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PART I -- FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

We refer to (1) Highwoods Properties, Inc. as erfipany,” (2) Highwoods Realty Limited Partnersipthe "Operating Partnership,” (3)
the Company's common stock as "Common Stock" anthédOperating Partnership's common partnershégrésts as "Common Units."

The information furnished in the accompanying be¢asheets, statements of income, statements dhstiolers' equity and statements of ¢
flows reflect all adjustments (consisting of normadurring accruals) that are, in our opinion, 1ssegy for a fair presentation of the
aforementioned financial statements for the intgrariod.

The aforementioned financial statements shoulcehd m conjunction with the notes to consolidatadrfcial statements and Management's
Discussion and Analysis of Financial Condition &w®bults of Operations included herein and our 1298ual Report on Form 10-K.
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HIGHWOODS PROPERTIES, INC.
CONSOLIDATED BALANCE SHEETS
(DOLLARS IN THOUSANDS EXCEPT PER SHARE AMOUNTYS)

SEPTEMBER 30,

1999 DECEMBER 31, 1998
(UNAUDITED)
ASSETS
Real estate assets, at cost:
Land and improvements .............ccccceeueeene $ 485,985 $ 55 9,100
Buildings and tenant improvements .... 3,009,423 3,18 6,584
Development in process .........ccccoeevevneene 190,958 18 9,465
Land held for development ..............cc.ce... 161,397 15 0,622
Furniture, fixtures and equipment ............... 7,496 7,693
3,855,259 4,09 3,464
Less -- accumulated depreciation ................. (218,840) (16 9,272)
Net real estate assets .....ccocceevvvceeeenneeee e 3,636,419 3,92 4,192
Property held for sale ........ 167,563 13 1,262
Cash and cash equivalents 47,500 3 1,445
Restricted cash ........ccccccovviiiiiiiiiennn. 2,594 2 4,263
Accounts receivable, net .............cccceeee 26,874 2 7,948
Advances to related parties .. 14,425 1 0,420
Notes receivable ...........cccccoeveiicinennns 64,587 4 0,225
Accrued straight line rents receivable .......... . 33,314 2 7,194
Investment in unconsolidated affiliates ........... . L 39,032 2 1,088
Other assets:
Deferred leasing COStS ......coovvvvvvvvveeeees s 61,614 4 5,785
Deferred financing COStS ......ccccocceveeeeeeee e 40,691 3 8,750
Prepaid expenses and other .........cccccceeeeee. 18,637 1 5,237
120,942 9 9,772
Less -- accumulated amortization ................. L (32,643) (2 3,476)
88,299 7 6,296
$4,120,607 $4,31 4,333
LIABILITIES AND STOCKHOLDERS' EQUITY
Mortgages and Notes payable ....................... $1,827,502 $2,00 8,716
Accounts payable, accrued expenses and other liabil 118,685 13 0,575
Total liabilities .....cccoovcvvviiiie e 1,946,187 2,13 9,291
MInority INterest ....ccccvvveevvviiiiieeeee e 248,552 27 9,043
STOCKHOLDERS' EQUITY:
Preferred stock, $.01 par value, 50,000,000 authori zed shares;
8 5/8% Series A Cumulative Redeemable Preferred S hares
(liquidation preference $1,000 per share), 125,00 0 shares issued
and outstanding at September 30, 1999 and Decemb er31,1998 .......... 125,000 12 5,000
8% Series B Cumulative Redeemable Preferred Share S
(liquidation preference $25 per share), 6,900,000 shares issued and
outstanding at September 30, 1999 and December 3 1,1998 .............. 172,500 17 2,500
8% Series D Cumulative Redeemable Preferred Share S
(liquidation preference $250 per share), 400,000 shares issued and
outstanding at September 30, 1999 and December 3 1,1998 .............. 100,000 10 0,000
Common stock, $.01 par value, authorized 200,000,00 0 shares; 62,052,718
shares issued and outstanding at September 30, 19 99 and 59,865,259
shares issued and outstanding at December 31, 199 621 599
Additional paid-in capital ............c.ccccennee 1,597,304 1,54 6,592
Distributions in excess of net earnings ........... (69,557) (4 8,692)
Total stockholders' equity .......ccccceeevceeeee e 1,925,868 1,89 5,999
$4,120,607 $4,31 4,333
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS EXCEPT PER SHARE AMOUNTS)

THREE MONTHS ENDED NINE
SEPTEMBER 30, SE
1999 1998 1999
(UNAUDITED) (UNAUDITED) (UNAUDIT
REVENUE:
Rental property .....ccccevevvvvvevcvevieeeeee $136,304 $138,793 $425,1
Equity in earnings of unconsolidated affiliates.. ... 702 194 1,3
Interest and other income ....................... ... 3,621 3,953 14,1
140,627 142,940 440,6

OPERATING EXPENSES:
Rental property ....cccoovvvvvvvvvenieenieeee 41,002 43,117 130,1
Depreciation and amortization ..........cccceeeee. L 26,116 24,464 81,9
Interest expense:

Contractual ......cvvvvvvveevviiiiiiiiieeeee 25,715 28,452 87,2

Amortization of deferred financing costs ....... .~ ... 696 683 2,2

26,411 29,135 89,4

General and administrative .........ccccceeeeeeee. L 4,883 5,915 16,8
Income before gain on disposition of assets, net

of income tax provision, minority interest and

extraordinary item ......ccccoovvevveecinennees Ll 42,215 40,309 122,2
Gain on disposition of assets, net of income tax

PrOVISION ..oovviiiiiiiie it 846 - 2,9
Income before minority interest and

extraordinary item ... L 43,061 40,309 125,1
MINORITY INTEREST .ccoovvvivviiieiieviieieeeee i (5,065) (6,031) (15,7
Income before extraordinary item ........ccoc..... L 37,996 34,278 109,3
EXTRAORDINARY ITEM -- LOSS ON EARLY
EXTINGUISHMENT OF DEBT ..ocoovovvvvvvvcvieceeee e (4,997) (324) (5,7
NEetiNCOME ..coovvviiiiiiiiiiiiieee 32,999 33,954 103,6
Dividends on preferred shares .......cccoccceeeeee. L (8,145) (8,145) (24,4
Net income available for common shareholders ..... ... $ 24,854 $ 25,809 $ 79,1
NET INCOME/(LOSS) PER COMMON SHARE -- BASIC:
Income before extraordinary item .......cccocc.... L $ 0.48 $ 0.45 $ 13
Extraordinary item -- loss on early

extinguishment of debt ......cccccceveevveeeee. L (.08) (.01) (.
NEtiNCOME ..oovvvevieciiciicieeceeeeeeeee $ 0.40 $ 044 $ 1.2
Weighted average shares outstanding -- basic..... ... 61,863 58,059 61,2
NET INCOME/(LOSS) PER COMMON SHARE -- DILUTED:
Income before extraordinary item ..........o...... . ... $ 0.48 $ 045 $ 13
Extraordinary item loss on early extinguishment

of debt voovvveviiiicie e (0.08) (.01) (0.
NELINCOME wovvvieiieciieieceeiese e $ 0.40 $ 0.44 $ 1.2
Weighted average shares outstanding -- diluted ... =~ ... 62,169 58,228 61,4
Distributions declared per common share .......... ... $ 0.555 $ 054 $ 1.6
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MONTHS ENDED
PTEMBER 30,

ED) (UNAUDITED)

04  $352,203

89 194
81 8,672
74 361069
08 108,672
77 61,965
74 62,835
08 1,915
82 64750
88 14,085
19 111,597
39 -

58 111,507
70)  (17,905)
88 93,692
74) (370)
14 93322
35)  (21,946)
79§ 71376
8 $ 135
09) (.01
o $ 134
33 53189
8 $ 134
09) (.01
9 $ 133
93 53510
35§ 156




HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1999 (UNAUDTED)

(DOLLARS IN THOUSANDS)

NUMBER OF
COMMON COMMON SERIESA SERIESB
SHARES STOCK PREFERRED PREFERRED
Balance at December 31, 1998 ..... 59,865,259 $599 $125,000 $172,500
Issuance of Common Stock ......... 1,177,832 12

Common Stock Dividends ...........

Preferred Stock Dividends ........

Net Income ........ccccceeeennnn.

Shares issued upon redemption

of Common Units ................. 1,256,051 12
Forward Equity Transaction

(see Note 8) .......cceeeernnes

Retirement of Common Stock

(see Note 8) (246,424) 2)
Balance at September 30, 1999..... 62,052,718 $621 $125,000 $172,500
RETAINED
EARNINGS
AD DITIONAL (DISTRIBUTIONS
SERIES D PAID-IN  IN EXCESS OF
PREFERRED CAPITAL NET EARNINGS) TOTAL
Balance at December 31, 1998 ..... $100,000 $1 546,592  $(48,692) $1,895,999
Issuance of Common Stock ......... 22,940 22,952
Common Stock Dividends ........... (99,894) (99,894)
Preferred Stock Dividends ........ (24,435) (24,435)
Net Income .......ccoeovverennne 103,614 103,614
Shares issued upon redemption
of Common Units ................. 40,555 40,567
Forward Equity Transaction
(see Note 8) ......ccceeveeeene (12,783) (12,783)
Retirement of Common Stock
(see Note 8) .......cceeeernes (150) (152)
Balance at September 30, 1999..... $100,000 $1 ,597,304  $(69,557) $1,925,868

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:

Net iNCOME ......oocvvveiiiiiieeee e

Adjustments to reconcile net income to net cash pro
operating activities:
Depreciation and amortization
Minority interest .........cccccovvieeeniinns
Loss on early extinguishment of debt ............
Gain on disposition of assets, net of income tax
Changes in operating assets and liabilities .....

Net cash provided by operating activities ......

INVESTING ACTIVITIES:

Additions to real estate assets ...................

Cash paid in exchange for partnership net assets ..
Proceeds from disposition of assets ...............
Advances to subsidiaries ............c.cccceeenne

Net cash provided by/(used in) investing activit

FINANCING ACTIVITIES:
Distributions paid on common stock and common units
Dividends paid on preferred stock .................
Payments of prepayment penalties ..
Borrowings on mortgages and notes payable .........
Repayment of mortgages and notes payable ..........
Borrowings on revolving loans
Payments on revolving loans ......................
Net proceeds from the sale of common stock ........
Net proceeds from the sale of 8% Series D Cumulativ
SNAreS ...ovveiiiiieee e

Net cash (used in)/provided by financing activit

Net increase in cash and cash equivalents .........
Cash and cash equivalents at beginning of the perio

Cash and cash equivalents at end of the period ....

(IN THOUSANDS)

NINE MONTHS ENDED
SEPTEMBER 30,

(UNAUDITED)  (UNAUDITE

...................... $ 103,614 $ 93,32

vided by
81,977 61,96
15,770 17,90
5,774 37
(2,939) -

...................... (414,168) (756,79
(991) (108,25
550,039 -
(4,005) -
...................... (37,512) (21,00

(114,724) (99,48

(24,435) (21,94
(5,774) (37
4,385 529,94

(172,568) (130,99

- 96,80
(4,494) (6,98

...................... (2,601) -

IS ceveeereere, (251,771) 708,40

...................... 16,055 11,80

s 31,445 10,14

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest ........cccccceeeeeeennnnn.

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.
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HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND F INANCING ACTIVITIES

The following summarizes (i) the net assets contg by the holders of Common Units in the OpegaBartnership, (ii) the change in net

assets contributed as a result of the reorganizafiour Des Moines partnerships (see Note 6) aifdhe net assets acquired subject to
mortgage notes payable.

NINE MONTHS ENDED
SEPTEMBER 30,

1999 1998
(U NAUDITED) (UNAUDITED)
ASSETS:
Rental property and equipment, net .......... $ (18,513)  $491,863
LIABILITIES:
Mortgages and notes payable assumed ......... $ (52,165) $327,214
Net assets ....cccooeeevieeiiieciennn $ 33,652 $164,649

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 1999
(UNAUDITED)

1. BASIS OF PRESENTATION

The consolidated financial statements include tw®ants of the Company and the Operating Partreesid its majority controlled affiliates.
All significant intercompany balances and trangattihave been eliminated in the consolidated filmhstatements.

The extraordinary loss represents the write-ofbah origination fees and prepayment penalties paithe early extinguishment of debt, net
of the minority interest.

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued Statement No. 133, ACCOUNTINGRDERIVATIVE
INSTRUMENTS AND HEDGING ACTIVITIES, which is requid to be adopted in fiscal years beginning aftaeJib, 1999. In June 1999,
FASB issued Statement No. 137, ACCOUNTING FOR DERTWE INSTRUMENTS AND HEDGING ACTIVITIES -- DEFERRA OF
THE FASB STATEMENT NO. 133, which stipulates thgué&ed adoption date to be all fiscal years begigrfter June 15, 2000. Statement
No. 133 requires us to recognize all derivativeshenbalance sheet at fair value. Derivatives @éinathot hedges must be adjusted to fair v
through income. If the derivative is a hedge, dejpemon the nature of the hedge, changes in thedhie of derivatives will either be offset
against the change in fair value of the hedgedsdsabilities or firm commitments through earnsngr recognized in other comprehensive
income until the hedged item is recognized in ea®i The ineffective portion of a derivative's opaim fair value will be immediately
recognized in earnings. The fair market value ef@ompany's derivatives is discussed in Item 2.

The "Year 2000" issue is a general term used toritesthe various problems that may result fromitheroper processing of dates and
calculations involving years by many computers digttout the world as the Year 2000 is approachedeached. We have reviewed the
impact of Year 2000 issues and do not expect Y@a0 Zssues to be material to our business, opestar financial condition. The Year 2(
issue is discussed more fully in "Management's iBision and Analysis of Financial Condition and Resaf Operations”.

Minority interest in the Company represents Comrdoits owned by various individuals and entities aotithe Company in the Operating
Partnership, the entity that owns substantiallphthe Company's properties and through whichGbmpany, as the sole general partner,
conducts substantially all of its operations. Fere information is calculated using the weighteerage number of shares outstanding
(including common share equivalents). In additimimority interest includes equity of consolidatedlrestate partnerships which are owned
by various individuals and entities and not the @any. The Company acquired greater than 50% ahtkeest in certain real estate
partnerships as part of its acquisition of J.C hdls Company in July 1998.

2. INCOME TAXES

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of 1986,
as amended. Therefore, no provision has been noadecbme taxes related to REIT taxable incomeetalistributed to shareholders.
However, a provision has been made related totiopaf REIT taxable income resultant from the gamdisposition of assets that will not
be distributed to shareholders.

3. SEGMENT INFORMATION

Our sole business is the acquisition, developmedtogeration of rental real estate properties. YWarate office, industrial and retail
properties and apartment units. There are no raatater-segment transactions.

Our chief operating decision maker ("CDM") assessebmeasures operating results based upon prdpeeiynet operating income. The
operating results for the individual assets withéith property type have been aggregated sinceDMe&valuates operating results and
allocates resources on a property-by-property heisisn the various property types.
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The accounting policies of the segments are the senthose described in Note 1. Further, all ojpersiare within the United States and no
tenant comprises more than 10% of consolidatechiea® The following table summarizes the rentabine, net operating income and total
assets for each reportable segment for the thik@iae months ended September 30, 1999 and 1998.

THREE MONTHS NINE MONTHS
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
1999 1998 1999 1998
(IN THOUSANDS) (IN THOUSANDS)

RENTAL INCOME:
Office segment ........cccceveivciiiiiiinns $ 109,581 $ 116,267 $ 348,337 $ 309,817
Industrial segment 13,842 12,423 39,753 32,283
Retail segment ...... 8,597 6,411 24,536 6,411
Apartment segment .. 4,284 3,692 12,478 3,692

$ 136,304 $ 138,793 $ 425,104 $ 352,203
NET OPERATING INCOME:
Office segment .....ccccevvvviiiiiiciiee e, $ 76,082 $ 79,128 $ 238,944 $ 210,607
Industrial segment ..........cccccevvveriinennns 11,423 10,363 32,897 26,739
Retail segment ......... 5,454 4,096 16,156 4,096
Apartment segment ..........cccceevciieeiiiineens 2,343 2,089 6,999 2,089

$ 95302 $ 95,67 $ 294,996 $ 243,531
RECONCILIATION TO INCOME BEFORE MINORITY INTEREST A ND

EXTRAORDINARY ITEM:

Equity in income of unconsolidated affiliates ..... .. $ 702 $ 194 $ 1,389 $ 194
Gain on disposition of assets, net of income tax pr ovision ......... 846 -- 2,939 --
Interest and other income .........cccceeeeeee... 3,953 14,181 8,672
INterest eXPense ........cccceeveeereeenneennns (29,135) (89,482) (64,750)
General and administrative expenses ............... (5,915) (16,888) (14,085)
Depreciation and amortization ..................... (24,464) (81,977) (61,965)
Income before minority interest and extraordinary i tem ............. $ 43,061 $ 40,309 $ 125,158 $ 111,597
TOTAL ASSETS:
Office segment .....cccccevvvvvviiciicciieee e, $3,021,160 $3,174,457 $ 3,021,161 $3,174,457
Industrial segment ...........cccevvveriinennnn 496,428 463,801 496,428 463,801
Retail segment ......... 256,197 232,450 256,197 232,450
Apartment segment .. 119,356 122,920 119,356 122,920
Corporate and other ...........c.ccecvveeernenne. 227,466 151,310 227,466 151,310
Total @SSets ....ccvcevvvviiiiiiiciiieieee $4,120,607 $4,144,938 $ 4,120,607 $4,144,938

4. JOINT VENTURE ACTIVITY

On March 15, 1999, we closed a transaction witha®th-Deutschland-USA Dreilander Beteiligung Obj&ktF 98/29-Walker Fink-KG
("DLF"), pursuant to which we sold or contributesttain office properties valued at approximatel¢&illion to a newly created limited
partnership (the "Joint Venture"). DLF contributgghroximately $55 million for a 77.19% interestlie Joint Venture, and the Joint Venture
borrowed approximately $71 million from third-pafgnders. We retained the remaining 22.81% inténetste Joint Venture, received net
cash proceeds of approximately $124 million andlagesole and exclusive manager and leasing adéme doint Venture's properties, for
which we receive customary management fees ansh¢easmmissions. We used the cash proceeds receithd transaction to fund existi
development activity either through direct paymenmtsepayment of borrowings under our $600 milliotsecured revolving loan (the
"Revolving Loan").

5. LEGAL CONTINGENCIES

On October 2, 1998, John Flake, a former stockinatid.C. Nichols, filed a putative class actiowsait on behalf of himself and the other
former stockholders of J.C. Nichols in the Unitadt8s District Court for the District of Kansas mg#J.C. Nichols, certain of its former
officers and directors and the Company. The comphlleges, among other things, that in conneatiith the merger of J.C. Nichols and the
Company, (1) J.C. Nichols and the named directodsadficers of J.C. Nichols breached their fidugiduties to J.C. Nichols' stockholders,
J.C. Nichols and the named directors and officéts@. Nichols breached their fiduciary duties tembers of the J.C. Nichols Company
Employee Stock Ownership Trust, (3) all defendgatsicipated in the dissemination of a proxy staetitontaining materially false and
misleading statements and omissions of
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material facts in violation of Section 14(a) of thechange Act of 1934 and

(4) the Company filed a registration statement hilh SEC containing materially false and misleaditagements and omissions of material
facts in violation of Sections 11 and 12(2) of 8erurities Act of 1933. The plaintiff seeks equigatelief and monetary damages. We believe
that the defendants have meritorious defensetpl#intiff's allegations. We intend to vigorouslgfend this litigation. By order dated June
18, 1999, the court granted in part and deniedaith gur motions to dismiss. The court has grarttedbtaintiff's motion seeking certification

of the proposed class of plaintiffs with respecdtt® remaining claims. Discovery in this mattepiisceeding. Due to the inherent uncertair

of the litigation process, we are not able to pretie outcome of this litigation. If this litigath is not resolved in our favor, it could have a
material adverse effect on our business, finargabition and results of operations.

In addition, we are a party to a variety of legalqeedings arising in the ordinary course of owgitess. We believe that we are adequately
covered by insurance and indemnification agreemémtsordingly, none of such proceedings are expkiidhave a material adverse affec
our business, financial condition and results arafions.

6. DES MOINES PARTNERSHIPS

In connection with our merger with J.C. Nicholslily 1998, we succeeded to the interests of J.€hd¥8 in a strategic alliance with R&R
Investors, Ltd. pursuant to which R&R Investors ages and leases certain co-venture propertieelbaathe Des Moines area. As a result
of the merger, we acquired an ownership intere5086 or more in a series of nine co-ventures wigRRnvestors. Certain of these
properties were previously included in our consatkdi financial statements. On June 2, 1999, weedgrith R&R Investors to reorganize
respective ownership interests in the Des Moinepgnties such that each would own a 50% interetsteproperties in the Des Moines area.
Accordingly, we have adopted the equity methodogsbanting for our investment in each of the Desisiproperties as a result of such
reorganization. The impact of the reorganizatiors wamaterial to our consolidated financial statetaen

7. DISPOSITION ACTIVITY

On June 7, 1999, we sold approximately 3.3 millentable square feet of non-core office and indeigiroperties and 49 acres of
development land in the South Florida area for gmreceeds of approximately $323.0 million. In &ddi, during the nine months ended
September 30, 1999, we sold approximately 1.9 onilfentable square feet of non-core office andsiréhl properties in the Baltimore area
and certain other non-core office and industrialpgrties for gross proceeds of $137.5 million. \&eorded a gain, net of income tax
provision, of $2.9 million related to these dispiasis. Non-core office and industrial propertiesgelly include single buildings or business
parks that do not fit our long-term strategy.

In addition, we currently have 2.3 million squagetf of non-core office and industrial propertiedemcontract for sale in various transactions
totaling $181.9 million (including $165.3 relateslthe sale of various central Florida properties) 4.7 million square feet of non-core office
and industrial properties under various lettermtent for sale at $128.4 million. These transatdiare subject to customary closing
conditions, including due diligence and documentatand are expected to close during the fourthtguaf this year and the first quarter of
2000. However, we can provide no assurance that glart of these transactions will be consummated.

8. EQUITY SETTLEMENT

On August 28, 1997, we entered into a purchaseeagget with UBS AG, London Branch ("UB-LB") involhgrthe sale of 1.8 million shares
of Common Stock and a related forward contract igiiog for certain purchase price adjustments. Treérd contract (as amended)
generally provided that if the market price was ldsn a certain amount, which we refer to as Hoeward Price,” we were required to pay
UB-LB the difference times 1.8 million. (Similarlif,the Market Price of a share of Common Stock alasve the Forward Price, UB-LB was
required to pay us the difference in shares of Comftock.)

On February 28, 1999, the Company and UB-LB ametiteéorward contract. Pursuant to the amendmeatL.B applied $12.8 million in
Company collateral to "buy down" the Forward Pihgeapproximately $7.10 and we issued 161,924 stedfr€emmon Stock to URB as ar
interim settlement payment. On June 9, 1999, wiéeddhe transaction. In connection with the setdat, 246,424 shares of Common Stock
were returned and canceled.

9. FINANCING ACTIVITY

On July 1, 1999, we retired a $133.0 million 7.88%rtgage note that was secured by 44 of our prageneld by AP Southeast Portfolio
Partners, L.P., one of our subsidiaries, by usit@8# million of availability under our Revolvingkn to repay the principal amount of the
mortgage note plus the required yield maintenamemjum for early maturity. On October 21, 1999, veerowed $188.4 million from
Monumental Life
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Insurance Company, an affiliate of AEGON USA Redltyisors, Inc., pursuant to one $94.2 million 24’ mortgage note due 2009 and one
$94.2 million 7.87% mortgage note due 2009, whictes are secured by 28 of our properties. We useddt proceeds from these mortgage
loans, together with $2.1 million that we receifesin counterparties to settle two treasury loclkeagnents in September 1999, to repay
amounts outstanding under our Revolving Loan.

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

The following should be read in conjunction withaflthe financial statements appearing elsewhetbe report and is based primarily on the
consolidated financial statements of the Company.

RESULTS OF OPERATIONS

THREE MONTHS ENDED SEPTEMBER 30, 1999. Revenuemifrental operations decreased $2.5 million, or 1.88tn $138.8 million

for the three months ended September 30, 199836.3illion for the comparable period in 1999. Teerease is primarily a result of the
disposition of 6.4 million square feet of majorawned office, industrial and retail properties @@ apartment units (including the removal
of certain properties from our consolidated finahstatements as a result of the reorganizatidheoDes Moines partnerships), offset in part
by the acquisition of 600,000 square feet of majarivned office, industrial and retail propertiegldhe completion of 1.9 million square feet
of development activity during the last three mendfi1998 and the first nine months of 1999. Owservice portfolio decreased from 44.7
million square feet at September 30, 1998 to 40liom square feet at September 30, 1999. Sameeaptppevenues, which are the revenues
of the 582 in-service properties and 1,906 apartmeits owned on July 1, 1998, increased 4.0%Herthree months ended September 30,
1999, compared to the same three months of 1998.

During the three months ended September 30, 18BIeases representing 1.8 million square feeffafep industrial and retail space
commenced at an average rate per square foot wiaist6.1% higher than the average rate per squar@iicthe expired leases.

Interest and other income decreased $400,000,%r f0m $4.0 million for the three months endedt8eyber 30, 1998 to $3.6 million for
the comparable period in 1999. The decrease wasudt 0f lower lease termination fees during thartgr, offset in part by additional income
generated from management fees, development fedeasing commissions. The Company generated $2dinCauxiliary income (vending
and parking) as a result of acquiring multifamignemunities in the merger with J.C. Nichols.

Rental operating expenses decreased $2.1 millioh986, from $43.1 million for the three months ed&eptember 30, 1998 to $41.0 mill
for the comparable period in 1999. The decreapénsarily a result of the disposition of 6.4 milficquare feet of majority owned office,
industrial and retail properties and 418 apartnosits (including the removal of certain properfiesn our consolidated financial statements
as a result of the reorganization of the Des Mopasnerships), offset in part by the acquisitié®@0,000 square feet of majority owned
office, industrial and retail properties and thenpdetion of 1.9 million square feet of developmadtivity during the last three months of 1!
and the first nine months of 1999. Rental operatifgenses as a percentage of related revenuessedrieom 31.1% for the three months
ended September 30, 1998 to 30.1% for the compaparlod in 1999.

Depreciation and amortization for the three momihded September 30, 1999 and 1998 was $26.1 mahdr24.5 million, respectively. T
increase of $1.6 million, or 6.5%, is due to arré@ase in depreciable assets over the prior ye@relst expense decreased $2.7 million, or
9.3%, from $29.1 million for the three months en&sgtember 30, 1998 to $26.4 million for the corapl period in 1999. The decrease is
attributable to a decrease in the outstanding fdelihe entire quarter. Interest expense for thegmonths ended September 30, 1999 and
1998 included $696,000 and $683,000, respectieélgmortization of deferred financing costs anddbsts related to our interest rate hedge
contracts. General and administrative expensegdsed from 4.3% of rental revenue for the threethsoended September 30, 1998 to 3.6%
for the comparable period in 1999.

Net income before minority interest and extraordiritem equaled $43.1 million and $40.3 million tbe three months ended Septembel
1999 and 1998, respectively. The Company's netirecallocated to minority interest totaled $5.1 imilland $6.0 million for the three
months ended September 30, 1999 and 1998,
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respectively. The Company recorded $8.1 millioprieferred stock dividends for the three months dr@ptember 30, 1999 and 1998.

NINE MONTHS ENDED SEPTEMBER 30, 1999. Revenues fremtal operations increased $72.9 million, or 28.7rom $352.2 millior

for the nine months ended September 30, 1998 t6.$44illion for the comparable period in 1999. Therease is primarily a result of the
acquisition of 4.1 million square feet of majordwned office, industrial and retail properties @825 apartment units in the J.C. Nichols
merger that occurred in the third quarter of 1388well as an addition of 2.5 million square fdanajority owned office, industrial and retail
properties related to acquisitions and the compiedf development activity during the last threenths of 1998 and the first nine months of
1999. These were offset by the disposition of 6ilfan square feet of majority owned office, indrat and retail properties and 418
apartment units (including the removal of certaiogerties from our consolidated financial stateraersta result of the reorganization of the
Des Moines partnerships). Ourservice portfolio decreased from 44.7 million sguiiet at September 30, 1998 to 40.8 million sqteatal
September 30, 1999. Same property revenues, whadhea revenues of the 437 in-service propertiesenlon January 1, 1998, increased 3%
for the nine months ended September 30, 1999, camudta the same nine months of 1998.

During the nine months ended September 30, 199981eases representing 5.8 million square feeffafe, industrial and retail space
commenced at an average rate per square foot wiasts.9% higher than the average rate per squar®iicthe expired leases.

Interest and other income increased $5.5 millior§32%, from $8.7 million for the nine months edd&eptember 30, 1998 to $14.2 million
for the comparable period in 1999. The increaseauw&sult of higher cash balances during the nioeths ended September 30, 1999 and
additional income generated from management feasldpment fees and leasing commissions. The Coynpamerated $828,000 in
auxiliary income (vending and parking) as a restiicquiring multifamily communities in the mergeith J.C. Nichols.

Rental operating expenses increased $21.4 milioh9.7%, from $108.7 million for the nine montheled September 30, 1998 to $130.1
million for the comparable period in 1999. The ease is primarily a result of the acquisition df illion square feet of majority owned
office, industrial and retail properties and 2,23®&artment units in the merger with J.C. Nicholswa#i as an addition of 2.5 million square
feet of majority owned office, industrial and refaioperties related to acquisitions and the cotmgrieof development activity during the last
three months of 1998 and the first nine months9®Q1 These were offset by the disposition of 6.4Hioni square feet of majority owned
office, industrial and retail properties and 41&@ment units (including the removal of certaingedies from our consolidated financial
statements as a result of the reorganization ob#seMoines partnerships). Rental operating exgeasa percentage of related revenues
decreased from 30.9% for the nine months endece&dyar 30, 1998 to 30.6% for the comparable pend®b9.

Depreciation and amortization for the nine monthdegl September 30, 1999 and 1998 was $82.0 mdloh$62.0 million, respectively. The
increase of $20.0 million, or 32.3%, is due tomeréase in depreciable assets over the prior yr@arest expense increased $24.7 million, or
38.1%, from $64.8 million for the nine months en@=ptember 30, 1998 to $89.5 million for the corapl period in 1999. The increase is
attributable to the increase in the outstanding tetthe entire nine months. Interest expenseffemine months ended June 30, 1999 and
1998 included $2.2 million and $1.9 million, respeely, of amortization of deferred financing coatsd the costs related to our interest rate
hedge contracts. General and administrative exgeassa percentage of rental revenues were 4.0%hdarine months ended September 30,
1999 and 1998.

Net income before minority interest and extraordjritem equaled $125.2 million and $111.6 milliaw the nine months ended Septerr
30, 1999 and 1998, respectively. The Company'éetne allocated to minority interest totaled $1®i8ion and $17.9 million for the nine
months ended September 30, 1999 and 1998, resplgciihe Company recorded $24.4 million and $21il8an in preferred stock dividenc
for the nine months ended September 30, 1999 a®@, 18spectively.

LIQUIDITY AND CAPITAL RESOURCES

STATEMENT OF CASH FLOWS. For the nine months en8egtember 30, 1999, cash provided by operatingites decreased by $15.0
million, or 7.9%, to $174.5 million, as comparedbtB89.5 million for the same period in 1998. Therdase is due to a decrease in operating
assets and liabilities, primarily as a result & th
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payment of real estate taxes in the first quartdi989, offset in part by an increase in net incalue to property acquisitions in 1998 and
1999. Cash provided by investing activities was.438illion for the first nine months of 1999, asmoared to $886.1 million used in
investing activities for the same period in 199BeTncrease is primarily due to the dispositiocatain properties and the decline in
acquisition activity during the nine months endegt®mber 30, 1999, as compared to the same peri@P8. Cash used in financing
activities was $251.8 million for the nine montmled September 30, 1999, as compared to $708 iémiliovided by financing activities f
the same period in 1998. The decrease is primduiéyto the decrease in borrowings, an increasaympnts on mortgages, notes payable
revolving loans as well as a decrease in equityrioffjs in the nine months ended September 30, E39@mpared to the same period in
1998. Payments of distributions increased by $Slon to $114.7 million for the first nine montlg 1999, from $99.5 million for the same
period in 1998. The increase is due to the greataerber of shares of Common Stock outstanding ah8% increase in the distribution rate.
Preferred stock dividend payments were $24.4 milfar the nine months ended September 30, 1998mapared to $21.9 million for the
same period in 1998. The increase is due to thams of 8% Series D Cumulative Redeemable Pref&hares in the first quarter of 1998.

CAPITALIZATION. The Company's total indebtednessSaptember 30, 1999 totaled $1.8 billion and waspresed of $421.0 million of
secured indebtedness with a weighted average sttexie of 7.8% and $1.4 billion of unsecured inddbess with a weighted average inte
rate of 6.8%. Except as stated below, all of thetgage and notes payable outstanding at Septerfh&©99 were either fixed rate
obligations or variable rate obligations coveredrigrest rate hedge contracts. A portion of owdReng Loan and approximately $43.7
million of floating rate notes payable assumed upamsummation of the merger with J.C. Nichols westcovered by interest rate hedge
contracts on September 30, 1999.

On July 1, 1999, we retired a $133.0 million 7.88%rtgage note that was secured by 44 of our prageneld by AP Southeast Portfolio
Partners, L.P., one of our subsidiaries, by usit@8# million of availability under our Revolvingkn to repay the principal amount of the
mortgage note plus the required yield maintenamemjum for early maturity. On October 21, 1999, veerowed $188.4 million from
Monumental Life Insurance Company, an affiliateA&fGON USA Realty Advisors, Inc., pursuant to ond $million 7.77% mortgage note
due 2009 and one $94.2 million 7.87% mortgage do&2009, which notes are secured by 28 of ourepti@s. We used the net proceeds
from these mortgage loans, together with $2.1 amilthat we received from counterparties to setitetteasury lock agreements in Septen
1999, to repay amounts outstanding under our Regploan.

Based on the Company's total market capitalizasfd4.1 billion at September 30, 1999 (at the Sepir 30, 1999 stock price of $25.88 and
assuming the redemption for shares of Common Sibthe 9.1 million Common Units of minority intetaa the Operating Partnership), the
Company's debt represented approximately 44% ¢dtigd market capitalization.

To meet in part our long-term liquidity requirem&nive borrow funds at a combination of fixed andalse rates. Borrowings under our
Revolving Loan bear interest at variable rates. I0ng-term debt, which consists of long-term finiags and the issuance of debt securities,
typically bears interest at fixed rates. In additiwe have assumed fixed rate and variable rateideonnection with acquiring properties.
Our interest rate risk management objective ignd the impact of interest rate changes on easangl cash flows and to lower our overall
borrowing costs. To achieve these objectives, fiiom to time we enter into interest rate hedge remn$ such as collars, swaps, caps and
treasury lock agreements in order to mitigate oterest rate risk with respect to various debtimsents. We do not hold or issue these
derivative contracts for trading or speculativepuses.

The following table sets forth information regamgliour interest rate hedge contracts as of Septe@ther999:

NOTIONAL MATURITY FIXED FAIR MARKET
TYPE OF HEDGE AMOUNT DATE REFEREN CE RATE RATE VALUE
(DOLLARS IN THOUSANDS )
Swap $100,000 10/1/99 3-Month LIBOR 4.970% $ 97
Swap 20,828  6/10/02 1-Month LIBOR +0.75% 7.700 (800)
Collar 80,000 10/15/01 1-Month LIBOR 5.60 - 6.25 141
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We enter into swaps, collars and caps to limitexygosure to an increase in variable interest rptaticularly with respect to amounts
outstanding under our Revolving Loan. The interat on all of our variable rate debt is adjusteonz and three-month intervals, subject to
settlements under these contracts. We also erttetreasury lock agreements from time to time ieorto limit our exposure to an increase in
interest rates with respect to future debt offesing

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartiegetie interest rate hedge contracts. We
expect the counterparties, which are major findriegitutions, to perform fully under these comtisa However, if the counterparties were to
default on their obligations under the interest ledge contracts, we could be required to pajutheates on our debt, even if such rates\
in excess of the rates in the contracts.

CURRENT AND FUTURE CASH NEEDS. Historically, rent@venue has been the principal source of fung&yooperating expenses, debt
service, stockholder distributions and capital exjieires, excluding nonrecurring capital expeneisuin addition, construction management,
maintenance, leasing and management fees havelpdosources of cash flow. We presently have nosdtanmajor capital improvements to
the existing in-service properties, other than radmacurring building improvements, tenant improesits and lease commissions. We expect
to meet our short-term liquidity requirements gaflgrthrough working capital and net cash provitdgcoperating activities along with the
Revolving Loan.

Our short-term (within the next 12 months) liguyditeeds also include, among other things, the igndf approximately $180.0 million of
our existing development activity. We expect toduur short-term liquidity needs through a comborabf:

o additional borrowings under our Revolving Loapg@ximately $141.0 million was available as of ®epber 30, 1999);
o the issuance of secured debt;
o the selective disposition of non-core assets; and

o the sale or contribution of some of our whollyrmal properties to strategic joint ventures to enéml with selected partners interested in
investing with us, which will have the net effe¢tgenerating additional capital through such saleamtributions.

Our long-term liquidity needs generally include thading of existing and future development activtelective asset acquisitions and the
retirement of mortgage debt, amounts outstandimgeuthe Revolving Loan and long-term unsecured.d&letremain committed to
maintaining a flexible and conservative capitalisture. Accordingly, we expect to meet our longrtéiquidity needs through a combination
of (1) the issuance by the Operating Partnershaaddftional unsecured debt securities, (2) theaissa of additional equity securities by the
Company and the Operating Partnership as well)ah¢3sources described above with respect tolmnt-¢erm liquidity. We expect to use
such sources to meet our long-term liquidity regjuients either through direct payments or repaymimbrrowings under the Revolving
Loan. We do not intend to reserve funds to retkisting secured or unsecured indebtedness uporrityatastead, we will seek to refinance
such debt at maturity or retire such debt throdmghissuance of equity or debt securities.

We anticipate that our available cash and cashvelgits and cash flows from operating activitieggether with cash available from
borrowings and other sources, will be adequatedetraur capital and liquidity needs in both thershad long term. However, if these
sources of funds are insufficient or unavailatie, Company's ability to make the expected distidimstto stockholders discussed below and
satisfy other cash requirements may be adverstdytat!.

DISTRIBUTIONS TO STOCKHOLDERS. In order to quali#s a REIT for Federal income tax purposes, the @omjs required to make
distributions to its stockholders of at least 95PRE&IT taxable income. The Company expects to tsseash flow from operating activities
distributions to stockholders and for payment elreing, non-incremental revenue-generating expgareli. The following factors will affect
cash flows from operating activities and, accortlinmfluence the decisions of the Board of Diresteegarding distributions: (1) debt service
requirements after taking into account the repayraad restructuring of certain indebtedness;
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(2) scheduled increases in base rents of existiaggls; (3) changes in rents attributable to thewahof existing leases or replacement leases;
(4) changes in occupancy rates at existing praggesand procurement of leases for newly acquiretbeeloped properties; and (5) operating
expenses and capital replacement needs.

RECENT DEVELOPMENTS

On June 7, 1999, we sold approximately 3.3 millentable square feet of non-core office and inéeigtroperties and 49 acres of
development land in the South Florida area for geceeds of approximately $323.0 million. In &iddi, during the nine months ended
September 30, 1999, we sold approximately 1.9 onilfentable square feet of non-core office andstrial properties in the Baltimore area
and certain other non-core office and industrialpgrties for gross proceeds of approximately $18¥llon. The Company recorded a gain,
net of income tax provision, of $2.9 million reldt® these dispositions. Non-core office and indalsproperties generally include single
buildings or business parks that do not fit ouigle@arm strategy.

In addition, we currently have 2.3 million squagetfof non-core office and industrial propertiedemcontract for sale in various transactions
totaling $181.9 million (including $165.3 relateathe sale of various central Florida properties) 4.7 million square feet of non-core office
and industrial properties under various letterst#nt for sale at $128.4 million. These transatiare subject to customary closing
conditions, including due diligence and documentatand are expected to close during the fourthtguaf this year and the first quarter of
2000. However, we can provide no assurance that glart of these transactions will be consummated.

We expect to use a portion of the net proceeds fonrecent and pending disposition activity taweist in tax-deferred exchange
transactions under

Section 1031 of the Internal Revenue Code. We extpaeinvest up to $32.7 million of the net prodeérom recent disposition activity and
up to $53.0 million of the net proceeds from pegdifsposition activity to acquire in tax-deferredleange transactions in-service properties,
development land and development projects locatediie markets and in sub-markets where we hatrergspresence. For an exchange to
qualify for tax-deferred treatment under

Section 1031, the net proceeds from the sale obegpty must be held by an escrow agent until adpioward the purchase of real estate
qualifying for gain deferral. Given the competitifor properties meeting our investment criteri@réhmay be some delay in reinvesting such
proceeds. Delays in reinvesting such proceedsedilice our income from operations. In addition,ube of net proceeds from dispositions to
fund development activity, either through direcypants or repayment of borrowings under our Rewgjtioan, will reduce our income frc
operations until such development projects aregulac service.

YEAR 2000

BACKGROUND. The Year 2000 compliance issue referthe inability of computer systems and computémswe to correctly process any
date after 1999. The date change to the new millemmay be a problem because some computer hardmdrsoftware was designed to use
only two digits to represent a year. As a resulins systems may interpret 1/1/00 to be the yead.180addition, some systems may not
recognize that the Year 2000 is a leap year. Batblpms could result in system failure or miscatiohs, which may cause disruptions of
operations.

The Year 2000 issue, if not corrected, could rasuthe failure of the information technology ("T8ystems that we use in our business
operations, such as computer programs relatecofeply management, leasing, financial reportingplegree benefits, asset management and
energy management. In addition, computerized systmd microprocessors are embedded in a varigiyodiicts used in our operations and
properties, such as HVAC controls, lights, powearagators, elevators, life safety systems, phondssaaurity systems.

APPROACH AND STATUS. Our Year 2000 compliance effare divided into two areas -- "operations lewslt] "property level."
Operations level includes those information techgglsystems used in our corporate and divisiorcedfito perform real estate, accounting
and human resources functions. Property level degdithe non-information technology systems atdividual properties. Year 2000
remediation plan at both the operations and prgpevels has three phases:

0 assessment (inventory and testing of computees\s,
o renovation (repairing or replacing non-compligygtems) and
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o validation (testing of repaired or replaced syste

Our Information Technology Department is overse@ngoperations level compliance program. With eg$po our operations level IT
software, we have completed all three phases o¥ear 2000 remediation plan. As part of a standatédin of our technology infrastructure
in 1998, computer software that was not Year 2@fiipdiant was upgraded or replaced. These softwageades were off-thehelf Year 200
compliant packages. Additionally, we successfuppgraded and tested a Year 2000 compliant versi@uio€orporate accounting and
property management software in December 1998. W#hect to our operations level IT hardware, weelampleted the assessment and
validation phases of the remediation plan.

Our Chief Operating Officer is overseeing our prop&vel compliance program. We have completediouwentory of all of our properties’
non-information technology systems. As part ofithentory process, we requested appropriate veradatsnanufacturers to certify that their
products are Year 2000 compliant. We have complétedenovation and validation phases of our reatidi plan at the property level.

With respect to Year 2000 issues relating to ostamer base, we have not sought representatiomsdun tenants with respect to their Year
2000 readiness because no one tenant represergsthaar3% of our annualized rental revenue. Wispeet to suppliers and vendors, our
material purchases are generally from those in etitiye fields where others will be able to meey ahour needs unmet by suppliers or
vendors with Year 2000 difficulties. Although wevieano reason to expect a significant interruptibatiity services for our properties, we
have not received (nor sought) written assuranoes ftility providers that Year 2000 issues wiltmause an interruption in service.

COSTS. To date, the costs directly associated evithYear 2000 efforts have not been material, ae@stimate our future costs to be
immaterial as well.

RISKS ASSOCIATED WITH THE YEAR 2000 ISSUE. We dotrexpect Year 2000 failures to have a material estveffect on our results
of operations or liquidity because:

o we do not rely on a small number of tenants feigaificant portion of our rental revenue;

o we stand ready to switch vendors or supplierssehtear 2000 failures adversely affect their prégloc services; and
o our remediation plan is complete.

As a result, we do not expect to develop a conting@lan for Year 2000 failures.

Our assessment of the likely impact of Year 2080és on us, which is a forwalabking statement, depends on numerous factors, asithe
continued provision of utility services, and we smexposed to the risk of Year 2000 failures. ‘Seéisclosure Regarding Forward-
Looking Statements."

Our disclosures and announcements concerning car 230 programs are intended to constitute "Y880Readiness Disclosures” as
defined in the recently-enacted Year 2000 Infororatind Readiness Disclosure Act. The Act providieled protection from liability for
certain public and private statements concerningrdity's Year 2000 readiness and the Year 200finmess of its products and services. The
Act also potentially provides added protection frigability for certain types of Year 2000 disclosarmade after January 1, 1996, and before
the date of enactment of the Act.

POSSIBLE ENVIRONMENTAL LIABILITIES

In connection with owning or operating our propestiwe may be liable for certain costs due to péssinvironmental liabilities. Under
various laws, ordinances and regulations, suche@&€bomprehensive Environmental Response Compensatib Liability Act, and common
law, an owner or operator of real estate is lidbighe costs to remove or remediate certain hazerdr toxic chemicals or substances on
the property. Owners or operators are also liatmeértain other costs, including governmentaldiaad injuries to persons and property.
Such laws often impose liability without regardatbether the owner or operator knew of, or was resite for, the presence of the hazar
or toxic chemicals or substances. The presencecbf substances, or the failure to remediate sug$tances properly, may adversely affect
the owner's or operator's ability to sell or ranttsproperty or to borrow using such property ditaral. Persons who arrange for the
disposal,
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treatment or transportation of hazardous or tokiEngicals or substances may also be liable foraheegypes of costs at a disposal, treatment
or storage facility, whether or not that person swnoperates that facility.

Certain environmental laws also impose liability feleasing asbestos-containing materials. Thirtdgsgamay seek recovery from owners or
operators of real property for personal injuriesoatated with asbestos-containing materials. A remolb our properties have asbestos-
containing materials or material that we presumiget@sbestos-containing materials. In connectidh @ning and operating our properties,
we may be liable for such costs.

In addition, it is not unusual for property own&rEencounter on-site contamination caused by oéfsources. The presence of hazardous or
toxic chemicals or substances at a site closeptoperty could require the property owner to pgséte in remediation activities or could
adversely affect the value of the property. Contetion from adjacent properties has migrated ohteast three of our properties; however,
based on current information, we do not believe &imy significant remedial action is necessanhas¢ affected sites.

As of the date hereof, we have obtained Phaseit@maental assessments (and, in certain instaRtese |l environmental assessments) on
substantially all of our in-service properties. $d@ssessments have not revealed, nor are we afivany environmental liability at our
properties that we believe would materially advisrs#fect our financial position, operations ordidity taken as a whole. This projection,
however, could be incorrect depending on certaitofa. For example, material environmental lialgiitmay have arisen after the assessn
were performed or our assessments may not haveleevell environmental liabilities or may have uretimated the scope and severity of
environmental conditions observed. There may atdsortknown environmental liabilities at propertiesvhich we have not obtained a Phase
| environmental assessment or have not yet obtairféldase Il environmental assessment. In additierhase our assumptions regarding
environmental conditions, including groundwatemfland the existence and source of contaminatiomeadily available sampling data. We
cannot guarantee that such data is reliable icaskks. Moreover, we cannot provide any assuratéisat future laws, ordinances or
regulations will not impose a material environmétigdoility or (2) that tenants, the condition @frid or operations in the vicinity of our
properties or unrelated third parties will not afféhe current environmental condition of our pnties.

Some tenants use or generate hazardous substanbesordinary course of their respective businedsetheir leases, we require these
tenants to comply with all applicable laws and ¢orésponsible to us for any damages resulting fhain use of the property. We are not
aware of any material environmental problems resmfrom tenants' use or generation of hazardousxt chemicals or substances. We
cannot provide any assurances, however, thatradhts will comply with the terms of their leaseg@main solvent. If tenants do not comply
or do not remain solvent, we may at some poinelspansible for contamination caused by such tenants

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In June 1998, the Financial Accounting Standardsr&¢'FASB") issued Statement No. 133, ACCOUNTINGHFDERIVATIVE
INSTRUMENTS AND HEDGING ACTIVITIES, which is requid to be adopted in fiscal years beginning aftaeJib, 1999. In June 1999,
FASB issued Statement No. 137, ACCOUNTING FOR DERNWE INSTRUMENTS AND HEDGING ACTIVITIES -- DEFERRA OF
THE FASB STATEMENT NO. 133, which stipulates theué&ed adoption date to be all fiscal years begigrfter June 15, 2000. Statement
No. 133 requires us to recognize all derivativeshenbalance sheet at fair value. Derivatives éinathot hedges must be adjusted to fair v
through income. If the derivative is a hedge, dejpegnon the nature of the hedge, changes in the/ddiie of derivatives will either be offset
against the change in fair value of the hedgedsd&bilities or firm commitments through earnéngr recognized in other comprehensive
income until the hedged item is recognized in ea®i The ineffective portion of a derivative's opain fair value will be immediately
recognized in earnings. The fair market value ef@ompany's derivatives is discussed in Item 2.

COMPLIANCE WITH THE AMERICANS WITH DISABILITIES ACT

Under the Americans with Disabilities Act (the "ADRall public accommodations and commercial faieii are required to meet certain
federal requirements related to access and useshlldd persons. These requirements became eff@ntl992. Compliance with the ADA
requirements could require removal of access bar@md noncompliance could result in impositiofimés by the U.S. government or an
award of damages
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to private litigants. Although we believe that quoperties are substantially in compliance withstheequirements, we may incur additional
costs to comply with the ADA. Although we believmt such costs will not have a material adversecefin us, if required changes involve a
greater expenditure than we currently anticipate, results of operations, liquidity and capitaloesces could be materially adversely
affected.

FUNDS FROM OPERATIONS AND CASH AVAILABLE FOR DISTRI BUTIONS

We consider funds from operations ("FFO") to beseful financial performance measure of the opegagterformance of an equity REIT
because, together with net income and cash flom®, provides investors with an additional basisval@ate the ability of a REIT to incur

and service debt and to fund acquisitions and athpital expenditures. FFO does not representigetrie or cash flows from operating,
investing or financing activities as defined by @elly Accepted Accounting Principles ("GAAP")slhould not be considered as an
alternative to net income as an indicator of owraping performance or to cash flows as a meaduiguidity. FFO does not measure
whether cash flow is sufficient to fund all casleds, including principal amortization, capital impements and distributions to stockholders.
Further, FFO as disclosed by other REITs may natdmeparable to our calculation of FFO, as descriimdw. FFO and cash available for
distributions should not be considered as alteraatio net income as an indication of our perforceaor to cash flows as a measure of
liquidity.

FFO means net income (computed in accordance witkrglly accepted accounting principles) excludjaims (or losses) from debt
restructuring and sales of property, plus depregiaand amortization, and after adjustments foromsolidated partnerships and joint
ventures. In March 1995, the National AssociatibReal Estate Investment Trusts ("NAREIT") issuedaification of the definition of FF(
The clarification provides that amortization of eleéd financing costs and depreciation of neal-estate assets are no longer to be addec

to net income in arriving at FFO. Cash availabledistribution is defined as funds from operatioeduced by non-revenue enhancing capital
expenditures for building improvements and tenamgrovements and lease commissions related to sepomatation space.
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FFO and cash available for distribution for theethand nine month periods ended September 30,ar99998 are summarized in the
following table (in thousands):

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,
1999 1998 1999 1998

FUNDS FROM OPERATIONS:
Income before minority interest and extraordinary i tem ..o $43,061  $40,309 $ 125,158 $111,597
Add (deduct):

Dividends to preferred shareholders ............. (8,145) (8,145) (24,435) (21,946)
Cost of unsuccessful transactions ............... - 146 - 146
Severance costs and other division closing expens - - 1,233 -
Gain on disposition of assets, net of income tax (846) - (2,939) --
Depreciation and amortization ................... ... 26,116 24,464 81,977 61,695
Depreciation on unconsolidated subsidiaries ..... . 892 311 2,114 311
FUNDS FROM OPERATIONS BEFORE MINORITY INTEREST . .....cccceceenens 61,078 57,085 183,108 152,073
CASH AVAILABLE FOR DISTRIBUTION:
Add (deduct):
Rental income from straight-line rents .......... (3,436) (3,200) (10,945) (9,292)
Amortization of deferred financing costs ........ 696 683 2,208 1,915
Non-incremental revenue generating capital expend itures (1):
Building improvements paid ..................... (2,114) (1,986) (6,589) (4,683)
Second generation tenant improvements paid ..... (7,194) (3,988) (17,315) (11,292)
Second generation lease commissions paid ....... (3,000) (5,530) (10,613) (9,041)
CASH AVAILABLE FOR DISTRIBUTION ....cccccccce. e $46,030 $ 43,064 $139,854 $119,680
Weighted average common shares/common units
outstanding -- basiC (2) .ccccovvvevivveniieee e 70,959 68,711 70,521 63,845
Weighted average common shares/common units
outstanding -- diluted (2) ..ccovvveviveeeeees e 71,294 68,880 70,535 64,166
DIVIDEND PAYOUT RATIO -- DILUTED:
Funds from operations ........ccccecevvveneees s 64.8% 65.2% 63.0% 65.8%
Cash available for distribution .............. .~ L 86.0% 86.4% 82.5% 83.6%

(1) Amounts represent cash expenditures.

(2) Assumes redemption of Common Units for shaf&Somnmon Stock. Minority interest Common Unit halslend the stockholders of the
Company share equally on a per share and per Corbmibibasis; therefore, the resultant per shamermétion is unaffected by the
conversion.

On October 20, 1999, the Company's Board of Dirsadeclared a dividend of $.555 per share ($2.2&mannualized basis) payable on
November 19, 1999 to stockholders of record on Ndwer 10, 199¢
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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

Some of the information in this Quarterly ReportForm 10-Q may contain forward-looking stateme8tsch statements include, in
particular, statements about our plans, strategidsprospects under "Management's Discussion aaty#ias of Financial Condition and
Results of Operations." You can identify forwardhong statements by our use of forward-looking tewtogy such as "may," "will,"
"expect,” "anticipate," "estimate,"” "continue" dher similar words. Although we believe that ouar, intentions and expectations reflected
in or suggested by such forward-looking statemargseasonable, we cannot assure you that our, pté@stions or expectations will be
achieved. When considering such forward-lookingesteents, you should keep in mind the following impot factors that could cause our
actual results to differ materially from those @ned in any forward-looking statement:

o our markets could suffer unexpected increasdswelopment of office, industrial and retail prajes;
o the financial condition of our tenants could derate;
o the costs of our development projects could exoee original estimates;

0 we may not be able to complete development, aitiui, reinvestment, disposition or joint ventprejects as quickly or on as favorable
terms as anticipated,;

0 we may not be able to lease or release spacklyjoicon as favorable terms as old leases;

0 we may have incorrectly assessed the environineamalition of our properties;

0 an unexpected increase in interest rates woulgase our debt service costs;

0 we may not be able to continue to meet our l@mgriquidity requirements on favorable terms;

o we could lose key executive officers; and

o0 our southeastern markets may suffer an unexpedetethe in economic growth or increase in unemgpiegt rates.

Given these uncertainties, we caution you notag@undue reliance on forward-looking statemenes uvertake no obligation to publicly
release the results of any revisions to these faaking statements that may be made to reflegtfature events or circumstances or to
reflect the occurrence of unanticipated events.

21



PROPERTY INFORMATION

The following table sets forth certain informatieith respect to our majority owned in-service aeg@lopment properties (excluding
apartment units) as of September 30, 1999 and 1998:

RENTABLE NU MBER OF PERCENT LEASED/

SEPTEMBER 30, 1999 SQUARE FEET PRO PERTIES PRE-LEASED
IN-SERVICE:

Office ...ccovveeeennnn. 27,293,000 403 94%
Industrial .... 11,805,000 195 91%
Retail(1) cocovvvvvennn. 1,676,000 19 91%

Total ..coovvvieeens 40,774,000 617 93%
DEVELOPMENT:

COMPLETED -- NOT STABILIZED

Office ...ccovveeeennen. 22 74%
Industrial .... 3 55%
Retail(1) ......ceveeeen... 1 97%
Total ..coovvvieeens 26 72%
IN PROCESS

Office ..ovvvveeeennnn. 2,350,000 13 78%
Industrial .... 282,000 3 10%
Retail(1) ....coceeevennne 81,000 1 82%
Total ..ooovviveeeis 2,713,000 17 71%
TOTAL

Office ..ovvvvveeeennnn. 31,817,000 438

Industrial .... 12,470,000 201

Retail(1) ....coceeevennee 1,876,000 21

Total ..coovviieeeeins 46,163,000 660
SEPTEMBER 30, 1998

IN-SERVICE:

Office ..ovvvvveeeennen. 30,857,000 453 94%
Industrial .... 12,228,000 194 92%
Retail(1) ....coceeevennee 1,662,000 18 96%
Total ..ooovvviveeiis 44,747,000 665 93%
DEVELOPMENT:

COMPLETED -- NOT STABILIZED

(01101 U 5 63%
Industrial .... 3 28%
Retail(1) ....coceeeeennne N/A 0%
Total ..ooovvviveeiis 667,000 8 50%
IN PROCESS

Office ...ccovveeeennnn. 4,637,000 37 64%
Industrial .... 629,000 5 55%
Retail(1) cocovvvvvennn. 200,000 2 36%
Total ..ooovviieeeenns 5,466,000 44 62%
TOTAL:

Office ...ccovveeeennnn. 35,920,000 495

Industrial .... 13,098,000 202

Retail(1) cocovvevvennn. 1,862,000 20

Total ..o, 50,880,000 717

(1) Excludes basement space
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The following table sets forth certain informatiaith respect to our properties under developmeiaf &eptember 30, 1999 (dollars in
thousands):

RENT ABLE
SQU ARE ESTIMATED COST AT PRE-LEASING E STIMATED ESTIMATED
NAME LOCATION FE ET COST 9/30/99 PERCENTAGE (1) CO MPLETION STABILIZATION (2)
IN-PROCESS

OFFICE:
Capital One Bldg 3 Richmond 126 ,000 $15,046 $ 14,927 100% 4Q99 4Q99
Intermedia Building 1  Tampa 200 ,000 27,040 15,063 100% 1Q00 1Q00
Intermedia Building 2 Tampa 30 ,000 4,056 722 100% 1Q00 1Q00
Intermedia Building 3 Tampa 170 ,000 22,984 14,619 100% 1Q00 1Q00
Caterpillar Financial

Center Nashville 313 ,000 54,000 32,671 97% 1Q00 2Q00
IXL Richmond 57 ,000 6,875 - 100% 3Q00 3Q00
Intermedia Building 4 Tampa 200 ,000 29,219 3,337 100% 3Q00 3Q00
Mallard Creek V Charlotte 118 ,000 12,262 9,199 39% 4Q99 4Q00
Valencia Place Kansas City 241 ,000 34,020 28,847 47% 1Q00 4Q00
Lakepoint Il Tampa 225 ,000 34,106 20,546 81% 4Q99 4Q00
Intermedia Building 5 Tampa 200 ,000 29,219 2,399 100% 3Q01 3Q01
Capital Plaza Orlando 303 ,000 53,000 33,144 30% 1Q00 4Q01
Highwoods Tower Il Research Triangle 167 ,000 25,134 - 2% 1Q01 2Q02
In-Process Office Total

or Weighted Average 2,350 ,000 $346,961 $175,474 78%
INDUSTRIAL:
ALO Piedmont Triad 27 ,000 $ 1,055 $ - 100% 2Q00 2Q00
Air Park South

Warehouse 1l Piedmont Triad 120 ,000 3,626 1,693 0% 4Q99 3Q00
Bluegrass Valley | Atlanta 135 ,000 5,664 1,320 0% 3Q00 4Q00
In-Process Industrial

Total or Weighted

Average 282 ,000 $10,345 $ 3,013 10%
RETAIL:
Valencia Place Kansas City 81 ,000 $14,712 $ 9,616 82% 1Q00 4Q00
In-Process Retail

Total or Weighted

Average 81 ,000 $14,712 $ 9,616 82%
Total or Weighted

Average of all

In-Process

Development Projects 2,713 ,000 $372,018 $188,103 71%

(1) Includes the effect of letters of intent.

(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic
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REN TABLE
S QUARE ESTIMATED COSTAT PRE-LEASING ESTIMATED ESTIMATED
NAME LOCATION F EET COST 9/30/99 PERCENTAGE (1) COMPLETION STABILIZATION (2)

COMPLETED -- NOT STABILIZED
OFFICE:

10 Glenlakes Atlanta 2 59,000 $35,100 $ 35,009 92% 1Q99 4Q99
Highwoods Center Il @

Tradepor Atlanta 54,000 4,825 4,199 56% 3Q99 4Q99
Parkway Plaza 11 Charlotte 32,000 2,600 2,414 66% 1Q99 4Q99
Highwoods Centre** Hampton Roads 03,000 9,925 9,118 65% 4Q98 4Q99
Southwind Building D Memphis 64,000 6,800 5,947 85% 2Q99 4Q99
Lakeview Ridge Il Nashville 1 31,000 13,100 10,453 97% 2Q99 4Q99
Overlook Research Triangle 97,000 11,203 10,644 100% 4Q98 4Q99
Red Oak Research Triangle 65,000 6,295 6,331 90% 4Q98 4Q99
Stony Point Il Richmond 1 36,000 13,881 12,384 53% 2Q99 4Q99
Interstate Corporate

Center** Tampa 3 42,000 19,100 17,676 99% 1Q99 4Q99
Deerfield | Atlanta 50,000 4,382 3,286 62% 3Q99 1Q00
Parkway Plaza 12 Charlotte 22,000 1,800 1,521 90% 1Q99 1Q00
Parkway Plaza 14 Charlotte 90,000 7,690 6,454 58% 2Q99 1Q00
Lakefront Plaza | Hampton Roads 77,000 7,477 7,394 30% 2Q99 1Q00
Westwood South Nashville 1 25,000 13,530 12,387 94% 3Q99 1Q00
Concourse Center One Piedmont Triad 86,000 8,400 7,355 100% 2Q99 1Q00
3737 Glenwood Ave. Research Triangle 1 07,000 16,700 14,327 80% 3Q99 1Q00
Deerfield 11 Atlanta 67,000 6,994 4,232 0% 3Q99 2Q00
Belfort Park C1 Jacksonville 54,000 4,830 2,326 39% 3Q99 2Q00
Belfort Park C2 Jacksonville 31,000 2,730 2,554 0% 3Q99 2Q00
4101 Research Commons Research Triangle 73,000 9,311 7,346 35% 3Q99 2Q00
Peachtree Corner Atlanta 1 09,000 9,238 4,809 33% 3Q99 3Q00
Completed -- Not

Stabilized Office Total

or Weighted Average 2,1 74,000 $215,911  $188,16 74%

INDUSTRIAL:
Air Park South

Warehouse IV Piedmont Triad 86,000 $ 2,750 $ 2,379 65% 4Q99 3Q00
HIW Distribution Center ~ Richmond 66,000 6,487 5,886 67% 1Q99 4Q99
Newpoint Il Atlanta 1 31,000 5,167 4,425 33% 3Q99 2Q00
Completed -- Not

Stabilized Industrial

Total or Weighted

Average 3 83,000 $14,404 $12,690 55%

RETAIL:
Seville Square Kansas City 1 19,000 $32,100 $ 31,946 97% 2Q99 1Q00
Completed -- Not
Stabilized Retail Total
or Weighted Average 1 19,000 $32,100 $31,946 97%
Total or Weighted

Average of all

Completed -- Not

Stabilized

Development Projects 2,6 76,000 $262,415 $232,802 72%

Total or Weighted
Average of all
Development Projects 53 89,000 $634,433  $420,904 72%

(1) Includes the effect of letters of intent.
(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic
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DEVELOPMENT ANALYSIS

SUMMARY BY ESTIMATED STABILIZATION DATE:

Fourth Quarter 1999 .......cccccceeveeeeiinnnnn.
First Quarter 2000 .........cccevveeeeeeeenennn.
Second Quarter 2000 ....
Third Quarter 2000 ..... .
Fourth Quarter 2000 .........ccccceveeeerennnnnne
Third Quarter 2001 .....
Fourth Quarter 2001 ... .
Second Quarter 2002 ...........ccccvviviiineenns
Held for Sale ........cccccovviivieniiiineene

Total or Weighted Average ............cccoeuueee

SUMMARY BY MARKET:
Atlanta .......eeveeeeieiii
Charlotte ..............
Hampton Roads .........ccccceeieiiiiieeenninns
Jacksonville ...... .
Kansas City .....ccccceeeeeveiiiiiiiiiiiiieieens
MemPhIS .....ooiiiiiiiiiii e
Nashville ..
(@] = 1g o [o TR,
Piedmont Triad ........ccccccveveeeeeneiiniinnns
Research Triangle .......cccoooeeeeiiiineenn.
Richmond .............ccoooviiiiiiiiiiiieees

Total or Weighted Average ............cccocuueee

Build-to-Suit .......cooeviiiiiiiiiiieeees
Multi-Tenant .............ooeeevvvvereenennnn.
Held for Sale ........ccovveveveeieeeeiinin,

Total or Weighted Average .........cccccveeeeen.

PER PROPERTY TYPE:
Office Total or Weighted Average ................
Industrial Total or Weighted Average ..
Retail Total or Weighted Average
Held for Sale Total or Weighted Average .........

Total or Weighted Average ...........ccceeenne

(1) Includes the effect of letters of intent.

RENTABLE
SQUARE ESTIMATED PRE-LEASING
FEET COSTS PERCENTAGE (

(DOLLARS IN THOUSANDS)

1,130,000 $ 115,337 83%

1,076,000 146,159 86%
696,000 84,087 60%
572,000 51,708 61%
800,000 100,764 51%
200,000 29,219 100%
303,000 53,000 30%
167,000 25,134 72%
445,000 29,025 91%

5,389,000 $ 634,433 72%

805,000 71,370  47%
262,000 24,352  53%
77,000 7,477  30%
85,000 7,560 25%
441,000 80,832 67%
64,000 6,800 85%
569,000 80,630 96%
303,000 53,000 30%
319,000 15,831 53%
509,000 68,643 76%
485,000 42,289  76%
1,025,000 146,624  96%
445,000 29,025 91%

5,389,000 $ 634,433 72%

1,010,000 $ 135,494 100%
3,934,000 469,914  62%
445,000 29,025 91%

5,389,000 $ 634,433 72%

RENTABLE
SQUARE ESTIMATED PRE-LEASING
FEET COSTS PERCENTAGE (1)

(DOLLARS IN THOUSANDS)

123,606 $ 16,177 74%

110,833 4,125 36%
100,000 23,406 91%
222,500 14,513  91%

125,326 $ 14,754 72%
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The following tables set forth certain informatiainout our leasing activities at our majority-ownedervice properties (excluding apartment
units) for the three months ended September 3@ 30rand March 31, 1999 and December 31, 1998.

OFFICE LEASING STATISTICS
THREE MONTHS ENDED

9/30/ 99 6/30/99 3/31/99 12/31/ 98 AVERAGE

NET EFFECTIVE RENTS RELATED TO

RE-LEASED SPACE:
Number of lease transactions (signed

leases) 234 290 276 308 277
Rentable square footage leased 1,015, 789 1,326,838 1,406,170 1,291, 297 1,260,024
Average per rentable square foot over

the lease term:

Base rent $ 14. 61 $ 15.60 $ 14.84 $ 16. 54 $ 15.40
Tenant improvements (0 .70) (0.84) (0.84) (0 .85) (0.81)
Leasing commissions (0 .38) (0.38) (0.42) (0 .38) (0.39)
Rent concessions (0 .03) (0.03) (0.02) (0 .03) (0.03)
Effective rent 13. 50 14.35 13.56 15. 28 14.17
Expense stop (1) (3 .92) (4.21) (3.55) (3 .96) (3.91)
Equivalent effective net rent $ 9. 58 $ 10.14 $ 10.01 $ 11. 32 $ 10.26
Average term in years 4 4 5 4 4
CAPITAL EXPENDITURES RELATED TO
RE-LEASED SPACE:
Tenant Improvements:
Total dollars committed under signed
leases $3,602, 102 $5,073,153 $6,848,279 $4,886, 517 $5,102,513
Rentable square feet 1,015, 789 1,326,838 1,406,170 1,291, 297 1,260,024
Per rentable square foot $ 3. 55 $ 3.82 $ 4.87 $ 3. 78 $ 4.05
Leasing Commissions:
Total dollars committed under signed
leases $1,560, 041 $2,230,915 $3,047,978 $2,005, 094 $2,211,007
Rentable square feet 1,015, 789 1,326,838 1,406,170 1,291, 297 1,260,024
Per rentable square foot $ 1 54 $ 1.68 $ 217 $ 1 55 $ 1.75
Total:
Total dollars committed under signed
leases $5,162, 143 $7,304,068 $9,896,257 $6,891, 611 $7,313,520
Rentable square feet 1,015, 789 1,326,838 1,406,170 1,291, 297 1,260,024
Per rentable square foot $ 5. 08 $ 5.50 $ 7.04 $ 5. 34 $ 5.80
RENTAL RATE TRENDS:
Average final rate with expense pass
throughs $ 14. 09 $ 15.20 $ 14.28 $ 13. 57 $ 14.29
Average first year cash rental rate $ 14. 93 $ 15.61 $ 15.01 $ 14. 47 $ 15.01
Percentage increase 5 .96% 2.70% 5.11% 6 .63%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintaing
which we will not be reimbursed by our tenants.
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INDUSTRIAL LEASING STATISTICS
THREE MONTHS ENDED

9/30/99 6/30/99 3/31/99  12/31/98
NET EFFECTIVE RENTS RELATED TO RE-LEASED
SPACE:
Number of lease transactions (signed leases) 50 63 72 44
Rentable square footage leased 815,044 589,835 837,616 582,758
Average per rentable square foot over the
lease term:
Base rent $ 486 $ 555 $ 512 $ 471
Tenant improvements (0.14) (0.37) (0.22) (0.20)
Leasing commissions (0.10) (0.22) (0.10) (0.09)
Rent concessions 0.00 (0.01) 0.00 0.00
Effective rent 4.62 4.95 4.80 4.42
Expense stop (1) (0.18) (0.28) (0.28) (0.25)
Equivalent effective net rent $ 444 $ 467 $ 452 $ 417
Average term in years 3 4 4 3
CAPITAL EXPENDITURES RELATED TO RE-LEASED
SPACE:
TENANT IMPROVEMENTS:
Total dollars committed under signed leases  $ 692,497 $1,064,618 $ 821,654 $712,108
Rentable square feet 815,044 589,835 837,616 582,758
Per rentable square foot $ 08 $ 180 $ 098 $ 1.22
LEASING COMMISSIONS:
Total dollars committed under signed leases  $ 271,184 $ 527,815 $ 315,101 $173,017
Rentable square feet 815,044 589,835 837,616 582,758
Per rentable square foot $ 033 $ 089 $ 038 $0.30
TOTAL:
Total dollars committed under signed leases  $ 963,681 $1,592,433 $1,136,755 $885,125
Rentable square feet 815,044 589,835 837,616 582,758
Per rentable square foot $ 118 $ 270 $ 136 $ 1.52
RENTAL RATE TRENDS:
Average final rate with expense pass throughs  $ 463 $ 517 $ 491 $ 462
Average first year cash rental rate $ 478 $ 562 $ 491 $ 472
Percentage increase 3.24% 8.70% 0.00% 2.16%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintain

which we will not be reimbursed by our tenants.
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RETAIL LEASING STATISTICS
THREE MONTHS ENDED

9/30/99 6/30/99 3/31/99 12/ 31/98 AVERAGE
NET EFFECTIVE RENTS RELATED TO RE-LEASED
SPACE:
Number of lease transactions (signed leases) 19 29 25 15 22
Rentable square footage leased 70,706 159,484 62,638 2 9,706 80,634
Average per rentable square foot over the
lease term:
Base rent $24.58 $ 14.48 $15.37 $1 6.34 $ 17.69
Tenant improvements (0.66) (1.46) (0.45) ( 1.66) (1.06)
Leasing commissions (0.37) (0.39) (0.39) ( 0.76) (0.48)
Rent concessions 0.00 (0.02) (0.02) ( 0.56) (0.15)
Effective rent 23.55 12.61 14,51 1 3.36 16.00
Expense stop (1) 0.00 0.00 (0.27) ( 1.79) (0.52)
Equivalent effective net rent $23.55 $ 12.61 $14.24 $1 1.57 $ 15.48
Average term in years 5 6 6 5 6
CAPITAL EXPENDITURES RELATED TO RE-LEASED
SPACE:
TENANT IMPROVEMENTS:
Total dollars committed under signed leases $437,735 $2,784,277 $248,531 $31 9,620 $ 947,541
Rentable square feet 70,706 159,484 62,638 2 9,706 80,634
Per rentable square foot $ 6.19 $ 17.46 $ 3.97 $1 0.76 $ 11.75
LEASING COMMISSIONS:
Total dollars committed under signed leases $124,241 $ 393,991 $153,872 $12 3,047 $ 198,788
Rentable square feet 70,706 159,484 62,638 2 9,706 80,634
Per rentable square foot $ 1.76 $ 247 $ 2.46 $ 4.14 $ 247
TOTAL:
Total dollars committed under signed leases $561,976 $3,178,268 $402,403 $44 2,667 $1,146,328
Rentable square feet 70,706 159,484 62,638 2 9,706 80,634
Per rentable square foot $ 7.95 $ 19.93 $ 6.42 $1 4.90 $ 14.22
RENTAL RATE TRENDS:
Average final rate with expense pass throughs $19.12 $ 9.91 $10.92 $1 5.91 $ 13.97
Average first year cash rental rate $22.30 $ 14.20 $16.22 $1 8.16 $ 17.72
Percentage increase 16.63% 43.29% 48.53% 14.14% 26.89%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintain
which we will not be reimbursed by our tenants.
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The following tables set forth scheduled lease ratipins for executed leases at our majority-owmeskirvice properties (excluding apartment
units) as of September 30, 1999 assuming no tenamntises renewal options.

OFFICE PROPERTIES:

AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE  EXPIRING PER SQUA RE  REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES  (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 421 1,289,750 4.9% $ 19,490 $ 15.11 4.7%
2000 764 3,136,893 11.8% 50,305 16.04 12.1%
2001 696 4,021,362 15.1% 65,274 16.23 15.7%
2002 673 4,033,692 15.2% 64,251 15.93 15.5%
2003 506 4,032,148 15.2% 62,928 15.61 15.2%
2004 358 2,960,736 11.1% 46,378 15.66 11.2%
2005 111 1,534,115 5.8% 23,393 15.25 5.6%
2006 60 1,479,873 5.6% 23,226 15.69 5.6%
2007 29 765,428 2.9% 12,490 16.32 3.0%
2008 54 1,732,631 6.5% 24,903 14.37 6.0%
2009 and thereafter 107 1,569,677 5.9% 22,387 14.26 5.4%
3,779 26,556,305 100.0% $415,025 $ 15.63 100.0%
INDUSTRIAL PROPERTIES:
AVERAGE
ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF ANNUAL RENTS  RENTAL RAT E LEASED RENTS
RENTABLE LE ASED SQUARE FOOTAGE UNDER EXPIRING PERSQUAR E REPRESENTED
YEAR OF LEASE  NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FOR BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES  (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 113 887,124 8.0% $ 4,804 $ 5.42 8.1%
2000 193 2,231,642 20.3% 11,238 5.04 19.1%
2001 158 1,684,079 15.2% 8,521 5.06 14.4%
2002 134 1,805,174 16.3% 8,237 4.56 13.9%
2003 62 788,147 7.1% 4,446 5.64 7.5%
2004 62 2,128,104 19.3% 10,663 5.01 18.0%
2005 15 244,501 2.2% 1,741 7.12 2.9%
2006 10 398,105 3.6% 2,902 7.29 4.9%
2007 3 128,125 1.2% 943 7.36 1.6%
2008 6 247,737 2.2% 1,988 8.02 3.4%
2009 and thereafter 18 503,526 4.6% 3,662 7.27 6.2%
774 11,046,264 100.0% $59,145 $ 5.35 100.0%

(1) Includes operating expense pass throughs ariddss the effect of future contractual rent insesa
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RETAIL PROPERTIES:

AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE EXPIRING PER SQUA RE REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 44 145,060 9.0% $1,678 $ 11.57 5.9%
2000 72 198,827 12.3% 3,051 15.34 10.6%
2001 60 147,044 9.2% 3,430 23.33 12.0%
2002 52 167,333 10.3% 2,730 16.31 9.5%
2003 49 151,124 9.3% 3,353 22.19 11.7%
2004 28 157,033 9.7% 1,766 11.25 6.2%
2005 14 45,724 2.8% 1,342 29.35 4.7%
2006 17 64,946 4.0% 1,486 22.88 5.2%
2007 10 54,637 3.4% 1,060 19.40 3.7%
2008 14 81,075 5.0% 2,465 30.40 8.6%
2009 and thereafter 28 404,783 25.0% 6,316 15.60 21.9%
388 1,617,586 100.0% $28,677 $ 17.73 100.0%
TOTAL:
AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE EXPIRING PER SQUA RE REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 578 2,321,934 5.9% $ 25,972 $ 11.19 5.2%
2000 1,029 5,567,362 14.2% 64,594 11.60 12.8%
2001 914 5,852,485 14.9% 77,225 13.20 15.3%
2002 859 6,006,199 15.2% 75,218 12.52 15.0%
2003 617 4,971,419 12.7% 70,727 14.23 14.1%
2004 448 5,245,873 13.4% 58,807 11.21 11.7%
2005 140 1,824,340 4.7% 26,476 14.51 5.3%
2006 87 1,942,924 5.0% 27,614 14.21 5.5%
2007 42 948,190 2.4% 14,493 15.28 2.9%
2008 74 2,061,443 5.3% 29,356 14.24 5.8%
2009 and thereafter 153 2,477,986 6.3% 32,365 13.06 6.4%
4,941 39,220,155 100.0% $502,847 $ 12.82 100.0%

(1) Includes operating expenses pass throughs»amades the effect of future contractual rent iases.

INFLATION

Historically inflation has not had a significantparct on our operations because of the relativelyitdlation rate in our geographic areas of
operation. Most of the leases require the tenanpay their pro rata share of increased incremep@tating expenses, including common
maintenance, real estate taxes and insurancebthezducing our exposure to increases in operatipgnses resulting from inflation. In
addition, many of the leases are for terms of flkaa seven years, which may enable us to replasBrexleases with new leases at a higher
base rent if rents on the existing leases are btevmarket rate.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

THE EFFECTS OF POTENTIAL CHANGES IN INTEREST RATEERE DISCUSSED BELOW. OUR MARKET RISK DISCUSSION
INCLUDES "FORWARD-LOOKING STATEMENTS" AND REPRESENT AN ESTIMATE OF POSSIBLE CHANGES IN FAIR VALUE
OR FUTURE EARNINGS THAT WOULD OCCUR ASSUMING HYPOTHTICAL FUTURE MOVEMENTS IN INTEREST RATES.
THESE DISCLOSURES ARE NOT PRECISE INDICATORS OF EEATED FUTURE LOSSES, BUT ONLY INDICATORS OF
REASONABLY POSSIBLE LOSSES. AS A RESULT, ACTUAL FURE RESULTS MAY DIFFER MATERIALLY FROM THOSE
PRESENTED. SEE "MANAGEMENT'S DISCUSSION AND ANALYSIOF RESULTS OF OPERATIONS -- LIQUIDITY AND
CAPITAL RESOURCES" FOR A DESCRIPTION OF OUR ACCOUNIG POLICIES AND OTHER INFORMATION RELATED TO
THESE FINANCIAL INSTRUMENTS.

To meet in part our long-term liquidity requiremgntve borrow funds at a combination of fixed andalde rates. Borrowings under the
Revolving Loan bear interest at variable rates. [Ong-term debt, which consists of long-term finiaigs and the issuance of debt securities,
typically bears interest at fixed rates. In additiwe have assumed fixed rate and variable rateideonnection with acquiring properties.
Our interest rate risk management objective igntd the impact of interest rate changes on easangd cash flows and to lower our overall
borrowing costs. To achieve these objectives, ftiom to time we enter into interest rate hedge rems$ such as collars, swaps, caps and
treasury lock agreements in order to mitigate oterest rate risk with respect to various debtimsents. We do not hold or issue these
derivative contracts for trading or speculativepuses.

CERTAIN VARIABLE RATE DEBT. As of September 30, 19%the Company had approximately $314.7 milliowarfiable rate debt
outstanding that was not protected by interesthatiye contracts. If the weighted average inteagston this variable rate debt is 100 basis
points higher or lower during the 12 months endegt&mber 30, 2000, our interest expense woulddreased or decreased approximately
$3.1 million. In addition, as of September 30, 1,988 had $80 million of additional variable ratébtieutstanding that was protected by an
interest rate collar that effectively keeps theliast rate within a range of 65 basis points. Waatdelieve that a 100 basis point increase or
decrease in interest rates would materially affectinterest expense with respect to this $80 omlbf debt.

INTEREST RATE HEDGE CONTRACTS. For a discussioroof interest rate hedge contracts in effect atedeper 30, 1999, see
"Management's Discussion and Analysis of FinarnCidition and Results of Operations -- Liquidityda@apital Resources --
CAPITALIZATION." If interest rates increase by 1@asis points, the aggregate fair market value esdhinterest rate hedge contracts as of
September 30, 1999 would increase by approxim&2 million. If interest rates decrease by 100dpsints, the aggregate fair market
value of these interest rate hedge contracts Sgpfember 30, 1999 would decrease by approxim@&&g/million.

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartiegeting hedge contracts. We expect the
counterparties, which are major financial institas, to perform fully under these contracts. Howglfehe counterparties were to default on
their obligations under the interest rate hedgédraots, we could be required to pay the full rate®ur debt, even if such rates were in excess
of the rates in the contracts.
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PART Il -- OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

On October 2, 1998, John Flake, a former stockinatid.C. Nichols, filed a putative class actiowsait on behalf of himself and the other
former stockholders of J.C. Nichols in the Unitadt8s District Court for the District of Kansas mgaJ.C. Nichols, certain of its former
officers and directors and the Company. The comphlleges, among other things, that in conneatiith the merger of J.C. Nichols and the
Company, (1) J.C. Nichols and the named directodsadficers of J.C. Nichols breached their fidugiduties to J.C. Nichols' stockholders,
J.C. Nichols and the named directors and officéts@. Nichols breached their fiduciary duties tembers of the J.C. Nichols Company
Employee Stock Ownership Trust, (3) all defendgatsicipated in the dissemination of a proxy staetrtontaining materially false and
misleading statements and omissions of materi#d facviolation of

Section 14(a) of the Exchange Act of 1934 andl{éd)@ompany filed a registration statement withSE€ containing materially false and
misleading statements and omissions of materiad facviolation of Sections 11 and 12(2) of the B#ies Act of 1933. The plaintiff seeks
equitable relief and monetary damages. We belieaethe defendants have meritorious defenses tolaiiff's allegations. We intend to
vigorously defend this litigation. By order dataché 18, 1999, the court granted in part and deni@drt our motions to dismiss. The court
has granted the plaintiff's motion seeking ceddifien of the proposed class of plaintiffs with resfpto the remaining claims. Discovery in this
matter is proceeding. Due to the inherent uncditsiof the litigation process, we are not ablpredict the outcome of this litigation. If this
litigation is not resolved in our favor, it couldvye a material adverse effect on our businessydinbcondition and results of operations.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS - NA

ITEM 3. DEFAULTS UPON SENIOR SECURITIES -- NA

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS -- NA
ITEM 5. OTHER INFORMATION -- NA

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits

EXHIBIT NO. DESCRIPTION

27 Financial Data Schedule

(b) Reports on Form 8-K -- None
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

HIGHWOODS PROPERTIES, INC.

/'S RONALD P. G BSON

RONALD P. G BSON
PRESI DENT AND CHI EF EXECUTI VE OFFI CER

/'S CARMAN J. LI UZZO

CARMAN J. LI UZZO

CHIEF FINANCIAL OFFICER
(PRINCIPAL ACCOUNTING OFFICER)

Date: November 15, 1999
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ARTICLE 5
MULTIPLIER: 100C

PERIOD TYPE 3 MOS 9 MOS
FISCAL YEAR END DEC 31 199 DEC 31 199
PERIOD START JUL 01 199 JAN 01 199
PERIOD END SEP 30 199 SEP 30 199
CASH 50,09 50,09«
SECURITIES 0 0
RECEIVABLES 106,58« 106,58«
ALLOWANCES 69¢ 69¢
INVENTORY 0 0
CURRENT ASSET¢ 110,03( 110,03(
PP&E 3,855,25! 3,855,25!
DEPRECIATION 218,84( 218,84(
TOTAL ASSETS 4,120,60 4,120,60
CURRENT LIABILITIES 118,68! 118,68
BONDS 1,827,50. 1,827,50.
PREFERRED MANDATORY 0 0
PREFERREL 397,50( 397,50(
COMMON 0 0
OTHER SE 1,776,29 1,776,29
TOTAL LIABILITY AND EQUITY 4,120,60 4,120,60
SALES 136,30:- 425,10
TOTAL REVENUES 140,62 440,67-
CGS 41,00 130,10¢
TOTAL COSTS 67,11¢ 212,08t
OTHER EXPENSE! 4,88: 16,88¢
LOSS PROVISION 0 0
INTEREST EXPENSE 26,41 89,48:
INCOME PRETAX 37,99¢ 109,38t
INCOME TAX 0 0
INCOME CONTINUING 37,99¢ 109,38t
DISCONTINUED 0 0
EXTRAORDINARY (4,997 (5,774
CHANGES 0 0
NET INCOME 24,85« 79,17¢
EPS BASIC 0.4C 1.2¢
EPS DILUTED 0.4C 1.2¢
End of Filing
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