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As used in this Annual Report on Form 10-K, the terms "Redfin," "the Company," "we," "us," and
"our" refer to Redfin Corporation and its subsidiaries taken as a whole, unless otherwise noted or unless
the context indicates otherwise.

Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements. All statements contained
in this report other than statements of historical fact, including statements regarding our future operating
results and financial position, our business strategy and plans, our market growth and trends, and our
objectives for future operations, are forward-looking statements. The words “believe,” “may,” “will,”
“estimate,” “continue,” “anticipate,” “intend,” “expect,” “could,” “would,” “project,” “plan,” “potentially,”
“preliminary,” “likely,” and similar expressions are intended to identify forward-looking statements. We
have based these forward-looking statements largely on our current expectations and projections about
future events and trends that we believe may affect our financial condition, results of operations, business
strategy, short-term and long-term business operations and objectives, and financial needs. These
forward-looking statements are subject to a number of risks, uncertainties, and assumptions, including
those described under Item 1A of this Annual Report. 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
future events and trends 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. Accordingly, 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, performance, or events and circumstances reflected in the forward-looking statements
will be achieved or occur. We undertake no obligation to update any of these forward-looking statements
for any reason after the date of this report or to conform these statements to actual results or revised
expectations.

” o« ” o« ”

Note Regarding Industry and Market Data

This Annual Report on Form 10-K contains information using industry publications that generally
state that the information contained therein has been obtained from sources believed to be reliable, but
such information may not be accurate or complete. While we are not aware of any misstatements
regarding the information from these industry publications, we have not independently verified any of the
data from third-party sources nor have we ascertained the underlying economic assumptions relied on
therein.



PART I
Item 1. Business
Overview

We help people buy and sell homes. Our primary business is a residential real estate brokerage,
representing customers in over 85 markets throughout the United States and Canada. We pair our own
agents with our own technology to create a service that is faster, better, and costs less. We meet customers
through our listings-search website and mobile application.

We use the same combination of technology and local service to originate mortgage loans and offer
title and settlement services; we also buy homes directly from consumers who want an immediate sale,
taking responsibility for selling the home while the original owner moves on.

Our mission is to redefine real estate in the consumer’s favor.
Representing Customers

Our brokerage efficiency results in savings that we share with our customers. Our homebuyers
saved on average over $2,100 per transaction in 2018. And we charge most home sellers a commission of
1% to 1.5%, compared to the 2.5% to 3% typically charged by traditional brokerages.

The results of our customer-first approach are clear. We:

« helped customers buy or sell more than 170,000 homes worth more than $85 billion through
2018;

+ drew more than 27 million monthly average visitors to our website and mobile application in
2018, 21% more compared to 2017;

+ earned a net promoter score, which is a measure of customer satisfaction, that was 49% higher
than competing brokerages, as measured by a study we commissioned in November 2018;

» had customers return to us for another transaction at a 58% higher rate than competing
brokerages;

« sold Redfin-listed homes for nearly $2,800 more on average compared to the list price than
competing brokerages’ listings in 2018, according to a study we commissioned;

+ had listings on the market for an average of 33 days in 2018 compared to the industry average
of 37 days, according to a study we commissioned; and according to the same study
approximately 83% of Redfin listings sold within 90 days versus the industry average of
approximately 80%; and

+ employed lead agents who, in 2018, were on average three times more productive and earned
a median income that was twice as much as agents at competing brokerages; our lead agents
were also 24% more likely to stay with us from 2017 to 2018 than agents at competing
brokerages.

To serve customers when our own agents can’t due to high demand or geographic limitations,
we’ve developed partnerships with over 3,000 agents at other brokerages. Once we refer a customer to a
partner agent, that agent, not us, represents the customer from the initial meeting through closing, at which
point the agent pays us a portion of her commission as a referral fee.

Complete Customer Solution



Our long-term goal is to combine brokerage, mortgage, title services, and instant offers into one
solution, sharing information, coordinating deadlines, and streamlining processes so that a consumer's
move is easier and often less costly. As we integrate these services more closely over time, we believe we
can help consumers move much more efficiently than a combination of stand-alone brokerages, mortgage
lenders, and title companies ever could.

Redfin Mortgage underwrites mortgage loans according to investor guidelines and, after originating
each loan, Redfin Mortgage sells the loans to those investors. Redfin Mortgage does not intend to retain or
service mortgage loans. As of December 31, 2018, Redfin Mortgage accepted applications from customers
in Colorado, Georgia, lllinois, Minnesota, North Carolina, Ohio, Pennsylvania, Tennessee, Texas, Virginia,
and the District of Columbia.

We offer title and settlement services through Title Forward. As of December 31, 2018, Title
Forward operated in Colorado, Florida, Georgia, lllinois, Maryland, Minnesota, New Jersey, Pennsylvania,
Tennessee, Texas, Virginia, Wisconsin, and the District of Columbia.

We buy homes directly from homeowners and resell them to homebuyers through RedfinNow.
Customers who sell through RedfinNow typically get less money for their home than they would listing their
home with a real estate agent. However, they get that money faster with less risk and fuss. In July 2018, we
expanded our RedfinNow service from an experiment to a long-term customer offering. As of December 31,
2018, we had launched RedfinNow in the metropolitan areas of Inland Empire, Orange County, and San
Diego.

Competition

The residential brokerage industry is highly fragmented, with numerous active licensed agents and
brokerages, and is evolving rapidly in response to technological advancements, changing customer
preferences, and new offerings. We compete primarily against other residential real estate brokerages,
which include franchise operations affiliated with national or local brands, and small independent
brokerages. We also compete with hybrid residential brokerages, which combine Internet technology and
brokerage services, and a growing number of others that operate with non-traditional real estate business
models. Competition is particularly intense in some of the densely populated metropolitan markets we
serve, as they are dominated by entrenched real estate brokerages and are the primary markets for
innovative and well-capitalized new entrants.

We believe we compete primarily based on:

* access to timely, accurate data about homes for sale;

+ traffic to our website and mobile application, which themselves are subject to competition
against real estate data websites that aggregate listings and sell advertising to traditional
brokers;

« the speed and quality of our service, including agent responsiveness and local knowledge;

« our ability to hire and retain agents who deliver the best customer service;

« the costs of delivering our service and the price of our service to consumers;

« consumer awareness of our service and the effectiveness of our marketing efforts;

« technological innovation; and

« depth and breadth of local referral networks.



For mortgage origination, we compete with numerous national and local multi-product banks as well
as focused mortgage originators. We compete with other providers based primarily on product selection,
interest rates, origination fees, and service.

For title and settlement services, we compete with numerous national and local companies that
typically focus solely on these services. We compete primarily on fees and timeliness of service.

Our RedfinNow service competes with real estate companies whose primary service is buying and
selling homes, and home rental companies that purchase homes and then rent them. We also compete with
divisions of several residential real estate companies and a real estate data website. We compete primarily
on the prices we offer customers to buy their homes.

Seasonality and Principal Markets

For the impact of seasonality on our business, see "Quarterly Results of Operations and Key
Business Metrics" under Item 7 of this Annual Report on Form 10-K. For the principal markets for our
brokerage business, see "Key Business Metrics-Revenue from Top-10 Markets as a Percentage of Real
Estate Services Revenue" under Item 7 of this Annual Report.

Other Information

We were incorporated as Appliance Computing Inc. in Washington in October 2002. We
reincorporated in Delaware in February 2005 and changed our name to Redfin Corporation in May 2006.

We regard our trademarks, copyrights, patents, domain names, trade secrets, and similar
intellectual property as critical to our success, and we rely on trademark, copyright, and patent law, trade-
secret protection, and contractual provisions and restrictions to protect our proprietary rights. Our patents
expire between June 2025 and February 2034.

As of December 31, 2018, we had 2,993 employees.

Our website is www.redfin.com. Through this website, we make available, free of charge, our
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as soon as reasonably practicable after we file such material with, or furnish it to, the
U.S. Securities and Exchange Commission.



Item 1A. Risk Factors

You should carefully consider the risks described below, together with all other information in this
Annual Report on Form 10-K, before investing in any of our securities. The occurrence of any single risk or
any combination of risks could materially and adversely affect our business, operating results, financial
condition, liquidity, or competitive position, and consequently, the value of our securities. The material
adverse effects include, but are not limited to, not growing our revenue or market share at the pace that
they have grown historically or at all, our revenue and market share fluctuating on a quarterly and annual
basis, an extension of our history of losses and a failure to become profitable, not achieving the revenue
and net income (loss) guidance that we provide, and harm to our reputation and brand.

Risks Related to Our Business and Industry

The health of the U.S. residential real estate industry and macroeconomic factors may significantly
impact our business.

Our success depends largely on the health of the U.S. residential real estate industry. This industry,
in turn, is affected by changes in general economic conditions, which are beyond our control. Any of the
following factors could adversely affect the industry and harm our business:

» seasonal or cyclical downturns in the U.S. residential real estate industry, which may be due to
any single factor, or a combination of factors, listed below, or factors which are currently not
known to us or that have not historically affected the industry;

+ slow economic growth or recessionary conditions;

* increased unemployment rates or stagnant or declining wages;

+ inflationary conditions;

* low consumer confidence in the economy or the U.S. residential real estate industry;

+ adverse changes in local or regional economic conditions in the markets that we serve,
particularly our top-10 markets and markets into which we are attempting to expand;

* increased mortgage rates; reduced availability of mortgage financing; or increased down
payment requirements;

* low home inventory levels, which may result from zoning regulations and higher construction
costs, among other factors;

» lack of affordably priced homes, which may result from home prices growing faster than wages;

« volatility and general declines in the stock market or lower yields on individuals' investment
portfolios;

* newly enacted and potential federal and state legislative actions that would adversely affect the
U.S. residential real estate industry, such as (i) the Tax Cuts and Jobs Act, which was signed
into law in December 2017 and limited deductions of certain mortgage interest expenses and
property taxes and (ii) potential reform relating to Fannie Mae, Freddie Mac, and other
government sponsored entities that provide liquidity to the mortgage market;

+ changes that cause U.S. real estate to be more expensive for foreign purchases, such as (i)
increases in the exchange rate for the U.S. dollar compared to foreign currencies and (ii)



foreign regulatory changes or capital controls that make it more difficult for foreign purchasers
to withdraw capital from their home countries or purchase and hold U.S. real estate;

+ changed generational views on homeownership and generally decreased financial resources
available for purchasing homes; and

» war, terrorism, political uncertainty, natural disasters, inclement weather, and acts of God.

Our business is concentrated in certain geographic markets. Disruptions in these markets or events
that disproportionately affect those markets could harm our business. Furthermore, our failure to
adapt to any substantial shift in the relative percentage of residential housing transactions from
those markets to other markets in the United States could adversely affect our financial
performance.

For the year ended December 31, 2018, our top-10 markets consisted of the metropolitan areas of
Boston, Chicago, Denver (including Boulder and Colorado Springs), Los Angeles (including Santa Barbara),
Maryland, Northern Virginia, Portland (including Bend), San Diego, San Francisco, and Seattle.

Local and regional economic conditions in these markets may differ significantly from prevailing
conditions in the United States or other parts of the country. Accordingly, events may adversely and
disproportionately affect demand for and sales prices of homes in these markets. Any overall or
disproportionate downturn in demand or home prices in any of our largest markets, particularly if we are
unable to increase revenue from our other markets, could result in a decline in our revenue and harm our
business.

Our top markets are primarily major metropolitan areas, where home prices and transaction
volumes are generally higher than other markets. As a result, our real estate services revenue and gross
margin are generally higher in these markets than in our smaller markets. To the extent people migrate to
cities outside of these markets due to lower home prices or other factors, and this migration continues to
take place over the long-term, then the relative percentage of residential housing transactions may shift
away from our historical top markets where we have historically generated most of our revenue. If we are
unable to effectively adapt to any shift, including failing to increase revenue from other markets, then our
financial performance may be harmed.

Competition in each of our lines of business is intense, and if we cannot compete effectively, our
business will be harmed.

We face intense competition nationally and in each of the markets we serve for each of our
businesses - residential brokerage, mortgage, title and escrow, and buying and selling homes directly.
Please see "Competition" under ltem 1 of this Annual Report for a general discussion of the competitive
conditions in each of our businesses.

Many of our competitors across each of our businesses have substantial competitive advantages,
such as longer operating histories, stronger brand recognition, greater financial resources, more
management, sales, marketing and other resources, superior local referral networks, perceived local
knowledge and expertise, and extensive relationships with participants in the residential real estate industry,
including third-party data providers such as multiple listing services, or MLSs. Consequently, these
competitors may have an advantage in recruiting and retaining agents, attracting consumers, and growing
their businesses. They may also be able to provide consumers with offerings that are different from or
superior to those we provide. The success of our competitors could result in our loss of market share and
harm our business.

Each of our businesses also faces competition from potential new entrants, particularly those driven
by technology. These potential competitors may have substantial financial support that allows them to offer



services superior to ours. The introduction of additional competitors may also adversely impact our market
share and harm our business.

We may be unable to maintain or improve our current technology offerings at a competitive level or
develop new technology offerings that meet customer or agent expectations. Our technology
offerings may also contain undetected errors or vulnerabilities.

Our technology offerings, including tools, features, and products, are key to our competitive plan for
attracting potential customers and hiring and retaining lead agents. Maintaining or improving our current
technology to meet evolving industry standards and customer and agent expectations, as well as
developing commercially successful and innovative new technology, is challenging and expensive. For
example, the nature of development cycles may result in delays between the time we incur expenses and
the time we introduce new technology and generate revenue, if any, from those investments. Anticipated
customer demand for a technology offering could also decrease after the development cycle has
commenced, and we would not be able to recoup costs, which may be substantial, we incurred.

As standards and expectations evolve and new technology becomes available, we may not be able
to identify, design, develop, and implement, in a timely and cost-effective manner, new technology offerings
to meet those standards and expectations. As a result, we may be unable to compete effectively, and to the
extent our competitors develop new technology offerings faster than us, they may render our offerings
noncompetitive or obsolete. Additionally, even if we implemented new technology offerings in a timely
manner, our customers and agents may not accept or be satisfied by the offerings.

Furthermore, our development and testing processes may not detect errors and vulnerabilities in
our technology offerings prior to their implementation. Any inefficiencies, errors, technical problems, or
vulnerabilities arising in our technology offerings after their release could reduce the quality of our services
or interfere with our customers' and agents' access to and use of our technology and offerings.

We may be unable to obtain and provide comprehensive and accurate real estate listings quickly, or
at all.

We believe that users of our website and mobile application come to us primarily because of the
real estate listing data that we provide. Accordingly, if we were unable to obtain and provide comprehensive
and accurate real estate listings data, our primary channels for meeting customers will be diminished. We
get listings data primarily from MLSs in the markets we serve. We also source listings data from public
records, other third-party listing providers, and individual homeowners and brokers. Many of our competitors
and other real estate websites also have access to MLSs and other listings data, including proprietary data,
and may be able to source listings data or other real estate information faster or more efficiently than we
can. Since MLS participation is voluntary, brokers and homeowners may decline to post their listings data to
their local MLS or may seek to change or limit the way that data is distributed. A competitor or another
industry participant could also create an alternative listings data service, which may reduce the relevancy
and comprehensive nature of the MLSs. If MLSs cease to be the predominant source of listings data in the
markets that we serve, we may be unable to get access to comprehensive listings data on commercially
reasonable terms, or at all, which may result in fewer people using our website and mobile application.

We rely on business data to make decisions and drive our machine-learning technology, and errors
or inaccuracies in such data may adversely affect our business decisions and the customer
experience.

We regularly analyze business data to evaluate growth trends, measure our performance, establish
budgets, and make strategic decisions. Much of this data is internally generated and has not been
independently verified. While our business decisions are based on what we believe to be reasonable
calculations for the applicable period of measurement, there are inherent challenges in measuring and
interpreting the data, and we cannot be certain that the data are accurate. Errors or inaccuracies in the data
could result in poor business decisions, resource allocation, or strategic initiatives. For example, if we
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overestimate traffic to our website and mobile application, we may not invest an adequate amount of
resources in attracting new customers or we may hire more lead agents in a given market than necessary
to meet customer demand.

We also use our business data and proprietary algorithms to inform our machine learning, such as
in the calculation of our Redfin Estimate, which provides an estimate on the market value of individual
homes. If customers disagree with us or if our Redfin Estimate fails to accurately reflect market pricing such
that we are unable to attract homebuyers or help our customers sell their homes at satisfactory prices, or at
all, customers may lose confidence in us.

We may be unable to attract homebuyers and home sellers to our website and mobile application in
a cost-effective manner.

Our website and mobile application are our primary channels for meeting customers. Accordingly,
our success depends on our ability to attract homebuyers and home sellers to our website and mobile
application in a cost-effective manner. To meet customers, we rely heavily on traffic generated from search
engines and downloads of our mobile application from mobile application stores. We also rely on marketing
methods such as search engine optimization, targeted email campaigns, paid search advertising, social
media marketing, and traditional media, including TV, radio, and billboard. In 2019 we intend to significantly
increase our spending on mass media marketing.

The number of visitors to our website and mobile application downloads depends in large part on
how and where our website and mobile application rank in Internet search results and mobile application
stores, respectively. While we use search engine optimization to help our website rank highly in search
results, maintaining or improving our search result rankings is not within our control. Internet search engines
frequently update and change their ranking algorithms, referral methodologies, or design layouts, which
determine the placement and display of a user’s search results. In some instances, Internet search engines
may change these rankings in order to promote their own competing services or the services of one or more
of our competitors. Similarly, mobile application stores can change how they display searches and how
mobile applications are featured. For instance, editors at the Apple iTunes Store can feature prominently
editor-curated mobile applications and cause the mobile application to appear larger than other applications
or more visibly on a featured list.

Our marketing efforts, including our increased investment in mass media marketing in 2019, may
fail to attract the desired number of additional customers. They may fail because, for example, the creative
treatment for our advertisements may be ineffective or consumers may have find our advertisements
offensive. Our efforts may also not succeed for reasons beyond our control, such as email providers
implementing new or more restrictive email delivery policies and thereby making it more difficult for us to
execute targeted email campaigns. Additionally, the paid advertising platforms that we use may raise their
rates significantly, and, to the extent we choose to not pay the higher rates, we may use alternative
platforms that may not be as effective. Furthermore, to the extent the social media platforms through which
we advertise lose users or have users engaged at a less frequent rate, then our social media marketing
may not produce the desired results.

To the extent we are unable to attract homebuyers and home sellers to our website and mobile
applications through the methods described above or can do so only at a significant expense, our business
may be harmed.

If we are unable to deliver a rewarding experience on mobile devices, whether through our mobile
website or mobile application, we may be unable to attract and retain customers.

Developing and supporting a mobile website and mobile application across multiple operating
systems and devices requires substantial time and resources. We may not be able to consistently provide a
rewarding customer experience on mobile devices and, as a result, customers we meet through our mobile
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website or mobile application may not choose to use our services at the same rate as customers we meet
through our website.

As new mobile devices and mobile operating systems are released, we may encounter problems in
developing or supporting our mobile website or mobile application for them. Developing or supporting our
mobile website or mobile application for new devices and their operating systems may require substantial
time and resources. The success of our mobile website and mobile application could also be harmed by
factors outside our control, such as:

* increased costs to develop, distribute, or maintain our mobile website or mobile application;

+ changes to the terms of service or requirements of a mobile application store that requires us to
change our mobile application development or features in an adverse manner; and

+ changes in mobile operating systems, such as Apple’s iOS and Google’s Android, that
disproportionately affect us, degrade the functionality of our mobile website or mobile
application, require that we make costly upgrades to our technology offerings, or give
preferential treatment to competitors' websites or mobile applications.

Our business model of employing lead agents subjects us to challenges not faced by our
competitors.

As a result of our business model of employing our lead agents, our lead agents generally earn less
on a per transaction basis than traditional agents who work as independent contractors at traditional
brokerages. Because our model is uncommon in our industry, agents considering working for us may not
understand our compensation model or may not perceive it to be more attractive than the independent
contractor, commission-driven compensation model used by most traditional brokerages. If we‘re unable to
attract, retain, effectively train, motivate, and utilize lead agents, we will be unable to grow our business and
we may be required to significantly increase our lead agent compensation or other costs, which could harm
our business.

Also as a result of employing our lead agents, we incur costs that our brokerage competitors do not,
such as base pay, employee benefits, expense reimbursement, training, and employee transactional
support staff. As a result, we have significant costs that, in the event of downturns in demand in the markets
we serve, we will not be able to adjust as rapidly as some of our competitors. In turn, such downturns may
impact us more than our competitors. Additionally, due to these costs, our lead agent turnover may be more
costly to us than to traditional brokerages. Our business may be harmed if we are unable to achieve the
necessary level of lead agent productivity and retention to offset their related costs.

Referring customers to our partner agents or other third parties may harm our business.

We refer customers to third-party partner agents when we do not have a lead agent available due
to high demand or geographic limitations. Our dependence on partner agents can be particularly heavy in
certain new markets as we build our operations to scale in those markets. Our partner agents are
independent licensed agents affiliated with other brokerages, and we do not have any control over their
actions. If our partner agents were to provide diminished quality of customer service, engage in
malfeasance, or otherwise violate the laws and rules to which we are subject, we may be subject to legal
claims and our reputation and business may be harmed.

From time to time, we may enter into similar arrangements to refer consumers to other third parties
when we are unable or unwilling to serve those consumers directly.

Our arrangements with third parties may limit our growth and brand awareness. For example,
referring customers to partner agents potentially redirects repeat and referral opportunities to the partner
agents. Any third-party arrangements may also dilute the effectiveness of our marketing efforts and may
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lead to consumer confusion or dissatisfaction when they are offered the opportunity to work with the third
party rather than us.

If we do not comply with the rules, terms of service, and policies of MLSs, our access to and use of
listings data may be restricted or terminated.

We must comply with an MLS’s rules, terms of service, and policies to access and use its listings
data. We belong to numerous MLSs, and each has adopted its own rules, terms of service, and policies
governing, among other things, how MLS data may be used and how listings data must be displayed on our
website and mobile application. These rules typically do not contemplate multi-jurisdictional online
brokerages like ours and vary widely among markets. They also are in some cases inconsistent with the
rules of other MLSs such that we are required to customize our website, mobile application, or service to
accommodate differences between MLS rules. Complying with the rules of each MLS requires significant
investment, including personnel, technology and development resources, and the exercise of considerable
judgment. If we are deemed to be noncompliant with an MLS’s rules, we may face disciplinary sanctions in
that MLS, which could include monetary fines, restricting or terminating our access to that MLS’s data, or
other disciplinary measures. The loss or degradation of this listings data could materially and adversely
affect traffic to our website and mobile application, making us less relevant to consumers and restricting our
ability to attract customers. It also could reduce agent and customer confidence in our services and harm
our business.

If we fail to comply with the requirements governing the licensing of our brokerage, mortgage, and
title businesses in the jurisdictions in which we operate, then our ability to operate those
businesses in those jurisdictions may be revoked.

Redfin, as a brokerage, and our agents are required to comply with the requirements governing the
licensing and conduct of real estate brokerage and brokerage-related businesses in the markets where we
operate. Furthermore, we are also required to comply with the mortgage broker and title insurance agency
licenses in the states where we operate our mortgage and title businesses, respectively. Due to the
geographic scope of our operations, we and our agents may not be in compliance with all of the required
licenses at all times. Additionally, if we enter into new markets, we may become subject to additional
licensing requirements. If we or our agents fail to obtain or maintain the required licenses for conducting our
brokerage, mortgage, and title businesses or fail to strictly adhere to associated regulations, the relevant
government authorities may order us to suspend relevant operations or impose fines or other penalties.

Our decision to expand our service offerings into new markets may consume significant financial
and other resources and may not achieve the desired results.

We regularly evaluate expanding our brokerage and non-brokerage services into new markets. Any
expansion may require significant expenses and the time of our key personnel, particularly at the outset of
the expansion process. Expansion may also subject us to new regulatory environments, which could
increase our costs as we evaluate compliance with the new regulatory regime. Notwithstanding the
expenses and time devoted to expansion into a new market, we may fail to achieve the financial and market
share goals associated with the expansion.

In January 2019, we announced plans to expand our operations into Canada. Canada is the first
market outside of the United States where we will operate. Accordingly, we have no experience operating
our business in a foreign country and lack experience complying with the regulatory environment of a
foreign country. With this expansion, our business will become impacted by the macroeconomic factors
affecting the Canadian residential real estate industry, as well the exchange rate between the U.S. dollar
and the Canadian dollar. There is no assurance that our Canadian expansion will achieve the desired
results that our management expects.

Expansion of our business to include non-brokerage services could fail to produce the desired
results or harm our reputation.



From time to time, we develop new services. Our current non-brokerage service offerings include
Redfin Mortgage, our business of originating mortgage loans, Title Forward, our title and settlement
business, and RedfinNow, our direct home purchase and resale business.

We have limited experience operating services outside of our brokerage business. Accordingly, we
may not be able to operate any of our non-brokerage businesses at a profit. Our non-brokerage services
may also fail to attract customers, reduce customer confidence in our brokerage business, undermine our
customer-first reputation, create real or perceived conflicts of interest between us and our customers,
expose us to increased market risks, or subject us to additional litigation.

In particular, in July 2018, we transitioned RedfinNow from an experimental offering to part of our
long-term business. Our estimates of what a home is worth and the algorithm we use to inform those
estimates may not be accurate and we may pay more for homes than their resale value. To determine
whether a particular home meets our purchase criteria, we make a number of estimates, including the time
of possession, market conditions and proceeds on resale, renovation costs, and holding costs. These
estimates may not be accurate, especially in a declining real estate market. Additionally, unknown defects in
any acquired homes may also affect their resale value. Furthermore, homes that we own might also suffer
losses in value due to rapidly changing market conditions, natural disasters, or other forces outside our
control. As a result, we may be required to write down the inventory value of homes and may not be able to
resell homes for more than our costs of acquiring and renovating the homes, or at all.

We could be subject to significant losses if banks do not honor our escrow and trust deposits.

Through Title Forward, our title and settlement services business, we act as an escrow agent for
numerous customers. As an escrow agent, we receive money from customers to hold until certain
conditions are satisfied. Pending the satisfaction of the conditions, we deposit this money with various
banks, but we remain contingently liable for the disposition of these deposits to the customer. The banks
may hold a significant amount of these deposits in excess of the federal deposit insurance limit. If any of our
depository banks were to become unable to honor any portion of our deposits when we require them for
release to our customers, our customers could seek to hold us responsible for such amounts and, if the
customers prevailed in their claims, we could be subject to significant losses.

We experience variability in our financial results and operating metrics on a quarterly and annual
basis and, as a result, our historical performance may not be a meaningful indicator of future
performance.

We historically have experienced, and expect to continue to experience, variability, on both a
quarterly and annual basis, in our financial results and operating metrics. As a result of such variability, our
historical performance, including from recent quarters or years, may not be a meaningful indicator of future
performance and period-to-period comparisons also may not be meaningful. The variability may be due to
the other risks described in this Item 1A, certain risks that are not currently material but may become
material in the future, or risks currently unknown to us.

Cybersecurity incidents could disrupt our business or result in the loss of critical and confidential
information.

Cybersecurity incidents directed at us or our third-party service providers can range from
uncoordinated individual attempts to gain unauthorized access to information technology systems to
sophisticated and targeted measures known as advanced persistent threats. Cybersecurity incidents are
also constantly evolving, increasing the difficulty of detecting and successfully defending against them. In
the ordinary course of our business, we and our third-party service providers collect and store sensitive
data, including our proprietary business information and intellectual property and that of our customers and
employees, including personally identifiable information. Additionally, we rely on third-parties and their
security procedures for the secure storage, processing, maintenance, and transmission of information are
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critical to our operations. Despite measures designed to prevent, detect, address, and mitigate
cybersecurity incidents, such incidents may occur to us or our third-party providers and, depending on their
nature and scope, could potentially result in the misappropriation, destruction, corruption, or unavailability of
critical data and confidential or proprietary information (our own or that of third parties, including personally
identifiable information of our customers and employees) and the disruption of business operations. Any
such compromises to our security, or that of our third-party providers, could cause customers to lose trust
and confidence in us and stop using our website and mobile applications. In addition, we may incur
significant costs for remediation that may include liability for stolen assets or information, repair of system
damage, and compensation to customers, employees, and business partners. We may also be subject to
government enforcement proceedings and legal claims by private parties.

We rely on third-party licensed technology, and the inability to maintain these licenses or errors in
the software we license could result in increased costs or reduced service levels.

We employ certain third-party software obtained under licenses from other companies in our
technology. Our reliance on this third-party software may become costly if the licensor increases the price
for the license or changes the terms of use and we cannot find commercially reasonable alternatives. Even
if we were to find an alternative, integration of our technology with new third-party software may require
substantial investment of our time and resources.

Any undetected errors or defects in the third-party software we license could prevent the
deployment or impair the functionality of our technology, delay new service offerings, or result in a failure of
our website or mobile application.

We use open source software in some aspects of our technology and may fail to comply with the
terms of one or more of these open source licenses.

Our technology incorporates software covered by open source licenses. The terms of various open
source licenses have not been interpreted by U.S. courts, and if they were interpreted, such licenses could
be construed in a manner that imposes unanticipated restrictions on our technology. If portions of our
proprietary software are determined to be subject to an open source license, we could be required to
publicly release the affected portions of our source code, re-engineer all or a portion of our technologies, or
otherwise be limited in our use of such software, each of which could reduce or eliminate the value of our
technologies.

Moreover, our processes for controlling our use of open source software may not be effective. If we
do not comply with the terms of an open source software license, we could be required to seek licenses
from third parties to continue offering our services on terms that are not economically feasible, to re-
engineer our technology to remove or replace the open source software, to discontinue the use of certain
technology if re-engineering could not be accomplished on a timely basis, to pay monetary damages, to
make generally available the source code for our proprietary technology, or to waive certain intellectual
property rights.

We may be unable to secure intellectual property protection for all of our technology and
methodologies or adequately enforce our intellectual property rights.

Our success and ability to compete depends in part on our intellectual property. To protect our
proprietary rights, we rely on trademark, copyright, and patent law, trade-secret protection, and contractual
provisions and restrictions. However, we may be unable to secure intellectual property protection for all of
our technology and methodologies or the steps we take to enforce our intellectual property rights may be
inadequate.

If we are unable to secure intellectual property rights, our competitors could use our intellectual
property to market offerings similar to ours and we would have no recourse to enjoin or stop their actions.
Additionally, any of our intellectual property rights may be challenged by others and invalidated through
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administrative processes or litigation. Moreover, even if we secured our intellectual property rights, others
may infringe on our intellectual property and we may be unable to successfully enforce our rights against
the infringers because we may be unaware of the infringement or our legal actions may not be successful. If
any of these events were to occur, our ability to compete effectively would be impaired.

The third-party networks and mobile infrastructure that we depend on may fail, and we may be
unable to maintain and scale the technology underlying our offerings.

We depend on the reliable performance of third-party networks and mobile infrastructure to provide
our technology offerings to our customers and agents. The proper operation of these networks and
infrastructure is beyond our control, and if they fail, we may be unable to deliver our services to our
customers or provide the necessary support for our agents.

As the number of homebuyers and home sellers, agents, and listings shared on our website and
mobile application and the extent and types of data grow, our need for additional network capacity and
computing power will also grow. Operating our underlying technology systems is expensive and complex,
and we could experience operational failures. If we experience interruptions or failures in these systems for
any reason, the security and availability of our services and technologies could be affected.

Our website is hosted at a single facility, the failure of which could interrupt our website and mobile
application.

Our website and mobile application are hosted at a single facility in Seattle, Washington. If this
facility experiences outages or downtimes for any reason, including human error, natural disaster, power
loss, telecommunications failure, physical or electronic break-ins, terrorist attack, or act of war, we could
suffer a significant interruption of our website and mobile application while we implement the disaster
recovery procedures we have developed to restore the function of our website and mobile application on a
cloud-based hosting service. This service interruption may be extended if we discover previously unknown
errors in our disaster recovery procedures.

We are subject to a variety of federal, state and local laws, and our compliance with these laws, or
the enforcement of our rights under these laws, may increase our expenses, require management's
resources, or force us to change our business practices.

We are currently subject to a variety of, and may in the future become subject to additional, federal,
state, and local laws. The laws include, but are not limited to, those relating to real estate, brokerage, title,
mortgage, advertising, privacy and consumer protection, labor and employment, and intellectual property.
These laws and their related regulations may evolve frequently and may be inconsistent from one
jurisdiction to another. In some cases, it is unclear how certain laws may affect us based on our business
model that is unlike traditional brokerages and the fact that those laws and regulations were created for
traditional real estate brokerages.

These laws can be costly for us to comply with or enforce. Additionally, if we are unable to comply
with and become liable for violations of these laws, or if courts or regulatory bodies provide unfavorable
interpretations of existing regulations, our operations in affected markets may become prohibitively
expensive, consume significant amounts of management's time, or need to be discontinued.

Data protection legislation is also becoming increasingly common in the United States at both the
federal and state level. For example, the recently passed California Consumer Privacy Act, or the CCPA, to
take effect on January 1, 2020 as currently enacted, is still in development and has the potential to impose
additional onerous privacy requirements on companies serving California consumers, including us. We will
need to carefully consider the compliance mandates of the California law as well as similar state or federal
laws or interpretations currently being proposed. Additionally, the Federal Trade Commission and many
state attorneys general are interpreting federal and state consumer protection laws to impose standards for
the online collection, use, dissemination and security of data. The burdens imposed by the CCPA and other
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similar laws that may be enacted at the federal and state level may require us to modify our data processing
practices and policies and to incur substantial expenditure to comply.

We are subject to costs associated with defending and resolving proceedings brought by
government entities and claims brought by private parties.

We are from time to time involved in, and may in the future be subject to, government investigations
or enforcement actions and third-party claims arising from the laws to which we are subject or the contracts
to which we are a party. Item 3 of this Annual Report on Form 10-K describes some of these types of
investigations, actions, and claims. Any such investigations, actions, or claims can be costly to defend or
resolve, require significant time from management, or result in negative publicity. Furthermore, to the extent
we are unsuccessful in defending an action or claim, we may be subject to civil or criminal penalties,
including significant fines or damages, the loss of ability to operate in a jurisdiction, or the need to change
certain business practices (including redesigning, or obtaining a license for, our technology or modifying or
ceasing to offer certain services).

We have, in the past, been the subject of complaints alleging that we had misclassified third-party
licensed sales associates as independent contractors instead of employees. The complaints generally
sought compensation for unpaid wages, overtime, and failure to provide meal and rest periods, as well as
reimbursement of business expenses. While we settled these complaints, we may be subject to additional
lawsuits or administrative proceedings claiming that certain of our independent contractor associate agents
should be classified as our employees rather than as independent contractors. These lawsuits and
proceedings typically seek substantial monetary damages (including claims for unpaid wages, overtime,
and unreimbursed business expenses), injunctive relief, or both.

We have, in the past, been the subject of complaints alleging that we had improperly classified
certain of our employees as exempt from minimum wage and overtime laws. The legal tests for determining
overtime exemptions consider many factors that vary from state to state and have evolved based on case
law, regulations, and legislative changes, as well as complicated factual analysis. We may be subject to
additional complaints or administrative proceedings regarding our employee classification.

If we fail to maintain an effective system of disclosure controls or internal control over financial
reporting, we may not be able to produce timely and accurate financial statements.

We have established, and intend to maintain, effective disclosure controls and internal control over
financial reporting. As a newly public company, we have not historically been required to maintain the
effectiveness of these types of control systems. If we fail to maintain effective disclosure controls or internal
control over financial reporting, we could fail to meet our financial reporting obligations, may be required to
restate previously issued financial statements, or cause investors to lose confidence in our reported
financial statements, even after we remedy the failure.

Some of our potential losses may not be covered by insurance. We may not be able to obtain or
maintain adequate insurance coverage.

We maintain insurance to cover costs and losses from certain risk exposures in the ordinary course
of our operations, but our insurance may not cover one hundred percent of the costs and losses from all
events. We are responsible for certain retentions and deductibles that vary by policy, and we may suffer
losses that exceed our insurance coverage limits by a material amount. We may also incur costs or suffer
losses arising from events against which we have no insurance coverage. In addition, large-scale market
trends or the occurrence of adverse events in our business may raise our cost of procuring insurance or
limit the amount or type of insurance we are able to secure. We may not be able to maintain our current
coverage, or obtain new coverage, in the future on commercially reasonable terms or at all. Incurring
uninsured or underinsured costs or losses could harm our business.
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We intend to evaluate acquisitions or investments in third-party technologies and businesses, but
we may not realize the anticipated benefits from, and may incur substantial costs related to, any
acquisitions, mergers, joint ventures, or investments that we undertake.

As part of our business strategy, we regularly evaluate strategic opportunities, including acquisitions
of or investment in third-party technologies and businesses. However, we may be unable to execute a
strategic opportunity on a commercially reasonable basis or at all. To the extent we make an acquisition or
investment, the transaction may not result in the intended benefits to our business or require us to record
impairment charges associated with the acquisition. Furthermore, the process of integrating an acquired
company, business, technology, or personnel into our company may subject us to additional costs and
require substantial time from our management. Finally, we may assume liability for activities of the acquired
company or business that existed prior to the acquisition but that did not become known until afterwards.

We depend on our senior management team to grow and operate our business, and if we are unable
to hire, retain, manage, and motivate them, or if new members of our senior management team do
not perform as we anticipate, our business may be harmed.

Our future success depends on our continued ability to identify, hire, develop, manage, motivate,
and retain members of our senior management team, particularly those who have specialized skills and
experience in technology fields and the residential real estate industry. We do not have employment
agreements with any employee, including our senior management team, and we do not maintain key
person life insurance for any employee. Any changes in our senior management team may be disruptive to
our business. If we fail to retain or effectively replace members of our senior management team, or if our
senior management team fails to work together effectively and to execute our plans and strategies, our
business could be harmed.

Risks Relating to Ownership of Our Common Stock

Events unrelated to our performance may cause the trading price of our common stock to be
volatile, and if such volatility results in litigation, then we may be subject to increased costs.

The trading price of our common stock may fluctuate significantly due to events beyond our control
and unrelated to our performance, including:

» the overall performance of the U.S. and global equity markets and the performance of the
technology and real estate sectors;

+ announcements by our competitors of technical innovations, new business offerings, or
changes in pricing;

* negative publicity related to our service offerings;
* rumors and market speculation involving us or our competitors; and

« political uncertainty in the markets in which we operate, the threat or occurrence of war or
terrorism, and acts of God.

If any such fluctuation causes our stock price to decrease, we may become subject to litigation as a
result of the decreased price. If any litigation occurs, it could subject us to substantial costs, harm our
reputation, and divert resources and the attention of management from our business.

If securities or industry analysts do not publish research or publish unfavorable research about our
business, or if our financial results do not compare favorably to analysts' or investors'
expectations, our stock price or trading volume could decline.
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The trading market for our common stock will depend in part on the research and reports that
securities or industry analysts publish about us or our business, our industry, and our competitors. We do
not have any control over these analysts. If one or more of the analysts who cover us downgrade our stock
or otherwise provide negative views of our stock, our stock price would likely decline. Additionally, if one or
more of these analysts cease covering us or fail to regularly publish reports on us, we could lose visibility in
the financial markets, which could cause our stock price or trading volume to decline.

Furthermore, many analysts who cover us publish quarterly and annual estimates for certain of our
financial metrics. We do not assist analysts in preparing these estimates and have no control over the
expectations that they set through their estimates. If our actual quarterly and annual financial results do not
compare favorably to analysts' or investors' expectations, then our stock price could decline.

Sales of a substantial number of shares of our common stock, or the perception that they might
occur, may cause the price of our common stock to decline.

We may need to raise capital in the future by selling shares of our common stock or securities
convertible into our common stock. Additionally, our directors, executive officers, and significant
stockholders may also sell their holdings of our common stock, in accordance with securities laws and our
policies. Sales of a substantial number of shares of our common stock by us or our insiders, or the
perception that these sales might occur, could cause the price of our common stock to decline.

Provisions in our organizational documents and under Delaware or Washington law could make an
acquisition of us, which may be beneficial to our stockholders, more difficult and may prevent
attempts by our stockholders to replace or remove our current management.

Provisions in our restated certificate of incorporation and our restated bylaws may discourage,
delay, or prevent a merger, acquisition, or other change in control of our company that stockholders may
consider favorable, including transactions in which you might otherwise receive a premium for your shares.
In addition, because our board of directors is responsible for appointing the members of our management
team, these provisions may frustrate or prevent any attempts by our stockholders to replace or remove our
current management by making it more difficult for stockholders to replace members of our board of
directors. Among other things, these provisions:

« establish a classified board of directors so that not all members of our board are elected at one
time;

« permit only the board of directors to establish the number of directors and fill vacancies on the
board;

» provide that directors may only be removed “for cause” and only with the approval of two-thirds
of our stockholders;

*  require super-majority voting to amend some provisions in our restated certificate of
incorporation and restated bylaws, unless the amendment is approved by two-thirds of the

board of directors;

» authorize the issuance of “blank check” preferred stock that our board could use to implement a
stockholder rights plan, also known as a “poison pill”;

« eliminate the ability of our stockholders to call special meetings of stockholders;

+ prohibit stockholder action by written consent, which requires all stockholder actions to be
taken at a meeting of our stockholders;

» do not permit cumulative voting; and
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« establish advance notice requirements for nominations for election to our board or for
proposing matters that can be acted upon by stockholders at annual stockholder meetings.

Moreover, we are governed by the provisions of Section 203 of the Delaware General Corporation
Law, which prohibits a person who owns in excess of 15% of our outstanding voting stock from merging or
combining with us for a period of three years after the date of the transaction in which the person acquired
in excess of 15% of our outstanding voting stock, unless the merger or combination is approved in a
prescribed manner. Likewise, because our principal executive offices are located in Washington, the anti-
takeover provisions of the Washington Business Corporation Act may apply to us under certain
circumstances. These provisions prohibit a “target corporation” from engaging in any of a broad range of
business combinations with any stockholder constituting an “acquiring person” for a period of five years
following the date on which the stockholder became an “acquiring person.”

Any of these provisions of our organizational documents or Delaware or Washington law could,
under certain circumstances, depress the market price of our common stock.

Our restated certificate of incorporation designates the Court of Chancery of the State of Delaware
and the U.S. federal district courts as the sole and exclusive forums for certain types of actions and
proceedings that may be initiated by our stockholders, which could limit our stockholders’ ability to
obtain a favorable judicial forum for disputes with us or our directors, officers, or employees.

Our restated certificate of incorporation provides that, unless we consent in writing to an alternative
forum, the Court of Chancery of the State of Delaware, or the Court of Chancery, will be the sole and
exclusive forum for (i) any derivative action or proceeding brought on our behalf, (ii) any action asserting a
claim of breach of a fiduciary duty owed by any of our directors, officers, or employees to us or our
stockholders, (iii) any action asserting a claim arising pursuant to any provision of the Delaware General
Corporation Law, our restated certificate of incorporation, or our restated bylaws, (iv) any action to interpret,
apply, enforce or determine the validity of our restated certificate of incorporation or our restated bylaws, or
(iv) any action asserting a claim that is governed by the internal affairs doctrine, in each case subject to
personal and subject matter jurisdiction requirements.

Our restated certificate of incorporation further provides that, unless we consent in writing to an
alternative forum, the U.S. federal district courts will be the exclusive forum for any complaint asserting a
cause of action arising under the Securities Act of 1933, subject to personal and subject matter jurisdiction
requirements.

The foregoing choice of forum provisions may limit our stockholders’ ability to bring a claim in a
judicial forum that it finds favorable for disputes with us or our directors, officers, or employees, which may
discourage such lawsuits against us and our directors, officers, and employees even though an action, if
successful, might benefit our stockholders.

Alternatively, if a court were to find these provisions inapplicable to, or unenforceable in respect of,
one or more of the specified types of actions or claims, we may incur additional costs associated with
resolving such matters in other jurisdictions. For example, a Delaware court recently ruled that exclusive
forum provisions for claims under the Securities Act of 1933 are not enforceable as a matter of Delaware
law and application of that ruling could result in such claims being litigated in one or more courts, including
state courts.

Risks Related to Our Indebtedness, Including Our Convertible Senior Notes

Conversion of our convertible senior notes may dilute the ownership interest of our stockholders or
may otherwise depress the price of our common stock.

The conversion of some or all of our convertible senior notes may dilute the ownership interests of
our stockholders. Upon conversion of our convertible senior notes, we have the option to pay or deliver, as
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the case may be, cash, shares of our common stock, or a combination of cash and shares of our common
stock. If we elect to settle our conversion obligation in shares of our common stock or a combination of cash
and shares of our common stock, any sales in the public market of our common stock issuable upon such
conversion could adversely affect prevailing market prices of our common stock. In addition, the existence
of the notes may encourage short selling by market participants because the conversion of the notes could
be used to satisfy short positions, or anticipated conversion of the notes into shares of our common stock
could depress the price of our common stock.

Certain provisions in the indenture governing our convertible senior notes may delay or prevent an
otherwise beneficial takeover attempt of us.

Certain provisions in the indenture governing our convertible senior notes may make it more difficult
or expensive for a third party to acquire us. For example, the indenture will require us to repurchase our
convertible senior notes for cash upon the occurrence of a fundamental change (as defined in the
indenture) of us and, in certain circumstances, to increase the conversion rate for a holder that converts its
notes in connection with a make-whole fundamental change. A takeover of us may trigger the requirement
that we repurchase our convertible senior notes and/or increase the conversion rate, which could make it
more costly for a potential acquirer to engage in such takeover. Such additional costs may have the effect of
delaying or preventing a takeover of us that would otherwise be beneficial to investors.

Servicing our debt, including our convertible senior notes, will require a significant amount of cash.
We may not have sufficient cash flow to make payments on our debt, and we may not have the
ability to raise the funds necessary to settle conversions of our convertible senior notes or to
repurchase our convertible senior notes upon a fundamental change, which could adversely affect
our business, financial condition and results of operations.

Our ability to make scheduled payments of the principal of, to pay interest on, or to refinance our
indebtedness, including our senior convertible notes, depends on our future performance, which is subject
to economic, financial, competitive and other factors that may be beyond our control. If we are unable to
generate such cash flow, we may be required to adopt one or more alternatives, such as selling assets,
restructuring debt or obtaining additional equity capital on terms that may be onerous or highly dilutive. Our
ability to refinance our indebtedness will depend on the capital markets and our financial condition and
business performance at such time. We may not be able to engage in any of these activities or engage in
these activities on desirable terms, which could result in a default on our debt obligations, including our
convertible senior notes or otherwise.

In addition, holders of our convertible senior notes have the right to require us to repurchase their
notes upon the occurrence of a fundamental change at a repurchase price equal to 100% of the principal
amount of the notes to be repurchased, plus accrued and unpaid interest. Upon conversion of our
convertible senior notes, unless we elect to deliver solely shares of our common stock to settle such
conversion (other than paying cash in lieu of delivering any fractional share), we will be required to make
cash payments in respect of the notes being converted. We may not have enough available cash or be able
to obtain financing at the time we are required to make repurchases of the notes surrendered therefor or at
the time the notes are being converted. Our failure to repurchase our convertible senior notes at a time
when the repurchase is required by the indenture or to pay any cash payable on future conversions of the
notes would constitute an event of default. If the repayment of any indebtedness were to be accelerated
because of such event of default (whether under the notes or otherwise), we may not have sufficient funds
to repay the indebtedness and repurchase the notes or make cash payments upon conversions thereof. An
event of default under the indenture may lead to an acceleration of our convertible senior notes. Any such
acceleration could result in our bankruptcy. In a bankruptcy, the holders of our convertible senior notes
would have a claim to our assets that is senior to the claims of our equity holders.

In addition, our significant indebtedness, combined with our other financial obligations and
contractual commitments, could have other important consequences. For example, it could:

* make us more vulnerable to adverse changes in general U.S. and worldwide economic,
industry and competitive conditions and adverse changes in government regulation;
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+ limit our flexibility in planning for, or reacting to, changes in our business and our industry;
+ place us at a disadvantage compared to our competitors who have less debt; and

« limit our ability to borrow additional amounts for working capital and other general corporate
purposes, including to fund possible acquisitions of, or investments in, complementary
businesses, products, services and technologies.

Any of these factors could materially and adversely affect our business, financial condition and
results of operations. In addition, if we incur additional indebtedness, the risks related to our business and
our ability to service or repay our indebtedness would increase.

The conditional conversion feature of our convertible senior notes, if triggered, may adversely
affect our financial condition and operating results.

In the event the conditional conversion feature of our convertible senior notes is triggered, holders
of notes will be entitled to convert the notes at any time during specified periods at their option. If one or
more holders elect to convert their notes, unless we elect to satisfy our conversion obligation by delivering
solely shares of our common stock (other than paying cash in lieu of delivering any fractional share), we
would be required to settle a portion or all of our conversion obligation through the payment of cash, which
could adversely affect our liquidity. In addition, even if holders do not elect to convert their notes, we could
be required under applicable accounting rules to reclassify all or a portion of the outstanding principal of the
notes as a current rather than long-term liability, which would result in a material reduction of our net
working capital.

The accounting method for convertible debt securities that may be settled in cash at the option of
the issuer, such as our convertible senior notes, could have a material effect on our reported financial
results. In May 2008, the Financial Accounting Standards Board issued Staff Position No. APB
14-1, Accounting for Convertible Debt Instruments That May Be Settled in Cash Upon Conversion
(Including Partial Cash Settlement), which has subsequently been codified as Accounting Standards
Codification 470-20, Debt with Conversion and Other Options, or ASC 470-20.

Under ASC 470-20, an entity must separately account for the liability and equity components of the
convertible debt instruments (such as our convertible senior notes) that may be settled entirely or partially in
cash upon conversion in a manner that reflects the issuer’s economic interest cost. The effect of ASC
470-20 on the accounting for our convertible senior notes is that the equity component is required to be
included in the additional paid-in capital section of stockholders’ equity on our consolidated balance sheet at
issuance, and the value of the equity component would be treated as original issue discount for purposes of
accounting for the debt component. As a result, we will be required to record a greater amount of non-cash
interest expense as a result of the amortization of the discounted carrying value of the notes to their face
amount over the term of the notes. We will report lower net income or greater loss in our financial results
because ASC 470-20 will require interest to include both the amortization of the debt discount and the
instrument’s coupon interest, which could adversely affect our reported or future financial results, the
trading price of our common stock and the trading price of the notes.

In addition, under certain circumstances, convertible debt instruments (such as our convertible
senior notes) that may be settled entirely or partly in cash at the option of the issuer are currently accounted
for utilizing the treasury stock method, the effect of which is that the shares issuable upon conversion of the
notes are not included in the calculation of diluted earnings per share except to the extent that the
conversion value of the notes exceeds their principal amount. Under the treasury stock method, for diluted
earnings per share purposes, the transaction is accounted for as if the number of shares of common stock
that would be necessary to settle such excess, if we elected to settle such excess in shares, are issued. We
cannot be sure that the accounting standards in the future will continue to permit the use of the treasury
stock method. If we are unable or otherwise elect not to use the treasury stock method in accounting for the
shares issuable upon conversion of the notes, then our diluted earnings per share would be adversely
affected.
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In addition to our existing convertible senior notes, we may still incur substantially more debt or
take other actions which would intensify the risks discussed above.

We and our subsidiaries may incur substantial additional debt in the future, some of which may be
secured debt. For instance, we may enter into additional loans or sources of capital to finance the
operations of properties. We will not be restricted under the terms of the indenture governing our convertible
senior notes from incurring additional debt, securing existing or future debt, recapitalizing our debt or taking
a number of other actions that are not limited by the terms of the indenture governing the notes that could
have the effect of diminishing our ability to make payments on the notes when due.
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Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

We lease our principal executive office in Seattle, Washington and maintain numerous other office
leases throughout the United States. As of the end of the period covered by this Annual Report on Form 10-
K, our properties business owned 48 properties. We do not believe that any single office lease or any single
property in inventory is material to our business, for purposes of ltem 102 of Regulation S-K.

Item 3. Legal Proceedings

From time to time, we are involved in litigation, claims, and other proceedings arising in the ordinary
course of our business. Such litigation and other proceedings may include, but are not limited to, actions or
claims relating to employment law (including misclassification), intellectual property, privacy and consumer
protection, the Real Estate Settlement Procedures Act of 1974, the Fair Housing Act of 1968 or other fair
housing statutes, cybersecurity incidents, data breaches, and commercial or contractual disputes. They
may also relate to ordinary-course brokerage disputes, including, but not limited to, failure to disclose
property defects, failure to meet client legal obligations, commission disputes, personal injury or property
damage claims, and vicarious liability based upon conduct of individuals or entities outside of our control,
including partner agents and third-party contractor agents. We do not believe that any of our pending
litigation, claims, and other proceedings is material to our business.

Item 4. Mine Safety Disclosures

None.
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PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information, Holders of Record, and Dividends
Our common stock is listed on The Nasdaqg Global Select Market under the symbol “RDFN.”
As of February 1, 2019, we had 281 holders of record of our common stock.
We have no intention of paying cash dividends in the foreseeable future.

Unregistered Sales of Securities

During the period covered by this Annual Report on Form 10-K, we have not sold any equity
securities that were not registered under the Securities Act of 1933.

Use of IPO Proceeds

On July 27, 2017, the U.S. Securities and Exchange Commission declared effective the
Registration Statement on Form S-1 (file number 333-219093) for our initial public offering. There has been
no change to the information provided under "Use of Proceeds" in Part I, Item 2 of our Quarterly Report on
Form 10-Q for the quarter ended June 30, 2017.
Purchases of Equity Securities

During the quarter ended December 31, 2018, there were no purchases of our common stock by or

on behalf of us or any of our affiliated purchasers, as such term is defined in Rule 10b-18(a)(3) under the
Securities Exchange Act of 1934.
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Item 6. Selected Financial Data

The selected financial data set forth below should be read in conjunction with the information
contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” and our consolidated financial statements and related notes in Item 8 of this Annual Report on
Form 10-K.

As of and for Year Ended December 31,
2018" 2017 2016 2015 2014
(in thousands, except per share data)

Statements of Operations Data

REVENUE -ttt $ 486,920 $ 370,036 $ 267,196 $ 187,338 $ 125,363

COSt Of FEVENUE -.cconeeeeeiiiie et 367,496 258,216 184,452 138,492 93,272

Total operating expenses 163,358 127,792 105,528 79,135 57,174

Loss from operations ..........ccoceieiiiiiii (43,934) (15,972) (22,784) (30,289) (25,083)
NEEIOSS cevieiiieitieeiieeetie ettt ettt saee e enreeneesaneens (41,978) (15,002) (22,526) (30,236) (24,730)
Accretion of redeemable convertible preferred stock ........... — (175,915) (55,502) (102,224) (101,251)
Net loss attributable to common stock—basic and diluted ... (41,978) (190,917) (78,028) (132,460) (125,981)
Net loss per share attributable to common stock—basic

and diluted ..o (0.49) (4.47) (5.42) (9.87) (11.76)
Balance Sheet Data

Cash, cash equivalents, and short-term investments ........... $ 432,608 $ 208,342 $ 65779 $ 87,341 $ 112,127

Inventory 22,694 3,382 — — —

Working Capital ........cocvevereerieiiieeseceee e 450,029 204,349 60,445 83,234 106,196

TOLAl @SSELS «.-vveeuveeiieeiie ittt 542,821 281,955 133,477 125,054 142,113

Convertible senior notes, Net ..o, 113,586 — — — —

Redeemable convertible preferred stock .. — — 655,416 599,914 497,699

Total stockholders’ equity (defiCit) .........ccoooveviiiiiiiiiiiie. 371,938 235,430 (563,734) (495,713) (370,595)

(1) 2018 is presented on a different basis than prior periods due to a change in the accounting standard related to revenue recognition, but this change did
not have a material impact on our financial results. See Note 1 to our consolidated financial statements in Item 8 of this Annual Report on Form 10-K.
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Item 7. 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 together with our consolidated financial statements, the accompanying notes, and other information
included in this Annual Report on Form 10-K. In particular, the disclosure contained in Item 1A of this
Annual Report may reflect trends, demands, commitments, events, or uncertainties that could materially
impact our results of operations and liquidity and capital resources.

The following discussion contains forward-looking statements, such as statements regarding our
future operating results and financial position, our business strategy and plans, our market growth and
trends, and our objectives for future operations. Please see "Note Regarding Forward-Looking Statements"
for more information about relying on these forward-looking statements. The following discussion also
contains information using industry publications. Please see "Note Regarding Industry and Market Data" for
more information about relying on these industry publications.

When we use the term "basis points" in the following discussion, we refer to units of one-hundredth
of one percent.

Prior to our Quarterly Report on Form 10-Q for the quarter ended June 30, 2018, we had one
reportable segment ("Real estate"”) that reflected revenue derived from commissions and fees charged on
real estate services transactions closed by us or partner agents representing customers in buying and
selling homes. Beginning with our Quarterly Report on Form 10-Q for the quarter ended June 30, 2018, we
recognized a new reportable segment ("Properties”) that reflects revenue from when we sell homes that we
previously bought directly from homeowners. Concurrent with our recognition of the new "Properties”
segment, we changed the name of our "Real estate" segment to "Real estate services." Prior to our
Quarterly Report on Form 10-Q for the quarter ended June 30, 2018, we included the results from our
"Properties" segment as part of our "Other" segment. We have separated our "Properties"” segment results
from "Other" segment results for all periods presented.

Overview

We help people buy and sell homes. Our primary business is a residential real estate brokerage,
representing customers in over 85 markets throughout the United States and Canada. We pair our own
agents with our own technology to create a service that is faster, better, and costs less. We meet customers
through our listings-search website and mobile application.

We use the same combination of technology and local service to originate mortgage loans and offer
title and settlement services; we also buy homes directly from consumers who want an immediate sale,

taking responsibility for selling the home while the original owner moves on.

Our mission is to redefine real estate in the consumer’s favor.

Key Business Metrics

In addition to the measures presented in our consolidated financial statements, we use the
following key metrics to evaluate our business, develop financial forecasts, and make strategic decisions.

23



Year Ended December 31,

2018 2017 2016

Monthly average visitors (in thousands) ........ccooeiiniiiiinie 27,261 22,623 16,215
Real estate services transactions

BIOKEIAGE -...vveivereieieeiieiiete st sttt ettt ettt sttt st nennen 42,954 35,038 25,868

PaMNEI ..ot 11,608 10,755 9,482

o)1= SOOI 54,562 45,793 35,350

Real estate services revenue per transaction

BIOKEIAJE ..-vvveretieeteserteitet ettt ettt st ebe ettt b et sttt ene e $ 9459 § 9429 $ 9,436

[ T (1= ST 2,229 1,971 1,719

AGGregate ....oovoiieicii 7,921 7,677 7,366
Aggregate home value of real estate services transactions (in millions) ......... $ 25812 § 21,280 $ 16,199
U.S. market share by value ...........cccccoiiiiiiiiiiiiiii e 0.81% 0.67% 0.54%
Revenue from top-10 Redfin markets as a percentage of real estate services
FEVENUE -euteetieantieeuteeseeasteesteaaseeesaseeseeasbeaseasnseeseeanseeaseeanseesnseeseeasseesbeesnneanns 67% 69% 2%
Average number of lead agents ..........cccceoeiiriiiiiic 1,390 1,023 763

Monthly Average Visitors

The number of, and growth in, visitors to our website and mobile application are important leading
indicators of our business activity because these channels are the primary ways we meet customers. For a
particular period, monthly average visitors refers to the average of the number of unique visitors to our
website and mobile application for each of the months in that period. Monthly average visitors are
influenced by, among other things, market conditions that affect interest in buying or selling homes, the level
and success of our marketing programs, and seasonality. We believe we can continue to increase monthly
visitors, which helps our growth.

Given the lengthy process to buy or sell a home, a visitor during one month may not convert to a
revenue-generating customer until many months later, if at all.

When we refer to "monthly average visitors" for a particular period, we are referring to the average
number of unique visitors to our website and our mobile application for each of the months in that period, as
measured by Google Analytics, a product that provides digital marketing intelligence. Visitors are tracked by
Google Analytics using cookies, with a unique cookie being assigned to each browser or mobile application
on a device. For any given month, we count all of the unique cookies that visited our website or either our
iOS or Android mobile application during that month; each such unique cookie is a unique visitor. If a person
accesses our mobile application using different devices within a given month, each such mobile device is
counted as a separate visitor for that month. If the same person accesses our website using an anonymous
browser, or clears or resets cookies on his or her device, each access with a new cookie is counted as a
new unique visitor for that month.

Real Estate Services Transactions

Increasing the number of real estate services transactions in which we or our partner agents
represent homebuyers and home sellers is critical to increasing our revenue and, in turn, to achieving
profitability. Real estate services transaction volume is influenced by, among other things, the pricing and
quality of our services as well as market conditions that affect home sales, such as local inventory levels
and mortgage interest rates. Real estate services transaction volume is also affected by seasonality and
macroeconomic factors. We include a single transaction twice when we or our partner agents serve both
the homebuyer and the home seller of a transaction.

Real Estate Services Revenue per Transaction
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Real estate services revenue per transaction, together with the number of real estate services
transactions, is a factor in evaluating business growth and determining pricing. Changes in real estate
services revenue per transaction can be affected by, among other things, our pricing, the mix of
transactions from homebuyers and home sellers, changes in the value of homes in the markets we serve,
the geographic mix of our transactions, and the transactions we refer to partner agents.

We generally generate more real estate services revenue per transaction from representing
homebuyers than home sellers. However, we believe that representing home sellers has unique strategic
value, including the marketing power of yard signs and digital marketing campaigns, and the market effect
of controlling listing inventory. To keep revenue per brokerage transaction about the same from year to year,
we expect to reduce our commission refund to homebuyers if more of our brokerage transactions come
from home sellers. From 2017 to 2018, the percentage of brokerage transactions from home sellers
increased from slightly over 35% to slightly over 40%.

We calculate real estate services revenue per transaction by dividing brokerage, partner, or
aggregate revenue, as applicable, by the corresponding number of real estate services transactions in any
period.

Aggregate Home Value of Real Estate Services Transactions

The aggregate home value of real estate services transactions completed by our lead agents and of
the real estate services transactions we refer to partner agents is an important indicator of the health of our
business, because our revenue is largely based on a percentage of each home’s sale price. This metric is
affected chiefly by the number of customers we serve, but also by changes in home values in the markets
we serve. We include the value of a single transaction twice when we or our partner agents serve both the
homebuyer and home seller of a transaction.

U.S. Market Share by Value

Increasing our U.S. market share by value is critical to our ability to grow our business and achieve
profitability over the long term. We believe there is a significant opportunity to increase our share in the markets
we currently serve.

We calculate the aggregate value of U.S. home sales by multiplying the total number of U.S. home
sales by the mean sale price of these sales, each as reported by the National Association of Realtors, or
NAR. We calculate our market share by aggregating the home value of real estate services transactions
conducted by our lead agents or our partner agents. Then, in order to account for both the sell- and buy-
side components of each transaction, we divide that value by two-times the estimated aggregate value of
U.S. home sales.

Revenue from Top-10 Markets as a Percentage of Real Estate Services Revenue

Our top-10 markets by real estate services revenue are the metropolitan areas of Boston, Chicago,
Denver (including Boulder and Colorado Springs), Los Angeles (including Santa Barbara), Maryland,
Northern Virginia, Portland (including Bend), San Diego, San Francisco, and Seattle. We expect our
revenue from top-10 markets to decline as a percentage of our total real estate services revenue over time.

Average Number of Lead Agents

The average number of lead agents, in combination with our other key metrics such as the number
of brokerage transactions, is a basis for calculating agent productivity and is one indicator of the potential
future growth of our business. We systematically evaluate traffic to our website and mobile application and
customer activity to anticipate changes in customer demand, helping determine when and where to hire
lead agents.
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We calculate the average number of lead agents by taking the average of the number of lead
agents at the end of each month included in the period.

Components of Our Results of Operations
Revenue

We generate revenue primarily from commissions and fees charged on real estate services
transactions closed by our lead agents or partner agents, and from the sale of properties.

Real Estate Services Revenue

Brokerage Revenue—Brokerage revenue consists of commissions earned on real estate
services transactions closed by our lead agents. We recognize commission-based revenue on the closing
of a transaction, less the amount of any commission refund or any closing-cost reduction, commission
discount, or transaction-fee adjustment. Brokerage revenue is affected by the number of real estate
services transactions we close, the mix of brokerage transactions, home-sale prices, commission rates, and
the amount we give to customers.

Partner Revenue—Partner revenue consists of fees partner agents pay us when they
close referred transactions, less the amount of any payments we make to customers. We recognize these
fees as revenue on the closing of a transaction. Partner revenue is affected by the number of partner
transactions closed, home-sale prices, commission rates, and the amount we give to customers.

In December 2017, we stopped giving any portion of our referral fee to the customer.

Properties Revenue

Properties revenue is earned when we sell homes that we previously bought directly from
homeowners. Properties revenue is recorded at closing on a gross basis, representing the sales price of the
home. RedfinNow is our primary properties offering.

Other Revenue

Other services revenue includes fees earned from mortgage banking services, title settlement
services, Walk Score data services, and advertising.

Intercompany Eliminations

Intercompany eliminations represents revenue earned from transactions between operating
segments which we eliminate in consolidating our financial statements.

Cost of Revenue and Gross Margin

Cost of revenue consists primarily of personnel costs (including base pay, benefits, and stock-
based compensation), transaction bonuses, home-touring and field expenses, listing expenses, office and
occupancy expenses, depreciation and amortization related to fixed assets and acquired intangible assets,
and property costs related to our properties business. Property costs include the property purchase price,
capitalized improvements, selling expenses directly attributable to the transaction, and property
maintenance expenses.

Gross profit is revenue less cost of revenue. Gross margin is gross profit expressed as a

percentage of revenue. Our gross margin has and will continue to be affected by a number of factors, but
the most important are: the mix of revenue across our segments, real estate services revenue per
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transaction, agent and support-staff productivity, personnel costs and transaction bonuses, and the cost of
properties relative to their final sales price.

Operating Expenses
Technology and Development

Our primary technology and development expenses are building software for our customers and
employees to work together buying and selling homes, and building a website and mobile application to
meet customers looking to move. These expenses consist primarily of personnel costs including stock-
based compensation, data-license expenses, software costs, and equipment and infrastructure costs, such
as for data centers and hosted services. Technology and development expenses also include amortization
of capitalized internal-use software and website and mobile application development costs.

Marketing

Marketing expenses consist primarily of media costs for online and offline advertising, as well as
personnel costs including stock-based compensation. We expect to increase offline advertising media costs
to approximately $37 million to $47 million in 2019, compared to around $12 million in 2018.

General and Administrative

General and administrative expenses consist primarily of personnel costs including stock-based
compensation, facilities costs and related expenses for our executive, finance, human resources, and legal
organizations, depreciation related to our fixed assets, and fees for outside services. Outside services are
principally comprised of external legal, audit, and tax services.

Interest Income

Interest income consists primarily of interest earned on our cash, cash equivalents and short-term
investments. During the year ended December 31, 2018, we did not have any short-term investments.

Interest Expense

Interest expense consists of interest payable on our convertible senior notes, which we issued in
July 2018. Interest is payable on the notes at the rate of 1.75% semiannually in arrears on January 15 and
July 15, commencing on January 15, 2019. Interest expense also includes the amortization of debt discount
and issuance costs related to the notes.

Results of Operations

The following tables set forth our results of operations for the periods presented and as a
percentage of our revenue for those periods.
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Year Ended December 31,

2018 2017 2016
(in thousands)

REVENUE ettt te et e ete e e eaeeneesseeaeesaeaseas $ 486,920 $ 370,036 $ 267,196
Cost Of rEVENUE" ..o 367,496 258,216 184,452
GrOSS PrOfit .eveeeiiiiiiiiic 119,424 111,820 82,744
Operating expenses: ........ccccocvveeenns

Technology and development!™ ... 53,797 42,532 34,588

MArKEHNG™ coovoveeeeieeieeeceees s 44,061 32,251 28,571

General and administrative™ ............ocovovooeoeeeeeeeeeeeeeeeeen 65,500 53,009 42,369

Total operating EXPENSES ........cccoeiiriiiiiiiir e 163,358 127,792 105,528

Loss from operations .. (43,934) (15,972) (22,784)
INEErESt INCOME .o 5,416 882 173
INtErest EXPENSE ...ovvoviiiice e (3,681) — —
Other INCOME, NEBT . .neeieeiie ettt et e e et e et ee e eneeeas 221 88 85
NEE IOSS oveurieiietieiieete ettt ettt ettt et e et e et e te et e ete e s e eseeneesreeneeeaeaseas $ (41,978) $ (15,002) $ (22,526)

(1) Includes stock-based compensation as follows:

Year Ended December 31,

2018 2017 2016
(in thousands)
COSt Of TEVENUE ..ottt $ 5567 $ 2902 $ 2,266
Technology and development ...........ccooviiiiiiiiiiiiccc 7,576 3,325 2,383
MAFKELING .oveieieiiiii e 662 487 469
General and administrative ......ooooveeeieeiiee i 6,633 4,387 3,295
o)1= USSR T PRSPPI $ 20,438 $ 11,101 $ 8,413

Year Ended December 31,

2018 2017 2016
(as a percentage of revenue)

REVEINUE .-eevvieiitete ettt sttt ettt sttt 100.0 % 100.0 % 100.0 %
COSt O FEVENUE!™ ..ot et 755 69.8 69.0
GrOSS PrOFIt +eveeeeeiieiirte ittt 245 30.2 31.0
Operating EXPENSES: ...uvciuriiiiiiriiiiie i

Technology and development™ ..o 11.0 11.6 12.9

MArKEHNG!™ ovovieiieieeeeee et 9.0 8.7 10.7

General and administrative'"’ . 13.5 14.3 15.9

Total operating EXPENSES .......covevveuieiiiiiiiiceeecee e 33.5 34.6 39.5

L0oSS from Operations ..........cccceeiiiiriiciiiiii i (9.0) (4.4) (8.5)
INtErest INCOME ...vviviiiiiic 1.1 0.3 0.1
INterest EXPENSE ....cooviiiiiiiiiie s (0.8) — —
Other income, net .... — — —
NEEIOSS -euvverirteiiteie ettt sttt (8.7)% (4.1)% (8.4)%

(1) Includes stock-based compensation as follows:
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Year Ended December 31,

2018 2017 2016
(as a percentage of revenue)
COSt Of FEVEBNUE -.nviiiiiiiie ettt 1.1% 0.8% 0.8%
Technology and development ...........ccccceiiiriiiniciinc i 1.6 0.9 0.9
MEFKEEING -t 0.1 0.1 0.2
General and administrative 1.4 1.2 1.2
o] ¢=1 IR U PSPPSR 4.2% 3.0% 3.1%

Comparison of the Years Ended December 31, 2018 and 2017

Revenue

Year Ended December 31, Change
2018 2017 Dollars Percentage
(in thousands, except percentages)

Real estate services revenue

BroKerage reVenuUe ..........ccoeoveeeeeenenrennenneneens $ 406,293 $ 330,372  $ 75,921 23%
Partner revenue ........c.ccceevieeeniiieeiiee e 25,875 21,198 4,677 22
Total real estate services revenue..................... 432,168 351,570 80,598 23
Properties revenue ...........cccooieeiiniiiiicciecn 44,993 10,491 34,502 329
Other revenue .......oooooveeiieiiiieeeeeeeeeeeeeeeeeeeeeeeeeees 9,882 7,975 1,907 24
Intercompany elimination ..., (123) — (123)
Total FEVENUE «.eceveeeeveecee e $ 486,920 $ 370,036 $ 116,884 32

Percentage of revenue
Real estate services revenue

Brokerage .......ccoceoveieieiiiiiiicice e 83.4 % 89.3%
Partner revenue ..........ccccooooiiiiiiiiie e 53 5.7
Total real estate services revenue..................... 88.7 95.0
Properties revenue .........c.cooevveiiiiciiiicnicseies 9.3 2.8
Other revenue ..........ccccceiieiiiiiiiiccieceee 2.0 2.2

Intercompany elimination ..........c.cccooeiiieiiiicne, 0.0 % 0.0%

Total revenue ........cccceeeiiiiiiiiiiicceee e 100.0 % 100.0%

In 2018, revenue increased by $116.9 million, or 32%, as compared with 2017. Brokerage revenue
represented $75.9 million, or 65%, of the increase. Brokerage revenue grew 23% during the period, driven
by a 23% increase in brokerage real estate transactions and a 0.3% increase in real estate services
revenue per brokerage transaction. The increase in brokerage transactions was attributable to higher levels
of customer awareness of Redfin and increasing customer demand for Redfin services. Properties revenue
grew $34.5 million, or 329%, as compared with 2017, driven by greater market presence and consumer
awareness of RedfinNow, which resulted in a 267% increase in the number of properties sold. Other
revenue increased $1.9 million, or 24%, as compared with 2017.

Cost of Revenue and Gross Margin
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Year Ended December 31, Change
2018 2017 Dollars Percentage
(in thousands, except percentages)

Cost of revenue

Real estate Services .......ccoccceveereeiieeneenieennen. $ 309,069 $ 237,832 $ 71,237 30 %
Properties ......ccooverereereneeieseeeseee e 46,613 10,384 36,229 349
(0] 17 S 11,937 10,000 1,937 19
Intercompany elimination ............c.ccocoeiin (123) — (123) N/A
Total cost of revenue......cccoveeeeeeeeccvieeneeeenn. $ 367,496 $ 258,216 $ 109,280 42

Gross profit

Real estate Services .....coccovvveveeiveecieecieeereeenen, $ 123,099 $ 113,738 $ 9,361 8 %

PrOPEIHIES -....oooevvveesoeesveeeeseesesessessoss s (1,620) 107 (1,727) N/A

OHhET v (2,055) (2,025) (30) 1)
Total gross Profit .........cceeeeevvieicnicceciesciens $ 119,424 $ 111,820 $ 7,604 7

Gross margin (percentage of revenue)

Real estate services .........cccooeviiiiiiiiicicn, 285 % 324 %
Properties .......ccoovveviiiiiiiicic (3.6)% 1.0 %
OthEr ..o (20.8)% (25.4)%

Total gross margin ......ccooeeeveeieicnicicienn, 245 % 30.2 %

In 2018, total cost of revenue increased by $109.3 million, or 42%, as compared with 2017. This
increase in cost of revenue was primarily attributable to a $34.8 million increase in personnel costs and
stock-based compensation due to increased lead agent and related support-staff headcount, a $32.6 million
increase in the cost of homes purchased through properties, a $17.9 million increase in transaction
bonuses, and a $12.6 million increase in home-touring and field costs.

Total gross margin decreased 570 basis points for 2018 as compared with 2017, driven primarily
by a decrease in real estate services gross margin and the growth of our properties business.

In 2018, real estate services gross margin decreased 390 basis points as compared with 2017.
This was primarily attributable to a 210 basis-point increase in personnel costs and stock-based
compensation, a 60 basis-point increase in transaction bonuses, a 60 basis-point increase in home-
touring and field costs, a 30 basis-point increase in operating costs, and a 25 basis-point increase in
listing expenses, each as a percentage of revenue.

In 2018, we decreased the number of customers introduced to our lead agents as compared with
2017, but did not see improvement in customer close rate. That change resulted in us hiring more lead
agents, which contributed significantly to the 210 basis-point increase in personnel costs and stock-
based compensation from 2017 to 2018. In 2019, we plan to increase the number of customers
introduced to our lead agents to slightly above 2017 levels.

In 2018, properties gross margin decreased 460 basis points as compared with 2017. This was
primarily attributable to a 280 basis-point increase in the cost of homes purchased, a 110 basis-point
increase in personnel costs and stock-based compensation, and a 70 basis-point increase in transaction
bonuses, each as a percentage of revenue.

In 2018, other gross margin increased 460 basis points as compared with 2017. This was
primarily attributable to a 230 basis-point decrease in operating expenses, a 170 basis-point decrease in
depreciation and amortization, and a 90 basis-point decrease in office and occupancy expenses, each as
a percentage of revenue. This was partially offset by a 50 basis-point increase in personnel costs and
stock-based compensation.
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Operating Expenses

Year Ended December 31, Change
2018 2017 Dollars Percentage
(in thousands, except percentages)

Technology and development...........cccoceieeiinee. $ 53,797 $ 42532 % 11,265 26%
MArKEtING -..cveeeeeeeiereeeiecee et 44,061 32,251 11,810 37
General and administrative .......cccooecvveeeeeeeviiiieeenn. 65,500 53,009 12,491 24

Total operating EXPenses ..........ccocvvviciieiiinnns $ 163,358 $ 127,792  $ 35,566 28
Percentage of revenue
Technology and development ... 11.0% 11.6%
Marketing ...cooeeoeeiiriiiiice 9.0 8.7
General and administrative ..........ccccoooeviiieninenn. 13.5 14.3

Total operating eXpenses ..........coccoceevviiniieninns 33.5% 34.6%

In 2018, technology and development expenses increased by $11.3 million, or 26%, as compared
with 2017. The increase was primarily attributable to a $10.3 million increase in personnel costs and stock-
based compensation due to increased headcount and a $1.4 million increase in outside services including
cloud-based technology. These expenses were related to improving real estate services operations, and
building new capabilities for Redfin Mortgage and properties.

In 2018, marketing expenses increased by $11.8 million, or 37%, as compared with 2017. The
increase was primarily attributable to an $11.1 million increase in marketing media costs as we expanded
advertising.

In 2018, general and administrative expenses increased by $12.5 million, or 24%, as compared
with 2017. The increase was attributable to an $8.1 million increase in personnel costs and stock-based
compensation, largely the result of increases in headcount to support continued growth, and a $3.2 million
increase in outside services expenses, driven by public-company compliance requirements, including the
design, implementation, and assessment of the operating effectiveness of internal control over our financial
reporting and related audit.

Comparison of the Years Ended December 31, 2017 and 2016

Revenue

Year Ended December 31, Change
2017 2016 Dollars Percentage
(in thousands, except percentages)

Real estate services revenue

Brokerage revenue ..........ccccooceeeeieieiiciicsieiee $ 330,372 $ 244,079 $ 86,293 35%
Partner revenue .......occceveeeveeiiiiiiiieee e 21,198 16,304 4,894 30
Total real estate services revenue..................... 351,570 260,383 91,187 35

Properties revenue ...........cccocceeiiiiiciiienieceeen 10,491 — 10,491 N/A
Other rEVENUE -...eeieiiieieiiie et 7,975 6,813 1,162 17
Total FEVENUE -veveeeereieeeeeeee e $ 370,036 $ 267,196 $ 102,840 38

Percentage of revenue

Real estate services revenue

Brokerage revenue ...........cocoeiieiiiiiiiccicie 89.3% 91.4%
Partner revenue ..........cccccoociiiiiiiiiiin 5.7 6.1
Total real estate services revenue.................... 95.0 97.5
Properties revenue .........c.cococeiiiiiiicii, 2.8 —
Other rEVENUE ....evveeeeeeeeeeeeeeee e 2.2 2.5

Total FEVENUE ...cevveeeiiieeieeeeee e 100.0% 100.0%
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In 2017, revenue increased by $102.8 million, or 38%, as compared with 2016. Brokerage revenue
represented $86.3 million, or 84%, of the increase. Brokerage revenue grew 35% during the period, driven
by a 35% increase in brokerage real estate transactions and offset by a 0.1% decrease in real estate
services revenue per brokerage transaction. The increase in brokerage transactions was attributable to
higher levels of customer awareness of Redfin and increasing customer demand for Redfin services.
Properties revenue increased $10.5 million as compared with 2016, as there was no properties revenue in
2016. Other revenue increased $1.2 million.

Cost of Revenue and Gross Margin

Year Ended December 31, Change
2017 2016 Dollars Percentage
(in thousands, except percentages)

Cost of revenue

Real estate services .........ccoccevciiiiiiiiiiiincinn, $ 237,832 $ 176,408 $ 61,424 35%

Properties ......cocoevveriiiiiie 10,384 — 10,384 N/A

(010 1=1 ST SRS PUR 10,000 8,044 1,956 24
Total cost of revenue.........ccceevveeieciiceciene $ 258,216 $ 184,452 $ 73,764 40

Gross profit

Real estate services ..........cccccoeveiiiiiiiiiciennn. $ 113,738 $ 83,975 $ 29,763 35%

Properties ... 107 — 107 N/A

(0] 1 1= SRS (2,025) (1,231) (794) (65)
Total gross profit .......cccceeveieniiiciiiicien. $ 111,820 $ 82,744 $ 29,076 35

Gross margin (percentage of revenue)

Real estate services .........ccovvviiiiiiiiiininnn, 324 % 323 %
Properties ... 1.0 % N/A
(0] 1 1= SRS (25.4)% (18.1)%

Total gross margin .......ccceeveeveeiiecicccecnne, 30.2 % 31.0 %

In 2017, total cost of revenue increased by $73.8 million, or 40%, as compared with 2016. This
increase in cost of revenue was primarily attributable to a $27.1 million increase in personnel costs and
stock-based compensation due to increased lead agent and related support-staff headcount, a $15.6 million
increase in transaction bonuses, an $11.9 million increase in home-touring and field costs and a $9.5 million
increase in the cost of homes purchased through properties.

Total gross margin decreased 75 basis points for 2017 as compared with 2016, primarily driven
by the launch of the properties business in 2017.

In 2017, real estate services gross margin increased 10 basis points as compared with 2016.
This was primarily attributable to a 38 basis-point decrease in transaction bonuses, a 12 basis-point
decrease in operating expenses, and a 10 basis-point decrease in personnel costs and stock-based
compensation, each as a percentage of revenue. This was partially offset by a 29 basis-point increase in
office and occupancy expenses and a 23 basis-point increase in home-touring and field costs, each as a
percentage of revenue.

In 2017, other gross margin decreased 730 basis points as compared with 2016. The decrease
was primarily attributable to a 520 basis-point increase in depreciation and amortization, and a 190
basis-point increase in operating costs associated with the launch of our mortgage business.

Operating Expenses
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Year Ended December 31, Change

2017 2016 Dollars Percentage
(in thousands, except percentages)

Technology and development...........ccccceveeiinnene. $ 42,532  $ 34588 $ 7,944 23%
MArKELING ..vevveeeeeeereereeeieeee et 32,251 28,571 3,680 13
General and administrative ...........cccocoeeeiieiiennnne, 53,009 42,369 10,640 25

Total operating EXPenses ..........ccccvveiieiiciiininae $ 127,792  $ 105,528 $ 22,264 21
Percentage of revenue
Technology and development.............ccoooininnnn 11.6% 12.9%
Marketing .o.ooeeeeeeeeieeeee 8.7 10.7
General and administrative ...........ccccccoeeiiininnee. 14.3 15.9

Total operating eXpenses ..........cccoceeviiiieniiniens 34.6% 39.5%

In 2017, technology and development expenses increased by $7.9 million, or 23%, as compared
with 2016. The increase was primarily attributable to a $7.1 million increase in personnel costs and stock-
based compensation due to increased headcount and a $0.5 million increase in outside services including
cloud-based technology.

In 2017, marketing expenses increased by $3.7 million, or 13%, as compared with 2016. The
increase was primarily attributable to a $3.7 million increase in marketing media costs as we expanded
advertising. Personnel costs and stock-based compensation were flat as compared with 2016.

In 2017, general and administrative expenses increased by $10.6 million, or 25%, as compared
with 2016. The increase was attributable to a $6.4 million increase in personnel costs and stock-based
compensation, largely the result of increases in headcount to support continued growth, a $1.6 million
increase in outside services expenses, and a $1.5 million increase in occupancy and office expenses.
Included in the 2016 expenses is $1.8 million related to the proposed settlement of three lawsuits.

Quarterly Results of Operations and Key Business Metrics

The following tables set forth our unaudited quarterly statements of operations data for the most
recent eight quarters, as well as the percentage that each line item represents of our revenue for each
quarter presented. The information for each quarter has been prepared on a basis consistent with our
audited consolidated financial statements included in Item 8 of this Annual Report on Form 10-K, and
reflect, in the opinion of management, all adjustments of a normal, recurring nature that are necessary for a
fair presentation of the financial information contained in those statements. The following quarterly financial
data should be read in conjunction with our audited consolidated financial statements included in ltem 8 of
this Annual Report on Form 10-K.

Quarterly Results
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Three Months Ended

Dec. 31, Sep.30, June30, Mar.31, Dec.31, Sep.30, June30, Mar 31,

2018 2018 2018 2018 2017 2017 2017 2017
ReVENUE ....covvrrevn . $124129  $140,255 $142,642 $ 79,893 $ 95754 $109,479 $104,935 $ 59,868
Cost of revenue! ........ccoevveruernnn. 97,920 97,950 97,429 74,197 66,583 70,166 67,975 53,492
GIOSS PrOfit.eeveeveereerresiersersereessenias 26,209 42,305 45,213 5,696 29,171 39,313 36,960 6,376
Operating expenses:

Technology and development™. 13,692 14,310 13,033 12,762 11,287 11,483 10,090 9,672
Marketing™ .....cvvrierinireienns 8,054 8,236 14,435 13,336 6,072 5,588 10,132 10,459
General and administrative ... 16,969 16,470 15,288 16,772 14,181 11,995 12,466 14,367
TOtAl v 38,715 39,016 42,756 42,870 31,540 29,066 32,688 34,498
Income (loss) from operations ........ (12,506) 3,289 2,457  (37,174)  (2,369) 10,247 4272  (28,122)
Interest iNCOME .....vvvvveeereeeeeeenn. 2,334 1,775 729 577 495 311 32 43
Interest expense ..., (2,071) (1,610) — — — — — —
Other income, Net ......cccceecvveeinneenn. 21 21 21 158 76 — — 13

Net income (loss) $(36,439) $ (1,798) $ 10,558 $ 4,304 $ (28,066)

(1) Includes stock-based compensation as follows:

Three Months Ended

Dec. 31, Sep.30, June 30, Mar. 31, Dec. 31, Sep.30, June30, Mar. 31,

2018 2018 2018 2018 2017 2017 2017 2017
Cost of revenue ........ccoceevvercieennn. $ 1506 $ 1370 $ 1,392 $§ 1300 $ 774§ 715 $ 699 $ 714
Technology and development......... 2,241 2,135 1,726 1,473 1,024 819 751 731
Marketing ........coceeeveiiiniiiinn, 231 155 157 119 124 121 123 119
General and administrative............. 1,988 1,838 1,503 1,304 1,151 1,054 1,065 1,117
Total ceeeeveeeee e $ 596 $ 5498 $ 4778 $ 419 $ 3,073 $§ 2,709 $ 2638 $ 2,681

Three Months Ended

Dec. 31, Sep.30, June 30, Mar. 31, Dec. 31, Sep.30, June30, Mar. 31,

2018 2018 2018 2018 2017 2017 2017 2017
(as a percentage of revenue)
REVENUE <o 100.0 %  100.0%  100.0% 100.0% 100.0%  100.0%  100.0%  100.0 %
Cost of revenue!" .......cccooveviveinnn. 78.9 69.8 68.3 92.9 69.5 64.1 64.8 89.3
Gross profit ......ccceeeeeeiieiciiine 211 30.2 317 71 30.5 35.9 35.2 10.7
Operating expenses
Technology and development®.  11.0 10.2 9.1 16.0 11.8 10.5 9.6 16.2
Marketing™ ......oocoverrnrnineens 6.5 5.9 10.1 16.7 6.3 5.1 9.7 17.5
General and administrative .... 13.7 11.7 10.7 21.0 14.9 11.0 11.8 24.0
TOtAl e 31.2 27.8 29.9 53.7 33.0 26.6 31.1 57.7
Income (loss) from operations ........ (10.1) 24 1.8 (46.6) (2.5) 9.3 4.1 (47.0)
Interest iNCOME ...cooovveveiiiiiiiieee 1.9 1.3 0.5 0.7 0.5 0.3 — 0.1
Interest eXpense ...........covvveiiieninns (1.7) (1.1) — — — — — —
Other income, Net ......cccceeeveeenneenn. — — — 0.2 0.1 — — _
Net income (I0SS) «vvvevvverererinnan. (9.9)% 2.6% 23%  (45.7)% (1.9)% 9.6% 41%  (46.9)%

(1) Includes stock-based compensation as follows:
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Three Months Ended

Dec. 31, Sep. 30, June30, Mar.31, Dec. 31, Sep. 30, June 30, Mar. 31,

2018 2018 2018 2018 2017 2017 2017 2017
Cost of revenue .......cccecveeveeeiieennnn. 1.2% 1.0% 1.0% 1.6% 0.8% 0.7% 0.7% 1.2%
Technology and development......... 1.8 1.5 1.2 1.9 1.1 0.7 0.7 1.2
Marketing ........ccoceeeieniininicien, 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.2
General and administrative............. 1.6 1.3 1.1 1.7 1.2 1.0 1.0 1.9
Total cooeeeeeiieeieeeeee. 4.8% 3.9% 3.4% 5.3% 3.2% 2.5% 2.5% 4.5%

Revenue for the periods above has followed a seasonal pattern largely consistent with the
residential real estate industry. Accordingly, revenue in 2018 and 2017 increased sequentially from the first
quarter to the second quarter. In 2018, revenue declined sequentially by 2% from the second quarter to the
third quarter (in contrast to a 4% increase for the same period in 2017), we believe as the result of less
favorable market conditions compared the same period in the prior year. Revenue in the fourth quarters of
2018 and 2017 declined sequentially.

Cost of revenue has also reflected seasonality. Cost of revenue in 2018 and 2017 increased
sequentially from the first quarter through the third quarter. In the fourth quarters of 2018 and 2017, the cost
of revenue declined sequentially due to lower real estate services transaction volume. In 2018, the
sequential cost of revenue decline was less in the fourth quarter when compared to 2017 because of
increased revenue, and a related increase to cost of revenue, from our properties business.

Technology and development expenses are influenced period to period by the timing of
development project expenses, including the additional use of contract software developers as well as the
utilization of interns, who typically work with the company during the third quarter. Marketing expenses are
influenced by seasonal factors and the timing of advertising campaigns. We have historically spent more on
advertising during the first half of the year than the second half of the year.

Quarterly Key Business Metrics

Dec. 31, Sep. 30, June 30, Mar. 31, Dec. 31, Sep. 30, June 30, Mar. 31,
2018 2018 2018 2018 2017 2017 2017 2017
Monthly average visitors (in thousands).... 25,212 29,236 28,777 25,820 21,377 24,518 24,400 20,162
Real estate services transactions..............
Brokerage ........ccceveeeieeneieaeee e 9,822 12,876 12,971 7,285 8,598 10,527 10,221 5,692
Partner.......ccoovieiiiiie e 2,749 3,333 3,289 2,237 2,739 3,101 2,874 2,041
TOtal.eeii e 12,571 16,209 16,260 9,522 11,337 13,628 13,095 7,733
Real estate services revenue per
transaction
Brokerage ........c.coeeeeviiieienineeenen $ 9,569 $ 9,227 $ 9,510 $ 9,628 $ 9,659 $ 9,289 $ 9,301 $ 9,570
Partner........cocoovieieineneseee e 2,232 2,237 2,281 2,137 2,056 1,960 1,945 1,911
AGGregate .......oeceveiincieieeeee $ 7,964 $ 7,790 $ 8,048 $ 7,869 $ 7,822 $ 7,621 $ 7,687 $ 7,548
?&%ﬁgﬁ:tﬁaﬁ'ggi‘ﬂg%ﬁgﬁﬁéﬁgff _________ $ 5,825 $ 7,653 $ 7,910 $ 4,424 $ 5,350 $ 6,341 $ 6,119 $ 3470
U.S. market share by value ....................... 0.81% 0.85% 0.83% 0.73% 0.71% 0.71% 0.64% 0.58%
Revenue from top-10 Redfin markets as a
percentage of real
estate services revenue...........cococeeeiienne. 66% 66% 68% 66% 69% 69% 69% 68%
Average number of lead agents................. 1,419 1,397 1,415 1,327 1,118 1,028 1,010 935

Similar to our revenue, monthly average visitors to our website and mobile application has typically
followed a seasonal pattern, increasing sequentially in 2018 and 2017 from the first quarter through the third
quarter. Monthly average visitors declined sequentially during the fourth quarters of 2018 and 2017
following seasonality.
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U.S. market share by value declined sequentially from the third quarter of 2018 to the fourth quarter
of 2018.

Liquidity and Capital Resources

As of December 31, 2018, we had cash and cash equivalents of $432.6 million, which consist of
cash on deposit with financial institutions and money market funds.

On July 23, 2018, we completed follow-on public offerings of 4,836,336 shares of our common
stock and $143,750,000 aggregate principal amount of our convertible senior notes. We received
approximately $107.6 million in proceeds from the common stock offering and approximately $139.0 million
in proceeds from the convertible senior notes offering, in each case after deducting underwriting discounts
and other issuance costs. The convertible senior notes mature on July 15, 2023, unless earlier
repurchased, redeemed or converted. Interest is payable in arrears on January 15 and July 15 of each year,
commencing on January 15, 2019.

We believe that our existing cash and cash equivalents, together with cash to be generated from
future operations, will provide sufficient liquidity to meet our operational needs and fulfill our debt
obligations. However, our liquidity assumptions may change or prove to be incorrect, and we could exhaust
our available financial resources sooner than we currently expect. As a result, we may elect to raise
additional funds at any time through equity, equity-linked, or debt financing arrangements. We cannot
assure you that any additional financing will be available to us on acceptable terms or at all.

Cash Flows

The following table summarizes our cash flows for the periods indicated:

Year Ended December 31,

2018 2017 2016
(in thousands)
Net cash provided by (used in) operating activities ............ccccccoeeieiinns $ (36,702) $ 5355 $ (9,352)
Net cash used in investing activities ..........cccovviininiiic (10,303) (10,364) (13,567)
Net cash provided by financing activities ...........ccccoveeiiiiniiiinii, $ 273,402 $ 149,822 $ 1,744

Net Cash Provided By (Used In) Operating Activities

Our operating cash flows result primarily from cash received from our real estate services and sales
of homes from our properties business. Our primary uses of cash from operating activities include payments
for personnel-related costs, including employee benefits and bonus programs, marketing and advertising
activities, purchases of homes for our properties business, and outside services costs. Additionally, our
mortgage business generates a significant amount operating cash flow activity from the origination and sale
of loans held for sale, but which have resulted in a net immaterial impact to our cash provided by or used in
operating activities.

Net cash used in operating activities was $36.7 million for the year ended December 31, 2018,
primarily attributable to a net loss of $42.0 million, offset by $28.9 million of non-cash items related to stock-
based compensation, depreciation and amortization expenses, and amortization of debt discounts and
issuances costs. Changes in assets and liabilities increased cash used in operating activities by $26.2
million driven primarily by an increase of $19.3 million in inventory related to our properties business. This
was partially offset by a $4.2 million increase in accrued liabilities due primarily to $3.3 million of payroll
liabilities.

Net cash provided by operating activities in 2017 consisted of $15.0 million of net losses, an $18.3
million positive impact from non-cash items related stock based compensation and depreciation and
amortization expenses, an $8.4 million reduction in miscellaneous receivables when the landlord for our
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Seattle headquarters office reimbursed us for tenant improvements, and a $4.9 million net increase in
accrued expenses and accounts payable due to the timing of when amounts came due. These benefits
were partially offset by a $4.2 million increase in prepaid expenses, the introduction of $3.4 million in home
purchases from testing our properties business, a $2.7 million increase in accrued revenue due to the
collection and timing of real estate services transactions that had closed, and $1.9 million in mortgage loans
funded but not yet sold.

Net cash used in operating activities in 2016 consisted of $22.5 million of net losses, a $14.7 million
positive impact from non-cash items, a $7.2 million net increase in accrued expenses and accounts payable
due to the timing of when amounts came due, and a $2.2 million decrease in prepaid expenses. These
benefits were partially offset by a $6.0 million increase in other long-term assets, including a $5.4 million
deposit with the landlord for our new Seattle headquarters office space. We also incurred a $5.0 million
increase in accrued revenue due to the collection and timing of real estate services transactions that closed.

Net Cash Used In Investing Activities

Our primary investing activities include the purchase of property and equipment, primarily related to
capitalized software development expenses and leasehold improvements and the purchase and sale or
maturity of short-term investments.

Net cash used in investing activities was $10.3 million for the year ended December 31, 2018,
primarily attributable to $8.3 million of purchases of property and equipment, related to $5.3 million of
capitalized software development expenses and $1.2 million of leasehold improvements, and a $2.0 million
equity investment.

Net cash used in investing activities in 2017 consisted of $12.1 million of fixed asset purchases,
including $6.5 million of leasehold improvements, equipment and furnishings for our new Seattle
headquarters office space and $4.4 million of capitalized software development expenses. This was
partially offset by a net $1.8 million from the sale and maturity of short-term investments as we liquidated all
our short-term investments by the end of 2017.

Net cash used in investing activities in 2016 consisted of $13.6 million of fixed asset purchases,
including $8.0 million of construction in progress for our new Seattle headquarters office space and $3.2
million of capitalized software development expenses.

Net Cash Provided By Financing Activities

Our primary financing activities have come from our initial public offering in August 2017, our follow-
on offerings of common stock and convertible senior notes in July 2018, and the exercise of stock options.
Additionally, our mortgage business generates a significant amount financing cash flow activity due to
borrowings from and repayments to our warehouse credit facilities, but which have resulted in a net
immaterial impact to our cash provided by financing activities.

Net cash provided by financing activities was $273.4 million for the year ended December 31, 2018,
primarily attributable to net proceeds from our follow-on offerings of common stock and convertible senior
notes. The net proceeds consisted of $107.6 million from the issuance of common stock and $139.0 million
from the issuance of notes.

Net cash provided by financing activities in 2017 primarily consisted of $144.5 million in net
proceeds from our initial public offering, $3.0 million in proceeds from the exercise of stock options and $2.0
million in net borrowing from our warehouse credit facilities for mortgage origination.

Net cash provided by financing activities in 2016 primarily consisted of $1.5 million in proceeds from
the exercise of stock options.

Contractual Obligations
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Contractual obligations are cash amounts that we are obligated to pay as part of certain contracts
that we have entered into during the normal course of business. Below is a table that shows our contractual
obligations as of December 31, 2018:

Payments Due by Period

Less than 1 More Than 5
Total Year 1-3 Years 3-5 Years Years

(in thousands)

Convertible senior notes................. $ 143,750 $ — $ — 3 143,750 $ —
Interest on convertible senior notes 12,522 2,460 5,031 5,031 —
Operating 1eases .........ccccccueeveeune 70,493 10,960 31,167 20,447 7,919
Purchase obligations ...................... 11,258 7,056 4,202 — —

L] | I $ 238,023 $ 20,476 $ 40,400 $ 169,228 $ 7,919

We issued $143,750,000 aggregate principal amount of convertible senior notes in July 2018. The
notes mature in July 2023. The notes bear interest at a fixed rate of 1.75% per year, payable semi-annually
in arrears on January 15 and July 15, commencing on January 15, 2019. Payment of the principal amount
of the notes and any accrued and unpaid interest may be accelerated as a result of an "event of default" or
"fundamental change", each as defined in the indenture governing the notes.

Our operating lease include direct lease obligations, excluding any taxes, insurance and other
related expenses.

Our purchase obligations primarily relate to the noncancelable portion of commitments related to
our network infrastructure, our annual employee meeting, and homes that we are under contract to
purchase. We do not include in the table above obligations under contracts that we can cancel without
significant penalty.

Critical Accounting Policies and Estimates

Discussion and analysis of our financial condition and results of operations are based on our
financial statements, which have been prepared in accordance with generally accepted accounting
principles in the United States of America, or GAAP. The preparation of these financial statements requires
us to make estimates and judgments that affect the reported amounts of assets and liabilities and related
disclosure of contingent assets and liabilities, revenue, and expenses at the date of the financial
statements. Generally, we base our estimates on historical experience and on various other assumptions in
accordance with GAAP that we believe to be reasonable under the circumstances. Actual results may differ
from these estimates under different assumptions or conditions.

Critical accounting policies and estimates are those that we consider the most important to the
portrayal of our financial condition and results of operations because they require our most difficult,
subjective, or complex judgments, often as a result of the need to make estimates about the effect of
matters that are inherently uncertain. Our critical accounting policies and estimates are described in Note 1
to our consolidated financial statements included in Item 8 of this Annual Report on Form 10-K.

Revenue Recognition

Revenue primarily consists of commissions and fees charged on each real estate services
transaction completed by us or our partner agents. We recognize commission-based brokerage revenue
upon closing of a real estate services transaction, net of any commission refund, closing-cost adjustment,
commission discount or transaction fee adjustment. Partner revenue consists of fees earned by referring
customers to partner agents. Partner revenue is earned and recognized when partner agents close a
referred transaction, net of any refund provided to customers. Properties revenue is earned from selling
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previously purchased homes. Properties revenue is recorded at closing on a gross basis, representing the
sales price of the home. Fees and revenue from other services are recognized when the service is
provided.

For both real estate services and properties, our contracts with customers contain a single
performance obligation that is recognized upon a transaction closing. We have utilized the practical
expedient in Accounting Standards Codification 606 and elected not to capitalize contract costs for
contracts with customers with durations less than one year. We do not have significant remaining
performance obligations or contract balances.

See Note 1 to our consolidated financial statements included in ltem 8 of this Annual Report on
Form 10-K for further discussion of our revenue recognition policy.

Inventory

Our inventory represents residential properties purchased with the intent of resale. Residential
properties are stated at cost, which includes direct property acquisition costs and improvement costs,
tracked on a specific identified basis. When evidence exists where the net realizable value of a residential
property is lower than its cost, the difference is recognized as a loss in the period in which it occurs. In
determining net realizable value, management must use significant judgment and estimates, including
impact of time on market, assessment of a current listing or pending offer price if either are available,
comparable property sales, and value any improvements made to the property. If a property's estimated
market value is less than the inventory cost, the property is written down to net realizable value. While no
significant adjustments were required to our residential property inventory as of and for the year ended
December 31, 2018, material adjustments may be required in the future.

See Note 5 to our consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K for a breakdown of our inventory categories and summary of any net realizable write-downs.

Stock-based Compensation

We account for stock-based compensation by measuring and recognizing as compensation
expense the fair value of all share-based payment awards made to employees, including employee stock
options, restricted stock unit awards, performance stock unit awards, and employee stock purchases
related to the 2017 Employee Stock Purchase Plan, or ESPP, based on estimated grant date fair values.
We recognize stock-based compensation expense over the requisite service period on a straight-line basis.
We use the Black-Scholes-Merton option-pricing model to determine the fair value for stock options and
stock related to the ESPP.

Determining the fair value of stock options and stock related to the ESPP at the grant date is
complex and subjective and requires significant judgment. In valuing our stock options and stock related to
the ESPP we make assumptions about expected life, stock price volatility, risk-free interest rates and
expected dividends. In addition, prior to our initial public offering, we made assumptions about the fair value
of our common stock and, through December 31, 2016, we made assumptions about estimated forfeiture
rates. Beginning on January 1, 2017, we elected to account for forfeitures as they occur.

We stopped granting stock options after our initial public offering in August of 2017 and began
granting restricted stock unit awards and performance stock unit awards where we use the market value of
our common stock, valued by reference to the closing price of our common stock as reported on The
Nasdaq Global Select Market on the date of grant to determine the fair value of the award.

See "Stock-based Compensation" under Note 1 to our consolidated financial statements included in
Item 8 of this Annual Report on Form 10-K for further description regarding our assumptions utilized in the
Black-Scholes-Merton option-pricing model.

Convertible Senior Notes
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On July 23, 2018, we issued $143,750,000 aggregate principal amount of convertible senior notes,
which mature on July 15, 2023, unless earlier repurchased, redeemed or converted. Conversion of the
notes can be settled by paying or delivering, as the case may be, cash, shares of our common stock, or a
combination of cash and shares of our common stock, at our election. We currently have the ability, and
intent, to settle any conversions solely in cash and will continue to assess both conditions during each
reporting period. Changes to our assumptions to settle in cash could result in an impact, through the
consideration of the conversion feature in the notes to our common stock, in the calculation of our diluted
earnings per share.

In accounting for the issuance of the notes, GAAP required us to separately value the notes
excluding the conversion feature (liability component), with the residual attributed to the conversion feature
(equity component). The carrying amount of the liability component was determined by measuring the fair
value of a similar liability that does not have an associated convertible feature. Significant estimates and
judgment was used to estimate the fair value of the liability component such as our credit rating, stock price
volatility, and selection of valuation model.

See Note 16 to our consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K for further description of our notes.

Recent Accounting Standards

For information on recent accounting standards, see Note 1 to our consolidated financial
statements included in Item 8 of this Annual Report on Form 10-K.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements as defined in Item 303(a)(4) of Regulation S-K.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The principal market risk we face is interest rate risk. We had cash and cash equivalents of $432.6
million as of December 31, 2018 and $208.3 million as of December 31, 2017. The goals of our investment
policy are liquidity and capital preservation. We do not enter into investments for trading or speculative
purposes. Our investment policy allows us to maintain a portfolio of cash equivalents and investments in a
variety of securities, including U.S. government treasury and agency issues, bank certificates of deposit that
are 100% Federal Deposit Insurance Corporation insured, and money market funds registered with the U.S.
Securities and Exchange Commission that consist of a minimum of $1 billion in assets and meet the above
requirements. We believe that we do not have any material exposure to changes in the fair value of these
assets as a result of changes in interest rates due to the short term nature of our cash and cash
equivalents. Declines in interest rates, however, would reduce future investment income.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and the Board of Directors of Redfin Corporation
Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Redfin Corporation and subsidiaries
(the "Company") as of December 31, 2018 and 2017, the related consolidated statements of operations,
changes in redeemable convertible preferred stock and stockholders’ equity/(deficit), and cash flows, for
each of the three years in the period ended December 31, 2018, and the related notes (collectively referred
to as the "financial statements"). In our opinion, the financial statements present fairly, in all material
respects, the financial position of the Company as of December 31, 2018 and 2017, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2018, in
conformity with accounting principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States) (PCAOB), the Company's internal control over financial reporting as of December 31,
2018, based on criteria established in Internal Control - Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 14,
2019, expressed an unqualified opinion on the Company's internal control over financial reporting.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on the Company's financial statements based on our audits. We are a public accounting
firm registered with the PCAOB and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities
and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement, whether due to error or fraud. Our audits included performing procedures to
assess the risks of material misstatement of the financial statements, whether due to error or fraud, and
performing procedures that respond to those risks. Such procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in the financial statements. Our audits also included
evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audits provide a
reasonable basis for our opinion.

/s/ Deloitte & Touche LLP
Seattle, Washington
February 14, 2019

We have served as the Company's auditor since 2013.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and the Board of Directors of Redfin Corporation
Opinion on Internal Control over Financial Reporting

We have audited the internal control over financial reporting of Redfin Corporation and subsidiaries (the
“Company”) as of December 31, 2018, based on criteria established in Internal Control - Integrated
Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). In our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2018, based on criteria established in Internal Control - Integrated
Framework (2013) issued by COSO.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States) (PCAOB), the consolidated financial statements as of and for the year ended
December 31, 2018, of the Company and our report dated February 14, 2019, expressed an unqualified
opinion on those financial statements.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal control over financial reporting based on our audit. We are a
public accounting firm registered with the PCAOB and are required to be independent with respect to the
Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the
Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

/s/ Deloitte & Touche LLP

Seattle, Washington

February 14, 2019
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Redfin Corporation and Subsidiaries
Consolidated Balance Sheets
(in thousands, except share and per share amounts)

December 31,

2018 2017
Assets
Current assets
Cash and cash equIValeNtS ..........cccuiiiiiiiiiiii s $ 432,608 $ 208,342
RESIICIEA CASH «oiieeiiieee e e e e e e et a e 6,446 4,316
Prepaid EXPENSES .....ooviiiiiiiiieiei e 11,916 8,613
Accrued revenue, net ... 15,363 13,334
INVENTONY ettt sr e 22,694 3,382
LoaNS Neld fOr SAIE ..eiueeieiiiiie ettt 4,913 1,891
OthEr CUIMTENT @SSELS .oiuueeeeiiiiieiiiie ettt e e e e sane e 2,307 328
Total CUITENE ASSELS .o 496,247 240,206
Property and equipment, net 25,187 22,318
Intangible @sSets, NEt ......ooi i e 2,806 3,294
LT o T 1V 1| ST POPR TP 9,186 9,186
(01T = 1T =TSSR 9,395 6,951
Total assets $ 542,821 $ 281,955
Liabilities and stockholders' equity
CUITENE IADIIHIES --+eveeeee e ettt e e e
ACCOUNES PAYADIE ...ttt $ 2516 $ 1,901
ACCIUEd lIADIlItIES -.vvreeveeeieteee et 30,837 26,605
Other Payables ........coouviiiiiiiiiiiccc e 6,544 4,068
Warehouse credit facilities 4,733 2,016
Current portion of deferred rent ... 1,588 1,267
Total current abIlIHIES .....vveeeeieiie e 46,218 35,857
Deferred rent, net of current portion ... 11,079 10,668
Convertible SENIOr NOLES, NET ....coiiiiiiiiie et 113,586 —
Total lHADIIHIES -veveeveereeeeeeiieie et 170,883 46,525
Commitments and contingencies (Note 14)
Stockholders’ equity/(deficit)
Common stock—par value $0.001 per share; 500,000,000 shares authorized;
90,151,341 and 81,468,891 shares issued and outstanding, respectively...................... 90 81
Preferred stock—par value $0.001 per share; 10,000,000 shares authorized and no
shares issued and outstanding ........cccooueiiiiiiiiii — —
Additional paid-in Capital .......c.cooeeiiiiii 542,829 364,352
Accumulated defiCit .........ooi i (170,981) (129,003)
Total stockholders’ equity . 371,938 235,430
Total liabilities and stockholders’ equity ..........ccoveviriiiiiiiiniiie e $ 542,821 $ 281,955

The accompanying notes are an integral part of these consolidated financial statements.
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Redfin Corporation and Subsidiaries
Consolidated Statements of Operations
(in thousands, except share and per share amounts)

Year Ended December 31,

2018 2017 2016

Y=Y U 1= PP $ 486,920 $ 370,036 $ 267,196
COSt Of FEVENUE ...ttt ettt et 367,496 258,216 184,452
GrOSS PrOFit wuveeeeeiieieeite et 119,424 111,820 82,744
Operating expenses

Technology and development 53,797 42,532 34,588

Marketing 44,061 32,251 28,571

General and administrative 65,500 53,009 42,369

Total operating expenses 163,358 127,792 105,528

Loss from operations (43,934) (15,972) (22,784)
Interest income 5,416 882 173
Interest expense (3,681) — —
Other income, net 221 88 85
Net loss $ (41,978) $ (15,002) $ (22,526)
Accretion of redeemable convertible preferred stock $ — 3 (175,915) $ (55,502)
Net loss attributable to common stock—basic and diluted $ (41,978) $ (190,917) $ (78,028)
Net loss per share attributable to common stock—basic and diluted $ (0.49) $ (4.47) $ (5.42)
Weighted average shares used to compute net loss per share attributable to
common stock—basic and diluted 85,669,039 42,722,114 14,395,067

The accompanying notes are an integral part of these consolidated financial statements.
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Redfin Corporation and Subsidiaries
Consolidated Statements of Cash Flows
(in thousands)

Year Ended December 31,

2018 2017 2016
Operating Activities
NEBE IOSS vttt ettt r e bt e r et e ek e ettt r e nre e r e nns $ (41,978) $ (15,002) $ (22,526)
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization ... 8,465 7,176 6,293
Stock-based COMPENSALION .........ccoeiuiiiiiiiii e 20,438 11,101 8,413
Amortization of debt discount and issuance Costs ..........coconiiiiiiniiiin 2,584 — —
Change in assets and liabilities ..........cccovveiiiieiiiic
Prepaid XPENSES ....c.oiiiiiiiiiiiie (3,303) (4,225) 2,244
Accrued revenue .. (2,029) (2,709) (5,021)
INVENEOTY e (19,312) (3,382) —
Other CUITENt @SSELS ...oveiveieieiieceee e (1,978) 8,452 (8,778)
OFNEI @SSEES -...vieeiieee e e e (444) 223 (5,964)
ACCOUNLS PAYADIE ..ooviiiiiiciice e 617 (252) 638
ACCTUEA lIADIlItIES -+vveeereeeiiie et 4,191 5,115 6,581
Other Payables ......ooouiiiiiiiic e 318 — —
Deferred lease liability ........ccoooieiiiiii (1,249) 749 8,768
Origination of loans held for sale ........ccocooiiii, (86,023) (11,008) —
Proceeds from sale of loans originated as held for sale .............cccecoeii 83,001 9,117 —
Net cash provided by (used in) operating activities ..........ccccocooevieiiiiiiininn (36,702) 5,355 (9,352)
Investing activities
Sales and maturities of short-term investments ............cocoo — 2,741 1,744
Purchases of short-term inVEeSIMENTS .......u e — (992) (1,744)
Purchases of property and equipment ..o (8,303) (12,113) (13,567)
Purchases of INVESIMENLS .......c.ooviiiiiiiccc e (2,000) — —
Net cash used in investing activities .... (10,303) (10,364) (13,567)
Financing activities
Proceeds from issuance of convertible senior notes, net ...........ccccoceeiiiiii, 138,953 — —
Proceeds from follow-on offering, net ..o 107,593 — —
Proceeds from exercise of Stock Options .........cccoeiiiiiiiiiiiiiicc 23,407 3,003 1,495
Tax payment related to net share settlements on restricted stock units ... (1,426) — —
Proceeds from initial public offering, net of underwriting discounts ...........c..ccccoeeveennen. — 148,088 —
Payment of initial public offering CoSts .........cccuoiiiiiiii — (3,558) (150)
Borrowings from warehouse credit facilities ...........ccccocveeiiiiiii 83,842 10,746 —
Repayments of warehouse credit facilities ...........ccocoooii (81,125) (8,730) —
Other payables - deposits held in escrow 2,158 273 399
Net cash provided by financing activities ...........ccccoooiiiiniiiiiis 273,402 149,822 1,744
Net change in cash, cash equivalents, and restricted cash ..........cccccovviiiiiiiii, 226,397 144,813 (21,175)
Cash, cash equivalents, and restricted cash ...........cccoooiiiiiii
Beginning of PEIOG ......c.oiuiiiiiiiiiiii 212,658 67,845 89,020
End of period $ 439,055 $212,658 $ 67,845
Supplemental disclosure of non-cash investing and financing activities -
Conversion of redeemable convertible preferred stock to common stock................... $ — $ 831,331 §$ —
Accretion of redeemable convertible preferred stock .........cccooveiiiiiiii $ — $ (175,915) $ (55,502)
Stock-based compensation capitalized in property and equipment ...............cccoeevene. $ (522) $ (268) $ (100)
Deferred initial public offering cost accruals . $ — 3 — 3 (570)
Property and equipment additions in accounts payable and accrued expenses.......... $ 82) $ (31) $ (3,466)
Leasehold improvements paid directly by 1€SSOr ........ccooiiiiiniiniiii $ (1,980) $ (822) § (520)

The accompanying notes are an integral part of these consolidated financial statements.
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Redfin Corporation and Subsidiaries

Consolidated Statements of Changes in Redeemable Convertible Preferred Stock and Stockholders’ Equity/(Deficit)
(in thousands, except share amounts)

Redeemable Convertible

Balance, JAnUAry 1, 2016 .....oocooiiiiiii i e

Issuance of common stock pursuant to exercise of Stock OpPtioNS .........coooveiiiiiiiiiii
Stock-based COMPENSAtION .......ccuiiiiiiii e
Accretion of redeemable convertible preferred StoCK ...........oooovriiiiiiiiiic s
INBE IOSS ..t b e

Balance, DECEMDET 31, 2016 ....eeiiiieeeiiiiie ettt ettt ettt e ettt e st e e e aa e e e e e b e e e e ab e e st e e e nareee s

Cumulative stock-based compensation adjustment ...........c.oooooriiiiiiiii
Issuance of common stock related to initial public offering, Net ..........cocoiniiiiii
Initial public Offering COSES ....vririiiiici e
Issuance of common stock pursuant to exercise of stock options

Stock-based compensation ...

Accretion of redeemable convertible preferred StoCK ...........cooiiiiiiiiiiiiiii
Conversion of redeemable convertible preferred stock to common stock.........oocoeiiiii
A LT [0 1= ST PPRP TR
Balance, DECEMDET 371, 20717 . .eei ettt e et e et e e e e e e st e e e e e e e e e nnnr e e e anneeeean

Issuance of common stock pursuant to employee stock purchase program..........cccccoovveiiiiiiiiiiicice,
Issuance of common stock pursuant to exercise of stock options

Issuance of common stock pursuant to restricted stock UNItS ...........ccoiiiiiiiiiii
Common stock surrendered for employees' tax liability upon settlement of restricted stock units...............
Issuance of common stock related to follow-on offering, Net ............cccooiiiiiiiiiiii s
Equity component of convertible Senior NOtES, NEt ..........ccoiiiiiiiiii s

Stock-based compensation
Net loss
Balance, DECEMDET 31, 2018 .. .eiiiiiieeeiiiee ettt e ettt e e e ettt e e et e e e e e e asaaeeesnbeeeeanteeeanbeeesnnnteeeanreaeean

Preferred Stock Common Stock Aggliﬂ?i?\al Accumulated Stoclﬁtoalliers'
Shares Amount Shares Amount Capital Deficit Equity/(Deficit)

_ 55422002 $ 599,914 | 14,059,601 § 14 —  $ (495,727) $ (495,713)
— — 627,423 1 1,494 — 1,495

— — — — 8,512 — 8,512
— 55,502 — — (10,006) (45,496) (55,502)
— — — — — (22,526) (22,526)
55,422,002 655,416 14,687,024 15 — (563,749) (563,734)
— — — — 522 (522) —

— — 10,615,650 10 148,078 — 148,088
— — — — (3,708) — (3,708)

— — 744,215 1 3,000 — 3,001

— — — — 11,369 — 11,369
— 175,915 — — (8,690) (167,225) (175,915)
(55,422,002) (831,331) 55,422,002 55 213,781 617,495 831,331
— — — — — (15,002) (15,002)

— — 81,468,891 81 364,352 (129,003) 235,430

— — 425,228 6,587 — 6,588

— — 3,203,528 3 16,817 — 16,820

— — 306,079 — — — —
— — (88,721) — (1,426) — (1,426)

— — 4,836,336 5 107,588 — 107,593

— — — — 27,951 — 27,951

— — — — 20,960 — 20,960
_ _ _ — — (41,978) (41,978)

— 3 — 90,151,341  § 90 542,829 $ (170,981) $ 371,938

The accompanying notes are an integral part of these consolidated financial statements.
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Redfin Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(in thousands)

Note 1: Description of Business and Summary of Significant Accounting Policies

Description of Business—Redfin Corporation (the “Company”) was incorporated in October
2002 and is headquartered in Seattle, Washington. The Company operates an online real estate
marketplace and provides real estate services, including assisting individuals in the purchase or sale of
their residential property. The Company also provides title and settlement services, originates and sells
mortgages, and buys and sells residential property. The Company has operations located in multiple
states nationwide.

Initial Public Offering—On August 2, 2017, the Company completed an initial public offering
(the "IPQ") whereby 10,615,650 shares of common stock were sold at a price of $15.00 per share,
which included 1,384,650 shares pursuant to the underwriters' option to purchase additional shares.
The Company received net proceeds of $144,380 after deducting the underwriting discount and offering
expenses directly attributable to the IPO. Upon the closing of the IPO, all shares of the outstanding
redeemable convertible preferred stock automatically converted into 55,422,002 shares of common
stock on a one-for-one basis.

Initial Public Offering Costs—Costs, including legal, accounting and other fees and costs
relating to the IPO were accounted for a reduction in additional paid-in capital. Costs incurred prior to
the IPO were capitalized and included as a noncurrent asset in the consolidated balance sheets.
Aggregate offering expenses totaled $3,708.

Follow-on Offerings—On July 23, 2018, the Company completed follow-on public offerings of
4,836,336 shares of common stock (including 630,826 shares pursuant to the underwriters’ option to
purchase additional shares) and $143,750 aggregate principal amount of 1.75% Convertible Senior
Notes due 2023 (the "Notes") (including $18,750 principal amount of Notes sold pursuant to the
underwriters’ option to purchase additional Notes). The public offering price for our common stock
offering was $23.50 per share. The Company received net proceeds of approximately $107,593 from
the common stock offering and $138,953 from the Notes offering, in each case after deducting the
underwriting discounts and issuance costs directly attributable to each offering.

Follow-on Offerings Costs—Costs include legal, accounting and other fees and costs relating
to both the common stock offering and the Notes offering. Aggregate issuance costs totaled $862.

Basis of Presentation—The consolidated financial statements and accompanying notes have
been prepared in accordance with generally accepted accounting principles in the United States of
America (“GAAP”). The Company had no components of other comprehensive income (loss) during any
of the years presented, as such, a consolidated statement of comprehensive income (loss) is not
presented. All amounts are presented in thousands, except share and per share data.

Principles of Consolidation—The consolidated financial statements include the accounts of
Redfin and its wholly owned subsidiaries. Intercompany transactions and balances have been
eliminated.

Certain Significant Risks and Business Uncertainties—The Company is subject to the risks
and challenges associated with companies at a similar stage of development. These include
dependence on key individuals, successful development and marketing of its offerings, and competition
with larger companies with greater financial, technical, and marketing resources. Further, to achieve
substantially higher revenue in order to become profitable, the Company may require additional funds
that may not be available or may not be on terms that are acceptable to the Company.
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The Company operates in the online real estate marketplace and, accordingly, can be affected
by a variety of factors. For example, management of the Company believes that any of the following
factors could have a significant negative effect on the Company’s future financial position, results of
operations, and cash flows: negative macroeconomic factors affecting the health of the U.S. residential
real estate industry, negative factors disproportionately affecting markets where the Company derives
most of its revenue, intense competition in the U.S. residential real estate industry, the Company's
inability to maintain or improve its technology offerings, the Company's failure to obtain and provide
comprehensive and accurate real estate listings, and the Company's inability to attract homebuyers and
home sellers to its website and mobile application. Since inception through December 31, 2018, the
Company has incurred losses from operations and accumulated a deficit of $170,981, during which it
has been dependent on equity financing to fund operations.

Use of Estimates—The preparation of consolidated financial statements, in conformity with
GAAP, requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and results of operations during the respective periods. The Company’s more
significant estimates include, but are not limited to, valuation of deferred income taxes, stock-based
compensation, net realizable value of inventory, capitalization of website development costs,
recoverability of intangible assets with finite lives, fair value of our mortgage loans held for sale, fair
value of reporting units for purposes of evaluating goodwill for impairment, and the fair value of the
convertible feature related to the Notes (see Note 16). The amounts ultimately realized from the
affected assets or ultimately recognized as liabilities will depend on, among other factors, general
business conditions and could differ materially in the near term from the carrying amounts reflected in
the consolidated financial statements.

Cash and Cash Equivalents—The Company considers all highly liquid investments with
original maturities of three months or less at the date of purchase to be cash equivalents. Cash
equivalents consist primarily of money market instruments.

Restricted Cash and Other Payables—Restricted cash primarily consists of cash held in
escrow on behalf of real estate buyers using the Company’s title and settlement services. Since the
Company does not have rights to the cash, a corresponding customer deposit liability in the same
amount is recognized in the consolidated balance sheets in other payables. When a real estate
services transaction closes, the restricted cash transfers from escrow and the corresponding deposit
liability is reduced.

Concentration of Credit Risk—Financial instruments that potentially subject the Company to
concentrations of credit risk are primarily cash and cash equivalents. The Company generally places its
cash and cash equivalents and short-term investments with high-credit-quality counterparties to make
sure the financial institutions are stable when the Company’s deposits exceed Federal Deposit
Insurance Corporation limits, and by policy, limit the amount of credit exposure to any one counterparty
based on the Company’s analysis of the counterparty’s relative credit standing. The Company
maintains its cash accounts with financial institutions where, at times, deposits exceed federal
insurance limits.

Inventory—Inventory represents residential properties purchased with the intent of resale and
are accounted for under the specific identification method. Direct property acquisition and improvement
costs are capitalized and tracked directly with each specific property. Properties are stated in inventory
at cost and are reviewed on a property by property basis to ensure the inventory cost is not in excess of
estimated market value. If a property's estimated market value is less than the inventory cost then the
property is written down to net realizable value.

We classify inventory into three categories: properties for sale, properties not available for sale,
and properties under improvement. Properties for sale represent properties that are currently listed on
the market for sale. Properties not available for sale are generally recently purchase properties that
have been temporarily rented back by the prior owner and not listed on the market for sale. The rental
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period is typically less than 30 days. Properties-under-improvement are properties that are in the
process of being prepared to be listed for sale.

Loans Held for Sale—Redfin Mortgage, LLC (“Redfin Mortgage”), a wholly owned subsidiary
of the Company, began originating residential mortgage loans in March 2017. Such mortgage loans are
intended to be sold in the secondary mortgage market within a short period of time following origination.
Mortgage loans held for sale consist of single-family residential loans collateralized by the underlying
property. Mortgage loans held for sale are stated at fair market value. As of December 31, 2018 there
were $4,913 of mortgage loans held for sale.

Other Current Assets—Other current assets consist primarily of receivables for landlord
reimbursable leasehold improvements and interest rate lock commitments from mortgage origination
operations (see Derivative Instruments below).

Derivative Instruments—Redfin Mortgage is party to interest rate lock commitments (“IRLCs”)
with customers resulting from mortgage origination operations. IRLCs for single family mortgage loans
that Redfin Mortgage intends to sell are considered free-standing derivatives. All free-standing
derivatives are required to be recorded on the Company’s consolidated balance sheets at fair value.
Since Redfin Mortgage can terminate a loan commitment if the borrower does not comply with the
terms of the contract, and some loan commitments may expire without being drawn upon, these
commitments do not necessarily represent future cash requirements. The Company does not use
derivatives for trading purposes.

Interest rate market risk, related to the residential mortgage loans held for sale and IRLCs, is
offset using investor loan commitments. Changes in the fair value of IRLCs and forward sales
commitments are recognized in revenue, and the fair values are reflected in other current assets and
accrued liabilities, as applicable. The Company considers several factors in determining the fair value
including the fair value in the underlying loan resulting from the exercise of the commitment and the
probability that the loan will not fund according to the terms of the commitment (referred to as a pull-
through factor). The value of the underlying loan is affected primarily by changes in interest rates.

Property and Equipment—Property and equipment is recorded at cost and depreciated using
the straight-line method over the estimated useful lives. Depreciation and amortization is included in
cost of revenue, technology and development, and general and administrative and is allocated based
on estimated usage for each class of asset.

Leasehold improvements are amortized over the shorter of the lease term or the estimated
useful life of the related asset. Upon retirement or sale, the cost of assets disposed of and the related
accumulated depreciation are removed from the accounts, and any resulting gain or loss is reflected in
the consolidated statements of operations. Repair and maintenance costs are expensed as incurred.

Costs incurred in the preliminary stages of website and software development are expensed as
incurred. Once an application has reached the development stage, direct internal and external costs
relating to upgrades or enhancements that meet the capitalization criteria are capitalized in property
and equipment and amortized on a straight-line basis over their estimated useful lives. Maintenance
and enhancement costs (including those costs in the post-implementation stages) are typically
expensed as incurred, unless such costs relate to substantial upgrades and enhancements to the
websites (or software) that result in added functionality, in which case the costs are capitalized as well.

Capitalized software development activities placed in service are amortized over the expected
useful lives of those releases. The Company views capitalized software costs as either internal use, or
market and product expansion. Currently, internal use and expansion useful lives are estimated at one
year and three years, respectively.
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Estimated useful lives of website and software development activities are reviewed annually or
whenever events or changes in circumstances indicate that intangible assets may be impaired and
adjusted as appropriate to reflect upcoming development activities that may include significant
upgrades or enhancements to the existing functionality. The Company capitalized software
development costs of $5,274, $4,619, and $3,194 during the years ended December 31, 2018, 2017,
and 2016, respectively.

Intangible Assets—Intangible assets are finite lived and mainly consist of trade names,
developed technology and customer relationships and are amortized over their estimated useful lives of
ten years. The useful lives were determined by estimating future cash flows generated by the acquired
intangible assets. Amortization expense is included in cost of revenue.

Impairment of Long-Lived Assets—Long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of such assets may not be
recoverable. Recoverability of assets to be held and used is measured first by a comparison of the
carrying amount of an asset to future undiscounted net cash flows expected to be generated by the
asset. If such asset were considered to be impaired, an impairment loss would be recognized when the
carrying amount of the asset exceeds the fair value of the asset. To date, no such impairment has
occurred.

Goodwill—Goodwill represents the excess of the purchase price over the fair value of the net
tangible assets and identifiable intangible assets acquired in a business combination. Goodwill is not
amortized, but is subject to impairment testing. The Company assesses the impairment of goodwill on
an annual basis, during the fourth quarter, or whenever events or changes in circumstances indicate
that goodwill may be impaired. The Company assesses goodwill for possible impairment by performing
a qualitative assessment to determine whether it is more likely than not that the fair value of the
reporting unit is less than its carrying amount. If the Company qualitatively determines that it is not more
likely than not that the fair value of the reporting unit is less than its carrying amount, then no additional
impairment steps are necessary.

For the Company’s most recent impairment assessment performed as of October 2018, the
Company performed a qualitative assessment and determined that it was not more likely than not that
the fair value of its reporting unit for which goodwill has been assigned was less than its carrying
amount. In evaluating whether it was more likely than not that the fair value of its reporting unit was less
than its carrying amount the Company considered macroeconomic conditions, industry and market
considerations, cost factors, its overall financial performance, other relevant entity-specific events,
potential events affecting its reporting unit, and changes in the fair value of the Company’s common
stock. The primary qualitative factors the Company considered in its analysis were the Company’s
overall financial performance and the fair value of the reporting unit for which goodwill was assigned,
which was substantially in excess of its book value. The aggregate carrying value of goodwill was
$9,186 at December 31, 2018 and 2017. There have been no accumulated impairments to goodwill.

Other Assets—Other assets consists primarily of leased building security deposits and an
equity investment accounted for under the cost method.

In December 2018, the Company purchased an equity interest in a privately held corporation
for approximately $2,000. The investment is an equity security without readily determinable fair value
that is accounted for at cost minus any impairment, if any, plus or minus changes resulting from
observable price changes in orderly transactions for identical or similar investments of the same issuer.
The Company will perform a qualitative assessment considering impairment indicators to evaluate
whether the investment is impaired as of the end of each reporting period. The factors considered in the
evaluation of potential impairment of the cost method investment, include, but are not limited to a
significant deterioration in the earnings performance or business prospects of the investee, or factors
that raise significant concerns about the investee’s ability to continue as a going concern, such as
negative cash flows from operations or working capital deficiencies.
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Leases—The Company categorizes leases at their inception as either operating or capital
leases. On certain lease agreements, the Company may receive rent holidays and other incentives. The
Company recognizes lease costs on a straight-line basis without regard to deferred payment terms,
such as rent holidays, that defer the commencement date of required payments. Additionally, incentives
the Company receives are treated as a reduction of rent expense over the term of the agreement and
are presented in leasehold improvements and deferred rent on the balance sheet.

Income Taxes—Income taxes are accounted for using an asset and liability approach that
requires the recognition of deferred tax assets and liabilities for the expected future tax consequences
of temporary differences between the consolidated financial statement and tax bases of assets and
liabilities at the applicable enacted tax rates. The Company establishes a valuation allowance for
deferred tax assets if it is more likely than not that these items will expire before the Company is able to
realize their benefits or that future deductibility is uncertain.

The Company believes that it is currently more likely than not that its deferred tax assets will
not be realized and as such, recorded a full valuation allowance for these assets. The Company
evaluates the likelihood of the ability to realize deferred tax assets in future periods on a quarterly basis,
and, when appropriate evidence indicates, will release its valuation allowance accordingly. The
determination to provide a valuation allowance is dependent upon the assessment of whether it is more
likely than not that sufficient taxable income will be generated to utilize the deferred tax assets. Based
on the weight of the available evidence, which includes the Company’s historical operating losses, lack
of taxable income, and accumulated deficit, the Company has provided a full valuation allowance
against the U.S. tax assets resulting from the tax losses and credits carried forward.

In addition, current tax laws impose substantial restrictions on the utilization of research and
development credit and net operating loss (“NOL”) carryforwards in the event of an ownership change,
as defined by Internal Revenue Code Sections 382 and 383. Such an event, having occurred in the
past or in the future, may significantly limit the Company’s ability to utilize its NOLs and research and
development tax credit carryforwards. In 2017, the Company completed a Section 382 study. The study
determined that the Company underwent an ownership change in 2006. Due to the Section 382
limitation determined on the date of the ownership change in 2006, NOL and research and development
credits were reduced by $1,506 and $32, respectively.

Revenue Recognition—Revenue primarily consists of commissions and fees charged on each
real estate services transaction completed by the Company or its partner agents. The Company’s key
revenue components are brokerage revenue, partner revenue, property revenue, and other revenue.
The Company recognizes commission-based brokerage revenue upon closing of a real estate services
transaction, net of any commission refund or any closing-cost reduction. Partner revenue consists of
fees earned by referring customers to partner agents. Partner revenue is earned and recognized when
partner agents close a referred transaction, net of any refund provided to customers. Property revenue
is earned from selling previously-purchased homes. Property revenue is recorded at closing on a gross
basis, representing the sale price of the home. Fees and revenue from other services are recognized
when the service is provided.

The Company’s contracts with customers do not contain significant estimates. For both the
Real estate services and Properties segments, the Company's contracts with customers contain a
single performance obligation that is recognized upon a transaction closing. The Company has utilized
the practical expedient in Accounting Standards Codification ("ASC") 606 and elected not to capitalize
contract costs for contracts with customers with durations less than one year. The Company does not
have significant remaining performance obligations or contract balances.

Revenue earned but not received is recorded as accrued revenue on the Company's
consolidated balance sheets, net of an allowance for doubtful accounts. Accrued revenue, consisting of
commission revenue, is known and is clearing escrow, and therefore it is not estimated.

Nature and Disaggregation of Revenue
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Real Estate Services

Brokerage Revenue—The Company recognizes commission-based brokerage
revenue upon closing of a real estate services transaction, net of any commission refund or any
closing-cost reduction. Brokerage revenue includes the Company's offer and listing services,
representing homebuyers and home sellers, respectively. The transaction price is calculated by taking
the agreed upon commission rate and applying that to the home's selling price. Brokerage revenue
contains a single performance obligation that is satisfied upon the closing of a real estate services
transaction, at which point the entire transaction price is earned. The Company is not entitled to any
commission until the performance obligation is satisfied and is not owed any commission for
unsuccessful transactions, even if services have been provided.

Partner Revenue—Partner revenue consists of fees earned by referring customers to
partner agents. Partner revenue is earned and recognized when partner agents close referred
transactions, net of any refunds provided to customers. The transaction price is a fixed percentage of
the partner agent's commission. The partner agent directly remits the referral fee revenue to the
Company. The Company is not entitled to any referral fee revenue until the related referred real estate
services transaction closes, at which point the entire transaction price is earned and recognized as
revenue.

Properties

Properties Revenue—Properties revenue consists of revenue earned when the
Company sells homes that it previously bought directly from homeowners. Properties revenue is
recorded at closing on a gross basis, representing the sales price of the home. The Company does not
offer warranties for sold homes, and there are no continuing performance obligations following the
transaction close date.

Other

Other Revenue—Substantially all fees and revenue from other services are
recognized when the service is provided. Other services revenue includes fees earned from mortgage
banking services, title settlement services, Walk Score data services, and advertising. Mortgage
banking services are not subject to the guidance in ASC 606 as the scope of the standard does not
apply to revenue on contracts accounted for under Transfers and Servicing (Topic 860) but are included
in other services revenue to reconcile total revenue presented on the consolidated statements of
operations to the disaggregation of revenue table below.

Intercompany Eliminations

Intercompany Eliminations—Revenue earned from transactions between operating
segments are eliminated in consolidating our financial statements.

Accrued Revenue and Allowance for Doubtful Accounts—The Company establishes an
allowance for doubtful accounts after reviewing historical experience, age of accounts receivable
balances and any other known conditions that may affect collectability. The majority of the Company’s
transactions are processed through escrow and collectability is not a significant risk. Accrued revenue
related to real estate services and properties transactions represents closed transactions for which the
cash has not yet been received. There was no accrued revenue related to properties sales as of
December 31, 2018.

Fair Value—The Company accounts for certain assets and liabilities at fair value. Fair value is
defined as the exchange price that would be received for an asset or an exit price paid to transfer a
liability in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. Valuation techniques used to measure fair
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value must maximize the use of observable inputs and minimize the use of unobservable inputs. The
current accounting guidance for fair value measurements defines a three-level valuation hierarchy for
disclosures as follows:

Level T—Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2—Inputs other than quoted prices included within Level 1 that are observable,
unadjusted quoted prices in markets that are not active, or other inputs that are observable or can be
corroborated by observable market data. The Company’s fair value measurements of loans held for
sale and forward sales commitments use prices quoted directly to the Company from its counterparties.
These prices represent what an existing counterparty would agree to pay for a loan at the measurement
date.

Level 3—Unobservable inputs that are supported by little or no market activity, requiring the
Company to develop its own assumptions. The Company's interest rate lock commitments are
measured at fair value on a recurring basis. The Company estimates the fair value of an interest rate
lock commitment based on quoted investor prices, net of origination costs and fees and the probability
that the mortgage loan will be purchased within the terms of the interest rate lock commitment.

The categorization of a financial instrument within the valuation hierarchy is based upon the
lowest level of input that is significant to the fair value measurement. The Company’s financial
instruments consist of Level 1, Level 2, and Level 3 assets and (liabilities). Level 1 assets include highly
liquid money market funds, Level 2 assets and (liabilities) include forward sales commitments and loans
held for sale, and Level 3 assets and (liabilities) include interest rate lock commitments. Beginning with
the Company's Form 10-Q for the quarter ended June 30, 2018, forward sales commitments and
interest rate lock commitments were broken out between Other current assets and Other payables, as
well as interest rate lock commitments were reclassified to Level 3.

Cost of Revenue—Cost of revenue consists of personnel costs (including base pay and
benefits), stock-based compensation, transaction bonuses, home-touring and field expenses, listing
expenses, office and occupancy expenses, depreciation and amortization related to fixed assets and
acquired intangible assets, and, for the Properties segment, the cost of homes including the purchase
price and capitalized improvements.

Technology and Development—Technology and development costs, which include research
and development costs, are expensed as incurred and primarily include personnel costs (including base
pay and benefits), stock-based compensation, data licenses, software and equipment, and
infrastructure such as for data centers and hosted services. Technology and development expenses
also include amortization of capitalized internal-use software and website and mobile application
development costs.

Advertising and Advertising Production Costs—The Company expenses advertising costs
as they are incurred and production costs as of the first date the advertisement takes place. Advertising
costs totaled $33,457, $21,902, and $17,570 in 2018, 2017, and 2016 respectively, and are included in
marketing expenses. Advertising production costs totaled $1,644, $1,609, and $1,640 in 2018, 2017,
and 2016, respectively, and are included in marketing expenses.

Stock-based Compensation—The Company accounts for stock-based compensation by
measuring and recognizing as compensation expense the fair value of all share-based payment awards
made to employees, including employee stock options, restricted stock unit awards, performance stock
unit awards, and employee stock purchases related to the 2017 Employee Stock Purchase Plan (the
"ESPP"), based on estimated grant date fair values. Stock-based compensation expense is recognized
over the requisite service period on a straight-line basis. The Black-Scholes-Merton option-pricing
model is used to determine the fair value for stock options and stock related to the ESPP. For restricted
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stock unit awards and performance stock unit awards the Company uses the market value of the
Company's common stock on the date of grant to determine the fair value of the award.

Determining the fair value of stock options and stock related to the ESPP at the grant date is
complex and subjective and requires significant judgment. In valuing stock options and stock related to
the ESPP the Company makes assumptions about expected life, stock price volatility, risk-free interest
rates and expected dividends.

Expected Life—The expected term was estimated using the simplified method allowed under
guidance from the U.S. Securities and Exchange Commission as our historical share option exercise
experience does not provide a reasonable basis upon which to estimate expected term.

Volatility—The expected stock price volatility for the Company's common stock was estimated
by taking the average historical price volatility for industry peers based on daily price observations.
Industry peers consist of several public companies in the real estate brokerage and technology
industries.

Risk-Free Rate—The risk-free interest rate is based on the yields of U.S. Treasury securities
with maturities similar to the expected term of the options for each option group.

Dividend Yield—The Company has never declared or paid any cash dividends and do not
presently plan to pay cash dividends in the foreseeable future. Consequently, an expected dividend
yield of zero was used.

Fair Value of Our Common Stock—Prior to the Company's IPO in August 2017, the fair value of
the shares of the Company's common stock was established by its board of directors with the
assistance of an independent third-party valuation firm. Because there was no public market for the
Company's common stock, its board of directors relied on this independent valuation and other factors
to establish the fair value of its common stock at the time of stock grant. After completion of the
Company's IPO, its common stock has been valued by reference to the closing price of its common
stock as reported on The Nasdaq Global Select Market.

Forfeiture Rate—Prior to January 1, 2017, forfeiture rates were derived from historical
employee termination behavior. Beginning on January 1, 2017, the Company adopted Accounting
Standard Update ("ASU") 2016-09 and elected to account for forfeitures as they occur.

Recently Adopted Accounting Pronouncements and Policies—In May 2014, the Financial
Accounting Standards Board (the "FASB") issued ASU 2014-09, Revenue from Contracts with
Customers (Topic 606). 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
Company adopted ASU 2014-09 and its related amendments (collectively known as "ASC 606")
effective on January 1, 2018, using the modified retrospective adoption methodology. Real estate
services, properties and other revenue contain single performance obligations and the Company
believes the timing of the satisfaction of the performance obligations, triggering the recognition of
revenue, did not differ from the Company's timing for recognizing revenue prior to adopting this
pronouncement. Further description of the impact of this pronouncement is included in Note 2: Revenue
from Contracts with Customers.

In December 2018, we adopted the guidance in ASU 2016-01, Financial Instruments (Topic
825-10) - Recognition and Measurement of Financial Assets and Financial Liabilities. This guidance
generally requires equity investments to be measured at fair value with changes in fair value recognized
through net income. However, for equity investments without readily determinable fair values the ASU
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permits entities to elect to measure the investments at cost adjusted for observable price changes and
impairments, with changes in the measurement recognized through net income. We have elected this
measurement alternative for our equity investment and have accounted for it under the cost method.
The adoption of ASU 2016-01 did not have a material impact on the condensed consolidated financial
statements.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230). This
guidance impacts the classification of certain cash receipts and cash payments in the statement of cash
flows. The new standard made eight targeted changes to how cash receipts and cash payments are
presented and classified in the statement of cash flows. The Company adopted the new standard on a
retrospective basis on January 1, 2018. The adoption of this standard had no impact on the Company’s
statement of cash flows.

In October 2018, the Company adopted the guidance in ASC 825-10-15, Financial Instruments
(Topic 825-10) - Fair Value Option, for the accounting of loans held for sale entered into on or after the
adoption date. This guidance allows for the fair value option to be elected on an instrument by
instrument basis with the changes in fair value recognized in earnings at each reporting period and
upfront costs and fees associated with the origination of loans held for sale recognized as incurred. The
election of the fair value option did not have a material impact on the consolidated financial statements.

Recently Issued Accounting Pronouncements—In February 2016, the FASB issued ASU
2016-02, Leases (Topic 842). 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. In addition, this ASU provides a practical expedient which we are still evaluating,
by class of underlying asset, to not separate non-lease components from the associated lease and
instead account for the lease as a single component if both the timing and pattern of transfer of the non-
lease component(s) are the same, and if the lease would be classified as an operating lease. In July
2018, the FASB issued ASU 2018-11, Leases (Topic 842) providing an optional alternative transition
method to the modified retrospective approach whereby under this optional transition method an entity
initially applies the new leases standard at the adoption date and recognizes a cumulative-effect
adjustment to the opening balance of retained earnings in the period of adoption. This amendment has
the same effective date as ASU 2016-02. Early adoption is permitted for both ASU 2016-02 and
2018-11.

The Company plans to elect the optional transition method on the adoption date of January 1,
2019 and is in the process of evaluating the impact of adoption of the ASU on its consolidated financial
statements, including implementing changes to its systems, processes, and internal controls. It is
believed the most significant change will relate to the recognition of right-of-use assets and lease
liabilities on the Company’s balance sheet for real estate services leases that are currently accounted
for as operating leases, as well as the accompanying disclosures. Based upon current evaluation of the
standard, the Company estimates the adoption will result in a significant addition of assets and liabilities
to its consolidated balance sheet, but with no significant change to our consolidated statement of
operations or cash flows. While the Company is still finalizing its adoption of the new standard, it
expects that all lease commitments disclosed in Note 14, which represent the undiscounted future
minimum lease payments, will be recorded as a right-of-use asset and liability, on a discounted basis,
upon adoption. The actual amount that will be recorded upon adoption will depend on the discount rates
that are in effect as of the adoption date, as well as our conclusion on the various practical expedients
and elections permitted.

In August 2018, the U.S. Securities and Exchange Commission (the "SEC") adopted the final
rule under SEC Release No. 33-10532, Disclosure Update and Simplification, amending certain
disclosure requirements that were redundant, duplicative, overlapping, outdated or superseded. In
addition, the amendments expanded the disclosure requirements on the analysis of stockholders' equity
for interim financial statements. Under the amendments, an analysis of changes in each caption of
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stockholders' equity presented in the balance sheet must be provided in a note or separate statement.
The analysis should present a reconciliation of the beginning balance to the ending balance of each
period for which a statement of comprehensive income is required to be filed. This final rule became
effective on November 5, 2018, but the staff of the SEC provided relief on the effective date of the rule
with respect to the analysis of stockholders' equity until the Company's Form 10-Q for its fiscal quarter
ending March 31, 2019.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820),
which modifies the disclosures on fair value measurements by removing the requirement to disclose the
amount and reasons for transfers between Level 1 and Level 2 of the fair value hierarchy and the policy
for timing of such transfers. The ASU expands the disclosure requirements for Level 3 fair value
measurements, primarily focused on changes in unrealized gains and losses included in other
comprehensive income. The ASU is effective for public entities for fiscal years beginning after
December 15, 2019, with early adoption permitted. The Company has not yet completed its assessment
of the impact of the new standard on the Company’s consolidated financial statements.

In August 2018, the FASB issued authoritative guidance under ASU 2018-15, Intangibles—
Goodwill and Other—Internal-Use Software: Customer’s Accounting for Implementation Costs Incurred
in a Cloud Computing Arrangement that is a Service Contract. The ASU requires implementation costs
incurred by customers in cloud computing arrangements (i.e., hosting arrangements) to be capitalized
under the same premises of authoritative guidance for internal-use software, and deferred over the
noncancelable term of the cloud computing arrangements plus any option renewal periods that are
reasonably certain to be exercised by the customer or for which the exercise is controlled by the service
provider. The ASU is effective for public companies for fiscal years beginning after December 15, 2019.
The Company is currently in the process of evaluating the impact of the final rule on its consolidated
financial statements.

Note 2: Segment Reporting

The Company's management, including its chief operating decision maker (“CODM”), who is also
the Chief Executive Officer, evaluates its business activities based on the unique product and service
offerings and the organizational structure that have been established to manage these offerings. Based on
this evaluation, the Company has identified five operating segments: real estate services, properties,
mortgage banking services, title settlement services, and Walk Score data services. Two of these
operating segments have been presented as reportable segments, Real estate services and Properties,
which combined to account for nearly 98% of the Company’s total revenue for the year ended December
31, 2018. While only the Real estate services segment meets the criteria for a separate reportable
segment, the Company has elected to report the Properties segment separately given its impact to both
total revenue and gross margin as it believes this information would be useful to the readers of its financial
statements. The remaining three operating segments have been aggregated as an all other category,
along with any ancillary revenue such as advertising revenue, and reported in the Company’s segment
reporting as other.

The CODM, along with the Company’s management, evaluate the performance of its operating
segments based on revenue and gross profit and utilizes this information in the allocation of Company
resources. The Company does not analyze discrete segment balance sheet information related to long-
term assets, all of which were located in the United States for the periods presented. All other financial
information is presented on a consolidated basis.

The Company's segments are described below:

Real Estate Services—Real estate services revenue is derived from commissions and fees
charged on real estate services transactions closed by the Company or its partner agents.

Properties—Properties was a new reportable segment beginning with the Company's Form 10-Q
for the quarter ended June 30, 2018. Prior to that, the Properties segment results were included as part of

57



the Company's Other segment. The Properties segment results have been separated out from Other
segment results for all periods presented. Properties revenue is earned when the Company sells homes
that it previously bought directly from homeowners.

Other—Other services revenue includes fees earned from mortgage banking services, title
settlement services, Walk Score data services, and advertising. Included in other are all operating
segments and revenue not otherwise included in reportable operating segments.

Information on the Company's segments and reconciliation to consolidated net loss is as follows:

Year Ended December 31,

2018 2017 2016
Real estate services
Revenue $ 432,168 $ 351,570 $ 260,383
(070 1= Ao =NV 11U ST 309,069 237,832 176,408
GrOSS PrOFIt w.eeeveriirterterei ettt $ 123,099 $ 113,738 § 83,975
Properties
Revenue 44,993 10,491 —
COSt Of FEVENUE ... 46,613 10,384 —
GrOSS Profit .oovoveiiiciiecicce e $ (1,620) $ 107 $ —
Other
Revenue 9,882 7,975 6,813
COSt Of FEVENUE -..eeieiiieiiieie et 11,937 10,000 8,044
GrOSS Profit w.ooveveieiceieiciececc s $ (2,055) $ (2,025) $ (1,231)
Intercompany eliminations
Revenue (123) — —
COSE OF FEVENUE ...ttt (123) — —
GroSS Profit ....eoieiiciieiiiii e $ — % — % —
Consolidated
Revenue 486,920 370,036 267,196
COSt Of FEVENUE ... 367,496 258,216 184,452
GrOSS PrOfit ..eeveiiiiieiieici e $ 119,424 §$ 111,820 $ 82,744
OpErating EXPENSES -....ooveiviieiiiiiiir it 163,358 127,792 105,528
Interest income 5,416 882 173
INterest EXPENSE ....ocvoviiiiiiiic (3,681) — —
Other iNCOME, NET «eeiiiieii e 221 88 85
[N =S B[ T3PS $ (41,978) $ (15,002) $ (22,526)

Note 3: Revenue from Contracts with Customers

The Company's revenue from contracts with customers for the various revenue categories is as
follows:

Year Ended December 31,

2018 2017

Real estate services
BroKerage reVeNUE ............ccouciciiiiiiiiiiiieciececse s $ 406,293 $ 330,372
Partner rEVENUE .....cooueeiiiiiiiiiiee et 25,875 21,198
Total real estate services revenue .........ccccveeviiiiiiiiiiiicnciiiene, 432,168 351,570
Properties revenue ..o 44,993 10,491
OhEr FEVENUE ...ttt ettt st eete e s e beesnee e 9,882 7,975
Intercompany elimination ...........ccccoeiiiiiii (123) —
TOLAl FEVENUE ettt ettt $ 486,920 $ 370,036
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The following table presents the detail of accrued revenue for the periods presented:

Year Ended December 31,

2018 2017
Accrued revenue $ 15,529 $ 13,494
Less: Allowance for doubtful accounts 166 160
Accrued revenue, net $ 15,363 $ 13,334

The following table presents the activity in the allowance for doubtful accounts for the periods
presented:

Year Ended December 31,

2018 2017 2016
Allowance for doubtful accounts
Balance, beginning of period $ 160 $ 150 $ —
Charges 43 81 290
Write-offs (37) (71) (140)
Balance, end of period $ 166 $ 160 $ 150

Note 4: Fair Value of Financial Instruments

A summary of assets and (liabilities) at December 31, 2018 and 2017, related to the Company's
financial instruments, measured at fair value on a recurring basis, is set forth below:

Fair Value December 31,
Financial Instrument Balance Sheet Location Hierarchy 2018 2017
Money market funds Cash and cash equivalents Level 1 $ 425,776 $ 177,235
Forward sales commitments Other current assets Level 2 — 9
Forward sales commitments Accrued liabilities Level 2 (141) (2)
Loans held for sale Other current assets Level 2 4,913 —
Interest rate lock commitments Other current assets Level 3 254 29
Interest rate lock commitments Accrued liabilities Level 3 — (4)

The changes in the Level 3 financial instruments that are measured at fair value on a recurring
basis were immaterial during the periods presented. Additionally, loans held for sale were valued at lower
of cost or fair value until October 2018 when the Company began electing the fair value option for loans
held for sale.

See Note 16 for the carrying amount and estimated fair value of the Notes.

Assets and liabilities recognized or disclosed at fair value on a nonrecurring basis include items
such as property, plant and equipment, goodwill and other intangible assets, cost method investments,
and other assets. These assets are measured at fair value if determined to be impaired. For cost method
investments, the Company did not record any significant nonrecurring fair value measurements after initial
recognition for the year ended December 31, 2018. Additionally, there were no other material fair value
adjustments during the years ended December 31, 2018 and 2017.

Note 5: Inventory
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A summary of inventory at December 31, 2018 and 2017 is as follows:

December 31,

2018 2017
Properties fOr SAlE ........ioiiuiiiiiiiii i $ 12,649 $ 2,335
Properties not available for sale ...........ccoooiiiiiiii 2,328 —
Properties Under improvement ............cooeieiiiiiiiceeee e 7,717 1,047
INIVEINEOTY .ttt ettt ettt r bbbttt ee et ennenen $ 22,694 $ 3,382

Inventory costs include the direct property acquisition costs and any capitalized improvements, net
of applicable lower of cost or net realizable value write-downs. As of December 31, 2018 and
December 31, 2017, lower of cost or net realizable value write-downs were $190 and $0, respectively.

Note 6: Property and Equipment

A summary of property and equipment at December 31, 2018 and 2017 is as follows:

December 31,

Useful Lives (years) 2018 2017

Shorter of lease term
Leasehold imProvVeMENtS ......c..oouriirireerinee et or economic life $ 19,285 $ 16,039
Website and software development costs ... 1-3 19,948 14,501
Computer and office equipment ..........cccooveiiiiiii 3 2,956 2,192
SOftWAIE oo 3 595 685
FUPNITUTE .ot 7 3,933 3,039
Property and equipment, gross 46,717 36,456
Accumulated depreciation and amortization ............cccceeeiiiiiiienninnn. (21,530) (14,138)
Property and equipment, net ... $ 25187 $ 22,318

Depreciation and amortization expense for property and equipment amounted to $7,977, $6,688,
and $5,805 for the years ended December 31, 2018, 2017, and 2016, respectively.

Note 7: Acquired Intangible Assets

The following table presents details of the Company's intangible assets subject to amortization at
December 31, 2018 and 2017.

December 31, 2018 December 31, 2017
Useful
Live Accumulated Accumulated
(years) Gross Amortization Net Gross Amortization Net
Trade Names 10 $ 1,040 $ (442) $ 598 $ 1,040 $ (338) $ 702
Developed technology ........... 10 2,980 (1,266) 1,714 2,980 (968) 2,012
Customer relationships .......... 10 860 (366) 494 860 (280) 580

$ 480 $ (2074) $ 2806 $ 480 $ (1,586) $ 3,294

Amortization expense amounted to $488 for each of the three years ended December 31, 2018,
2017, and 2016. Amortization expense of $2,440 will be recognized over the next five years, or $488 per
year.

Note 8: Accrued Liabilities
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The following table presents the detail of accrued liabilities as of the dates presented:

December 31,

2018 2017
Accrued compensation and benefits ...........cccooviiiiiiiiii $ 22,862 $ 19,543
Legal fees and settlements .........coooiiiiii 290 2,230
Miscellaneous accrued Habilities ........c.oooimiiiiiiiii e 7,685 4,832
Total accrued lADIlItIES ..veeeeeeeeeeeiee ettt $ 30,837 $ 26,605

Note 9: Other Payables

Other payables consists primarily of customer deposits for cash held in escrow on behalf of real
estate buyers using the Company's title and settlement services. Since the Company does not have rights
to the cash, the customer deposits are recorded as a liability with a corresponding asset in the same
amount recorded within restricted cash. The following table presents the detail of other payables as of the
dates presented:

December 31,

2018 2017
CUSTOMET AEPOSIES +.vevrvveretineetesertetiree et sttt ettt ettt b et et e bt ese e e e enees $ 6,226 $ 4,068
Miscellaneous Payables ..........cciiiiiiiiiiiiii e 318 —
Total other PAYabIES .......cccviiiiiiiiic $ 6,544 $ 4,068

Note 10: Pre-IPO Redeemable Convertible Preferred Stock and Stockholders’ Equity/(Deficit)

Pre-IPO Redeemable Convertible Preferred Stock—The Company's redeemable convertible
preferred stock outstanding prior to the IPO automatically converted into common stock at a rate of one-for-
one on the closing of the Company's IPO on August 2, 2017. Therefore, no shares of redeemable
convertible preferred stock were authorized, issued and outstanding as of December 31, 2018 and 2017.

Accretion represents the increase or decrease in the redemption value of the Company’s
redeemable convertible preferred stock. The redemption value increased for the years ended December 31,
2017 and 2016. The recognized accretion related to the increase in the redemption value of the redeemable
convertible preferred stock was reclassed upon the successful completion of the IPO, which occurred
during the year ended December 31, 2017.

The following table presents the accretion of the redeemable convertible preferred stock to its

redemption value recorded within the consolidated statements of changes in redeemable convertible
preferred stock and stockholders’ deficit during the periods presented:

Year Ended December 31,

2017 2016

SErES A-T i $ (4,904) $ (1,618)
SEMES A2 oo (123) (40)
SErES A3 oo (10,192) (3,360)
SerieS B oo (40,336) (13,416)
SEMES C oo (37,062) (12,333)
SEMES D o (31,717) (10,555)
SErES E oo (12,884) (4,086)
SerES F oo (20,184) (6,025)
SErES G oveeeieieie (18,513) (4,069)

TOAI e e $ (175,915) § (55,502)

61



Common Stock—As of December 31, 2018 and 2017, the Company was authorized to issue
500,000,000 shares of common stock with a par value of $0.001 per share.

The Company has reserved shares of common stock for future issuance as follows:

Equity Incentive Plans: December 31,
2018 2017
Stock options issued and outstanding 9,435,349 13,180,950
Restricted stock units outstanding ..........ccoooiiiiiiii i 3,264,702 981,276
Shares available for future equity grants ... 5,068,013 7,026,071
Total shares reserved for fUtUre ISSUANCE .. ..oovviieiiieeiiiie e 17,768,064 21,188,297
2017 Employee Stock Purchase Plan: December 31,
2018 2017
Shares available for purchase on January 1 .........ccocoiiiiiiiiiiiii 2,414,688 1,600,000
Shares issued during the year ended December 31 ... 425,228 —
Total shares available for future purchases ..........cccccoveiiiiiiiiiici e 1,989,460 1,600,000

Preferred Stock—As of December 31, 2018 and 2017, the Company had authorized 10,000,000
shares of preferred stock, par value $0.001, of which no shares were outstanding.

Note 11: Stock-based Compensation

2017 Employee Stock Purchase Plan—The ESPP was approved by the board of directors on
July 27, 2017, and enables eligible employees to purchase shares of the Company’s common stock at a
discount. Purchases will be accomplished through participation in discrete offering periods. The Company
initially reserved 1,600,000 shares of common stock for issuance under the 2017 ESPP. The number of
shares reserved for issuance under the 2017 ESPP will increase automatically on January 1 of each
calendar year beginning after the first offering date and continuing through January 1, 2028, by the
number of shares equal to the lesser of 1% of the total outstanding shares of the Company’s common
stock as of the immediately preceding December 31 or an amount determined by the board of directors.
On each purchase date, eligible employees will purchase the Company’s common stock at a price per
share equal to 85% of the lesser of (1) the fair market value of the Company’s common stock on the first
trading day of the offering period, and (2) the fair market value of the Company’s common stock on the
purchase date. During the twelve months ended December 31, 2018, 425,228 shares of common stock
were purchased under the 2017 ESPP.

The weighted-average fair value and the assumptions used in calculating fair values are as follows:

For the Offering Period For the Offering Period
beginning July 1, 2018 beginning January 1, 2018
EXPECed life ..o 0.5 years 0.5 years
VOIALIIEY ovoveeviiiiiiiiieicce 39.25% 37.01%
Risk-free interest rate ... 2.14% 1.61%
Dividend Yield .......ooomiiiie e —% —%
Weighted-average grant date fair value ..........c.cccooiiiiins $5.94 $7.82

2017 Equity Incentive Plan—The Company's 2017 Equity Incentive Plan ("2017 EIP") became
effective on July 26, 2017, and provides for the issuance of incentive and nonqualified common stock
options and restricted stock units to employees, directors, officers, and consultants of the Company. The
number of shares of common stock initially reserved for issuance under the 2017 EIP is 7,898,159. The
number of shares reserved for issuance under the 2017 EIP will increase automatically on January 1 of
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each calendar year beginning on January 1, 2018, and continuing through January 1, 2028, by the
number of shares equal to the lesser of 5% of the total outstanding shares of the Company's common
stock as of the immediately preceding December 31 or an amount determined by the board of directors.
The term of each restricted stock unit and option under the plan shall be no more than 10 years and
generally vest over a four-year period. The term of each option grant shall be no more than 10 years.

Amended and Restated 2004 Equity Incentive Plan—The Company granted options under its
2004 Equity Incentive Plan, as amended ("2004 Plan"), until July 26, 2017, when the plan was terminated
in connection with the Company’s IPO. Accordingly, no shares are available for future issuance under this
plan. The 2004 Plan continues to govern outstanding equity awards granted thereunder. The term of each
option under the plan is no more than 10 years and generally vests over a four-year period.

The fair value of stock option awards was estimated at the grant date with the following weighted
average assumptions for fiscal years 2017 and 2016:

Year Ended December 31,

2017 2016
Expected life 7 years 7 years
Volatility ......ooevveveeinennne 37.88%-40.97% 38.15%-41.36%
Risk-free interest rate ...........cccceeiiiiiiiiiiiiiii 1.96%-2.26% 1.39%-2.32%
Dividend yield ......ccooiiiiiiiiiiii —% —%
Weighted-average grant date fair value ...........c.ccocoooeiiins $4.86 $4.11

The following table presents information regarding options granted, exercised, forfeited, or
canceled for the periods presented:

Weighted
Weighted- Average
Average Remaining Aggregate
Number Of Exercise Contractual Intrinsic
Options Price Life (years) Value
Outstanding at January 1, 2018 ........cccceoiviiiiiiiiiiiciciee 13,180,950 $ 6.30 702 $ 329,786
Options granted ...........cccoe.ee. — —
Options exercised (3,203,528) 5.25
Options forfeited .......... (521,033) 9.34
Options cancelled (21,040) 9.04
Outstanding at December 31, 2018 .......ccceverieierenienienenieincns 9,435,349 $ 6.48 6.06 $ 74,669
Options exercisable at December 31, 2018 ........cccvvveveruennn. 7,593,343 $ 5.84 566 $ 65,036

The total grant date fair value of shares underlying stock options vested during 2018, 2017, and
2016 was $7,089, $10,571, and $9,817, respectively. The total grant date fair value of shares underlying
stock options exercised during 2018, 2017, and 2016 was $16,820, $3,002, and $911, respectively.

There was $7,775 of total unrecognized stock-based compensation related to options to purchase
common stock as of December 31, 2018. These costs are expected to be recognized over a weighted-
average period of 1.56 years. The total fair value of options vested was $109,344 and $274,192 as of
December 31, 2018 and December 31, 2017, respectively.

The following table summarizes activity for restricted stock units for the year ended December 31,
2018:
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Weighted

Average

Restricted Grant-Date

Stock Units Fair Value
Unvested outstanding at January 1, 2018 981,276  $ 22.78
Granted 2,851,215 19.12
Vested (306,079) 22.59
Forfeited or canceled (261,710) 21.85
Unvested outstanding at December 31, 2018 3,264,702 $ 19.68

The fair value of the outstanding restricted stock units will be recorded as stock-based
compensation over the vesting period. As of December 31, 2018, there was $60,478 of total
unrecognized compensation cost related to restricted stock units, which is expected to be recognized
over a weighted-average period of 3.41 years.

As of December 31, 2018, there were outstanding 134,602 restricted stock units subject to
performance conditions (the "2018 Performance RSUs") at 100% of the target level. Depending on the
Company's achievement of the performance conditions, the actual amount of shares of common stock
issuable upon vesting of the 2018 Performance RSUs will range from 0% to 200% of the target amount of
restricted stock units. For each recipient of the 2018 Performance RSUs, the award will vest, subject to
the recipient continuing to provide service to the Company, upon the Company's board of directors, or its
compensation committee, certifying that the Company achieved certain financial targets for the three-year
period from January 1, 2018 to December 31, 2020. Stock-based compensation expense for 2018
Performance RSUs will be recognized when it is probable that the performance conditions will be
achieved. As of December 31, 2018, $610 of stock-based compensation expense was recognized for the
2018 Performance RSUs.

The following table presents the detail of stock-based compensation amounts included in the
Company’s consolidated statements of operations for the periods indicated below:

Year Ended December 31,

2018 2017 2016
COSt OF FEVENUE vttt ettt ettt ettt et e et e be e s teeeaeeeaseereeanns $ 5567 $ 2902 $ 2,266
Technology and development .........ccccvieriiiiriiiici e 7,576 3,325 2,383
MAFKEEING .ttt 662 487 469
General and adminiStrative .......ooooeeieeiiiii e 6,633 4,387 3,295
Total stock-based CoOmMPENSAtIoN .........cccceiiriiiiiiiiie e $ 20,438 $ 11,101  $ 8,413

The Company capitalizes stock-based compensation related to work performed on internally
developed software. There was $522, $268, and $100 of stock-based compensation that was capitalized
in the years ended December 31, 2018, 2017, and 2016, respectively. All capitalized stock-based
compensation is related to employees in technology and development.

Note 12: Net Loss per Share Attributable to Common Stock

Net loss per share attributable to common stock is computed by dividing the net loss attributable to
common stock by the weighted-average number of common shares outstanding. The Company has
outstanding stock options, which are included in the calculation of diluted net loss attributable to common
stock per share whenever doing so would be dilutive.

The Company calculates basic and diluted net loss per share. As of December 31, 2018, the
Company only has one class of participating security, common stock, as all outstanding redeemable
convertible preferred stock was converted to common stock on the date of the IPO, or August 2, 2017.
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Prior to August 2, 2017, the Company calculated basic and diluted net loss per share attributable to
common stock in conformity with the two-class method required for companies with participating securities.
Under the two-class method, net loss attributable to common stock was not allocated to the redeemable
convertible preferred stock as the holders of redeemable convertible preferred stock did not have a
contractual obligation to share in losses. Diluted net loss per share attributable to common stock is
computed by giving effect to all potential dilutive common stock equivalents outstanding for the period.

The following table sets forth the calculation of basic and diluted net loss per share attributable to
common stock during the periods presented:

Year Ended December 31,

2018 2017 2016
Numerator:
INEEIOSS eeeveeeeeeteeeteete et et ettt et et e e et e et eete e s e eteete e teeseeteessenseeseenseeseenseeaeerteereensers $ (41,978) $ (15,002) $ (22,526)
Accretion of preferred StoCK .......ooveiiiiiiii e — (175,915) (55,502)
Net loss attributable to common stock—basic and diluted ............ccccoeiiiiiiini, $ (41,978) $ (190,917) $ (78,028)
Denominator:
Weighted average shares used to compute net income loss per share attributable
to common stock—Dbasic and dilUted .........oooiuiiiiiiiiiie e 85,669,039 42,722,114 14,395,067
Net loss per share attributable to common stock—basic and diluted ...................... $ (0.49) $ (4.47) $ (5.42)

The following outstanding shares of common stock equivalents were excluded from the
computation of the diluted net loss per share attributable to common stock for the periods presented
because their effect would have been anti-dilutive. For the year ended December 31, 2017, shares of the
redeemable convertible preferred stock were anti-dilutive, but because they converted into common stock
on a one-for-one basis on August 2, 2017 upon the completion of the IPO, were included in the weighted
average shares outstanding for the period they were outstanding as shares of common stock.

Year Ended December 31,

2018 2017 2016
Redeemable convertible preferred stock outstanding ..........cccoccoeei. — — 55,422,002
OptioNs OULSTANTING .vevveeiiiiie i 9,435,349 13,180,950 13,291,684
Restricted stock units outstanding ..........cccoociiiiiiiiiii 3,264,702 981,276 —
1 o] o= [PPSR PR PRSP 12,700,051 14,162,226 68,713,686

The Company considered the impact of the Notes on its diluted net income per share for the year
ended December 31, 2018 based on the treasury stock method as the Company has the ability, and intent,
to settle any conversions of the Notes solely in cash. The treasury stock method requires that the dilutive
effect of common stock issuable upon conversion of the Notes be computed in the periods in which it
reports net income. For the year ended December 31, 2018, there was no dilutive effect from the Notes.

Note 13: Income Taxes

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly
referred to as the Tax Cuts and Jobs Act (the “Tax Act”). The Tax Act incorporates broad and complex
changes to the U.S. tax code. The main provision of the Tax Act that is applicable to the Company is the
reduction of a maximum federal tax rate of 35% to a flat tax rate of 21%, effective January 1, 2018. The
Company incorporated the change in federal tax rates in its annual tax provision for the annual period-
ended December 31, 2017. As such, the Company recorded a decrease in net deferred tax assets of
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$12,658, with a corresponding net adjustment to deferred income tax expense of $12,658. These
adjustments are fully offset by a decrease in the valuation allowance for the year ended December 31,
2017. Therefore, the net impact to the Company’s tax expense is $0. The Company has completed and
recorded the adjustments necessary under Staff Accounting Bulletin No. 118 related to the Tax Act.

The Company’s deferred income taxes reflect the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. The following table represents the significant components of the
Company’s deferred tax assets and liabilities for the periods presented:

December 31,

2018 2017
Deferred tax assets
Net operating [0SS CarryfOrWards ..........c.ccoueeeiriierierieeee et $ 31,311 § 21,627
Credit carryforwards ... 6,655 4,230
Stock-based compensation ..........ccoociiiiiiiiiii 4,073 2,806
ComPENSALION ACCTUAIS ....ccuviiiiiiiieiiii et 1,873 1,497
ACCIUAIS AN MESEIVES -..eeieiiiiiiiiiii e e ettt e ettt e e e e e e e e e st e e e e s e e nannneeees 3,223 2,456
Gross deferred tax ASSELS .. .uwuii i 47,135 32,616
Valuation alloWanCe ..........cooviiiriiiiiic e (38,010) (29,818)
Total deferred tax assets, net of valuation allowance...........cccccooceviiiiiiiiiiens 9,125 2,798
Deferred tax liabilities
Intangible @ssets ... (734) (847)
Prepaid EXPENSES ....oicuiiiiiiieicce e (1,503) (1,951)
Convertible SENIOr NOLES ....c.ooviiiiiiciie (6,888) —
Total deferred tax liabilities ..........cocooeieiiii (9,125) (2,798)
Net deferred tax assets and liabilities .....ccvvveereeriiiiiiieee e $ — 3 —

The valuation allowance increased by $8,192 during the year ended December 31, 2018,
decreased by $8,489 during the year ended 2017, and increased by $6,800 during the year ended
December 31, 2016.

The following table represents the Company’s NOL carryforwards as of December 31, 2018 and

2017:
December 31,
2018 2017
(Yo [T | OSSR SOUPOP 125,850 87,071
V=Tl TUEsIE) =1 (=T T 6,180 4,231

Federal NOL carryforwards are available to offset federal and state taxable income and begin to
expire in 2025, with NOL carryforwards of $39,365 generated during 2018 available to offset future U.S.
federal taxable income over an indefinite period. State NOL carryforwards are available to offset future
taxable income and begin to expire in 2019. NOL carryforward periods for the various states jurisdictions
generally range from 5 to 20 years. Additionally, net research and development credit carryforwards of
$6,655 and $4,230 are available as of December 31, 2018 and 2017, respectively, to reduce future tax
liabilities. The research and development credit carryforwards begin to expire in 2026.

Current tax laws impose substantial restrictions on the utilization of research and development
credits and NOL carryforwards in the event of an ownership change, as defined by Internal Revenue
Code Sections 382 and 383. Such an event may significantly limit the Company’s ability to utilize its net
NOLs and research and development tax credit carryforwards. During 2017, the Company completed a
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Section 382 study. The study determined that the Company underwent an ownership change in 2006.
Due to the Section 382 limitation determined on the date of the change in control in 2006, the NOL and
research and development credit carryforwards have been reduced by $1,506 and $32, respectively.

The components of loss before benefit for income taxes for the years ended December 31, 2018,
2017, and 2016 were $(41,978), $(15,002), and $(22,526), respectively.

The reconciliation of the U.S. federal income tax at statutory rate with the Company’s effective
income tax rate:

December 31,

2018 2017 2016

U.S. federal income tax at statutory rate .........c..ccccoeveniiiiiiniinn. 21.00% 34.00% 34.00%
State taxes (net of federal benefit) ... 5.67 2.40 2.49
Stock-based compensation ..o, 7.51 (14.74) (7.87)
Permanent differences .......ooooveeiiiieeiiiie e (0.57) (0.29) (0.34)
Federal research and development credit .............cccccoii, 4.26 7.08 2.06
Change in valuation allowance ...........cccoeeeiiiniiiicccc (37.33) (27.79) (30.19)
Nondeductible expenses and others ...........cccccoiviiiiiiiiiiininen. (0.54) (0.66) (0.15)
Change in valuation allowance for Tax Act impact..........ccccoeuveiienns — 84.37 —
Change in deferred balance before valuation allowance for Tax

Reform impact ... — (84.37) —
Effective income tax rate ........ooeeviiiiiiiiiiiei e —% —% —%

The Company did not record any tax benefits for the years ended December 31, 2018, 2017, and
2016. The difference between the U.S. federal income tax at statutory rate of 21% for the year ended
2018 and 34% for the years ended 2017 and 2016, and the Company’s effective tax rate in all periods is
primarily due to a full valuation allowance related to the Company’s U.S. deferred tax assets and the
change in corporate tax rate effective for tax years beginning after December 31, 2017.

The Company accounts for uncertainty in income taxes in accordance with ASC 740. Tax
positions are evaluated in a two-step process, whereby the Company first determines whether it is more
likely than not that a tax position will be sustained upon examination by the tax authority, including
resolutions of any related appeals or litigation processes, based on technical merit. If a tax position meets
the more-likely-than-not recognition threshold it is then measured to determine the amount of benefit to
recognize in the financial statements. The tax position is measured as the largest amount of benefit that is
greater than 50% likely of being realized upon ultimate settlement.

The following table summarized the activity related to unrecognized tax benefits:

December 31,

2018 2017
Unrecognized benefit—beginning of year .............ccccoooioooeioe e $ 1,057 $ 800
Gross decreases—prior year tax poSitioNS ..........cccccceeeiieieeieeiieciieee e — (7)
Gross increases—current year tax poSitions .............ccccvvvvveeiicieecciee e 606 264
Unrecognized benefit—end of Year ..............ooooioe oo $ 1,663 $ 1,057

All of the unrecognized tax benefits as of December 31, 2018 and 2017 are accounted for as a
reduction in the Company’s deferred tax assets. Due to the Company’s valuation allowance, none of the
$1,663 and $1,057 of unrecognized tax benefits would affect the Company’s effective tax rate, if
recognized. The Company does not believe it is reasonably possible that its unrecognized tax benefits will
significantly change in the next twelve months.
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The Company recognizes interest and penalties related to unrecognized tax benefits as income
tax expense. There was no interest or penalties accrued related to unrecognized tax benefits for 2018
and 2017 and no liability for accrued interest or penalties related to unrecognized tax benefits as of
December 31, 2018.

The Company’s material income tax jurisdiction is the United States (federal). As a result of NOL
carryforwards, the Company is subject to audit for all tax years for federal purposes. All tax years remain
subject to examination in various other jurisdictions that are not material to the Company’s financial
statements.

Note 14: Commitments and Contingencies

Legal Proceedings—From time to time, the Company is involved in litigation, claims, and other
proceedings arising in the ordinary course of our business. Such litigation and other proceedings may
include, but are not limited to, actions or claims relating to employment law (including misclassification),
intellectual property, privacy and consumer protection, the Real Estate Settlement Procedures Act of 1974,
the Fair Housing Act of 1968 or other fair housing statutes, cybersecurity incidents, data breaches, and
commercial or contractual disputes. They may also relate to ordinary-course brokerage disputes, including,
but not limited to, failure to disclose property defects, failure to meet client legal obligations, commission
disputes, personal injury or property damage claims, and vicarious liability based upon conduct of
individuals or entities outside of the Company's control, including partner agents and third-party contractor
agents. The Company does not believe that any of its pending litigation, claims, and other proceedings is
material to its business.

Facility Leases and Other Commitments—The Company leases its office space under
noncancelable operating leases with terms ranging from one to eleven years. Generally, the leases require
a fixed minimum rent with contractual minimum rent increases over the lease term. Rent expense totaled
$8,151, $7,833, and $5,811 for the years ended December 31, 2018, 2017, and 2016, respectively. Other
commitments relate to homes that the Company is under contract to purchase through properties but that
have not closed, and network infrastructure for the Company’s data operations. Future minimum payments
due under these agreements as of December 31, 2018 are as follows:

December 31, 2018

Facility Other
Leases Commitments
0 SRS OURUPRPRPRN $ 10,960 $ 7,056
2020 et h e h e bt h et et e e Rt e h e e Rt e et e e ea bt e Ee e R b e e nhe e eabe e be e e b e e nneeenbeean 11,028 2,406
b0 RSSO URRUPRRPI 10,450 697
20022 et e bt ea ettt et e te e s et e heeea et e st e eabeeeteeenaeeaaeeenbeeaneeebeeanneenneean 9,689 1,099
2023 aNd thErEAMET ....o..iiiiii ettt 28,366 —
o) £ PSPPSR $ 70,493 $ 11,258

Warehouse Credit Facilities—In December 2016, Redfin Mortgage entered into a Mortgage
Warehouse Agreement with Texas Capital Bank, National Association (“Texas Capital”), which was
amended and restated in December 2017. Pursuant to the Mortgage Warehouse Agreement, Texas Capital
agrees to fund loans originated by Redfin Mortgage, in its discretion, up to $10,000 and to take a security
interest in such loans. The per annum interest rate payable to Texas Capital is a fixed rate equal to the rate
of interest accruing on the outstanding principal balance of the loan, minus 0.5%, or 3.0%, whichever is
higher. For each loan in which Texas Capital elects to purchase a participation interest, it will acquire an
undivided 97% participation interest, by paying as the purchase price an amount equal to the participation
interest multiplied by the principal balance of the loan. If a loan is not sold to a correspondent lender, Texas
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Capital's participation interests in the loans will be repurchased in whole or in part by Redfin Mortgage.
Redfin Corporation has guaranteed Redfin Mortgage’s obligations under the Mortgage Warehouse
Agreement. The Mortgage Warehouse Agreement requires Redfin Mortgage to maintain certain financial
covenants and to provide periodic financial and compliance reports. Redfin Mortgage failed to satisfy certain
financial covenants contained in the Mortgage Warehouse Agreement as of December 31, 2018, but Texas
Capital has not enforced its remedies under the agreement, which principally include the rights to (i) cease
purchasing participation interests in loans from Redfin Mortgage and (ii) sell all interests of Texas Capital or
Redfin Mortgage in any loan subject to the agreement. As of December 31, 2018 and 2017, there were
$3,592 and $833, respectively, outstanding under the Mortgage Warehouse Agreement. The Mortgage
Warehouse Agreement will expire on March 22, 2019.

In June 2017, Redfin Mortgage entered into a Master Repurchase Agreement with Western Alliance
Bank ("Western Alliance"), which was amended in September 2018. Pursuant to the Master Repurchase
Agreement, Western Alliance agrees to fund loans originated by Redfin Mortgage, in its discretion, up to
$10,000 and to take a security interest in such loans. The per annum interest rate payable to Western
Alliance is a fixed rate equal to the LIBOR rate plus 2.75%, or 3.50%, whichever is higher. For each loan in
which Western Alliance elects to purchase, it will acquire an undivided 98% participation interest, by paying
as the purchase price an amount equal to the participation interest multiplied by the principal balance of the
loan. If a loan is not sold to a correspondent lender, Western Alliance's participation interests in the loans
will be repurchased in whole or in part by Redfin Mortgage. Redfin Corporation has guaranteed Redfin
Mortgage’s obligations under the Master Repurchase Agreement. The Master Repurchase Agreement
requires Redfin Mortgage to maintain certain financial covenants and to provide periodic financial and
compliance reports. Redfin Mortgage failed to satisfy certain financial covenants contained in the Master
Repurchase Agreement as of December 31, 2018, but Western Alliance has not enforced its remedy under
the agreement of requiring Redfin Mortgage to repurchase all outstanding loans held by Western Alliance.
As of December 31, 2018 and 2017, there were $1,141 and $1,184, respectively, outstanding on the Master
Repurchase Agreement. The Master Repurchase Agreement will expire on June 15, 2019.

Note 15: Retirement Plan

The Company adopted a 401(k) profit sharing plan effective January 2005. The plan covers eligible
employees as of their hire date. The 401(k) component of the plan allows employees to elect to defer from
1% to 100% of their eligible compensation up to the federal limit per year. Company-matching and profit-
sharing contributions are discretionary and are determined annually by Company management and
approved by the board of directors. No matching or profit-sharing contributions were declared for the years
ended December 31, 2018, 2017, or 2016.

Note 16: Convertible Senior Notes

On July 23, 2018, the Company issued $143,750 aggregate principal amount of Notes, from which
it received $138,953 in net proceeds after deducting the underwriting discount and other issuance costs.

The Notes are senior, unsecured obligations of the Company, and bear interest at a fixed rate of
1.75% per year, payable semi-annually in arrears on January 15 and July 15, commencing on January 15,
2019. The Notes mature on July 15, 2023, unless earlier repurchased, redeemed or converted. Prior to April
15, 2023, the Notes are convertible at the option of holders during certain periods, upon satisfaction of
certain conditions. Thereafter, the Notes are convertible at any time until the close of business on the
second scheduled trading day immediately preceding the maturity date. The Company may redeem for
cash all or any portion of the Notes, at its option, on or after July 20, 2021, upon satisfaction of certain
conditions, at a redemption price equal to 100% of the principal amount of the Notes to be redeemed, plus
accrued and unpaid interest. The Company will settle conversions of the Notes by paying or delivering, as
the case may be, cash, shares of its common stock, or a combination of cash and shares of its common
stock, at its election. The Company has the ability, and intends, to settle any conversions solely in cash.
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Holders of the Notes have the right to require the Company to repurchase for cash all or a portion
of their Notes at 100% of their principal amount, plus any accrued and unpaid interest, upon the occurrence
of a fundamental change (as defined in the indenture relating to the Notes). The Company is required to
increase the conversion rate for holders who convert their Notes in connection with certain fundamental
changes occurring prior to the maturity date or following the Company's issuance of a notice of redemption.

The initial conversion rate of the Notes is 32.7332 shares of common stock per $1,000 principal
amount of Notes, equivalent to an initial conversion price of approximately $30.55 per share of common
stock. The initial conversion price represents a premium of approximately 30% to the $23.50 per share
public offering price for the common stock offering that closed concurrently with the Notes offering.

In accounting for the issuance of the Notes, GAAP required the Company to separately value the
Notes excluding the conversion feature (liability component), with the residual attributed to the conversion
feature (equity component). The carrying amount of the liability component was determined by measuring
the fair value of a similar liability that does not have an associated convertible feature. The carrying amount
of the equity component representing the conversion option was calculated by deducting the fair value of
the liability component from the principal amount of the Notes as a whole. The difference between the
principal amount of the Notes and the liability component (the debt discount) is amortized to interest
expense in the condensed consolidated statements of operations using the effective interest method over
the term of the Notes. The equity component of the Notes is included in additional paid-in capital in the
consolidated balance sheets and is not remeasured as long as it continues to meet the conditions for equity
classification.

The Company incurred total debt issuance costs of $4,797, of which approximately $3,832 was
allocated to the Notes and approximately $965 was allocated to the equity component, and included in
additional paid-in capital.

The Notes consisted of the following:

As of December 31, 2018

LIBDIIY o veorveeeesesssrssssse s sttt
PIINGIPAI .-ttt b et h b et e b et bbbt $ 143,750
Less: debt discount, net of amortization ...........cccovviiriiiiiii e (26,636)
Less: debt issuance costs, net of amortization ... (3,528)

Net carrying amount of the NOtES ........eoviiiiiiiicc $ 113,586

StOCKNOIAErS' €QUILY c.vveeiieieiicee

Allocated value of the conversion fEature ... $ 28,916
Less: debt iSSuaNCe COSES ....oiiiiiiiiiiiiiiiic e (965)
Additional paid-in capital .........cccooiiiiiiiii $ 27,951

The following table sets forth total interest expense recognized related to the Notes for the period
presented:

Twelve Months Ended
December 31, 2018

Amortization Of dEDt AISCOUNT .uvveriieeiiiiiii it e e e e e s e e e e s et e e e e e e e snsneeeeaeeas $ 2,280
Amortization of debt ISSUANCE COSES ...couuiiiiiiiii e e s 304
Total amortization of debt issuance costs and accretion of equity portion 2,584
Contractual interest EXPENSE ....ceeiiiiiiieiie 1,097
Total interest expense related to the NOtES ........cccoeiiiiiiiiiiiii e $ 3,681
Effective interest rate of the NOtES .......c.oooiiiiiiiiii e 7.25%




The total estimated fair value of the Notes as of December 31, 2018 was approximately $117,875
based on the closing trading price of the Notes on last day of trading for the period. The fair value has been
classified as Level 2 within the fair value hierarchy given the limited trading activity of the Notes.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our principal executive and principal financial officers,
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) under
the Securities Exchange Act of 1934), as of the end of the period covered by this Annual Report on
Form 10-K. Based on such evaluation, our principal executive and principal financial officers have
concluded that as of such date, our disclosure controls and procedures were effective at the reasonable
assurance level described below.

Management's Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as defined in Rules 13a-15(f) under the Securities Exchange Act of 1934. Our
management, with the participation of our principal executive and principal financial officers, evaluated the
effectiveness of our internal control over financial reporting using the framework set forth by the Committee
of Sponsoring Organizations of the Treadway Commission in Internal Control—Integrated Framework
(2013). Based on this assessment, management concluded that Redfin Corporation maintained effective
internal control over financial reporting as of the end of the period covered by this Annual Report on Form
10-K. Deloitte & Touche LLP, our independent registered public accounting firm, has issued an attestation
report on our internal control over financial reporting, and this attestation report appears in ltem 8 of this
Annual Report.

Changes in Internal Control Over Financing Reporting

In connection with the evaluation required by Rule 13a-15(d) under the Securities Exchange Act of
1934, there were no changes in our internal control over financial reporting that occurred during the quarter
ended December 31, 2018 that materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management does not expect that our disclosure controls and procedures or our internal
control over financial reporting will prevent or detect all errors and all fraud. A control system, no matter how
well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the control system are met. Because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within our
company have been detected. The design of any system of controls is also based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions. Over time, controls may become
inadequate because of changes in conditions, or the degree of compliance with the policies or procedures
may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to
error or fraud may occur and not be detected.

Item 9B. Other Information

None.
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PART llI
Item 10. Directors, Executive Officers and Corporate Governance

The information required by this Item is incorporated by reference to our proxy statement to be filed
in connection with our 2019 Annual Meeting of Stockholders by April 30, 2019.

Item 11. Executive Compensation

The information required by this Item is incorporated by reference to our proxy statement to be filed
in connection with our 2019 Annual Meeting of Stockholders by April 30, 2019.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

The information required by this Item is incorporated by reference to our proxy statement to be filed
in connection with our 2019 Annual Meeting of Stockholders by April 30, 2019.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated by reference to our proxy statement to be filed
in connection with our 2019 Annual Meeting of Stockholders by April 30, 2019.

Item 14. Principal Accounting Fees and Services

The information required by this Item is incorporated by reference to our proxy statement to be filed
in connection with our 2019 Annual Meeting of Stockholders by April 30, 2019.
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PART IV
Item 15. Exhibits, Financial Statement Schedules

The financial statements and financial statement schedules required to be filed as part of this
Annual Report on Form 10-K are included under Item 8 of this Annual Report.

The exhibits required to be filed as part of this Annual Report on Form 10-K are listed below.
Exhibits 10.1 through 10.10 constitute management contracts or compensatory plans or arrangements.
Notwithstanding any language to the contrary, Exhibits 32.1, 32.2, and 101 shall not be deemed to be filed
as part of this Annual Report for purposes of Section 18 of the Securities Exchange Act of 1934.
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Incorporated by Reference

Exhibit File Filing Filed
Number Exhibit Description Form Number Exhibit Date Herewith
001-381 Sept. 8,
3.1 Restated Certificate of Incorporation 10-Q 60 3.1 2017
001-381 Sept. 8,
3.2 Restated Bylaws 10-Q 60 3.2 2017
333-219 July 26,
41 Form of Common Stock Certificate S-1/A 093 41 2017
Amended and Restated Investors’ Rights Agreement by
and among Redfin Corporation and certain security
holders of Redfin Corporation dated December 15, 2014, 333-219 June 30,
4.2 as amended S-1 093 4.2 2017
Indenture, dated as of July 23, 2018, between Redfin 001-381 July 23,
4.3 Corporation and Wells Fargo Bank, National Association 8-K 60 41 2018
001-381 July 23,
4.4 Form of Senior Convertible Note 8-K 60 41 2018
Amended and Restated 2004 Equity Incentive Plan and 333-219 June 30,
10.1 forms of award agreements thereunder S-1 093 10.2 2017
2017 Equity Incentive Plan and forms of award 001-381 February
10.2 agreements thereunder 10-K 60 10.3 22,2018
Form of Notice of Performance-Based Restricted Stock
Unit Award and Performance-Based Restricted Stock
Unit Award Agreement under the 2017 Equity Incentive 001-381 June 6,
10.3 Plan 8-K 60 101 2018
333-219 July 17,
10.4 Form of Indemnification Agreement S-1/A 093 10.1 2017
333-219 July 17,
10.5 Form of Change in Control Severance Agreement S-1/A 093 10.12 2017
Amended and Restated Offer Letter by and between
Redfin Corporation and Glenn Kelman, dated June 27, 333-219 June 30,
10.6 2017 S-1 093 10.4 2017
Amended and Restated Offer Letter by and between
Redfin Corporation and Bridget Frey, dated June 27, 333-219 June 30,
10.7 2017 S-1 093 10.5 2017
Amended and Restated Offer Letter by and between
Redfin Corporation and Scott Nagel, dated June 27, 333-219 June 30,
10.8 2017 S-1 093 10.6 2017
Amended and Restated Offer Letter by and between
Redfin Corporation and Chris Nielsen, dated June 27, 001-381 February
10.9 2017 10-K 60 10.6 22,2018
Amended and Restated Offer Letter by and between
Redfin Corporation and Adam Wiener, dated June 27,
10.10 2017 X
211 List of Subsidiaries X
Consent of Deloitte & Touche LLP, Independent
231 Registered Public Accounting Firm X
241 Power of Attorney X
Certification of Principal Executive Officer, pursuant to
31.1 Rule 13a-14(a) X
Certification of Principal Financial Officer, pursuant to
31.2 Rule 13a-14(a) X
Certification of Chief Executive Officer, pursuant to 18
321 U.S.C. Section 1350 X
Certification of Chief Financial Officer, pursuant to 18
32.2 U.S.C. Section 1350 X
101 Interactive Data Files X

Item 16. Form 10-K Summary

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

Redfin Corporation

(Registrant)
February 14, 2019 By /s/ Glenn Kelman
(Date) Glenn Kelman

President and Chief Executive Officer

KNOW ALL PERSONS BY THESE PRESENTS, that each individual whose signature appears
below constitutes and appoints Glenn Kelman and Chris Nielsen, and each of them, as his or her true and
lawful attorneys-in-fact and agents with full power of substitution, for him or her in any and all capacities, to
sign any and all amendments to this Annual Report on Form 10-K, and to file the same, with all exhibits
thereto and other documents in connection therewith, with the U.S. Securities and Exchange Commission,
granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do and
perform each and every act and thing requisite and necessary to be done in connection therewith, as fully to
all intents and purposes as he or she might or could do in person, hereby ratifying and confirming all that
said attorneys-in-fact and agents, or any of them, or his or her or their substitute or substitutes, may lawfully
do or cause to be done or by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated:



Name

Title

Date

/s/ Glenn Kelman

Glenn Kelman

/s/ Chris Nielsen

Chris Nielsen

/s/ Robert Mylod, Jr.

Robert Mylod, Jr.

/s/ Robert Bass

Robert Bass

/s/ Julie Bornstein

Julie Bornstein

/s/ Austin Ligon

Austin Ligon

/s/ David Lissy

David Lissy

/s/ James Slavet

James Slavet

/s/ Selina Tobaccowala

Selina Tobaccowala

President, Chief Executive Officer and
Director (Principal Executive Officer)

Chief Financial Officer (Principal
Financial and Accounting Officer)

Chairman of the Board of Directors

Director

Director

Director

Director

Director

Director

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019

February 14, 2019



COMPARISON OF 17 MONTH CUMULATIVE TOTAL RETURN*
Among Redfin Corporation, the S&P 500 Index
and the RDG Internet Composite Index
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*$100 invested on 7/28/17 in stock or 7/31/17 inindex, including reinvestment of dividends.
Fiscal year ending December 31.

Copyright® 2019 Standard & Poor's, a division of S&P Global. All rights reserved.
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Directors

Robert Bass
Former Vice Chairman
Deloitte

Julie Bornstein
Founder and Chief Executive Officer
Zipper

Glenn Kelman
President and Chief Executive Officer
Redfin

Austin Ligon
Co-Founder and former Chief Executive Officer
CarMax

Executive Officers

Glenn Kelman
President and Chief Executive Officer

Bridget Frey
Chief Technology Officer

Scott Nagel
President of Real Estate Operations

Chris Nielsen
Chief Financial Officer

Adam Wiener
Chief Growth Officer

David H. Lissy
Executive Chairman
Bright Horizons Family Solutions

Robert Mylod, Jr.
Managing Partner
Annox Capital

James Slavet
Partner
Greylock Partners

Selina Tobaccowala
Co-Founder and Chief Executive Officer
Gixo

We will provide to each stockholder as of April 9, 2019, upon the written request of the stockholder, a copy of our
annual report on Form 10-K for the year ended December 31, 2018, including the financial statements and financial
statement schedules. We will provide this annual report, other than exhibits, without charge. Please direct your
request to: Redfin Corporation, 1099 Stewart Street, Suite 600, Attn: Corporate Secretary, Seattle, WA 98101.
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