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February 19, 2020

May 7, 2020

Dear Shareholders:
The first quarter of 2020 is one we will not soon forget. What started
out as an incredibly strong year with better-than-expected performance
in January and February quickly faded into uncertainty in March as
COVID-19 spread around the world. The sanctuary of home has never
been more important than it is right now.
Our strong 2019 performance provided a critical foundation for 2020.
As we reported in our “pop up” investor call on March 23, 2020, we
ended February with the highest cash and investment balances in our
history, putting us on solid footing for the economic impact of what has
come. This, combined with our swift proactive actions to reduce costs,
preserve cash and protect the enterprise -- including our people,
customers, and partners -- has us well positioned to successfully
weather this storm.
Our quick decision in March to offer our Premier Agents and other industry
partners discounts in our #BetterTogether relief effort has helped buoy
retention rates even during the most volatile times in late March into early
April. Our partners appreciate our philosophy that our success is shared and
we are working together to redefine normal and serve our shared customers.
One thing we’ve always believed, and confirmed again over the past two
months, is real estate is resilient. People still need to move -- and dream of
moving, perhaps now more than ever. While buyers and sellers retreated in
mid-March as cities, counties and states began to shelter-in-place and close
non-essential services, we are now seeing buyer demand return in markets
across the country. On Zillow, traffic and requests to connect to real estate
returned to pre-COVID 19 levels in late April. At the same time, we’re seeing
a rise in pending sales and new listings are edging up, indicating sidelined
sellers are inching their way back into the market.
While our Zillow Economic Research team predicts the worst of the housing
market disruption will involve the decline of year-over-year transaction
volumes by at least 50% in Q2 before starting to rebound in Q3, prices are
expected to decline only 2 to 3 percent between Q2 and Q4 as low levels of
housing inventory have buoyed values despite the initial drop in demand in
mid-March. We are prepared to navigate these circumstances across all
businesses while also working with our partners and communities to
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innovate and facilitate technology-enabled transactions in a more virtual
world. Real estate will keep moving forward and we’ll help people move
safely into life’s next chapter.
Despite the unimaginable happening late in Q1, Zillow Group delivered
results that came within or beat our outlook due to strong execution in
January and February. The results are summarized below.
First Quarter & Recent 2020 Highlights:
●
●
●

●

●
●

●

●

Total consolidated revenue grew 148% year over year to $1.1 billion.
Adjusted EBITDA beat our expectations for all three segments.
Premier Agent year-over-year revenue growth accelerated to 11%
from 6% in Q4 2019 as we executed our strategy of connecting more
and higher-intent customers with better partners.
Homes segment revenue and Adjusted EBITDA outperformed our
expectations significantly, delivering $770 million in revenue.
Enhancements to our resale strategy enabled us to achieve the
highest sales velocity since we launched Zillow Offers without
sacrificing unit economics.
We sold 2,394 homes, bought 1,479 homes and as of end of Q1 had
1,791 homes in inventory.
On March 23, we took a number of immediate actions to preserve
liquidity and announced immediate cost saving actions, including
delaying most hiring, pausing most marketing and reducing other
discretionary spending. We also paused Zillow Offers’ home buying.
We strengthened our balance sheet by growing cash and investments
to $2.6 billion from $2.4 billion as of the end of 2019. Contributing to
this was the reduction of our inventory of homes from $837 million as
of the end of Q4 to $534 million as of the end of Q1. Cash flow from
operations before considering changes in inventory was near break
even.
Traffic to Zillow Group mobile apps and websites reached 192.5
million average monthly unique users, an increase of 6% year over
year, driving 2.1 billion visits during the quarter, up 5% year over year.
Visits were trending at low double-digit year-over-year growth rates
prior to mid-March. While visits dropped in late March, they have
subsequently improved back to pre-mid-March rates.
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First Quarter 2020 Segment Results
Consolidated revenue increased 148% year over year to $1.1 billion, driven
primarily by the rapid expansion of Zillow Offers resale volume and
accelerating performance in our Premier Agent business through the first
two months of the quarter. Consolidated GAAP net loss was $163 million,
including the impact of $77 million of non-cash impairment costs recorded
during Q1 primarily driven by the impairment of our Trulia trade name and
trademarks intangible asset which is expected to be impacted by reduced
marketing spend on the brand. Consolidated Adjusted EBITDA1 was $5
million.
INTERNET, MEDIA & TECHNOLOGY SEGMENT RESULTS
Internet, Media & Technology (“IMT”) segment revenue increased 11% year
over year to $331 million, coming in at the high end of our outlook and
accelerated from 6% year-over-year growth in Q4 2019. The accelerated
growth in our IMT segment revenue was fueled primarily by improved
Premier Agent performance. Our Q1 IMT segment results also include a
small impact from our Better Together billing discounts to support our
partners.
IMT segment GAAP loss before income taxes in Q1 was $42 million, or 13%
of IMT segment revenue, including the impact of $74 million of non-cash
impairment costs primarily related to the Trulia trade name and trademarks
intangible asset. IMT segment GAAP loss before income taxes in Q1 2019
was $11 million, or 4% of IMT segment revenue, representing 880 basis
points declining margin. Excluding the impact of the non-cash $74 million
impairment costs in Q1, IMT segment GAAP income before income taxes
would have been $32 million, or 10% of IMT segment revenue, compared to a
loss of $11 million, or (4)% of segment revenue, in Q1 2019.
IMT segment Adjusted EBITDA was $86 million, or 25.9% of segment revenue,
which benefitted by approximately 160 basis points from the net impact of
cost saving actions and partially offset by the impact of a small amount of
discounts. Excluding the impact of the margin benefit in the quarter from
our cost saving actions, Adjusted EBITDA margin expanded nearly 400 basis
points to an estimated 24.4%, above the high end of our expectations.
1

Adjusted EBITDA and segment-level Adjusted EBITDA are non-GAAP financial measures; they are not calculated
or presented in accordance with U.S. generally accepted accounting principles, or GAAP. Please see the below
sections “Use of Non-GAAP Financial Measures” and “Adjusted EBITDA” for more information about our
presentation of Adjusted EBITDA and segment-level Adjusted EBITDA, including a reconciliation to the most
directly comparable GAAP financial measure, which is net loss on a consolidated basis and income or loss before
income taxes for each segment, for the relevant period.
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Focused cost management combined with solid Premier Agent revenue
performance delivered operating leverage that drove IMT segment Adjusted
EBITDA results above the high end of our outlook.

Premier Agent
Our Premier Agent business continued to strengthen during most of Q1,
delivering revenue near the high-end of our outlook. Premier Agent
revenue was $242 million in Q1, an increase of 11% year over year, which
accelerated from 6% year-over-year growth in Q4 2019. The accelerated
revenue growth was due to a combination of a substantial increase in
connections, increased customer and agent satisfaction, continued focus on
working with higher-performing agents, and tailwinds from a favorable
housing market during January and February. Agent retention in February
was near record highs since the market-based-pricing (“MBP”) program
began.
We estimate that the delayed revenue headwind from the previously
announced expanded Flex testing reduced our Q1 year over year revenue
growth rate by approximately 460 basis points. As a reminder, in Flex, an
agent pays Zillow a “success fee” only after they close a deal with a Zillow
customer. As we discussed in our shareholder letter in February, we are in
the process of expanding Flex tests with high-performing partners.
In response to the uncertainty created by COVID-19, in March we announced
a “Better Together” 50% discount for all Premier Agents on their next
monthly bill. Beginning April 23, 2020, we have provided, and expect to
continue to provide, more targeted market-based discounts to support our
Premier Agents in select markets, throughout the second quarter. These
discounts have been effective to support retention. Our gross Monthly
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Recurring Revenue (“MRR”)2 as of the end of April declined less than 5% since
March 11th, the day before we started to see the impact of global events on
our MRR.
We have also been working to support our Premier Agent partners to better
serve our shared customers as face-to-face interactions and open houses
have become challenging in many locations. In March, we quickly launched
appointment-based virtual tours and consultations and are providing
resources and guides to support virtual real estate. This includes our
proprietary 3D Home tour technology accessible through the Zillow 3D
HomeⓇ app to easily capture panoramic photos and generate virtual tours
and floor plans. This technology, which was developed over several years
and launched last year, has seen adoption accelerate as the creation of 3D
Home tours nearly tripled in March. On average, for sale listings with a 3D
Home tour received 40% more visitors and were saved 60% more frequently
in March than homes without a tour.
Other IMT Revenue
Other revenue, which includes rentals, new construction, display and other
advertising, and business technology solutions for real estate professionals,
grew 10% year over year to $89 million, up from 8% year-over-year growth in
Q4. The increase in Other IMT revenue was primarily driven by a 16%
increase in Rentals revenue, which accelerated from 12% year-over-year
growth in Q4 2019, as we continue to innovate and build tools that move us
closer to the rental transaction. We recently launched a new tool in our
Zillow Rental Manager product suite, offering lease upload and electronic
signature capabilities nationwide. Zillow Rentals now enables renters to
shop, virtually tour, submit applications, leases and pay rent, all from the
safety and comfort of their current home.
HOMES SEGMENT RESULTS
Our Homes business continued to show healthy progress on multiple
fronts during Q1 despite the mid-March slowdown due to public health
concerns. We substantially accelerated our sales velocity3 without
sacrificing unit economics while continuing to operate well within our
underwriting guardrails. In Q1 we set a sales velocity record, despite
economic uncertainty and restrictions on people’s mobility in the month
of March. We made improvements in applied machine learning
techniques to our selling process that helped us hit the right price faster.
2

Please see “Use of Operating Metrics” below for additional information about how we calculate MRR.
M
 onthly sales velocity is calculated by dividing the number of homes sold in a given calendar month by the
number of homes held in inventory as of the beginning of such calendar month. Quarterly sales velocity is
calculated by averaging the monthly sales velocities during a given quarter.
3
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In Q1, we purchased 1,479 homes and sold 2,394 homes. We ended the
quarter with 1,791 homes in inventory, down from 2,707 homes at year end
and down from 1,859 homes as of March 19, 2020. The inventory decline
was primarily due to our sales velocity outperformance as our pause of
Zillow Offers’ home acquisitions, that began on March 23, 2020, had minimal
impact on ending inventory late in the quarter.
During Q1, Zillow Offers gross profit was $38.6 million, and average Zillow
Offers gross profit per home sold was $16.1 thousand. Homes segment loss
before income taxes was $98 million, and Homes segment Adjusted EBITDA
was a loss of $75 million, better than our outlook, as both gross profit and
operating costs were better than expected. Average return on homes sold
before interest expense4 was a profit of $140 per home, or 4 basis points as a
percentage of revenue, up from a loss of 48 basis points in Q4 2019, and was
within our expected range of plus or minus 200 basis points. As previously
discussed, we expect unit economics to fluctuate within these targets and are
pleased with our Q1 results in light of the impact of COVID-19.

* Amount excludes expenses incurred during the period that are not related to homes sold during the period.
** Holding costs and interest expense include $5.2 million and $6.6 million, respectively, of costs incurred in
prior quarters associated with homes sold in the first quarter of 2020.

Other Homes Revenue
We were pleased with the early progress of our new title and escrow services
operating under Zillow Closing Services in Q1, which is presented within
Homes segment Other revenue for the first time. While still in early stages,
4

Average Return on Homes Sold After Interest Expense and Average Return on Homes Sold Before Interest
Expense are non-GAAP financial measures; they are not calculated or presented in accordance with U.S.
generally accepted accounting principles, or GAAP. Please see the below sections “Use of Non-GAAP Financial
Measures” and “Non-GAAP Average Return on Homes Sold After Interest Expense” for more information about
our presentation of these non-GAAP measures, including reconciliation to the most directly comparable GAAP
financial measures, which are Zillow Offers gross profit and per home gross profit.
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branded title and escrow services are a critical component in delivering a
seamless, integrated transaction experience for our customers.
MORTGAGES SEGMENT RESULTS
Mortgages revenue for Q1 exceeded the high end of our outlook at $25
million, decreasing 8% year over year, as anticipated. We are encouraged
with our progress and plans to integrate Zillow Home Loans to provide
financing for customers of Zillow and Zillow Offers.

First Quarter Financial Details
OPERATING EXPENSE SUMMARY
Total consolidated costs and expenses were $1.3 billion, up from $517
million a year ago, largely due to the rapid expansion of the Homes
segment. In addition, our total costs and expenses include the impact of
$77 million of non-cash impairment costs recorded during Q1 primarily
driven by the impairment of our Trulia trade name and trademarks
intangible asset as discussed previously.
Our Sales and marketing, Technology and development, and General and
administrative costs totaled $432 million in Q1, up 18% year over year, due
primarily to the expansion of our Homes segment. Operating expenses were
lower in the quarter than expected due to reduced activity levels and actions
that we took as discussed in the IMT segment results above. General and
administrative costs decreased year over year in the IMT and Mortgages
segments primarily due to the recognition of $26.4 million of share-based
compensation expense in Q1 2019 associated with an executive departure.
The following table presents certain costs and expenses by segment for the
periods presented (in thousands, unaudited):

BALANCE SHEET & CASH FLOW SUMMARY
We further improved our strong balance sheet during Q1, ending the quarter
with $2.6 billion in cash, cash equivalents and investments, the highest
balance in our history, up from $2.4 billion at the end of 2019. During Q1, we
generated cash flow from operations of $302 million, including the impact of
a $303 million reduction in our Homes inventory. Our cash and investments
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remain secure as 92% are U.S government-backed. We believe our current
strong and secure liquidity position has helped strengthen our competitive
position.

Outlook
In light of the uncertain macroeconomic environment, we will not provide
full-year 2020 guidance at this time. We are providing Q2 2020 outlook with
wider ranges than usual given the heightened level of uncertainty.
The following table presents our outlook for the three months ending June
30, 2020 (in millions):

* Zillow Group has not provided a quantitative reconciliation of forecasted GAAP net loss to forecasted total
Adjusted EBITDA or of forecasted GAAP income (loss) before income taxes to forecasted segment Adjusted EBITDA
within this communication because the company is unable, without making unreasonable efforts, to calculate
certain reconciling items with confidence. These items include, but are not limited to: income taxes which are
directly impacted by unpredictable fluctuations in the market price of the company’s capital stock; depreciation
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and amortization expense from new acquisitions; impairments of assets; and acquisition-related costs. These
items, which could materially affect the computation of forward-looking GAAP net loss and income (loss) before
income taxes, are inherently uncertain and depend on various factors, many of which are outside of Zillow
Group’s control. For more information regarding the non-GAAP financial measure discussed in this
communication, please see “Use of Non-GAAP Financial Measures” below.

Consolidated Outlook
We expect consolidated revenue to be $577 to $620 million, essentially flat
from Q2 2019 consolidated revenue of $600 million.
Consolidated operating costs and expenses, excluding Homes segment cost
of revenue, are expected at the midpoint to be down approximately 25% in
Q2 from our prior expectations and down approximately $60 million, or 15%,
sequentially from Q1 operating expense levels, excluding the impact of
non-cash impairment costs we recorded in Q1.
Internet, Media & Technology Segment
In Q2, we expect IMT segment revenue to be $235 million to $250 million,
down 25% year over year and down approximately $90 million sequentially
from Q1. The decline is primarily due to temporary discounts provided to
support our Premier Agent and other partners in this time of uncertainty.
IMT segment operating costs and expenses are expected to be down
approximately 18% below prior expectations, consistent with the
consolidated savings discussed above. We expect IMT operating costs and
expenses to be down approximately $30 million sequentially from Q1 levels
based upon the midpoint of our segment outlook, excluding the impact of
non-cash impairment costs we recorded in Q1.
Premier Agent
In Q2, Premier Agent revenue is expected to be $165 million to $175 million,
a sequential decrease of 30% from Q1 at the midpoint of the outlook range,
including the estimated impact of discounts and MRR retention rates.
Despite the decrease in expected Q2 Premier Agent revenue compared to
Q1, we are pleased that the discounts we have provided to our partners have
been effective at largely maintaining our MRR base to date.
The exhibit below highlights recent monthly trends in Premier Agent revenue
and MRR against Zillow Group’s daily visits average year-over-year growth
rate, each indexed against the month ended December 31, 2019. The MRR
Index indicates that the discounts we provided were effective in retaining the
majority of our partners during this period of uncertainty. The Premier Agent
Revenue Index reflects actual, preliminary and anticipated revenue impacts
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from the Better Together discounts through Q2. We expect any discounts
beyond Q2 will be market-based and temporary in nature due to the rise in
traffic and customers seeking to be connected with an agent that is
delivering increasing value to our Premier Agents.

The above exhibit assumes that the values of MRR and Premier Agent revenue were 1.00 for the month ended
December 31, 2019 and illustrates the actual, preliminary and expected rates of change for MRR and Premier
Agent revenue for each subsequent monthly period through June 30, 2020. Each index ratio represents the MRR
or Premier Agent revenue for the monthly period divided by the applicable amount for the month ended
December 31, 2019. Preliminary and forecasted numbers are calculated based on the mid-point of our outlook
as of the date of this communication. MRR does not include Flex or the Better Together billing discounts. Please
see “Use of Operating Metrics” below for additional information about how we calculate MRR and Zillow Group
Visits.

We have assumed in our Q2 outlook the potential for lower MRR retention
and additional discounts given the current economic uncertainty. While we
are not providing second half 2020 guidance, we believe that if the trends
continue as demonstrated in the exhibit, our Premier Agent revenue should
improve subsequent to Q2.
Homes Segment
In Q2, we expect Homes segment revenue to be between $325 million and
$350 million. Homes segment Adjusted EBITDA in Q2 is expected to be
between ($80) million to ($70) million. Housing has remained resilient and
customer demand has improved in early Q2 as stay-at-home orders have
begun to be partially relaxed. We are actively planning to restart Zillow
Offers home buying, likely within the next few weeks. There are a number of
factors we are considering that will influence the timing of our restart,
including 1) the health and safety of our employees, customers and partners,
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2) local orders and public health concerns, 3) local housing market factors,
and 4) confidence in our ability to consistently price and transact.
Mortgages Segment
We are continuing to innovate our mortgages technology platform while
navigating the challenging mortgage rate market. We expect Q2 Mortgages
revenue to be between $17 million and $20 million and Adjusted EBITDA to
be between ($12) and ($9) million based upon capacity and current market
conditions. Our new mortgage leadership continues to focus on building the
technology, processes and operations to deliver an integrated lending
experience for our customers.

Summary
The first quarter delivered incredible results despite being thrown a curve
ball with COVID-19. The substantial improvements we made to our business
in 2019 and early 2020 put us in a strong position - not only to weather
current pressures, but to emerge from them in an even stronger competitive
position.
We are drawing upon decades of combined experience of our leadership in
successfully navigating unexpected events and economic downturns to
ensure we are well positioned to steer us through this pandemic. Our
experience informs our disciplined approach to managing the business,
including our rapid and deliberate responses to slow spending and preserve
cash that have resulted in a stronger balance sheet and modified operations
to give us the runway to push through the uncertainty with confidence and
optimism.
Last quarter, we put forth our key priorities for 2020 that focused on
accelerating momentum in IMT and scaling our newer businesses. While we
have not lost sight of these goals over the long term, our immediate priorities
are:
● Protect the ZG enterprise, including protecting the health and safety
of our people, customers, and partners
● Reduce costs
● Accelerate technology innovations to deliver seamless and, now, more
virtual real estate shopping and transaction experiences
● Enhance our relative competitive position to lead the industry to Real
Estate 2.0
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We are more committed than ever to our mission t o give people the power
to unlock life’s next chapter. In fact, it has even more meaning and
relevance as it’s times like these we understand the r eal value of home. We
encourage you to take a look at how this comes to life through quarantine in
our new brand video and associated blog post that may be accessed in the
right column link.
5

Click here to see the brand video

Like you, we are learning as a team to virtually operate, manage and engage
while still supporting our partners and serving our shared customers.
Working from home has been enlightening and we are finding our teams to
be highly productive. We recently announced the flexibility to allow the
majority of our teams to work from home -- or anywhere -- through at least
the end of 2020. We feel it is important to support our people with greater
visibility and flexibility so they may adapt their home situation or location to
better balance work with the uncertainties of life right now.
While there are many unknowns, one thing is certain -- people will continue
to move -- and dream. And, we will continue to innovate on behalf of our
customers to deliver new tools, resources, services and opportunities to help
buyers, sellers, renters and borrowers achieve their goals, even in a more
virtual, socially distant world.
Our leading brand and virtual innovations are providing solutions that are
today’s necessities, and will soon be tomorrow’s expectations. We are
working closely with our partners and industry leaders to move the industry
forward and address antiquated processes and inefficiencies while enabling
and accelerating innovation to ensure real estate is always on. We are better
together.
We appreciate your partnership in this journey. Stay safe.
Sincerely,
Rich Barton, Co-founder & CEO
Allen Parker, CFO

5

h
 ttps://www.zillowgroup.com/covid-zillow-produces-new-ad-entirely-from-home/
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Forward-Looking Statements
This communication contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 that involve risks and
uncertainties, including, without limitation, statements regarding our business outlook for 2020; the future
performance and operation of the Homes, Mortgages and IMT segments in 2020 and beyond; and the
current and future health and stability of the residential housing market and economy. Statements
containing words such as “may,” “believe,” “anticipate,” “expect,” “intend,” “plan,” “project,” “predict,” “will,”
“projections,” “continue,” “estimate,” “outlook,” “guidance,” or similar expressions, constitute forwardlooking statements. Forward-looking statements are made based on assumptions as of May 7, 2020, and
although we believe the expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee these results. Differences in Zillow Group’s actual results from those described in these
forward-looking statements may result from actions taken by Zillow Group as well as from risks and
uncertainties beyond Zillow Group’s control. Factors that may contribute to such differences include, but
are not limited to, the impact of the novel coronavirus (“COVID-19”) pandemic and any associated
economic downturn on Zillow Group’s future financial position, operations and financial performance; the
magnitude, duration and severity of the COVID-19 pandemic; the current and future health and stability of
the economy and residential housing market, including any extended slowdown in the real estate markets
as a result of COVID-19; Zillow Group’s ability to execute on strategy; Zillow Group’s ability to maintain
and effectively manage an adequate rate of growth; Zillow Group’s ability to innovate and provide products
and services that are attractive to its users and advertisers; Zillow Group’s investment of resources to
pursue strategies that may not prove effective; Zillow Group’s ability to compete successfully against
existing or future competitors; the impact of pending legal proceedings described in Zillow Group’s filings
with the Securities and Exchange Commission, or SEC; Zillow Group’s ability to successfully integrate and
realize the benefits of its past or future strategic acquisitions or investments; Zillow Group’s ability to
maintain or establish relationships with listings and data providers; the reliable performance of Zillow
Group’s network infrastructure and content delivery processes; Zillow Group’s ability to obtain or maintain
licenses and permits to support our current and future businesses; actual or anticipated changes to our
products and services; and Zillow Group’s ability to protect its intellectual property. The foregoing list of
risks and uncertainties is illustrative but not exhaustive. For more information about potential factors that
could affect Zillow Group’s business and financial results, please review the “Risk Factors” described in
Zillow Group’s Annual Report on Form 10-K for the year ended December 31, 2019 and in Zillow Group’s
Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2020 filed with the SEC and in
other filings with the SEC. Except as may be required by law, Zillow Group does not intend, and undertakes
no duty to update this information to reflect future events or circumstances.
Use of Non-GAAP Financial Measures
This communication includes references to Adjusted EBITDA (in total and for each segment, and including
forecasted Adjusted EBITDA and EBITDA margin), Average Return on Homes Sold Before Interest Expense
and Average Return on Homes Sold After Interest Expense, which are non-GAAP financial measures not
prepared in conformity with accounting principles generally accepted in the United States (“GAAP”). These
non-GAAP financial measures are not prepared under a comprehensive set of accounting rules and,
therefore, should only be reviewed alongside results reported under GAAP.
Adjusted EBITDA
To provide investors with additional information regarding our financial results, this communication
includes references to Adjusted EBITDA (in total and for each segment, and including forecasted
Adjusted EBITDA and EBITDA margin), which is a non-GAAP financial measure. We have provided a
reconciliation within this communication of Adjusted EBITDA in total to net loss and Adjusted EBITDA by
segment to loss before income taxes for each segment, the most directly comparable GAAP financial
measures.

Adjusted EBITDA 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 in total and for each segment has limitations as an analytical tool, and you
should not consider these measures 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;
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 impairment costs;
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 in total and for each segment alongside
other financial performance measures, including various cash flow metrics, net loss and loss before income
taxes for each segment and our other GAAP results.
The following tables present Adjusted EBITDA along with the most directly comparable GAAP financial
measure, which is net loss on a consolidated basis and loss before income taxes for each segment along with
the calculation of EBITDA margin and associated year over year growth rates and the most directly
comparable GAAP financial measure and related year over growth rates, which is net loss margin on a
consolidated basis and loss before income taxes margin for each segment, for the periods presented (in
thousands, unaudited):

Three Months Ended
March 31,
2020
2019
Revenue:
Homes segment:
Zillow Offers
Other (1)
Total Homes segment revenue
IMT segment:
Premier Agent
Other (2)
Total IMT segment revenue
Mortgages segment
Total revenue
Other Financial Data:
Segment loss before income taxes:
Homes segment
IMT segment
Mortgages segment
Total segment loss before income taxes
Net loss
Adjusted EBITDA:
Homes segment
IMT segment
Mortgages segment
Total Adjusted EBITDA

$

2019 to 2020 %
Change

769,112 $
761
769,873

128,472
—
128,472

498.7%
N/A
499.3%

242,106
88,560
330,666
25,282
1,125,821 $

217,735
80,537
298,272
27,360
454,104

11.2%
10.0%
10.9%
(7.6)%
147.9%

(97,958) $
(41,507)
(13,145)
(152,610) $
(163,273) $

(45,205)
(11,452)
(9,616)
(66,273)
(67,525)

116.7%
262.4%
36.7%
130.3%
141.8%

$

(74,995) $
85,717
(5,603)

(34,524)
61,047
(2,601)

117.2%
40.4%
115.4%

$

5,119 $

23,922

(78.6)%

$

$

$
$

(1) Other Homes segment revenue includes revenue generated through Zillow Closing Services.
(2) Other IMT segment revenue includes revenue generated by rentals, new construction, display, as well as revenue from the sale
of various other marketing and business products and services to real estate professionals.

Three Months Ended
March 31,
Percentage of Revenue:
Segment loss before income taxes:
Homes segment
IMT segment
Mortgages segment
Total segment loss before income taxes
Net loss
Adjusted EBITDA:
Homes segment
IMT segment
Mortgages segment
Total Adjusted EBITDA

2020

2019

2019 to
2020 %
Change

2019 to
2020
Margin
Change
Basis Points

(12.7)%
(12.6)%
(52.0)%
(13.6)%
(14.5)%

(35.2)%
(3.8)%
(35.1)%
(14.6)%
(14.9)%

64 %
(232)%
(48)%
7%
3%

2,250
(880)
(1,690)
100
40

(9.7)%
25.9 %
(22.2)%
0.5 %

(26.9)%
20.5 %
(9.5)%
5.3 %

64 %
26 %
(134)%
(91)%

1,720
540
(1,270)
(480)

The following tables set forth a reconciliation of Adjusted EBITDA to the most directly comparable GAAP
financial measure, which is net loss on a consolidated basis and loss before income taxes for each segment,
for each of the periods presented (in thousands, unaudited):

Homes

Three Months Ended March 31, 2020
Corporate
IMT
Mortgages
Items (2)

Consolidated

Reconciliation of Adjusted EBITDA
to Net Loss and Loss Before Income
Taxes:
Net loss (1)
Income tax benefit
Loss before income taxes
Other income
Depreciation and amortization
expense
Share-based compensation expense
Impairment costs
Interest expense
Adjusted EBITDA

$

$

N/A
N/A
(97,958) $
—
3,575
11,304
—
8,084
(74,995) $

Homes

N/A
N/A
(41,507) $
—
23,777
29,547
73,900
—
85,717 $

N/A
N/A
(13,145) $
(202)
1,674
2,944
2,900
226
(5,603) $

N/A $
N/A
(19,891) $
(9,391)
—
—
—
29,282
— $

Three Months Ended March 31, 2019
Corporate
IMT
Mortgages
Items (2)

(163,273)
(9,228)
(172,501)
(9,593)
29,026
43,795
76,800
37,592
5,119

Consolidated

Reconciliation of Adjusted EBITDA
to Net Loss and Loss Before Income
Taxes:
Net loss (1)
Income tax benefit
Loss before income taxes
Other income
Depreciation and amortization
expense
Share-based compensation expense
Interest expense
Adjusted EBITDA

$

$

N/A
N/A
(45,205) $
—
1,321
5,602
3,758
(34,524) $

N/A
N/A
(11,452) $
—
17,594
54,905
—
61,047 $

N/A
N/A
(9,616) $
(313)
1,610
5,617
101
(2,601) $

N/A $
N/A
(3,752) $
(8,855)
—
—
12,607
— $

(67,525)
(2,500)
(70,025)
(9,168)
20,525
66,124
16,466
23,922

(1) We use loss before income taxes as our profitability measure in making operating decisions and assessing the
performance of our segments, therefore, net loss and income tax benefit are calculated and presented only on a
consolidated basis within our financial statements.
(2) Certain corporate items are not directly attributable to any of our segments, including interest income earned on
our short-term investments included in Other income and interest costs on our convertible senior notes included in
Interest expense.

Non-GAAP Average Return on Homes Sold After Interest Expense
To provide investors with additional information regarding our Zillow Offers financial results, this
communication includes a calculation of Average Return on Homes Sold After Interest Expense, which is a
non-GAAP financial measure. We have provided a reconciliation of Average Return on Homes Sold After
Interest Expense to the most directly comparable GAAP financial measure, which is average gross profit per
home for the Zillow Offers business.
We believe that Average Return on Homes Sold After Interest Expense is a useful financial measure to
investors as it is one of the primary measures used by management in making investment decisions,
measuring unit level economics and evaluating operating performance for the Zillow Offers business. The

measure is intended to convey the unit level economics of homes sold during the period by presenting the
average revenue and associated expenses directly attributed to the homes sold. We believe this average
per unit measure facilitates meaningful period over period comparisons notwithstanding variability in the
number of homes sold during a period and indicates ability to generate average returns on assets sold after
considering home purchase costs, renovation costs, holding costs and selling costs.
We calculate the average return on homes sold after interest expense as revenue associated with homes
sold during the period less direct costs attributable to those homes divided by the number of homes sold
during the period. Specifically, direct costs include, with respect to each home sold during the period (1)
home acquisition and renovation costs, which in turn include certain labor costs directly associated with
these activities; (2) holding and selling costs; and (3) interest costs incurred.
Included in direct holding and interest expense amounts for the periods presented are holding and interest
costs recorded as period expenses in prior periods associated with homes sold in the presented period,
which are not calculated in accordance with, or as an alternative for, GAAP and should not be considered in
isolation or as a substitute for results reported under GAAP. Excluded from certain of these direct cost
amounts are costs recorded in the presented period related to homes that remain in inventory at the end of
the period, as shown in the tables below. We make these period adjustments because we believe presenting
Average Return on Homes Sold After Interest Expense in this manner provides a focused view on a subset
of our assets - homes sold during the period - and reflecting costs associated with those homes sold from
the time we acquire to the time we sell the home, which may be useful to investors.
Average Return on Homes Sold After Interest Expense is intended to illustrate the performance of homes
sold during the period and is not intended to be a segment or company performance metric. Average Return
on Homes Sold After Interest Expense is a supplemental measure of operating performance for a subset of
assets and 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:
•

•
•
•
•

Although depreciation and amortization are non-cash charges, the assets being depreciated and
amortized may have to be replaced in the future, and Average Return on Homes Sold After Interest
Expense does not reflect capital expenditure requirements for such replacements or for new capital
expenditure requirements;
Average Return on Homes Sold After Interest Expense does not consider the potentially dilutive
impact of share-based compensation;
Average Return on Homes Sold After Interest Expense does not include period costs that were not
eligible for inventory capitalization associated with homes held in inventory at the end of the period;
Average Return on Homes Sold After Interest Expense does not reflect indirect expenses included
in cost of revenue, sales and marketing, technology and development, or general and administrative
expenses, some of which are recurring cash expenditures necessary to operate the business; and
Average Return on Homes Sold After Interest Expense does not reflect income taxes.

The calculation of Average Return on Homes Sold After Interest Expense includes only those expenses
directly attributed to the homes sold during the period. To arrive at return on homes sold after interest
expense, the Company deducts from Zillow Offers gross profit (1) holding costs incurred in the presented
period and prior periods for homes sold during the presented period that are included in sales and
marketing expense, (2) selling costs incurred in the presented period for homes sold during the presented
period that are included in sales and marketing expense and (3) interest expense incurred in the presented
and prior periods for homes sold during the presented period. The Company adds to Zillow Offers gross
profit (1) inventory valuation adjustments recorded during the period associated with homes that remain in
inventory at period end, net of inventory valuation adjustments recorded in prior periods related to homes
sold in the presented period, and indirect expenses included in cost of revenue and (2) share-based
compensation expense and depreciation and amortization expense included in cost of revenue. The
following table presents the calculation of Zillow Offers average gross profit per home and Average Return
on Homes Sold After Interest Expense and a reconciliation of return on homes sold after interest expense to
Zillow Offers gross profit for the periods presented (unaudited):

Three Months Ended
March 31,
Calculation of Average Gross Profit per Home
Zillow Offers revenue

2020
$

Zillow Offers cost of revenue
Zillow Offers gross profit

$

Homes sold
Average Zillow Offers gross profit per home

2019

769,112,000 $

128,472,000

730,537,000

122,419,000

38,575,000 $
2,394

6,053,000
414

$

16,113 $

14,621

$

38,575,000 $

6,053,000

Reconciliation of Non-GAAP Measure to Nearest GAAP Measure
Zillow Offers gross profit
Holding costs included in sales and marketing (1)

(9,618,000)

(1,238,000)

Selling costs included in sales and marketing (2)

(32,913,000)

(5,542,000)

Interest expense (3)

(11,056,000)

(1,655,000)

Direct and indirect expenses included in cost of revenue (4)
Share-based compensation expense and depreciation and
amortization expense included in cost of revenue
Return on homes sold after interest expense

$

Homes sold
Average return on homes sold after interest expense

3,830,000

922,000

462,000

107,000

(10,720,000) $
2,394

$

(4,478) $

(1,353,000)
414
(3,268)

(1) Amount represents holding costs incurred related to homes sold in the presented period that were not eligible for
inventory capitalization and were therefore expensed as period costs in the presented period and prior periods.
These costs primarily include homeowners association dues, property taxes, insurance, utilities, and cleaning and
maintenance costs incurred during the time a home is held for sale after the renovation period is complete. On a
GAAP basis, the Company incurred a total of $5.3 million and $2.3 million of holding costs included in sales and
marketing expense for the three months ended March 31, 2020 and 2019, respectively.
(2) Amount represents selling costs incurred related to homes sold in the presented period that were not eligible for
inventory capitalization and were therefore expensed as period costs in the presented period. These costs primarily
include agent commissions paid upon the sale of a home.
(3) Amount represents interest expense incurred related to homes sold in the presented period that was not eligible
for inventory capitalization and was therefore expensed as a period cost in the presented period and prior periods.
(4) Amount includes inventory valuation adjustments recorded during the period associated with homes that remain
in inventory at period end, net of inventory valuation adjustments recorded in prior periods related to homes sold in
the presented period, as well as corporate costs allocated to Zillow Offers such as headcount expenses and hostingrelated costs related to the operation of our website.

Use of Operating Metrics
Zillow Group reviews a number of operating metrics to evaluate its business, measure performance,
identify trends, formulate business plans, and make strategic decisions. This communication includes gross
Premier Agent Monthly Recurring Revenue (“MRR”) and Zillow Group daily visits average YoY growth rate,
on an actual, preliminary and forecasted basis.
Zillow Group is temporarily using these operating metrics to evaluate and provide investors with insight
into the current and forecasted health and performance of Zillow Group’s Premier Agent business and
related consumer traffic trends prior to and during the COVID-19 pandemic.
MRR
Zillow Group calculates MRR by assessing the gross contractual monthly budgeted spend of each relevant
Premier Agent and Premier Broker advertiser account, as of the date of determination, to determine the
revenue we expect to generate in the next monthly period for such account. Our MRR calculation includes

all Premier Agent and Premier Broker revenue generating products and services (except for Flex) and
assumes that there will not be changes to pricing or purchase or cancellation of any products or services
that may be applicable to that account. Discounts do not impact MRR, as they do not change the contractual
budgeted spend. Unless otherwise indicated in the communication, actual MRR is determined as of the end
of each applicable period and preliminary and forecasted MRR is calculated based on the mid-point of our
outlook as of the date of this communication. MRR is not determined by reference to historical revenue,
deferred revenue, or any other GAAP financial measure over any period. It is forward-looking and
contractually derived as of the date of determination.
Zillow Group Visits
We define a visit as a group of interactions by users with the Zillow, Trulia and StreetEasy mobile
applications and websites. A single visit can contain multiple page views and actions, and a single user can
open multiple visits across domains, web browsers, desktop or mobile devices. Visits can occur on the same
day, or over several days, weeks or months. Zillow and StreetEasy measure visits with Google Analytics,
and Trulia measures visits with Adobe Analytics. Visits to Trulia end after thirty minutes of user inactivity.
Visits to Zillow and StreetEasy end either: (i) after thirty minutes of user inactivity or at midnight; or (ii)
through a campaign change. A visit ends through a campaign change if a visitor arrives via one campaign or
source (for example, via a search engine or referring link on a third-party website), leaves the mobile
application or website, and then returns via another campaign or source.
For purposes of this communication and in order to provide investors with greater insight into consumer
traffic to Zillow, Trulia and StreetEasy prior to and during the COVID-19 pandemic as compared with the
same period in 2019, Zillow Group calculates the daily visits average year-over-year growth rate by (i)
calculating the percentage change in visits on each date during the applicable period compared to the visits
for the same date in the prior year (“Daily Visits YoY Growth Rate”) and (ii) averaging the Daily Visits YoY
Growth Rate using a 7-day trailing average for each day during the applicable period.

