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SECURITIES AND EXCHANGE COMMISSION
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Commission file number: 001-13100
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Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans vemjuired to file such reports) and (2)
has been subject to such filing requirements ferpist 90 days. Ye&] No O

Indicate by check mark whether the Registrant ia@relerated filer (as defined in rule 12b-2 of $eeurities Exchange Act). Yek]
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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements

We refer to (1) Highwoods Properties, Inc. as tGerhpany,” (2) Highwoods Realty Limited Partnersagthe “Operating
Partnership,” (3) the Company’s common stock agti@on Stock” and (4) the Operating Partnership’sroom partnership interests as
“Common Units.”

The information furnished in the accompanying be¢asheets, statements of income, statement oftsitttedes’equity and statements
cash flows reflect all adjustments (consisting afmal recurring accruals) that are, in our opinioegessary for a fair presentation of the
aforementioned financial statements for the intgrariod.

The aforementioned financial statements shouldehd in conjunction with the notes to consolidatedrfcial statements and
Management’s Discussion and Analysis of Financ@dition and Results of Operations included heagid in our 2002 Annual Report on
Form 10-K.
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HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheets
(% in thousands)

September 30

December 31

2003 2002
(Unaudited)
Assets:
Real estate assets, at ct
Land and improvemen $ 399,35¢ $ 392,13
Buildings and tenant improvemet 2,904,26! 2,823,83
Development in proces 11,15¢ 6,41¢
Land held for developme! 177,98. 163,78
Furniture, fixtures and equipme 21,60¢ 20,96¢
3,514,37. 3,407,114
Less—accumulated depreciatic (517,779 (457,86
Net real estate ass¢ 2,996,59 2,949,28I
Property held for sal 145,54t 183,82¢
Cash and cash equivalel 13,08: 11,017
Restricted cas 6,81( 8,58
Accounts receivable, n 12,57( 13,57¢
Notes receivabl 18,92( 31,057
Accrued straigt-line rents receivabl 51,59: 48,77,
Investment in unconsolidated affiliat 73,37 79,50«
Other assets
Deferred leasing cos 105,64. 99,80:
Deferred financing cos 44,50¢ 26,12(
Prepaid expenses and otl 16,34 15,29¢
166,48¢ 141,21°
Less—accumulated amortizatic (81,45¢) (71,477
Other assets, n 85,03: 69,74¢
Total Assets $3,403,52.  $3,395,36!
Liabilities and Stockholders’ Equity:
Mortgages and notes payal $1,612,48. $1,528,72
Accounts payable, accrued expenses and otheiitied 118,19: 120,61«
Total Liabilities 1,730,67! 1,649,33.
Minority interest 174,05t 188,56
Stockholders’ Equity:
Preferred stock, $.01 par value, 50,000,000 autbdrshares
8 5/ 8% Series A Cumulative Redeemable Preferred Shhgesdation preference $1,000 per share), 104
shares issued and outstanding at September 30,a2@0Becember 31, 20! 104,94! 104,94!
8% Series B Cumulative Redeemable Preferred Sayesiation preference $25 per share), 6,900,000
shares issued and outstanding at September 30,a2@0Becember 31, 20! 172,50( 172,50(
8% Series D Cumulative Redeemable Preferred SKiagaslation preference $250 per share), 400,0G0es
issued and outstanding at September 30, 2003 aceniier 31, 200 100,00( 100,00(
Common stock, $.01 par value, 200,000,000 authdshares; 53,097,165 and 53,400,195 shares isaded a
outstanding at September 30, 2003 and Decemb@082, respectivel 531 534
Additional paic-in capital 1,384,12! 1,390,04.
Distributions in excess of net earnir (254,54¢) (197,64
Accumulated other comprehensive I (4,002 (9,209
Deferred compensatic (4,76¢) (3,699
Total Stockholder Equity 1,498,78! 1,557,47.




Total Liabilities and Stockholde’ Equity $3,403,52; $3,395,36!

See accompanying notes to consolidated financgdsients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income
(Unaudited and $ in thousands, except per sharei@tsio

Three Months Ended

Nine Months Ended

September 30, September 30,
2003 2002 2003 2002
Rental revenue $106,99: $109,52: $315,72( $327,98:
Operating expenses
Rental propert 37,18¢ 34,97¢ 109,57¢ 103,61¢
Depreciation and amortizatic 31,54 29,87 95,77+ 86,99¢
Interest expenst
Contractua 28,12: 27,47( 83,61¢ 79,76
Amortization of deferred financing cos 81¢ 347 2,20z 1,023
28,94 27,81% 85,82( 80,78¢
General and administrative (includes $3,700 of eoarring compensation expense
in the nine months ended September 30, 2 6,27¢ 4,14 18,14« 18,55(
Litigation reserve — 2,70C — 2,70C
Total operating expens 103,94« 99,51: 309,31 292,65:
Other income:
Interest and other incon 2,50¢ 2,76¢ 8,57¢ 8,78
Equity in earnings of unconsolidated affilia 1,62¢ 1,25¢ 2,90z 6,29¢
4,13 4,02t 11,47¢ 15,08:
Income before gain/(loss) on disposition of land depreciable assets,
minority interest and discontinued operati 7,17¢ 14,03 17,87¢ 50,41
Gain on disposition of lan 1,067 741 3,34z 6,49¢
(Loss)/gain on disposition of depreciable as (209) (329 37 5,05(
Income before minority interest and discontinuedragions 8,04: 14,44¢ 21,25¢ 61,96
Minority interest (857) (1,847 (2,429 (7,569
Income from continuing operatiol 7,18¢ 12,60¢ 18,83¢ 54,39
Discontinued operations:
Income from discontinued operations, net of miryoriteresi 3,007 5,05¢ 11,47¢ 16,00:
Gain/(loss) on sale of discontinued operationspoheatinority interes 11,28( (2,847 12,45¢ (95%)
14,28" 2,217 23,93 15,047
Net income 21,47 14,82: 42,76¢ 69,44
Dividends on preferred shar (7,719 (7,719 (23,139 (23,139
Net income available for common stockhold $ 13,76( $ 7,10¢ $ 19,62¢ $ 46,30¢
Net income per common shar—basic:
(Loss)/income from continuing operatic $ (00) $ 00 $ (0.0 $ 0.5¢
Income from discontinued operatic $ 027 $ 00t $ 04t $ 0.2¢
Net income $ 02 $ 014 $ 037 $ 0387
Weighted average shares outstan—basic 53,08( 53,38¢ 53,25¢ 53,17:
Net income per common share—diluted:
(Loss)/income from continuing operatic $ (00) $ 00 $ (0.0 $ 0.5¢
Income from discontinued operatic $ 02/ $ 00t $ 04t $ 0.2¢
Net income $ 02 $ 014 $ 037 $ 0387



Weighted average shares outstan—diluted 53,26 53,60« 53,34: 53,54+

Distributions declared per common sh $ 0428 $ 058 $ 143t $ 1.75%

See accompanying notes to consolidated financssients
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Number of
Common
Shares

HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders’ Equity
For the Nine Months Ended September 30, 2003

(Unaudited and $ in thousands, except for numbeoofmon shares)

Common

Stock

Accumulated
Other

Additional Deferred Compre-

Paid-In Compen- hensive
Capital sation Loss

Distributions
in Excess
of Net
Earnings

Total

Balance at
December 31
2002 53,400,19

Issuance of
Common
Stock 30,37:

Conversion of
Common
Units to
Common
Stock 15,74:

Common Stock
Dividends —

Preferred Stock
Dividends —

Issuance of
restricted
stock 97,457

Repurchase of
Common
Stock (446,600

Fair value of
stock options
issued —

Amortization of
deferred
compensatiol —

Other
comprehensiv
income —

Net Income —

$

534

(4)

$104,94! $172,50( $100,000 $1,390,04: $(3,699 $ (9,209

352 — —

2,07¢  (2,080) —

9,279  — —

30¢ (309 —

— 1,32( —

— — 5,20z

$(197,64)

(76,529

(23,139

42,76¢

$1,557,47.

352

(76,529

(23,139

(9,277

1,32(

5,20z
42,76¢

Balance at
September
30, 2003 53,097,16

$

531 $104,94!

$172,50( $100,00( $1,384,12' $(4,76§ $ (4,002)

See accompanying notes to consolidated financassients.

$ (254,541

$1,498,78



Table of Contents

HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows

Operating activities:
Income from continuing operatiol

Adjustments to reconcile income from continuing @iens to net cash provided by operating actisi

Depreciation and amortizatic
Amortization of deferred compensati
Amortization of deferred financing cos

(Unaudited and $ in thousands)

Amortization of accumulated other comprehensive

Equity in earnings of unconsolidated affilia
Minority interest
Gain on disposition of land and depreciable as
Reserve for accrued straight line rent receiv.
Discontinued operatior
Changes in operating assets and liabili

Net cash provided by operating activit

Investing activities:

Additions to real estate ass:

Proceeds from disposition of real estate as
Distributions from unconsolidated affiliat
Investments in notes receival

Other investing activitie

Net cash provided by investing activiti

Financing activities:

Distributions paid on common stock and common
Dividends paid on preferred sto

Net proceeds from the sale of common si
Repurchase of common stock and common 1
Borrowings on revolving loar

Repayments of revolving loal

Borrowings on mortgages and notes payi
Repayments of mortgages and notes pay

Net change in deferred financing cc

Net cash used in financing activiti

Net increase in cash and cash equival
Cash and cash equivalents at beginning of the ¢b

Cash and cash equivalents at end of the pi

Supplemental disclosure of cash flow information:
Cash paid for intere:

See accompanying notes to consolidated finanassients.
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Nine Months Ended
September 30,

2003 2002
$ 18,83 $ 54,39
95,77:  86,99¢
1,32( 944
2,207 1,027
1,36( 1,157
(2,909 (6,299
2,42¢ 7,564
(3,379 (11,549
— 3,11(
15,14: 26,92
(2,015) 8,70¢
128,76( 172,97
(163,45) (98,856
142,400  164,40:
8,171 7,40¢
14,85;  11,84]
(1,009 47¢
97€  85,27¢
(86,307 (105,82
(23,139 (23,139
61¢ 5,32¢
(19,079 (3,376
190,50(  255,50(
(162,000 (332,501
2,19C  34,94:
(29,419 (75,305
(1,052 (45¢)
(127,670 (244,83
2,066  13,42:
11,01° 57€
$ 13,08: $ 13,99¢
$ 77,83 $ 82,10:
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows (Continued)
(Unaudited and $ in thousands)

Supplemental disclosure of non-cash investing anthfincing activities:

The following table summarizes the assets congitbbty the holders of Common Units in the Operaagnership, the assets acquired
subject to mortgage notes payable and other ndmtcassactions:

Nine Months Ended

September 30,
2003 2002

Assets:
Net real estate asse $68,77¢  $37,09¢
Cash and cash equivalel — 72¢
Accounts receivabl — 154
Notes receivabl 2,71t —
Investments in unconsolidated affilial (1,86 (1,179
Deferred financing cos 17,81( —
Prepaid expenses and otl 3,84z —

$91,28: $36,80"
Liabilities:
Mortgages and notes payal 82,48t 24,49t
Accounts payable, accrued expenses and otheritied 4,95¢ 14,16:

$87,44(  $38,65¢
Equity: $ 3,842  $(1,85))

See accompanying notes to consolidated financgdsients.

7
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2003
(Unaudited)

1. BAsIs oF P RESENTATION

The consolidated financial statements include tw@ants of Highwoods Properties, Inc. (the “Comgaand Highwoods Realty
Limited Partnership (the “Operating Partnershipijl aheir majority-controlled affiliates. All signdant intercompany balances and
transactions have been eliminated in the conselitifibancial statements.

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 ineele for income taxes related to REIT taxable iretonbe distributed to stockholders.

Minority interest represents Common Units in thee@ping Partnership owned by various individuald antities other than the
Company. The Operating Partnership directly andaatly owns substantially all of the Company’s pecties and is the entity through which
the Company, as the sole general partner, condubtgantially all of its operations. Per sharefimfation is calculated using the weighted
average number of shares of Common Stock outstgr{ticluding common share equivalents).

Certain amounts in the September 30, 2002 and De=e81, 2002 financial statements included in @usrterly Report have been
reclassified to conform to the September 30, 20@3qntation. These reclassifications had no magdfiect on net income or stockholders’
equity as previously reported in the Company’s tatiConsolidated Financial Statements or Note 2Ba@udited Consolidated Financial
Statements included in the Company’s 2002 AnnugbReon Form 10-K.

The accompanying financial information has not baedited, but in the opinion of management, allstipents (consisting of normal
recurring accruals) necessary for a fair preseatadf our financial position, results of operati@ml cash flows have been made. We have
condensed or omitted certain notes and other irddam from the interim financial statements presdnh this Quarterly Report on Form 10-
Q. These financial statements should be read ijunotion with our 2002 Annual Report on Form 10-K.

Use of Estimates

The preparation of financial statements in accacdamith Generally Accepted Accounting PrincipleSfAP”) requires management
make estimates and assumptions that affect the r@oeported in the financial statements and acemyipg notes. Actual results could
differ from those estimates.

2. | NVESTMENTS IN U NCONSOLIDATED A FFILIATES

During the past several years, the Company hasefdrarious joint ventures with unrelated investdtsee Company has retained
minority equity interests ranging from 12.50% to@%6 in these joint ventures. As required by GA&R, Company has accounted for its
joint venture activity using the equity method otaunting, as the Company does not control théaeyentures. As a result, the assets
liabilities of the Company'’s joint ventures are imatluded on its balance sheet.

8
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

The following table sets forth information regaglithe Company’s joint venture activity as recordadhe respective joint venture’s
books for the nine months ended September 30, 2082002 ($ in thousands):

2. | NVESTMENTS IN U NCONSOLIDATED A FFILIATES - Continued

September 30, 2003 September 30, 2002
Percent
(@) ti Net O ti Net
Owned peraling Depr/ Incoine/ peraing Depr/ Inco?ne/
Revenue Expenses Interest  Amort (Loss) Revenue  Expenses Interest Amort (Loss)
Income Statement Data:
Board of Trade Investment

Company 490% $ 1,76¢$ 1,191$ 50% 304% 22 $ 2,01z $ 121¢ $ 64 $ 251 $ 481
Dallas County Partners,  50.0(% 7,95 413t 207¢ 141F 32 8,38¢ 4,10z  1,97¢ 1,47C 841
Dallas County Partners [} 50.0(% 457¢ 191¢ 1,77¢ 617 277 4455 1,897  1,85¢ 79€ (96)
Fountain Threg,, 50.0(% 5,17¢ 2,34¢ 1,687 1,16( (19 4,99¢ 2,04z 1,52¢ 98¢ 44¢
RRHWoods, LLC,, 50.0(% 10,91¢ 5,551 1,97¢ 2,54¢ 842 10,28¢ 5,257 2,758  2,68¢ (411
Kessinger/Hunter, LLC 56 5% , 451 353 —  54C 437 4877 3700  — 51C 667
4600 Madison Associates,

LP 12.5(% 4,122 1,597 88¢ 1,331 30€ 3,94¢ 1,461 95z 1,32 20¢
Highwoods DLF 98/29, LI 22.81% 14,49: 4,14z 3,448 259: 4,31( 15,45¢ 4,12z 3,49¢ 2,53t  5,29¢
Highwoods DLF 97/26 DLI

99/32, LP 42.9% 12,08: 3,34t 3,44¢ 2,97¢ 2,31( 12,65¢ 3,27: 3,47¢ 2,97 2,93t
Highwoods-Markel

Associates, LLC 50.0(% 2,46z 1,30( 80C 464 (102 2,38: 1,24: 72t 41¢ (5)
MG-HIW, LLC 20.0%  32,86: 12,25: 6,20 6,29¢ 8111, 38,347 13,37  8,09¢ 6,16( 10,71
MG-HIW Peachtree Corne

I, LLC 50.0(% 21¢ 75 73 76 (5) — 29 — 28 (57)
MG-HIW Rocky Point,

LLC 50.0(% — — — — — 1,80( 55E 271 24¢ 72¢€
MG-HIW Metrowest |, LLC 54 6% o _ 26 _ _ (26) — 19 — — (19
MG-HIW Metrowest II,

LLC 50.0(% 441 32t 124 25z (260 204 17€ 20 181 a73)
Concourse Center

Associates, LLC 50.0(% 1,55¢ 401 51¢ 227 41C 1,58¢ 401 50¢ 227 45C
Plaza Colonnade, LL! 50.0(% 10 2 — 3 5 5 — — 1 4
SF-HIW Harborview, LP 20 0% (, 4,206 1,28t 1,05. 65 1,21¢ 271 74 79 72 46
Total $107,36( $43,42¢ $24,12 $21,45( $18,35¢ $111,66¢ $42,94: $25,80¢ $20,86: $22,05¢

(1) Des Moines joint venture

(2) The Company decreased its ownership percentage3tod®% at September 30, 2002 to 26.50% at Septe3the003

(3) The Company acquired the assets and/or itagrast80.0% equity interest in this joint ventuneluly 2003. (See Note 3 for further
discussion)

(4) Netincome excludes a $12.1 million impairment glezait the joint venture level of which the Comg’s share is $2.4 million. (See
Note 3 for further discussion). With the impairmeharge, the joint venture had a net loss of $4litom

(5) On July 29, 2003, the Company entered intofion agreement with its partner, Miller Global a@oquire their 50.0% interest in the
remaining assets encompassing 87,832 square fpetmérty of MG-HIW Metrowest |, LLC and MG-HIW Metwest I, LLC for $3.2
million and was assigned Miller Global’'s 50.0% dgunterest in the single property encompassin@%3 square feet owned by MG-
HIW Peachtree Corners Ill, LL(

(6) On June 26, 2002, the Company acquired it j@nture partner’s interest in MG-HIW Rocky Poilt,C, which owned Harborview
Plaza, a 205,000 rentable square foot office ptgp&n September 11, 2002, the Company contribdtatborview Plaza to SF-HIW
Harborview, LP, a newly formed joint venture witldifferent partner, in exchange for a 20.0% limipeattnership interest and $12.1
million in cash.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

3. ACQUISITION OF J OINT V ENTURE A SSETS ANDE QUITY | NTERESTS

On July 29, 2003, the Company acquired the asgef®iits partner's 80.0% equity interest related% properties encompassing 1.3
million square feet owned by MG-HIW, LLC. The profies are located in Atlanta, the Research Triaaglt Tampa. At the closing of the
transaction, the Company paid Miller Global $28illiom, repaid $41.4 million of debt related to theoperties and assumed $64.7 million of
debt. The transaction implies a valuation (100.@%ership) for the assets of $138.3 million and ptiet assets of approximately $2.9
million. The Company is accounting for the acquasitin accordance with the provisions of Staten@ritinancial Accounting Standards No.
141, “Business Combinations” (“SFAS 141"). The Canp allocated the purchase price to net tangibdeidentified intangible assets
acquired based on their fair values. The Compasgsaed fair value based on available market infiomand estimated cash flow
projections that utilize discount and capitalizatrates deemed appropriate by management. Undguttience of SFAS 141, this allocation
may be adjusted for up to one year from the dafmiofhase. The purchase price as allocated aR3yIg003 may be subject to change. The
results of operations for this acquisition areuded in the Company’s Consolidated Statementsaafire from July 29, 2003 through
September 30, 2003.

Additionally, the Company entered into an optioneggnent to acquire Miller Global’s 80.0% interesthe remaining assets of MG-
HIW, LLC for between $62.5 and $65.2 million depimngon the closing date and the distributions fild@-HIW, LLC prior to closing. The
remaining assets of MG-HIW, LLC are five propertigeompassing 1.3 million square feet located éncéntral business district of Orlando.
The properties were 83.8% leased as of Septembh&083 and are encumbered by $136.2 million of debich will be assumed by the
Company at closing. On July 29, 2003, the Compantgred into a letter of credit in the amount ofS&million in favor of Miller Global
which can be drawn by Miller Global in the everd tbompany does not exercise the option by Marcl2@d4. (See Note 10 for further
discussion).

The following unaudited pro forma information haseh prepared assuming the acquisition of the MG-HIMC properties described
above occurred January 1, 2002 ($ in thousandepéxyer share amounts):

Pro Forma for the
Nine Months Ended September 3(

2003 2002
Total revenu $ 379,10« $ 415,24t
Net income $ 49,17¢ $ 74,71
Net income per sha- basic $ 0.4¢ $ 0.97
Net income per shar diluted $ 0.4¢ $ 0.97

The pro forma information is not necessarily intlieaof what the Company’s results of operationsilddave been if the transaction
had occurred at the beginning of the period presemtdditionally, the pro forma information doed parport to be indicative of the
Company’s results of operations for future periods.

An impairment charge of $12.1 million was recordgdViG-HIW, LLC joint venture for assets classifiag held for sale as of June 30,
2003, which were subsequently sold by MG-HIW, Ligahe Company on July 29, 2003. The Company'’s shiattes charge of $2.4 million
reduced the Company’s equity in earnings of uncltested affiliates for the nine months ended Seten30, 2003.

4. RELATED P ARTY T RANSACTIONS

On July 16, 1999, the Company acquired from arye@iBluegrass”) controlled by an executive offiaamnd director of the Company
both undeveloped land and an option to purchaselolement land (102.5 acres total) in a staged takadn the Bluegrass Valley office
development project for approximately $4.6 millionCommon Units. On October 31, 2002, the Compamyaised its option and purchased
30.6 acres of the optioned property as part oktaged takedown for $4.6 million. At that time, tbempany also acquired from Bluegrass
10.5 acres of developable land not included inogstgoned land for $2.6 million.

10
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

4. RELATED P ARTY T RANSACTIONS - Continued

On January 17, 2003, the Company acquired an addlt?3.5 acres of the contracted land from Bluggfar $2.3 million. In May
2003, 4.0 acres of the remaining 24.9 acres naayein down was taken by the Georgia Departmemtarisportation to develop a roadway
interchange for consideration of $1.8 million. Thepartment of Transportation took possession dleddt the property in June 2003. As part
of the terms of the option contract between the gaimy and Bluegrass, the Company was entitled tprbeeeds from the condemnation of
$1.8 million, less the contracted purchase pri¢esben the Company and Bluegrass for the condemmmgebpy of $737,348. On September
30, 2003, as a result of the condemnation, the Gompeceived the proceeds of $1.8 million. A relgtarty payable of $737,348 to
Bluegrass related to the condemnation of the deweémt land is included in accounts payable, accexgénses and other liabilities in the
Company'’s Consolidated Balance Sheet at Septenth@083 and a gain of $1.0 million related to tbademnation of the development land
is included in gain on disposition of land in therpany’s Consolidated Statement of Income for the months ended September 30, 2003.

During 2000, in connection with the formation oétMG-HIW Peachtree Corners Ill, LLC, a constructioan was made by an affiliate
of the Company to this joint venture. Interest aedrat a rate of LIBOR plus 200 basis points. Ebisstruction loan was repaid in full on J
29, 2003 when the Company was assigned its pastBér0% equity interest in the single property emgassing 53,896 square feet owned by
MG-HIW Peachtree Corners Ill, LLC.

5. DERIVATIVE F INANCIAL | NSTRUMENTS

Statement of Financial Accounting Standard (“SFAS®) 133, “Accounting for Derivative Instrumentsdadedging Activities,” as
amended by Statement No. 149, “Amendment of State@®3 on Derivative Instruments and Hedging Atiiég”, requires the Company to
recognize all derivatives on the balance sheeatiavélue. Derivatives that are not hedges mustdpested to fair value through income. If the
derivative is a hedge, depending on the naturbeohedge, changes in the fair value of the devigatiill either be offset against the chang:
fair value of the hedged assets, liabilities anftommitments through earnings, or recognized iouttulated Other Comprehensive Loss
(“AOCL") until the hedged item is recognized in eiggs. The ineffective portion of a derivative’saclge in fair value is recognized in
earnings.

The Company'’s interest rate risk management obgddito limit the impact of interest rate changasarnings and cash flows and to
lower overall borrowing costs. To achieve thesediiyes, the Company enters into interest rate éiedgtracts such as collars, swaps, caps
and treasury lock agreements in order to mitigatenterest rate risk with respect to various destruments. The Company does not hold
these derivatives for trading or speculative puggos

On the date that the Company enters into a devivatntract, the Company designates the derivasvd) a hedge of the variability of
cash flows that are to be received or paid in cotioie with a recognized liability (a “cash flow” tige), (2) a hedge of changes in the fair
value of an asset or a liability attributable tpaaticular risk (a “fair value” hedge), or (3) arsfrument that is held as a non-hedge derivative.
Changes in the fair value of highly effective célskv hedges, to the extent that the hedge is éffecare recorded in AOCL, until earnings
are affected by the hedged transaction (i.e. petilodic settlements of a variable-rate liabilitg @corded in earnings). Any hedge
ineffectiveness (which represents the amount bgkvtiie changes in the fair value of the derivatixeeed the variability in the cash flows of
the transaction) is recorded in current-period iegs) For derivatives designated as fair value bedghanges in the fair value of the
derivative and the hedged item related to the he:digk are recognized in current-period earnindgriges in the fair value of non-hedging
instruments are reported in current-period earnings
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

5. DERIVATIVE F INANCIAL | NSTRUMENTS - Continued

The Company formally documents all relationshipsveen hedging instruments and hedged items, asawdi$ risk-management
objective and strategy for undertaking various leetilgnsactions. This process includes linking ethdtives that are designated as cash flow
hedges to (1) specific assets and liabilities enthlance sheet or (2) forecasted transactionsCohgpany also assesses and documents, botl
at the hedging instrumestinception and on an ongoing basis, whether thgat®ves that are used in hedging transactionhayey effective
in offsetting changes in cash flows associated tighhedged items. When the Company determinesittiativative is not (or has ceased to
be) highly effective as a hedge, the Company discoes hedge accounting prospectively.

During the nine months ended September 30, 2083 tmpany entered into and subsequently termiraateshsury lock agreement to
hedge the change in the fair market value of thaddtOry Par Put Remarketable Securities (“MOPPRS{ed by the Operating
Partnership. The termination of this treasury lagkeement resulted in a payment of $1.5 milliotheoCompany. Because this gain was
offset by an increase in the fair value of the M@BRof $1.5 million, no gain or loss was recognidadng the nine months ended September
30, 20083.

In addition, during the nine months ended SepterBBeR003, the Company entered into and subsegquienthinated three interest rate
swap agreements related to a fixed rate finaneihich effectively locked the LIBOR swap rate at38 These swap agreements were
designated as cash flow hedges and the effectid®p®f the cumulative gain on these derivativetinments was $3.8 million at September
30, 2003 and is being reported as a component @IlAi@ stockholders’ equity. These amounts will beagnized into earnings in the same
period or periods during which the hedged traneadiifects earnings. The Company also enterechivdnterest rate swaps related to a
floating rate credit facility. The swaps effectiydix the LIBOR rate on $20.0 million of floatingte debt at 0.99% from August 1, 2003 to
January 1, 2004 and at 1.59% from January 2, 280UNday 31, 2005. These swap agreements are ditgidras cash flow hedges and the
effective portion of the cumulative loss on thesewhtive instruments was nominal at SeptembefB03. The Company expects that the
portion of the cumulative loss recorded in AOClSaptember 30, 2003 associated with these deriviastriments, which will be recogniz
within the next 12 months, will be approximately.®nillion.

At September 30, 2003, approximately $4.0 milliémleferred financing costs from past cash flow feglgnstruments remain in
AOCL. These costs will be recognized into earniagshe underlying debt is repaid. The Company asghat the portion of the cumulative
loss recorded in AOCL at September 30, 2003 aswatigith these derivative instruments, which wéltecognized within the next 12
months, will be approximately $2.2 million.

6. O THER C OMPREHENSIVE | NCOME

Other comprehensive income represents net incousetipé results of certain non-stockholders’ eqciitgnges not reflected in the
Consolidated Statements of Income. The componémther comprehensive income are as follows (figusands):

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Net income $21,47: $14,82: $42,76¢ $69,44«
Unrealized gains/(losses) on cash flow and fainedledge 3,36¢ (2,545 3,84z (2,139
Amortization of past hedge 463 38¢€ 1,36( 1,157

3,82¢ (2,159  5,20% (977)

$25,30: $12,66¢ $47,967 $68,46"
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

7. DISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG - LIVED A SSETS

In October 2001, the Financial Accounting Stand&dard (“FASB”) issued Statement No. 144, “Accoagtfor the Impairment or
Disposal of Long-Lived Assets” (“SFAS 144"). SFA84lsupercedes SFAS No. 121, “Accounting for thedimpent of Long-Lived Assets
and for Long-Lived Assets To Be Disposed Of” anel dlescounting and reporting provisions for disposéks segment of a business as
addressed in Accounting Principles Board (“APB”)idpn 30, “Reporting the Results of Operations-Répg the Effects of the Disposal of
a Segment of a Business, and Extraordinary, Unanalnfrequently Occurring Events and TransactioBEAS 144 is effective as of
January 1, 2002 and extends the reporting requitesnaé discontinued operations to include thosgilived assets which:

(1) are classified as held for sale at SeptembgP@03 as a result of disposal activities that veiteated subsequent to January 1,
2002 or

(2) were sold during 2002 and 2003 as a result of d@lpactivities that were initiated subsequent twaay 1, 2002

Per SFAS 144, those loriged assets which were sold during 2002 and reddtom disposal activities initiated prior to Janp1, 200:
should be accounted for in accordance with SFASatilAPB 30. During 2002, the Company sold cepaaperties which resulted from
disposal activities initiated prior to January @02, and the gain realized on the sale is apprgbyiancluded in the gain on disposition of
depreciable assets in the Company’s Consolidattegents of Income.

The table below sets forth the net operating resuit net carrying value of 3.3 million square fefgiroperty, four apartment units and
115.0 acres of revenue-producing land sold durD@22and 2003 and 2.5 million square feet of prgpand 88 apartment units held for sale
at September 30, 2003. These were a result of shpativities that were initiated subsequent wdfiective date of SFAS 144 and are
classified as discontinued operations in the ComjgaBonsolidated Statements of Income ($ in thodsan

Three Months Ended Nine Months Ended
September 30, September 30,

2003 2002 2003 2002
Total revenue $ 5241 $ 13,37 $21,65( $ 39,85t
Rental operating expens 1,34 4,06( 5,50¢ 11,44«
Depreciation and amortizatic 372 2,95¢ 2,21¢ 8,76¢
Interest expens 145 63C 1,00(¢ 1,49(

Income before gain/(loss) on disposition of discurgd operations and minority

interest 3,37¢ 5,72¢ 12,92¢ 18,15¢
Minority interest in income from discontinued optgoas (372) (66¢) (1,450 (2,159
Income from discontinued operations, net of miryoriteresi 3,007 5,05¢ 11.,47¢ 16,00:
Gain/(loss) on disposition of discontinued opetragi 12,67¢ (3,21¢) 13,99¢ (2,080
Minority interest in gain/(loss) on sale of disdoned operation (1,396 37t (1,549 12t
Gain/(loss) on disposition of discontinued operaimet of minority intere: 11,28( (2,84)) 12,45¢ (955)
Total discontinued operatiol $ 14,287 $ 2,217 $ 23,93 $ 15,04
Net carrying valut $113,98° $331,77¢ $113,98° $331,77¢

In addition, SFAS 144 requires that a long-livededslassified as held for sale be measured dbwer of the carrying value or fair
value less cost to sell. At September 30, 2003 there were no properties held for sale withreying value greater than their fair value
less cost to sell, no impairment loss was recoghizging the nine months ended September 30, 2003.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

7. DI1SCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG - LIVED A sSSETS- Continued

SFAS 144 also requires that the carrying valuelohg-lived asset classified as held and used bgaced to the sum of its estimated
future undiscounted cash flows. If the carryingueails greater than the sum of its undiscounteddutash flows, an impairment loss should
be recognized. At September 30, 2003, becausewerr=no properties with a carrying value exceedliregsum of their undiscounted future
cash flows, no impairment loss was recognized dutie nine months ended September 30, 2003.

8. ADOPTION OF N EW A CCOUNTING P RONOUNCEMENTS

In April 2002, the FASB issued Statement No. 14%$cission of FASB Statements No. 4, 44, and 64eWdment of FASB Statement
No. 13, and Technical Correcti¢’ (“SFAS 145"), which rescinds Statement No. 4, @rhrequired all gains and losses from the
extinguishment of debt to be aggregated, and ienat classified as an extraordinary item, neteddited income tax effect. The provisions of
SFAS 145 related to the rescission of StatemenéNwoe effective for financial statements issuadifzal years beginning after May 15,
2002. The statement also requires gains and Ifssaghe extinguishment of debt classified as amaexdinary item in prior periods
presented that do not meet the criteria in APB @pi0 for classification as an extraordinary itermalso be reclassified. The Company
adopted SFAS 145 in the first quarter of 2003.deoadance with the statement, the Company recledddsses from the extinguishment of
debt of $378,000 recorded as an extraordinary fteimterest expense in its Consolidated Statenwritecome for the three and nine months
ended September 30, 2002.

In December 2002, the FASB issued Statement Ng."P8ounting for Stock-Based Compensation—Traositand
Disclosure” (“SFAS 148"), which amends FASB No. 128ccounting for Stock-Based Compensation,” toyide alternative methods of
transition for a voluntary change to the fair valhased method of accounting for stock-based emplogepensation. In addition, the
statement amends the disclosure requirements ter¢at No. 123 to require prominent disclosurdsath annual and interim financial
statements related to the method of accountingtfark-based employee compensation and the efféheahethod used on reported results.
(See Note 11 for the required disclosure under SE4A®) The standard is effective for financial staénts issued for fiscal years beginning
after December 15, 2002. On January 1, 2003, timep@ay adopted the fair value recognition provigiomspectively for all awards granted
after January 1, 2003. Under this provision, totahpensation expense related to stock optionstésmdaed using the fair value of the stock
options on the date of grant and is recognized stnadght-line basis over the option vesting perdor to 2003, the Company accounted for
stock options under this plan under the guidanc®RB Opinion 25 “Accounting for Stock Issued to Hoyees and Related Interpretations”.

In January 2003, the FASB issued Interpretationd6a(“FIN 46”), “Consolidation of Variable IntereEntities” (“VIES”), the primary
objective of which is to provide guidance on thentification of entities for which control is acked through means other than voting rights
and to determine when and which business enterghiseld consolidate the VIEs. This new model agpliben either (1) the equity investors
(if any) do not have a controlling financial intster (2) the equity investment at risk is insuéit to finance that entity’s activities without
additional financial support. In addition, FIN 4&quires additional disclosures. FIN 46 is curremtlgffect for the Company'’s interests in
VIEs acquired subsequent to January 31, 2003.raswdt of FASB Staff Position FIN 46-6, the Compasmyeferring the application of FIN
46 for interests in VIESs or potential VIEs ownedlatuary 31, 2003 until the amended effective dalBecember 31, 2003 in anticipation of
additional guidance to be provided by the FASB. Toenpany currently has 17 joint ventures with used investors in which application of
FIN 46 will be deferred. The Company has retainéabnity equity interests in these joint venturesgimg from 12.50% to 50.00%. These
joint ventures were formed for the development, agement and leasing of office, industrial and etaperties. (See Note 2 for furtt
discussion.) FIN 46 requires the Company to digcltssmaximum exposure to loss as a result ohitslvement with these entities, which
would be $104.4 million assuming the Company wdiddequired to fully satisfy its debt guaranteed experiences a complete loss of its
equity investment in such entities. Transactiongben the Company and these entities resultedatabof $3.3 million of management,
development and commission fee income to the Cognfmarthe nine months ended September 30, 2002664. Currently, the impact of
FIN 46 on the Company’s financial condition andutessof operations cannot be reasonably estimated.

14



Table of Contents

HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

8. ApoPTION OF N Ew A CCOUNTING P RONOUNCEMENTS - Continued

In May 2003, the FASB issued Statement No. 18@cbunting for Certain Financial Instruments withaCacteristics of Both Liabilitie
and Equity” (“SFAS 150"). SFAS 150 establishes dtads on the classification and measurement ddiceiinancial instruments with
characteristics of both liabilities and equityrdjuires that an issuer classify a financial imaent that is within its scope as a liability (or an
asset in some circumstances). This Statementdstifé for financial instruments entered into ordified after May 31, 2003, and otherwise
is effective July 1, 2003. It is to be implemenbgdreporting the cumulative effect of a changedaaanting principle for financial instrumel
created before the issuance date of this Stateamehstill existing at the beginning of the inteeriod of adoption. As of September 30,
2003, the provisions of SFAS 150 do not have a natenpact on the Company’s financial conditionresults of operations. However, the
Company believes the implementation of FIN 46 atédeber 31, 2003, as mentioned above, may resmiinarity interest in VIES, which is
classified as non-controlling interests in finitie-lentities under SFAS 150. At its October 29, 2@fkeeting, the FASB voted to defer
indefinitely SFAS 150 as it relates to non-contngllinterests in finite-life entities.

For a discussion of the adoption of other new actinog pronouncements, see also Notes 5 and 10.

9. SEGMENT | NFORMATION
The sole business of the Company is the acquisitiemelopment and operation of rental real estaipeasties. The Company operates
office, industrial and retail properties and apamtunits. There are no material inter-segmensaetions.

The Company’s Chief Operating Officer assessesagmbures operating results based upon propertlyrieveperating income. The
operating results for the individual assets withéth property type have been aggregated sincehtieé Qperating Officer evaluates operat
results and allocates resources on a property-tyyepty basis within the various property types.
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

9. SEGMENT | NFORMATION - Continued

The accounting policies of the segments are theesenthose of the Company. Further, all operatio@svithin the United States and
customer comprises more than 10.0% of consolidaeehues. The following table summarizes the raetanue and net operating income
for the three and nine months ended September083 2nd 2002 and total assets at September 30,82@D3002 for each reportable segn

($ in thousands):

Rental Revenue (1):
Office segmen
Industrial segmer
Retail segmer
Apartment segmel

Total Rental Revenue

Net Operating Income (1):
Office segmen

Industrial segmer

Retail segmer

Apartment segmet

Total Net Operating Income

Reconciliation to income before gain/(loss) on diggition of land and depreciable
assets, minority interest and discontinued operatius:

Depreciation and amortizatic

Interest expens

General and administrative expen
Litigation reserve

Interest and other incon

Equity in earnings of unconsolidated affilia

Income before gain/(loss) on disposition of land @hdepreciable assets, minorit

interest and discontinued operations

Total Assets:
Office segmen
Industrial segmer
Retail segmer
Apartment segmel
Corporate and othe

Total Assets

1)
10. CoMMITMENTS AND C ONTINGENCIES
Joint Ventures

Net of discontinued operatior

Three Months Ended

Nine Months Ended

September 30, September 30,

2003 2002 2003 2002
$ 88,48 $ 91,34¢ $258,81( $272,90¢
8,76¢ 8,267 26,10: 25,33¢
9,39t 9,61¢ 29,77¢ 28,88(
34¢€ 29C 1,02¢ 85€
$106,99: $109,52: $315,72( $327,98:
$ 56,23¢ $ 60,867 $164,33: $183,48:
6,92: 6,43: 20,49¢ 20,263
6,507 7,09¢ 20,88: 20,22(
13¢€ 14¢€ 427 39¢
$ 69,807 $ 74,54F $206,14. $224,36¢
$(31,549) $(29,87) $(95,77¢9 $(86,99¢)
(28,94)  (27,81) (85,820 (80,789
(6,276 (4,147 (18,144  (18,55()
— (2,700 — (2,700
2,50¢ 2,76¢ 8,57¢ 8,78:
1,62¢ 1,25¢ 2,90z 6,29¢
$ 7,17¢ $ 14,03: $17,87¢ $ 50,41

September 30,

2003 2002
$2,608,50! $2,725,01;
341,70: 326,57¢
278,11 285,37
14,11¢ 12,21¢
161,08: 169,77
$3,403,52. $3,518,95!

In connection with several of our joint venturetpars with unaffiliated parties, the Company haad to guarantee certain rent
shortfalls and I1-tenanting costs for certain properties contributedold to the joint ventures. As of SeptemberZB@3, the Company hi



$12.9 million accrued for obligations related tesh agreements. The Company believes that itsatemelated to these agreement:
adequate. However, if their assumptions and estisn@artove to be incorrect, future losses may occur.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

10. CoMmmITMENTS AND C ONTINGENCIES - Continued

Certain properties owned in joint ventures withffiiated parties have buy/sell options that mayelercised to acquire the other
partner’s interest by either the Company or itatj@enture partner if certain conditions are mesetsforth in the respective joint venture
agreement. The Company'’s partner in SF-HIW HarlgovyiLP has the right to put its 80.0% equity ins¢iia the partnership to the Company
in cash at anytime during the one-year period conuing on September 11, 2014. The value of the gautiérest will be determined based
upon the then fair market value of SF-HIW Harbonyi& P assets and liabilities.

Other Guarantees

In November 2002, the FASB issued Interpretation 5 “Guarantor’s Accounting and Disclosure Reguients for Guarantees,
Including Indirect Guarantees of Indebtedness be@t’ (“FIN 45"), which changes the accounting fand disclosure of, certain guarantees.
Beginning with transactions entered into or modifadter December 31, 2002, certain guaranteeodre tecorded at fair value, which is
different from prior practice, under which a liatyilwas recorded only when a loss was probablecantt be reasonably estimated. In
general, the change applies to contracts or indigration agreements that contingently require tieenfany to make payments to a
guaranteed third-party based on changes in an lyimdeasset, liability, or equity security of theayanteed party. However, a guarantee or ar
indemnification whose existence prevents the guardrom being able to either account for a tratisacas the sale of an asset that is related
to the guarantee’s underlying or recognize in egymihe profit from that sale transaction is exefrgoh the interpretation. The disclosure
requirements in this Interpretation are effectiorifterim and annual periods ending after Decembe2002. The following is a discussion
of the various guarantees in effect at Septembe2@UB that fall under the requirements of thigiptetation.

In December 2000, the Company guaranteed its 8p&¥er in MG-HIW, LLC joint venture a minimum imtel rate of return on
$50.0 million of their equity investment in the raiming assets of the joint venture (the “Orlandgess’). On July 29, 2003, the Company
entered into an option agreement to acquire M@lmbal’'s 80.0% interest in the Orlando assets &wizen $62.5 and $65.2 million
depending on the closing date and the distributimoma the joint venture prior to closing. Basedtba terms of the agreement, the purchase
option price range satisfies the internal ratestdinn guarantee. In connection with the option agrent, the Company entered into a letter of
credit in the amount of $7.5 million in favor of Mir Global, which can be drawn by Miller Globaltime event the Company does not
exercise its option to purchase their 80.0% intdrethe remaining assets of MG-HIW, LLC by March, 2004. Given the Company intends
to exercise its option in March 2004, the fair \wabf the letter of credit guarantee liability dowd have a material impact on the Company’s
financial condition or results of operations. (B&se 3 for further discussion).

In connection with the Des Moines joint venture iguiees in place prior to January 1, 2003, the mari potential amount of future
payments the Company could be required to makeruhdeguarantees is $25.7 million. Of this amo®&8t6 million arose from housing
revenue bonds that require credit enhancementditi@n to the real estate mortgages. The bonds@#aating interest rate, which currently
averages 1.0% and mature in 2015. Guarantees ®hdiBion will expire upon two industrial buildingsecoming 93.8% and 95.0% leased,
respectively. Currently, these buildings are 84d1%@ 63.0% leased, respectively. The remaining 8iflllon in guarantees relates to loans on
four office buildings that were in the lease-up smhat the time the loans were initiated. Each eidlhns will expire by May 2008. The
average occupancy of the four buildings at Septe®3®e2003 is 91.0%. If the joint ventures are uedb repay the outstanding balance ui
the loans, the Company will be required, undert¢nms of the agreements, to repay the outstanditanbe. Recourse provisions exist to
enable the Company to recover some or all of #sde from the joint ventures’ assets and/or thergtartner. The joint ventures currently
generate sufficient cash flow to cover the debtiserrequired by the loans.
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10. CoMmmITMENTS AND C ONTINGENCIES - Continued

In connection with the RRHWoods, LLC joint ventutiee Company renewed its guarantee of $6.2 mitlioa bank in July 2003. The
bank provides a letter of credit securing industéaenue bonds, which mature in 2015. The Compeayld be required to perform under-
guarantee should the joint venture be unable tayréipe bonds. The Company has recourse provisioosgier to recover from the joint
venture’s assets and the other partner for amaaidsin excess of its proportionate share. Given tie property collateralizing the bonds is
100.0% leased and currently generates sufficiestt law to cover the debt service required by thedfinancing, the fair value of the
guarantee liability does not have a material impacthe Company'’s financial condition or result©pérations.

With respect to the Plaza Colonnade, LLC joint uestthe Company has included $2.8 million in offegilities and adjusted the
investment in unconsolidated affiliates by $2.8lianil on its consolidated balance sheet at SepteB8Me2003 related to two separate
guarantees of a construction loan agreement andstraction completion agreement. The construdban matures in February 2006, with
two one-year options to extend the maturity da& #ne conditional on completion and lease-up efgitoject. The term of the construction
completion agreement requires the core and sh#ieobuilding to be completed by December 15, 28@8h guarantees arose from the
formation of the joint venture to construct an oéfibuilding. If the joint venture is unable to rgphe outstanding balance under the
construction loan agreement or complete the coctibruof the office building, the Company would ftegjuired, under the terms of the
agreements, to repay its 50.0% share of the oulistgbalance under the construction loan and campie construction of the office
building. The maximum potential amount of futurg/meents by the Company under these agreements i8 884ion. No recourse provisions
exist that would enable the Company to recover filoenother partner amounts paid under the guaradtegever, given that the loan is
collateralized by the building, the Company angstner could obtain and liquidate the buildingegoover the amounts paid should they be
required to perform under the guarantee.

Dispositions

In connection with the disposition of 225,000 sguset of property, fully leased to Capital Onev@mss, Inc., a subsidiary of Capital
One Financial Services, Inc., the Company agregidmantee any rent shortfalls and re-tenantingsdos a five year period of time from the
date of sale. The Company'’s contingent liabilitghanespect to such guarantee as of September 88,i2$17.5 million. Because of this
guarantee, in accordance with GAAP, the Compangrded the gain of approximately $6.9 million, whighl be recognized when the
contingency period is concluded.

In connection with the disposition of 298,000 sgufet of property, fully leased to Capital Onev&mss, Inc., a subsidiary of Capital
One Financial Services, Inc., the Company agreegidwantee, over various contingency periods thrd\gyil 2006, any rent shortfalls on
certain space. The Company’s contingent liabilitthwespect to such guarantee as of Septembei08@3,i2 $4.4 million. Because of this
guarantee, in accordance with GAAP, the Compangrded $4.4 million of the total $8.4 million gaifihe deferred portion of the gain will
recognized when each contingency period is condude

Litigation
The Company is party to a variety of legal procegdiarising in the ordinary course of its busin@s® Company believes that it is

adequately covered by insurance. Accordingly, nafreuch proceedings are expected to have a masetvarse effect on the Company’s
business, financial condition and results of openat
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

11. Stock - BASED C OMPENSATION

In accordance with SFAS 148, the Company has ied®#5,059 of amortization related to the vestihgtack options granted during
the nine months ended September 30, 2003 in gesedadministrative expenses in its Consolidatate8tent of Income. In addition, the
Company has included the total grant value of $&Bjn stockholders’ equity in its Consolidated 8ale Sheet at September 30, 2003. See
below for the amounts that would have been dedueotad net income if the Company had elected to agpehe fair value of all stock option
awards that had vested rather than only those awssded subsequent to January 1, 2003:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002

($ in thousands,except per share amounts)

Net income, as reporte $21,47: $14,82: $42,76¢ $69,44:
Add: Stock option expense included in reportedimeame 19 — 45
Deduct: Total stock option expense determined ufaievalue recognition method for all
awards (290 (217) (55¢) (651)
Pro forma net incom $21,30: $14,60F $42,25. $68,79:
Basic net income per common sh- as reportes $ 026 $ 014 $ 037 $ 0387
Basic net income per common sh- pro forma $ 026 $ 01 $ 03¢ $ 08¢
Diluted net income per common sh~ as reporte: $ 02 $ 012z $ 037 $ 0.87
Diluted net income per common sh~ pro forma $ 02 $ 01t $ 03¢ $ 0.8t
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith all of the financial statements appeartggwhere in the report and is based
primarily on the consolidated financial statemasftthe Company.

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 this section and under thargedusiness.” You can identify forward-
looking statements by our use of forward-lookingri@ology such as “may,” “will,” “expect,” “anticigte,” “estimate,” “continue” or other
similar words. Although we believe that our plaingentions and expectations reflected in or suggkby such forwardboking statements a
reasonable, we cannot assure you that our plaesitions or expectations will be achieved. Whersatgring such forward-looking
statements, you should keep in mind the followmgartant factors that could cause our actual resoltiffer materially from those
contained in any forward-looking statement:

. speculative development activity by our competifareur existing markets could result in an exoessupply of office,
industrial and retail properties relative to custordemand

. the financial condition of our customers could derate;

” o ” o« ” o ”ou

. we may not be able to complete development, adgurisieinvestment, disposition or joint venturejpcts as quickly or on
favorable terms as anticipate

. we may not be able to lease or release space yuickin as favorable terms as old leases;

. an unexpected increase in interest rates woule#ser our debt service costs;

. we may not be able to continue to meet our longréguidity requirements on favorable terms;

. we may not be able to obtain additional capitdlriance our future cash needs on favorable ternas all;
. we could lose key executive officers; and

. our southeastern and midwestern markets may sadiditional declines in economic growth.

This list of risks and uncertainties, however, a$ imtended to be exhaustive. You should also vevie cautionary statements we make
in “Business—Risk Factors” set forth in our 2002niial Report.

Given these uncertainties, we caution you notagg@undue reliance on forward-looking statemenes.uMtlertake no obligation to
publicly release the results of any revisions &sthforward-looking statements that may be madefliect any future events or circumstances
or to reflect the occurrence of unanticipated event
Overview

We are a self-administered and self-managed e®Ety that began operations through a predecessi#18 and completed our initial
public offering in 1994. Today, we are one of thegkst owners and operators of suburban officeisin@l and retail properties in the
southeastern and midwestern United States. At Sdqaie30, 2003, we:

. owned 483 in-service office, industrial and refaibperties, encompassing approximately 37.2 miltemtable square feet;

. owned an interest (50.0% or less) in 62 in-servifiee and industrial properties, encompassing axprately 6.5 million
rentable square feet, and 418 apartment L

. owned 1,377 acres of undeveloped land suitabléufare development; and

. are developing an additional five properties, whigh encompass approximately 835,000 rentable sgfeet (including one
property encompassing 285,000 rentable squaréhaeive are developing with a 50.0% joint ventuaetiper).
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The Company conducts substantially all of its atifig through, and substantially all of its intéseis the properties are held directly or
indirectly by, the Operating Partnership. The Comypia the sole general partner of the Operatingneeship. At September 30, 2003, the
Company owned 88.8% of the Common Units in the @jreg Partnership.

Property Information

The following table sets forth certain informatieith respect to our wholly owned in-service andelepment properties (excluding
apartment units) as of September 30, 2003 and 2002:

September 30, 2003 September 30, 2002
Percent Percent
Rentable Leased/ Rentable Leased/
Square Feet Pre-Leasec Square Feet Pre-Leasec
In-Service:
Office 25,710,00 79.4%  25,861,00 86.2%
Industrial 9,934,001 88.(% 10,468,00 86.2%
Retail (1) 1,527,00! 96.5% 1,650,00! 95.4%
Total or Weighted Average 37,171,000 82.8 37,979,00 86.7%
Development:
Completed—Not Stabilized
Office 140,00( 30.(% 568,00( 17.2%
Industrial 60,00( 50.(% 136,00( 29.(%
Retall — — 20,00( 90.(%
Total or Weighted Average 200,00( 36.(% 724,00( 21.5%
In Process
Office — 100.(% 100,00( 42.(%
Industrial 350,00t — 60,00( 20.(%
Retail — — — —
Total or Weighted Average 350,00t 100.(% 160,00( 33.&%
Total:
Office 25,850,00 26,529,00
Industrial 10,344,00 10,664,00
Retail (1) 1,527,00! 1,670,00!
Total or Weighted Average 37,721,00 38,863,00

(1) Excludes basement space of 474,000 square

The following summarizes our capital recycling miang since the beginning of 2002:

Nine Months
Ended Year Ended
September 30, 20C 2002
Office, Industrial and Retail Properties
(rentable square feet in thousands)

Dispositions (1,310 (2,270
Developments Placed-Service 131 2,21¢
Redevelopment (14%) (52
Acquisitions 1,38t —
Net Change 61 (10¢)
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Customer Diversification

The following table sets forth information concengithe 20 largest customers of our wholly-ownedprties as of September 30, 2003
($ in thousands):

Percent of Total Average

Number Rental Annualized Annualized Remaining Leas
Customers of Lease: Square Fee Rental Revenue (1 Rental Revenue(1 Term in Years
Federal Governmel 60 626,94: $ 12,94¢ 2.9% 5.1
AT&T 8 612,09: 11,49: 2.6F 4.2
PricewaterhouseCoope 6 297,79! 6,87¢ 1.5¢ 6.€
State of Georgi 10 359,56 6,85¢ 1.5¢ 5.€
Sara Lee 10 1,230,53. 4,78¢ 1.11 1.8
IBM 7 215,73 4,56¢€ 1.0t 2.C
Volvo 7 264,71 3,721 0.8¢ 5.5
Bell South 7 175,10t 3,65¢4 0.84 1.1
Northern Telecon 1 246,00( 3,651 0.84 4.4
Lockton Companie 10 132,71 3,294 0.7¢ 11.4
US Airways 5 295,04¢ 3,21¢ 0.74 4.2
BB&T 8 241,07! 3,167 0.7¢ 7.4
Bank of Americe 23 146,84 2,97¢ 0.6¢ 3.t
Business Telecor 5 147,37¢ 2,94t 0.6¢ 1.7
WorldCom and Affiliates 13 144,62: 2,85¢ 0.6€ 2.6
T-Mobile USA 3 120,56 2,80¢ 0.6t 2.7
Ikon 7 181,36 2,53( 0.5¢ 4.1
Carlton Fields 2 95,77: 2,43t 0.5¢ 0.8
Ford Motor Compan 2 125,98 2,42¢ 0.5¢ 6.4
CHS Professional Servic 17 138,88t 2,31¢ 0.5: 3.4
Total 211 5,798,74. $ 89,52¢ 20.65% 4.4

(1) Annualized Rental Revenue is September 2003 reztahue (base rent plus operating expense-throughs) multiplied by 12

Critical Accounting Policies

Our discussion and analysis of financial conditmidl results of operations is based upon our Cataeli Financial Statements
contained elsewhere in this Quarterly Report. Comgolidated Financial Statements include the adsaefithe Company and the Operating
Partnership and their majority-controlled affiliat& he preparation of financial statements in confty with GAAP requires us to make
estimates and assumptions that affect the repartemints of assets and liabilities and the disclsficontingent assets and liabilities at the
date of the financial statements and the reponteolats of revenues and expenses for the reporériggh Actual results could differ from
our estimates.

Certain of our significant accounting policies aomsidered critical accounting policies due toitttzeased level of assumptions used or
estimates made in determining their impact on curgdlidated Financial Statements. Management wésawed our critical accounting
policies and estimates with the audit committeewfBoard of Directors and our independent auditéos a more complete discussion of our
critical accounting policies and estimates, see20@02 Annual Report on Form 10-K.

Results of Operations
Known Trends and Outlook

We expect net income and funds from operationgtimer in the fourth quarter of 2003 as compacetthé fourth quarter of 2002 due
to the following factors:

. lower occupancy;
. lower first year cash rents;

. asset sales;
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. the bankruptcies of WorldCom and US Airways in 20&xd

. general economic conditions and unemployment ih @hour primary markets, which has led to a desgea the demand for
office and industrial spac

Outlook

We are beginning to see a modest improvement itiyemployment trends in a number of our marketd an improving economic
climate in the Southeast. However, we expect d&igeen positive employment growth and positiveogtigon of office space due to the
significant amount of under-utilized space and spma@ilable for sublease in our markets.

Over the next 12-15 months, we anticipate that panay in our in-service portfolio will either remaat current levels or increase
slightly. This outlook is based on the level ofdieg activity we have experienced over the pash@Bths, which we expect to continue
through 2004. In 2004, leases on approximatelynlilon square feet of space, or 19.1% of our mdidfwill expire. This square footage
represents approximately 15.4% of our annualizedmee. As of October 24, 2003, we have leased illismsquare feet of space with 2004
start dates, or 28.8% of the square footage expiraxt year.

The following table sets forth scheduled lease ratipins at our wholly-owned in-service propertieoé September 30, 2003, assuming
no customer exercises renewal options.

Average Percent of
Rentable Percentage of Annual Annualized
Square Feet Leased Annualized Rental Rate Rental Revenur
Number of Subject to Square Footagt Rental Revenut Per Square Represented b
Leases Expiring Represented by Under Expiring Foot for Expiring
Lease Expiring Expiring Leases Expiring Leases Leases (1) Expirations Leases
($ in thousands)
Remainder of 200(2) 301 1,849,85 6.C% $ 23,59 $ 12.7¢ 5.4%
2004 70& 5,875,92. 19.1 66,49¢ 11.3¢ 15.4
2005 694 4,927,00: 16.1 73,48 14.91 17.C
2006 57C 4,249,16. 13.€ 65,22 15.3¢ 15.1
2007 327 3,549,15: 11.€ 40,48¢ 11.41 9.3
2008 322 3,545,84. 11.¢ 51,86: 14.6: 12.C
2009 99 1,809,02 5.9 29,03% 16.0¢ 6.7
2010 87 1,345,90. 4.4 26,39 19.61 6.1
2011 62 1,055,99! 34 21,73¢ 20.5¢ 5.C
2012 49 644,35 2.1 12,91¢ 20.0¢ 3.C
Thereatftel 177 1,793,68. 5.9 21,80¢ 12.1¢€ 5.C
3,39¢ 30,645,89 100.(% $ 433,04! $ 14.1: 100.(%

(1) Annualized Rental Revenue is September 2003 rezahue (base rent plus operating expense-throughs) multiplied by 12
(2) Includes 509,000 square feet of leases that aeemanth to month basis or 1.0% of total annualizs@nue

We also anticipate continuing our capital recyclpnggram. At September 30, 2003, we had 2.6 mikliquare feet of office properties
and 248.6 acres of land under letter of intentomtiact for sale in various transactions with ayiag value of $145.5 million and an
aggregate sales price of $175.0 million. Thesesaetions are subject to customary closing conditiorcluding zoning, due diligence and
documentation, and are projected to close ovenélxé 12 months. However, we can provide no asserdrat all or parts of these transacti
will be consummated.

We intend to use the net proceeds from these disgetsitions to repay debt, fund acquisitions ardther general corporate purposes.
The disposal of non-core or other properties caregge attractive returns although any net decrieaser property portfolio generally tends
to result in lower net income. In addition, the ardy of assets sold or held for sale generallyehagcupancy levels above the average
occupancy of our total portfolio and, as a reghk, sale of these assets may lower the overallpzswy rate of our portfolio.
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Three and Nine Months Ended September 30, 2003

As described in Note 7 to the Consolidated Findritatements, we reclassified the operations argiim/(loss) from disposal of cert:
properties to discontinued operations if the propsmere either sold during 2002 and 2003 or \ketd for sale at September 30, 2003 and
met certain conditions as stipulated by Financied@unting Standards Board Statement No. 144, “Acting for the Impairment and
Disposal of Long-Lived Assets” (“SFAS 144"). Accamdly, properties sold during 2002 that did not insgrtain conditions as stipulated by
SFAS 144 were not reclassified to discontinued atj@ns.

The following table sets forth information regamgliour results of operations for the three and mieaths ended September 30, 2003
and 2002 ($ in millions):

Three Months Nine Months
Ended Ended
September 30, September 30,

2003 2002 $ Change 2003 2002 $ Change

Rental revenue $107.C $109.8 $ (2.5) $315.7 $328.( $ (12.9)
Operating expenses

Rental propert 37.2 35.C 2.2 109.¢ 103.¢ 6.C

Depreciation and amortizatic 31.t 29.¢ 1.€ 95.¢ 87.C 8.8
Interest expenst

Contractua 28.1 27.5 0.€ 83.€ 79.¢ 3.8

Amortization of deferred financing cos 0.8 0.2 0.5 2.2 1.C 1.2

28.¢ 27.¢ 1.1 85.¢ 80.¢ 5.C

General and administrative (includes $3.7 of nomnétg compensation

expense in the nine months ending September 3@); 6.3 4.1 2.2 18.1 18.t (0.9
Litigation reserve — 2.7 (2.7) — 2.7 2.7
Total operating expens 103.¢ 99.t 4.4 309.: 292. 16.7
Other Income:
Interest and other incon 2.3 2.8 (0.3 8.€ 8.8 (0.2
Equity in earnings of unconsolidated affilia 1.€ 1.2 0.4 2.6 6.3 (3.9
4.1 4.C 0.1 11.F 15.1 (3.6)
Income before gain/(loss) on disposition of land depreciable
assets, minority interest and discontinued opara 7.2 14.C (6.8 17.C 50.5 (32.¢)
Gain on disposition of lan 1.1 0.7 0.€ .3 6.5 (3.2
(Loss)/gain on disposition of depreciable as (0.2 (0.3 (0.2) — 5.1 (5.0
Income before minority interest and discontinuedrafions 8.1 14.4 (6.9 21.2 62.1 (40.9
Minority interest (0.9 (1.8 0.¢ (2.9 (7.€) 5.2
Income from continuing operatiol 7.2 12.€ (5.4 18.¢ b4.t (35.7)
Discontinued operations:
Income from discontinued operations, net of miryoriteresi 3.C 5.C 2.0 11« 15.¢ (4.5
Gain/(loss) on sale of discontinued operationspheatinority interes 11.2 (2.9 14.1 12.t (2.0 13.t
14.: 2.2 12.1 23.¢ 14.¢ 9.C
Net income 21.t 14.¢ 6.7 42 69.4 (26.7)
Dividends on preferred shar (7.7) (7.7) — (23.7) (23.)) —
Net income available for common stockhold $13.¢& $ 71 $ 6.7 $19.€ $46.2 $ (26.9)

Three Months Ended September 30, 200Rental revenue from continuing operations decre&2ées million, or 2.3%, from $109.5
million for the three months ended September 30220 $107.0 million for the three months endedt&aper 30, 2003. The decrease was
primarily a result of a decrease in average occtypaates from 84.8% for the three months endedeBaper 30, 2002 to 81.6% for the three
months ended September 30, 2003. The decreaseriagavoccupancy rates was primarily a result ob#rekruptcies of WorldCom and US
Airways, which decreased average occupancy rat@s39¢ and rental revenue from continuing operattyn$4.5 million. In addition, during
2002 and the nine months ended September 30, 2ppBximately 2.3 million square feet of developty@operties were placed in-service
which have leaseup slower than expected and, as a result, haveatsed average occupancy rates by 1.4%. In addiiase terminatio



fees have decreased and rent abatements havesiedtiiea the three months ended September 30, @08y offsetting these decreases
was an increase of $3.0 million in rental revemoenfcontinuing operations, which resulted from dleguisition of certain MG-HIW, LLC
assets in July 2003 (see Note 3 to the Company's@inlated Financial Statements for further disicugs
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Same property rental revenue generated from ti&rBlion square feet of our 446 wholly-owned irmgee properties on January 1,
2002, decreased $8.1 million, or 7.4%, for theghr®nths ended September 30, 2003 compared thréemonths ended September 30,
2002. This decrease is primarily a result of logame property average occupancy, which decreaseddr.4% in 2002 to 83.9% in 2003.
The decrease in same property average occupamsywas primarily a result of the bankruptcies ofrM@om and US Airways, which
decreased same property average occupancy rag8%yand same property rental revenue from comgnaperations by $4.5 million.

During the three months ended September 30, 2@Bs@cond generation leases representing 1.7 mdtioare feet of office, industr
and retail space were executed. On a strdightrent comparison basis, the average rate pgredoot over the lease term for leases exet
in the three months ended September 30, 2003 886 lbwer than the rent paid by previous customers.

Rental operating expenses from continuing operat{ozal estate taxes, utilities, insurance, reaicsmaintenance and other property-
related expenses) increased $2.2 million, or 6f88Mm $35.0 million for the three months ended Seyiiter 30, 2002 to $37.2 million for the
three months ended September 30, 2003. The incnesesa result of an increase in certain fixed dpegaexpenses that do not vary with net
changes in our occupancy percentages and an iedreaperating expenses which resulted from theiaitopn of certain MG-HIW assets in
July 2003 (see Note 3 to the Company’s Consolidatedncial Statements for further discussion).dditon, we placed 2.3 million square
feet of development properties in service durin@28nd 2003 which resulted in an increase in rexiatating expenses from continuing
operations.

Rental operating expenses as a percentage of remtalue increased from 32.0% for the three mastidled September 30, 2002 to
34.8% for the three months ended September 30, ABEBincrease was a result of the increases talreperating expenses as described
above and a decrease in rental revenue, primaréyta lower average occupancy. The decrease imag&&rccupancy rates was primarily a
result of the bankruptcies of WorldCom and US Aiysiawhich decreased average occupancy rates by @i8%ental revenue from
continuing operations by $4.5 million.

Same property rental operating expenses, whictharexpenses of our 446 wholly-owned in-servicgprties on January 1, 2002,
increased $242,498, or 0.7%, for the three montde@ September 30, 2003, compared to the threehmended September 30, 2002. The
increase was a result of increases in certain foptating expenses that do not vary with net chsungour occupancy percentages.

Same property rental operating expenses as a pageeof related revenue increased from 31.5% fothhee months ended September
30, 2002 to 34.2% for the three months ended Sdm@eB0, 2003. The increase in these expensesarsenpage of related revenue was a
result of the increase in same property rentalatpey expenses as described above and a decresmménproperty rental revenue, primarily
due to the bankruptcies of WorldCom and US Airwaysese bankruptcies resulted in a 2.8% decreasanie property average occupancy
rates and a $4.5 million decrease in same propentyl revenue for the three months ended Septe&th&003.

Depreciation and amortization from continuing opierss for the three months ended September 30, 28862002 was $31.5 million
and $29.9 million, respectively. The increase ab$tillion, or 5.4%, was due to an increase in dimation related to leasing commissions
and tenant improvement expenditures for propepii@sed in-service during 2002 and the nine montlied September 30, 2003 and the
write-off of deferred leasing costs and tenant iowements for customers who vacated their space foriease expiration. In addition, the
increase resulted from the acquisition of certal@-MIW assets in July 2003 (see Note 3 to the Colyipdbonsolidated Financial Statements
for further discussion). These increases wereglrivffset by a decrease in depreciation for prtpe disposed of during 2002 that are not
classified as discontinued operations in accordantteSFAS 144.

Interest expense from continuing operations in@e&i.1 million, or 4.0%, from $27.8 million forethhree months ended September
30, 2002 to $28.9 million for the three months eh8eptember 30, 2003. The increase was primatifjpatable to the decrease in capitali
interest from $1.7 million for the three months ed®eptember 30, 2002 to $276,488 for the threehm@nded September 30, 2003 as a
result of a decrease in
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development activity in 2003. Partly offsettingstiimcrease was a decrease in the average outgatelin balance from the third quarter of
2002 to the third quarter of 2003. Interest expdaséhe three months ended September 30, 2002@02l included $818,542 and $347,384,
respectively, of amortization of deferred financoasts. The increase of $471,158 was primarilysaltef the refinancing of the MandatOry
Par Put Remarketed Securities (‘“MOPPRS”). See ‘ii(ppand Capital Resources” for further discussionthe refinancing.

General and administrative expenses as a perceotagil revenue, which includes rental revenue iaterest and other income for
both continuing and discontinued operations andtgduearnings of unconsolidated affiliates, wa4% for the three months ended
September 30, 2003 and 3.2% for the three montthsceB8eptember 30, 2002. The increase of 2.2% vimsuplly attributable to a decrease
capitalization of general and administrative cakts to the decrease in development activity in 2@Ban increase in deferred compensation
as a result of the issuance of restricted stockhd2002 and the nine months ended September 83, 20 addition, rental revenue and
interest and other income decreased for the thrrehm ended September 30, 2002 to the three menttesd September 30, 2003.

Interest and other income from continuing operatidacreased $259,822, or 9.3%, from $2.8 milligritie three months ended
September 30, 2002 to $2.5 million for the threenths ended September 30, 2003. The decrease wearityidue to a decrease in leasing
and management fee income as a result of the dtopuisf certain MG-HIW assets in July 2003 (seedNd to the Company’s Consolidated
Financial Statements for further discussion) adeaease in interest income due to the collectforotes receivable during 2002.

Equity in earnings of unconsolidated affiliatesrewsed $368,151 from $1.2 million for the three therended September 30, 2002 to
$1.6 for the three months ended September 30, 20@8increase was primarily a result of a chargeqgaity in earnings of $309,000 taken in
2002 as a result of a loss recognized by a cejdaihventure related to an early extinguishmend@lft and an increase in equity in earning
2003 of $214,000 as a result of a gain recognizea dertain joint venture related to the disposid land in 2003. These increases were
partly offset by a decrease in equity in earningdl®2,000 as a result of the acquisition of cardiG-HIW assets in July 2003, at which tii
the assets were consolidated and reported in ousdlidated Statements of Income. (See Note 3 t€tdmpany’s Consolidated Financial
Statements for further discussion)

Gain on disposition of land and depreciable aseeteased $451,858 to $863,812 for the three marted September 30, 2003 from
$411,954 for the three months ended September0B2. 2n the third quarter of 2003, the majoritytloé gain was comprised of a $1.1 milli
gain related to the disposition of 21.1 acres oflldn the third quarter of 2002, the majority lo¢ tgain was comprised of a $741,309 gain
related to the disposition of 24.9 acres of larattl offsetting this gain was an impairment lo§$500,000 related to 58,206 square feet of
office properties that did not meet certain cowdisi to be classified as discontinued operationdeasribed in Note 7 to the Consolidated
Financial Statements.

In accordance with SFAS 144, we classified netime®f $3.0 million and $5.0 million, net of mingriinterest, as discontinued
operations for the three months ended Septembe&0B3, and 2002, respectively. These amounts peddm3.3 million square feet of
property, four apartment units and 115.0 acregwémue-producing land sold during 2002 and 2003ahdnillion square feet of property
and 88 apartment units held for sale at Septenbe2®3. We also classified a gain of $11.3 milléov a loss of $2.8 million, net of
minority interest, as discontinued operations far three months ended September 30, 2003 and &&Q&ctively.

Nine Months Ended September 30, 200Rental revenue from continuing operations decre&3@d3 million, or 3.7%, from $328.0
million for the nine months ended September 3022006315.7 million for the nine months ended Seytter 30, 2003. The decrease was
primarily a result of a decrease in average ococtypaates from 86.0% for the nine months ended Samée 30, 2002 to 81.5% for the nine
months ended September 30, 2003. The decreaseriagavoccupancy rates was primarily a result ob#rekruptcies of WorldCom and US
Airways, which decreased average occupancy rat@s39 and rental revenue from continuing operattmn$10.7 million. In addition,
during 2002 and the nine months ended Septemb&0B3, approximately 2.3 million square feet of @lepment properties were placed in-
service which have leased-up slower than expectddas a result, have decreased average occuparsyby 1.4%. In addition, lease
termination fees decreased and rent abatementsasea for the nine months ended September 30, Pa@@By offsetting these decreases was
an increase of $3.0 million of rental revenue froontinuing operations, which resulted from the asitjon of certain MG-HIW, LLC assets
in July 2003 (see Note 3 to the Company’s Constddi&inancial Statements for further discussion).
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Same property rental revenue, generated from 3Bli®@msquare feet of our 446 wholly-owned $ervice properties on January 1, 2(
decreased $19.9 million, or 6.1%, for the nine rher@nded September 30, 2003 compared to the ninthmended September 30, 2002. "
decrease is primarily a result of lower same prigpaverage occupancy, which decreased from 88.32002 to 84.2% in 2003. The decrease
in same property average occupancy rates was piyraaiesult of the bankruptcies of WorldCom and Aivays, which decreased same
property average occupancy rates by 2.7% and sespenty rental revenue from continuing operation$b0.7 million.

During the nine months ended September 30, 20@Bs&8ond generation leases representing 5.4 miljoare feet of office, industrial
and retail space were executed. On a strdightrent comparison basis, the average rate pgredoot over the lease term for leases exet
in the first nine months of 2003 was 0.1% lowemtkize rent paid by previous customers.

Rental operating expenses from continuing operat{ozal estate taxes, utilities, insurance, reaicsmaintenance and other property-
related expenses) increased $6.0 million, or 5f88Mm $103.6 million for the nine months ended Seytter 30, 2002 to $109.6 million for the
nine months ended September 30, 2003. The increasa result of an increase in certain fixed oprgagxpenses that do not vary with net
changes in our occupancy percentages and an iedreaperating expenses which resulted from theiaitopn of certain MG-HIW assets in
July 2003 (see Note 3 to the Company’s Consolidatedncial Statements for further discussion) Iditoh, we placed 2.3 million square
feet of development properties in service durin@28nd 2003 which resulted in an increase in rexfiatating expenses from continuing
operations.

Rental operating expenses as a percentage of reaealue increased from 31.6% for the nine montide@ September 30, 2002 to
34.7% for the nine months ended September 30, Z0@8increase was a result of the increases ialreperating expenses as described
above and a decrease in rental revenue, primaréyta lower average occupancy. The decrease imag&&rccupancy rates was primarily a
result of the bankruptcies of WorldCom and US Aiysiawhich decreased average occupancy rates by @if%ental revenue from
continuing operations by $10.7 million.

Same property rental operating expenses, whictharexpenses of our 446 wholly-owned in-servicgprties on January 1, 2002,
increased $2.3 million, or 2.3%, for the nine mantinded September 30, 2003, compared to the ninthmended September 30, 2002. The
increase was a result of an increase in certagdfoperating expenses that do not vary with net@ésin our occupancy percentage.

Same property rental operating expenses as a pageeof related revenue increased from 30.9% fonthe months ended September
30, 2002 to 33.6% for the nine months ended SepteB 2003. The increase in these expenses asenfage of revenue was a result of
increases described above and a decrease in sapertgrrental revenue, primarily due to the bantcigs of WorldCom and US Airways.
These bankruptcies resulted in a 2.7% decreasame property average occupancy rates and a $10idnndiecrease in same property rental
revenue for the nine months ended September 3@, 20@ddition, operating expenses of $568,947latld have been paid by WorldCom
if the leases were not rejected were paid by usraidded in same property operating expenses duhie nine months ended September 30,
2003.

Depreciation and amortization from continuing opierss for the nine months ended September 30, 20032002 was $95.8 million
and $87.0 million, respectively. The increase aB3$aillion, or 10.1%, was due to an increase in dizetion related to leasing commissions
and tenant improvement expenditures for propepii@sed in-service during 2002 and the nine montlied September 30, 2003 and the
write-off of deferred leasing costs and tenant imvpments for customers who vacated their space foriease expiration. In addition, the
increase resulted from the acquisition of certal@-MIW assets in July 2003 (see Note 3 to the Cowyigadonsolidated Financial Statements
for further discussion). These increases wereglrivffset by a decrease in depreciation for prtpe disposed of during 2002 that are not
classified as discontinued operations in accordantteSFAS 144.

Interest expense from continuing operations in@e&5.0 million, or 6.2%, from $80.8 million foretmine months ended Septembel
2002 to $85.8 million for the nine months endedt&eyber 30, 2003. The increase was primarily attable to the decrease in capitalized
interest from $8.3 million for the nine months edd&eptember 30, 2002 to $991,734 for the nine nsomtidled September 30, 2003 as ar
of a decrease in
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development activity in 2003. In addition, averagerest rates increased from 6.9% in the nine mahded September 30, 2002 to 7.0% in
the nine months ended September 30, 2003. Pafigttihg these increases was a decrease in thageveutstanding debt balance from the
nine months ended September 30, 2002 to the nimhmended September 30, 2003. Interest expendesfoine months ended September
30, 2003 and 2002 included $2.2 million and $1.0ioni, respectively, of amortization of deferreddncing costs. The increase of $1.2
million was primarily a result of the refinancinftbe MandatOry Par Put Remarketed Securities (“l®R8B”). See “Liquidity and Capital
Resources” for further discussion on the refinagcin

General and administrative expenses as a perceotagil revenue, which includes rental revenue iaterest and other income for
both continuing and discontinued operations andtgduearnings of unconsolidated affiliates, wa2% for the nine months ended
September 30, 2003 and 4.8% for the nine monthed:Bdptember 30, 2002. The increase was primarégwt of the decrease in
capitalization of these costs due to the decreadevelopment activity in 2003 and an increaseciieiled compensation as a result of the
issuance of additional restricted stock during 280@& the nine months ended September 30, 2008ditian, rental revenue, interest and
other income and equity in earnings of unconsatidaffiliates decreased from the nine months esdgdember 30, 2002 to the nine months
ended September 30, 2003.

Interest and other income from continuing operatidacreased $209,475, or 2.4%, from $8.8 milligrtHe nine months ended
September 30, 2002 to $8.6 million for the nine therended September 30, 2003. The decrease psimesillted from a decrease in leasing
and management fee income as a result of the dbnpuisf certain MG-HIW assets in July 2003 (sead\d to the Company’s Consolidated
Financial Statements for further discussion) ade@ease in interest income due to the collectforotes receivable during 2002.

Equity in earnings of unconsolidated affiliates mesed $3.4 million from $6.3 million for the nim®nths ended September 30, 200
$2.9 million for the nine months ended Septembei2B03. The decrease was primarily a result ofaagdof $2.4 million which represents
our proportionate share of the impairment lossiéf.$ million recorded by the MG-HIW, LLC joint vamre in the nine months ended
September 30, 2003 related to the acquisition@fsets of the MG-HIW, LLC joint venture (see Nate the Company’s Consolidated
Financial Statements for further discussion) amgelooccupancy in 2003 for certain joint ventureaitly offsetting these decreases was an
increase of $523,000 in equity in earnings in 2688&ted to a charge of $309,000 taken in 2002 dam tearly extinguishment of debt loss
taken by a certain joint venture and an increasginity in earnings in 2003 of $214,000 as a resfudt gain recognized by a certain joint
venture related to the disposition of land in 2003.

Gain on disposition of land and depreciable asbetseased $8.3 million to $3.3 million for the nmenths ended September 30, 2003
from $11.6 million for the nine months ended SeftenB0, 2002. In the nine months ended Septemhe0&B, the majority of the gain was
comprised of a $2.6 million gain related to thepdistion of 33.5 acres of land and a gain of apjpnaxely $1.0 million related to the
condemnation of 4.0 acres of Bluegrass land, wisictiscussed further in Note 4 to the Consolid&@ancial Statements. Partly offsetting
this gain was an impairment loss of $295,587 rdl&detwo land parcels held for sale at Septembe2B03. In the nine months ended
September 30, 2002, the majority of the gain wasprsed of a gain related to the disposition of, 283 square feet of office properties that
did not meet certain conditions to be classifiediasontinued operations as described in NotetfiddConsolidated Financial Statements and
a gain on the disposition of 78.0 acres of landtlfPaffsetting these gains was an impairment ws$9.6 million related to 210,093 square
feet of office properties that did not meet ceronditions to be classified as discontinued opamnatas described in Note 7 to the
Consolidated Financial Statements.

In accordance with SFAS 144, we classified netime®f $11.4 million and $15.9 million, net of miitgrinterest, as discontinued
operations for the nine months ended Septembe2®IB and 2002, respectively. These amounts pedaing.3 million square feet of
property, four apartment units and 115.0 acregwémue-producing land sold during 2002 and 2003ahdnillion square feet of property
and 88 apartment units held for sale at Septene2®3. We also classified a gain of $12.5 milléom a loss of $1.0 million, net of
minority interest, as discontinued operations far nine months ended September 30, 2003 and 28} atively.
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Liquidity and Capital Resources

Statement of Cash FlowsThe following table sets forth the changes in tleen@any’s cash flows from the first nine months 802 as
compared to the first nine months of 2002 ($ irugands):

Nine Months Ended

September 30,
2003 2002 Change
Cash Provided By Operating Activiti $128,76( $172,97¢ $(44,219
Cash Provided By Investing Activiti¢ 97€ 85,27¢ (84,307
Cash Used in Financing Activiti¢ (227,67() (244,83 117,16t
Total Cash Flow: $ 2,066 $ 13,42: $(11,35¢)

Cash provided by operating activities was $128 anifor the nine months ended September 30, 20@8$173.0 million for the nine
months ended September 30, 2002. The decreasd @ dllion was primarily a result of lower net broe due to a decrease in average
occupancy rates for our whollywned portfolio and the bankruptcies of WorldCond &8 Airways. In addition, the level of net casbyadec
by operating activities is affected by the timirfgeceipt of revenue and payment of expenses.

Cash provided by investing activities was $1.0ipnillfor the nine months ended September 30, 206386.3 million for the nine
months ended September 30, 2002. The decreasd & $dlion was primarily a result of a decreasginceeds from dispositions of real
estate assets of approximately $22.0 million antharease in additions to real estate assets abappately $64.6 million, partly offset by a
decrease in investments in notes receivable of 8lion for the nine months ended September 30320

Cash used in financing activities was $127.7 millfior the nine months ended September 30, 200%244.8 million for the nine
months ended September 30, 2002. The decreaseweasily a result of a decrease of $118.6 milliamit repayments on the unsecured
revolving loan, mortgages and notes payable areteedse of $19.5 million in distributions paid oon@non Stock and Common Units,
partly offset by a decrease of $4.7 million in preds from the sale of common stock and an increfag&5.7 million for the repurchase of
common stock and units for the nine months end@teBwer 30, 2003.

Capitalization. Based on our total market capitalization of $3dn at September 30, 2003 (at the September @03 2tock price of
$23.86 and assuming the redemption for shares win@m Stock of the 6.5 million Common Units of miitpiinterest in the Operating
Partnership), our debt represented approximatel324 of our total market capitalization. Our totadébtedness at September 30, 2003 was
$1.6 billion and was comprised of $700.0 millionsecured indebtedness with a weighted averagessiteate of 7.1% and $912.5 million of
unsecured indebtedness with a weighted averagesttate of 6.8%. We do not intend to reserve $undetire existing secured or unsect
debt upon maturity. For further discussion of oguidity needs, see “Current and Future Cash N&eds.
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The following table sets forth the principal payrtseedue on our mortgages and notes payable as tfr8ber 30, 2003 ($ in thousands):

Within Within Within Within Within

Total 1 year 2 years 3 years 4 years 5 years Thereafter
Fixed Rate Debt:
Unsecured:
Put Option Notes (1 $ 100,000 $ — $ — ¢ — $ — $& — $100,00¢
Notes 706,500  246,50((2) — — 110,00C 100,00 250,00(
Secured:
Mortgages and loans payal 631,20: 12,67¢ 79,77¢ 14,93: 79,767 11,39:  432,65¢
Total Fixed Rate Del 1,437,70. 259,17¢ 79,77¢ 14,93: 189,76° 111,397 782,65¢
Variable Rate Debt:
Unsecured:
Term Loan 20,00( — 20,00( — — — —
Revolving Loar 86,00( — — 86,00( — — —
Secured:
Mortgage loan payab 68,78( 24C 27t 64,96+ 3,301 — —
Total Variable Rate Del 174,78( 24C 20,27 150,96 3,301 — —
Total Long Term Debt $1,612,48. $259,41¢ $100,05: $165,89° $193,06¢ $111,39: $782,65¢

(1) OnJune 24, 1997, a trust formed by the Opegdiartnership sold $100.0 million of Exercisahlg ®ption Securities due June 15,
2004 (“X-POS™), which represent fractional undivideeneficial interests in the trust. The assete®trust consist of, among other
things, $100.0 million of Exercisable Put Optiontd®due June 15, 2011 (the “Put Option Notes"jedshy the Operating Partnership.
The Put Option Notes bear an interest rate of 7.&®% the date of issuance through June 15, 2064r Aune 15, 2004, the interest
rate to maturity on the Put Option Notes will b8®% plus the applicable spread determined as @& 16n2004. In connection with the
initial issuance of the Put Option Notes, a couptety was granted an option to purchase the Ptib@plotes from the trust on June
15, 2004 at 100.0% of the principal amount. If tbenter party elects not to exercise this optiba,®@perating Partnership would be
required to repurchase the Put Option Notes framilttust on June 15, 2004 at 100.0% of the prin@pabunt plus accrued and unpaid
interest.

(2) On December 1, 2003, $146.5 million of our 8 R&tes and $100.0 million of our 6.75% Notes wilitore. See “Current and Future
Cash Neec” for further discussion on the refinancing of thikees.

The mortgage and loans payable and the securellirgy@an were secured by real estate assetsamitliggregate carrying value of
$1.2 billion at September 30, 2003.

On February 2, 1998, the Operating Partnership $bk$.0 million of MandatOry Par Put Remarketedusiges (“MOPPRS”) due
February 1, 2013. The MOPPRS bore an interesofgae835% from the date of issuance through Jan8&r2003. On January 31, 2003, the
interest rate was changed to 8.975% pursuant timtbeest rate reset provisions of the MOPPRS. &rdrary 3, 2003, the Operating
Partnership repurchased 100.0% of the principalusrinof the MOPPRS from the sole holder thereofithange for a secured note in the
principal amount of $142.8 million. The securedebears interest at a fixed rate of 6.03% and maatarity date of February 28, 2013.

The Operating Partnership’s unsecured notes of.$8@8lion bear interest rates ranging from 6.7%81125% with interest payable
semi-annually in arrears. Any premium and discaatsted to the issuance of the unsecured notesing lamortized over the life of the
respective notes as an adjustment to interest egpéi of the unsecured notes, except for the@tion Notes, are redeemable at any time
prior to maturity at our option, subject to certaonditions including the payment of make-whole ants.

On July 17, 2003, we amended and restated ouiirgxistvolving loan. The amended and restated $25(l@n revolving loan (the
“Revolving Loan”) is from a group of ten lender lBanmatures in July 2006 and replaces our pre\vd3@€.0 million revolving loan. The
Revolving Loan carries an interest rate based wpmorsenior unsecured credit ratings. As a requitrést would currently accrue on
borrowings under the Revolving Loan at an average of LIBOR plus 105 basis points. The terms efRevolving Loan require us to pay
annual facility fee equal to .25% of the aggregat®unt of the Revolving Loan. We currently haveeit rating of BBB-assigned
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by Standard & Poor’s and Fitch Inc. In August 200®0dy’s Investor Service downgraded our assigmeditrating from Baa3 to Bal. We
cannot provide any assurances Moody’s or the oHtarg agencies will not further change our credliings. If our credit ratings by two or
more rating agencies are lowered, the interestorateorrowings under our revolving loan would béoauatically increased.

The terms of the revolving loan and the indenthed §overns our outstanding notes require us tgbowith certain operating and
financial covenants and performance ratios. Wecargently in compliance with all such requiremeritkhough we expect to remain in
compliance with the covenants and ratios underewolving loans for at least the next several qrartdepending upon our future operating
performance, we cannot assure you that we willinaetto be in compliance.

The following table sets forth more detailed infation about our ratio and covenant compliance utiteRevolving Loan. Certain of
these definitions may differ from similar terms dge the consolidated financial statements and foayexample, consider our proportionate
share of investments in unconsolidated affiliakes.a more detailed discussion of the covenantsiirevolving loan, including definitions
certain relevant terms, see the credit agreemerrgimg our revolving loan which is included asextibit to our Quarterly Report for the
period ended June 30, 2003 as Exhibit 10.

September 30, 2003

Total Liabilities Less Than or Equal to 57.5% oftdlcAsset: 53.€%
Unencumbered Assets Greater Than or Equal to Ztismsecured Del 2.12
Secured Debt Less Than or Equal to 35% of Totakts 24.2%
Adjusted EBITDA Greater Than 2.10 times Interespé&nse 2.1¢
Adjusted EBITDA Greater Than 1.55 times Fixed Clea 1.6:
Adjusted NOI Unencumbered Assets Greater Thanth#s Interest on Unsecured Di 2.5¢
Tangible Net Worth Greater Than $1.573 Billi $ 1.673billion
Restricted Payments, Including Distributions tor@halders, Less Than or Equal to 95% of

CAD 53.2%

The following table sets forth more detailed infation about the Operating Partnership’s ratio ancnant compliance under the
Operating Partnershipindenture as of September 30, 2003. Certainasietilefinitions may differ from similar terms usedhe consolidate
financial statements and may, for example, consideproportionate share of investments in uncodatdd affiliates. For a more detailed
discussion of the covenants in our indenture, oticlg definitions of certain relevant terms, seeitttenture governing our unsecured notes
which is incorporated by reference in our 2002 AairiReport as Exhibit 4.2.

September 30, 20C

Overall Debt Less Than or Equal to 60% of Adjustethl Asset: 41.5%

Secured Debt Less Than or Equal to 40% of AdjuStedl Asset: 18.1%
Income Available for debt service Greater Than 1iB@s Annual Service Chari 2.7
Total Unencumbered Assets Greater Than 200% of duimed Deb 295.59%

Current and Future Cash NeedsHistorically, rental revenue has been the princgoairce of funds to meet our short-term liquidity
requirements, which primarily consist of operatmgenses, debt service, stockholder distributiang,guarantee obligations and ordinary
capital expenditures. In addition, construction agement, maintenance, leasing and managementdeegtovided sources of cash flow.
We presently have no plans for major capital improents to the existing properties except for apprately $9.9 million in general and non-
recurring renovations at certain properties. Initamitl we could incur tenant improvements and leasamissions related to any releasing of
space previously leased by WorldCom and US Airways.

On December 1, 2003, $146.5 million of our 8.0%d$aind $100.0 million of our 6.75% Notes will matuk portion of this debt
totaling $127.5 million is expected to be refinashe@gth 10-year secured debt at an effective rate. 26%. We also plan to enter into a $100.0
million two-year unsecured term loan with a flogtimate that will initially be set at 1.3% over LIBROThe remaining $19.0 million is
expected to be re-paid with proceeds from asses salwith funds from our $250.0 million seniorditdacility.
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Although the 10-year secured loan and the two-yeaecured loan have been approved by the lendtiguitions, they are each subject
to definitive documentation. Assuming we are susftésn obtaining financing on the terms descriladdve, we anticipate annual interest
savings of approximately $8.9 million, or $0.15 pkare.

In addition to the requirements discussed aboveslort-term (within the next 12 months) liquidigquirements also include the
funding of our existing development activity, seélee asset acquisitions and first generation teimaptovements and lease commissions on
properties placed in service that are not fulhsézh We expect to fund our sheetm liquidity requirements through a combinatidrmorking
capital, cash flows from operations and the follugvi

. borrowings under our unsecured revolving loan $154.7 million of availability as of October 22003);
. the selective disposition of non-core assets agrassets the sale of which can generate attragtivens;

. the sale or contribution of some of our wholly-owrgoperties, development projects and developtaadtto strategic joint
ventures to be formed with unrelated investorsciviwill have the net effect of generating additiorepital through such sale
or contributions; an

. the issuance of secured debt (at September 30, 2@08ad $2.5 billion of unencumbered real estasets at cost).

Our long-term liquidity needs generally include fhading of existing and future development acjivitelective asset acquisitions and
the retirement of mortgage debt, amounts outstgnairder the Revolving Loan and long-term unsecdedat. We remain committed to
maintaining a flexible capital structure. Accordingve expect to meet our lorigrm liquidity needs through a combination of (1§ tssuanc
by the Operating Partnership of additional unsetdebt securities, (2) the issuance of additiogaltg securities by the Company and the
Operating Partnership as well as (3) the sourcssrithed above with respect to our shiertm liquidity. We expect to use such sources tet
our long-term liquidity requirements either throudjhect payments or repayment of borrowings underunsecured revolving loan. We do
not intend to reserve funds to retire existing sedwr unsecured indebtedness upon maturity. ldstea will seek to refinance such debt at
maturity or retire such debt through the issuarf@qaity or debt securities.

We anticipate that our available cash and cashvetguits and cash flows from operating activitiegshwash available from borrowings
and other sources, will be adequate to meet outatamd liquidity needs in both the short and leegn. However, if these sources of funds
are insufficient or unavailable, our ability to neathe expected distributions to stockholders dised$elow and satisfy other cash payments
may be adversely affected.

Commitments and Contingenciesln connection with the disposition of 225,000 sguieret of property, fully leased to Capital One
Services, Inc., a subsidiary of Capital One FinalnServices, Inc., we agreed to guarantee anystentfalls and re-tenanting costs for a five
year period of time from the date of sale. Our cayent liability with respect to such guarante@tSeptember 30, 2003 is $17.5 millic
Because of this guarantee, in accordance with GA¥ePhave deferred the gain of approximately $6.8ianj which will be recognized when
the contingency period is concluded.

In connection with the disposition of 298,000 sgufet of property, fully leased to Capital Onev&mss, Inc., a subsidiary of Capital
One Financial Services, Inc., we agreed to guagaoteer various contingency periods through ApdiD&, any rent shortfalls on certain spi
Our contingent liability with respect to such gu#tese as of September 30, 2003 is $4.4 million. Beeaf this guarantee, in accordance with
GAAP, we have deferred $4.4 million of the total4sgillion gain. The deferred portion of the gaiiil Wwe recognized when each continge
period is concluded.

Joint Ventures. During the past several years, in order to gene@déional capital, we have formed various joiahiures with
unrelated investors. We have retained minority tygaierests ranging from 12.50% to 50.00% in thjes® ventures. As required by GAAP,
we have accounted for our joint venture activitingghe equity method of accounting, as we do ootrol these joint ventures. As a result,
the assets and liabilities of our joint ventures @t included on our balance sheet and the resfutigerations of the ventures are not inclu
on our income statement, other than as equityrinirgs of unconsolidated affiliates.
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In connection with several of our joint venturetpars with unaffiliated parties, we have agreeduarantee certain rent shortfalls and
re-tenanting costs for certain properties conteduir sold to the joint ventures. As of Septemi@er2B03, we have $12.9 million accrued for
obligations related to these agreements. We betleateour estimates related to these agreementdaguate. However, if our assumptions
and estimates prove to be incorrect, future losssoccur.

Certain properties owned in joint ventures withffiiated parties have buy/sell options that mayesercised to acquire the other
partners interest by either us or our joint venture partheertain conditions are met as set forth in thgpective joint venture agreement.
partner in SF-HIW Harborview, LP has the right td fis 80.0% equity interest in the partnershipgan cash at anytime during the one-year
period commencing on September 11, 2014. The \althe equity interest will be determined basedrughe then fair market value of SF-
HIW Harborview, LP assets and liabilities.

The following discussion provides additional inf@tion regarding significant transactions with ainj ventures.

On July 29, 2003, we acquired the assets and/gpartmer’s 80.0% equity interests related to 1ppprtes encompassing 1.3 million
square feet owned by MG-HIW, LLC. The properties lacated in Atlanta, the Research Triangle andpearAt the closing of the
transaction, we paid our partner, Miller Global8&2million, repaid $41.4 million of debt relatesithe properties and assumed $64.7 million
of debt. The transaction implies a valuation (180 @wnership) for the assets of $138.3 million atiteonet assets of approximately $2.9
million.

In December 2000, we guaranteed our 80.0% pamn&d-HIW, LLC joint venture, a minimum internal eabf return on $50.0 million
of their equity investment in the remaining asséthe joint venture (the “Orlando assets”). OryR®, 2003, we entered into an option
agreement to acquire Miller Global's 80.0% inteiieshe Orlando assets for between $62.5 and $68li2n depending on the closing date
and the distributions from the joint venture priorclosing. Based on the terms of the agreemeatptinchase option price range satisfies the
internal rate of return guarantee. In connectiath whe option agreement, we entered into a lefteraglit in the amount of $7.5 million in
favor of Miller Global, which can be drawn by Mitl&lobal in the event we do not exercise our optmpurchase their 80.0% interest in the
remaining assets of MG-HIW, LLC by March 24, 2004.

As part of the MG-HIW, LLC acquisition on July 22003, we entered into an option agreement withpautner, Miller Global, to
acquire their 50.0% interest in the remaining assatompassing 87,832 square feet of property ofHWW8 Metrowest |, LLC and MG-HIW
Metrowest Il, LLC for $3.2 million. The $7.4 millioconstruction loan to fund the development of ghigperty, of which $6.3 million is
outstanding at September 30, 2003, will be eitlaéd p full or assumed by us in connection with #foguisition of the remaining assets.

Also as a part of the MG-HIW, LLC acquisition oryd@9, 2003, we were assigned Miller Global’s 50.8@ity interest in the single
property encompassing 53,896 square feet owned®yHWV Peachtree Corners Ill, LLC. The constructioan, which was made to this
joint venture by an affiliate of the Company hadrsterest rate of LIBOR plus 200 basis points amd waid in full on July 29, 2003
connection with the assignment.

In connection with the Des Moines joint venture rguiees in place prior to January 1, 2003, the mami potential amount of future
payments we could be required to make under theagtee is $25.7 million. Of this amount, $8.6 noifliarose from housing revenue bonds
that require credit enhancements in addition tadla¢ estate mortgages. The bonds bear a floattegeist rate, which currently averages 1.0%
and mature in 2015. Guarantees of $9.6 million @ifbire upon two industrial buildings becoming 98.8nd 95.0% leased. Currently, these
buildings are 84.0% and 63.0% leased, respectifélg.remaining $7.5 million in guarantees relat®sms on four office buildings that were
in the lease-up phase at the time the loans wératéd. Each of the loans will expire by May 2008e average occupancy of the four
buildings at September 30, 2003 is 91.0%. If thietjeentures are unable to repay the outstanditanbea under the loans, we will be requii
under the terms of the agreements, to repay thetamding balance. Recourse provisions exist tolenebto recover some or all of our losses
from the joint ventures’ assets and/or the othemga. The joint ventures currently generate sigdficcash flow to cover the debt service
required by the loans.
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In connection with the RRHWoods, LLC joint ventuwes renewed our guarantee of $6.2 million to a banluly 2003. The bank
provides a letter of credit securing industrialeeue bonds, which mature in 2015. We would be redub perform under the guarantee
should the joint venture be unable to repay thelboWe have recourse provisions in order to recfreen the joint venture’s assets and the
other partner for amounts paid in excess of oup@tionate share. The property collateralizinglibads is 100.0% leased and currently
generates sufficient cash flow to cover the debtise required by the bond financing.

With respect to the Plaza Colonnade, LLC joint uesitwe have included $2.8 million in other liatd#ls and adjusted the investment in
unconsolidated affiliates by $2.8 million on ounesolidated balance sheet at September 30, 20G8adtatwo separate guarantees of a
construction loan agreement and a construction tetiop agreement. The construction loan maturdzioruary 2006, with two one-year
options to extend the maturity date that are camthd on completion and lease-up of the projece Trm of the construction completion
agreement requires the core and shell of the Imgjlth be completed by December 15, 2005. Both giees arose from the formation of the
joint venture to construct an office building. lifet joint venture is unable to repay the outstantisgnce under the construction Ic
agreement or complete the construction of the effigilding, we would be required, under the terfrthe agreements, to repay our 50.0%
share of the outstanding balance under the cotistndoan and complete the construction of theceftiuilding. The maximum potential
amount of future payments by us under these agmsie$34.9 million. No recourse provisions efistt would enable us to recover from
the other partner amounts paid under the guaradteever, given that the loan is collateralizedHwy building, we and our partner could
obtain and liquidate the building to recover theoamts paid should they be required to perform utiteguarantee.
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The following table sets forth information regamgliour joint venture activity as recorded on theegsive joint venture’s books at
September 30, 2003 and December 31, 2002 ($ irs#muls):

Balance Sheet Data

Board of Trade Investment Compa
Dallas County Partne (1)

Dallas County Partners (1)
Fountain Thre(1)

RRHWoods, LLC(1)
Kessinger/Hunter, LL(

4600 Madison Associates, |
Highwoods DLF 98/29, LI
Highwoods DLF 97/26 DLF 99/32, L
Highwood«-Markel Associates, LL(
MG-HIW, LLC

MG-HIW Peachtree Corners Ill, LL
MG-HIW Metrowest I, LLC
MG-HIW Metrowest Il, LLC
Concourse Center Associates, L
Plaza Colonnade, LL!

SF-HIW Harborview, LP

Total

Percent

September 30, 2003

December 31, 2002

Total

Total

Total

Total

Owned Assets Debt Liabilities Assets Debt Liabilities
49.0% $ 8,08: $ 79z $ 1,141 $ 7,77t $ 91¢ $ 1,071
50.0(% 41,87: 38,23¢ 40,60¢ 44,12¢ 38,90+ 41,28t
50.0(% 18,08t 22,75¢ 23,78¢ 18,90( 23,58 24,87
50.0(% 34,36¢ 30,191 32,05¢ 37,15¢ 30,95¢ 32,58!
50.0(% 80,97t 66,49¢ 69,47¢ 82,64¢ 68,56 71,76,
26.5(% 8,337 — 284 12,92¢ — 88¢
12.5(% 22,40( 16,89] 17,547 23,25¢ 17,38t 17,89¢
22.81% 140,70¢ 67,48¢ 69,88: 141,14 68,20¢ 70,48:
42.9% 116,63° 59,19 61,70: 119,13 59,68¢ 62,60!
50.0(% 15,62¢ 11,58¢ 12,02: 16,02¢ 11,62¢ 12,58:
20.0(% 198,01¢ 136,20° 142,14 355,10: 242 ,24( 249,34(
50.0(% — — — 3,80¢ 2,49¢ 2,82:
50.00% 1,601 — 22 1,601 — 3
50.0(% 10,32¢ 6,257 6,52¢ 9,60( 5,372 5,54(
50.00(% 14,56( 9,737 10,02t 14,89¢ 9,85¢ 10,19:
50.0(% 19,22¢ 9,93¢ 10,571 3,591 — 3
20.0(% 40,58¢ 22,80( 24,68: 41,13¢ 22,80( 25,22t
$771,41. $498,57: $522,48: $932,83: $602,60: $629,15!

The following table sets forth information regamgliour joint venture activity as recorded on theegsive joint venture’s books during
the nine months ended September 30, 2003 and #0682 ousands):

September 30, 2003

Percent
Owned

Income Statement Data:
Board of Trade Investment

Company
Dallas County Partne (1)

49.0(%
50.0(%

Dallas County Partners (1) 50.0(%
Fountain Thre«(1) 50.0(%
RRHWoods, LLC(1) 50.0(%

Kessinger/Hunter, LL(
4600 Madison Associates,

26.5(% (2)

LP 12.5(%
Highwoods DLF 98/29, LI 22.81%
Highwoods DLF 97/26 DLI

99/32, LP 42.92%
Highwoods-Markel

Associates, LLC 50.0(%
MG-HIW, LLC 20.00%
MG-HIW Peachtree Corne

I, LLC 50.0(%
MG-HIW Rocky Point, LLC 54 0% @
MG-HIW Metrowest |, LLC 50.0(%
MG-HIW Metrowest I,

LLC 50.0(%
Concourse Center

Associates, LLC 50.0(%
Plaza Colonnade, LL! 50.0(%

SF-HIW Harborview, LP

20.0(% (4)

September 30, 2002

Net

Net

Operating Depr/ Income/ Operating Depr/ Income/

Revenue Expenses Interest Amort (Loss) Revenue  Expenses Interest Amort (Loss)
$ 1,76¢$ 1,191 % 50$ 304% 22 $ 2,01z $ 1,21¢ $ 64 $ 251 $ 481
7,95¢ 4,135 2,07¢ 1,41t 32t 8,38¢ 4,102 1,97¢ 1,47( 841
457¢ 1912 1,77¢ 617 275 4,457 1,897 1,85¢ 79€ (96)
5,174/ 2,34¢ 1,687 1,16( (29 4,99¢ 2,045 1,52¢ 98¢ 44¢
10,91¢ 5,551 1,97¢ 2,54f 84: 10,28t 5,257 2,75¢ 2,68¢ (417)
451: 3,53¢ — 54C 437 4,871 3,70( — 51C 667
4,12z 1,597 88¢ 1,331 30¢€ 3,94¢ 1,461 952 1,324 20¢
14,49: 4,142 3,44¢ 2,59: 4,31( 15,45¢ 4,127 3,49¢ 2,53¢ 5,29¢
12,08: 3,34t 3,44¢ 2,97¢ 2,31( 12,65¢ 3,27z 3,47¢ 2,972 2,93t
2,46z 1,30C 80C 464 (102 2,38  1,24: 725 41¢ (5)
32,86: 12,25« 6,20z 6,29t 8,1113 38,347 13,37¢ 8,09¢ 6,16( 10,71«
21¢ 75 73 76 (5) — 29 — 28 (57)

— — — — — 1,80( 55¢E 271 24¢ 72€
— 26 — — (26) — 19 — — (19)
441 32t 124 252 (260 204 17¢€ 20 181 (1793
1,55¢€ 401 51¢ 227 41C 1,58¢ 401 50¢ 227 45C
10 2 — 3 5 5 — — 1 4
4,20¢ 1,28¢ 1,052 65C 1,21¢ 271 74 79 72 46



Total $107,36( $43,42¢ $24,127 $21,45( $18,35¢ $111,66¢ $42,94: $25,80¢ $20,86¢ $22,05¢

(1) Des Moines joint venture

(2) We decreased our ownership percentage from 30.0@émember 30, 2002 to 26.50% at September 3@.

(3) Netincome excludes a $12.1 million impairment glezait the joint venture level of which our shar2s4 million. (See Note 3 to tl
Consolidated Financial Statements for further dis@mn). With the impairment charge, the joint veatnad a net loss of $4.0 millic

(4) On June 26, 2002, we acquired our joint venpanener’s interest in MG-HIW Rocky Point, LLC, vehi owned Harborview Plaza, a
205,000 rentable square foot office property. Opt&aber 11, 2002, we contributed Harborview Plaz&R-HIW Harborview, LP, a
newly formed joint venture with a different partnigr exchange for a 20.0% limited partnership ies¢and $12.1 million in cas
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As of September 30, 2003, our joint ventures hga@pmately $498.6 million of outstanding debt ahd following table sets forth the
principal payments due on that outstanding longitéebt as recorded on the respective joint verguredks at September 30, 2003 ($ in
thousands):

Percent Within Within Within Within Within

Owned Total 1 year 2 years 3 years 4 years 5 years Thereafter
Board of Trade Investment Compa 49.0% $ 79z $ 18C $ 19 ¢ 21C $ 207 $ — $ —
Dallas County Partne(1) 50.0(% 38,23 951 1,022 4,43; 8,82¢ 7,69t 15,30¢
Dallas County Partners (1) 50.0(% 22,75¢ 1,211 1,34( 1,48: 1,64z 1,817 15,26:
Fountain Thre(1) 50.0(% 30,19: 1,09( 1,15¢€ 1,22¢ 1,29¢ 6,60( 18,82
RRHWoods, LLC(1) 50.0(% 66,49¢ 36€ 397 424 4,25¢ 37¢ 60,67¢
4600 Madison Associates, | 12.5(% 16,89: 69¢ 74¢ 80z 85¢& 91¢ 12,86¢
Highwoods DLF 98/29, LI 22.81% 67,48¢ 1,01¢ 1,08¢ 1,16¢ 1,24¢ 1,33¢ 61,637
Highwoods DLF 97/26 DLF 99/32, L 42.9%% 59,19° 70C 75€ 81t 88C 95C 55,09¢
Highwood«-Markel Associates, LL( 50.0(% 11,58¢ 98 10¢ 11¢€ 12¢ 13t 11,00(
MG-HIW, LLC 20.0(% 136,20 — — 136,20 — — —
MG-HIW Metrowest II, LLC 50.0(% 6,257 — 6,257 — — — —
Concourse Center Associates, L 50.0(% 9,737 17z 18t 19¢ 213 22¢ 8,73¢
Plaza Colonnade, LL! 50.0(% 9,93¢ — — — 9,93¢ — —
SF-HIW Harborview, LP 20.0(% 22,80( — — — — 372 22,42¢
Total $498,57(2) $6,48¢ $13,25¢ $147,07¢ $29,49¢ $20,42¢ $281,83:

(1) Des Moines joint venture
(2) All of this joint venture debt is non-recoutseus except in the case of customary exceptiortaipag to such matters as misuse of
funds, environmental conditions and material misgepntations and those guarantees and loans d=bsar* Joint Venture” above.

Interest Rate Hedging Activities.To meet in part our long-term liquidity requiremgnive borrow funds at a combination of fixed and
variable rates. Borrowings under our revolving lb@ars interest at variable rates. Our long-terbt,dehich consists of long-term financings
and the unsecured issuance of debt securitiegaypbears interest at fixed rates. In additior, vave assumed fixed rate and variable rate
debt in connection with acquiring properties. Querest rate risk management objective is to lthetimpact of interest rate changes on
earnings and cash flows and to lower our overatidwaing costs. To achieve these objectives, franetto time we enter into interest rate
hedge contracts such as collars, swaps, capseagiity lock agreements in order to mitigate owarést rate risk with respect to various debt
instruments.

The following table sets forth information regarmgliour interest rate hedge contracts as of Septe@ihe&003 ($ in thousands):

Notional Maturity Fixed Fair Market
Type of Hedge Amount Date Reference Rate Rate Value
Interest Rate Swa $20,00(C 1/2/200¢ 1 month USI-LIBOR-BBA 0.99(% $ 4
Interest Rate Swa $20,000 6/1/200¢ 1 month USI-LIBOR-BBA 1.59(% $ (6)
$ @

The interest rate on all of our variable rate delstdjusted at one and three month intervals, stibjesettlements under these contracts.
We also enter into treasury lock agreements frome tio time in order to limit our exposure to arr@ase in interest rates with respect to
future debt offerings. During the nine months en8eg@tember 30, 2003, $3.9 million was received foounterparties under interest rate
hedge contracts.

Share and Unit RepurchasesDuring the quarter ended September 30, 2003, wecbpsed a total of 104,535 Common Units at a
weighted average price of $22.80 per unit. We Haganmillion shares/units remaining under our preslg announced share repurchase
programs.

WorldCom and US Air Bankruptcies. On July 21, 2002, WorldCom filed a voluntary petitiwith the United States Bankruptcy Court
seeking relief under Chapter 11 of the United St8@nkruptcy Code. As of December 31, 2002, World@ejected two leases encompas
819,653 square feet with annualized revenue ofceqapately $14.9 million. In addition, effective Mdy 2003, WorldCom rejected an
additional lease encompassing 21,806 square féetawnualized revenue of approximately $311,000.
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We have filed claims in connection with the rejedieases in the amount of $21.5 million. Becauaerd will be subject to
WorldCom'’s approved plan of reorganization andahailability of funds to pay creditors, we expectual amounts to be received in
satisfaction of these claims to be less than thefmount of the claims.

On August 11, 2002, US Airways filed a voluntaryifien with the United States Bankruptcy Court segkelief under Chapter 11 of
the United States Bankruptcy Code. We enteredantagreement with US Airways that was approvecbyUnited States Bankruptcy Court
on February 21, 2003, whereby they will continuéetise 293,007 square feet. Additionally, we hayreed to a $600,000 reduction in anr
rent on one lease, encompassing 81,220 squararfdetxpiring on December 31, 2007, for the remgitémm of the lease.

We cannot provide any assurance that we will be abfte-lease rejected space quickly or on as épleterms.

Distributions to Stockholders. To maintain our qualification as a REIT, we mustilbute to stockholders at least 90.0% of REIT
taxable income. We generally expect to use our fiashfrom operating activities for distributions shareholders and for payment of
recurring, non-incremental revenue-generating edijperes. The following factors will affect cashle from operating activities and,
accordingly, influence the decisions of the Boar®iwectors regarding distributions:

. debt service requirements after taking into accdet covenants and the repayment and restructafiogrtain indebtedness;
. scheduled increases in base rents of existingdease

. changes in rents attributable to the renewal dftiyg leases or replacement leases;

. changes in occupancy rates at existing propertidsegecution of leases for newly acquired or dgwedioproperties; and

. operating expenses and capital replacement needs.

Based on management’s current expectation of fudpeeating performance, we believe that cash aMailfr distribution will continue
to decrease in 2003 as compared to 2002 due ta foweds from operations and higher expected capitpenditures per square foot relate
the signing of new leases. As a result of thesmefacon April 24, 2003, we announced that our BadrDirectors had reduced the annual
dividend rate from $2.34 per share to $1.70 pereshEccordingly, on April 24, 2003, July 29, 200@deOctober 28, 2003, a $0.425 cash
dividend was declared by our Board of Directorstfar quarters ended March 31, 2003, June 30, 203 aptember 30, 2003, respectively.
Any future distributions will be made at the digaa of the Company’s Board of Directors and wilpgnd upon the factors discussed above.

We have paid the following per share dividendsmfyithe past two years and the nine months endew@bpr 30, 2003:

Quarter Ended 2003 2002 2001

March 31 $0.585 $0.58 $ 0.57
June 3( $0.42 $0.58: $ 0.57
September 3 $0.425  $0.58t $0.58¢
December 3. $0.585  $0.58¢

Impact of Recently Issued Accounting Standards

In April 2002, the FASB issued Statement No. 148 $cission of FASB Statements No. 4, 44, and 64eWdment of FASB Statement
No. 13, and Technical Correctic” (“SFAS 145"), which rescinds Statement No. 4, @thirequired all gains and losses from the
extinguishment of debt to be aggregated, and iEnedt classified as an extraordinary item, netetdited income tax effect. The provisions of
SFAS 145 related to the rescission of StatementiNwe effective for financial statements issuedifzal years beginning after May 15,
2002. The
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statement also requires gains and losses fromxtiregaishment of debt classified as an extraordiritgm in prior periods presented that do
not meet the criteria in Accounting Principles Bb&APB") Opinion 30 for classification as an extrdinary item to also be reclassified. We
adopted SFAS 145 in the first quarter of 2003.dooadance with the statement, we reclassified ffsen the extinguishment of debt of
$378,000 recorded as an extraordinary item toéstezxpense in its Consolidated Statements of ledomthe three and nine months ended
September 30, 2002.

In November 2002, the FASB issued Interpretation 45 “Guarantor’'s Accounting and Disclosure Reguients for Guarantees,
Including Indirect Guarantees of Indebtedness be@t’ (“FIN 45"), which changes the accounting fand disclosure of, certain guarantees.
Beginning with transactions entered into after Delger 31, 2002, certain guarantees are to be reg@atdair value, which is different from
prior practice, under which a liability was recaddenly when a loss was probable and could be reddypestimated. In general, the change
applies to contracts or indemnification agreem#émds contingently require us to make paymentsdoaanteed third-party based on changes
in an underlying asset, liability, or equity setyinf the guaranteed party. However, a guarantes déndemnification whose existence
prevents the guarantor from being able to eitheoat for a transaction as the sale of an asseisthelated to the guarantee’s underlying or
recognize in earnings the profit from that sal@setion is exempt from the interpretation. Theldsure requirements in this Interpretation
are effective for interim and annual periods endifigr December 15, 2002. As of September 30, 2083ad various guarantees in effect as
further discussed in Note 10 to the Consolidatedi¢ial Statements.

In December 2002, the FASB issued Statement Nqg."B8ounting for Stock-Based Compensation - Traosiand
Disclosure” (“SFAS 148"), which amends FASB No. 128ccounting for Stock-Based Compensation,” toypde alternative methods of
transition for a voluntary change to the fair vahased method of accounting for stock-based emplogenpensation. In addition, the
statement amends the disclosure requirements teEn¢at No. 123 to require prominent disclosurdsath annual and interim financial
statements related to the method of accountingtmk-based employee compensation and the effébeahethod used on reported results.
The standard is effective for financial statemésgsed for fiscal years beginning after DecemberR082. On January 1, 2003, we adopted
the fair value recognition provision prospectivédy all awards granted after January 1, 2003. Utidierprovision, total compensation
expense related to stock options is determinedyubim fair value of the stock options on the dditgrant and is recognized on a straight-line
basis over the option vesting period. Prior to 2008 accounted for stock options under this platenthe guidance of APB Opinion 25,
“Accounting for Stock Issued to Employees and Reldhterpretations.” (See Note 11 to the Consatid&tinancial Statements for further
discussion.)

In January 2003, the FASB issued Interpretation46a(“FIN 46”), “Consolidation of Variable IntereEntities” (“VIES”), the primary
objective of which is to provide guidance on thentification of entities for which control is ackiedl through means other than voting rights
and to determine when and which business enterghiseld consolidate the VIEs. This new model agplben either (1) the equity investors
(if any) do not have a controlling financial inteter (2) the equity investment at risk is insuéfitt to finance that entity’s activities without
additional financial support. In addition, FIN 4&quires additional disclosures. FIN 46 is curremtlgffect for our interests in VIEs acquired
subsequent to January 31, 2003. As a result of F81&B Position FIN 46-6, we are deferring the &ggilon of FIN 46 for interests in VIES
or potential VIEs owned at January 31, 2003 uh#lamended effective date of December 31, 2008tinipation of additional guidance to
provided by the FASB. We currently have 17 joinhteges with unrelated investors in which applicatid FIN 46 will be deferred. We have
retained minority equity interests in these joiahtures ranging from 12.50% to 50.00%. These jontures were formed for the
development, management and leasing of office, st and retail properties. (See Note 2 to thasdtidated Financial Statements for
further discussion.) FIN 46 requires us to disclogemaximum exposure to loss as a result of owsliement with these entities, which
would be $104.4 million assuming we would be reggito fully satisfy our debt guarantees and expede complete loss of our equity
investment in such entities. Transactions betweseang these entities resulted in a total of $3/Bamiof management, development and
commission fee income to us for the nine monthedrkeptember 30, 2003 and 2002.

In April 2003, the FASB issued Statement No. 149ntndment of Statement 133 on Derivative Instrusanid Hedging
Activities” (“SFAS 149"). SFAS 149 amends and di@s accounting for derivative instruments, inchglcertain derivative instruments
embedded in other contracts, and for hedging déiesvunder Statement 133. SFAS 149 is effectivednitracts entered into or modified after
June 30, 2003, with some exceptions, and for hedgilationships designated after June 30, 2003 gliidance should be applied
prospectively. The provisions of SFAS No. 149 dbheve a material impact on our financial conditéom results of operations.
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In May 2003, the FASB issued Statement No. 13@cbunting for Certain Financial Instruments withaCacteristics of Both Liabilitie
and Equity” (“SFAS 150"). SFAS 150 establishes dtads on the classification and measurement ddiogiinancial instruments with
characteristics of both liabilities and equityrdtjuires that an issuer classify a financial imsteat that is within its scope as a liability (or an
asset in some circumstances). This Statementastafé for financial instruments entered into ordified after May 31, 2003, and otherwise
is effective July 1, 2003. It is to be implemenbgdreporting the cumulative effect of a changeriraacounting principle for financial
instruments created before the issuance dateofthiement and still existing at the beginninthefinterim period of adoption. As of
September 30, 2003, the provisions of SFAS 150addhave a material impact on our financial conditio results of operations. However,
we believe the implementation of FIN 46 at Decen81er2003, as mentioned above, may result in ntinarterest in VIES, which is
classified as non-controlling interests in finitkelentities under SFAS 150. At its October 29, 2@fkeeting, the FASB voted to defer
indefinitely SFAS 150 as it relates to non-contngjlinterests in finite-life entities.

Funds From Operations and Cash Available for Distrbutions

We consider funds from operations (“FFO”) and casghilable for distributions (“CAD”) to be usefuhfancial performance measures of
the operating performance of an equity REIT. Togethith net income and cash flows from operatingesting and financing activities, FFO
and CAD provide an additional basis to evaluateathiity of a REIT to incur and service debt, fumehuisitions and other capital
expenditures and pay distributions. FFO and CADalorepresent net income or cash flows from opegainvesting or financing activities
defined by GAAP. They should not be consideredtesratives to net income as an indicator of owerafing performance or to cash flows
a measure of liquidity. FFO and CAD do not measuhether cash flow is sufficient to fund all casleds, including principal amortization,
capital improvements and distributions to stockeadd Further, FFO as disclosed by other REITs noayp@ comparable to our calculation of
FFO, as described below.

Our calculation of FFO, which is consistent witle ttalculation of FFO as defined by the Nationalossation of Real Estate Investment
Trusts (NAREIT), is as follows:

* Netincome (los—computed in accordance with GAA

» Plus depreciation and amortization of assets uhjcgignificant to the real estate indust

» Less gains (or plus losses) from sales of degbéeioperating properties and items that are ¢ledsas extraordinary items under
GAAP;

*  Plus minority interest
» Less dividends to preferred sharehold

* Plus or minus adjustments for unconsolidatedngasthips and joint ventures (to reflect funds frgperations on the same basis);
and

» Plus or minus adjustments for depreciation andréization, gain/(loss) on sale and minority instnelated to discontinued
operations

CAD is defined as FFO reduced by non-revenue enhgmepital expenditures for building improvemeas! tenant improvements and
lease commissions related to second generatior spaaddition, CAD includes both recurring and mmurring operating results. As a res
nonrecurring items that are not defined as “exttexary” under GAAP are reflected in the calculation of CADaddition, nonrecurring iten
included in the calculation of CAD for periods edddter March 28, 2003 meet the requirements of t@(e) of Regulation &; as amende
January 22, 2003.
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FFO and CAD for the three and nine months endete8dger 30, 2003 and 2002 are summarized in thevfoll table ($ in thousand:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Funds from operations:
Net income $21,47: $1482: $ 42,768 $ 69,44«
Add/(Deduct):
Depreciation and amortizatic 31,54 29,87: 95,77+ 86,99¢
Gain/(loss) on disposition of depreciable as 203(1) (177) (2) (37 (1) (14,619 (1)
Minority interest 857 1,841 2,42¢ 7,56¢
Dividends to preferred sharehold (7,719 (7,717 (23,139 (23,139
Unconsolidated affiliates
Depreciation and amortizatic 2,23t 2,432 7,13¢ 7,06t
Discontinued operatior(3) :
Depreciation and amortizatic 372 2,95¢ 2,21¢ 8,76¢
Gain on sale, net of minority intere (11,280 (1) 12 (1) (12,749 (1) (2,629 (1)
Minority interest in incomq 372 66¢ 1,45(C 2,15¢
Funds from operatior 38,06: 44,6942) 115,84¢ 141,60:(2)
Cash available for distribution:
Add/(Deduct):
Rental income from straig-line rents (1,136 (1,2272) (4,507 (2,540
Amortization of intangible lease ass 212 — 212 —
Impairment charge — 3,35: 2,701 13,15:
Amortization of deferred financing cos 81¢ 347 2,20z 1,02
Non-recurring compensation exper — — — 3,70(
Litigation reserve — 2,70C — 2,70C
Non-incremental revenue generating capital expenditi
Building improvements pai (4,500 (1,740 (120,02%) (4,867)
Second generation tenant improvements (6,589 (5,829 (18,009 (12,735
Second generation lease commissions (4,55)) (3,699 (11,465 (9,359

(15,639 (11,259 (39,49%) (26,949

Cash available for distributic $22,31¢ $38614 $ 76,96 $132,69:

Per common share/common unit-diluted:

Funds from operatior $ 0.64 $ 0.7¢ $ 1.9¢ $ 23c

Dividends paic m m $ 143t $ 1.75t
Dividend payout ratios: I I

Funds from operatior 66.£% 79.£% 74.4% 75.2%

Cash available for distributic 113.% 91.9% 112.(% 80.2%
Weighted average shares/units outstan- diluted(4) % m 60,06 60,73(
Net cash provided by/(used in) I I

Operating activitie: $54,88° $7528¢ $128,76( $172,97¢

Investing activities $ 14,59¢ $ 18,48( $ 97€ $ 85,27¢

Financing activitie: @) M) $(127,67()  $(244,83¢)
Net increase/(decrease) in cash and cash equivale m $_(19E) $ 2,066 $ 13,42

In October 2003, NAREIT issued a Financial Repgrtitert that changed its current implementatiordgaice for FFO regardir



impairment charges. Accordingly, impairment chardgage been excluded from gain/(loss) on dispositiodiepreciable assets in the
calculation of FFO. In addition, as a result of BFAESB’s “Rescission of FASB Statements No. 4, 44 &4, Amendment of FASB Statement
No. 13, and Technical Correcti¢’ (“SFAS 145"), losses on the extinguishment of el no longer be classified as an extraordinideym in
the Company’s Consolidated Statements of Incomeréefare, the calculation of FFO no longer includesaddback of this amount. See pe
2 of this table for a reconciliation of gains/(les}to the Company’s Consolidated Statements aithiecand the impact these changes have
had on FFO, in dollars and per share amounts |lfpedods presented.
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(1) The following is a reconciliation of gain/(Igssn disposition of depreciable assets includetiénFFO calculation and gain/(loss) on
disposition of depreciable assets included in tom@any’s Consolidated Statements of Income fothhee and nine months ended
September 30, 2003 and 201

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Continuing Operations:
Gain/(loss) on disposition of depreciable asset$p€© calculatior $ (205 $ 171 $ 37 $14,61¢
Impairment charge — (500 — (9,56¢)
Gain/(loss) on disposition of depreciable assetQoasolidated
Statements of Incorr $ (209 $ (329 $ 37 $ 5,05
Discontinued Operations:
Gain/(loss) on disposition of depreciable asset$p€© calculatior $11,280 $ 12 $12,747 $ 2,62¢
Impairment charge — (2,857%) (28¢) (3,589
Gain/(loss) on disposition of depreciable assetQoasolidated
Statements of Incon $11,28( $(2,841) $12,45F $ (95%)

In addition to the impairment charges detailed &&FO for the nine months ended September 30, 2803xcludes a $2.4 million
impairment charge included in the Company’s equitgarnings of unconsolidated affiliates relateth® acquisition of certain assets of
the MG-HIW, LLC joint venture by the Company.

(2) FFO for the three and nine months ended SepeB{ 2002 was decreased by $687,000, which reptea loss on the extinguishment
of debt incurred during those periods. There weréoases on the extinguishment of debt incurre2Dio3.

As a result of the changes to the FFO calculatioaudlined in footnotes (1) and (2), FFO has beeluced by the following in dollars
and per share amounts:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
FFO in dollars $— $(4,040 $(2,701) $(13,839
FFO per shar $— $ (0.07) $ (0.05 $ (0.29

(3) For further discussion related to discontinued afi@ns, see Note 7 to the Consolidated Financ&te8tents

(4) Assumes redemption of Common Units for shares ahi@on Stock. Minority interest Common Unit holderslahe stockholders of tl
Company share equally on a per Common Unit andipere basis; therefore, the per share informasiemaffected by conversio

Inflation

In the last five years, inflation has not had agigant impact on us because of the relatively loflation rate in our geographic areas
operation. Most of the leases require the custotogpay their share of increases in operating esggrincluding common area maintenance,
real estate taxes and insurance, thereby reducingxposure to inflation.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes “forward-looking statements”
and represents an estimate of possible changes walue or future earnings that would occur assgrhypothetical future movements in
interest rates. These disclosures are not preuikesitors of expected future losses, but only iatics of reasonably possible losses. As a
result, actual future results may differ materiditlym those presented.

To meet in part our lonterm liquidity requirements, we borrow funds atoanbination of fixed and variable rates. Borrowinggler ou
revolving loan bears interest at variable rateg. IGng-term debt, which consists of secured an@cuned long-term financings and the
issuance of unsecured debt securities, typicallymterest at fixed rates. In addition, we hassuened fixed rate and variable rate debt in
connection with acquiring properties. Our interasé risk management objective is to limit the ietpaf interest rate changes on earnings and
cash flows and to lower our overall borrowing co3is achieve these objectives, from time to timeanter into interest rate hedge contracts
such as collars, swaps, caps and treasury locleagats in order to mitigate our interest rate vk respect to various debt instruments. We
do not hold or issue these derivative contractsréating or speculative purposes.

Certain Variable Rate Debt.As of September 30, 2003, we had approximately 8L&dllion of variable rate debt outstanding thatsw
not protected by interest rate hedge contracthelfveighted average interest rate on this varigtedebt is 100 basis points higher or lower
during the 12 months ending September 30, 2004intenest expense would be increased or decreggedxamately $1.5 million.

Interest Rate Hedge ContractsFor a discussion of our interest rate hedge cotstineffect at September 30, 2003, see
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations — Liquidity &@apital Resources — Interest Rate
Hedging Activities.” If interest rates increase 180 basis points, the aggregate fair market valukese interest rate hedge contracts as of
September 30, 2003 would increase by approxim&e&h1,244. If interest rates decrease by 100 bagsp the aggregate fair market value
of these interest rate hedge contracts as of Séeted®, 2003 would decrease by approximately $324,3

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartieemtig hedge contracts. We expect
the counterparties, which are major financial insibns, to perform fully under these contractswdwer, if the counterparties were to default
on their obligations under the interest rate hemgdracts, we could be required to pay the fultsain our debt, even if such rates were in
excess of the rates in the contracts.

Iltem 4. Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requivdaktdisclosed in our annual and
periodic reports filed with the SEC is recordedygmssed, summarized and reported within the timegm®specified in the SEC’s rules and
forms. These disclosure controls and procedurefidateer designed to ensure that such informasosccumulated and communicated to our
management, including our Chief Executive Offic&@HO") and Chief Financial Officer (“CFQO”), to aotimely decisions regarding
required disclosure. SEC rules require that welakscthe conclusions of our CEO and CFO aboutffleetazeness of our disclosure controls
and procedures.

The CEO/CFO evaluation of our disclosure controld procedures included a review of the controlg§éctives and design, the
controls’ implementation by the Company and thecfbf the controls on the information generatecu®e in this Quarterly Report. In the
course of the evaluation, we sought to identifyadators, control problems or acts of fraud ancotafirm that appropriate corrective action,
including process improvements, were being undertaur disclosure controls and procedures areeafalbated on an ongoing basis by the
following:

. employees in our internal audit department;

. other personnel in our finance organization;
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. members of our internal disclosure committee; and

. members of the audit committee of our Board of Elwes.

Among other matters, we sought in our evaluatiodet@rmine whether there were any “significantdeficies” or “material
weaknesses” in our disclosure controls and proesjar whether we had identified any acts of friawdlving personnel who have a
significant role in our disclosure controls andgedures. In the professional auditing literatusggriificant deficiencies” are referred to as
“reportable conditions,” which are control issuleattcould have a significant adverse effect orafhikty to record, process, summarize and
report financial data in the financial statemeAtSmaterial weakness” is defined in the auditingidature as a particularly serious reportable
condition where the internal control does not rediaca relatively low level the risk that missta@ts caused by error or fraud may occur in
amounts that would be material in relation to tharficial statements and not be detected withimelyi period by employees in the normal
course of performing their assigned functions.

Our management, including the CEO and CFO, doesxpsct that our disclosure controls and proceduaiéprevent all error and all
fraud. A control system, no matter how well coneeivand operated, can provide only reasonable bhsaate, assurance that the objective
the control system are met. Further, the desigtismlosure controls and procedures must reflectabithat there are resource constraints,
and the benefits of controls must be considereativel to their costs. Because of the inherent &tiahs in all control systems, no evaluation
of controls can provide absolute assurance thabalirol issues and instances of fraud, if anyhinithe Company have been detected. These
inherent limitations include the realities thatguakents in decision-making can be faulty, and theakdowns can occur because of simple
error or mistake. Additionally, controls can becaimvented by the individual acts of some persopgdtiusion of two or more people, or by
management override of the control. The desigmgfsystem of controls also is based in part upotaceassumptions about the likelihooc
future events, and there can be no assurancerthatesign will succeed in achieving its stated gasder all potential future conditions.
Because of the inherent limitations in a cost-aféeccontrol system, misstatements due to errdraard may occur and not be detected.

Based on the most recent evaluation, as of thetite period evaluated by the quarterly report, @EO and CFO believe that our
disclosure controls and procedures are effectivensure that material information relating to ud aar consolidated subsidiaries is made
known to management, including the CEO and CFQijquéarly during the period when our periodic rejsaare being prepared, and that our
disclosure controls and procedures are effectiygdoide reasonable assurance that our finan@#msents are fairly presented in conformity
with GAAP.

Since the date of this most recent evaluationgthare been no significant changes in our interoatrols or in other factors that could
significantly affect the internal controls subsenfu® the date we completed our evaluation.
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PART II—OTHER INFORMATION
Item 2. Changes in Securities and Use of Proceeds

During the three months ended September 3,288 Company issued 15,741 shares of Common &taekolder of Common Units

in the Operating Partnership upon the redempticsuoh Common Units in a private offering pursuanSéction 4(2) of the Securities

Act. The holder of the Common Units was an acceghiibhvestor under Rule 501 of the Securities Abe Tompany has registered the
resale of such shares under the Securities

Item 5. Other Events

On October 7, 2003, we amended our shareholdessragireement so that RREEF America L.L.C. may aegon behalf of its manag
investment accounts, additional shares of our comsback. Our rights agreement is generally trigdevbenever a person becomes the
beneficial owner of 15.0% or more of our outstagdshares of common stock. The amendment allows RRIfE certain of its

affiliates to beneficially own up to 20.0% of ourtstanding shares of common stock without triggedar rights agreement. RREEF
agreed, so long as it reasonably believes thatlitits affiliates beneficially own in excess of A% of our outstanding shares of comr
stock, to provide us with a right of first refuseth respect to any proposed sale to a third gaytiRREEF on behalf of its managed
investment accounts of 1.0 million or more sharfesun common stock in a single transaction or Sevierelated transactior

Item 6. Exhibits and Reports On Form 8-K
Exhibits

Exhibit No. Description

4 Amendment No. 1, dated as of October 7, 2003,ddRights Agreement, dated as of October 6, 199Wdan the
Company and Wachovia Bank, N.A., as rights ac

31.1 Certification Pursuant to Section 302 of the Saek-Oxley Act

31.2 Certification Pursuant to Section 302 of the Saek-Oxley Act

32.1 Certification Pursuant to Section 906 of the Saek-Oxley Act

32.2 Certification Pursuant to Section 906 of the Saek-Oxley Act

Reports on Form-K

We filed a current report on Form 8-K, dated Octddike 2003, furnishing under Item 12, the Compaipy&ss release announcing the
results of operations and financial condition & @ompany for the three and nine months ended ®épte30, 2003 and the Compasy
Supplemental Operating and Financial Informatiarti@ nine months ended September 30, 2003.

We filed a current report on Form 8-K, dated Audlis2003, furnishing under Item 12, the Company&sp release announcing the
results of operations and financial condition e @ompany for the three and six months ended JOn20®3 and the Company's
Supplemental Operating and Financial Informatiartii@ six months ended June 30, 2003.
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SIGNATURES

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

H IGHWOODSP ROPERTIES, | NC.

By: /sl RONALD P. GIBSON

Ronald P. Gibson
President and Chief Executive Officer

By: /sl CARMAN J. L1uzzo

Carman J. Liuzzo
Chief Financial Officer
(Principal Accounting Officer)

Date: November 14, 2003
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Exhibit 4

AMENDMENT NO. 1 TO
RIGHTS AGREEMENT

Amendment No. 1, dated as of October 7, 2003,edlights Agreement, dated as of October 6, 193Wedmn Highwoods Properties,
Inc., a Maryland corporation (the * Compahyand Wachovia Bank, N.A., formerly known as Eignion National Bank, as Rights Agent
(the “ Rights Agent) (such Rights Agreement, the “ Agreemént

WHEREAS, the Board of Directors of the Company theiermined that it is necessary and desirable endppursuant to Section 27 of
the Agreement, the Agreement to provide for anuesioh from the definition of “Acquired Person” tier;

NOW, THEREFORE, in consideration of the foregoitige mutual agreements herein set forth and othadl gad valuable
consideration, the receipt and sufficiency of which hereby acknowledged, the parties hereto agréalows:

1. Section 1(a) of the Agreement is hereby amemhgeappending the following at the end of the feshtence thereof:

, and “Acquiring Person” shall also not include REFEAmerica L.L.C., Deutsche Bank AG, Deutsche Ihwesit Management
Americas Inc. or Deutsche Bank Trust Company Anasriso long as none of such Persons, togetheaWivh its Affiliates and
Associates, shall be the Beneficial Owner of 20%nore of the Common Shares of the Company therandgig.

2. Section 3(a) of the Agreement is hereby ameigedkleting that section in its entirety and théofeing in lieu thereof:

Section 3. Issue of Right Certificates. (a) Ur# earlier of (i) the tenth day after the Sharequisition Date or (ii) the tenth
business day (or such later date as may be detedrbinaction of the Board of Directors prior tolsticne as any Person becomes
an Acquiring Person) after the date of the commegee by any Person (other than the Company, angi@aby of the Company,
any employee benefit plan of the Company or of &ulgsidiary of the Company or any entity holding @oon Shares for or
pursuant to the terms of any such plan) of, oheffirst public announcement of the intention of &erson (other than the
Company, any Subsidiary of the Company, any emgdyenefit plan of the Company or of any Subsidafrshe Company or any
entity holding Common Shares for or pursuant totéms of any such plan) to commence, a tendexaraage offer the
consummation of which would result in any Persotobging the Beneficial Owner of Common Shares aggieg 15% or more

of the then outstanding Common Shares, or, in éise of any Person who on the date hereof bendficahs 15% or more of the
outstanding Common Shares outstanding as of tleehdaeof, or in th



case of RREEF America L.L.C., Deutsche Bank AG,tBehe Investment Management Americas Inc. and DleetBank Trust
Company Americas, would result in such Person béaugpain Acquiring Person (including any such datéciiis after the date of
this Agreement and prior to the issuance of thenRighe earlier of such dates being herein redeiweas the “Distribution Date”),
(x) the Rights will be evidenced (subject to theyisions of Section 3(b) hereof) by the certificater Common Shares registered
in the names of the holders thereof (which ce#tfis shall also be deemed to be Right Certificated)not by separate Right
Certificates, and (y) the right to receive Righti@ieates will be transferable only in connectiwith the transfer of Common
Shares. As soon as practicable after the Distobufiate, the Company will prepare and executeRibbts Agent will
countersign, and the Company will send or caudeteent (and the Rights Agent will, if requestehd by first-class, insured,
postageprepaid mail, to each record holder of Common Shaseof the close of business on the DistributiateDat the address
such holder shown on the records of the CompaRyght Certificate, in substantially the form of Hixit B hereto (a “Right
Certificate”), representing one Right for each Camnshare so held. As of the Distribution Date,Rlights will be represented
solely by such Right Certificates.

3. Terms used herein without definition shall htheemeanings assigned to them in the Agreemener@tlan as amended hereby, all
other provisions of the Agreement shall remairuihfbrce and effect.

IN WITNESS WHEREOF, the parties hereto have catissdAmendment to be duly executed and attested #e day and year first
above written.

[SIGNATURE BLOCKS ON NEXT PAGE



HIGHWOODS PROPERTIES, INC

By: /sl Mack D. Pridgen Il

Name: Mack D. Pridgen Ill

Title: Vice President

WACHOVIA BANK, N.A.
(formerly known as First Union National Bar

By: /sl Rhonda Whitley

Name: Rhonda Whitley

Title: Trust Officer

Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

I, Ronald P. Gibson, certify that:
1. | have reviewed this quarterly report on Forn-Q of Highwoods Properties Inc

2. Based on my knowledge, this quarterly report dagscantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3.  Based on my knowledge, the financial statemeamd,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the Registesntf, and for, the periods
presented in this quarterly repc

4. The Registrant’s other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 1-15(e) and 15(-15(e)) for the Registrant and we ha

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortge designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made
known to us by others within those entities, pattdy during the period in which this quarterhpogt is being prepare!

(b) evaluated the effectiveness of the Registratisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; ar

(c) disclosed in this report any change in the Regt’s internal control over financial reportitigat occurred during the
Registrant’s most recent fiscal quarter that hateraly affected, or is reasonably likely to maadly affect, the Registrant’s
internal control over financial reportin

5. The Registrant’s other certifying officer ankave disclosed, based on our most recent evaluatimernal control over financial
reporting, to the Registrant’s auditors and the iAGdmmittee of Registrant’s Board of Directors farsons performing the
equivalent functions)

(a) all significant deficiencies and material weesses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectRegistrant’s ability to record, process, summaaiaé report financial
information; anc

(b) any fraud, whether or not material, that ines\management or other employees who have a s@mifiole in the
Registrar’s internal control over financial reportir

Date: November 14, 2003

/s/ RoNALD P. GiBSON

Ronald P. Gibso
President and Chief Executive Offic
Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT
I, Carman J. Liuzzo, certify that:
1. | have reviewed this quarterly report on Forn-Q of Highwoods Properties Inc



2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the Registesntf, and for, the periods
presented in this quarterly repc

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 1-15(e) and 15(-15(e)) for the Registrant and we ha

(@) designed such disclosure controls and procedareaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatmeg to the Registrant, including its consolidhsibsidiaries, is made
known to us by others within those entities, pattdy during the period in which this quarterhpoet is being preparei

(b) evaluated the effectiveness of the Registratisslosure controls and procedures and presenttlsi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

(c) disclosed in this report any change in the Regt’s internal control over financial reportitigat occurred during the
Registrant’s most recent fiscal quarter that hateraly affected, or is reasonably likely to maadly affect, the Registrant’s
internal control over financial reportin

5.  The Registrant’s other certifying officer anldave disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the Registrant’s auditors and the iAGdmmittee of Registrant’s Board of Directors farsons performing the
equivalent functions)

() all significant deficiencies and material weegses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectRegistrant’s ability to record, process, summaaiaé report financial
information; anc

(b) any fraud, whether or not material, that ineshmanagement or other employees who have a sigmifiole in the
Registrar’s internal control over financial reportir

Date: November 14, 2003

/s] CARMAN J. Liuzzo

Carman J. Liuzz
Vice President and Chief Financial Offic
Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwaderoperties, Inc. (the “Company”) on Form 10-Qtfer period ended September
30, 2003 as filed with the Securities and Exchabgsmission on the date hereof (the “Report”), InB®d P. Gibson, President and Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9l Sarbane®xley Act of 2002, tha

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of
the Company

/s/ RoNALD P. GIBSON

Ronald P. Gibso
President and Chief Executive Offic
November 14, 200
Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfar period ended September
30, 2003 as filed with the Securities and ExchaBgemission on the date hereof (the “Report”), Isr@an J. Liuzzo, Vice President and
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of
the Company

/s] CARMAN J. L1uzzo

Carman J. Liuzz
Vice President and Chief Financial Offic



November 14, 200
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