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PART I--FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

TRAMMELL CROW COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS,

ASSETS
Current assets

Cash and cash equivalents...... .ttt iiiiinneeeeennnnns
Accounts receivable, net of allowance for doubtful

accounts of $4,445 in 2001 and $4,778 in 2000...........
Receivables from affiliates.....c.oiiii i eennnnns
Notes and other receivables......... it innnnennn.
Income taxes recoverable...... ...ttt ittt
Deferred IinCOmMe £aXeS . ittt tnee ettt eeneeeeeeeenneeens
Real estate held for sale.......iiiiiiiiteeneeeeeennnens
Other current asSSel S . ..ttt ittt ittt te et eeenaanns

Total current asSsSetS. ...ttt ittt ittt e eeeeeeeeeenns
Furniture and equipment,
Deferred InCOmMEe £aXeS . i i ittt iiete et teeeeeeeeeaneeeeenns
Investments in unconsolidated subsidiaries..................
Goodwill,
(O ol o TS = i

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities
Accounts payvable. ...ttt e e e e e e e e e e
ACCTUEA EXPEINSES . v v vttt ettt e et e et e ettt ettt
Payables to affiliates. ... ittt iiiieeeeenennns
Income taxes payable. . ...ttt ettt e e
Current portion of long-term debt.......... ...t
Current portion of capital lease obligations..............
Notes payable on real estate held for sale................
Other current liabilities.......oiiiiiiiiiiiiiiiiieiennnn

Total current liabilities........iiiiiiiiiiiinneenennnn
Long-term debt, less current portion.............ceeeeiiee...
Capital lease obligations, less current portion.............
Other ldabilities. ...ttt ittt it

Total liabilities. ...ttt ettt e eeeeeeeeeenns
Minority dnterest . ...ttt ittt et et ettt et e e

Stockholders' equity
Preferred stock; $0.01 par value; 30,000,000 shares
authorized; none issued or outstanding..................

EXCEPT SHARE AND PER SHARE DATA)

MARCH 31,
2001

(UNAUDITED)

$ 22,127

141,706
3,791
22,811
2,289
2,219
231,981
29,862
456,786
35, 641
13,579
58,471
100,491
37,567

1,823
4,246

7,167

35,976

DECEMBER 31,
2000

$ 55,637

151,069
4,306
22,072
2,219
220,021
28,345
483,669
35,200
13,088
55,603
100,440
38,434

$ 44,114
101,157
1,891
3,592
1,377
5,219
148,098
6,808
312,256
75,105
6,541
572
394,474
41,001
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Common stock; $0.01 par value; 100,000,000 shares
authorized; 35,879,515 shares issued and 35,618,343
shares outstanding in 2001, and 35,850,308 shares issued

and 35,349,572 shares outstanding in 2000............... 359
Paid-dn capital... ..o iiii ittt ittt tee et 176,485
Retained earningsS. ...ttt ittt e teeeeeeeeeenaeens 122,515
Accumulated other comprehensive 10SS......iiiiienneeeennnn (1,284)
Less: Treasury SEOCK . ..ottt ittt ittt e et e e ettt eaeeenn (3,047)

Unearned stock compensation, net.......... ...t (2,437)

Total stockholders' equUity.....ii ittt et eennenns 292,591
$702,535

See accompanying notes.
3
TRAMMELL CROW COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

358
176,374
123,207

(366)
(5,841)
(2,773)

FOR THE THREE MONTHS
ENDED MARCH 31

EXCEPT SHARE

AND PER SHARE DATA)

(UNAUDITED)
2001
(IN THOUSANDS,
REVENUES

GLOBAL SERVICES:
CORPORATE:
Facilities management . ...ttt ittt tneeeeeeeeennenns S 41,828
Corporate advisory ServViCesS. ...ttt tneeeeeeeeennenns 25,885
Project management ServiCes. ... .o ii it ittttneeeeeennenns 12,610

80,323
INSTITUTIONAL:
Property Management .« v v it ittt e et ee e eeneeeeeeeennneenns 42,987
o @ S ar= L 26,939
Construction management . ... ..o iiiiin i tneeeeeeeeennenns 4,421

74,347
Income from investments in unconsolidated subsidiaries.... 159
L o 182

155,011
DEVELOPMENT AND INVESTMENT:
Development and construction fees.........oiiiiinnn.. 16,409
Income from investments in unconsolidated subsidiaries.... 353
Gain on disposition of real estate......... ... 2,273
L o 445

138,891

17,153
1,406
5,599

195
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174,491 163,244
COSTS AND EXPENSES
Salaries, wages and benefits....... ...ttt 117,433 100,863
(O} 1410 AT e 3 o 1= 20,223 21,347
General and administrative....... ...ttt 25,818 25,479
Depreciation and amortization............ccuiiiiiennnnn. 6,898 4,666
0wl ot = 4,348 3,501
Minority dnterest. ...ttt it ettt e et e e (262) 1,219
174,458 157,075
Income before InCome LaXeS .. u v it ittt tteeeeeeeeeeeeneeeens 33 6,169
TINCOME LAX EXPEIS e v v v et ettt aee e e e eoeaeeeeeeeenneeeeeeeenns 13 2,469
L= S 1o ) 1= S 20 S 3,700
Earnings per share:
= $ 0.00 $ 0.11
0 T S oY Ot $ 0.00 $ 0.10
Weighted average common shares outstanding:
= = I 1t 35,218,301 34,685,582
0 T S Y o OOt 36,530,930 35,903,543
See accompanying notes.
4
TRAMMELL CROW COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
THREE MONTHS ENDED MARCH 31, 2001 (UNAUDITED) AND YEAR ENDED DECEMBER 31, 2000
(IN THOUSANDS, EXCEPT SHARE DATA)
COMMON SHARES COMMON
————————————————————— STOCK PAR PAID-IN RETAINED
ISSUED TREASURY VALUE CAPITAL EARNINGS
Balance at January 1, 2000....... 35,581,620 801,725 $356 $174, 645 $ 88,160
Net income.......c.ouiiiiiueenn.. —— —— —— —— 35,454
Issuance of restricted stock... —— (219, 053) —— 11 (49)
Forfeiture of restricted
StoCK . i it e e e —— 10,261 —— (110) ——
Amortization of unearned stock
compensation................. - - - - -
Issuance of common stock....... 268,688 (141,997) 2 1,828 (358)
Stock repurchase............... - 49,800 - - -
Foreign currency translation
adjustment, net of tax....... - - - - -
Collection of stockholder
BT o = - - - - -
Balance at December 31, 2000..... 35,850,308 500,736 358 176,374 123,207
Net income.........ccoiiieeee.o.. - - - - 20
Issuance of restricted stock... —— (5,187) —— —— (1)
Forfeiture of restricted
SEOCK . v ittt e e - 2,500 - - -

AC

COM



Balance at March 31,

Balance at January 1,

Balance at December 31,

Balance at March 31,
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Amortization of unearned stock
compensation.................

Issuance of common stock.......

Foreign currency translation
adjustment, net of tax.......

2001........

Net income.........ccoiiiveee.o..
Issuance of restricted stock...
Forfeiture of restricted

Amortization of unearned stock
compensation.................
Issuance of common stock.......
Stock repurchase...............
Foreign currency translation
adjustment, net of tax.......
Collection of stockholder

Net income........cciiiiveee.o..
Issuance of restricted stock...
Forfeiture of restricted

Amortization of unearned stock
compensation.................

Issuance of common stock.......

Foreign currency translation
adjustment, net of tax.......

2001........

29,207  (236,877) 1 111 (711)
35,879,515 261,172 $359 $176,485  $122,515
UNEARNED
STOCKHOLDER STOCK
LOANS COMPENSATION TOTAL
$(98) $(2,048) $251, 652
- - 35,454
- (2,517) —
— 84 (149)
- 1,708 1,708
- 3,128
- - (566)
- - (366)
98 - 98
- (2,773) 290,959
— - 20
—_— (59) —_—
— 20 (8)
— 375 375
- - 2,163
- - (918)
s —- $(2,437) $292,591

See accompanying notes.

5

TRAMMELL CROW COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

FOR THE THREE MONTHS ENDED

MARCH 31
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OPERATING ACTIVITIES
Net InCome. ..ttt ettt i ettt it
Adjustments to reconcile net income to net cash used in
operating activities
Depreciation and amortization...........c.coiiiiinnnn..
Amortization of employment contracts and unearned
{073 1110 1= i ) o
Minority dnterest .. ...ttt it ettt ettt
Income from investments in unconsolidated
subsidiaries. ..ot e e e e
Changes in operating assets and liabilities, net of
acquisitions
Accounts receilvable. ... ittt i i i e e
Receivables from affiliates......oiii ittt eennnn.
Notes receivable and other assets.............vvun..
Real estate held for sale..... ..ot
Notes payable on real estate held for sale............
Accounts payable and accrued €XPEeNSEeS.......eeueeenen..
Payables to affiliates. ...t ttneeeeeeennns
Income taxes recoverable/payable.........ciiiuiiiuennn.
Other liabilities... ..ttt

Net cash used in operating activities.......... ... ...

INVESTING ACTIVITIES

Expenditures for furniture and equipment....................
Acquisitions of real estate service companies...............
Investments in unconsolidated subsidiaries..................
Distributions from unconsolidated subsidiaries..............

Net cash provided by (used in) investing activities.........

FINANCING ACTIVITIES
Principal payments on long-term debt and capital lease

(03 @ I K 1= eI ) o R
Proceeds from long-term debt....... ...ttt innnnnnnnn
Contributions from minority interest.............. ... ...,
Distributions to minority interest......... ... ...
Purchase of common stock......... it eennnnnnnn
Proceeds from exercise of stock options.....................
Proceeds from issuance of common stock............cceiiiee...
Collections of stockholder loanS........cuuiiieeeeeennnnennn

Net cash provided by financing activities................ ...

Net decrease in cash and cash equivalents...................
Cash and cash equivalents, beginning of period..............

Cash and cash equivalents, end of period....................

See accompanying notes.

TRAMMELL CROW COMPANY AND SUBSIDIARIES

(IN THOUSANDS)

$ 20

6,898

822
(262)

(512)

(117, 947)
125,131

(4,763)

256

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

$ 3,700

4,666

930
1,219

(1,639)
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(UNAUDITED)

FOR THE THREE MONTHS
ENDED MARCH 31

(IN THOUSANDS)

L= S 15's ¥ 11 S 20 $3,700
Other comprehensive loss:
Foreign currency translation adjustments, net of tax benefit

0f $S491 In 2001 . ..ttt i e e e e e e (918) -

Comprehensive 1income (1OSS) v uv v e ettt teeeeeneeeoeeeeeneenennns $(898) $3,700

See accompanying notes.
7
TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

1. GENERAL

The consolidated interim financial statements of Trammell Crow Company (the
"Company") included herein have been prepared in accordance with the
requirements for interim financial statements and do not include all disclosures
required under generally accepted accounting principles ("GAAP") for complete
financial statements. These financial statements should be read in conjunction
with the consolidated financial statements included in the Company's annual
report on Form 10-K for the year ended December 31, 2000. In the opinion of
management, all adjustments and eliminations, consisting only of recurring
adjustments, necessary for a fair presentation of the financial statements for
the interim periods have been made. Interim results of operations are not
necessarily indicative of the results to be expected for the full year.

The Company has experienced and expects to continue to experience quarterly
variations in revenues and net income as a result of several factors. The
Company's quarterly revenues tend to increase throughout the year, particularly
in the last quarter of the year, because its clients have demonstrated a
tendency to close transactions toward the end of the year. The timing and
introduction of new contracts, the disposition of investments in real estate
assets and other factors may also cause quarterly fluctuations in the Company's
results of operations.

USE OF ESTIMATES

The preparation of the financial statements in accordance with GAAP requires
management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results could differ
from those estimates.
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INCOME TAXES

The Company accounts for income taxes using the liability method. Deferred
income taxes result from temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for
federal income tax purposes, and are measured using the enacted tax rates and
laws that will be in effect when the differences reverse.

EARNINGS PER SHARE

The weighted-average common shares outstanding used to calculate diluted
earnings per share for the three months ended March 31, 2001 and 2000 include
1,312,629 and 1,217,961 shares, respectively, to reflect the dilutive effect of
options to purchase shares of common stock.

NEW ACCOUNTING PRONOUNCEMENT

In June 1998, the Financial Accounting Standards Board issued Statement
No. 133, ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES. The
Statement requires the Company to recognize all derivatives on the balance sheet
at fair value. Derivatives that are not hedges must be adjusted to fair value
through income. If the derivative is a hedge, depending on the nature of the
hedge, changes in the fair value of the derivatives are either offset against
the change in fair value of the hedged assets, liabilities, or firm commitments
through earnings or recognized in other comprehensive income until

TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

1. GENERAL (CONTINUED)

the hedged item is recognized in earnings. The ineffective portion of the
derivative's change in fair value is immediately recognized in earnings. The
Company's adoption of Statement No. 133 as of January 1, 2001 did not have a
significant impact on earnings or the financial position of the Company.

RECLASSIFICATIONS

The Company reorganized certain elements of its business effective
January 1, 2001. Consequently, the Institutional and Corporate segments reported
in 2000 have been reorganized into the Global Services segment and the
Development and Investment segment in 2001. Within the Global Services segment,
the Company delivers property and facilities management, brokerage and corporate
advisory, and project and construction management services for both corporate
customers (typically the primary occupants of commercial properties) and
institutional customers (investors and landlords who typically do not occupy the
properties). All of the Company's real estate, capital markets and investment
activities are conducted through the Development and Investment segment.
Revenues for the three months ended March 31, 2001 have been presented under
this segment format. Revenues for the three months ended March 31, 2000 have
been reclassified to conform to the presentation for 2001. As a result, the
classification of 2000 revenue items differs from the amounts reported in
previously filed documents. These reclassifications did not impact net income
(see Note 9).

2. REAL ESTATE HELD FOR SALE
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During the three months ended March 31, 2001, the Company sold eight real
estate projects for an aggregate net sales price of $19,396, resulting in an
aggregate gain on disposition of $1,532. In three other transactions, the
Company recognized an aggregate of $741 of deferred gain resulting from
dispositions in prior periods. During the three months ended March 31, 2000, the
Company sold six real estate projects for an aggregate sales price of $32,820,
resulting in an aggregate gain on disposition of $5,599.

In addition, during the three months ended March 31, 2001, the Company sold
75% of its interest in a partnership that owned real estate at a purchase price
equal to $2,238 (75% of the partnership's net book value) and provided partial
financing of the purchase price in the amount of $186. During the three months
ended March 31, 2000, the Company received $15,160 from a real estate
partnership in which it has a 10% interest, representing reimbursement of costs
expended in excess of the Company's required capital contribution of $354. In
another transaction in the first quarter of 2000, the Company sold its interest,
at net book value, in another partnership, which owned real estate with a cost
of $8,603 and debt and outstanding payables totaling the same amount. In another
transaction in the first quarter of 2000, the Company entered into an agreement
with a land seller whereby the Company acquired property subject to a
nonrecourse purchase money mortgage with the contractual right to deed back to
the seller any property not sold by a certain date. During three months ended
March 31, 2000, in accordance with its rights under this agreement, the Company
deeded land back to the lender with a fair market value of $688. No gains or
losses were recognized on these transactions.

TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAIL STATEMENTS (CONTINUED)
MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

3. INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES

Investments in unconsolidated subsidiaries consist of the following:

MARCH 31, 2001 DECEMBER 31, 2000

Real estate development.........ooueeeerennnnn. $33,377 $29,443
E-Commerce and Other........i it inneneenennn 25,094 26,160
$58,471 $55,603

On June 30, 2000, the Company purchased approximately 10.0% of the
outstanding stock of Savills plc ("Savills"), a property services firm
headquartered in the United Kingdom and a leading provider of real estate
services in Europe, Asia-Pacific and Australia, for approximately $21,000. The
investment is classified as an "other" investment in the table above.

Summarized operating results for unconsolidated subsidiaries accounted for
on the equity method are as follows:

10
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FOR THE THREE MONTHS
ENDED MARCH 31,

2001
REAL ESTATE DEVELOPMENT:
TOLAL FOVENUE S e & v e ettt ettt tee ettt eeeeeeeseenseeeneeeens $11,883
TOLAl XN S S e i v et e ettt tte e ettt eeeeeeeeeeeaeeeeeesens 7,671
NEet I COME . v ittt sttt e e ettt et et ettt ettt e e e eeeeeeen S 4,212
OTHER:
TOLAL FEVENUES e & v e ettt ettt ettt eeeeeeeeeeeneeeeeeeens $13,717
TOLAl XN S S e v et e ettt ttee et eeeeeeeeeeeaeeeeeesens 11,848
L= S 1o YY) 1= $ 1,869
TOTAL:
TOLAL FOVENUE S e & v e e ettt ettt et ettt eeeeeeeseenseeeeeeeens $25,600
TOLAl XN S S e i v e e e ettt eeee e et eeeeeeeeeeeaeeeeeesens 19,519
NEet AN COME . v vttt ittt e e e et ettt et ettt ettt et e e e eaeeees $ 6,081

10

TRAMMELL CROW COMPANY AND SUBSIDIARIES

8,024

15,237

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

(IN THOUSANDS,

4. ACCRUED EXPENSES

MARCH 31, 2001

EXCEPT SHARE AND PER SHARE DATA)

(UNAUDITED)

Accrued expenses consist of the following:

Payroll and DONUSES. . vt ittt it ittt ettt eeeeeeeeeeanns
COMMI S S 0N S e v e e e et et e e e e e e et e e et e

5. LONG-TERM DEBT

Long-term debt consists of the following:

MARCH 31,
2001

$22,181
26,008
7,115
1,836
11,853

DECEMBER 31,
2000

11
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Borrowings under a $150,000 line of credit with a

Total long-term debt..... ... iinnnnennnn
Less current portion of long-term debt................

At March 31, 2001,
account letters of credit and borrowings outstanding)
of approximately $53,061.

11

MARCH 31,
2001

1,823

the Company had an unused borrowing capacity
under its line of credit

TRAMMELL CROW COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2001
(IN THOUSANDS,
(UNAUDITED)

6. STOCKHOLDERS' EQUITY

EXCEPT SHARE AND PER SHARE DATA)

DECEMBER 31,

2000

1,377

(taking into

(CONTINUED)

A summary of the Company's stock option activity for the three months ended

March 31, 2001 is as follows:

EXERCISE
PRICE
OF $3.85
(BELOW
MARKET
PRICE AT
GRANT DATE)

OPTIONS OUTSTANDING:

EXERCISE
PRICE
OF $10.75
TO $17.44
(AT MARKET
PRICE AT
GRANT DATE)

EXERCISE
PRICE
OF $17.45
TO $26.63
(AT MARKET
PRICE AT
GRANT DATE)

December 31, 2000..... 0ttt iieeennnnnenn. 1,613,123 2,340,668 2,866,267
Granted. . vttt it e e e e e e e e —— 46,674 ——
EXerCised. i v ittt ittt et ettt et e e eeee (66,558) —= —=
Forfeited. ...ttt i, - (25,730) (109,974)
March 31, 2001 ... ..ttt ienn e eeeeeeennnnn 1,546,565 2,361,612 2,756,293
OPTIONS EXERCISABLE AT MARCH 31, 2001... 1,546,565 573,837 2,297,626

7. FINANCIAL INSTRUMENTS

In September 1998,

as required under the Company's $150,000 line of credit,

EXERCISE
PRICE
OF $26.64
TO $36.00
(AT MARKET
PRICE AT
GRANT DATE)

12



Edgar Filing: TRAMMELL CROW CO - Form 10-Q

the Company entered into an interest rate swap to manage market risks related to
changes in interest rates. The Company's participation in derivative
transactions has been limited to hedging purposes. Derivative instruments are
not held or issued for trading purposes. Through March 24, 2000, the Company had
an interest rate swap outstanding with a notional amount of $125,000. This swap
agreement established a fixed interest pay rate of 5.52% on a portion of the
Company's variable rate debt. On March 24, 2000, the interest rate swap
agreement was renewed for a twelve-month period ending March 24, 2001, with a
notional amount of $150,000 through June 26, 2000, a notional amount of $125,000
through September 25, 2000 and a notional amount of $100,000 through March 24,
2001. This swap agreement established a fixed interest pay rate of 6.65% on a
portion of the Company's variable rate debt. On March 24, 2001, the interest
rate swap agreement was renewed for a twenty-four month period ending March 24,
2003, with a notional amount of $150,000. This swap agreement established a
fixed interest pay rate of 4.68% on a portion of the Company's variable rate
debt. Under these swap agreements, if the actual LIBOR-based rate is less than
the specified fixed interest rate, the Company is obligated to pay the
differential interest amount, such amount being recorded as incremental interest
expense. Conversely, if the LIBOR-based rate is greater than the specified fixed
interest rate, the differential interest amount is paid to the Company and
recorded as a reduction of interest expense. The weighted average receive rates
under these swap agreements were 5.87% and 6.04% for the three months ended
March 31, 2001 and 2000, respectively. In connection with these agreements, the
Company recorded incremental interest expense of $165 for the three months ended
March 31, 2001 and a reduction to interest expense of $148 for the three months
ended March 31, 2000.

12
TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

8. COMMITMENTS AND CONTINGENCIES

At March 31, 2001, the Company had guaranteed $24,681 of real estate notes
pavable of others. These notes are collateralized by the underlying real estate
and have maturity dates through May 2005. The Company had outstanding letters of
credit totaling $13,424 at March 31, 2001, which expire at varying dates through
January 2003.

In addition, at March 31, 2001, the Company had several completion and
budget guarantees relating to development projects. Management does not expect
to incur any material losses under these guarantees.

The Company and its subsidiaries are defendants in lawsuits that arose in
the normal course of business. In management's Jjudgment, the ultimate liability,
if any, from such legal proceedings will not have a material effect on the
Company's results of operations or financial position.

9. SEGMENT INFORMATION
DESCRIPTION OF SERVICES BY SEGMENT

During the first quarter of 2001, the Company announced an internal
reorganization of its business, effective January 1, 2001, designed to

consolidate all of the property and facilities management, brokerage and
corporate advisory, and project management services delivered to both corporate

13



Edgar Filing: TRAMMELL CROW CO - Form 10-Q

and institutional customers under a single leadership structure referred to as
the Global Services Group. The reorganization also created a national
organization, the Development and Investment Group, focused solely on the
Company's development and investment activities. While the services provided by
the Company remained the same, the reorganization changed the way the Company's
business is managed and financial resources are allocated. Therefore, the
Company's reportable segments have changed correspondingly for 2001.

The Global Services segment includes property and facilities management,
brokerage and corporate advisory, and project and construction management
services delivered to both corporate and institutional customers.

The Development and Investment segment includes development activities
performed on behalf of institutional and corporate customers on a fee basis, as
well as development activity pursuant to which the Company takes an ownership
position.

The Company also separately reports its activities in e-commerce
initiatives, including related overhead, in a third segment. The E-Commerce
segment does not include investments in ongoing technology advancements internal
to the Company's other two business segments.

MEASUREMENT OF SEGMENT PROFIT OR LOSS AND SEGMENT ASSETS

The Company evaluates performance and allocates resources among its three
reportable segments based on income before income taxes and EBITDA (as defined
in footnote 2 to the table below). The accounting policies of the reportable
segments are the same as those described in the summary of significant
accounting policies.
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TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

9. SEGMENT INFORMATION (CONTINUED)
FACTORS MANAGEMENT USED TO IDENTIFY THE COMPANY'S REPORTABLE SEGMENTS

The Company's reportable segments are defined by the nature of the service
provided and activities conducted. Because development services require
specialized knowledge, the new organizational structure allows the group of
individuals with specialized knowledge and experience in development activities
to perform these services with greater focus through the Company's Development
and Investment segment. The Global Services segment allows the Company to better
utilize resources for the provision of similar services in specific geographic
areas. The E-Commerce segment captures distinct e-commerce business and
investments and is separately managed.

Virtually all of the Company's revenues are from customers located in the
United States. No individual customer accounts for more than 10% of the
Company's revenues.

Summarized financial information for the Company's three reportable segments
follows:

14
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THREE MONTHS ENDED

MARCH 31,

2001 2000 (1)
GLOBAL SERVICES:
TOLAL FOVENUES t 4 i e ettt ettt ettt et eeeeeeeeenenneeees $155,011 $138,891
Costs and eXPeNnSES (2) « v v e ettt eeeeeeeeeeneeeeeeeens 151,448 133,949
Income before income taxXesS. ...t ettt et eeeneennn 3,563 4,942
Depreciation and amortization............ ... ..., 6,201 4,081
INterest EXPENSE . ¢ i ittt it ittt et et ettt e aeeee e 1,701 1,011
EB T DA (3) ¢ttt et e e e e e eeee e e eeeeeeneaeeeeeeeeennaeeenns $ 11,465 $ 10,034
DEVELOPMENT AND INVESTMENT:
TOLAL FOVENUES t & e vttt ettt ettt ettt eeeeeeeeeenneeees $ 19,480 $ 24,353
Costs and eXPensSES (2) « v v u e ettt eeeeeeeeeeeneeeeeneens 22,208 23,126
Income before 1NCOME LaAXES. . ittt ittt eeeeenennn (2,728) 1,227
Depreciation and amortization............. ... .. ..., 697 585
INterest EXPENSE . ¢ i ittt ittt ettt et ettt aeeeeee e 2,647 2,490
EB T DA (3) ¢ttt et e e e e eeee e eeeeeeeneaeeeeeeeeennaeeenns $ 616 $ 4,302
E-COMMERCE :
TOtaAl TOVENUES . v vttt ettt e e e e e eneeeeeeeeeeenennaeeeens $ - S -
Costs and eXPeNnSES (2) c v v v e ettt teeeeeeeeeeeneeeeeneens 802 ——
Income before 1NCOME LaAXES .. vt ittt ittt eeenennn (802) —=
Depreciation and amortization.................. . ..., - -
Interest eXPEeNSEe . i v it it ittt ittt it e e e - -
EB T DA (3) ettt e e e et eeee e e eeeeeeneeeeeeeeeeennaeeenns $ (802) S ——
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TRAMMELL CROW COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

(UNAUDITED)
9. SEGMENT INFORMATION (CONTINUED)
THREE MONTHS ENDED
MARCH 31,
2001 2000 (1)
TOTAL:
TOLaAl TOVENUES . t v vttt ettt e e e e e eeeeeeseeeeeeennaeesens $174,491 $163,244

Costs and eXPenSES (2) « o v v e ettt eeeeeeeeeeenneeeeneens 174,458 157,075
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Income before income taxXesS. ...t i ittt teeeeneennn 33 6,169
Depreciation and amortization.............. ... . ..., 6,898 4,666
INterest EXPENSE . ¢ i it ittt ettt e ettt ea e 4,348 3,501
EB T DA (3) ettt e e e e e eeeeeeeeeeeeeneeeeeeeeeeennaeeenns $ 11,279 $ 14,336

MARCH 31, DECEMBER 31,

2001 2000
TOTAL ASSETS:
(o) o T R T o o v I o= = $394,142 $404,879
Development and Investment............iiiiienneeennnn 306,225 319,391
e O 11111 a1 2,168 2,164
Total consolidated ASSelL S . i v i e ittt it iee e et eteeeeeennn $702,535 $726,434

(1)

10.

The 2000 segment information has been reclassified to reflect the changes in
the Company's reportable segments effective January 1, 2001 and the addition
of the E-Commerce segment in the third quarter of 2000.

Costs and expenses for the three months ended March 31, 2001 and 2000
include non-cash compensation expense related to the amortization of
employment contracts and unearned stock compensation of $750 and $828
related to the Global Services segment and $72 and $102 related to the
Development and Investment segment, respectively. Through March 31, 2001,
there had been no non-cash compensation expense related to the E-Commerce
segment.

EBITDA represents earnings before interest, income taxes and depreciation
and amortization. Management believes that EBITDA can be a meaningful
measure of the Company's operating performance, cash generation and ability
to service debt. However, EBITDA should not be considered as an alternative
to: (i) net earnings (determined in accordance with GAAP); (ii) operating
cash flow (determined in accordance with GAAP); or (iii) ligquidity. There
can be no assurance that the Company's calculation of EBITDA is comparable
to similarly titled items reported by other companies.

15
TRAMMELL CROW COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAIL STATEMENTS (CONTINUED)
MARCH 31, 2001
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
(UNAUDITED)

SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow information is summarized below:
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THREE MONTHS

ENDED
MARCH 31,
2001 2000
Non-cash activities:
Issuance of restricted stock, net of forfeitures.......... 32 14
Capital lease 0bligations......ciii ittt eeeeeeeeennnnns 497 -
16

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion should be read in conjunction with the Company's
unaudited Consolidated Financial Statements and the notes thereto included in
Item 1 of this Quarterly Report on Form 10-Q.

OVERVIEW

Trammell Crow Company is one of the largest diversified commercial real
estate service firms in North America. Effective January 1, 2001, the Company
reorganized its business to consolidate all of the property and facilities
management, brokerage and corporate advisory, and project and construction
management services delivered to both corporate and institutional customers
under a single leadership infrastructure referred to as the Global Services
Group. The reorganization also created a national organization, referred to as
the Development and Investment Group, through which all of the Company's real
estate, capital markets and investment activities are conducted. The Company
continues to capture all activities related to e-commerce, including related
overhead, in a third segment. Because the reorganization changed the way the
Company's business is managed and financial resources are allocated, the
Company's reportable segments changed correspondingly in 2001 although the
services provided by the Company remained the same.

Within the Global Services segment, with approximately 7,000 employees, the
Company provides institutional customers (investors and landlords who typically
do not occupy the properties) with services relating to all aspects of building
operations, tenant relations and oversight of building improvement processes. In
addition, corporate customers (typically the primary occupants of commercial
properties) are provided with comprehensive day-to-day occupancy-related
services, including administration, maintenance and repair of facilities, office
services (such as security, reprographics, mail, cafeteria, shipping and
receiving, and reception services) and call center services (including
work-order, dispatch, vendor management, and emergency response) which are
provided 24 hours a day through the Company's centralized call center. As a
result of the reorganization, the brokerage business is comprised of project
leasing (leasing space for institutional customers) and investment sales
(representing institutional customers in buying or selling land or
income-producing properties). The corporate advisory services business includes
tenant representation for corporate clients and other transaction services such
as acquisitions, dispositions, lease administration and lease audits on a
customer's entire portfolio. The Company's project and construction management
services include space planning, construction, site consolidations, workspace
moves, and management of furniture, signage, and cabling requirements. The
Global Services group is organized into 14 different geographic and
customer—-centric "mega markets," many of which are multi-city. The Company's
focus on establishing itself as a dominant brand facilitates the accumulation of
strong resources within the "mega-markets."
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Through the Development and Investment segment, encompassing approximately
250 to 300 employees, the Company provides development services for
institutional customers—--both those pursuant to which the Company takes an
ownership position and those pursuant to which the Company provides development
services for others on a fee basis-—-as well as development services for
corporate customers. The Company provides comprehensive project development and
construction services and acquires and disposes of commercial real estate
projects. The development services provided include financial planning, site
acquisition, procurement of approvals and permits, design and engineering
coordination, construction bidding and management, tenant finish coordination,
project closeout, general contracting and project finance coordination. The
Company will continue to focus its efforts in this area on risk-mitigated
opportunities for institutional customers and fee development and build-to-suit
projects for corporate customers, including those in higher education and
healthcare. With an organization comprised of professionals dedicated fully to
development and investment activities, the
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Company expects to be better positioned to pursue and execute new development
business, particularly programmatic business with the Company's large customers,
and exploit niche market opportunities.

The Company's activities related to e-commerce, including related overhead,
are captured in the E-Commerce segment. The E-Commerce segment also includes the
Company's investments in e-commerce related companies. In 2000, the Company
entered into an alliance with other leading real estate service companies to
develop e-commerce initiatives that leverage the collective experience and
delivery capabilities of the alliance members to benefit their customers and the
real estate industry generally. Investments in a web-based procurement platform
and a web-based transaction platform, including an Internet listing site for
properties available for sale or lease, are intended to make real estate
professionals more effective by helping them save time in completing their job
responsibilities.

RESULTS OF OPERATIONS--THREE MONTHS ENDED MARCH 31, 2001 COMPARED TO THREE
MONTHS ENDED MARCH 31, 2000

REVENUES. The Company's total revenues increased $11.3 million, or 6.9%, to
$174.5 million in the first quarter of 2001 from $163.2 million in the first
quarter of 2000.

GLOBAL SERVICES REVENUE
CORPORATE REVENUES

Facilities management revenue, which represented 24.0% of the Company's
total revenue in the first quarter of 2001, increased $12.4 million, or 42.2%,
to $41.8 million in the first quarter of 2001 from $29.4 million in the first
quarter of 2000. The revenue growth primarily resulted from (i) the operations
of Trammell Crow Savills, a joint venture with Savills plc, headquartered in
London, formed in June 2000 to provide real estate outsourcing services in
Europe and Asia, (ii) the addition of several new customers, and (iii) the
expansion of services provided to existing customers.

Corporate advisory services revenue, which represented 14.8% of the
Company's total revenue in the first quarter of 2001, decreased $0.2 million, or
0.8%, to $25.9 million in the first quarter of 2001 from $26.1 million in the
first quarter of 2000. The slight decrease is a result of a decrease in the
number of brokers employed during the first quarter of 2001, as compared to the
first quarter of 2000, and a reduction in transaction volume as a result of
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increasing reluctance on the part of customers and others to make new real
estate commitments due to their uncertainty regarding the economy.

Revenues from project management services totaled $12.6 million, and
represented 7.2% of the Company's total revenue in the first quarter of 2001.
These revenues increased $2.9 million, or 29.9%, from $9.7 million in the first
quarter of 2000. The revenue growth was primarily due to the (i) the operations
of Trammell Crow Savills, (ii) the addition of several new customers, and
(iii) the expansion of services provided to existing customers.

INSTITUTIONAL REVENUES

Property management revenue, which represented 24.6% of the Company's total
revenue in the first quarter of 2001, increased $3.1 million, or 7.8%, to
$43.0 million in the first quarter of 2001 from $39.9 million in the first
quarter of 2000. This increase was primarily due to an overall increase of 6% in
the total number of square feet under management and in the percentage of
managed space represented by office product, which generates higher property
management revenues per square foot than other product types.

Brokerage services revenue, which represented 15.4% of the Company's total
revenue in the first quarter of 2001, decreased $2.2 million, or 7.7%, to
$26.9 million in the first quarter of 2001 from $29.1 million in the first
quarter of 2000. The decrease is a result of a decrease in the number of brokers
employed during the first quarter of 2001, as compared to the first quarter of
2000, and a
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reduction in transaction volume as a result of increasing reluctance on the part
of customers and others to make new real estate commitments due to their
uncertainty regarding the economy.

Construction management revenue which totaled $4.4 million and represented
2.5% of the Company's total revenue in the first quarter of 2001 remained
consistent with the first quarter of 2000.

DEVELOPMENT AND INVESTMENT REVENUE

Revenues from development and construction fees totaled $16.4 million and
represented 9.4% of the Company's total revenue in the first quarter of 2001.
These revenues decreased $0.8 million, or 4.7%, from $17.2 million in the first
quarter of 2000. The decrease is due to a decrease of $3.3 million in
development fees and incentive development fees as a result of a reduction in
transaction volume due to an increasing reluctance on the part of customers and
others to make new real estate commitments due to their uncertainty regarding
the economy. This was offset by an increase of $2.5 million of rental revenue
from real estate properties held for sale as the Company made more opportunistic
acquisitions of operational projects in late 2000 and the first quarter of 2001
than in previous years.

Income from investments in unconsolidated subsidiaries, which represented
0.2% of the Company's total revenue in the first quarter of 2001, decreased
$1.0 million, or 71.4%, to $0.4 million in the first quarter of 2001 from
$1.4 million in the first quarter of 2000. The decrease is primarily a result of
two larger transactions in 2000 with aggregate revenue of $1.0 million. There
were no comparable transactions in the same period of 2001.

Gain on disposition of real estate totaled $2.3 million and represented 1.3%
of the Company's total revenue in the first quarter of 2001. These revenues
decreased $3.3 million, or 58.9% from $5.6 million in the first quarter of 2000.
During the first quarter of 2001, the Company sold eight real estate projects
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for an aggregate net sales price of $19.4 million, resulting in an aggregate
gain on disposition of $1.5 million and recognized deferred gain of

$0.7 million relating to dispositions in previous periods. During the first
quarter of 2000, the Company sold six real estate projects for an aggregate net
sales price of $32.8 million, resulting in an aggregate gain on disposition of
$5.6 million.

The Company's corporate development activity continues to grow in the form
of corporate build-to-suits and fee development services. Some of the Company's
development resources focus on providing development services to institutional
clients that invest in speculative commercial real estate projects. Since the
latter part of 1999, the Company has become more cautious in developing
speculative real estate. The caution reflects the Company's observation that
demand for new product in many of the markets in which the Company operates is
leveling off with the overall slowing in the economy.

COSTS AND EXPENSES. The Company's costs and expenses increased
$17.4 million, or 11.1%, to $174.5 million in the first quarter of 2001 from
$157.1 million in the first quarter of 2000.

The increase in costs and expenses was largely due to a $16.5 million, or
16.4%, increase in salaries, wages, and benefits to $117.4 million in the first
quarter of 2001 from $100.9 million in the first quarter of 2000. The increase
is primarily due to increases in staffing to support internal growth in the
Company's business, including new assignments for the Company's outsourcing
business, rising pressure on labor costs, and the operations of Trammell Crow
Savills. This was offset by a change in the Company's bonus plan in the first
quarter of 2001. Under the new bonus plan, a substantial majority of employee
bonuses will be paid from a pool, the size of which will be determined by the
Company's pre-bonus income before income taxes. Consistent with the new plan,
the portion of the subject bonuses accrued each quarter is based on the
percentage of targeted pre-bonus income before income taxes achieved in that
quarter. In 2000 and prior years, there was no such company-wide bonus plan; as
a result, estimated employee annual incentive bonuses were generally accrued
evenly
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throughout the year. The new bonus plan benefited 2001 first quarter income
before income taxes by approximately $8.2 million.

Commissions decreased $1.1 million, or 5.2%, to $20.2 million, in the first
quarter of 2001 from $21.3 million in the first quarter of 2000. The decrease in
commissions expense corresponds to the decrease in the Company's corporate
advisory services and brokerage revenue, which was driven by a decrease in the
number of brokers employed during the first quarter of 2001, as compared to the
first quarter of 2000, and a reduction in transaction volume as a result of
increasing reluctance on the part of customers' to make new real estate
commitments.

General and administrative expenses increased