was a result
of the integration of Trulia�s business and operations with and into Zillow Group�s business. Employees directly
affected by the restructuring plan were provided with severance payments, stock vesting acceleration and
outplacement assistance. As of December 31, 2015, the restructuring plan was complete.

Loss (Gain) on Divestiture of Businesses

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Loss (gain) on divestiture of businesses $ (1,251) $ 4,143 (130%) 
The gain on divestiture of businesses was $1.3 million for the nine months ended September 30, 2016 and relates to
the August 2016 sale of our Diverse Solutions business. The loss on divestiture of businesses was $4.1 million for the
nine months ended September 30, 2015 and relates to the September 2015 sale of our Market Leader business.

Interest Expense

Nine Months Ended
September 30, 2015 to 2016

2016 2015
%

Change
(in thousands, unaudited)

Interest expense $ 4,740 $ 3,900 22% 
Interest expense was $4.7 million in the nine months ended September 30, 2016 compared to $3.9 million for the nine
months ended September 30, 2015, an increase of $0.8 million, or 22%. The interest expense relates to the 2020 Notes
that we guaranteed in connection with the February 2015 acquisition of Trulia, which accrue interest at 2.75%
annually. For additional information regarding the 2020 Notes, see Note 9 to our condensed consolidated financial
statements.
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Liquidity and Capital Resources

As of September 30, 2016 and December 31, 2015, we had cash, cash equivalents, restricted cash, and investments of
$445.7 million and $523.3 million, respectively. Cash and cash equivalents balances consist of operating cash on
deposit with financial institutions, money market funds and certificates of deposit with original maturities of three
months or less. Investments as of September 30, 2016 and December 31, 2015 consisted of fixed income securities,
which include U.S. government agency securities, corporate notes and bonds, municipal securities, foreign
government securities, commercial paper and certificates of deposit. Amounts on deposit with third-party financial
institutions exceed the Federal Deposit Insurance Corporation and the Securities Investor Protection Corporation
insurance limits, as applicable. We believe that cash from operations and cash, cash equivalents and investment
balances will be sufficient to meet our ongoing operating activities, working capital, capital expenditures and other
capital requirements for at least the next 12 months.

On February 17, 2015, we acquired Trulia in a stock-for-stock transaction. The total purchase price of Trulia was
approximately $2.0 billion. We have included Trulia�s results of operations prospectively after February 17, 2015, the
date of acquisition. Our February 2015 acquisition of Trulia has a significant impact on our liquidity, financial
position and results of operations. Trulia contributes to revenue, but we also incurred significant acquisition-related
and other expenses.

Further, as a result of the acquisition of Trulia, Zillow Group entered into a supplemental indenture in respect of the
2020 Notes in the aggregate principal amount of $230.0 million, which supplemental indenture provides, among other
things, that, at the effective time of the Trulia acquisition, (i) each outstanding 2020 Note is no longer convertible into
shares of Trulia common stock and is convertible solely into shares of Zillow Group Class A common stock, pursuant
to, and in accordance with, the terms of the indenture governing the 2020 Notes, and (ii) Zillow Group guaranteed all
of the obligations of Trulia under the 2020 Notes and related indenture. The aggregate principal amount of the 2020
Notes is due on December 15, 2020 if not earlier converted or redeemed. Interest is payable on the 2020 Notes at the
rate of 2.75% semi-annually on June 15 and December 15 of each year.
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Holders of the 2020 Notes may convert all or any portion of their notes, in multiples of $1,000 principal amount, at
their option at any time prior to the close of business on the business day immediately preceding the maturity date. In
connection with the supplemental indenture in respect of the 2020 Notes, the conversion ratio immediately prior to the
effective time of the Trulia Merger of 27.8303 shares of Trulia common stock per $1,000 principal amount of notes
was adjusted to 12.3567 shares of our Class A common stock per $1,000 principal amount of notes based on the
exchange ratio of 0.444 per the Merger Agreement. This was equivalent to an initial conversion price of
approximately $80.93 per share of our Class A common stock. In connection with the August 2015 distribution of
shares of our Class C capital stock as a dividend to our Class A and Class B common shareholders, the conversion
ratio has been further adjusted to 41.4550 shares of Class A common stock per $1,000 principal amount of notes,
which is equivalent to a conversion price of approximately $24.12 per share of our Class A common stock. The
conversion ratio will be adjusted for certain dilutive events and will be increased in the case of corporate events that
constitute a �Make-Whole Fundamental Change� (as defined in the indenture governing the notes). The conversion
option of the 2020 Notes has no cash settlement provisions. The conversion option does not meet the criteria for
separate accounting as a derivative as it is indexed to our own stock.

We may not redeem the 2020 Notes prior to December 20, 2018. We may redeem the 2020 Notes, at our option, in
whole or in part on or after December 20, 2018, if the last reported sale price per share of our Class A common stock
has been at least 130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive)
during any 30 consecutive trading day period.

For additional information regarding the 2020 Notes, see Note 9 to our condensed consolidated financial statements.

In February 2016, we completed the acquisition of Naked Apartments. The total purchase price for the acquisition of
Naked Apartments was approximately $13.2 million in cash. A substantial majority of the purchase price for Naked
Apartments has been allocated to goodwill and intangible assets.

In June 2016, we settled a lawsuit with Move, Inc. and certain other parties whereby the Company paid $130.0 million
in connection with a release of all claims. For additional information about the settlement of this lawsuit, please refer
to Part II, Item 1.

The following table presents selected cash flow data for the periods presented:

Nine Months Ended
September 30,

2016 2015
(in thousands, unaudited)

Cash Flow Data:
Net cash provided by (used in) operating activities $ (30,436) $ 38,588
Net cash provided by (used in) investing activities (27,911) 58,632
Net cash provided by financing activities 19,969 10,554

Cash Flows Provided By (Used In) Operating Activities

Our operating cash flows result primarily from cash received from real estate professionals, mortgage professionals,
rental professionals and brand advertisers. Our primary uses of cash from operating activities include payments for
marketing and advertising activities and employee benefits and compensation. Additionally, uses of cash from
operating activities include costs associated with operating our mobile applications and websites and other general
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corporate expenditures.

For the nine months ended September 30, 2016, net cash used in operating activities was $30.4 million. This was
primarily driven by a net loss of $196.9 million, including the impact of the settlement of a lawsuit for $130.0 million
in June 2016, adjusted by share-based compensation expense of $81.2 million, depreciation and amortization expense
of $74.9 million, a loss on disposal of property and equipment of $3.4 million, bad debt expense of $1.7 million, a
$1.4 million gain on the divestiture of a business and a $1.4 million non-cash change in the valuation allowance
related to a deferred tax liability generated in connection with our February 2016 acquisition of Naked Apartments.
Changes in operating assets and liabilities increased cash provided by operating activities by $6.6 million. The
increase in operating assets and liabilities is primarily due to a $13.0 million increase in accrued compensation and
benefits due primarily to an increase in sales commissions and the timing of payroll, an $11.8 million increase in
accounts receivable driven by an increase in revenue and a $5.6 million increase in deferred revenue driven by an
increase in revenue.

For the nine months ended September 30, 2015, net cash provided by operating activities was $38.6 million. This was
driven by a net loss of $123.2 million, adjusted by share-based compensation expense of $80.9 million, depreciation
and amortization expense of $54.0 million, non-cash restructuring costs of $19.2 million, a $3.7 non-cash loss on
divestiture of businesses, a $2.9 million non-cash change in the valuation allowance related to a deferred tax liability
generated in connection with our acquisition of DotLoop, an increase in the balance of deferred rent of $2.6 million,
bad debt expense of $2.4 million, amortization of bond premium of $2.1 million, and a loss on disposal of property
and equipment of $1.0 million. Changes in operating assets and liabilities decreased cash provided by operating
activities by $1.4 million.
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Cash Flows Provided By (Used In) Investing Activities

Our primary investing activities include the purchase and sale or maturity of investments, the purchase of property and
equipment and intangible assets, and net cash acquired or cash paid in connection with acquisitions.

For the nine months ended September 30, 2016, net cash used in investing activities was $27.9 million. This was
primarily the result of $53.6 million of purchases for property and equipment and intangible assets and $16.3 million
paid in connection with our February 2016 acquisition of Naked Apartments and our August 2016 acquisition of
Bridge Interactive Group, partially offset by $36.8 million of net maturities and sales of investments, $3.2 million in
proceeds from the divestiture of a business and a $2.0 million decrease in restricted cash.

For the nine months ended September 30, 2015, net cash provided by investing activities was $58.6 million. This was
primarily the result of $173.4 million of net cash acquired in connection with our acquisition of Trulia, $25.1 million
of net maturities and sales of investments, and $17.6 million in proceeds from the divestiture of businesses, partially
offset by $104.2 million paid in connection with our acquisition of DotLoop and $53.5 million of purchases for
property and equipment and intangible assets.

Cash Flows Provided By Financing Activities

For the nine months ended September 30, 2016 and 2015, our financing activities primarily related to the exercise of
employee option awards. The proceeds from the exercise of option awards for the nine months ended September 30,
2016 and 2015 were $20.5 million and $18.5 million, respectively. In addition, for the nine months ended
September 30, 2015, approximately $7.9 million of equity awards was withheld for tax liabilities.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangements other than outstanding surety bonds issued for our benefit of
approximately $3.6 million as of September 30, 2016. We do not believe that the surety bonds will have a material
effect on our liquidity, capital resources, market risk support or credit risk support. For additional information
regarding the surety bonds, see Note 14 to our condensed consolidated financial statements under the subsection titled
�Surety Bonds�.

Contractual Obligations

There have been no material changes outside the ordinary course of business in our commitments under contractual
obligations as previously disclosed in our Quarterly Report on Form 10-Q for the quarterly period ended March 31,
2016.

As of September 30, 2016, we have outstanding letters of credit of approximately $5.2 million, $1.8 million, $1.1
million and $1.1 million, respectively, which secure our lease obligations in connection with the operating leases of
our San Francisco, Seattle, New York and Denver office spaces.

In the course of business, we are required to provide financial commitments in the form of surety bonds to third
parties as a guarantee of our performance on and our compliance with certain obligations. If we were to fail to perform
or comply with these obligations, any draws upon surety bonds issued on our behalf would then trigger our payment
obligation to the surety bond issuer. We have outstanding surety bonds issued for our benefit of approximately $3.6
million as of September 30, 2016.
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Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with GAAP. The preparation of these
financial statements requires us to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenue, expenses and related disclosures. We evaluate our estimates and assumptions on an ongoing basis.
Our estimates are based on historical experience and various other assumptions that we believe to be reasonable under
the circumstances. Our actual results could differ from these estimates. For information on our critical accounting
policies and estimates, see Part II, Item 7 (Management�s Discussion and Analysis of Financial Condition and Results
of Operations) of our Annual Report on Form 10-K for the year ended December 31, 2015. There have been no
material changes to our critical accounting policies and estimates as previously disclosed in our Annual Report on
Form 10-K for the year ended December 31, 2015.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to market risks in the ordinary course of our business. These risks primarily consist of fluctuations in
interest rates.

Interest Rate Risk

Under our current investment policy, we invest our excess cash in money market funds, certificates of deposit, U.S.
government agency securities, foreign government securities, municipal securities, and corporate notes and bonds.
Our current investment policy seeks first to preserve principal, second to provide liquidity for our operating and
capital needs and third to maximize yield without putting our principal at risk.

Our investments are exposed to market risk due to the fluctuation of prevailing interest rates that may reduce the yield
on our investments or their fair value. As our investment portfolio is short-term in nature, we do not believe an
immediate 10% increase in interest rates would have a material effect on the fair market value of our portfolio, and
therefore we do not expect our results of operations or cash flows to be materially affected by a sudden change in
market interest rates.

As of September 30, 2016, we also have outstanding $230.0 million aggregate principal Convertible Senior Notes due
in 2020 (the �2020 Notes�). The 2020 Notes were guaranteed by Zillow Group in connection with our February 2015
acquisition of Trulia, Inc. The 2020 Notes carry a fixed interest rate of 2.75% per year.

Inflation Risk

We do not believe that inflation has had a material effect on our business, results of operations or financial condition.
If our costs were to become subject to significant inflationary pressures, we may not be able to fully offset such higher
costs through price increases. Our inability or failure to do so could harm our business, results of operations and
financial condition.

Foreign Currency Exchange Risk

We do not believe that foreign currency exchange risk has had a material effect on our business, results of operations
or financial condition. As we do not maintain a significant balance of foreign currency, we do not believe an
immediate 10% increase or decrease in foreign currency exchange rates relative to the U.S. dollar would have a
material effect on our business, results of operations or financial condition.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures (as defined under Rules 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934, as amended). Management, under the supervision and with the participation of our
Chief Executive Officer and our Chief Financial Officer, evaluated the effectiveness of the Company�s disclosure
controls and procedures pursuant to Exchange Act Rule 13a-15(b) as of September 30, 2016. Based on that
evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that these disclosure controls and
procedures were effective as of September 30, 2016.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting identified in connection with the evaluation
required by Rule 13a-15(d) and 15d-15(d) of the Exchange Act that occurred during the three months ended
September 30, 2016 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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PART II � OTHER INFORMATION

Item 1. Legal Proceedings
In September 2010, LendingTree, LLC (�LendingTree�) filed a complaint against us for patent infringement in the U.S.
District Court for the Western District of North Carolina. The complaint alleged, among other things, that our website
technology infringes two patents purporting to cover a �Method and computer network for coordinating a loan over the
internet.� The complaint sought, among other things, a judgment that we infringed certain patents held by LendingTree,
an injunction against the alleged infringing activities and an award for damages. We denied the allegations and
asserted defenses and counterclaims seeking declarations that we are not infringing the patents and that the patents are
invalid. In March 2014, a federal jury found that Zillow does not infringe the patents and that the patents asserted by
LendingTree are invalid. In April, 2014, LendingTree filed two motions for judgment as a matter of law and for a new
trial, all of which we opposed. In October 2014, the Court issued an order upholding the jury verdict and denying
LendingTree�s motions. In November 2014, LendingTree filed a notice of appeal and, in September 2015,
LendingTree filed its opening brief. In December 2015, we filed a response brief to LendingTree�s opening brief. A
hearing regarding LendingTree�s appeal occurred in June 2016. In July 2016, the Court of Appeals for the Federal
Circuit issued an order in which it found all claims asserted against us invalid under Section 101. In September 2016,
LendingTree filed notice that they would be filing to appeal for a rehearing, but failed to file by the deadline. There
are no further avenues for appeal or rehearing; the order issued by the Court of Appeals will stand.

In March 2014, Move, Inc., the National Association of Realtors and three related entities (collectively, �Plaintiffs�),
filed a complaint against us and Errol Samuelson, our Chief Industry Development Officer, in the Superior Court of
the State of Washington in King County, alleging, among other things, that Zillow and Mr. Samuelson
misappropriated plaintiffs� trade secrets in connection with Mr. Samuelson joining Zillow in March 2014. The
Plaintiffs sought, among other things, an injunction against the alleged misappropriations and Mr. Samuelson working
for us, as well as significant monetary damages. In February 2015, Plaintiffs filed an amended complaint that, among
other things, added Curt Beardsley, our Vice President of MLS Partnerships, as a defendant in the matter. In August
2015, Zillow filed an amended answer and counterclaim against Plaintiffs that alleged, among other things, that
Plaintiffs violated the Washington Trade Secrets Act and aided and abetted a breach of the duty of confidentiality
through the public filing of a document that included Zillow�s confidential information and trade secrets. On January 8,
2016, Plaintiffs filed a motion seeking sanctions against defendants for alleged evidence spoliation. The court held a
spoliation hearing in April and on May 17, 2016 denied Plaintiffs motion for sanctions as to Zillow and
Mr. Samuelson. With respect to Mr. Beardsley, the Court denied the motion as to terminating sanctions but granted
the motion ordering a permissive adverse inference instruction with respect to five devices. Defendants each filed
multiple motions for partial summary judgment against Plaintiffs regarding, among other things, certain of their
claims of alleged misappropriation of trade secrets. Defendants also filed various motions seeking to exclude or limit
damages. The court entered various rulings granting and denying these motions in 2016. On June 6, 2016, the
Company reached an amicable resolution by way of a settlement agreement and release (the �Settlement Agreement�)
with Plaintiffs pursuant to which the Company agreed to pay Plaintiffs $130.0 million in connection with a release of
all claims. On June 16, 2016, pursuant to the terms agreed to between the parties, the court dismissed all claims and
counterclaims asserted in this matter with prejudice. The Settlement Agreement does not contain any admission of
liability, wrongdoing, or responsibility by any of the parties.

In March 2015, the Wage and Hour Division of the U.S. Department of Labor (�DOL�) notified the Company that it was
initiating a compliance review to determine the Company�s compliance with one or more federal labor laws enforced
by the DOL. The Company understands that the scope of this review is limited to the review of the Company�s
compliance with certain wage and hour laws with respect to Zillow, Inc. inside sales consultants during a two-year
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period between 2013 and 2015. In October 2015, the DOL orally informed us that the compliance review was ongoing
but that, based on its preliminary findings, it believed the Company may have failed to pay overtime to such inside
sales consultants. As discussed below, on May 5, 2016, Zillow, Inc. agreed to settle a class action lawsuit which
alleged, among other things, claims that we failed to provide meal and rest breaks, failed to pay overtime, and failed to
keep accurate records of employees� hours worked. The settlement of the class action lawsuit is contingent on Zillow,
Inc.�s complete resolution of the DOL compliance review.

In November 2014, a former employee filed a putative class action lawsuit against us in the United States District
Court, Central District of California, with the caption Ian Freeman v. Zillow, Inc. The complaint alleged, among other
things, claims that we failed to provide meal and rest breaks, failed to pay overtime, and failed to keep accurate
records of employees� hours worked. After the court granted our two motions to dismiss certain claims, plaintiff filed a
second amended complaint that includes claims under the Fair Labor Standards Act. On November 20, 2015, plaintiff
filed a motion for class certification. On February 26, 2016, the court granted the plaintiff�s motion for class
certification. On May 5, 2016, the parties agreed to settle the lawsuit for an immaterial amount. The settlement does
not contain any admission of liability, wrongdoing, or responsibility by any of the parties. The settlement class
includes all current and former inside sales consultants employed by Zillow, Inc. in any office from January 1, 2010
through the present. We have recorded an accrual for an immaterial amount related to the settlement as of
September 30, 2016. The settlement is contingent on the court approving the class action settlement and upon Zillow,
Inc.�s complete resolution of the DOL compliance review described above. On June 9, 2016, the Ninth Circuit Court of
Appeals granted our petition for permission to appeal the order granting class certification.
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Although the results of litigation cannot be predicted with certainty, we currently believe we have substantial and
meritorious defenses to the outstanding claims.

From time to time, we are involved in litigation and claims that arise in the ordinary course of business and although
we cannot be certain of the outcome of any such litigation or claims, nor the amount of damages and exposure that we
could incur, we currently believe that the final disposition of such matters will not have a material effect on our
business, financial position, results of operations or cash flow. Regardless of the outcome, litigation can have an
adverse impact on us because of defense and settlement costs, diversion of management resources and other factors.

44

Edgar Filing: ZILLOW GROUP, INC. - Form 10-Q

Table of Contents 85



Table of Contents

Item 1A. Risk Factors
There have not been any material changes to the risk factors affecting our business, financial condition or future
results from those set forth in Part I, Item 1A (Risk Factors) in our Annual Report on Form 10-K for the year ended
December 31, 2015. However, you should carefully consider the factors discussed in our Annual Report on Form
10-K, which could materially affect our business, financial condition or future results. Additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition and/or operating results.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Unregistered Sales of Equity Securities

There were no unregistered sales of equity securities during the three months ended September 30, 2016.

Item 4. Mine Safety Disclosures
Not applicable.
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Item 6. Exhibits
The exhibits listed below are filed as part of this Quarterly Report on Form 10-Q.

Exhibit

Number Description

  31.1 Certification of Chief Executive Officer pursuant to Rule 13-14(a) of the Securities Exchange Act of
1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

  31.2 Certification of Chief Financial Officer pursuant to Rule 13-14(a) of the Securities Exchange Act of
1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

  32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350 as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

  32.2 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350 as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Dated: November 2, 2016 ZILLOW GROUP, INC.

By: /S/ KATHLEEN PHILIPS

Name: Kathleen Philips
Title: Chief Financial Officer, Chief Legal Officer, and

Secretary
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