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Introduction 

The real estate market is ready for a change. With everything in our society adapting to 

online and mobile technology, pioneers such as Zillow and Trulia are paving the way for a more 

streamlined home-buying experience. Being that home purchases are typically the biggest 

investment an individual will make in their lifetime, it's not surprising consumers have been 

hesitant in adjusting to an online experience. However our team feels that the combined Zillow 

and Trulia brands have the flexibility and leadership to change the current norm into a more 

efficient process, benefitting both businesses and consumers.  

In this paper, we start with a general overview of the real estate industry, discuss 

opportunities in the near and long term future of Zillow and then go over the structure of the deal 

outlining our intrinsic valuation using a DCF analysis while utilizing relevant market 

comparables. Finally we recommend specific trades based on our assumptions of the industry 

and potential of the combined organizations. 

Real Estate Overview 

The home buying and selling process is fairly complicated and most consumers use real 

estate agents to help facilitate the transaction. In order to communicate effectively, real estate 

agents representing both parties would get together and exchange information which is the 

original concept behind a Multiple Listing Service (MLS). Today there are hundreds of MLS 

databases, each with listings specific to their area of focus. Most of these MLS systems are 

governed by the National Association of Realtors (NAR), although some are independently 

operated.  

Information is uploaded to the MLS by the real estate agent that is selling the house, typically 

using Postlets to format their listing. Often the agent or brokerage will give their consumers 



access to some of the the information through their own website. They also will upload the 

listing to various third party websites, including Zillow and Trulia, to try and attract the biggest 

market.  

The commission for real estate agents are paid through the party selling the house, with the 

agent representing the buyer taking a cut. Typically this commission rate is published on the 

MLS listing of the house, and negotiated by both parties. Also if the agent is operating through a 

brokerage, the brokerage takes a piece of the commission. 

After the realtor lands a client, the process of showing houses, getting approved for a loan, 

negotiating specific terms of the purchase, and closing on the mortgage become hurdles to 

overcome. BusinessWeek shows that that consumers heavily rely on realtors to assist them with 

these factors, and are the bottleneck to the transformation of the industry (Appendix I). The 

CFPB will establish the new Integrated Mortgage Disclosure rule in August of 2015, easing 

current requirements on lending (Investment Weekly News). As the lending and negotiation 

process becomes more user friendly, we see Zillow purchasing companies (such as Black Knight 

Financial Services) that are crucial to the process. 

Online Real Estate Advertising 

The real estate industry has undergone significant changes over the last decade and we 

believe is poised for a seismic shift in the go to market strategy. Zillow and Trulia have disrupted 

this industry by removing the power previously held by MLS websites, enabling their users to 

generate their own listings. 

The industry operates much like the online travel agent industry, with many websites 

providing similar, but slightly differentiated services. Looking forward we predict a few parent 



companies will operate many subsidiaries who offer a wide variety of services--this can already 

be seen in the acquisitions Zillow and Trulia have made. While competition has kept expenses 

high and profitability low, the eventual dominance of the few companies will allow them to set 

fees at levels resulting in profitability. 

The overall business platform of requiring online views to maintain advertisements 

leaves a question of sustained profitability. As of June 30th, Zillow had over 56,000 premier 

agent subscriptions, with an annual growth rate (AGR) of 92.6% since 2009, while Trulia had 

74,000 subscribers and an AGR of 130%. The efforts necessary to gain unique visitors – 

advertising campaigns and acquisitions – have left margins nonexistent (Z). This trend implies 

only a small few – if any – websites will ultimately reach profitability, further supporting 

industry consolidation. If the acquisition does not go through Zillow and Trulia’s rivalry reduces 

the potential for profitability and encourages the two websites to outspend and out-acquire each 

other in their quest for dominance.  

Near Term Opportunity 

The online rental advertising and appraisal advertising markets are ready for a brand name 

that people can rely on. Currently if a consumer wants to find a rental property, they’ll be 

searching through a laundry list of competitors, including Apartment Finder, Rent.com, 

Craigslist, Forrent.com, to name a few. All of these services charge a premium (including 

Craigslist in New York) to list a rental opening on their website. 

Zillow has already acquired HotPads and StreetEeasy, two of the more popular names in 

rental advertising. According to IBISWorld, the marketing costs for apartments with 10 or more 

units totals over $620 million dollars annually (Appendix II). While there’s more than just online 



advertising costs factored in that number, there is a clear opportunity to Zillow to gain a large 

market share in this highly fragmented industry. 

 There is also opportunity in online appraisal advertising. Zillow currently offers a 

“Zestimate” function, giving people a ballpark figure on the value of their home. Reviews on this 

feature vary on the quality of appraisal, and Zillow even says not to base your judgment solely 

off their value. Nonetheless, consumers are using the feature as a starting point to find out the 

value of their home. 

 Zillow allows appraisers to advertise on their website. With marketing costs for 

residential appraisers currently being a $4.6 million dollar market according to IBIS World, there 

is similar opportunity to the rental advertising (Appendix III). The marketing dollars spent are 

incredibly dispersed, and Zillow will be building their name in an effort to funnel this capital to 

their business. 

Long-Term Opportunity 

There’s no question that Zillow intends to be leader in revitalizing the real estate industry. 

Rich Barton claims that Zillow debated holding online auctions for houses as a way to disrupt the 

industry. They decided not to, however, recognizing a delay before people are comfortable with 

any radical change. Until that time comes, he is establishing Zillow as the most prominent name 

in the online real estate business. 

Previous transactions by Zillow support this theory. Back in 2011 Zillow purchased Postlets, 

the most common application for developing listings for real estate sales. Zillow intends to offer 

this feature to their consumers, allowing them to make detailed real estate listings without a 

realtor. Zillow is also providing listings available on various MLS sites for their consumers 



through a recent acquisition of Retsly, an online platform that aggregates data from multiple 

MLS websites, and direct subscriptions to the most popular MLS sites. 

Another important part realtors play is conducting showings for homes. This is a very time-

consuming process. Currently, houses listed show pictures that give a general sense of the layout, 

but this lacks the detail needed to make an informed decision. This is where Zillow will rely on 

advances in mobile technology to minimize the amount of home showings. 

There’s no question that a homebuyer will want to walk through a property prior to making 

the purchase. However the amount of homes needed to be shown will drastically decrease as 

mobile technology evolves. Specifically, light field cameras are an emerging technology that will 

help people accurately show their house from a mobile platform, enabling a 3-D upload of a 

house directly to the online listing. Research published by Gartner shows this will have a drastic 

effect on the real estate industry. Users who are interested in multiple houses will be able to 

virtually see everything through their phone instead of just a handful of pictures, and will be able 

to make more accurate decisions just by using their phone, leading to a reduction in the number 

of homes necessary to show. 

Structure of the deal 

With all the potential listed above, the question arises: Did Trulia intend to sell their 

business? Based on previous acquisitions and the structure of their balance sheet, we feel they 

did not plan on selling, but decided to take a premium for their company today in exchange for 

the opportunity to join forces with Zillow, decreasing the risk of failure. 

 This industry is heavy in acquisitions. Zillow and Trulia have a combined 10 acquisitions 

over the last four years. Trulia has a history of maintaining a large amount of cash on their 



balance sheet in order to facilitate these transactions. After they acquired MarketLeader in 2013, 

they issued $250 million in convertible notes by year-end. This shows their intent to continue the 

trend of acquiring valuable technology to enhance their business. 

It’s also important to note that Zillow has made an offer for Trulia multiple times, dating 

back to 2011. Most recently, Richard Barton requested a dinner with Peter Flint, and Flint 

“indicated that his near-term schedule would not accommodate a dinner”. Barton eventually 

reached out to the Significant Shareholders of Trulia to get their approval. The initial terms of 

the deal included a .39 share exchange ratio, a premium of 15% on the closing price on June 6th. 

The negotiations eventually led to a .444 share exchange ratio on July 24th, which represented a 

59% premium on the $40.58 closing price for Trulia. Trulia’s board felt this price reflected the 

unaffected trading price immediately prior to the announcement. 

 There is also a drastic shift in power after the merger. Specifically, the Class B voting rights 

having 10 votes per share (all controlled by Richard Barton and Lloyd Frink), compared to the 

standard 1 vote per share in Class A stock or 0 votes per share in Class C stock. This leaves most 

of the voting power for shareholder approval in the hands of two Zillow founders. The board of 

the new company will also include all 8 of the existing Zillow board and 2 representatives from 

Trulia. In other words, while Trulia management will remain on board after the merger is 

complete, the power to make business decisions lies in the hands of Zillow. 

 Without a doubt, any organization that is attempting to make such drastic changes to an 

overall market needs to have a leadership team in place that can tackle the challenge. Just a quick 

look at the executive team of Zillow would confirm they have the experience needed. Similar to 

the current shift in the real estate industry, the travel industry underwent enormous changes when 



businesses like Expedia.com allowed customers to plan their own vacations for cheaper, 

rendering a travel agent an unnecessary commodity. Many of the executives at Zillow were 

former employees of Expedia, and they are familiar with shifting consumers to a new business 

platform. 

If the deal ends up not going through, Trulia will be at a significant disadvantage. Not 

only can Zillow walk away if the government imposes any type of restriction on the deal, but 

Trulia is restricted in what activities it can engage in until the acquisition is finalized or called off 

-which could be as late as January 2016. During that period, Trulia would be unable to engage in 

acquisitions, increase capital expenditures or raise debt levels. While Zillow would be required 

to pay a $150 million termination fee if it chose to back out of the deal, this amount would pale 

in comparison to the damage sustained by Trulia. (NY Times). 

Revenue Stream 

 The real estate industry relies on an improving macro environment to generate growth 

with driving factors including mortgage rates, existing homes sales and disposable income. 

(Appendix IV) The Case-Shiller Index continues to show rebounding home prices as demand 

increases and 30 year fixed rates remain suppressed. As the economy and disposable income 

rebound, the real estate market should see GDP growth levels. In addition the Bureau of Labor 

Statistics reported declining unemployment numbers in September along with the announcement 

the federal government is working with private lenders to lessen the credit restrictions on 

mortgages. (Appendix V) Over the near term, we see mortgage rates increasing, as the Fed ends 

its quantitative easing plan but the effect offset by broader economic strength. 

 Zillow and Trulia own nearly 79% of all online real estate activity. (Appendix VI) That 

level of exposure, combined with their historical AGR, leaves the runway for growth at 



astronomical levels. Currently, Zillow and Trulia each own only a 2% share of real estate 

marketing expenses through their premium listing service. According to the National Association 

of Realtors, that is less than 10% of total licensed realtors. This provides a tremendous growth 

path considering 70% of realtors are dissatisfied with the number of web leads generated. 

(Appendix VII) In addition, both companies combine for less than 2% of an additional $16 

billion spent annually in other real estate advertising.  

Valuation 

 For the intrinsic value of Zillow, we used a DCF model for support and utilized a market 

multiple of forward revenue. Both approaches rely on our revenue breakout that allocates growth 

of subscription, mortgage advertising and display revenue based on unique growth drivers. 

(Appendix VIII) Subscription revenue was built out with an overall CAGR of 26% for Zillow 

and 27% for Trulia. Mortgage advertising for Trulia is recorded in another category, but Zillow’s 

growth was pegged to the overall online lending industry and forecasted using a 21% CAGR 

versus industry growth of 14%. (Appendix IX) Display revenue was forecasted using the 

industry “other” advertising costs allocated as a percentage of unique user traffic based on 

historical comparison. 

To calculate depreciation we used the latest 10-Q and created a cost flow that allocated 

future expenses based on average life expectancy. Capital spending was estimated using a 

decreasing ratio tied to revenue. (Appendix X) One of the biggest sources of cash adding back 

into the valuation is the stock compensation. Zillow provided guidance on expected 

compensation that could be backed into using the Zebra Holdco S-4. We modified the 

compensation to reflect the same percentage based on our forecasted sales. (Appendix XI) 

Change in NWC was calculated using historic balance sheet and income statement ratios. 



(Appendix XII,XIII) A WACC of 10.6% was generated by a using a 6.5% premium, a beta of 

1.22 and risk free rate of 2.64. We calculated the DCF taking into account prior net operating 

loss carry forwards and reduced the equity value by the outstanding fair market value of 

company issued stock compensation. The result was an intrinsic value of $109.72 a share for 

Zillow.  

Working the DCF gave us an established range and we complemented that by running a 

market cap to FY15 revenue multiple for comparison companies. Using this approach we 

calculated a $114.30 intrinsic value per share. With high top line growth and the challenge of the 

terminal value calculation, we chose to use the multiple as our intrinsic value with support from 

the DCF. 

Given the agreement to purchase Trulia at a ratio of .444, we were interested in the ratio between 

the intrinsic values of both companies. With Zillow calculated using a market multiple, we used 

the same approach valuing Trulia. Looking at the historic ratios between their multiple, Trulia 

typically trades around 51% of Zillow’s multiple. We then valued Trulia at half of the Zillow 

multiple against their FY 15 sales projections and arrived at an intrinsic value of $46.50. This 

implies a .407 ratio between Zillow and Trulia’s intrinsic value. The spread is less than what was 

ultimately agreed to in the stock buyout, implying Zillow paid a premium while insinuating that 

premium was significantly less than the 30% spread the stock had been trading at prior to the 

announcement. 

Since the valuations used a multiple of 2015 revenue we calculated the value of the 

combined company the same way. Estimates for revenue included a 1% price increase across all 

revenue streams and an application of 75% of the reported synergies. Historic operating expense 



levels have roughly been a 1:1 ratio with total revenue, so a reduction in expense through 

synergies would have the same effect as a top line increase. With this modified revenue total we 

applied Zillow’s market multiple because we believed it was a more accurate representation 

moving forward. Zillow class A shares outstanding as of the last quarter were combined into the 

holding company on a 1:1 basis and Trulia’s outstanding shares were combined at a .444 ratio. 

This yields total shares outstanding of roughly 56.7 million. When combined, the forward 

revenue per share is accretive for Zillow and dilutive for Trulia shareholders. (Appendix XIV) 

Trade Recommendations and Conclusion 

In order to purchase shares in the combined company we need to make assumptions about the 

broader economic market and individual companies. We are assuming a 4% industry growth rate 

for real estate over the next 6 years; in addition we are assuming online mortgage lending grows 

at 14%. A reduction in forecasted growth, that is not offset by above estimate market share will 

result in a lower valuation. The second assumption hinges on the disruptive entrance of Zillow 

and Trulia into the real estate market. We assume they exploited an outdated industry gaining 

market share through an opportunity; however, as the market adjusts towards an online 

ecosystem, name recognition will again play a role in establishing barriers to entry preventing 

immediate erosion of their market. Despite the recent sell off of insider shares we assume the 

management team does not see a fundamental problem, but is realizing gains on their stock 

compensation and taking advantage of what we agree was an overpriced valuation. In addition, 

we need to have faith in the ability of the management teams to successfully see the acquisition 

through and merge the two companies. Based on their experience in the travel industry 

consolidation, we are confident in management's ability to repeat success in real estate. We 

anticipate strong revenue growth and a reduction in operating expense levels through reduced 

competition. 



With a bullish outlook on real estate and significant upside in the real estate market for Zillow, 

we are confident in the management team’s market position and would recommend the following 

position. With Zillow trading 10% below intrinsic level as of close on 10/30 and considering 

they are poised to capture increased revenue per share from the Trulia acquisition, we would 

recommend a strong buy on Zillow. With Trulia, losing management and board control we see 

minimal upside, especially considering how limiting the acquisition is to operations during the 

waiting period. Trulia is currently trading at a ratio of .425 to Zillow, and with the acquisition 

ratio established at .444 supporting our bullish position, we believe Zillow shares will continue 

to climb and draw Trulia with. To capture this movement, we would recommend a bull call 

spread and buy a call in the money for January and offset the payment by writing a call for the 

same period outside of the money. (Appendix XV) 
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