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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

p QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 001-33280

HFF, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 51-0610340
(State of Incorporation) (I.R.S. Employer Identification No.)
One Oxford Centre

301 Grant Street, Suite 600

Pittsburgh, Pennsylvania 15219
(Address of Principal Executive Offices) (Zip code)
(412) 281-8714

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Sections 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes p No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes p No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer b

Non-accelerated filer ~~ (Do not check if a smaller reporting company) Smaller Reporting Company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes = No p

Number of shares of Class A common stock, par value $0.01 per share, of the registrant outstanding as of July 26, 2012 was 36,930,702 shares.
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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements, which reflect our current views with respect to, among other things,
our operations and financial performance. You can identify these forward-looking statements by the use of words such as outlook,  believes,
expects, potential, continues, may, will, should, seeks, approximately, predicts, intends, plans, estimates, anticipates
these words or other comparable words. Such forward-looking statements are subject to various risks and uncertainties. Accordingly, there are or
will be important factors that could cause actual outcomes or results to differ materially from those indicated in these statements. We believe
these factors include, but are not limited to, those described under the caption Risk Factors in our Annual Report on Form 10-K and this
Quarterly Report on Form 10-Q. These factors should not be construed as exhaustive and should be read in conjunction with the other cautionary
statements that are included in this Quarterly Report on Form 10-Q. We undertake no obligation to publicly update or review any
forward-looking statement, whether as a result of new information, future developments or otherwise.

SPECIAL NOTE REGARDING THE REGISTRANT

In connection with our initial public offering of our Class A common stock in February 2007, we effected a reorganization of our business,

which had previously been conducted through HFF Holdings LLC ( HFF Holdings ) and certain of its wholly-owned subsidiaries, including
Holliday Fenoglio Fowler, L.P. and HFF Securities L.P. (together, the Operating Partnerships ) and Holliday GP Corp. ( Holliday GP ). In the
reorganization, HFF, Inc., a newly-formed Delaware corporation, purchased from HFF Holdings all of the shares of Holliday GP, which is the
sole general partner of each of the Operating Partnerships, and approximately 44.7% of the partnership units in each of the Operating
Partnerships (including partnership units in the Operating Partnerships held by Holliday GP) in exchange for the net proceeds from the initial
public offering and one share of Class B common stock of HFF, Inc. As of June 30, 2012, HFF Holdings had exchanged an additional
approximately 54.9% of the partnership units in each of the Operating Partnerships for shares of Class A common stock of the Company
pursuant to the Exchange Right (as defined in this Quarterly Report on Form 10-Q). Following this reorganization, HFF, Inc. became and
continues to be a holding company holding partnership units in the Operating Partnerships and all of the outstanding shares of Holliday GP. As
of June 30, 2012, HFF, Inc. held approximately 99.6% of the partnership units in the Operating Partnerships. HFF Holdings and HFF, Inc.,
through their wholly-owned subsidiaries, are the only limited partners of the Operating Partnerships. We refer to these transactions collectively

in this Quarterly Report on Form 10-Q as the Reorganization Transactions. Unless we state otherwise, the information in this Quarterly Report
on Form 10-Q gives effect to these Reorganization Transactions.

Unless the context otherwise requires, references to (1) HFF Holdings refer solely to HFF Holdings LLC, a Delaware limited liability company
that was previously the holding company for our consolidated subsidiaries, and not to any of its subsidiaries, (2) HFF LP refer to Holliday
Fenoglio Fowler, L.P., a Texas limited partnership, (3) HFF Securities refer to HFF Securities L.P., a Delaware limited partnership and
registered broker-dealer, (4) Holliday GP refer to Holliday GP Corp., a Delaware corporation and the general partner of HFF LP and HFF
Securities, (5) HoldCo LLC refer to HFF Partnership Holdings LLC, a Delaware limited liability company and a wholly-owned subsidiary of
HFF, Inc., and (6) Holdings Sub refer to HFF LP Acquisition LLC, a Delaware limited liability company and wholly-owned subsidiary of HFF
Holdings. Our business operations are conducted by HFF LP and HFF Securities, which are sometimes referred to in this Quarterly Report on
Form 10-Q as the Operating Partnerships. Also, except where specifically noted, references in this Quarterly Report on Form 10-Q to the
Company, we or us mean HFF, Inc., a Delaware corporation and its consolidated subsidiaries, after giving effect to the Reorganization
Transactions.
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Item 1. Financial Statements

ASSETS

Current assets:

Cash and cash equivalents

Restricted cash (Note 7)

Accounts receivable

Receivable from affiliate (Note 16)
Mortgage notes receivable (Note §)
Prepaid taxes

Prepaid expenses and other current assets
Deferred tax asset, net

Total current assets, net

Property and equipment, net (Note 4)
Deferred tax asset, net

Goodwill

Intangible assets, net (Note 5)

Other noncurrent assets

Total Assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:

Current portion of long-term debt (Note 7)
Warehouse line of credit (Note 8)

Accrued compensation and related taxes
Accounts payable

PART I. FINANCIAL INFORMATION

HFF, Inc.

Consolidated Balance Sheets

(Dollars in Thousands)

EQUITY

Payable under tax receivable agreement (Note 12)

Other current liabilities

Total current liabilities
Deferred rent credit

Payable under the tax receivable agreement, less current portion (Note 12)

Long-term debt, less current portion (Note 7)

Total liabilities
Stockholders equity:

Class A common stock, par value $0.01 per share, 175,000,000 authorized; 37,088,319 and 36,102,322

shares issued, respectively; 36,930,702 and 35,983,965 shares outstanding, respectively
Class B common stock, par value $0.01 per share, 1 share authorized, and 1 share outstanding

Table of Contents

June 30,
2012
(unaudited)

$ 148,537

3,164
33
327,292
1,603
3,188
2,273

486,090
5,350
151,600
3,712
14,265
1,149

$ 662,166

$ 327
327,292
24,605

827

17,741
3,029

373,821
4,711
136,489
365

515,386

369

December 31,
2011
(audited)

$ 141,763
80

1,411

223

154,449

79

2,205

4,556

304,766
4,315
151,224
3,712
13,137
1,297

$ 478,451

$ 269
154,449
30,828

1,670

17,876

7,227

212,319
3,508
131,924
300

348,051

360
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Treasury stock, 157,617 and 118,357 shares at cost, respectively (1,055) (490)
Additional paid-in-capital 69,990 64,049
Retained earnings 77,045 62,914
Total parent stockholders equity 146,349 126,833
Noncontrolling interest (Note 13) 431 3,567
Total equity 146,780 130,400
Total liabilities and stockholders equity $ 662,166 $ 478,451

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Income

HFF, Inc.

(Dollars in Thousands, except per share data)

Revenues

Capital markets services revenue
Interest on mortgage notes receivable
Other

Expenses

Cost of services

Personnel

Occupancy

Travel and entertainment
Supplies, research, and printing
Insurance

Professional fees

Depreciation and amortization
Interest on warehouse line of credit
Other operating

Operating income

Interest and other income, net
Interest expense
(Increase) decrease in payable under the tax receivable agreement

Income before income taxes
Income tax expense

Net income
Net income attributable to noncontrolling interest

Net income attributable to controlling interest

Earnings per share Basic and Diluted

Income available to HFF, Inc. common stockholders Basic
Income available to HFF, Inc. common stockholders Diluted
See accompanying notes to the consolidated financial statements.
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Three Months Ended
June 30,
2012 2011
$ 64,895 $ 72,056
1,332 402
527 439
66,754 72,897
37,487 40,111
5,595 7,526
2,171 1,774
1,950 1,661
1,275 1,212
435 410
982 946
1,318 1,032
832 245
1,243 1,230
53,288 56,147
13,466 16,750
5,300 5,361
(12) (7
18,754 22,104
7,824 8,616
10,930 13,488
75 631
$ 10,855 $ 12,857
$ 029 $ 036
$ 029 $ 035

Six Months Ended
June 30,

2012 2011
$ 115,450 $112,525
2,323 1,478
859 830
118,632 114,833
69,854 65,521
12,379 11,823
4,027 3,699
3,722 2,968
2,751 2,115
858 812
1,973 1,887
2,834 1,987
1,480 892
2,532 2,068
102,410 93,772
16,222 21,061
8,136 8,228

(21) (17)
)

24,328 29,272
10,001 11,437
14,327 17,835
196 929
$ 14,131 $ 16,906
$ 038 $ 047
$ 038 $ 047
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Stockholders
2011

Stock compensation and other, net
Issuance of Class A common stock,
net (1)

Repurchase of Class A common stock
Record the adjustment to give effect
of the tax receivable agreement with
HFF Holdings

Distributions

Net income

equity, December 31,

Stockholders equity, June 30, 2012

Stockholders equity, December 31,
2010

Stock compensation and other, net
Issuance of Class A common stock, net
Q)

Repurchase of Class A common stock
Record the adjustment to give effect of
the tax receivable agreement with HFF
Holdings

Distributions

Net income

Stockholders equity, June 30, 2011

HFF, Inc.

Consolidated Statements of Stockholders Equity

(Dollars in Thousands, except share data)

Common Stock

Shares Amount
35,983,965 $ 360
985,997 9
(39,260)
36,930,702 $ 369

Common Stock

Shares Amount
34,829,382 $ 348
1,136,956 12
(7,817)
35,958,521 $ 360

Controlling Interest
Treasury Stock

Shares Amount

118,357 $ (490)
39,260 (565)

157,617 $ (1,055)

Controlling Interest
Treasury Stock

Shares Amount
110,540 $ (396)

7,817 94)
118,357 $ (490)

Additional
Paid in
Capital

$ 64,049
2,886

2,277

778

$ 69,990

Additional
Paid in
Capital

$ 62,485
515

(180)

877

$ 63,697

Retained  Noncontrolling Total
Earnings Interest Equity
$62914 $ 3,567  $130,400
2,886
(2,286)
(565)
778
(1,046) (1,046)
14,131 196 14,327
$77,045 $ 431  $146,780
Retained  Noncontrolling Total
Earnings Interest Equity
$22,895 $ 4351 $ 89,683
515
168
94)
877
(2,904) (2,904)
16,906 929 17,835
$39,801 $ 2,544  $105912

(1) Includes the effect of the exchange of the Operating Partnerships units by HFF Holdings and the effect of the timing of the tax distribution
payments on the ownership of the Operating Partnerships.
See accompanying notes to the consolidated financial statements.
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HFF, Inc.

Consolidated Statements of Cash Flows

Operating activities
Net income

(Dollars In Thousands)

Adjustments to reconcile net income to net cash provided by operating activities:

Stock based compensation
Deferred taxes

Increase (decrease) in payable under the tax receivable agreement

Depreciation and amortization:

Property and equipment

Intangibles

Gain on sale or disposition of assets, net
Mortgage service rights assumed

Proceeds from sale of mortgage servicing rights
Increase (decrease) in cash from changes in:
Restricted cash

Accounts receivable

Receivable from affiliates

Mortgage notes receivable

Net borrowings on warehouse line of credit
Prepaid taxes, prepaid expenses and other current assets
Other noncurrent assets

Accrued compensation and related taxes
Accounts payable

Other accrued liabilities

Other long-term liabilities

Net cash provided by operating activities
Investing activities
Purchases of property and equipment

Net cash used in investing activities
Financing activities

Payments on long-term debt

Treasury stock

Distributions to noncontrolling interest

Net cash used in financing activities

Net increase in cash
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See accompanying notes to the consolidated financial statements.
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Six Months Ended June 30,
2012 2011
$ 14,327 $ 17,835
1,842 1,421
7,107 10,538
9
1,070 643
1,764 1,344
(4,001) (5,355)
(1,052) (732)
2,192 3,837
80
(1,753) (2,458)
190 (187)
(172,843) (19,451)
172,843 19,451
(2,507) (627)
148 (743)
5,179) 8,507
(843) (137)
(4,198) (1,157)
1,202 1,114
10,398 33,843
(1,850) (1,526)
(1,850) (1,526)
(163) (115)
(565) 94)
(1,046) (2,904)
1,774) (3,113)
6,774 29,204
141,763 73,339
$ 148,537 $ 102,543
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HFF, Inc.
Notes to Consolidated Financial Statements
1. Organization and Basis of Presentation
Organization

HFF, Inc., a Delaware corporation (the Company ), through its Operating Partnerships, Holliday Fenoglio Fowler, L.P., a Texas limited
partnership ( HFF LP ), and HFF Securities L.P., a Delaware limited partnership and registered broker-dealer ( HFF Securities and together with
HFF LP, the Operating Partnerships ), is a commercial real estate financial intermediary and provides commercial real estate and capital markets
services including debt placement, investment sales, structured finance, private equity placements, investment banking and advisory services,

loan sales and loan sale advisory services, commercial loan servicing, commercial real estate structured financing placements and capital

markets advice in 21 offices in the United States.

Initial Public Offering and Reorganization

The Company was formed in November 2006 in connection with a proposed initial public offering of its Class A common stock. On
November 9, 2006, the Company filed a registration statement on Form S-1 with the United States Securities and Exchange Commission (the
SEC ) relating to a proposed underwritten initial public offering of 14,300,000 shares of Class A common stock of HFF, Inc. (the Offering ). On
January 30, 2007, the SEC declared the registration statement on Form S-1 effective and the Company priced 14,300,000 shares for the initial
public offering at a price of $18.00 per share. On January 31, 2007, the Company s common stock began trading on the New York Stock
Exchange under the symbol HF.

The proceeds of the Offering were used to purchase from HFF Holdings LLC, a Delaware limited liability company ( HFF Holdings ), all of the
shares of Holliday GP Corp. and partnership units representing approximately 39% of each of the Operating Partnerships (including partnership
units in the Operating Partnerships held by Holliday GP).

On February 21, 2007, the underwriters exercised their option to purchase an additional 2,145,000 shares of Class A common stock (15% of
original issuance) at $18.00 per share. These proceeds were used to purchase HFF Holdings partnership units representing approximately 6.0%
of each of the Operating Partnerships. The Company did not retain any of the proceeds from the Offering.

In addition to cash received for its sale of all of the shares of Holliday GP and approximately 45% of partnership units of each of the Operating
Partnerships (including partnership units in the Operating Partnerships held by Holliday GP), HFF Holdings also received, through the issuance
of one share of the Company s Class B common stock to HFF Holdings, an exchange right that permits HFF Holdings to exchange interests in
the Operating Partnerships for shares of (i) the Company s Class A common stock (the Exchange Right ) and (ii) rights under a tax receivable
agreement between the Company and HFF Holdings. See Notes 13 and 12 for further discussion of the Exchange Right held by the
noncontrolling interest holder and tax receivable agreement, respectively.

As a result of the reorganization, the Company became a holding company through a series of transactions pursuant to a sale and purchase

agreement. Pursuant to the Offering and reorganization, the Company s sole assets are, through its wholly-owned subsidiary HFF Partnership

Holdings, LLC, a Delaware limited liability company ( HoldCo LLC ), partnership interests of HFF LP and HFF Securities and all of the shares

of Holliday GP. The transactions that occurred in connection with the initial public offering and reorganization are referred to as the
Reorganization Transactions.

Basis of Presentation

The accompanying consolidated financial statements of the Company as of June 30, 2012 and December 31, 2011 and for the three and six
month periods ended June 30, 2012 and June 30, 2011, include the accounts of HFF LP, HFF Securities, and the Company s wholly-owned
subsidiaries, Holliday GP and HoldCo LLC. All significant intercompany accounts and transactions have been eliminated.

The purchase of shares of Holliday GP and partnership units in each of the Operating Partnerships are treated as a reorganization under common
control for financial reporting purposes. HFF Holdings owned 100% of Holliday GP, HFF LP Acquisition, LLC, a Delaware limited liability
company ( Holdings Sub ), and the Operating Partnerships prior to the Reorganization Transactions. The initial purchase of shares of Holliday GP
and the initial purchase of units in the Operating Partnerships were accounted for at historical cost, with no change in basis for financial

reporting purposes. Accordingly, the net assets of HFF Holdings purchased by the Company are reported in the consolidated financial statements

Table of Contents 11



Edgar Filing: HFF, Inc. - Form 10-Q

of the Company at HFF Holdings historical cost.
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As the sole stockholder of Holliday GP (the sole general partner of the Operating Partnerships), the Company now operates and controls all of
the business and affairs of the Operating Partnerships. The Company consolidates the financial results of the Operating Partnerships, and the
ownership interest of HFF Holdings in the Operating Partnerships is treated as a noncontrolling interest in the Company s consolidated financial
statements. HFF Holdings, through its wholly-owned subsidiary (Holdings Sub), and the Company, through its wholly-owned subsidiaries
(HoldCo LLC and Holliday GP), are the only partners of the Operating Partnerships following the Reorganization Transactions.

2. Summary of Significant Accounting Policies

These interim financial statements have been prepared in accordance with accounting principles generally accepted in the United States ( GAAP )
for interim financial information, the instructions to Quarterly Report on Form 10-Q and Rule 10-01 of Regulation S-X and should be read in
conjunction with our Annual Report on Form 10-K for the year ended December 31, 2011. Accordingly, significant accounting policies and
disclosures normally provided have been omitted as such items are disclosed therein. In the opinion of management, all adjustments consisting

of normal and recurring entries considered necessary for a fair presentation of the results for the interim periods presented have been included.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect reported
amounts in the financial statements and accompanying notes. These estimates are based on information available as of the date of the unaudited
consolidated financial statements. Therefore, actual results could differ from those estimates. Furthermore, operating results for the three and six
months ended June 30, 2012 are not necessarily indicative of the results expected for the year ending December 31, 2012.

In late 2010, the Company introduced a firm profit participation plan and modified the existing office profit participation plans to allow for the
incentive payments to be made either in the form of cash or stock at the election of the Company s board of directors based on achieving various
performance metrics. The new and modified plans took effect during 2011. The expense associated with the plans is included within personnel
expenses in the consolidated statements of income. The expense recorded for these plans is estimated during the year based on actual results at
each interim reporting date and an estimate of future results for the remainder of the year. The plans allow for payments to be made in both cash
and share-based awards, the composition of which is determined in the first calendar quarter of the subsequent year. Cash and share-based
awards issued under these plans are subject to vesting conditions such that the total expense measured for these plans is recorded over the period
from the beginning of the performance year through the vesting date. Based on an accounting policy election, the expense associated with the
stock component of the estimated incentive payout is recognized before the grant date of the stock due to the fact that the terms of the incentive
compensation plans have been approved by the Company s board of directors and the employees of the Company understand the requirements to
earn the award. Prior to the grant date, the share-based component-related expense is recorded as incentive compensation expense within
personnel expenses in the Company s consolidated statements of income. Following the award, if any, of the related incentive payout, the
share-based component expense is reclassified as stock compensation costs within personnel expenses.

3. Stock Compensation

The stock compensation cost that has been charged against income for the three and six months ended June 30, 2012 was $0.2 million and $1.8
million, respectively, which is recorded in personnel expenses in the consolidated statements of income. The stock compensation cost that has
been charged against income for the three and six months ended June 30, 2011 was $0.8 million and $1.4 million, respectively. At June 30,
2012, there was approximately $3.5 million of unrecognized compensation cost related to share based awards. As of June 30, 2012, there were
541,648 restricted stock units outstanding, of which 333,687 units are treated as liability awards and require remeasurement of fair value at the
end of each reporting period until settlement. Stock compensation (benefit)/expense related to the liability awards that has been included within
income for the three and six months ended June 30, 2012 was $(0.4) million and $0.9 million, respectively. Stock compensation expense related
to the liability awards that has been included within income for the three and six months ended June 30, 2011 was $0.4 million and $0.9 million,
respectively.

During the three months ended June 30, 2012, no options were granted, exercised or forfeited and 6,406 options vested.

During the three month period ending June 30, 2012, 19,578 new restricted stock units were granted, 15,661 restricted stock units vested and
53,648 restricted stock units were forfeited.

The fair value of vested restricted stock units was $1.5 million at June 30, 2012.

Table of Contents 13
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The weighted average remaining contractual term of the nonvested restricted stock units was 1.4 years as of June 30, 2012.
4. Property and Equipment

Property and equipment consist of the following (dollars in thousands):

June 30, December 31,
2012 2011

Furniture and equipment $ 4,616 $ 4,294
Computer equipment 851 852
Capitalized software costs 496 496
Leasehold improvements 6,588 6,617
Subtotal 12,551 12,259
Less accumulated depreciation and amortization (7,201) (7,944)

$ 5,350 $ 4,315

At June 30, 2012 and December 31, 2011 the Company has recorded, within furniture and equipment, office equipment under capital leases of
$1.1 million and $0.8 million, respectively, including accumulated amortization of $0.4 million and $0.3 million, respectively, which is included
within depreciation and amortization expense in the accompanying consolidated statements of income. See Note 7 for discussion of the related
capital lease obligations.

5. Intangible Assets

The Company s intangible assets are summarized as follows (dollars in thousands):

June 30, 2012 December 31, 2011
Gross Net Gross Net

Carrying  Accumulated Book Carrying  Accumulated Book

Amount Amortization Value Amount Amortization Value
Amortizable intangible assets:
Mortgage servicing rights $ 25,055 $ (10,890) $14,165 $22,338 $ (9,301) $13,037
Unamortizable intangible assets:
FINRA license 100 100 100 100
Total intangible assets $ 25,155 $ (10,890) $14,265 $22,438 $ (9,301) $13,137

As of June 30, 2012 and December 31, 2011, the Company serviced $28.8 billion and $27.2 billion, respectively, of commercial loans. The
Company earned $3.5 million and $6.8 million in servicing fees and interest on float and escrow balances for the three and six month periods
ending June 30, 2012, respectively. The Company earned $3.0 million and $6.0 million in servicing fees and interest on float and escrow
balances for the three and six month periods ending June 30, 2011, respectively. These revenues are recorded as capital markets services
revenues in the consolidated statements of income.

The total commercial loan servicing portfolio includes loans for which there are no corresponding mortgage servicing rights recorded on the
balance sheet, as these servicing rights were assumed prior to January 1, 2007 and involved no initial consideration paid by the Company. The
Company recorded mortgage servicing rights of $14.2 million and $13.0 million on $20.9 billion and $18.7 billion, respectively, of the total
loans serviced as of June 30, 2012 and December 31, 2011.
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The Company stratifies its servicing portfolio based on the type of loan, including life company loans, commercial mortgage backed securities
(CMBSY), Freddie Mac and limited-service life company loans.
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Changes in the carrying value of mortgage servicing rights for the six month periods ended June 30, 2012 and 2011, and the fair value at the end
of each period were as follows (dollars in thousands):

Sold / FV at
Category 12/31/11 Capitalized =~ Amortized  Transferred 6/30/12 6/30/12
Freddie Mac $ 6,126 $ 2217 $ 685 $ (1,938) $ 5,720 $ 5,980
CMBS 5,273 270 (569) 1,560 6,534 7,724
Life company 1,492 581 (456) 1,617 1,852
Life company limited 146 201 (53) 294 361
Total $ 13,037 $ 3,269 $ (1,763) $ (378) $ 14,165 $ 15,917

Sold / FV at
Category 12/31/10 Capitalized @~ Amortized  Transferred 6/30/11 6/30/11
Freddie Mac $ 6,190 $ 1,852 $ ©®51) $ (1,895 $ 5,496 $ 6,197
CMBS 3,232 234 (347) 1,574 4,693 5,410
Life company 900 448 (316) 1,032 1,233
Life company limited 91 50 (41) 100 124
Total $10,413 $ 2,584 $ (1,355 $ (321) $11,321 $ 12,964

Amounts capitalized represent mortgage servicing rights retained upon the sale of originated loans to Freddie Mac and mortgage servicing rights
acquired without the exchange of initial consideration. The Company recorded mortgage servicing rights retained upon the sale of originated
loans to Freddie Mac of $1.3 million and $2.2 million on $438.1 million and $775.1 million of loans, respectively, during the three and six
month periods ending June 30, 2012, respectively, and $0.7 million and $1.9 million on $213.6 million and $615.8 million of loans, respectively,
during the three and six month periods ending June 30, 2011, respectively. The Company recorded mortgage servicing rights acquired without
the exchange of initial consideration of $0.5 million and $1.1 million on $1.1 billion and $2.5 billion of loans, respectively, during the three and
six month periods ending June 30, 2012 and $0.4 million and $0.7 million on $1.0 billion and $1.8 billion of loans respectively, during the three
and six month periods ending June 30, 2011. During the six months ending June 30, 2012 and 2011, the Company sold the cashiering portion of
certain Freddie Mac mortgage servicing rights. While the Company transferred the risks and rewards of ownership of the cashiering portion of
the mortgage servicing rights, the Company continues to perform limited servicing activities on these loans for a reduced market-based fee.
Therefore, the remaining servicing rights were transferred to the CMBS servicing tranche. The net result of these transactions was the Company
recording a gain in the three and six month periods ending June 30, 2012 of $1.4 million and $1.8 million, respectively, and $2.7 million and
$3.5 million during the three and six month periods ending June 30, 2011, respectively, within interest and other income, net in the consolidated
statements of income. The Company also received securitization compensation in relation to the sale of the cashiering portion of certain Freddie
Mac mortgage servicing rights in the three and six month periods ending June 30, 2012 of $1.5 million and $1.9 million, respectively, and $1.3
million and $1.6 million during the three and six month periods ending June 30, 2011, respectively. The securitization compensation is recorded
within interest and other income, net in the consolidated statements of income.

Amortization expense related to intangible assets was $0.9 million and $1.8 million during the three and six month periods ended June 30, 2012,
respectively, and $0.7 million and $1.3 million during the three and six month periods ending June 30, 2011, respectively, and is recorded in
depreciation and amortization in the consolidated statements of income.

Estimated amortization expense for the next five years is as follows (dollars in thousands):

Remainder of 2012 $ 1,866
2013 3,316
2014 2,724
2015 1,992
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2016
2017
The weighted-average life of the mortgage servicing rights intangible asset was 5.7 years at June 30, 2012.

11
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6. Fair Value Measurement

The Company adopted ASC 820 as of January 1, 2008. ASC 820 establishes a valuation hierarchy for disclosure of the inputs to valuation used

to measure fair value. This hierarchy prioritizes the inputs into the following three levels: Level 1 inputs which are quoted market prices in

active markets for identical assets or liabilities; Level 2 inputs which are observable market-based inputs or unobservable inputs corroborated by
market data for the asset or liability; and Level 3 inputs which are unobservable inputs based on management s assumptions that are not
corroborated by market data. A financial asset or liability s classification within the hierarchy is determined based on the lowest level input that is
significant to the fair value measurement.

In May 2011, the Financial Accounting Standards Board issued an accounting pronouncement which amends the fair value measurement and
disclosure requirements to achieve common disclosure requirements between U.S. generally accepted accounting principles (GAAP) and
International Financial Reporting Standards. The accounting pronouncement requires certain disclosures about transfers between Level 1 and
Level 2 of the fair value hierarchy, sensitivity of fair value measurements categorized within Level 3 of the fair value hierarchy, and
categorization by level of items that are reported at cost but are required to be disclosed at fair value. The disclosures are to be applied
prospectively effective in the first interim and annual periods beginning after December 15, 2011. The adoption of this pronouncement had no
impact on the Company s consolidated financial statements.

As of June 30, 2012, the Company did not have any assets or liabilities recognized at fair value on a recurring basis.

In accordance with GAAP, from time to time, the Company measures certain assets at fair value on a nonrecurring basis. These assets may
include mortgage servicing rights and mortgage notes receivable. The mortgage servicing rights are recorded at fair value upon initial recording
and were not re-measured at fair value during the second quarter of 2012 as the Company continues to utilize the amortization method under
ASC 860 and the fair value of the mortgage servicing rights exceeds the carrying value at June 30, 2012. The fair value of the mortgage notes
receivable was based on prices observable in the market for similar loans. Due to the short-term nature of the mortgage notes receivable, fair
value reasonably approximated carrying value at June 30, 2012. Therefore, no lower of cost or fair value adjustment was required.

The following table sets forth the Company s financial assets that were accounted for at fair value on a nonrecurring basis by level within the fair
value hierarchy as of June 30, 2012 (dollars in thousands):

June 30, 2012
Fair Value Measurements Using:
Quoted Prices in

Active Markets for
Identical Significant
Assets Significant Other Unobservable
Carrying (Level Observable Inputs Inputs
Value 1) (Level 2) (Level 3)

Nonrecurring fair value measurements
Mortgage notes receivable $ 327,292 $ $ 327,292 $
Mortgage servicing rights 14,165 15,917
Total nonrecurring fair value measurements $ 341,457 $ 327,292 $ 15917

The following table sets forth the Company s financial assets that were accounted for at fair value on a nonrecurring basis by level within the fair
value hierarchy as of December 31, 2011 (dollars in thousands):

December 31, 2011
Fair Value Measurements Using:
Carrying Quoted Prices in  Significant Other Significant
Value Active Markets for gpservable Inputs Unobservable
Identical (Level 2) Inputs
Assets (Level 3)
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(Level
1)
Nonrecurring fair value measurements
Mortgage notes receivable $ 154,449 $ $ 154,449 $
Mortgage servicing rights 13,037 14,761
Total nonrecurring fair value measurements $ 167,486 $ 154,449 $ 14,761
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FASB ASC Topic 825, Financial Instruments also requires disclosure of fair value information about financial instruments, whether or not
recognized in the accompanying consolidated balance sheets. Our financial instruments, excluding those included in the preceding fair value
tables above, are as follows:

Cash and Cash Equivalents and Restricted Cash: These balances include cash and cash equivalents as well as restricted cash with maturities of
less than three months. The carrying amount approximates fair value due to the short-term maturities of these instruments; these are considered
Level 1 fair values.

Warehouse line of credit: Due to the short-term nature and variable interest rates of this instrument, fair value approximates carrying value; these
are considered Level 2 fair values.

Mortgage servicing rights do not trade in an active, open market with readily-available observable prices. Since there is no ready market value
for the mortgage servicing rights, such as quoted market prices or prices based on sales or purchases of similar assets, the Company determines
the fair value of the mortgage servicing rights by estimating the present value of future cash flows associated with the servicing of the loans.
Management makes certain assumptions and judgments in estimating the fair value of servicing rights, including the benefits of servicing
(contractual servicing fees and interest on escrow and float balances), the cost of servicing, prepayment rates (including risk of default), an
inflation rate, the expected life of the cash flows and the discount rate. The significant assumptions utilized to value servicing rights as of

June 30, 2012 and 2011 are as follows:

As of June 30,
2012 2011
Expected life of cash flows 3 years to 10 years 3 years to 10 years
Discount rate (1) 15% to 20% 15% to 20%
Prepayment rate 0% to 8% 0% to 8%
Inflation rate 2% 2%
Cost of service per loan $1,600 to $4,370 $1,600 to $4,275

(1)Reflects the time value of money and the risk of future cash flows related to the possible cancellation of servicing contracts, transferability
restrictions on certain servicing contracts, concentration in the life company portfolio and large loan risk.

The above assumptions are subject to change based on management s judgments and estimates of future changes in the risks related to future

cash flows and interest rates. Changes in these factors would cause a corresponding increase or decrease in the prepayment rates and discount

rates used in the Company s valuation model.

7. Capital Lease Obligations and Letters of Credit

(a) Capital Lease Obligations
Capital lease obligations consist of the following at June 30, 2012 and December 31, 2011 (dollars in thousands):

June 30, December 31,

2012 2011
Capital lease obligations $ 692 $ 569
Less current maturities 327 269
$ 365 $ 300
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Capital lease obligations consist primarily of office equipment leases that expire at various dates through February 2017. A summary of future

minimum lease payments under capital leases at June 30, 2012 is as follows (dollars in thousands):

(b) Letters of Credit

Remainder of 2012

2013
2014
2015
2016
2017

$ 171
273
170

34
30
14

$ 692

As of June 30, 2012, the Company had no outstanding letters of credit. As of December 31, 2011, the Company had one outstanding letter of
credit of approximately $0.1 million as security for one lease. The Company segregated the cash in a separate bank account to collateralize the

letter of credit. The letter of credit was originally set to expire in October 2012, however, the underlying lease to which this letter of credit

relates was terminated in March 2012 and the letter of credit was released and funds will be returned to the Company.
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8. Warehouse Line of Credit

HFF LP maintains two uncommitted warehouse revolving lines of credit for the purpose of funding the Freddie Mac mortgage loans that it
originates in connection with its services as a Freddie Mac Multifamily Program Plus® Seller/Servicer. On April 23, 2012, HFF LP entered into

a fourth amended and restated line of credit with The Huntington Bank ( Huntington ) which provides for an additional $25 million of availability
($100 million in total), upon election of the Company, for a four consecutive month period commencing after June 30, 2012 and ending no later
than December 31, 2012. During December 2009, HFF LP also entered into an agreement with PNC Bank, N.A. ( PNC ) to replace a separate
predecessor warehouse revolving line of credit. HFF LP s line of credit with PNC provided $175 million of availability. In May 2011, availability
under the PNC line increased to $250 million and in June 2012 the availability increased to $350 million.

Each funding is separately approved on a transaction-by-transaction basis and is collateralized by a loan and mortgage on a multifamily property
that is ultimately purchased by Freddie Mac. As of June 30, 2012 and December 31, 2011, HFF LP had $327.3 million and $154.4 million,
respectively, outstanding on the warehouse lines of credit and a corresponding amount of mortgage notes receivable. Interest on the warehouse
lines of credit is at the 30-day LIBOR rate (0.24% and 0.28% at June 30, 2012 and December 31, 2011, respectively) plus a spread. HFF LP is
also paid interest on the funded loan, which is secured by a mortgage on a multifamily property at the rate in the Freddie Mac note.

9. Lease Commitments

The Company leases various corporate offices, parking spaces and office equipment under noncancelable operating leases. These leases have
initial terms of one to ten years. Several of the leases have termination clauses whereby the term may be reduced by two to seven years upon
prior notice and payment of a termination fee by the Company. Total rental expense charged to operations was $1.7 million and $3.1 million,
respectively, during the three and six month periods ended June 30, 2012 and $1.4 million and $2.9 million, respectively, during the three and
six month periods ending June 30, 2011 and is recorded within occupancy expense in the consolidated statements of income.

Future minimum rental payments for the next five years under operating leases with noncancelable terms in excess of one year and without
regard to early termination provisions are as follows (dollars in thousands):

Remainder of 2012 $ 3,019
2013 5,848
2014 4,712
2015 3,931
2016 3,093
2017 2,383
Thereafter 4,900

$27,886

The Company subleases certain office space to subtenants, which subleases may be canceled at any time. The rental income received from these
subleases is included as a reduction of occupancy expenses in the accompanying consolidated statements of income.

The Company also leases certain office equipment under capital leases that expire at various dates through 2017. See Note 4 and Note 7 above
for further description of the assets and related obligations recorded under these capital leases at June 30, 2012 and December 31, 2011,
respectively.
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10. Servicing

The Company services commercial real estate loans for investors. The unpaid principal balance of the servicing portfolio totaled $28.8 billion
and $27.2 billion at June 30, 2012 and December 31, 2011, respectively.

In connection with its servicing activities, the Company holds funds in escrow for the benefit of mortgagors for hazard insurance, real estate
taxes and other financing arrangements. At June 30, 2012 and December 31, 2011, the funds held in escrow totaled $127.7 million and $126.6
million, respectively. These funds, and the offsetting liabilities of the borrowers to external parties, are not presented in the Company s
consolidated financial statements as they do not represent the assets and liabilities of the Company. Pursuant to the requirements of the various
investors for which the Company services loans, the Company maintains bank accounts, holding escrow funds, which have balances in excess of
the FDIC insurance limit. The fees earned on these escrow funds are reported in capital markets services revenue in the consolidated statements
of income.

11. Legal Proceedings

The Company is party to various litigation matters, in most cases involving ordinary course and routine claims incidental to its business. In
accordance with ASC 450, Contingencies, a reserve for estimated losses is recorded when the amount is probable and can be reasonably
estimated. However, the Company does not believe, based on examination of such pending matters, that a material loss related to these matters is
reasonably possible.

12. Income Taxes

Income tax expense includes current and deferred taxes as follows (dollars in thousands):

Current Deferred Total
Six Months Ended June 30, 2012:
Federal $ 1,817 $ 6,379 $ 8,196
State 1,077 728 1,805

$ 2,894 $ 7,107 $ 10,001

Current Deferred Total
Six Months Ended June 30, 2011:
Federal $ 280 $ 9,869 $ 10,149
State 619 669 1,288

$ 899 $10,538 $ 11,437

The reconciliation between the income tax computed by applying the U.S. federal statutory rate and the effective tax rate on net income is as
follows for the six months ended June 30, 2012 and 2011 (dollars in thousands):

June 30, 2012 June 30, 2011
Pre-tax book income $ 24,328 $ 29272
Less: pre-tax income allocated to noncontrolling interest holder 199 935
Pre-tax book income after noncontrolling interest $ 24,129 $ 28,337
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Income tax expense / (benefit)
Taxes computed at federal rate

State and local taxes, net of federal tax benefit
Change in income tax benefit payable to stockholder

Stock compensation
Meals and entertainment
Other

Income tax expense

June 30,
2012 2011
Rate Rate

$ 8,445 35.0% $ 9918 35.0%
1,400 5.8% 1,312 4.6%
A3) (0.0) % 0.0%
0.0% 41 0.1%
207 0.9% 161 0.6%
48) 0.2)% 5 0.0%

$10,001 41.4%

$ 11,437 40.4%

Total income tax expense recorded for the six months ended June 30, 2012 and 2011 included income tax expense of $3,000 and $6,000,

respectively, of state and local taxes on income allocated to the noncontrolling interest holder, which represents 0.01% and 0.02% of the total

effective rate, respectively.

Deferred income tax assets and liabilities consist of the following at June 30, 2012 and December 31, 2011 (dollars in thousands):

June 30, December 31,
2012 2011
Deferred income tax assets:
Section 754 election tax basis step-up $177,115 $ 176,365
Tenant improvements 2,109 1,882
Net operating loss carryforward 1,143 1,144
Restricted stock units 1,971 1,144
Compensation 2,017 4,369
Intangible asset 542 857
Tax credits 123 123
Other 185 205
185,205 186,089

Less: valuation allowance (22,541) (21,902)
Deferred income tax asset 162,664 164,187
Deferred income tax liabilities:
Goodwill (1,280) (1,248)
Servicing rights (5,388) (4,829)
Deferred rent (1,561) (1,473)
Investment in partnership (562) (857)
Deferred income tax liability (8,791) (8,407)
Net deferred income tax asset $ 153,873 $ 155,780

The primary deferred tax asset represents a tax basis step-up election under Section 754 of the Internal Revenue Code ( Section 754 ) made by the
Company relating to the initial purchase of units of the Operating Partnerships in connection with the Reorganization Transactions and a tax

basis step-up on subsequent exchanges of Operating Partnership units for shares of the Company s Class A common stock since the date of the
Reorganization Transactions. As a result of the step-up in basis from these transactions, the Company is entitled to annual future tax benefits in

the form of amortization for income tax purposes. During the six month period ending June 30, 2012, the deferred tax asset for the Section 754
election tax basis step-up increased $5.2 million due to the exchanges of Operating Partnership units for the Company s Class A common stock.
The annual pre-tax benefit is approximately $26.3 million at June 30, 2012 and will increase as future exchanges of Operating Partnership units
occur (see Note 13). To the extent that the Company does not have sufficient taxable inc