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As of December 31, 2016, the aggregate market value of the voting stock held by non-affiliates of the registrant, based
on the closing sale price of the Company’s common stock as reported by the NASDAQ Global Select Market on such
date, was $136,296,954. For purposes of calculating the aggregate market value of shares held by non-affiliates, we
have assumed that all outstanding shares are held by non-affiliates, except for shares beneficially owned by each of
our executive officers, directors and 5% or greater stockholders. In the case of 5% or greater stockholders, we have
not deemed such stockholders to be affiliates unless there are facts and circumstances indicating that such
stockholders exercise any control over our company. The determination of executive officer or affiliate status is not a
conclusive determination for other purposes.

Number of shares of common stock outstanding as of August 31, 2017: 45,712,559
Documents Incorporated by Reference:

Portions of the registrant’s definitive proxy statement relating to its 2017 annual stockholders’ meeting are incorporated
by reference into Part III of this Annual Report on Form 10-K where indicated.
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PARTI

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements. All statements other than statements of historical facts, including
statements regarding our future financial condition, business strategy and plans and objectives of management for

future operations, are forward-looking statements. Terminology such as “believe,” “may,” “might,” “objective,” “estimate,”
“continue,” “anticipate,” “intend,” “should,” “plan,” “expect,” “predict,” “potential,” or the negative of these terms or other sin
expressions is intended to identify forward-looking statements. We have based these forward-looking statements

largely on our current expectations and projections about future events and financial trends that we believe may affect

our financial condition, results of operations, business strategy and financial needs. These forward-looking statements

are subject to a number of known and unknown risks and uncertainties that could cause our actual results to differ
materially from those expressed or implied in our forward-looking statements. Such risks and uncertainties include,

among others, those listed in Part 1, Item 1A. “Risk Factors” of this Annual Report on Form 10-K and elsewhere in this
report, such as but not limited to:

LT 99 ¢

9 ¢ 29 ¢ 99 ¢

our still developing industry and relatively new business model;

changes in the economic condition, market dynamics, regulatory enforcement or legislative environment affecting

our, our third party publishers’, and our clients’ businesses;

our dependence on the availability and affordability of quality media from third-party publishers and strategic

partners;

our dependence on Internet search companies to attract Internet visitors;

our ability to accurately forecast our results of operations and appropriately plan our expenses;

our ability to compete in our industry;

our ability to manage cyber security risks and costs associated with maintaining a robust security infrastructure;

our ability to continually optimize our websites to allow Internet visitors to access our websites through mobile

devices;

our ability to develop new services, enhancements and features to meet new demands from our clients; and

our ability to successfully challenge regulatory audits, investigations or allegations of noncompliance with laws.
Except as required by law, we undertake no obligation to update publicly any forward-looking statements for any
reason to conform these statements to actual results or to changes in our expectations. Given these risks and
uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements, and we qualify all
of our forward-looking statements by these cautionary statements.

Item 1.Business
Our Company

We are a leader in performance marketing products and technologies. Our approach to proprietary performance
marketing technologies allows clients to engage high intent digital media or traffic from a wide range of device types
(e.g., mobile, desktop, tablet), in multiple formats or types of media (e.g., search engines, large and small media
properties or websites, email), and in a wide range of cost-per-action, or CPA, forms. These forms of contact are the
primary “products” we sell to our clients, and include qualified leads, inquiries, clicks, calls, applications and customers.
We specialize in customer acquisition for clients in high value, information-intensive markets, or “verticals,” including
financial services, education, home services, and business-to-business technology. Our clients include some of the
world’s largest companies and brands in those markets. While the majority of our operations and revenue are in North
America, we also have emerging businesses in Brazil and India.

We generate revenue by delivering measurable online marketing results to our clients. The benefits to our clients
include cost-effective and measurable customer acquisition costs, as well as management of highly targeted but also
highly fragmented online media sources and access to our world-class proprietary technologies. We are predominantly
paid on a negotiated or market-driven “per lead,” “per click,” or other “per action” basis that aligns with the customer
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acquisition cost targets of our clients. We bear the cost of paying Internet search companies, third-party publishers,
strategic partners and other online media sources to generate qualified leads, inquiries, clicks, calls, applications or
customers for our clients.

Our competitive advantages include our media buying power, proprietary technologies, extensive data and experience

in performance marketing, and significant online media market share in the markets or verticals we serve. Our

advantage in online media buying is key to our business model and comes from our ability to effectively segment and
match high-intent, unbranded media or traffic — one of the largest sources of traffic for customer acquisition — to as many
as hundreds of clients or client offerings and, in
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most cases, to match those visitors to multiple clients, which also satisfies the visitor’s desire to choose among
alternatives and to shop multiple offerings. Together, the ability to match more visitors in any given flow of traffic or
media to a client offering, and to do so multiple times, adds up to a significant media buying advantage compared to
individual clients or other buyers for these types of media.

Our proprietary technologies have been developed over the past 18 years to allow us to best segment and match media
or traffic, to deliver optimized results for our clients and to operate our high volume and highly complex channel
cost-efficiently.

Our extensive data and experience in performance marketing reflect the execution, knowledge and learning from
billions of dollars of media spend on these campaigns over time. This is a steep and expensive learning curve. These
learnings address millions of permutations of media sources, mix and order of creative and content merchandising,
and approaches to the matching and segmentation of Internet visitors to optimize their experience and the results for
clients. Together, these learnings allow us to run thousands of campaigns simultaneously and cost-effectively for our
clients at acceptable media costs and margins to us.

Because of our deep expertise and capabilities in running financially successful performance marketing programs, we
are able to effectively compete for sources and partners of high-intent, unbranded media, and our market share in our
client verticals of this media is significant. Our media sources include owned-and-operated organic or search engine
optimization (“SEQO”) websites, targeted search engine marketing (“SEM”) or pay-per-click (“PPC”) campaigns, social
media and mobile programs, internal email databases, call center operations, partnerships with large and small online
media companies, and more. Our collective media presence results in engagement with a significant share of online
visitors in those markets or verticals, which leads us to be included in client online media buys.

We were incorporated in California on April 16, 1999 and reincorporated in Delaware on December 31, 2009. We
have been a pioneer in the development and application of measurable marketing on the Internet. Clients pay us for
the actual opt-in actions by visitors or customers that result from our marketing activities on their behalf, versus
traditional impression-based advertising and marketing models in which an advertiser pays for a broad audience’s
exposure to an advertisement.

Market Opportunity

Change in marketing strategy and approach

We believe that marketing approaches are changing as budgets shift from offline, analog advertising media to digital
advertising media such as Internet marketing. These changing approaches require a shift to fundamentally new
competencies, including:

From qualitative, impression-driven marketing to analytic, data-driven marketing

Growth in Internet marketing enables a more data-driven approach to advertising. The measurability of online
marketing allows marketers to collect a significant amount of detailed data on the performance of their marketing
campaigns, including the effectiveness of ad format and placement and user responses. This data can then be analyzed
and used to improve marketing campaign performance and cost-effectiveness on substantially shorter cycle times than
with traditional offline media.

From account management-based client relationships to results-based client relationships

Marketers are becoming increasingly focused on strategies that deliver specific, measurable results. For example,
marketers are attempting to better understand how their marketing spending produces measurable objectives such as

meeting their target marketing cost per new customer. As marketers adopt more results-based approaches, the basis of

7



Edgar Filing: QUINSTREET, INC - Form 10-K

client relationships with their marketing services providers is shifting from being more account management-based to
being more results-oriented.

From marketing messages pushed on audiences to marketing messages pulled by self-directed audiences

Traditional marketing messages such as television and radio advertisements are broadcast to a broad audience. The
Internet enables more self-directed and targeted marketing. For example, when Internet visitors click on PPC search
advertisements, they are expressing an interest in and proactively engaging with information about a product or
service related to that advertisement. The growth of self-directed marketing, primarily through online channels, allows
marketers to present more targeted and potentially more relevant marketing messages to potential customers who have
taken the first step in the buying process, which can in turn increase the effectiveness of marketers’ spending.
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From marketing spending focused on large media buys to marketing spending optimized for fragmented media

We believe that media is becoming increasingly fragmented and that marketing strategies are changing to adapt to this
trend. There are millions of Internet websites, tens of thousands of which have significant numbers of visitors. While
this fragmentation can create challenges for marketers, it also allows for improved audience segmentation and the
delivery of highly targeted marketing messages, but innovative technologies and approaches are necessary to
effectively manage marketing given the increasing complexity resulting from more media fragmentation.

Increasing complexity of online marketing

Online marketing is a dynamic and increasingly complex advertising medium. There are numerous online channels for
marketers to reach potential customers, including search engines, Internet portals, vertical content websites, affiliate
networks, display and contextual ad networks, email, video advertising, and social media. We refer to these and other
marketing channels as media. Each of these channels may involve multiple ad formats and different pricing models,
amplifying the complexity of online marketing. We believe that this complexity increases the demand for our vertical
marketing and media services due to our capabilities and to our experience managing and optimizing online marketing
programs across multiple channels. Also, marketers and agencies often lack our ability to aggregate offerings from
multiple clients in the same industry vertical, an approach that allows us to cover a wide selection of visitor segments
and provide more potential matches to visitor needs. This approach can allow us to convert more Internet visitors into
qualified leads, inquiries, clicks, calls, applications, or customers from targeted media sources, giving us an advantage
when buying or monetizing that media.

Our Business Model

We deliver measurable and cost-effective marketing results to our clients, typically in the form of a qualified lead,
inquiry, click, call, application, or customer. Leads, inquiries, clicks, calls, and applications can then convert into a
customer or sale for clients at a rate that results in an acceptable marketing cost to them. We are paid typically by
clients when we deliver qualified leads, inquiries, clicks, calls, applications, or customers as defined by our
agreements with them. References to the delivery of customers means a sale or completed customer transaction (e.g.,
bound insurance policies or customer appointments with clients). Because we bear the costs of media, our programs
must result in attractive marketing costs to our clients at media costs and margins that provide sound financial
outcomes for us. To deliver leads, inquiries, clicks, calls, applications, and customers to our clients, generally we:

own or access targeted media through business arrangements (e.g., revenue sharing arrangements) or by purchasing
media (e.g., clicks from major search engines);

run advertisements or other forms of marketing messages and programs in that media to create visitor responses
typically in the form of leads or inquiries (e.g., contact information), clicks (to further qualification or matching
steps, or to online client applications or offerings), calls (to our owned and operated call centers or that of our clients
or their agents), applications (e.g., for enrollment or a financial product), or customers (e.g., bound insurance
policies);

match these leads, inquiries, clicks, calls, applications, or customers to client offerings or brands that we believe can
meet visitor interests or needs and client targets and requirements; and
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optimize client matches and media costs such that we achieve desired results for clients and a sound financial

outcome for us.
Media cost, or the cost to attract targeted Internet visitors, is the largest cost input to producing the measurable
marketing results we deliver to clients. Balancing our clients’ customer acquisition cost and conversion objectives — or
the rate at which the leads, inquiries, clicks, calls, or applications that we deliver to them convert into customers — with
our media costs and yield objectives, represents the primary challenge in our business model. We have been able to
effectively balance these competing demands by focusing on our media sources and creative capabilities, developing
proprietary technologies and optimization capabilities, and working to constantly improve segmentation and matching
of visitors to clients through the application of our extensive data and experience in performance marketing. We also
seek to mitigate media cost risk by working with third-party publishers and media owners predominantly on a
revenue-share basis, which makes these costs variable and provides for risk management. Media purchased on a
revenue-share basis has represented the majority of our media costs and of the Internet visitors we convert into
qualified leads, inquiries, clicks, calls, applications, or customers for clients, contributing significantly to our ability to
maintain profitability.

Media and Internet visitor mix

We are a client-driven organization. We seek to be one of the largest providers of measurable marketing results on the
Internet in the client industry verticals we serve by meeting the needs of clients for results, reliability and volume.
Meeting those client needs requires that we maintain a diversified and flexible mix of Internet visitor sources due to
the dynamic nature of online media. Our media mix changes with changes in Internet visitor usage patterns. We adapt
to those changes on an ongoing basis, and also
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proactively adjust our mix of vertical media sources to respond to client- or vertical-specific circumstances and to
achieve our financial objectives. Generally, our Internet visitor sources include:

websites owned and operated by us, with content and offerings that are relevant to our clients’ target customers;
wisitors acquired from PPC advertisements purchased on major search engines and sent to our websites;
third-party publishers (including strategic partners) with whom we have a relationship and whose content or traffic is
relevant to our clients’ target customers;
email lists owned by us or by third-parties; and
advertisements run through online advertising networks, directly with major websites or portals, social media
networks, or mobile networks.

Our Strategy

Our goal is to continue to be one of the largest and most successful performance marketing companies on the Internet,
and eventually in other digitized media forms. We believe that we are in the early stages of a very large and long-term
market opportunity. Our strategy for pursuing this opportunity includes the following key components:

focus on generating sustainable revenues by providing measurable value to our clients;
build QuinStreet and our industry sustainably by behaving ethically in all we do and by providing quality content and
website experiences to Internet visitors;
remain vertically focused, choosing to grow through depth, expertise and coverage in our current client verticals;
enter new client verticals selectively over time, organically and through acquisitions;
build a world class organization, with best-in-class capabilities for delivering measurable marketing results to clients
and high yields or returns on media costs;
develop and evolve the best products, technologies and platform for managing successful performance marketing
campaigns on the Internet; focus on technologies that enhance media yield, improve client results and achieve scale
efficiencies;
build and apply unique data advantages from running some of the largest campaigns over long periods of time in our
client verticals, including the steep learning curves of what campaigns work best to optimize each media type and
each client’s results;
build and partner with vertical content websites that attract high intent visitors in the client and media verticals we
serve; and
be a client-driven organization and develop a broad set of media sources and capabilities to reliably meet client
needs.

Clients

In fiscal years 2017 and 2016, we had one client, The Progressive Corporation, that accounted for 17% and 12% of net
revenue. No other client accounted for 10% or more of net revenue in fiscal years 2017 and 2016 and no client
accounted for 10% or more of net revenue in fiscal year 2015. Our top 20 clients accounted for 52%, 48% and 45% of
net revenue in fiscal years 2017, 2016 and 2015. Since our service was first offered in 2001, we have developed a
broad client base with many multi-year relationships. We enter into Internet marketing contracts with our clients, most
of which are cancelable with little or no prior notice. In addition, these contracts do not contain penalty provisions for
cancellation before the end of the contract term.

Sales and Marketing

We have an internal sales team that consists of employees focused on signing new clients and account managers who
maintain and seek to increase our business with existing clients. Our sales people and account managers are each
focused on a particular client vertical so that they develop an expertise in the marketing needs of our clients in that

particular vertical.

Technology and Infrastructure
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We have developed a suite of technologies to manage, improve and measure the results of the marketing programs we
offer our clients. We use a combination of proprietary and third-party software as well as hardware from established

technology vendors. We use specialized software for client management, building and managing websites, acquiring
and managing media, managing our third-

6
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party publishers, and using data and optimization tools to best match Internet visitors to our marketing clients. We
have invested significantly in these technologies and plan to continue to do so to meet the demands of our clients and
Internet visitors, to increase the scalability of our operations, and enhance management information systems and
analytics in our operations. Our development teams work closely with our marketing and operating teams to develop
applications and systems that can be used across our business. In fiscal years 2017, 2016 and 2015, we spent $13.5
million, $16.4 million and $17.9 million on product development.

Our primary data center is at a third-party co-location center in San Francisco, California. All of the critical
components of the system are redundant, and we have a backup data center in Las Vegas, Nevada. We have
implemented these backup systems and redundancies to minimize the risk associated with earthquakes, fire, power
loss, telecommunications failure, and other events beyond our control.

Intellectual Property

We rely on a combination of patent, trade secret, trademark and copyright laws in the United States and other
jurisdictions together with confidentiality agreements and technical measures to protect the confidentiality of our
proprietary rights. To protect our trade secrets, we control access to our proprietary systems and technology and enter
into confidentiality and invention assignment agreements with our employees and consultants and confidentiality
agreements with other third-parties. QuinStreet is a registered trademark in the United States and other jurisdictions.
We also have registered and unregistered trademarks for the names of many of our websites, and we own the domain
registrations for many of our website domains.

Our Competitors

Our primary competition falls into two categories: advertising and direct marketing services agencies, and online
marketing and media companies. We compete for business on the basis of a number of factors including return on
marketing expenditures, price, access to targeted media, ability to deliver large volumes or precise types of customer
prospects, and reliability.

Advertising and direct marketing services agencies

Online and offline advertising and direct marketing services agencies control the majority of the large client marketing
spending for which we primarily compete. So, while they are sometimes our competitors, agencies are also often our
clients. We compete with agencies to attract marketing budget or spending from offline forms to the Internet or, once
designated to be spent online, to be spent with us versus the agency or by the agency with others. When spending
online, agencies spend with us and with portals, other websites and ad networks.

Online marketing and media companies

We compete with other Internet marketing and media companies, in many forms, for online marketing budgets. Most
of these competitors compete with us in one client vertical. Examples include LendingTree in the financial services
client vertical and Education Dynamics in the education client vertical. Some of our competition also comes from
agencies or clients spending directly with larger websites or portals, including Google, Yahoo! and Microsoft.

Government Regulation

We provide services through a number of different online and offline channels. As a result, we are subject to many
federal and state laws and regulations, including restrictions on the use of unsolicited commercial email, such as the
CAN-SPAM Act and state email marketing laws, and restrictions on the use of marketing activities conducted by
telephone, including the Telemarketing Sales Rule and the Telephone Consumer Protection Act. Our business is also
subject to federal and state laws and regulations regarding unsolicited commercial email, telemarketing, user privacy,
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search engines, Internet tracking technologies, direct marketing, data security, data privacy, pricing, sweepstakes,
promotions, intellectual property ownership and infringement, trade secrets, export of encryption technology,
acceptable content and quality of goods, and taxation, among others.

In addition, we provide services to a number of our clients that operate in highly regulated industries, particularly in
our financial services and education verticals. In our financial services vertical, our websites and marketing services
are subject to various federal, state and local laws, including state licensing laws, federal and state laws prohibiting
unfair acts and practices, and federal and state advertising laws. In addition, we are a licensed insurance agent in all
fifty states. In our education client vertical, nearly all of the revenue is generated from post-secondary education

institutions. Post-secondary education institutions are subject to extensive federal and state regulations and accrediting

agency standards, including the Higher Education Act of 1965 as amended (the “HEA”), Department of Education
regulations under the HEA, individual state higher education regulations, as well as regulations of the Federal Trade

Commission and Consumer Finance Protection Bureau and other federal agencies. Such state and federal regulations

govern many aspects of these clients’ operations, including marketing and recruiting activities, as well as the school’

S

eligibility to participate in Title IV federal student financial aid programs, which is the principal source of funding for

many of our education
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clients. Although we are not a higher education institution, we may be required to comply with such education laws
and regulations as a result of our role as a vendor to higher education institutions, either directly or indirectly through
our contractual arrangements with clients. Since 2010, there have been significant additions and changes to these
regulations and increasing enforcement of them by regulators. In addition, Congress is considering changes to the
HEA. These changes may place additional regulatory burdens on post-secondary schools generally, and specific
initiatives may be targeted at companies like us that serve higher education institutions. In recent years, a particularly
high level of regulatory and legislative scrutiny has been focused on for-profit higher education institutions, several of
which are clients. The costs of compliance with these regulations and new laws may increase in the future and any
failure on our part to comply with such laws may subject us to significant liabilities.

Employees

As of June 30, 2017, we had 469 employees, which consisted of 142 employees in product development, 48 in sales
and marketing, 36 in general and administration and 243 in operations. None of our employees are represented by a
labor union, except for our employees in Brazil who are represented by a union as required by Brazilian law.

Available Information

We file reports with the Securities and Exchange Commission (“SEC”), including annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K and other filings required by the SEC. We make these
reports and filings available free of charge on our website via the investor relations page on www.quinstreet.com as
soon as reasonably practicable after such material is electronically filed with or furnished to the SEC. We also webcast
our earnings calls and certain events we host with members of the investment community on our investor relations
page at http://investor.quinstreet.com. The content of our website is not intended to be incorporated by reference into
this report or in any other report or document we file, and any reference to this website and others included in this
report is intended to be an inactive textual reference only.

The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street,
NE, Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site (http://www.sec.gov) that contains reports,
proxy and information statements, and other information regarding issuers that file electronically with the SEC.

Item 1A.Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the risks described below
and the other information in this periodic report. The risks and uncertainties described below are not the only ones we
face. Additional risks and uncertainties that we are unaware of, or that we currently believe are not material, may also
become important factors that adversely affect our business. If any of the following risks actually occur, our business,
financial condition or results of operations could be adversely affected. In those cases, the trading price of our
common stock could decline and you may lose all or part of your investment.

Risks Related to Our Business and Industry

We operate in an industry that is still developing and have a relatively new business model that is continually
evolving, which makes it difficult to evaluate our business and prospects.

We derive all of our revenue from the sale of online marketing and media services, which is still a developing industry
that has undergone rapid and dramatic changes in its relatively short history and which is characterized by

15



Edgar Filing: QUINSTREET, INC - Form 10-K

rapidly-changing Internet media and advertising technology, evolving industry standards, regulatory uncertainty, and
changing visitor and client demands. As a result, we face risks and uncertainties such as but not limited to:

our still developing industry and relatively new business model;

changes in the economic condition, market dynamics, regulatory enforcement or legislative environment affecting
our, our third-party publishers’, and our clients’ businesses;
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