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reference into Part III of this Report.
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PART I

Item 1. Business
In this report, the words “we,” “our,” “us,” “CoStar” or the “Company” refer to CoStar Group, Inc. and its direct and indirect
subsidiaries. This report also refers to our websites, but information contained on those sites is not part of this report.

CoStar Group, Inc., a Delaware corporation, founded in 1987, is the number one provider of information, analytics
and marketing services to the commercial real estate industry in the United States ("U.S.") and United Kingdom
("U.K.") based on the fact that we offer the most comprehensive commercial real estate database available; have the
largest research department in the industry; own and operate the leading online marketplace for commercial real estate
in the U.S. based on the number of unique visitors per month; provide more information, analytics and marketing
services than any of our competitors and believe that we generate more revenues than any of our competitors. Our
integrated suite of online service offerings includes information about space available for lease, comparable sales
information, tenant information, information about properties for sale, internet marketing services, analytical
capabilities, information for clients' websites, information about industry professionals and their business
relationships, data integration and industry news. Our service offerings span all commercial property types, including
office, industrial, retail, land, mixed-use, hospitality and multifamily. We manage our business geographically in two
operating segments, with our primary areas of measurement and decision-making being the U.S. and International,
which includes the U.K. and France.

Strategy

Since our founding, CoStar’s strategy has been to provide commercial real estate professionals with critical knowledge
to explore and complete transactions by offering the most comprehensive, timely and standardized information on

U.S. commercial real estate. We have extended our offering of comprehensive commercial real estate information to
include London and other parts of the U.K. and parts of France, through acquisitions and internal growth and
development. Information about CoStar’s revenues from, and long-lived assets located in, foreign countries is included
in Notes 2 and 12 of the Notes to Consolidated Financial Statements included in this Annual Report on Form 10-K.
CoStar’s revenues, EBITDA, assets and liabilities, broken out by segment are set forth in Note 12 to our consolidated
financial statements. Information about risks associated with our foreign operations is included in “Item 7A.
Quantitative and Qualitative Disclosures about Market Risk.”

We deliver our content to our U.S. customers primarily via an integrated suite of online service offerings that includes
information about space available for lease, comparable sales information, tenant information, information about
properties for sale, internet marketing services, analytical capabilities, information for clients’ websites, information
about industry professionals and their business relationships, data integration and industry news. Our subsidiary,
LoopNet, Inc. (“LoopNet”), operates an online marketplace that enables property owners, landlords, and commercial
real estate agents working on their behalf to list properties for sale or for lease and to submit detailed information
about property listings. Commercial real estate agents, buyers and tenants also use LoopNet's online marketplace to
search for available property listings that meet their criteria. We also provide market research and analysis for
commercial real estate investors and lenders via our Property and Portfolio Research, Inc. (“PPR”) service offerings;
portfolio and debt management and reporting capabilities through our Resolve Technology, Inc. (“Resolve
Technology”) service offerings; and real estate and lease management solutions, including lease administration and
abstraction services, through our Virtual Premise, Inc. (“Virtual Premise”) service offerings. We have created and are
continually improving our standardized information, analytics and marketing platform where members of the
commercial real estate and related business community can continuously interact and facilitate transactions by
efficiently exchanging accurate and standardized commercial real estate information.
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Our standardized platform includes the most comprehensive proprietary database in the industry; the largest research
department in the industry; proprietary data collection, information management and quality control systems; a large
in-house product development team; a broad suite of web-based information, analytics and marketing services; a large
team of analysts and economists; and a large base of clients. Our database has been developed and enhanced for more
than 25 years by a research department that makes thousands of daily database updates. In addition to our internal
efforts to grow the database, we have obtained and assimilated approximately 80 proprietary databases.

Our subscription-based information services consist primarily of CoStar Property Professional®, CoStar Tenant®,
CoStar COMPS Professional® and FOCUS $ervices. CoStar Property Professional, CoStar Tenant, and CoStar
COMPS Professional are generally sold as a suite of similar services and through our mobile application, CoStarGo,
and comprise our primary service offering in our U.S. operating segment. FOCUS is our primary service offering in
our International operating segment. Additionally, we introduced CoStar Property Professional, CoStar COMPS
Professional, CoStar Tenant and CoStarGo in the U.K. in the fourth quarter of 2012.
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Our subscription-based services consist primarily of similar services offered over the Internet to commercial real
estate industry and related professionals. Our services are typically distributed to our clients under subscription-based
license agreements that renew automatically, a majority of which have a term of one year. Upon renewal, many of the
subscription contract rates may change in accordance with contract provisions or as a result of contract renegotiations.
To encourage clients to use our services regularly, we generally charge a fixed monthly amount for our
subscription-based information services rather than fees based on actual system usage. Contract rates are generally
based on the number of sites, number of users, organization size, the client's business focus, geography and the
number of services to which a client subscribes. Our subscription clients generally pay contract fees on a monthly
basis, but in some cases may pay us on a quarterly or annual basis.

Expansion and Growth
Acquisitions

We have continually expanded the geographical coverage of our existing information services and developed new
information, analytics and marketing services. In addition to internal growth, we have grown our business through
strategic acquisitions. Most recently, in April 2012, we acquired LoopNet; the LoopNet acquisition is described below
under "LoopNet Acquisition."

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

In January 2005, we acquired National Research Bureau, a Connecticut-based provider of U.S. shopping center
information. In December 2006, our U.K. subsidiary, CoStar Limited, acquired Grecam S.A.S. (“Grecam”), a provider
of commercial property information and market-level surveys, studies and consulting services located in Paris, France.
In February 2007, CoStar Limited also acquired Property Investment Exchange Limited (“Propex”), a provider of
commercial property information and operator of an electronic platform that facilitates the exchange of investment
property located in London, England. In April 2008, we acquired the assets of First CLS, Inc. (doing business as the
Dorey Companies and DoreyPRO), an Atlanta-based provider of local commercial real estate information. In July
2009, we acquired Massachusetts-based PPR, a provider of real estate analysis, market forecasts and credit risk
analytics to the commercial real estate industry, and its wholly owned U.K. subsidiary Property and Portfolio
Research Ltd., and in October 2009, we acquired Massachusetts-based Resolve Technology, a provider of business
intelligence and portfolio management software serving the institutional real estate investment industry. In October
2011, we acquired Virtual Premise, a Software as a Service, or on-demand software, provider of real estate and lease
management solutions located in Atlanta, Georgia.

LoopNet Acquisition
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On April 30, 2012, we completed the acquisition of LoopNet. The acquisition combines the research capabilities of
CoStar with the marketing solutions offered by LoopNet. We expect the acquisition will create efficiencies in
operations and provide greater tools for the combined company's customers. To acquire LoopNet, we paid stock and
cash consideration with an aggregate value of approximately $883.4 million as of the closing date.

In connection with the LoopNet acquisition, we agreed to the terms of a consent order issued by the Federal Trade
Commission (the “FTC”). The consent order, which is publicly available on the FTC's website at www.ftc.gov, requires
us to maintain certain business practices that the FTC believes will promote competition. For example, the consent
order requires us to maintain our customary practice of selling our products separately and on a market-by-market
basis. It also requires us to license our products to customers who have bought our competitors' products on a
non-discriminatory basis, which we have always done in the past. In addition, we are required to maintain our
customary licensing practices with respect to the length of our contracts, to allow customers with multi-year contracts
to cancel with one year's advance notice, and to agree to reduce the cost of any litigation with customers by offering to
arbitrate certain disputes.
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We funded the cash portion of the consideration payable to LoopNet stockholders in the merger through a

combination of cash on hand, including the net proceeds of approximately $247.9 million from an equity offering we
completed in June 2011 and the proceeds of a $175.0 million term loan facility available to us under a credit

agreement (as amended, the “Credit Agreement”), dated February 16, 2012, by and among CoStar, as borrower, CoStar
Realty Information, Inc. (“CoStar Realty”), as co-borrower, JPMorgan Chase Bank, N.A. (“J.P. Morgan Bank™), as
administrative agent, and the other lenders thereto.

Development

We expect to continue to develop and distribute new services, improve existing services, integrate products and
services, cross-sell existing services, and expand and develop supporting technologies for our research, sales and
marketing organizations. We are also committed to supporting and improving our existing core information, analytic
and marketing services.

Examples of new tools and services that we are currently developing and expect to introduce to customers in the near
future include upgrades to our suite of online service offerings — CoStar Property Professional, CoStar Tenant and
CoStar COMPS Professional. These upgrades are expected to include improvements to the search functionality as
well as improvements to the reporting capabilities of the system. We also plan improvements to property type specific
searches included as part of CoStar Property Professional.

We continue to improve our mobile application, CoStarGo®, which was launched in the U.S. on August 15, 2011 and
introduced in the U.K. on November 5, 2012. CoStarGo is an iPad application that integrates and provides mobile
access to subscribers of our comprehensive property, tenant and comparable sales information in our suite of online
service offerings - CoStar Property Professional, CoStar Tenant and CoStar COMPS Professional. Planned
improvements for CoStarGo include a multifamily search function and enhanced analytic capabilities.

We are integrating, developing and cross-selling the services offered by the companies we acquired most recently,
including LoopNet, Virtual Premise, Resolve Technology and PPR. Our sales and marketing efforts are and will
continue to be focused on cross-selling and marketing our services. After the acquisition of LoopNet, we launched a
sales and marketing campaign directed at cross-selling CoStar's information services to LoopNet customers and
LoopNet's marketing services to CoStar customers. We have incurred increased expenses associated with this
marketing and sales campaign and expect to continue to incur additional expenses for the campaign during the first
quarter of 2013. We anticipate that these initiatives will position the company for revenue growth in 2013 and beyond.
Our investments in LoopNet, Virtual Premise, Resolve Technology, and PPR have increased, and may continue to
increase; however our revenues have also increased as a result of these acquisitions, due to revenue from the acquired
businesses, as well as our ability to take advantage of cross-selling opportunities among the customers of CoStar and
the acquired companies.

In addition, we expect to continue our efforts to integrate the combined capabilities of CoStar's property and
market-level information and PPR's analytics and forecasting expertise with Resolve Technology's real estate
investment software expertise. We plan to continue efforts to integrate CoStar's business with Virtual Premise's real
estate and lease management solutions. These integration efforts include providing additional tools that make our
research and analytics even more valuable to subscribers. In order to implement these initiatives, we have incurred,
and expect to continue to incur, additional costs. We also expect to continue to offer our core products and services
individually.

International Expansion and Development
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We also intend to continue to expand the coverage of our service offerings within our International segment. In
December 2006, our U.K. subsidiary, CoStar Limited, acquired Grecam S.A.S., a provider of commercial property
information and market-level surveys, studies and consulting services, located in Paris, France. In February 2007,
CoStar Limited also acquired Property Investment Exchange Limited, a provider of commercial property information
and operator of an electronic platform that facilitates the exchange of investment property located in London,

England. As part of our integration efforts, in 2007, we introduced the “CoStar Group” as the brand encompassing our
international operations, and in early 2010, we launched Showcase, our internet marketing service that provides
commercial real estate professionals high quality internet lead generation, in the U.K. Our July 2009 acquisition of
PPR and Property and Portfolio Research Ltd. (“PPR UK?”), also expanded the market research capabilities of our U.K.
operations.
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We have recently begun to research commercial properties in Toronto, Canada and plan to introduce services covering
this area in late 2013 or early 2014. In addition, we intend to continue to upgrade our platform of services and to
integrate our international operations more fully with those in the U.S. In furtherance of these initiatives, in the U.K.
during the fourth quarter of 2012, we introduced a consistent international platform of service offerings, consisting of
CoStarGo, our iPad application, CoStar Property Professional, CoStar COMPS Professional, and CoStar Tenant. We
believe the product launch was well received and a significant marketing and sales effort is currently underway.
Additionally, we have upgraded our back-end research operations, fulfillment and Customer Relationship
Management (“CRM”) systems to support these new U.K. services. In order to implement these services in the U.K., we
incurred increased development costs through 2012. We expect that development expenses incurred by the
International segment will decrease in 2013. We believe that our continued investments in U.S. and international
products, internationalization of our U.S. products and integration efforts have created and will continue to build upon
a platform for long-term revenue growth. We expect these investments to result in further penetration of our
international subscription-based information services and the successful cross-selling of our services to customers in
existing markets due to the release of our upgraded international platform and expansion of coverage of our
international service offerings.

Industry Overview

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

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

* Sales and leasing brokers * Government agencies
Mortgage-backed securit
* Property owners . orsas ¥
issuers
* Property managers * Appraisers
Design and construction .
. . * Pension fund managers
professionals
* Real estate developers * Reporters
Real estate investment trust
. e Tenant vendors
managers
* Investment bankers * Building services vendors
* Commercial bankers e Communications providers
* Mortgage bankers * Insurance companies’ managers
* Mortgage brokers * Institutional advisors
* Retailers * Investors and asset managers

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

The creation of a standardized information platform for commercial real estate requires an infrastructure including a
standardized database, accurate and comprehensive research capabilities, experienced analysts, easy to use technology
and intensive participant interaction. By combining our extensive database, approximately 1,108 researchers and
outside contractors, our experienced team of analysts and economists, technological expertise and broad customer
base, we believe that we have created such a platform.
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CoStar’s Comprehensive Database

CoStar has spent more than 25 years building and acquiring a database of commercial real estate information, which
includes information on leasing, sales, comparable sales, tenants, and demand statistics, as well as digital images.

As of January 31, 2013, our database of real estate information covered the U.S., London, England and other parts of
the U.K., and contained information about:

Approximately 1.6 million sale and lease listings;

Approximately 4.2 million total properties;

Approximately 9.0 billion square feet of sale and lease listings;

Approximately 5.8 million tenants;

Approximately 1.9 million sales transactions valued in the aggregate at approximately $4.5 trillion; and
Approximately 13.8 million digital attachments, including building photographs, aerial photographs, plat maps and
floor plans.

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

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

* Building characteristics * Income and expense histories

* Space availability * Tenant names

* Tax assessments * Lease expirations

* Ownership * Contact information

» Sales and lease comparables * Historical trends

* Space requirements * Demographic information

* Number of retail stores * Retail sales per square foot
CoStar Research

We have developed a sophisticated data collection organization utilizing a multi-faceted research process. In 2012, our
full time researchers and contractors drove millions of miles, conducted hundreds of thousands of on-site building
inspections, and conducted millions of interviews of brokers, owners and tenants.

Research Department. As of January 31, 2013, we had approximately 1,108 commercial real estate research
professionals and outside contractors performing research. Our research professionals undergo an extensive training
program so that we can maintain consistent research methods and processes throughout our research department. Our
researchers collect and analyze commercial real estate information through millions of phone calls, e-mails, internet
updates and faxes each year, in addition to field inspections, public records review, news monitoring and direct mail.
Each researcher is responsible for maintaining the accuracy and reliability of database information. As part of their
update process, researchers develop cooperative relationships with industry professionals that allow them to gather
useful information. Because of the importance commercial real estate professionals place on our data and our
prominent position in the industry, many of these professionals routinely take the initiative and proactively report
available space and transactions to our researchers.

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

CoStar utilizes 137 high-tech, field research vehicles in 39 states, Canada and the U.K. Of these vehicles, 120 are
customized energy efficient hybrid cars that are equipped with computers, proprietary Global Positioning System
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tracking software, high resolution digital cameras and handheld laser instruments to help precisely measure buildings,
geo-code them and position them on digital maps. Some of our researchers also use custom-designed trucks with the
same equipment as well as pneumatic masts that extend up to an elevation of twenty-five feet to allow for
unobstructed building photographs from “birds-eye” views. Each CoStar vehicle uses wireless technology to track and
transmit field data. A typical site inspection consists of photographing the building, measuring the building,
geo-coding the building, capturing “For Sale” or “For Lease” sign information, counting parking spaces, assessing
property condition and construction, and gathering tenant information. Certain researchers canvass properties,
interviewing tenants suite by suite. In addition, many of our field researchers are photographers who take photographs
of commercial real estate properties to add to CoStar’s database of digital images.
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Data and Image Providers. We license a small portion of our data and images from public record providers and third
party data sources. Licensing agreements with these entities provide for our use of a variety of commercial real estate
information, including property ownership, tenant information, demographic information, maps and aerial
photographs, all of which enhance various CoStar services. These license agreements generally grant us a
non-exclusive license to use the data and images in the creation and supplementation of our information, analytics and
marketing services and include what we believe are standard terms, such as a contract term ranging from one to five
years, automatic renewal of the contract and fixed periodic license fees or a combination of fixed periodic license fees
plus additional fees based upon our usage.

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

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

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

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

Proprietary Technology

As of January 31, 2013, CoStar had a staff of 295 product development, database and network professionals. CoStar’s
information technology professionals focus on developing new services for our customers, integrating our current
services, and delivering research automation tools that improve the quality of our data and increase the efficiency of
our research analysts.

Our information technology team is responsible for developing and maintaining CoStar services, including but not
limited to CoStar Property Professional®, CoStar COMPS Professional®, CoStar Tenant®, CoStar Showcase®,
CoStarGo®, CoStar Connect®, LoopNet Premium Lister, LoopNet Premium Searcher, FOCUS;'PPR products and
services, Resolve Portfolio Maximizer® and Resolve Request,*and Virtual Premise products and services. On August
15,2011, we launched CoStarGo in the U.S.; CoStarGo is an iPad application that integrates and provides mobile
access to subscribers of our comprehensive property, tenant and comparable sales information in our suite of online
service offerings — CoStar Property Professional, CoStar Tenant and CoStar COMPS Professional. Most recently, on
November 5, 2012, we introduced CoStar Suite and CoStarGo in the U.K.

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

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

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

Our principal information, analytics and marketing services as of January 31, 2013 are described in the following
paragraphs:

CoStar Property Professional® CoStar Property Professional, or “CoStar Property,” is the Company’s flagship service. It
provides subscribers a comprehensive inventory of office, industrial, retail and multifamily properties and land in
markets throughout the U.S. and U.K., including for-lease and for-sale listings, historical data, building photographs,
maps and floor plans. Commercial real estate professionals use CoStar Property to identify available space for lease,
evaluate leasing and sale opportunities, value assets and position properties in the marketplace. Our clients also use
CoStar Property to analyze market conditions by calculating current vacancy rates, absorption rates or average rental
rates, and forecasting future trends based on user selected variables. CoStar Property provides subscribers with
powerful map-based search capabilities as well as a user controlled, password protected extranet (or electronic “file
cabinet”) where brokers may share space surveys and transaction-related documents online, in real time, with team
members. When used together with CoStar Connect, CoStar Property enables subscribers to share space surveys and
transaction-related documents with their clients, accessed through their corporate website. CoStar Property, along with
all of CoStar’s other core information, analytics and marketing services, is delivered solely via the Internet.

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