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PART I -- FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

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

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

The aforementioned financial statements shoulcehd m conjunction with the notes to consolidatadrfcial statements and Management's
Discussion and Analysis of Financial Condition &w®bults of Operations included herein and in o@128nnual Report on Form 10-K.

3



ASSETS

Real estate assets, at cost:
Land and improvements..............ccceevueeenne
Buildings and tenant improvements................
Development in process................
Land held for development.........
Furniture, fixtures and equipment..

Less - accumulated depreciation..................

Net real estate assets.........ccooeevvererienns
Property held for sale
Cash and cash equivalents..............cccceeenn.
Restricted cash.........ccocoevviiiiiiiiiiens
Accounts receivable, net.
Advances to related parties............ccccuveenne
Notes receivable.........c..cccovvvvreniennn.
Accrued straight-line rents receivable.............
Investment in unconsolidated affiliates............
Other assets:

Deferred leasing COStS..........ccccovvvvveenns

Deferred financing costs......

Prepaid expenses and other.......................

Less - accumulated amortization..................
Other assets, Net...........ccceeeveeeveeennns

Total ASSEtS...cvveeiiiiieciiie e

LIABILITIES AND STOCKHOLDERS' EQUITY
Mortgages and notes payable..............cc..c.....
Accounts payable, accrued expenses and other liabil

Total Liabilities.........ccccevvveeciiinennns
Minority interest.........ccccovvveernieiennnnn.
STOCKHOLDERS' EQUITY:
Preferred stock, $.01 par value, 50,000,000 authori
8 5/8% Series A Cumulative Redeemable Preferred Sha
$1,000 per share), 104,945 shares issued and outst
December 31, 2001...........coevvvvvvvvevvrnnnnnns
8% Series B Cumulative Redeemable Preferred Shares
per share), 6,900,000 shares issued and outstandin
December 31, 2001...........coevvvvvvvvnvvvnnnnnns
8% Series D Cumulative Redeemable Preferred Shares

per share), 400,000 shares issued and outstanding

December 31, 2001...........covvvveeeveeenrnennnn.

Common stock, $.01 par value, 200,000,000 authorize

52,891,822 shares issued and outstanding at June 3

December 31, 2001, respectively...................
Additional paid-in capital .
Distributions in excess of net earnings...
Accumulated other comprehensive loss
Deferred compensation--restricted stock

Total Stockholders' Equity...........ccooueeen.

Total Liabilities and Stockholders' Equity.........

HIGHWOODS PROPERTIES, INC.
CONSOLIDATED BALANCE SHEETS
($ in thousands)

JUNE 30, DECEMBER 31,
2002 2001

............................. $ 4439 29 $ 437,399
............................. 2,949,3 80 2,924,384
53,7 87 108,118
183,2 67 153,468
19,8 42 19,398
3,650,2 05 3,642,767
............................. (431,0 65) (381,773)
............................. 3,219,1 40 3,260,994
68,7 54 101,292
14,1 94 576
45 56 5,685
15,4 23 23,659
7 88 788
33,1 81 43,761
............................. 49,4 07 49,078
............................. 79,6 03 83,393
1105 84 102,135
25,9 16 26,121
12,0 86 10,461
1485 86 138,717
............................. (67,8 67) (59,657)
............................. 80,7 19 79,060
............................. $ 3,565,7 65 $ 3,648,286
............................. $ 16753 58 $ 1,719,230
i 99,2 75 120,235
............................. 1,774.,6 33 1,839,465
............................. 192,8 79 203,181

zed shares:
res (liquidation preference
anding at June 30, 2002 and

............................. 104,9 45 104,945
(liquidation preference $25
g at June 30, 2002 and
............................. 172,5 00 172,500
(liquidation preference $250
at June 30, 2002 and
............................. 100,0 00 100,000
d shares; 53,423,488 and
0, 2002 and
5 34 529
1,390,2 38 1,376,546
(157,2 23) (135,878)
(8.2 60) (9,441)
4.4 81) (3,561)
............................. 1,598,2 53 1,605,640
............................. $ 3,565,7 65 $ 3,648,286

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME

(Unaudited and $ in thousands except per share @sjou

REVENUE:
Rental property.......ccccceeeevieeeiiieennnns
Equity in earnings of unconsolidated affiliates..
Interest and other income............ccccoeue.

Total Revenue.........cccooeevveireciieiies
OPERATING EXPENSES:
Rental property.......ccccceevvvveeinieennnns
Depreciation and amortization....................
Interest expense:
Contractual..........ccoccvevviiiiennennn.
Amortization of deferred financing costs.......

General and administrative..............cccceveee

Income before gain on disposition of land and
depreciable assets, minority interest, discont
operations and extraordinary item.............

Gain on disposition of land and depreciable asset

Income before minority interest, discontinued o
and extraordinary item...........c.ccceeevunes
Minority interest..........ccoccvveeeveeevinnnn.

Income from continuing operations................
DISCONTINUED OPERATIONS:

Income from discontinued operations, net of minor

INEEIESt..ccviee e

Gain on sale of discontinued operations, net of m

INEEIESt. v

Net income before extraordinary item...............
Extraordinary item--loss on early extinguishment of

Net iNCOME.......eeveiriiriieciieeieeies
Dividends on preferred stock............ccceeuve.

Net income available for common shareholders.......

NET INCOME PER COMMON SHARE--BASIC:
Income from continuing operations.....
Income from discontinued operations
Extraordinary item--loss on early extinguishment

Net iNCOME.....coovvieiiiieeiiec e

Weighted average shares outstanding--basic.......

NET INCOME PER COMMON SHARE--DILUTED:
Income from continuing operations................
Income from discontinued operations.
Extraordinary item--loss on early extinguis ment

Net inCoMe.......ccovvvviiriieciecreeee
Weighted average shares outstanding--diluted.....

Distributions declared per common share............

of debt..

See accompanying notes to consolidated financ#tsients.

THREE MONTHS ENDED JUNE 30, SIX MO

2002 2001 200
$ 118613 $ 124,385 $ 24
2,475 1,592
2,764 7,774
123,852 133,751 25
36,940 37,775 7
31,298 28773 6
27,117 26,253 5
341 675
27,458 26,928 5
5,537 5451 1
22,619 34824 5
6,673 5,670
29,292 40,494 5
(3,471) (4,985
25,821 35509 5
43 773
2,611 -
2,654 773
28,475 36282 5
- (325)
28,475 35957 5
(7,713) (7,929) (1
$ 20762 $ 28028 $ 4
$ 034 $ 0528
0.05 0.01
- (0.01)
$ 039 $ 052 8%
53,205 53927 5
$ 034 $ 051 8%
0.05 0.01
- (0.01)
$ 039 $ 051 $
53,691 54318 5
$ 0585 $ 057 $

NTHS ENDED JUNE 30,

2,569 $ 251,226
5,039 2,425
6,169 15,585

3,777 269,236

5,059 74,167
2,309 57,630

3,151 54,574
680 1,340

9,484 83,603

5510 74,537
5426)  (16,074)

070 $ 1.04
0.06 0.03
- (0.01)
076 $ 1.06

3,060 55,153

069 $ 1.03
0.06 0.03
- (0.01)
075 $ 1.05

3,512 55,542

117 $ 114




HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FOR THE SIX MONTHS ENDED JUNE 30, 2002

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

NUMBER OF
COMMON COM
SHARES STO

Balance at
December 31, 2001

Issuance of
Common Stock

Common Stock
Dividends

Preferred Stock
Dividends

Issuance of
restricted stock

Amortization of
deferred compensation

Net Income

Other comprehensive
income

Balance at
June 30, 2002

52,891,822 $

474,586

57,080

ADDITIONAL DEFE
PAID-IN COMP
CAPITAL SAT

Balance at
December 31, 2001

Issuance of
Common Stock

Common Stock
Dividends

Preferred Stock
Dividends

Issuance of
restricted stock

Amortization of
deferred compensation

Net Income

Other comprehensive
income

Balance at
June 30, 2002

See accompanying notes to consolidated financ#tsients.

$ 1,376,546  $ (3

12,125

1,567 (1

MON SERIES A SERIES B SERIES D
CK PREFERRED PREFERRED PREFERRE

529 $ 104,945 $ 172,500 $ 100,0

534 $ 104945 $ 172,500 $ 100,0

ACCUMULATED
OTHER
RRED COMPRE- DISTRIBUTIONS
EN- HENSIVE IN EXCESS OF
ION LOSS NET EARNINGS TOTAL

561) $ (9.441) $ (135,878) $1,605,6

- - - 12,1

- - (61,429) (61,4

- - (15,426) (15,4

567) - -

647 - - 6
- - 55510 55,5
- 1,181 - 1,1

481) $ (8,260) $ (157,223) $1,598,2

40

30

29)

26)

47
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HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited and $ in thousands)

SIX MONTHS ENDED JUNE 30,
2002 2001
OPERATING ACTIVITIES:
NEtINCOME ..o e $ 55510 $ 74,537
Adjustments to reconcile net income to net cash pro vided by operating activities:
Depreciation and amortization.................... 62,934 59,664
Amortization of deferred compensation............ 647 480
Minority interest........cccccccvveveeeeeennnnn. 7,580 10,346
Equity in earnings of unconsolidated affiliates.. (5,039) (2,425)
Gain on disposition of land and depreciable assets. (10,581) (12,741)
Reserve for deferred rent receivable............... 3,110 -
Loss on early extinguishment of debt............... - 518
Transition adjustment upon adoption of FASB 133.... - 556
Loss on ineffective portion of derivative instrumen - 428
Changes in operating assets and liabilities........ (14,224) (14,326)
Net cash provided by operating activities...... 99,937 117,037
INVESTING ACTIVITIES:
Additions to real estate assetS......ccceceeees (63,268) (140,630)
Proceeds from disposition of real estate assets.... L 120,200 105,500
Payment from/(advances to) subsidiaries............ - 27,560
Distributions from unconsolidated affiliates....... 5,301 4,350
Investments in notes receivable...............ee... e 11,080 18,918
Other investing activitieS.....cocccveeeveeeeees e (6,514) (9,920)
Net cash provided by investing activities...... 66,799 5,778
FINANCING ACTIVITIES:
Distributions paid on common stock and common units (69,984) (71,603)
Dividends paid on preferred stock (15,426) (16,074)
Payment of prepayment penalties - (518)
Borrowings on mortgages and notes payable.......... 13,403 8,780
Repayments on mortgages and notes payable.......... (55,973) (92,671)
Borrowings on revolving loans....... 174,500 215,000
Repayments on revolving loans (203,500) (103,500)
Net proceeds from the sale of common stock......... 4,821 2,157
Net change in deferred financing costs............. 1,386 (164)
Repurchase of stock and units...................... (2,762) (138,889)
Other financing activities.............ccocceee... 417 -
Net cash used in financing activities........... L (153,118) (197,482)
Net increase/(decrease) in cash and cash equivalent Sttt 13,618 (74,667)
Cash and cash equivalents at beginning of the perio [o TR 576 104,780
Cash and cash equivalents at end of the period..... $ 14194 % 30,113
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest.........ccoceevvveeveceees e $ 60,590 $ 61,837

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(Unaudited and $ in thousands)
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND F INANCING ACTIVITIES:

The following table summarizes the net assets itiried by the holders of Common Units in the OpegaPartnership and the net assets
acquired subject to mortgage notes payable:

SIX MONTHS ENDE D JUNE 30,
2002 2001

ASSETS:
Notes receivable.....ccovvveiiciieicieeceees $ 500 $ 675
Accounts receivable.......ccoccvviienniieeees 139 -
Cash and cash equivalents........ccccccvvcceeeces e 1,114 1,074
Rental property and equipment, Net................. e 36,828 48,646
Deferred 1€asing COSES....cvvvviuiiiiiiiiiienes e 995 -
LIABILITIES:
Mortgages and notes payable.........ccccccceeeeeees e 27,698 48,831
Accounts payable, accrued expenses and other liabil ItieS. i 10,321 2,084

NEt @SSEtS..ciiiiiiiiiic e e $ 1557 $ (520)

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2002
(Unaudited)
1. DESCRIPTION OF THE COMPANY

The Company is a self-administered and self-man&§gd that operates in the southeastern and mignrestnited States. The Company's
wholly-owned assets include: 500 in-service offioeustrial and retail properties; 1,304 acresmafaveloped land suitable for future
development; and an additional 10 properties uddeelopment.

The Company conducts substantially all of its atiis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, the Operating Partnership. The Conypia the sole general partner of the Operatingneship. At June 30, 2002, the Comp:
owned 88.3% of the Common Units in the Operatingriéaship. Limited partners (including certain offis and directors of the Company)
own the remaining Common Units. Holders of CommanitéJmay redeem them for the cash value of oneesbia€ommon Stock or, at the
Company's option, one share of Common Stock. Wheamamon Unit holder redeems a Common Unit for assbdCommon Stock or cash,
the minority interest will be reduced and the Comypsshare in the Operating Partnership will bedased. The Common Units owned by
Company are not redeemable for cash.

2. BASIS OF PRESENTATION

The consolidated financial statements include tu@ants of the Company and the Operating Partreestd their majority-controlled
affiliates. All significant intercompany balancesdaransactions have been eliminated in the catest@ld financial statements.

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

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of 1986,
as amended. Therefore, no provision has been noadecbme taxes related to REIT taxable incomeetdlistributed to stockholders.

Minority interest in the Company represents Commdoits in the Operating Partnership owned by variodéviduals and entities other than
the Company. Per share information is calculatéugubhe weighted average number of shares outstgr{gicluding common share
equivalents). In addition, minority interest incesdequity of consolidated real estate partnershibih are owned by various individuals and
entities and not the Company.

Certain amounts in the June 30, 2001 and Decenih@0®1 financial statements have been reclasgdiednform to the June 30, 2002
presentation. These reclassifications had no nahgffiect on net income or stockholders' equitpraviously reported.

The accompanying financial information has not baedited, but in the opinion of management, allisipents (consisting of normal
recurring accruals) necessary for a fair preseatadf our financial position, results of operati@m cash flows have been made. For further
information, refer to the financial statements aontes thereto included in our 2001 Annual Reporform 10-K.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED
3. SEGMENT INFORMATION

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

Our chief operating decision maker ("CDM") assessebmeasures operating results based upon prdpeeiynet operating income. The
operating results for the individual assets withéth property type have been aggregated sinceDMeévaluates operating results and
allocates resources on a property-by-property hveisisn the various property types.

Further, all operations are within the United Sfated no tenant comprises more than 10% of corsgetidevenues. The following table
summarizes the rental income, net operating incantktotal assets for each reportable segment éathtiee and six months ended June 30,
2002 and 2001 ($ in thousands):

THREE MONTHS ENDED JUNE 30, SIX MONTHS ENDED JUNE 30,
2002 2001 2002 2001
RENTAL PROPERTY INCOME:
Office segment..........cccovuveiniecrieennne. . $ 98,316 $ 102,235 $ 201,625 $ 206,223
Industrial segment.. 10,783 11,933 21,329 23,513
Retail segment........ 9,256 8,653 19,003 18,355
Apartment segment 258 1,564 612 3,135
Total Rental Property Income..................... . $ 118,613 $ 124,385 $ 242,569 $ 251,226
NET OPERATING INCOME:
Office segment..........ccccccvvveevieevcneeenen. . $ 66,676 $ 64,460 $ 136,992 $ 143,414
Industrial segment............cccccvvvveeeeeenennn. . 8,843 11,933 17,579 19,837
Retail segment........ 6,071 8,653 12,689 12,175
Apartment segment 83 1,564 250 1,633
Total Net Operating Income....................... . $ 81673 $ 86,610 $ 167,510 $ 177,059
Reconciliation to income before gain on disposition
of land and depreciable assets, minority interest,
discontinued operations and extraordinary item:
Equity in earnings of unconsolidated affiliates.... . $ 2475 $ 1592 $ 5,039 $ 2,425
Interest and other income...............ccceeeee. . 2,764 7,774 6,169 15,585
Interest eXpense........ccccvvvveeeeeveneeeeennn. . (27,458) (26,928) (53,831 ) (55,914)
General and administrative expenses................ . (5,537) (5,451) (10,711 ) (10,663)
Depreciation and amortization...................... . (31,298) (28,773) (62,309 ) (57,630)
Income before gain on disposition of land and
depreciable assets, minority interest,
discontinued operations and extraordinary item.. . $ 22619 $ 34,824 $ 51,867 $ 70,862
TOTAL ASSETS:
Office segment..........cccoevieiiiieiiinnnne. . $2,805,585 $2,708,324 $ 2,805,585 $ 2,708,324
Industrial segment...........cccceeeiiiiieenns . 328,320 398,740 328,320 398,740
Retail segment.... . 249,797 258,135 249,797 258,135
Apartment segment.......cccccceeeeeeveriiicinnnnns . 11,741 39,607 11,741 39,607
Corporate and other...........ccccveeeeninneenn. . 170,322 205,209 170,322 205,209
Total ASSetS....ccvveviieiiieeiiee e . $ 3,565,765 $3,610,015 $ 3,565,765 $ 3,610,015
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED
4. INVESTMENTS IN UNCONSOLIDATED AFFILIATES

During the past several years, we have formed wvaijmint ventures with unrelated investors. We hatained minority equity interests
ranging from 12.50% to 50.00% in these joint veesuAs required by GAAP, we have accounted folj@uat venture activity using the
equity method of accounting, as we do not contresé joint ventures. As a result, the assets abdities of our joint ventures are not
included on our balance sheet. As of June 30, 20@2jpint ventures have approximately $566.5 millof outstanding debt. All of the joint
venture debt is non-recourse to us except (1)drcse of customary exceptions pertaining to suattens as misuse of funds, environmental
conditions and material misrepresentations anav{{®) respect to $5.0 million of construction deblated to the MG-HIW Metrowest |, LLC,
which has been guaranteed in part by us subjecpto rata indemnity from our joint venture partr@ur guarantee of the MG-HIW
Metrowest |, LLC debt represented 50.00% of thestaunding loan balance at June 30, 2002. Selectaddial data for unconsolidated
affiliates for the six months ended June 30, 20022001 is presented below ($ in thousands):

PERCENT OWNED AT JUNE 30,

2002 2001
Board of Trade Investment Company.........cccceeee. i 49.00% 49.00%
Dallas County Partners |, LP.......ccooceeenceeees. e 50.00 50.00
Dallas County Partners Il, LP......ccccocvvccceeees s 50.00 50.00
Dallas County Partners lll, LP.....ccccccvvccceeeee s 50.00 50.00
Fountain Thre€......ccooovvviiciiiiiiiiieceeees s 50.00 50.00
Kessinger/Hunter, LLC........cccocevvvvcceenees e 30.00 30.00
4600 Madison Associates, LP......cccccocvvvveeeeee e, 12.50 12.50
Dreilander-Fonds 98/29.......ccccccccvveevvvveneeee s 22.81 22.81
Dreilander-Fonds 97/26 and 99/32................... . e 42.93 44.70
RRHWOOAS, LLC...oooeveieiieiiiieiiiiiiieeeeees s 50.00 50.00
Highwoods-Markel Associates, LLC............cceee.. s 50.00 50.00
MG-HIW, LLC...oviiiiiiieiiiieeeeeee e s 20.00 20.00
MG-HIW Peachtree Corners, LLC..........ccccceeeeeee. e 50.00 50.00
MG-HIW Rocky Point, LLC (1).cccovvoiieiiiiiiees e -- 50.00
MG-HIW Metrowest |, LLC......ccooevvviiviiiicceeee e 50.00 50.00
MG-HIW Metrowest Il, LLC.......ccoovvvvviccccceeee s 50.00 50.00
Concourse Center Associates, LLC.......ccccoeeeeee. L, 50.00 --
Plaza Colonnade, LLC...........ooovvvvvvveeeees s 50.00 --

JUNE 30, JUNE 30,

2002 2001
Total ASSetS..uviieiiiiiiii e e, $ 891,175 $ 886,671
JLIC ] €= L [T o 566,462 556,505
Total liabilitieS.....ccccvviviiieiiiieeees 593,701 587,508
THREE MONTHS ENDED JUNE 30, SIX MONTHS ENDED JUNE 30,
200 2 2001 2002 2001

Total net income.............ccuu..... $ 8,123 $ 6,238 $ 17,025 $ 10,049

(1) On June 26, 2002, we acquired our joint venpamner's interest in MG-HIW Rocky Point, LLC tdrg our ownership interest in that
entity to 100.0%. At June 30, 2002, the assetdiahiities of this entity are included in the cafislated balance sheet and, thus, are not
included under "Total assets", "Total debt" or 'aldiabilities" in the above table. However, netégme from this joint venture is included in
the 'Total net income' in the above table.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED
5. DERIVATIVE FINANCIAL INSTRUMENTS

On January 1, 2001, we adopted Financial Accourgitagdards Board Statement (SFAS) No. 133/138, déating for Derivative
Instruments and Hedging Activities," as amendeds $tatement requires us to recognize all derieatin the balance sheet at fair value.
Derivatives that are not hedges must be adjustértealue through income. If the derivative ihedge, depending on the nature of the
hedge, changes in the fair value of the derivatiileeither be offset against the change in failuesof the hedged assets, liabilities or firm
commitments through earnings, or recognized in Audated Other Comprehensive Loss ("AOCL") until bezlged item is recognized in
earnings. The ineffective portion of a derivativeisinge in fair value is recognized in earningsdnnection with the adoption of SFAS
133/138 in January 2001, we recorded a net transddjustment of $555,962 of unrealized loss iargdt and other income and a net
transition adjustment of $125,000 in AOCL. Adoptimirthe standard also resulted in our recognizib2j7$000 of derivative instrument
liabilities and a reclassification of approximat&i}0.6 million of deferred financing costs from peashflow hedging relationships from other
assets to AOCL.

Our interest rate risk management objective isntd the impact of interest rate changes on easangyd cashflows and to lower overall
borrowing costs. To achieve these objectives, vierento interest rate hedge contracts such aarsplbwaps, caps and treasury lock
agreements in order to mitigate our interest riatewith respect to various debt instruments. Wadbhold these derivatives for trading or
speculative purposes.

On the date that we enter into a derivative cotitkae designate the derivative as (1) a hedgeeo¥émiability of cash flows that are to be
received or paid in connection with a recognizadility (a "cash flow" hedge), or (2) an instrumémdt is held as a non-hedge derivative.
Changes in the fair value of highly effective clslv hedges, to the extent that the hedge is affecare recorded in AOCL, until earnings
are affected by the hedged transaction (i.e. petilodic settlements of a variable-rate liabilitg @ecorded in earnings). Any hedge
ineffectiveness (which represents the amount bylwiiie changes in the fair value of the derivagixeeed the variability in the cash flows of
the transaction) is recorded in current-period iégs1 Changes in the fair value of non-hedgingrimeents are reported in current-period
earnings.

We formally document all relationships between hiegignstruments and hedged items, as well as skrmanagement objective and strategy
for undertaking various hedge transactions. Thie@ss includes linking all derivatives that areigiested as cash flow hedges to (1) specific
assets and liabilities on the balance sheet do(Brasted transactions. We also assess and dotwno#nat the hedging instrument's
inception and on an ongoing basis, whether thevaiives that are used in hedging transactions igrdyheffective in offsetting changes in
cash flows associated with the hedged items. Whedetermine that a derivative is not (or has cetsée) highly effective as a hedge, we
discontinue hedge accounting prospectively.

During the six months ended June 30, 2002, we hadtarest rate swap and an interest rate colleln esature, resulting in a debit to interest
rate derivative liability and an offsetting cretitAOCL of $411,000. As of June 30, 2002, we hadlewvative instruments reported as Other
Liabilities or Assets. However, $8.3 million of éefed financing costs from past cash flow hedgisgruments remain in AOCL at June 30,
2002 and will be recognized into earnings as thdetying debt is repaid. We expect that the portbthe cumulative loss recorded in AO

at June 30, 2002 associated with the derivativieuments, which will be recognized within the n&2t months, will be approximately $1.6
million.

On July 31, 2002, we entered into two $24.0 milliime-year treasury lock agreements with two finahcounterparties at a fixed rate of
3.695% to mitigate the change in expected intgraginents on an anticipated five-year fixed-ratariting. We expect that these treasury
lock agreements will be deemed highly effectivad@sordance with SFAS 133/138 and will be initialiflected in AOCL on the consolidated
balance sheet.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED
6. OTHER COMPREHENSIVE INCOME /(LOSS)

Other comprehensive income/(loss) represents netie plus the results of certain non-stockholasrslty changes not reflected in the
Consolidated Statements of Income. The componédmher comprehensive income/(loss) are as folli§is thousands):

SIX MONTHS ENDED JUNE 30,
2002 2001
NEt INCOME...iiiiiiiciieiiicieeeeeceeee e $ 55510 $ 74,537
Accumulated other comprehensive income/(loss):
Unrealized derivative gains/(losses) on cashflow hedges......ccccccvvveennn. 411 (414)
Reclassification of past hedging relationships... -- (10,597)
Amortization of past hedging relationships....... L 770 784
Total other comprehensive income/(10SS)........ e 1,181 (10,227)
Total comprehensive iNCOMEe........cccccceeeees. e $ 56,691 $ 64,310

7. DISCONTINUED OPERATIONS AND THE IMPAIRMENT OF LRG-LIVED ASSETS

As of January 1, 2002, we adopted Financial AcdagrStandards Board Statement (SFAS) No. 144, "Aeting for the Impairment or
Disposal of Long-Lived Assets," and the approprat®unts are disclosed separately under incomediscontinued operations on the
consolidated income statement. Below represent®thkrevenues, rental operating expenses, degi@etiand amortization, income from
discontinued operations, net of minority intergsiin on sale of discontinued operations, net ofoniiy interest and net carrying value of the
properties sold and held for sale at June 30, 28@&h account for 834,128 rentable square fee§) @sult of our capital recycling program
and included in income from discontinued operatifmnghe three and six months ended June 30, 20026@01 ($ in thousands):

INCOME FROM GAIN ON SA LE
RENTAL DEPRECIATION DISCONTINUED  OF DISCONTI NUED
TOTAL OPERATI NG AND OPERATIONS, NET OF OPERATIONS, NET OF NET CARRYING
TYPE REVENUES EXPENS ES AMORTIZATION MINORITY INTEREST MINORITY INT EREST VALUE
Three Months Ended
June 30, 2002
Office $ 769 $ 4 50 $ 270 $ 43 $ 2,611 $ 19,411
Total $ 769 $ 4 50 $ 270 $ 43 $ 2,611 $ 19,411
June 30, 2001
Office $ 1,815 $% 5 88 $ 344 $ 773 $ - $ 44,258
Total $ 1815$% 5 88 $ 344 $ 773 $ - $ 44,258
Six Months Ended
June 30, 2002
Office $ 2,226 $ 9 59 $ 626 $ 564 $ 2,611 $ 19,411
Total $ 2,226 $ 9 59 $ 626 $ 564 $ 2,611 $ 19,411
June 30, 2001
Office $ 3,597 $ 1,1 05 $ 693 $ 1576 $ - $ 44,258
Total $ 35597 $ 1,1 05 $ 693 $ 1,576 $ - $ 44,258

In addition, in accordance with SFAS 144, we hasenined that as of June 30, 2002, the carryihgevaf one industrial property held for
sale is greater than its fair value, less costetio Additionally, we have determined that thergiag value of one office property held and
used will not be recovered from its undiscountedrie operating cash flows. In total, we have recmgpha $9.9 million impairment loss,
which is included in the gain on the sale of land depreciable assets in the consolidated statsméiicome for the three and six months
ended June 30, 2002.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL 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 statemenftthe 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 tharge&Business"”. You can identify forward-
looking statements by our use of forward-lookingri@ology such as "may," "will," "expect,” "anti@ge," "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 plaestions or expectations will be achieved. Whenrsa®ring such forward-looking
statements, you should keep in mind the followmgartant factors that could cause our actual resaltliffer materially from those
contained in any forward-looking statement:

. speculative development activity by our competito our existing markets could result in an esoessupply of office, industrial and retail
properties relative to tenant demand;

. the financial condition of our tenants could dietete;
. the costs of our development projects could eXoer original estimates;

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

. we may not be able to lease or re-lease spacklguir on as favorable terms as old leases;

. we may have incorrectly assessed the environemnalition of our properties;

. an unexpected increase in interest rates woglg@se our debt service costs;

. we may not be able to continue to meet our l@ngiliquidity requirements on favorable terms;
. we could lose key executive officers; and

. our southeastern and midwestern markets mayrsadfiitional declines in economic growth or may remtover as fully or as quickly as
expected.

This list of risks and uncertainties, however, @ imtended to be exhaustive. You should also vevie other cautionary statements we make
in "Business - Risk Factors" set forth in our 2@0thual Report.

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

OVERVIEW

We are a self-administered and self-managed e®Ety that began operations through a predecessi®#78. Since the Company's initial
public offering in 1994, we have evolved into origlee largest owners and operators of suburbaneffndustrial and retail properties in the
southeastern and midwestern United States. At 30n2002, we:

. owned 500 in-service office, industrial and rgpadperties, encompassing approximately 37.9 amillientable square feet;
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. owned an interest (50.0% or less) in 76 in-seraiffice and industrial properties, encompassing@gamately 7.4 million rentable square
feet and 418 apartment units;

. owned 1,304 acres (and have agreed to purchasddéional eight acres over the next year) of wettgped land suitable for future
development;

. owned 10 development properties, encompassingappately 992,000 rentable square feet; and
. owned an interest (50.0% or less) in two develapinproperties, encompassing 373,000 rentable sdeet.

The following summarizes our capital recycling piag since the beginning of 2000:

SIX MONTHS
ENDED YEAR ENDED YEARE NDED
JUNE 30, 2002 2001 200 0
OFFICE, INDUSTRIAL AND RETAIL PROPERTIES
(rentable square feet in thousands)
Dispositions (1)....cvveeveveveeeeeiaiiiiaeeee (856) (268) (4 ,743)
Contributions to Joint Ventures (1)............ - (118) (2 ,199)
Developments Placed In-Service.........ceo... . 1,337 1,351 3 ,480
ACQUISItIONS....ccovvviiiiiieieeeeeeee 205 72 669
Net Change in Wholly-owned
In-Service Properties.......cccevceeeeneeee L 686 1,037 (2 ,793)
APARTMENT PROPERTIES
(in units)
DiSpoSitionS......cvvvevveviiiiiieieiiiieeeeee -- (1,672)

(1) Excludes wholly-owned development projects swldontributed to joint ventures.

In addition to the above property activity, we reghased $2.8 million, $147.4 million and $100.2limil of Common Stock and Common
Units during 2002, 2001 and 2000, respectively, 81815 million of Preferred Stock during 2001.

The Company conducts substantially all of its atiis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, the Operating Partnership. The Comypia the sole general partner of the Operatingneship. At June 30, 2002, the Comp:
owned 88.3% of the Common Units in the Operatingriéaship.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of financial conditimidl results of operations is based upon our Cateteli Financial Statements contained
elsewhere in this Quarterly Report. Our Consolid&mancial Statements include the accounts o€thapany and the Operating Partnership
and their majority-controlled affiliates. The pregton of financial statements in conformity witlAGP requires us to make estimates and
assumptions that affect the reported amounts etassd liabilities and the disclosure of contirtgessets and liabilities at the date of the
financial statements and the reported amountsveinges and expenses for the reporting period. Aotsalts could differ from our estimate

The estimates used in the preparation of our Cateteld Financial Statements are more fully desdribéNote (1) to our audited
Consolidated Financial Statements for the year émrember 31, 2001, included in our 2001 FornK1Btowever, certain of our significa
accounting policies are considered critical accimgnpolicies due to the increased level of assupngtused or estimates made in determining
their impact on our Consolidated Financial Stateieresented for any interim period. Managementégswed our critical accounting
policies and estimates with the audit committethefCompany's board of directors.

We consider our critical accounting policies tothese used in the determination of the reportedusmsoand disclosure related to the
following:
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. Impairment of long-lived assets;

. Allowance for doubtful accounts;

. Capitalized costs;

. Fair value of derivative instruments;
. Rental revenue; and

. Investments in joint ventures.

Impairment of long-lived assets. Real estate aasidkold improvements are classified as long-lissetts held for sale or as long-lived assets
to be held and used. In accordance with Statenfdfihancial Accounting Standards No. 144, "Accongtfor the Impairment or Disposal of
Long-Lived Assets," we record assets held for aatbe lower of the carrying amount or fair valasd cost to sell. The impairment loss is the
amount by which the carrying amount exceeds thevédue less cost to sell. With respect to asdassified as held and used, we periodically
review these assets to determine whether our caraount will be recovered from their undiscourftédre operating cash flows and we
recognize an impairment loss to the extent we belibe carrying amount is not recoverable. Ourrdgteation of future operating cash flows
requires us to make assumptions related to fuaml rates, tenant concessions, operating expeasjtproperty taxes and capital
improvements. If our assumptions prove incorredt @ur estimates of future operating cash flowsnaagerially overstated, we could be
required to recognize future impairment losses umpooperties.

Allowance for doubtful accounts. Accounts receieadie reduced by an allowance for amounts thatbeagme uncollectible in the future.
Our receivable balance is comprised primarily oftseand operating cost recoveries due from terantgell as accrued rental rate increast
be received over the life of the existing leases.fdgularly evaluate the adequacy of our allowdarcdoubtful accounts considering such
factors as the credit quality of our tenants, dplency of payment, historical trends and currenhemic conditions. Actual results may dif
from these estimates under different assumptiom®ditions. If our assumptions regarding the atiltdlity of accounts receivables prove
incorrect, we could experience write-offs of acdsweceivable or accrued straight-line rents readdy in excess of our allowance for
doubtful accounts.

Capitalized costs. Expenditures directly relateddth the development of real estate assets arlddbhimg of properties are included in net
real estate assets and are stated at cost intiselmated balance sheets. The development expegslinclude pre-construction costs
essential to the development of properties, devetay and construction costs, interest costs, statetaxes, salaries and other costs incurrec
during the period of development. The leasing egfares include all general and administrative gostcluding salaries incurred in
connection with successfully securing leases omtbperties. Estimated costs related to unsucddssfses are expensed as incurred. If our
assumptions regarding the successful efforts oéldgwnent and leasing are incorrect, the resultdjgstments could impact earnings.

Fair value of derivative instruments. In the normalirse of business, we are exposed to the efféatevest rate changes. We limit our
exposure by following established risk managemeiitigs and procedures including the use of derreat To mitigate our exposure to
unexpected changes in interest rates, derivatreeased primarily to hedge against rate movemantsuo related debt. We are required to
recognize all derivatives as either assets orlii@s in the consolidated balance sheets and @msore those instruments at fair value. Cha
in fair value will affect either stockholders' etyudr net income depending on whether the derieatistrument qualifies as a hedge for
accounting purposes.

To determine the fair value of derivative instrurisenve use a variety of methods and assumptiotnsatbdased on market conditions and
risks existing at each balance sheet date. Fan#jerity of financial instruments, including mogriVatives, standard market conventions
techniques such as discounted cash flow analysigropricing modes, replacement cost and ternonatbst are used to determine fair va
All methods of assessing fair value result in asgehapproximation of value, and such value mayenactually be realized.
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Rental revenue. Rental revenue is comprised of tegeincluding termination fees, recoveries friamants and parking and other income. In
accordance with GAAP, base rental revenue is rézedron a straight-line basis over the terms ofréispective leases. This means that, with
respect to a particular lease, actual amountsdhii@ccordance with the lease during any giverodenay be higher or lower than the amc

of rental revenue recognized for the period. Acdrsigaight-line rents receivable represents theuaatnloy which straight-line rental revenue
exceeds rents currently billed in accordance vatisé agreements. Recoveries from tenants repregebursements for certain costs as
provided in the lease agreements. These costsalgniaclude real estate taxes, utilities, insugmommon area maintenance and other
recoverable costs.

Investments in joint ventures. We account for omestments in unconsolidated joint ventures udilegejuity method of accounting because
we do not control these joint venture entities. Sehmvestments are initially recorded at costnaestments in unconsolidated affiliates, and
are subsequently adjusted for equity in earningscaish contributions and distributions. Any diffeze between the carrying amount of these
investments on our balance sheet and the underbgngy in net assets is amortized as an adjusttoesguity in earnings of unconsolidated
affiliates over 40 years. In connection with the MIBV, LLC joint venture, we have guaranteed Miliglobal, our partner who has an 80.0%
interest in the joint venture, a minimum interreer of return on $50.0 million of their equitythfe minimum internal rate of return is not
achieved upon the sale of the assets or windingf tige joint venture, Miller Global would received&sproportionately greater interest of the
cash proceeds related to the assets subject toténeal rate of return guarantee. Based upon thet operating performance of the assets
and our estimate of the residual value of the sutlgissets, the estimated internal rate of returiviitber Global with respect to the assets
exceeds the minimum required return. As a reswdtda not currently expect that our interest injthet venture will be adjusted upon the s
of the subject assets or the winding up of thetjeémture as a result of the internal rate of refywarantee. However, if our assumptions and
estimates prove incorrect, Miller Global could rigeea greater interest of the cash proceeds fronsaoh sale or winding up.
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RESULTS OF OPERATIONS

The following table sets forth information regagliour results of operations for the three and sixtins ended June 30, 2002 and 2001 ($ in
millions):

THREE MONTHS ENDED SIX MONTHS E NDED
JUNE 30, JUNE 30,
2002 2001 $CHANGE 2002 2001 $ CHANGE
REVENUE:
Rental property........cccccveveveeveeevenennne. . $ 1186 $ 1244 $ (58) $ 2426 $ 2512 $ (8.6)
Equity in earnings of unconsolidated affiliates.. . 25 1.6 0.9 5.0 2.4 2.6
Interest and other income............cccccuee.. . 2.7 7.8 (5.1) 6.2 15.6 (9.4)
Total Revenue..........cccccvvveciieecnennenne. . 123.8 133.8 (10.0) 253.8 269.2 (15.4)
OPERATING EXPENSES:
Rental property.......cccccevevveeeininennnns . 37.0 378 (0.8) 751 74.2 0.9
Depreciation and amortization.................... . 31.3 2838 2.5 62.3 57.6 4.7
Interest expense:
Contractual.........ccceeeviieeeniieeeenenn. . 271  26.2 0.9 53.1 54.6 (1.5)
Amortization of deferred financing costs....... . 0.3 0.7 (0.4) 0.7 1.3 (0.6)
274  26.9 0.5 53.8 55.9 (2.1)
General and administrative....................... . 5.5 55 - 10.7 10.7 -
Income before gain on disposition of land and
depreciable assets, minority interest,
discontinued operations and extraordinary item . 22,6 348 (12.2) 51.9 70.8 (18.9)
Gain on disposition of land and depreciable asset s 6.7 5.7 1.0 7.6 12.7 (5.1)
Income before minority interest, discontinued
operations and extraordinary item............. . 29.3 405 (11.2) 59.5 83.6 (24.1)
Miority interest.........cccceevevveeniieeeennenn. . (3.5) (5.0) 1.5 (7.2) (10.1) 2.9
Income from continuing operations................ . 25.8 355 (9.77 523 73.5 (21.2)
DISCONTINUED OPERATIONS:
Income from discontinued operations, net of
MINOrity iNterest........cocevvvvveeiveeenns . 0.1 0.8 0.9 0.6 1.6 (1.0)
Gain on sale of discontinued operations, net of
MINOrity iNterest........cccovvcvveevveeenns . 2.6 - 2.6 2.6 - 2.6
2.7 0.8 3.5 3.2 1.6 1.6
Net income before extraordinary item............. . 28,5 36.3 (7.8) 555 75.1 (19.5)
Extraordinary item -- loss on early extinguishment
of debt......coiiiiiiiii e . - (0.3) 0.3 - (0.5) 0.5
Net iNCOME......cccvvvieiiieeiiie e . 28,5 359 (7.5) 555 74.6 (19.0)
Dividends on preferred stock............cccceeuve. . 7.7 (7.9 0.2 (15.4) (16.1) 0.6
Net income available for common
shareholders.........cccoovvvvvvenieeninns . $ 2089% 280 % (72) $ 401 % 585 $ (18.4)

Three Months Ended June 30, 2002. Revenues frotal igperations decreased $5.8 million, or 4.7%mnf&124.4 million for the three
months ended June 30, 2001 to $118.6 million ferttliee months ended June 30, 2002. The decreaserivearily due to a decrease in the
average occupancy rates from 93.2% in the secoadagwof 2001 to 87.2% in the second quarter oR20®addition, we have written off
approximately $3.1 million of accrued straight-lireat receivables from WorldCom and its affiliatessof June 30, 2002. Slightly offsetting
the decrease was an increase in rental revenwereaslt of an increase in our property portfoli@002 as a result of our capital recycling
program, which included 1.3 million rentable squiret of properties that were placed in servicendu2002. Our in-service wholly-owned
portfolio increased from 36.7 million rentable spifeet at June 30, 2001 to 37.9 million rentaljigase feet at June 30, 2002.

Same property rental revenue, recorded in accoedartb GAAP, generated from the 475 in-service prtips wholly-owned on January 1,
2001, decreased $7.5 million, or 6.4%, for theghmonths ended June 30, 2002, compared to therttoaths ended June 30, 2001. Same
store straight-line rent decreased $4.1 millioimarily as a result of the $3.1 million write-off the WorldCom accrued straight-line rent
receivable and a decrease of $1.0 million dueddrtipact from the straight lining of rents discusgenerally in our critical accounting
policies. Same store rental revenues excludinggbirdine rent and termination fees decreased §8lion, or 3.2%. This decrease is a result
of lower same store average occupancy, which datlirom 93.1% in 2001 to 87.3% in 2002.
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During the three months ended June 30, 2002, 2tbhdegeneration leases representing 1.9 milliomusgteet of office, industrial and retail
space were executed at an average rate per sgaarevhich was 2.7% lower than the average ratesgeare foot on the previous leases.

Equity in earnings of unconsolidated affiliatesrgased $0.9 million, or 56.3%, from $1.6 millionr fbe three months ended June 30, 2001 to
$2.5 million for the three months ended June 30220he increase was primarily a result of an iaseein occupancy rates in 2002 for cer
joint ventures formed with unrelated investors aachings from certain development joint venturemfd with unrelated investors in le
December 2000 in which the properties have bearegdla service during 2002.

Interest and other income decreased $5.1 millio6504%, from $7.8 million for the three months eddlune 30, 2001 to $2.7 million for the
three months ended June 30, 2002. The decreasarjyinesulted from a decrease in leasing and dgweént fee income in the three months
ended June 30, 2002 and a decrease in intereshénicothe three months ended June 30, 2002 dwevier laverage cash balances (during
2001, we had higher cash balances as a resulboéeds from dispositions related to our capitajciog program that were ultimately used
in our stock repurchase program) and the colleafamtes receivable during 2001 and 2002.

Rental operating expenses (real estate taxediagjlinsurance, repairs and maintenance and ptbperty-related expenses) decreased $0.8
million, or 2.1%, from $37.8 million for the threeonths ended June 30, 2001 to $37.0 million fortiihee months ended June 30, 2002. This
decrease was primarily a result of lower occupaetative to variable operating expenses offsetloydases in real estate taxes, primarily

to higher property tax assessments, utilities anallsncreases in various other rental expens@6@?. Rental operating expenses as a
percentage of related revenues increased from 3fadthe three months ended June 30, 2001 to 3102%e three months ended June 30,
2002.

Same property rental property expenses, whichherexpenses of the 475 in-service properties wimllged on January 1, 2001, decreased
$112,713, or 0.3%, for the three months ended 30n2002, compared to the three months ended Jurg081. This decrease was primarily
a result of lower occupancy relative to variablemaping expenses offset by increases in real estads, primarily due to higher property tax
assessments, utilities and small increases inwather rental expense accounts in 2002.

Depreciation and amortization for the three morthded June 30, 2002 and 2001 totaled $31.3 m#éieh$28.8 million, respectively. The
increase of $2.5 million, or 8.7%, was due to améase in the amortization of leasing commissiarstanant improvements and an increase
in depreciation expense related to buildings planestrvice during 2001 and 2002, partly offselbyecrease in the depreciation expense
result of dispositions during 2002 and 2001.

Interest expense increased $0.5 million, or 1.98mf$26.9 million for the three months ended Juhe2®01 to $27.4 million for the three
months ended June 30, 2002. The increase was fyiratiributable to an increase in the averagetaating debt for the three months ended
June 30, 2002 partly offset by a decrease in weihverage interest rates during the three momitisdeJune 30, 2002. Interest expense for
the three months ended June 30, 2002 and 200daxti$0.3 million and $0.7 million, respectively,ashortization of deferred financing
costs and the costs related to our interest ratgeheontracts. Capitalized interest for the threatims ended June 30, 2002 and 2001 were
$2.6 million and $4.1 million, respectively.

General and administrative expenses as a perceotagil revenues was 4.5% in the second quafted@? and 4.1% in the second quarter
of 2001.

Gain on disposition of land and depreciable adseteased $1.0 million, or 17.6%, from $5.7 millifmr the quarter ended June 30, 2001 to
$6.7 million for the quarter ended June 30, 2002001, the majority of the gain was a result ef disposition of 883 apartment units. In
2002, the majority of the gain was related to agdiapproximately $16.4 million related to theptisition of 396,000 rentable square feet of
office and development properties, partly offsenyimpairment loss of approximately $9.9 milliGe¢ Note 7).

Income before gain on disposition of land and deiptde assets, minority interest, discontinued af@ns and extraordinary item equaled
$22.6 million and $34.8 million for the quartersded June 30, 2002 and 2001,
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respectively. The Company's net income allocateditmrity interest totaled $3.5 million and $5.0lion for the quarters ended June 30,
2002 and 2001, respectively. The Company record@ed iillion and $7.9 million in preferred stock @lends for each of the quarters ended
June 30, 2002 and 2001, respectively. The deciaaweferred stock dividends was a result of th.$nillion repurchase by the Company
of its preferred stock during 2001.

Six Months Ended June 30, 2002. Revenues fromlrep&aations decreased $8.6 million, or 3.4%, f&261.2 million for the six months
ended June 30, 2001 to $242.6 million for the sdnths ended June 30, 2002. The decrease was pyimiaei to a decrease in the average
occupancy rates from 93.4% for the six months edde@ 30, 2001 to 88.0% for the six months ended 30, 2002. In addition, we have
written off approximately $3.1 million of accruettaight-line rent receivables from WorldCom andaitBliates as of June 30, 2002. Slightly
offsetting the decrease was an increase in reenahiues as a result of an increase in our propertjolio in 2002 as a result of our capital
recycling program, which included 1.3 million relbolia square feet of properties that were placeéiniee during 2002. Our in-service
wholly-owned portfolio increased from 36.7 millioentable square feet at June 30, 2001 to 37.%omitkkntable square feet at June 30, 2002.

Same property rental revenue, recorded in accoedartbh GAAP, generated from the 475 in-service prtips wholly-owned on January 1,

2001, decreased $10.1 million for the six monthdeeinJune 30, 2002 compared to the six months ehdesl30, 2001. Same store straight-
line rent revenue decreased $5.6 million as atresthe $3.1 million write-off of the WorldCom aeeed straight-line rent receivable and a

decrease of $2.5 million due to the impact fromdtraight lining of rents discussed generally in eiitical accounting policies. Same store

revenues excluding straiglihe rent and termination fees decreased $5.3anillor 2.3%. This decrease is a result of loweressiore averag

occupancy, which declined from 93.6% in 2001 td.88in 2002.

During the six months ended June 30, 2002, 344nskgeneration leases representing 2.5 million sgfest of office, industrial and retail
space were executed at an average rate per sgaamgtich was 1.7% lower than the average ratesgeare foot on the previous leases.

Equity in earnings of unconsolidated affiliatesre@sed $2.6 million, or 108.3%, from $2.4 milliar the six months ended June 30, 2001 to
$5.0 million for the six months ended June 30, 200 increase was primarily a result of an inaegasoccupancy rates in 2002 for certain
joint ventures formed with unrelated investors aachings from certain development joint venturemfed with unrelated investors in le
December 2000 in which the properties have bearegdla service during 2002.

Interest and other income decreased $9.4 millioB0d3%, from $15.6 million for the six months eddrine 30, 2001 to $6.2 million for the
six months ended June 30, 2002. The decrease fyimesulted from a decrease in leasing and devatoy fee income in the six months
ended June 30, 2002 and a decrease in intereshénicothe six months ended June 30, 2002 due terlawerage cash balances (during 2001,
we had higher cash balances as a result of prodesdslispositions related to our capital recyclprggram that were ultimately used in our
stock repurchase program)and the collection ofsuaeeivable during 2001 and 2002.

Rental operating expenses (real estate taxegiagjlinsurance, repairs and maintenance and ptbperty-related expenses) increased $0.9
million, or 1.2%, from $74.2 million for the six mths ended June 30, 2001 to $75.1 million for tkeronths ended June 30, 2002. The
increase was primarily a result of an increaseal estate taxes in 2002 partly offset by a deeressulting from lower occupancy relative to
variable operating expenses. Rental operating esgseas a percentage of related revenues incraase@9.5% for the six months ended J
30, 2001 to 31.0% for the six months ended Jun@QG02.

Same property rental property expenses, whichherexpenses of the 475 in-service properties wimllged on January 1, 2001, decreased
$423,368, or 0.6%, for the six months ended Jun@@02, compared to the six months ended June(8,. X his decrease was primarily a
result of lower occupancy relative to variable @pieig expenses offset by increases in real estaést primarily due to higher property tax
assessments, utilities and small increases inwsuather rental expenses.

Depreciation and amortization for the six monthdezhJune 30, 2002 and 2001 totaled $62.3 milliah%Gv.6 million, respectively. The
increase of $4.7 million, or 8.2%, was due to amease in the amortization of leasing commissiomstanant improvements and an increase
in depreciation expense related to buildings placestrvice
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during 2001 and 2002, partly offset by a decreaskd depreciation expense as a result of dispasitiiuring 2002 and 2001.

Interest expense decreased $2.1 million, or 3.88m $55.9 million for the six months ended JuneZZM1 to $53.8 million for the six

months ended June 30, 2002. The decrease was yiataibutable to the decrease in the weighteerage interest rates for the six months
ended June 30, 2002, partly offset by an increasfeei average outstanding debt for the six momide@ June 30, 2002. Interest expense for
the six months ended June 30, 2002 and 2001 ing¢l§d& million and $1.3 million, respectively, ohartization of deferred financing costs
and the costs related to our interest rate hedgigamis. Capitalized interest for the six monthdezhJune 30, 2002 and 2001 was $6.6 million
and $7.1 million, respectively.

General and administrative expenses as a perceotagil revenues was 4.2% and 4.0% in the fisstroonths of 2002 and 2001,
respectively.

Gain on disposition of land and depreciable astetseased $5.1 million, or 40.4%, from $12.7 millfor the six months ended June 30, 2
to $7.6 million for the six months ended June 3M2 In 2001, the majority of the gain was a resfithe disposition of 1,160 apartment
units. In 2002, the majority of the gain was refitie a gain of approximately $ 17.4 million relatedhe disposition of 524,000 rentable
square feet of office and development propertiagypoffset by an impairment loss of approximat®8:9 million (see Note 7).

Income before gain on disposition of land and deiptde assets, minority interest, discontinued afi@ns and extraordinary item equaled
$51.9 million and $70.8 million for the six montasded June 30, 2002 and 2001, respectively. Thep@oy's net income allocated to
minority interest totaled $7.2 million and $10.1llran for the six months ended June 30, 2002 ar@ll 26espectively. The Company recorded
$15.4 million and $16.1 million in preferred stagividends for each of the six months ended Jun@2302 and 2001, respectively. The
decrease was a result of the $18.5 million repgely the Company of its preferred stock duringl200

LIQUIDITY AND CAPITAL RESOURCES

Statement of Cash Flows. The following table setthfthe changes in the Company's cash flows franfitst six months of 2001 as
compared to the first six months of 2002 ($ in tends):

SIX MONTHS ENDED JUNE 30,

2002 2001 CHANGE
Cash Provided By Operating Activities $ 99,937 $ 117,037 $ (17,100)
Cash Provided By Investing Activities 66,799 5,778 61,021
Cash Used in Financing Activities (153,118) (197,482) 44,364

The decrease in cash provided by operating a&svitias primarily the result of (1) our capital reinyg program and a decrease in average
occupancy rates for our wholly-owned portfolio; &) increase in real estate taxes in the firstrginths of 2002, primarily due to higher
property assessments; and

(3) a decrease in interest income and developmmehleasing income in 2002. In addition, the leviah@t cash provided by operating
activities is also affected by the timing of re¢aprevenues and payment of expenses.

The increase in cash provided by investing acéisitvas primarily a result of a decrease of $77IHomiin additions to real estate assets in
first six months of 2002, partly offset by a de@@ the investments in notes receivable fronfithesix months of 2001 to the first six
months of 2002 and a decrease in the collectiadeénces from subsidiaries of $27.6 million frora finst six months of 2001 to the first six
months of 2002.

The decrease in cash used in financing activities primarily a result of a decrease of $136.1 arilin the repurchase of Common Stock and
Common Units from the first six months of 2001 te first six months of 2002, a decrease of $2.8aniin distributions paid on common
stock, common units and preferred stock during 2882 an increase in net proceeds from the salerofron stock of $2.7 million in 2002
partly offset by an increase of $99.2 million irt nepayment on the unsecured revolving loan, mgegand notes payable from the first six
months of 2001 to the first six months of 2002.

Capitalization. Based on our total market capitdlin of $3.62 billion at June 30, 2002 (at theel8a, 2002 stock price of $26.00 and
assuming the redemption for shares of Common Sibtte 7.1 million Common Units
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of minority interest in the Operating Partnership)r debt represented approximately 46.2% of diat tnarket capitalization. Our total
indebtedness at June 30, 2002 was $1.7 billionnagdcomprised of $544.4 million of secured indebéss with a weighted average interest
rate of 7.7% and $1.1 billion of unsecured indebésg with a weighted average interest rate of 6\W&do not intend to reserve funds to
retire existing secured or unsecured debt uponnat&or a more complete discussion of our longrtéiquidity needs, see "Current and
Future Cash Needs."

The following table sets forth the maturity schedof our mortgages and notes payable as of Jur208@, ($ in thousands):

WITHIN WITHIN WITHIN
WITHIN 2-3 4-5 6 OR MORE
TOTAL 1 YEAR YEARS YEARS YEARS
Fixed Rate Debt:
Unsecured:
MOPPRS (1)..cvveeiieeiiieeiieene $ 125,000 $ - $ -$ - $ 125,000
Put Option Notes (2).................. 100,000 - - - 100,000
NOtES....oviiiieiieeie e 706,500 - 246,500 110,000 350,000
Term Loan......cccccvveeeeinninnnes - - - - -
Secured:
Mortgages and loans payable........... 512,223 9,726 64,284 118,237 319,976
Total Fixed Rate Debt...................... 1,443,723 9,726 310,784 228,237 894,976
Variable Rate Debt:
Unsecured:
Revolving Loan...........cccceeevuee 199,500 - 199,500
Secured:
Revolving Loan.........cccccceeee.... 4,409 4,409 -
Mortgage loan payable................. 27,726 246 23,822 3,658
Total Variable Rate Debt................... 231,635 4,655 223,322 3,658
Total Mortgages and Notes payable.............. $1,675358 $ 14,381 $ 534,106 $ 231,895 $ 894,976

(1) On February 2, 1998, the Operating Partnerstiig $125.0 million of MandatOry Par Put Remarke$edurities ("MOPPRS") due
February 1, 2013. The MOPPRS bear an interesbfde335% from the date of issuance through Jan8ar2003. After January 31, 2003,
the interest rate to maturity on the MOPPRS wilbbEL5% plus the applicable spread determined darofary 31, 2003. In connection with
the initial issuance of the MOPPRS, a counter pagyg granted a remarketing option to purchase t&®RRS from the holders thereof on
January 31, 2003 at 100.0% of the principal amd@ithe counter party elects not to exercise titam, the Operating Partnership would be
required to repurchase the MOPPRS from the hollekanuary 31, 2003 at 100.0% of the principal arhplus accrued and unpaid interest.

(2) On June 24, 1997, a trust formed by the Opmga®iartnership sold $100.0 million of Exercisahlg ®ption Securities due June 15, 2004
("X-POS"), which represent fractional undivided bficial interests in the trust. The assets of thsttconsist of, among other things, $100.0
million of Exercisable Put Option Notes due JuneZlBL1 (the "Put Option Notes"), issued by the @fyeg Partnership. The Put Option
Notes bear an interest rate of 7.19% from the dhigsuance through June 15, 2004. After June 84 2he interest rate to maturity on

Put Option Notes will be 6.39% plus the applicapecad determined as of June 15, 2004. In conmesiith the initial issuance of the Put
Option Notes, a counter party was granted an optigrurchase the Put Option Notes from the trustwore 15, 2004 at 100.0% of the
principal amount. If the counter party elects mogxercise this option, the Operating Partnerstdpli/be required to repurchase the Put
Option Notes from the Trust on June 15, 2004 at@@0of the principal amount plus accrued and unpdgtest.

The mortgage and loans payable and the securellirgy@an were secured by real estate assetsamitfiggregate carrying value of $942.9
million at June 30, 2002.

The Operating Partnership's unsecured notes of. $98illion bear interest rates ranging from 6.898 1%, with interest payable semi-
annually in arrears. The premium and discountedl#d the issuance of the unsecured notes is benagtized over the life of the respective
notes as an adjustment to interest expense. Mflfinsecured notes, except for the MOPPRS an@tign Notes, are redeemable at any
time prior to maturity at our option, subject tataén conditions including the payment of make-vehaimounts.
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We currently have a $300.0 million unsecured reimgjtoan (with $199.5 million outstanding at Jurz 2002) that matures in December
2003 and a $55.2 million secured revolving loartl{y4.4 million outstanding at June 30, 2002) thatures in March 2003. Our unsecured
revolving loan also includes a $150.0 million cotipee sub-facility. Depending upon the corporatedit ratings assigned to us from time to
time by the various rating agencies, our unsecrgedlving loan bears variable rate interest atraap above LIBOR ranging from 0.70% to
1.55% and our secured revolving loan bears variadtéeinterest at a spread above LIBOR ranging f0d56% to 1.50%. We currently have a
credit rating of BBB- assigned by Standard & Pga'sredit rating of BBB assigned by Fitch Inc. ancredit rating of Baa2 assigned by
Moody's Investor Service. As a result, interestentty accrues on borrowings under our unsecurealving loan at an average rate of
LIBOR plus 85 basis points and under our securediving loan at an average rate of LIBOR plus 75i®@oints. In addition, we are
currently required to pay an annual facility fe@alto .20% of the total commitment under the unseat revolving loan.

The terms of each of our revolving loans and tlideimure that governs our outstanding notes reguite comply with various operating and
financial covenants and performance ratios. Wecargently in compliance with all such requirememtsaddition, based on our current
expectation of future operating performance, weeekfo remain in compliance for the foreseeableréut

Joint Ventures. During the past several years, ave fiormed various joint ventures with unrelategestors. We have retained minority eq
interests ranging from 12.5% to 50.0% in thesetjegmtures. As required by GAAP, we have accoufdedur joint venture activity using t
equity method of accounting, as we do not contresé joint ventures. As a result, the assets abdities of our joint ventures are not
included on our balance sheet. As of June 30, 20@2jpint ventures have approximately $566.5 millof outstanding debt. All of the joint
venture debt is non-recourse to us except (1)drcise of customary exceptions pertaining to suattens as misuse of funds, environmental
conditions and material misrepresentations anav{f®) respect to $5.0 million of construction deélated to the MG-HIW Metrowest I, LLC,
which has been guaranteed in part by us subjecpto rata indemnity from our joint venture partr@ur guarantee of the MG-HIW
Metrowest |, LLC debt represented 50.0% of the tamiding loan balance at June 30, 2002.

Interest Rate Hedging Activities. To meet in pant long-term liquidity requirements, we borrow fsnat a combination of fixed and variable
rates. Borrowings under our two revolving loansrbeterest at variable rates. Our long-term delbiickv consists of long-term financings and
the unsecured issuance of debt securities, typibathrs interest at fixed rates. In addition, weehassumed fixed rate and variable rate de
connection with acquiring properties. Our intemasé risk management objective is to limit the ictpaf interest rate changes on earnings and
cash flows and to lower our overall borrowing co3is achieve these objectives, from time to timeenter into interest rate hedge contracts
such as collars, swaps, caps and treasury locleagnes in order to mitigate our interest rate wik respect to various debt instruments. We
do not hold or issue these derivative contractdréating or speculative purposes.

The interest rate on all of our variable rate delatdjusted at one- and three-month intervals,emidp settlements under these contracts. We
also enter into treasury lock agreements from tion@me in order to limit our exposure to an in@ean interest rates with respect to future
debt offerings. Net payments made to counterpautieer interest rate hedge contracts were $41%086ag the six months ended June 30,
2002 and were recorded as additional interest esqpen

Current and Future Cash Needs. Historically, remtatnue has been the principal source of fundsetet our short-term liquidity
requirements, which primarily consist of operatmgpenses, debt service, stockholder distributiowscadinary course capital expenditures.
In addition, construction management, maintenaeesjng and management fees have provided sourcestoflow. We presently have no
plans for major capital improvements to the exgstnoperties except for the $4.7 million renovatadiTampa Bay Park and the $7.9 million
general and non-recurring renovations at Countap@®laza. In addition, we could incur tenant imgmoents and lease commissions related
to any releasing of space currently leased by VBwid and US Air (see "Recent Developments") andddevelopment of the EPA site in
Research Commons.

In addition to the requirements discussed abovesloort-term (within the next 12 months) liquidigquirements also include the funding of
approximately $50.0 million of our existing devefognt activity, including first generation tenantiravements and lease commissions on
properties placed in service that are not
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fully leased. See "Business - Development Actititye expect to fund our short-term liquidity recgrirents through a combination of
working capital, cash flows from operations andfdiwing:

. borrowings under our unsecured revolving loant(u$114.1 million of availability as of July 260@2);
. borrowings under our secured revolving loan f49.4 million of availability as of July 26, 2002
. the selective disposition of non-core assets;

. the sale or contribution of some of our whollyr@t properties, development projects and developlaed to strategic joint ventures to be
formed with unrelated investors, which will have thet effect of generating additional capital tlgtosuch sale or contributions; and

. the issuance of secured debt (at June 30, 209had $2.8 billion of unencumbered real estatetsisseost).

Our long-term liquidity needs generally include fhading of existing and future development acgivtelective asset acquisitions and the
retirement of mortgage debt, amounts outstandintguthe two revolving loans and long-term unseculedat. We remain committed to
maintaining a flexible capital structure. Accordingve expect to meet our lortgrm liquidity needs through a combination of (19 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 sourcesritbed above with respect to our shiern 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 cashvatgiits and cash flows from operating activitieghwash available from borrowings and
other sources, will be adequate to meet our cagitdlliquidity needs in both the short and longnteowever, if these sources of funds are
insufficient or unavailable, the Company's abitilynake the expected distributions to stockholdessussed below and satisfy other cash
payments may be adversely affected.

Distributions to Stockholders. To maintain its dfiedtion as a REIT, the Company must distributstimckholders at least 90.0% of REIT
taxable income. The Company expects to use itsftastrom operating activities for distributions stockholders 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 bodrdiectors regarding distributions: (1) debt seeviequirements after taking into account the
repayment and restructuring of certain indebtedr@3scheduled increases in base rents of exitg#ges; (3) changes in rents attributable to
the renewal of existing leases or replacement £44¢ changes in occupancy rates at existing ptiegeand procurement of leases for newly
acquired or developed properties; and (5) operakugenses and capital replacement needs.

Share and Unit Repurchase Program. On April 25126@ announced that the Company's Board of Dire@othorized the repurchase of up
to an additional 5.0 million shares of Common Stank Common Units. As of July 26, 2002, under tew nepurchase program, the
Company had repurchased 1.4 million shares of Cam®tock and Common Units at a weighted averagenpsecprice of $24.56 per share
and a total purchase price of $34.0 million. Inedetining whether or not to repurchase additionpitehstock, we will consider, among other
factors, the effect of repurchases on our liquidityg the price of our Common Stock.

Disposition Activity. As part of our ongoing cagitacycling program, during the six months endedeJ80, 2002, we have sold 856,000
square feet of office properties and 75 acres wéld@ment land for gross proceeds of $120.2 milllaraddition, we had 707,671 square feet
of office properties and 99.4 acres of land undtet of intent or contract for sale in variouswsactions totaling $79.9 million. These
transactions are subject to customary closing ¢immdi, including due diligence and documentatiom are expected to close during the third
and fourth quarters of 2002. However, we can prvid assurance that all or parts of these tramsectiill be consummated.
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During the second quarter, we recorded a $9.9anillinpairment reserve related to two propertieengect to sell and/or re-develop.
RECENT DEVELOPMENTS

WorldCom Bankruptcy. On July 21, 2002, WorldConedila voluntary petition with the United States Baipitcy Court seeking relief under
Chapter 11 of the United States Bankruptcy CodecWeently have 13 leases encompassing 986,082esépet in nine locations with
WorldCom and its affiliates, including four leasescompassing 828,467 square feet in four locatiotisintermedia Communications, with
lease expirations ranging from 2002 to 2013. Basedune 2002 rental revenue, our annualized resdahue from these leases is $17.5
million, or approximately 3.7% of our total annz&d rental revenue. Approximately 185,000 squartdEthe space leased by Intermedia
has not yet been upfitted or occupied and we egtithat a substantial portion of the remainingrimiedia space currently appears to be
under-utilized.

In addition, our joint venture with Miller GlobdINIG-HIW, LLC") has 14 leases encompassing 57,252asg| feet in five locations with
WorldCom and its affiliates, including six leases@mpassing 23,381 square feet in four locationis lmkermedia Communications, with
lease expirations ranging from 2002 to 2007. Weetea20.0% ownership in this joint venture and, daseJune 2002 rental revenue, our
proportionate share of the annualized rental reegyanerated from these leases is $278,100.

Approximately 81.0% of the annualized rental reverelated to our leases with WorldCom and itsiafs, including our pro rata share of
the annualized rental revenue related to MG-HIWCLIs derived from properties in Tampa. The remeaiiraf this revenue is derived from
properties in Greenville, South Carolina, RichmadRdleigh, Orlando and Nashville. WorldCom and ffdiates are current on base rental
payments through August 31, 2002. However, we haiteen off approximately $3.1 million of accruettaght-line rent receivables from
WorldCom and its affiliates as of June 30, 2002.

Due to the inherent uncertainties of the bankruptogess, we are not able to predict the impaofildCom's bankruptcy on its leasing and
occupancy of our properties or on our financialditan and results of operations.

U.S. Airways Bankruptcy. On August 11, 2002, USweys Group Inc. filed a voluntary petition with tbiaited States Bankruptcy Court
seeking relief under Chapter 11 of the United St&&nkruptcy Code. We currently have seven leasesnepassing 414,059 square feet with
US Airways and its affiliates with an average remvaj lease term of 5.4 years as of June 30, 2082e@on June 2002 rental revenue, our
annualized rental revenue from these leases isriflion, or approximately 1.5% of our total annizal rental revenue. Approximately
55,000 square feet of space is currently beinglsated by US Airways to a third party and we edintlaat the balance of the space is
approximately 75 percent utilized by US Airwaysaagservation call center and for certain revermee@nting and information technology
functions. All of the 414,059 square feet of spiadecated in Winston-Salem, North Carolina.

US Airways is current on base rental payments gjinodugust 31, 2002. We have an accrued straigbtrént receivable from US Airways in
the amount of $495,000 as of June 30, 2002.

Due to the inherent uncertainties of the bankruptogess, we are not able to predict the impati®Airways' bankruptcy on its leasing and
occupancy of our properties or on our financialditan and results of operations.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In October 2001, the FASB issued SFAS No. 144, thating for the Impairment of Disposal of Long-LivAssets," which addresses
financial accounting and reporting for the impainnef disposal of long-lived assets. This standednonizes the accounting for impaired
assets and resolves some of the implementatioasssioriginally described in SFAS No. 121. We &etbSFAS No. 144 in the first quarter
of 2002. Income from discontinued operations, tiehimority interest and the gain on sale of disawmd operations, net of minority interest,
for properties meeting the criteria in accordan@é 8FAS No. 144 are reflected in the consolidatiadements of income as discontinued
operations for all periods presented.
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FUNDS FROM OPERATIONS AND CASH AVAILABLE FOR DISTRI BUTIONS

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

and service debt and to fund acquisitions and athpital expenditures. FFO does not represennigetrie or cash flows from operating,
investing or financing activities as defined by GRAt should not be considered as an alternativeetancome as an indicator of our
operating performance or to cash flows as a meaduiguidity. FFO does not measure whether casW ils sufficient to fund all cash needs,
including principal amortization, capital improvente and distributions to stockholders. Further, Ris@isclosed by other REITs may not be
comparable to our calculation of FFO, as descrifmdw. FFO and cash available for distributionsutimot be considered as alternatives to
net income as an indication of our performanceasash flows as a measure of liquidity.

FFO equals income from continuing operations befioirgority interest (computed in accordance with GAAxcluding gains (or losses) fr
debt restructuring and sales of depreciable prg@erd dividends paid to preferred shareholders gépreciation and amortization. In
addition, FFO includes both recurring and non-rgangroperating results and income from discontinapdrations. As a result, non-recurring
items that are not defined as "extraordinary" ur@a&AP are reflected in the calculation of FFO.

Cash available for distribution is defined as fufrdsn operations increased by the amortizationedféded financing activities and reduced
rental income from straight-line rents and memenue enhancing capital expenditures for buildimgrovements and tenant improvements
lease commissions related to second generatio® spac
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FFO and cash available for distribution for theethand six month periods ended June 30, 2002 &id&t@ summarized in the following
table (in thousands):

THREE MONTHS ENDED JUNE 30, SIX MONTHS ENDED JUNE 30,
2002 2001 2002 2001
FUNDS FROM OPERATIONS:
Income before gain on disposition of land and depre ciable
assets, minority interest, discontinued operations and
extraordinary item.....ccccccevevveevicenees $ 22619 $ 34,824 $ 51,867 $ 70,862
Add/(Deduct):
Dividends to preferred shareholders............ ... (7,713) (7,929) (15,426 ) (16,074)
Transition adjustment upon adoption of FAS 133 ... - - - 556
Income from discontinued operations............ ... 49 883 641 1,799
Gain on disposition of land.........ccccc...... . 5,989 537 5,758 1,563
Depreciation and amortization................. ... 31,568 29,117 62,934 58,323
Depreciation on unconsolidated affiliates..... ... 2,149 1,912 4,633 3,904
Funds from operations.......cccccceeeeveeee. L 54,661 59,344 110,407 120,933
CASH AVAILABLE FOR DISTRIBUTION:
Add/(Deduct):
Rental income from straight-line rents........ ... 1,049 (3,550) (1,318 ) (6,652)
Amortization of deferred financing costs...... ... 341 675 680 1,340

Non-incremental revenue generating capital
expenditures (1):

Building improvements paid........cccocoee.. L. (2,370) (2,014) (3,121 ) (3,087)
Second generation tenant improvements paid.. ... (3,380) (4,021) (6,911 ) (7,776)
Second generation lease commissions paid.... ... (3,049) (3,541) (5,659 ) (8,328)
Cash available for distribution........... . ... $ 47,252 $ 46,893 $ 94,078 $ 96,430
Weighted average shares/units outstanding - basic ( 2)eeeeennn 60,363 61,571 60,316 62,826
Weighted average shares/units outstanding - diluted 2)...... 60,849 61,962 60,767 63,215
DIVIDEND PAYOUT RATIOS:
Funds from operations.........ccoccevvveeeee. L 65.1% 59.5% 64.4 % 59.6%
Cash available for distribution............... .~ ... 75.3% 75.3% 75.6 % 74.7%

(1) Amounts represent cash expenditures.

(2) Assumes redemption of Common Units for shaf&Somnmon Stock. Minority interest Common Unit halslend the stockholders of the
Company share equally on a per Common Unit andlpare basis; therefore, the per share informasiamaffected by conversion.
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PROPERTY INFORMATION

The following table sets forth certain informatiaith respect to our wholly owned in-service andelepment properties (excluding
apartment units) as of June 30, 2002 and 2001:

JUNE 30, 2002 JUNE 30, 20 01
PERCENT PER CENT
RENTABLE LEASED/ RENTABLE LEA SED/
SQUARE FEET PRE-LEASED SQUARE FEET PRE-L EASED
IN-SERVICE:
Office 25,787,000 87% 24,639,000 93%
Industrial 10,468,000 84% 10,396,000 93%
Retail (1) 1,651,000 96% 1,628,000 95%
Total or Weighted Average 37,906,000 86% 36,663,000 93%
DEVELOPMENT:
Completed--Not Stabilized
Office 735,000 29% 1,019,000 51%
Industrial 136,000 29% 184,000 21%
Retail 20,000 90% - --
Total or Weighted Average 891,000 30% 1,203,000 A47%
IN PROCESS
Office (2) 201,000 70% 1,669,000 61%
Industrial (2) 60,000 0 258,000 9%
Retail - -- 20,000 72%
Total or Weighted Average 261,000 54% 1,947,000 54%
TOTAL:
Office 26,723,000 27,327,000
Industrial 10,664,000 10,838,000
Retail (1) 1,671,000 1,648,000
Total or Weighted Average 39,058,000 39,813,000

(1) Excludes basement space
(2) Includes properties that we have an optionuteipase.
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The following table sets forth information concergithe 20 largest customers of our wholly-ownegprbes as of June 30, 2002 ($ in
thousands):

PERCENT OF TOTA L AVERAGE
NUMBER RENTAL ANNUALIZED ANNUALIZED REMAINING LEASE
CUSTOMERS OF LEASES SQUARE FEET RENTAL REVENUE (1) RENTAL REVENUE(1 ) TERMIN YEARS
Intermedia Communications/
WorldCom 13 986,082 $ 17,466 3. 71% 8.1
854,992 10,041 2. 98 5.6
55 644,188 12,151 2. 58 4.0
6 587,188 10,199 2. 17 6.1
354,507 7,899 1. 68 6.5
1 300,901 7,899 1. 68 12.7
PricewaterhouseCoopers.............. 7 307,158 7,038 1. 50 7.7
USAIN...cooiiiiiieeicii. 7 414,059 6,909 1. 47 5.4
State of Georgia...........cceco... 9 349,690 6,485 1. 38 6.0
Bell South..........cccvveeeeei. 12 223,774 4,595 0. 98 1.7
Sara Lee 8 1,184,134 4,404 0. 94 3.0
Northern Telecom, Inc 2 283,298 3,921 0. 83 4.7
Lockton Companies, Inc.............. 1 127,485 3,117 0. 66 12.7
VOIVO...oeiiiiiieiiie e 5 214,783 2,979 0. 63 7.1
Bank of America..................... 20 153,464 2,894 0. 62 1.8
International Paper Co 10 121,174 2,887 0. 61 0.5
Hartford Insurance... . 6 134,021 2,856 0. 61 3.8
Business Telecom, Inc............... 4 145,497 2,832 0. 60 2.8
Voicestream Wireless.. .. 2 120,561 2,765 0. 59 4.0
Ford Motor Company...... 2 129,158 2,640 0. 56 75
Total.cooeeeiiiecee e 185 7,636,114 $ 125,977 26. 78% 6.1

(1) Annualized rental revenue is June 2002 retadmue (base rent plus operating expense pasgtwpnultiplied by 12.
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As of June 30, 2002, we were developing nine swrudifice properties, two industrial properties ame retail property totaling 1.2 million
rentable square feet of office and industrial spdbte following table summarizes these developrpenjects. In addition to the properties
described in this table, we are developing withjoint venture partner two additional propertiestimg 373,000 rentable square feet. At June
30, 2002, this development project had an aggreaygteipated total investment of $80.7 million amas 51.0% pre-leased.

IN-PROCESS
ANTICIPATED
RENTABLE TOTAL INVESTMENT PRE-LEASING ESTIMATED ESTIMATED
NAME MARKET SQUARE F EET INVESTMENT AT 06/30/02 PERCENTAGE (1) COMPLETION STABILIZATION(3)
($ IN THOUSANDS)

OFFICE:
1825 Century Center Atlanta 101, 000 $ 16,254 $ 14,027 100% 3Q02 3Q02
801 Raleigh Corporate

Center 2) Research Triangle 100, 000 12,016 5,757 40 4Q02 2Q04

In-Process Office
Total or Weighted

Average 201, 000 $ 28,270 $ 19,784 70%
INDUSTRIAL:
Tradeport V (2) Atlanta 60, 000 $ 2913 $ 484 0% 4Q02 4Q03

In-Process Industrial
Total or Weighted
Average 60, 000 $ 2913 $ 484 0%

Total or Weighted
Average of all
In-Process
Development Projects 261, 000 $ 31,183 $ 20,268 54%

(1) Letters of intent comprise 1% of the total jgasing percentage.
(2) We are developing these properties for a théndy and own an option to purchase each property.
(3) We consider a development project to be stedgllion the date such project is at least 95% oedupi
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COMPLETED--NOT STABILIZED (2)

ANTICIPATED
REN TABLE TOTAL INVESTMENT PRE-LEASING ESTIMATED ESTIMATED
NAME MARKET SQUA RE FEET INVESTMENT AT 06/30/02 PERCENTAGE (1) COMPLETION STABILIZATION(3)
($ IN THOUSANDS)

OFFICE:
Met Life Building

At Brookfield Greenville 115,000 $ 13,220 $ 12,101 95% 3Q01 3Q02
Hickory Trace Nashville 52,000 5,933 6,623 86 3Q01 3Q02
1501 Highwoods

Boulevard Piedmont Triad 98,000 11,290 9,931 4 4Q01 4Q02
Seven Springs | Nashville 131,000 15,556 12,656 12 1Q02 1Q03
Centre Green Four Research Triangle 100,000 11,764 9,395 0 4Q01 2Q03
GlenLake | Research Triangle 158,000 22,417 18,812 14 4Q01 2Q03
Shadow Creek Il Memphis 81,000 8,750 6,980 19 4Q01 4Q03
Office Total

or Weighted

Average 735,000 $ 88,930 $ 76,498 29%
INDUSTRIAL:
Newpont IV Atlanta 136,000 $ 5,288 $ 4,626 29% 4Q01 1Q03

Completed-Not
Stabilized Industrial
Total or Weighted

Average 136,000 $ 5,288 $ 4,626 29%
RETAIL:
Granada Shops Kansas City 20,000 $ 5,020 $ 4,173 90 % 4Q01 2Q03

Completed-Not
Stabilized Retail
Total or Weighted
Average 20,000 $ 5,020 $ 4,173 90%

Total or Weighted
Average of all
Completed-
Not Stabilized
Development Projects 891,000 $ 99,238 $ 85,297 30%

Total or Weighted
Average of all
Development Projects 1, 152,000 $ 130,421 $ 105,565 36%

(1) Letters of intent comprise 1% of the total jgasing percentage.

(2) These properties contributed $362,000 in Netr@iing Income (Property Revenue less Property iisgjeduring the three months ended
June 30, 2002.

(3) We consider a development project to be stadgllion the date such project is at least 95% oedupi
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DEVELOPMENT ANALYSIS

SUMMARY BY ESTIMATED STABILIZATION DATE:

Third Quarter 2002..........cccceeeeeeeeennn.
Fourth Quarter 2002..
First Quarter 2003.....
Second Quarter 2003...........ccccvvvvveeeenns
Fourth Quarter 2003.....
Second Quarter 2004..........cccccvvveeeeennns

Total or Weighted Average...........c.........

SUMMARY BY MARKET:
Atlanta........ccoceeeeniiiieies
Greenville......

Kansas City...
Memphis....
Nashville........cccccovvinieiiieeee

Piedmont Tria
Research Triangle...........cccccooviineenn.

Total or Weighted Average.............cc.....

Build-to-Suit..........cooviiiiiiiiiiiieens
Multi-Tenant............ooeeevveveeeenennn.

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

(1) Letters of intent comprise 1% of the total fFasing percentage.
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ANTICIPATED
RENTABLE TOTAL
SQUARE FEET  INVESTMENT

($ IN THOUSANDS)

268,000 $ 35,407

199,000 11,290
267,000 20,844
258,000 39,201
60,000 11,663
100,000 12,016

1,152,000 $ 130,421

297,000 $ 24,455

115,000 13,220
20,000 5,020
81,000 8,750
183,000 21,489
98,000 11,290

358,000 46,197

1,152,000 $ 130,421

101,000 $ 16,254
1,051,000 114,167

1,152,000 $ 130,421

AVERAGE AVERAGE

RENTABLE  ANTICIPATED
SQUARE TOTAL
FEET INVESTMENT

($ IN THOUSANDS)

104,000 $ 13,022
98,000 4,101
20,000 5,020

96,000 $ 10,868

PRE-LEASING
PERCENTAGE (1)

AVERAGE
PRE-LEASING(1)



The following table sets forth certain informatianout leasing activities at our wholly ownedsiervice properties (excluding apartment ur
for the three months ended June 30 and March 3, 26d December 31 and September 30, 2001.

NET EFFECTIVE RENTS RELATED TO RE-LEASED SPACE:
Number of lease transactions (signed leases)...
Rentable square footage leased.................
Average per rentable square foot over the
lease term:
Base rent.......cocveeeeienieenieneene.
Tenant improvements
Leasing commissions.
Rent concessions. ..........cceevveneenen.

Effective rent.........cccoevveeveennnns
Expense stop(l).....ccceveeevveeernnnnn

Equivalent effective net rent...............

Average term in years.............c.cce......

CAPITAL EXPENDITURES RELATED TO RELEASED SPACE:
Tenant Improvements:
Total dollars committed under
signed leases.......... .
Rentable square feet..........cccccconee..

Per rentable square foot....................

Leasing Commissions:
Total dollars committed under
signed leases..........cccceeevvieernnnnn.
Rentable square feet...........cccccveeee.

Per rentable square foot....................

Total:
Total dollars committed under
signed leases..........cccveeevveeinnnnn.
Rentable square feet

Per rentable square foot....................

RENTAL RATE TRENDS:

Average final rate with expense

pass throughs.........ccccevcvveeniieennnns
Average first year cash rental rate (2)........

Percentage (decrease)/increase.................

(1)"Expense stop" represents operating expensegi@éy including taxes, utilities, routine builgirexpense and common area maintenance)

for which we will not be reimbursed by our tenants.

OFFICE LEASING STATISTICS THREE MONTHS EN

6/30/02 3/31/02 12/31/01 9/30/0
162 110 116
874,467 417,102 437,454 630,
$ 1686 $ 16.83 $ 1785 $ 17

(0.86)  (0.98)  (1.19) ©
(056)  (0.78)  (0.97) ©
(0.14)  (0.15)  (0.11) ©

$ 1530 $ 1492 $ 1558 $ 15
(517)  (5.17)  (4.50) (4

$ 1013 $ 975 $ 1108 $ 10
41 41 46

$ 3,481,988 $2,031,231 $2,647,115 $ 2,431,
874,467 417,102 437,454 630,

$ 398 $ 487 $ 6.05 $ 3

$1,272,854 $ 984,220 $1,277,523 $ 1,018,
874,467 417,102 437,454 630,

$ 146 $ 236 $ 292 $ 1

$4,754,842 $3,015450 $3,924,637 $ 3,449,

874,467 417,102 437,454 630,
$ 544 $ 723 $ 897 $ 5
$ 1685 $ 1645 $ 1647 $ 16
$ 16.06 $ 1584 $ 1725 $ 16

@nw  (3.8)% 4.7%

(2)First year cash rental rate is equal to baselesa concessions.
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135 131
043 589,767
03 $ 17.14
90)  (0.98)
59)  (0.73)
11)  (0.13)
43 $ 1531
54)  (4.85)
89 $ 10.46

043 589,767

216 $1,138,203
043 589,767

279 $ 3,786,052

043 589,767
47 $  6.42
27 $ 1651
51 ¢ 1641

1.5% (0.6)%



INDUSTRIAL LEASING STATISTICS THREE MONTHS ENDED

6/30/02 3/31/02 12/31/01  9/30/0 1 Average
NET EFFECTIVE RENTS RELATED TO RE-LEASED SPACE:
Number of lease transactions (signed leases)... 32 15 31 26 26
Rentable square footage leased................. 1,005,765 78,844 894,865 285, 241 566,179
Average per rentable square foot
over the lease term:
Base rent.......cocveeeenenieeniesenne. $ 358 $ 695 % 352 % 4 71 % 4.69
Tenant improvements.... (0.29) (1.10) (0.24) © .38) (0.50)
Leasing commissions..........cccccccuveene (0.14) (0.21) (0.10) © 11) (0.14)
Rent concessions..........ccceeviveenninns (0.03) - - - (0.01)
Effective rent.........ccccceeevennenne $ 312 $ 564 $ 318 $ 4 22 $ 4.04
Expense stop (1) (0.09) (0.72) (0.18) © .30) (0.32)
Equivalent effective net rent............... $ 303 $ 492 $ 300 $ 3 92 $ 372
Average term in years........ccccoeeveeennnen. 6.3 41 2.2 3.3 4.0
CAPITAL EXPENDITURES RELATED TO RE-LEASED SPACE:
Tenant Improvements:
Total dollars committed under signed leases. $2,088,547 $ 386,263 $ 661,591 $ 606, 380 $ 935,695
Rentable square feet...........c.ccccveuene 1,005,765 78,844 894,865 285, 241 566,179
Per rentable square foot.................... $ 208 $ 490 $ 074 $ 2 13

Leasing Commissions:

Total dollars committed under signed leases. $ 797,939 $ 44,100 $ 257,010 $ 87, 034 $ 296,521
Rentable square feet..........ccccccouee.. 1,005,765 78,844 894,865 285, 241 566,179
Per rentable square foot.................... $ 079 $ 056 $ 029 $ 0 31 $ 0.52
Total:

Total dollars committed under signed leases. $2,886,486 $ 430,363 $ 918,601 $ 693, 414 $1,232,216
Rentable square feet...........cccccveeeen. 1,005,765 78,844 894,865 285, 241 566,179
Per rentable square foot.................... $ 287 $ 546 $ 103 $ 2 43 $ 218

RENTAL RATE TRENDS:

Average final rate with expense pass throughs.. $ 361 $ 699 $ 358 $ 4 85 $ 476
Average first year cash rental rate (2)........ $ 353 $ 669 $ 349 $ 4 .60 $ 458
Percentage (decrease)/increase................. 2.2)% (4.2)% (2.3)% ( 5.1)%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buildiexpense and common area maintenance
for which we will not be reimbursed by our tenants.
(2) First year cash rental rate is equal to baseless concessions.
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RETAIL LEASING STATISTICS THREE MON THS ENDED

6/30/02 3/31/02 12/31/01 9/ 30/01 AVERAGE
NET EFFECTIVE RENTS RELATED TO RE-LEASED SPACE:
Number of lease transactions (signed leases)... 13 12 12 9 12
Rentable square footage leased................. 52,527 59,649 26,019 40,283 44,620
Average per rentable square foot over the lease
term:
Base rent......cccoveveeeveenecienens $ 1815 $ 2566 $ 15.75 $ 16.33 $ 18.97
Tenant improvements... (1.83) (1.87) (0.63) (1.49) (1.46)
Leasing cCOMmISSIONS...........cccccvveennnee (0.65) (0.35) (0.82) (0.75) (0.64)
Rent concessions. ........ccccovcvveeineennn. (0.03) (0.02) - - (0.01)
Effective rent.........ccoceeeieenenenns $ 1564 $ 2342 $ 1430 $ 14.09 $ 16.86
Expense stop (1) (1.02) - - - (0.26)
Equivalent effective net rent................ $ 1462 $ 2342 $ 1430 $ 1409 $ 16.60
Average term in years.........cccceveveeennnns 7.0 6.5 6.7 8.8 7.2
CAPITAL EXPENDITURES RELATED TO RE-LEASED SPACE:
Tenant Improvements:
Total dollars committed under signed leases.. $ 1,077,825 $ 738,605 $ 148,860 $ 526,500 $ 622,948
Rentable square feet...........ccccovverne 52,527 59,649 26,019 40,283 44,620
Per rentable square foot..................... $ 2052 $ 1238 $ 572 $ 13.07 $ 13.96
Leasing Commissions:
Total dollars committed under signed leases.. $ 151,268 $ 61,981 $ 73,314 $ 196,296 $ 120,715
Rentable square feet..........ccceeeveeeene 52,527 59,649 26,019 40,283 44,620
Per rentable square foot..................... $ 2838 $ 104 $ 282 $ 487 $ 271
Total:
Total dollars committed under signed leases.. $ 1,229,093 $ 800,586 $ 222,174 $ 722,796 $ 743,662
Rentable square feet..........cccccovveene 52,527 59,649 26,019 40,283 44,620
Per rentable square foot..................... $ 2340 $ 1342 % 8.54 $ 1794 $ 16.67
RENTAL RATE TRENDS:
Average final rate with expense pass throughs.. $ 1738 $ 1825 $ 1416 $ 11.28 $ 15.27
Average first year cash rental rate (2)........ $ 2530 $ 2354 $ 16.24 $ 1482 $ 19.97
Percentage increase............cccoevvveennnns 45.6% 28.9% 14.7% 31.4% 30.8%

(1) "Expense stop" represents operating expengege(ally including taxes, utilities, routine builg expense and common area maintene
for which we will not be reimbursed by our tenants.

(2) First year cash rental rate is equal to bastless concessions.
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The following tables set forth scheduled leaseratipins at our wholly owned in-service propertiescfuding apartment units) as of June 30,
2002, assuming no tenant exercises renewal options.

OFFICE PROPERTIES:

AVERAGE PERCENTAGE OF
PE RCENTAGE OF ANNUAL LEASED RENTS
RENTABLE LEASED ANNUAL RENTS RENTAL RATE REPRESENTED
NUMBER OF SQUARE FEET  SQU ARE FOOTAGE UNDER PER SQUARE BY
LEASE LEASES SUBJECT TO REP RESENTED BY EXPIRING FOOT FOR EXPIRING
EXPIRING  EXPIRING EXPIRING LEASES EXP IRING LEASES  LEASES (1) EXPIRATIONS LEASES

($ IN THOUSANDS)

2002 (2) 472 1,875,426 83% $ 33,142 $ 17.67 8.5%
2003 553 3,399,318 15.1% 58,294 17.15 14.8%
2004 501 2,946,726 13.1% 53,133 18.03 13.6%
2005 436 3,123,080 13.9% 55,058 17.63 14.0%
2006 312 2,835,436 12.6% 51,286 18.09 13.1%
2007 135 1,587,833 7.1% 25,028 15.76 6.4%
2008 81 1,791,348 8.0% 28,668 16.00 7.3%
2009 23 720,140 3.2% 12,388 17.20 3.2%
2010 40 1,401,967 6.2% 25,465 18.16 6.5%
2011 38 1,320,434 5.9% 22,438 16.99 5.7%
Thereafter 115 1,493,851 6.6% 27,147 18.17 6.9%
2,706 22,495,559 100.0% $ 392,047 $ 1743 100.0%

INDUSTRIAL PROPERTIES:

AVERAGE PERCENTAGE OF
PE RCENTAGE OF ANNUAL LEASED RENTS
RENTABLE LEASED ANNUAL RENTS RENTAL RATE REPRESENTED
NUMBER OF SQUARE FEET SQU ARE FOOTAGE UNDER PER SQUARE BY
LEASE LEASES SUBJECT TO REP RESENTED BY EXPIRING FOOT FOR EXPIRING
EXPIRING EXPIRING EXPIRING LEASES EXP IRING LEASES LEASES (1) EXPIRATIONS LEASES
($ IN THOUSANDS)
2002(2) 108 1,302,081 149% $ 6,455 $ 4.96 15.9%
2003 85 1,068,830 12.2% 5,480 5.13 13.5%
2004 91 2,502,631 28.7% 9,625 3.85 23.8%
2005 52 1,006,248 11.5% 4,922 4.89 12.1%
2006 34 718,943 8.2% 3,852 5.36 9.5%
2007 23 1,230,906 14.1% 5,248 4.26 12.9%
2008 7 214,340 2.5% 1,404 6.55 3.5%
2009 7 273,813 3.1% 1,941 7.09 4.8%
2010 3 46,508 0.5% 340 7.31 0.8%
2011 1 33,555 0.4% 159 4.74 0.4%
Thereafter 19 344,575 3.9% 1,140 3.31 2.8%
430 8,742,430 100.0% $ 40,566 % 4.64 100.0%

(1) Annual Rents Under Expiring Leases are Jun& 286tal revenue (base rent plus operating expess®throughs) multiplied by 12.
(2) Includes 196,000 square feet leases that aeenoonth to month basis or 0.7% of total annualiza@nue
(3) Includes 188,000 square feet leases that aeenoonth to month basis or 0.2% of total annualizs@nue
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RETAIL PROPERTIES:

AVERAGE  PE RCENTAGE OF
PE RCENTAGE OF ANNUAL  LE ASED RENTS
RENTABLE LEASED ANNUAL RENTS RENTAL RATE R EPRESENTED
NUMBER OF  SQUARE FEET  SQU ARE FOOTAGE UNDER  PER SQUARE BY
LEASE  LEASES SUBJECTTO  REP RESENTEDBY  EXPIRING  FOOT FOR EXPIRING
EXPIRING EXPIRING  EXPIRING LEASES EXP IRING LEASES LEASES (1) EXPIRATIONS LEASES
($ IN THOUSANDS)
2002(2) 36 89,813 56% $ 1236 $ 13.76 3.3%
2003 36 94,516 5.9% 2,290 24.23 6.0%
2004 40 209,108 13.1% 2,776 13.28 7.3%
2005 39 93,505 5.9% 2,665 28.50 7.0%
2006 38 111,064 7.0% 2,768 24.92 7.3%
2007 30 120,487 7.6% 2,205 18.30 5.8%
2008 25 124,318 7.8% 4,293 34.53 11.3%
2009 21 168,355 10.6% 3,298 19.59 8.7%
2010 18 97,372 6.1% 2,856 29.33 7.5%
2011 19 108,418 6.8% 2,573 23.73 6.8%
Thereatter 26 375,696 23.6% 10,965 29.19 29.0%
328 1,592,652 100.0% $ 37,925 $ 23.81 100.0%
TOTAL:
AVERAGE  PE RCENTAGE OF
PE RCENTAGE OF ANNUAL  LE ASED RENTS
RENTABLE LEASED ANNUAL RENTS RENTAL RATE R EPRESENTED
NUMBER OF  SQUARE FEET  SQU ARE FOOTAGE UNDER  PER SQUARE BY
LEASE  LEASES SUBJECTTO  REP RESENTEDBY  EXPIRING  FOOT FOR EXPIRING
EXPIRING EXPIRING EXPIRING LEASES EXP IRING LEASES  LEASES(1) EXPIRATIONS LEASES
($ IN THOUSANDS)
2002(3) 616 3,267,320 10.0% $ 40,833 $ 12.50 8.7%
2003 674 4,562,664 13.9% 66,064 14.48 14.1%
2004 632 5,658,465 17.1% 65,534 11.58 14.0%
2005 527 4,222,833 12.9% 62,645 14.83 13.3%
2006 384 3,665,443 11.2% 57,906 15.80 12.3%
2007 188 2,939,226 9.0% 32,481 11.05 6.9%
2008 113 2,130,006 6.5% 34,365 16.13 7.3%
2009 51 1,162,308 3.5% 17,627 15.17 3.7%
2010 61 1,545,847 4.7% 28,661 18.54 6.1%
2011 58 1,462,407 4.5% 25,170 17.21 5.3%
Thereatter 160 2,214,122 6.7% 39,252 17.73 8.3%
3,464 32,830,641 100.0% $ 470,538 $ 14.33 100.0%

(1) Annual Rents Under Expiring Leases are Jun® 286tal revenue (base rent plus operating expesssethroughs) multiplied by 12.
(2) Includes 27,000 square feet leases that aeernonth to month basis or 0.0% of total annualize@nue
(3) Includes 413,000 square feet leases that aeenoonth to month basis or 1.0% of total annualizs@nue

INFLATION

In the last five years, inflation has not had agigant impact on us because of the relatively Inoflation rate in our geographic areas of
operation. Most of the leases require the tenanpay their share of increases in operating expemseuding common area maintenance,
estate taxes and insurance, thereby reducing @asere to inflation.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT 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 indhie or future earnings that would occur assurhyppthetical future movements in interest
rates. These disclosures are not precise indicaft@spected future losses, but only indicatoreeaonably possible losses. As a result, a
future results may differ materially from those ggeted. See "Management's Discussion and Analfy§imancial Condition and Results of
Operations--Liquidity and Capital Resources" fategcription of our accounting policies and othdéorimation related to these financial
instruments.

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

As of June 30, 2002, the Company had approxim&2B4.7 million of variable rate debt outstandingttivas not protected by interest rate
hedge contracts. If the weighted average inteegston this variable rate debt is 100 basis pdiigfiser or lower during the 12 months ended
June 30, 2003, our interest expense would be isetear decreased approximately $2.3 million.
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PART II--OTHER INFORMATION
ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

(c) During the second quarter of 2002, the Compssiyed 250,000 shares of Common Stock to a hofd@ommon Units in the Operating
Partnership upon the redemption of such CommonsUmia private offering exempt from the registratiequirements pursuant to Section 4
(2) of the Securities Act. The holder of Commontdnvas an accredited investor under Rule 501 oSt#wirities Act, and the offering did |
involve a general solicitation by the Company. Twampany has registered the resale of such shades the Securities Act.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

On May 20, 2002, we held our Annual Meeting of tadders. The final vote of the matters presentecfvote at such meeting was as
follows:

MATTER FOR AGAINST ABSTAIN
(A) Election of Directors

Thomas W. Adler.......ccceovvvevnceneees 41,346,366 -- 1,046,476

Kay N. Callison.......cocevvvvvveveeee L 40,894,574 - 1,498,268

William E. Graham, Jr......ccocoevevee. 41,326,524 - 1,066,318

Willard H. Smith Jr...oooveveiee. 40,900,430 - 1,492,412

John L. Turner..cccovvveeiiiieeeeeee 41,182,478 -- 1,210,364
(B) Ratify appointment of Ernst & Young, LLP

as independent auditors................... L. 41,509,062 755,952 129,618

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

Exhibit No. Description

10.1 Amended and Restated 1994 Stock O ption Plan

99.1 Statement of Chief Executive Offi cer of Highwoods
Properties Inc.

99.2 Statement of Chief Financial Offi cer of Highwoods

Properties Inc.
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SIGNATURES

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

HIGHWOODS PROPERTIES, INC.

By: /'s/ Ronald P. G bson

Ronal d P. G bson
Presi dent and Chief Executive Oficer

By: /'s/ Carman J. Liuzzo

Carman J. Liuzzo
Chi ef Financial Oficer
(Principal Accounting O ficer)

Dat e: August 14, 2002
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Exhibit 10.1

HIGHWOODS PROPERTIES, INC.
AMENDED AND RESTATED 1994 STOCK OPTION PLAN

SECTION 1. GENERAL PURPOSE OF THE PLAN: DEFINITIONS

The name of the plan is the Highwoods Properties,Amended and Restated 1994 Stock Option Plan'Rtan™). The purpose of the Plar
to encourage and enable the officers, employeesliaactors of Highwoods Properties, Inc. (the "Camy') and its Subsidiaries upon whose
judgment, initiative and efforts the Company layggépends for the successful conduct of its busitesacquire a proprietary interest in
Company. It is anticipated that providing such passwith a direct stake in the Company's welfaleagsure a closer identification of their
interests with those of the Company, thereby statind) their efforts on the Company's behalf andrggthening their desire to remain with
Company.

The following terms shall be defined as set forttotw:
"Act" means the Securities Exchange Act of 1934rasnded.

"Award" or "Awards", except where referring to afpaular category of grant under the Plan, shallude Incentive Stock Options, Non-
Qualified Stock Options, Stock Appreciation RigiReantom Stock and Restricted Stock Awards.

"Board" means the Board of Directors of the Company

"Cause" means and shall be limited to a vote oBth&rd resolving that the participant should benised as a result of (i) any material
breach by the participant of any agreement to wttiehparticipant and the Company are partiesafiy) act (other than retirement) or omis!
to act by the participant which may have a matenal adverse effect on the business of the Compaagy Subsidiary or on the participant's
ability to perform services for the Company or &ubsidiary, including, without limitation, the coresion of any crime (other than ordinary
traffic violations), or (iii) any material misconduor neglect of duties by the participant in coetion with the business or affairs of the
Company or any Subsidiary.

"Change Of Control" is defined in Section 13.
"Code" means the Internal Revenue Code of 198&nended, and any successor Code, and relatednededations and interpretations.

"Committee" means the Board or any Committee oBBbard referred to in
Section 2.

"Disability" means disability as set forth in Secti22(e)(3) of the Code.

1



"Effective Date" means the date on which the Pdaapiproved by the stockholders as set forth ini@eds.
"ERISA" means the Employee Retirement Income SgcilGt of 1974, as amended, and the related ruéggilations and interpretations.

"Fair Market Value" on any given date means thergsorted sale price at which the Shares aredradesuch date or, if no Shares are traded
on such date, the most recent date on which theeSkeere traded, as reflected on the New York Skbahange or, if applicable, any other
national stock exchange on which the Shares adedra

"Incentive Stock Option" means any Stock Optionigiested and qualified as an "incentive stock optmmdefined in Section 422 of the
Code.

"Independent Director" means a member of the Bodrd is not also an employee of the Company or amsiiary. A director emeritus
shall not be considered as an active Board menagruffposes of this definition.

"Meeting Fees" means the fees paid by the Compaegch Independent Director as compensation fen@ittg meetings of the Board or any
committee of the Board.

"Non-Employee Director" means a director who quesifas such under Rule 16b-3(b)(3) promulgated utheeAct or any successor
definition under the Act.

"Non-Qualified Stock Option" means any Stock Opfibat is not an Incentive Stock Option.
"Option" or "Stock Option" means any option to pguase Shares granted pursuant to Section 5.
"Phantom Stock" means Awards granted pursuant¢tddes.

"Restricted Stock Award" means Awards granted pmnsto Section 5(c) or
Section 7.

"Restricted Shares" means Shares subject to tastiscas provided in
Section 7 and the subject of a Restricted StockrAwa

"Retainer Fee" means any annual fees paid by thep@oy to each Independent Director, including fesad for service on a committee of
Board.

"Share" means one or more, respectively, of the @2my's shares of common stock, par value $.01h@eessubject to adjustments pursuant
to Section 3.



"Stock Appreciation Rights" ("SARS") means Awardarged pursuant to
Section 6.

"Subsidiary" means Highwoods Services, Inc. andamgoration or other entity (other than the Conyam any unbroken chain of
corporations or other entities, beginning with @@mpany, if each of the corporations or entitighéothan the last corporation or entity in
unbroken chain) owns stock or other interests Es&sg 50% or more of the economic interest or die tombined voting power of all
classes of stock or other interests in one of theracorporations or entities in the chain.

SECTION 2. ADMINISTRATION OF PLAN: COMMITTEE AUTHORTY TO SELECT PARTICIPANTS AND DETERMINE AWARDS

(a) Committee. Except as set forth in Section 2fw),Plan shall be administered by the executivepsmsation committee of the Board, or
any other committee of not less than two Non-Em@doRirectors performing similar functions, as appedl by the Board from time to time.
Only Non-Employee Directors may vote with respedransactions involving an award or other acgoisifrom the Company.

(b) Powers of Committee. The Committee shall h&aegower and authority to grant Awards consistétit the terms of the Plan, including
the power and authority:

(i) to select participants to whom Awards may banged from time to time;

(i) to determine the time or times of grant, ahd extent, if any, of Incentive Stock Options, Nualified Stock Options, Stock Appreciat
Rights, Phantom Stock, and Restricted Stock Awanmdany combination of the foregoing, granted tg ane or more participants;

(iii) to determine the number of Shares to be ceddry any Award;

(iv) to determine and modify the terms and condgiancluding restrictions, not inconsistent witle terms of the Plan, of any Award, which
terms and conditions may differ among individuala@uas and participants, and to approve the formréfem instruments evidencing the
Awards;

(v) to accelerate the exercisability or vestinglbor any portion of any Award;
(vi) subject to the provisions of Section 5(a)(iti) extend the period in which Stock Options mayekercised;

(vii) to determine whether, to what extent, andemahat circumstances Shares and other amountbleayih respect to an Award shall be
deferred either automatically



or at the election of the participant and whethet 8 what extent the Company shall pay or cradivants constituting interest (at rates
determined by the Committee) or dividends or deedieidends on such deferrals; and

(viii) to adopt, alter and repeal such rules, glimes and practices for administration of the Riad for its own acts and proceedings as it !
deem advisable; to interpret the terms and prowssaf the Plan and any Awards (including relatettem instruments); to make all
determinations it deems advisable for the admitisin of the Plan; to decide all disputes arisimmgonnection with the Plan; and to otherwise
supervise the administration of the Plan.

All decisions and interpretations of the Commitéall be binding on all persons, including the Campand Plan participants.
SECTION 3. SHARES AVAILABLE UNDER THE PLAN; MERGERSUBSTITUTIONS

(a) Shares Issuable. The maximum number of Shaseswed and available for issuance under the Rihtse 6,000,000 Shares of which not
more than 600,000 Shares may be Restricted Shameted as provided in Section 5(c) or

Section 7 hereof. For purposes of this limitatibre, Shares underlying any Awards which are forfgitanceled, reacquired by the Company,
satisfied without the issuance of Shares or othswérminated (other than by exercise) shall bedddck to the Shares available for
issuance under the Plan so long as the participarmtiom such Awards had been previously granteeived no benefits of ownership of the
underlying Shares to which the Award related. Sethij@ such overall limitation, Shares may be issygdo such maximum number pursuant
to any type or types of Award, including Incent®®ck Options. Shares issued under the Plan mautherized but unissued Shares or
Shares reacquired by the Company.

(b) Stock Dividends, Mergers, Etc. In the evenastock dividend, stock split or similar changeapitalization affecting the Shares, the
Committee shall make appropriate adjustments ithé)number and kind of stock or securities on Whiwvards may thereafter be granted,

(i) the number and kind of stock or securities aémmg subject to outstanding Awards, and (iii) tption or purchase price in respect of such
stock or securities. In the event of any mergensotidation, dissolution or liquidation of the Coamy, the Committee in its sole discretion
may, as to any outstanding Awards, make such gutisti or adjustment in the aggregate number of&heeserved for issuance under the
Plan and the number and purchase price (if angghafes subject to such Awards as it may deternnideaa may be permitted by the terms of
such transaction, or amend or terminate such Awapds such terms and conditions as it shall progidgch, in the case of the termination
of the vested portion of any Award, shall requisgmpent or other consideration which the Committeenas equitable in the circumstances).
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(c) Substitute Awards. The Committee may grant Algamder the Plan in substitution for stock andlstmased awards held by employee
another corporation who concurrently become em@syd the Company or a Subsidiary as the resatroérger or consolidation of the
employing corporation with the Company or a Sulasidor the acquisition by the Company or a Subsjdid property or stock of the
employing corporation. The Committee may direct tha substitute awards be granted on such tershs@mitions as the Committee
considers appropriate in the circumstances.

SECTION 4. ELIGIBILITY

Participants in the Plan will be such directord, du part-time officers and other employees of @@mpany and its Subsidiaries who are
responsible for or contribute to the managemewtyvtr, or profitability of the Company and its Subiaries and who are selected from tim
time by the Committee, in its sole discretion.

SECTION 5. STOCK OPTIONS
Any Stock Option granted under the Plan shall bguich form as the Committee may from time to tirpprave.

Stock Options granted under the Plan may be élittventive Stock Options or Non-Qualified Stock @ps. To the extent that any Option
does not qualify as an Incentive Stock Optionhélsconstitute a Non-Qualified Stock Option.

No Incentive Stock Option shall be granted underRkan after June 16, 20(

(a) Stock Options Granted to Employees. The Coremitt its discretion may grant Stock Options to leyges of the Company or any
Subsidiary. Stock Options granted to employeesyauntsto this Section 5(a) shall be subject to dtlewing terms and conditions and shall
contain such additional terms and conditions, nobmnsistent with the terms of the Plan, as the Citimenshall deem desirable:

(i) Exercise Price. The exercise price per shar¢hi® Shares covered by a Stock Option grantedupntgo this Section 5(a) shall be
determined by the Committee at the time of grantshall not be less than 100% of Fair Market Valnghe date of grant. Notwithstanding
the foregoing, with respect to Non-Qualified St@tions which are granted in lieu of cash bonus gtkercise price per share shall not be
less than 50% of the Fair Market Value on the déggrant. If an employee owns or is deemed to dwnréason of the attribution rules
applicable under Section 424(d) of the Code) mioam tL0% of the combined voting power of all clagdestock of the Company or any
Subsidiary or parent corporation and an IncentioelSOption is granted to such employee, the opigce of such Incentive Stock Option
shall not be less than 110% of Fair Market Valug¢hengrant date.



(if) Option Term. The term of each Stock Optionlkha fixed by the Committee, but no Incentive &t@ption shall be exercisable more tl
ten years after the date the Option is granteah Employee owns or is deemed to own (by reastimeddttribution rules of Section 424(d) of
the Code) more than 10% of the combined voting pafall classes of stock of the Company or anys&liary or parent corporation and an
Incentive Stock Option is granted to such employteeterm of such option shall be no more than yiears from the date of grant.

(iii) Exercisability; Rights of a Stockholder. Sto©ptions shall become vested and exercisablecattime or times, whether or not in
installments, as shall be determined by the Coramit or after the grant date. The Committee mayytime accelerate the exercisability of
all or any portion of any Stock Option. An optiorstell have the rights of a stockholder only aShares acquired upon the exercise of a
Stock Option and not as to unexercised Stock Ogtion

(iv) Method of Exercise. Stock Options may be eissd in whole or in part, by giving written notioéexercise to the Company, specifying
the number of Shares to be purchased. Paymené @iuiithase price may be made by one or more dbtloving methods or by such other
method as the Committee may allow:

(A) In cash, by certified or bank check or othestttment acceptable to the Committee;

(B) In the form of Shares that are not then sulijecestrictions under any Company plan and thaé lieeen held by the optionee for at least
six months, if permitted by the Committee in itsatetion. Such surrendered Shares shall be vatueairaMarket Value on the exercise date;
or

(C) By the optionee delivering to the Company goprty executed exercise notice together with iroade instructions to a broker to
promptly deliver to the Company cash or a checlapiyand acceptable to the Company to pay the psecprice; provided that in the event
the optionee chooses to pay the purchase prioe g®osgided, the optionee and the broker shall cgmyith such procedures and enter into
such agreements of indemnity and other agreementeaCommittee shall prescribe as a conditioruoh gpayment procedure. Payment
instruments will be received subject to collection.

The delivery of certificates representing the Staoebe purchased pursuant to the exercise ofck 8ption will be contingent upon receipt
from the optionee (or a purchaser acting in hiadia accordance with the provisions of the Stopkidh) by the Company of the full
purchase price for such Shares and the fulfillnoém@iny other requirements contained in the Stoctid@pr applicable provisions or laws.

(v) Non-Transferability of Options. No Stock Optishall be transferable by
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the optionee otherwise than by will or by the laf/slescent and distribution and all Stock Optidmaslidbe exercisable, during the optionee's
lifetime, only by the optionee.

(vi) Termination By Reason of Death. If any optielseemployment by the Company and its Subsiditemesinates by reason of death, the
Stock Option may thereafter be exercised, to thertexercisable at the date of death, by the legmbsentative or legatee of the optionee,
for a period of six months (or such longer periadshe Committee shall specify at any time) fromdhte of death, or until the expiration of
the stated term of the Option, if earlier.

(vii) Termination By Reason of Disability.

(A) Any Stock Option held by an optionee whose eyipient by the Company and its Subsidiaries hasit@ted by reason of Disability m.
thereafter be exercised, to the extent it was ésadnte at the time of such termination, for a peidd six months (or such longer period as the
Committee shall specify at any time) from the da#teuch termination of employment, or until the ieapon of the stated term of the Option,
if earlier.

(B) The Committee shall have sole authority andrgigon to determine whether a participant's emmplet has been terminated by reason of
Disability.

(C) Except as otherwise provided by the Committedbetime of grant the death of an optionee duanggriod provided in this Section 5(a)
(vii) for the exercise of a Non-Qualified Stock @ypt, shall extend such period of six months from dlate of death, subject to termination on
the expiration of the stated term of the Optioredflier.

(viil) Termination for Cause. If any optionee's dayment by the Company and its Subsidiaries has baeninated for Cause, any Stock
Option held by such optionee shall immediately ieate and be of no further force and effect; predichowever, that the Committee may, in
its sole discretion, provide that such Stock Optian be exercised for a period of up to 30 days fitee date of termination of employment or
until the expiration of the stated term of the ©ptfiif earlier.

(ix) Other Termination. Unless otherwise determibgdhe Committee, if an optionee's employmenthey@ompany and its Subsidiaries
terminate for any reason other than death, Diggpdr for Cause, any Stock Option held by suchomgte may thereafter be exercised, to the
extent it was exercisable on the date of termimatioemployment for three months (or such longeiggeas the Committee shall specify at
any time) from the date of termination of employtn@nuntil the expiration of the stated term of @ption, if earlier.

(x) Annual Limit On Incentive Stock Options. To thrtent required for "incentive stock option" treant under Section 422 of the Code, the
aggregate Fair Market Value (determined as ofithe bf grant) of the Shares with respect to whintehtive Stock Options granted under
this Plan and any other plan of the Company dgitissidiaries become
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exercisable for the first time by an optionee dgr@amy calendar year shall not exceed $100,000.

(xi) Form of Settlement. Shares issued upon ex@afis Stock Option shall be free of all restrioBaunder the Plan, except as otherwise
provided in this Plan.

(b) Reload Options. At the discretion of the Contedt Options granted under Section 5(a) may inckusie-called "reload" feature pursuant
to which an optionee exercising an option by théevdey of a number of Shares in accordance withti8ed(a)(iv)(B) hereof would
automatically be granted additional Options (withexercise price equal to the Fair Market ValughefStock on the date the additional
Option is granted and with the same expiration datthe original Option being exercised, and witthsother terms as the Committee may
provide) to purchase that number of Shares equaktaumber delivered to exercise the original @pti

(c) Restricted Shares and Stock Options Grantéudiependent Directors.

(i) Automatic Grant of Options. Each Independenebior shall automatically be granted a Non-QuadifStock Option to purchase 10,000
Shares upon assuming his or her position on thedBd&e exercise price per Share for the Sharesredvby a Stock Option granted purst
to this Section 5(c)(i) shall be equal to, (x) agach Independent Director serving on the Boarthemlate of the initial public offering, the
initial public offering price and,

(y) as to each Independent Director elected toesemnvthe Board subsequent to the initial publierirfig, the Fair Market Value of a single
Share on the date the Stock Option is granted.

(i) Discretionary Grant of Restricted Shares oti@ps. Commencing January 1, 1996, the Committés idiscretion may grant Restricted
Shares (subject to the provisions of Section 7dfgm Non-Qualified Stock Options in addition toose Non-Qualified Stock Options
automatically awarded pursuant to Section 5(cJtie exercise price per Share for the Shares coygredStock Option granted pursuant to
this Section 5(c)(ii) shall not be less than the Market Value of a single Share on the date ttoelSOption is granted.

(iii) Grant of Options or Restricted Shares in L@fuCash For Retainer Fee and Meeting Fees.

(A) Each Independent Director may elect to defer 8886 or 100% of his Retainer Fee and/or MeetingsFer each calendar year
(commencing calendar year 1997) for the applicadioiihat amount towards either the grant of Stopki@s or Restricted Shares as set forth
in Section 5(c)(iii)(B). On or before December Fihe year preceding the calendar year for whiehfées apply, each Independent Director
shall make an irrevocable election in writing oN@ice of Election attached hereto as "Exhibit 8 such other form as may be approved by
the Committee, to receive Stock Options or Regi@hares in lieu of all or a designated percermépes Retainer Fee and/or Meeting Fees.
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(B) The number of Stock Options issuable in accocdavith this

Section 5(c)(iii) with respect to the elected pamtbf an Independent Director's Retainer Fee amelérted portion of an Independent
Director's Meeting Fees will be equal to the amafrthe deferred fees divided by 25% of the FairkéaValue of a Share on the date of the
grant. The number of shares of Restricted Shaseslide in accordance with this Section 5(c)(iijhaiespect to the elected portion of an
Independent Director's Retainer Fee and the elguxigibn of an Independent Director's Meeting Reiisbe equal to the amount of the
deferred fees divided by 250% of the Fair Markeluidaof a Share on the date of the grant.

(C) Fractional Options or Shares shall not be g@winder this
Section 5(c)(iii) and any remaining amount of etelcRetainer Fees and Meeting Fees will be paidd¢b éndependent Director in cash, on
date or dates Option or Restricted Stock Awardtgrare made in accordance with this Section

5(c)(iii).

(D) The price at which a Share may be purchaseérnamd Option granted pursuant to this Section @i{tshall be equal to 75% of the Fair
Market Value of a Share on the date of the grant.

(iv) Exercise; Termination; Non-Transferability; $eng.

(A) Except as provided in Section 13, no Optiomged under

Section 5(c)(i) may be exercised before the firstigersary of the date upon which it was grantdte $hares subject to such Options granted
under Section 5(c)(i) shall become exercisablesivh 2ncrements on each anniversary of the dateasftdreginning with the first such
anniversary such that 100% of the Shares subjent Option shall be exercisable on or after thetfoanniversary of the date of grant;
provided, however, that the Independent Directoo Was received a grant under Section 5(c)(i) mest member of the Board on any such
anniversary date. The term and exercisability che@ption granted under Section 5(c)(ii) shallized by the Committee. Options granted
pursuant to Section 5(c)(iii) become exercisable®nths from the date of grant; provided, howettat the Independent Director who has
received a grant under Section 5(c)(iii) must lmeeamber of the Board on such date. No Option issmelér Section 5(c) shall be exercisable
after the expiration of 10 years from the date sDpkion is granted.

(B) The rights of an Independent Director in ani@pgranted under Section 5(c)(i) and 5(c)(ii) skeiminate six months after such director
ceases to be a director of the Company or the fepeeixpiration date, if earlier; provided, howemvérat if the Independent Director ceases to
be a director for Cause, the rights shall termimateediately on the date on which he ceases todieator. The rights of an Independent
Director in an Option granted under Section 5(@)¢ihall terminate three years after such direcé@ses to be a director of the Company ¢
specified expiration date, if earlier; providedwever, that if and when an Independent Directoobes inactive or becomes a director
emeritus, Options previously granted pursuant wi&e 5(c)(iii) shall remain exercisable the sarséfdhe
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inactive director or director emeritus was at iatlds an active Independent Director.

(C) No Stock Option granted under this Section St@ll be transferable by the optionee otherwiaa thy Will or by the laws of descent and
distribution, and such Options shall be exercisatlging the optionee's lifetime only by the opgenAny Option granted to an Independent
Director pursuant to Section 5(c)(i) and 5(c)(idaoutstanding on the date of his death may becesest by the legal representative or legatee
of the optionee for a period of six months from dlage of death or until the expiration of the slaerm of the Option, if earlier. Any Option
granted to an Independent Director pursuant toi@e8{(c)(iii) and outstanding on the date of histtlemay be exercised by the legal
representative or legatee of the optionee for sgaf three years from the date of death or uh&lexpiration of the stated term of the
Option, if earlier.

(D) Options granted under this Section 5(c) magkercised only by written notice to the Companyc#gag the number of Shares to be
purchased. Payment of the full purchase price®&hares to be purchased may be made by one orofnitwie methods specified in Section 5
(a)(iv). An optionee shall have the rights of acktmlder only as to Shares acquired upon the eseeafia Stock Option and not as to
unexercised Stock Options.

(E) Subject to the immediately following sentenoe Restricted Shares granted under Section 5§a)(dy be sold, assigned, transferred,
pledged or otherwise encumbered or disposed ofratie event that the Independent Director is mgéy a director (whether an Independent
Director or not) of the Company for any reasonl(iding death, retirement, Disability or for Caugée Company shall have the right, at the
discretion of the Committee, to require forfeittwehe Company of such Restricted Shares from dnécgpant or the participant's legal
representative, which right of forfeiture must ermised not later than the 90th day following da¢e such person ceased to be a director.
Notwithstanding the immediately foregoing sentertibe,Restricted Shares granted under Section bys}{all vest, and shall no longer
subject to the Company's forfeiture right or the#i@nsferability restrictions in this Section F{¢)(E), six months after the date of grant,
provided that the participant must be a membeh@Board on such vesting date in order for vestingccur. A recipient of Restricted Shares
granted under Section 5(c)(iii) shall have allfuf tights of a stockholder with respect to the Retsd Shares including voting and dividend
rights, subject to the non-transferability restans and Company forfeiture rights described abiovhis Section 5(c)(iv)(E). Unless the
Committee shall otherwise determine, certificatédencing Restricted Shares issued pursuant tadse®fc)(iii) shall remain in the
possession of the Company until such Shares atedvas provided above. The vesting and other tefrRestricted Shares issued pursuant to
Section 5(c)(ii) shall be fixed by the Committealaubject to and in accordance with Section 7.

(v) Limited to Independent Directors. The provisaf this Section 5(c) shall apply only to Opti@msl Restricted Shares granted or to be
granted to Independent Directors, and shall natdsamed to modify, limit or otherwise apply to ariey provision of this Plan or
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to any Option or Restricted Shares issued undemlain to a participant who is not an Independérgdir of the Company. To the extent
inconsistent with the provisions of any other Satif this Plan, the provisions of this Section)Seall govern the rights and obligations of
the Company and Independent Directors respectinp@pand Restricted Shares granted or to be gtaatendependent Directors. The
provisions of this Section 5(c) which affect thé&cpr date of exercisability, vesting, option per@mdamount of Shares under an Option or with
respect to Restricted Shares shall not be amendegl tftman once in any six-month period, other tliacomport with changes in the Code or
ERISA.

SECTION 6. STOCK APPRECIATION RIGHTS

The Committee may from time to time grant SARs latesl to Options or related to Options or portioh®ptions granted to participants
under the Plan. Each SAR shall be evidenced byittewiinstrument and shall be subject to such teantsconditions as the Committee may
determine. Subject to such terms and conditiorebéshed by the Committee the participant may @geran SAR or portion thereof, and
thereupon shall be entitled to receive paymennadmount equal to the aggregate appreciation meval the Shares as to which the SAR is
awarded, as measured by the difference betweguutithase price of such Shares and their Fair Maflakte at the date of exercise. Such
payments may be made in cash, in Shares valueairatlBrket Value as of the date of exercise, arig combination thereof, as the
Committee in its discretion shall determine.

SECTION 7. RESTRICTED STOCK AWARDS

(a) Nature of Restricted Stock Award. The Committesy grant Restricted Stock Awards to any partitipader the Plan. A Restricted Sti
Award is an Award entitling the recipient to acgiat no cost or for a purchase price determinetthdyommittee, Shares subject to such
restrictions and conditions as the Committee magrdene at the time of grant. Conditions may besbasn continuing employment and/or
achievement of pre-established performance goa®hjectives.

(b) Acceptance of Award. A participant who is gethfs Restricted Stock Award shall have no righth waspect to such Award unless the
participant shall have accepted the Award withird&9s (or such shorter date as the Committee negifgpfollowing the award date by
making payment to the Company, if required, byified or bank check or other instrument or fornpafyment acceptable to the Committee
in an amount equal to the specified purchase pifiemy, of the Shares covered by the Award anéxscuting and delivering to the Comps
a written instrument that sets forth the terms @mrditions of the Restricted Shares in such forthasCommittee shall determine.

(c) Rights as a Stockholder. Upon complying witletiea 7(b) above, a participant shall have allrigbts of a stockholder with respect to the
Restricted Shares including voting and dividentitsgsubject to non-transferability restrictionsl @ompany repurchase or

11



forfeiture rights described in this Section 7 anbjsct to such conditions contained in the wriitesirument evidencing the Restricted Stock
Award. Unless the Committee shall otherwise deteeniertificates evidencing the Restricted Shanae#i eemain in the possession of the
Company until such Shares are vested as provid8ddtion 7(e) below.

(d) Restrictions. Restricted Shares may not be, saisigned, transferred, pledged or otherwise ebeted or disposed of except as
specifically provided herein. In the event of temation of employment by the Company and its Subsigs, or in the case of Independent
Directors, an Independent Director ceases to biegeatdr, for any reason (including death, retiremm®isability, or for Cause), the Company
shall have the right, at the discretion of the Catie®m, to repurchase at their original purchaseepais established at Section 7(a) above
Restricted Shares with respect to which conditloage not lapsed, or to require forfeiture of subargs to the Company if acquired at no
cost, from the participant or the participant'salegpresentative. The Company must exercise sghhaf repurchase or forfeiture not later
than the 90th day following such termination of émyment (unless otherwise specified in the writtestrument evidencing the Restricted
Stock Award).

(e) Vesting of Restricted Shares. The Committeébetime of grant shall specify the date or date¥@ the attainment of pre-established
performance goals, objectives and other conditionghich the non-transferability of the Restric&itares and the Company's right of
repurchase or forfeiture shall lapse. Subsequesiich date or dates and/or the attainment of stelegtablished performance goals,
objectives and other conditions, the Shares ontwdiicrestrictions have lapsed shall no longer bstfcted Shares and shall be deemed
"vested."

(f) Waiver, Deferral and Reinvestment of Dividen@ibe written instrument evidencing the Restrictéack Award may require or permit the
immediate payment, waiver, deferral or investmédrtisidends paid on the Restricted Shares.

SECTION 8. PHANTOM STOCK

The Committee may from time to time grant PhantdotiS Awards to any participant under the Plan. Balshntom Stock Award shall be
evidenced by a written instrument and shall beexilip such terms and conditions as the Commitedatermine. Subject to such terms
and conditions as may be established by the Coemnithe participant may exercise a Phantom Stockrédwar portion thereof, and thereuy
shall be entitled to receive payment of an amogungéto the Fair Market Value at the date of exserdf the Shares as to which the Phantom
Stock is awarded. Such payments may be made in iceShares valued at Fair Market Value as of e df exercise, or in any combination
thereof, as the Committee in its discretion shatedmine.

SECTION 9. TAX WITHHOLDING
(a) Payment by Participant. Each participant sinalllater than the date as of which
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the value of an Award of any Shares or other ansrateived thereunder first becomes includablbérgross income of the participant for
federal income tax purposes, pay to the Companymaie arrangements satisfactory to the Committgarding payment of any federal, st:
or local taxes of any kind required by law to béhlveld with respect to such income. The Companyitar8ubsidiaries shall, to the extent

permitted by law, have the right to deduct any dagles from any payment of any kind otherwise duth¢ participant.

(b) Payment in Shares. A participant may electaeehsuch tax withholding obligation satisfied, ihale or in part, by (i) authorizing the
Company to withhold from the Shares to be issuedyant to any Award a number of Shares with anexgge Fair Market Value (as of the
date the withholding is effected) that would satigfe withholding amount due, or (ii) transferritegthe Company Shares owned by the
participant with an aggregate Fair Market Valuedfthe date the withholding is effected) that wbsétisfy the withholding amount due.
With respect to any participant who is subject ¢éattdon 17 of the Act, the following additional néstions shall apply:

(A) the election to satisfy tax withholding obligais relating to an Award in the manner permittgdhis Section 9(b) shall be made either
(1) during the period beginning on the third busiday following the date of release of quarterlgrmual summary statements of revenues
of the Company and ending on the twelfth businagsfdllowing such date, or (2) at least six morghsr to the date as of which the receipt
of such Award first becomes a taxable event foefabincome tax purposes;

(B) such election shall be irrevocable;

(C) such election shall be subject to the consedtsapproval of the Committee; and

(D) the Shares withheld to satisfy tax withholdmgst pertain to an Award which has been outstanfdingt least six months.

SECTION 10. TRANSFER, LEAVE OF ABSENCE, ETC.

For purposes of the Plan, the following eventsisiatlbe deemed a termination of employment:

(a) a transfer to the employment of the CompanmfeoSubsidiary or from the Company to a Subsidiarytom one Subsidiary to another;

(b) an approved leave of absence for military serar sickness, or for any other purposes apprbydde Company, if the employee's right
to re-employment is guaranteed either by a statubs contract or under the policy pursuant to \hite leave of absence was granted or if
the Committee otherwise so provides in writing.
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SECTION 11. AMENDMENTS AND TERMINATION

The Board may, at any time, amend or discontineePflan and the Committee may, at any time, amewgdrmel any outstanding Award (or
provide substitute Awards at the same or reducedcese or purchase price or with no exercise oclpase price, but such price, if any, must
satisfy the requirements which would apply to thesitute or amended Award as if it were thenaitiitigranted under this Plan) for the
purpose of satisfying changes in law without thielads consent. To the extent required by the Godmsure that Options granted hereunder
qualify as Incentive Stock Options and to the eixteguired by the Act to ensure that Awards andddgtgranted under the Plan are exempt
under Rule 16b-3 promulgated under the Act, Plaaraiments shall be subject to approval by the Cogipatockholders. Notwithstanding
anything herein to the contrary, neither the Baadthe Committee may reduce the exercise or psechece of any outstanding Award
without stockholder approval.

SECTION 12. STATUS OF PLAN

With respect to the portion of any Award which has been exercised and any payments in cash, Straotiser consideration not receivec
a participant, a participant shall have no rightsager than those of a general creditor of the Gowpnless the Committee shall otherwise
expressly determine in connection with any Awardamards. In its sole discretion, the Committee maghorize the creation of trusts or
other arrangements to meet the Company's obligatmdeliver Shares or make payments with respe&iards hereunder, provided that
existence of such trusts or other arrangementsnsistent with the provisions of the foregoing sece.

SECTION 13. CHANGE OF CONTROL PROVISIONS
Upon the occurrence of a Change of Control as ddfin this Section 13:
(a) Each outstanding Stock Option shall automdyidecome fully exercisable notwithstanding anyvisimon to the contrary herein.

(b) Restrictions and conditions on Restricted Staalards shall automatically be deemed waived, aed¢cipients of such Awards shall
become entitled to receipt of the Shares subjestith Awards unless the Committee shall otherwipeessly provide at the time of grant.

(c) "Change of Control" shall mean the occurrerfcany one of the following events:

(i) any "person," as such term is used in Sect@a}land 14(d) of the Act (other than the Compamy;, of its Subsidiaries, any trustee,
fiduciary or other person or entity
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holding securities under any employee benefit plathe Company or any of its Subsidiaries), togethi¢gh all "affiliates" and "associates" (
such terms are defined in Rule 12b-2 under the @éfct)ich person, shall become the "beneficial olv(as such term is defined in Rule 13d-3
under the Act), directly or indirectly, of secuesi of the Company representing 40% or more of ie{thiethe combined voting power of the
Company's then outstanding securities having tiig to vote in an election of the Company's BodrDicectors ("Voting Securities") or (B)
the then outstanding Shares of the Company (ieegtich case other than as a result of acquisifisecurities directly from the Company);
or

(i) persons who, as of May 1, 1994, constitute@uenpany's Board of Directors (the "Incumbent Ciiveg') cease for any reason, including,
without limitation, as a result of a tender offeroxy contest, merger or similar transaction, tostibute at least a majority of the Board,
provided that any person becoming a director ofGbhmpany subsequent to May 1, 1994 whose electiowmination for election was
approved by a vote of at least a majority of thmumbent Directors shall, for purposes of this PlEnconsidered an Incumbent Director; or

(iii) the stockholders of the Company shall appr@gany consolidation or merger of the Companwwy Subsidiary where the stockholders
of the Company, immediately prior to the consolmlaior merger, would not, immediately after the smidation or merger, beneficially own
(as such term is defined in Rule 13D-3 under thg,Alirectly or indirectly, shares representinghia aggregate 50% of the voting shares of
the corporation issuing cash securities in the alistetion or merger (or of its ultimate parent amgtion, if any), (B) any sale, lease, exchz
or other transfer (in one transaction or a serfésaosactions contemplated or arranged by an arty single plan) of all or substantially al
the assets of the Company or

(C) any plan or proposal for the liquidation oradikition of the Company.

Notwithstanding the foregoing, a "Change of Coritstlall not be deemed to have occurred for purpost®e foregoing clause (i) solely

the result of an acquisition of securities by tlmmpany which, by reducing the number of Shareghwro/oting Securities outstanding,
increases (x) the proportionate number of Sharesflmally owned by any person to 40% or more @f 8hares then outstanding or (y) the
proportionate voting power represented by the \¢pSecurities beneficially owned by any person t%4# more of the combined voting
power of all then outstanding Voting Securitieswded, however, that if any person referred tolause (x) or (y) of this sentence shall
thereafter become the beneficial owner of any amtit Shares or other Voting Securities (other tharsuant to a stock split, stock dividend,
or similar transaction), then a "Change of Contalall be deemed to have occurred for purposdseditregoing clause (i).
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SECTION 14. GENERAL PROVISIONS

(a) No Distribution: Compliance With Legal Requirents. The Committee may require each person angushares pursuant to an Award to
represent to and agree with the Company in writirag such person is acquiring the Shares witheig\a to distribution thereof.

No Shares shall be issued pursuant to an Awartlalhtipplicable securities laws and other legal atock exchange requirements have t
satisfied. The Committee may require the placingusth stop-orders and restrictive legends on @&tifs for Shares and Awards as it deems
appropriate.

(b) Delivery of Stock Certificates. Delivery of stocertificates to participants under this Plarlidiedeemed effected for all purposes when
the Company or a stock transfer agent of the Cognphall have delivered such certificates in theteéthiStates mail, addressed to the
participant, at the participant's last known adslias file with the Company.

(c) Other Compensation Arrangements: No Employriegitts. Nothing contained in this Plan shall prevbe Board from adopting other or
additional compensation arrangements, includingtsisubject to stockholder approval if such apglr®/required; and such arrangements
may be either generally applicable or applicablly anspecific cases. The adoption of the Plan iedgrant of Awards do not confer upon
any employee any right to continued employment withCompany or any Subsidiary.

SECTION 15. EFFECTIVE DATE OF PLAN

This Plan shall become effective upon approvahegyttolders of a majority of the Shares of the Campaesent or represented and entitle
vote at a meeting of stockholders.

SECTION 16. GOVERNING LAW
This Plan shall be governed by North Carolina lagept to the extent such law is preempted by fediana
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Exhibit 99.1

STATEMENT OF CHIEF EXECUTIVE OFFICER OF
HIGHWOODS PROPERTIES, INC.

In connection with the Quarterly Report of Highwaderoperties, Inc. (the "Company") on Form 10-Qtfier period ended June 30, 2002 as
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), I, Ronald P. Gih$resident and Chief Executive
Officer of the Company, certify, pursuant to 18 WL SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,

that:
1) The Report fully complies with the requiremeotSection 13(a) or 15(d) of the Securities ExcleAgt of 1934; and

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

/'s/ Ronald P. G bson
Ronal d P. G bson
Presi dent and Chief Executive Oficer
August 14, 2002



Exhibit 99.2

STATEMENT OF CHIEF FINANCIAL OFFICER OF
HIGHWOODS PROPERTIES, INC.

In connection with the Quarterly Report of Highwaderoperties, Inc. (the "Company") on Form 10-Qtfier period ended June 30, 2002 as
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), I, Carman J. k@j/ice President and Chief Financial
Officer of the Company, certify, pursuant to 18 WL SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that:

1) The Report fully complies with the requiremeotSection 13(a) or 15(d) of the Securities ExcleAgt of 1934; and

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

/'s/ Carman J. Liuzzo
Carman J. Liuzzo
Vice President and Chief Financial Oficer
August 14, 2002
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