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PART I -- FINANCIAL INFORMATION

Iltem 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.
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HIGHWOODS PROPERTIES, INC.

ASSETS

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

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

Net real estate assets.........ccccceeverennee
Property held for sale........... .
Cash and cash equivalents.............ccccccee.....
Restricted cash.........cccccovviiiveiinnnnnnn
Accounts receivable, net............cccocceeee
Advances to related parties..
Notes receivable............ccccoviiiiiinennne
Accrued straight-line rents receivable.............
Investment in unconsolidated affiliates
Other assets:

Deferred leasing COStS...........ccccvvvvvnenees

Deferred financing costs..........

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

Less - accumulated amortization.................
Other assets, net........ccccvvveeveeeeennn.

Total ASSetS.....uvvveieieeeeeieieiieeiiiiiaes

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

Total Liabilities..........cccccvvcveeennnns
Minority interest.......cccccceeeeveveiiiicinnnnns
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 outsta
and
December 31, 2001........cccoicuieeeeiiiiieeanne
8% Series B Cumulative Redeemable Preferred Shares
per share), 6,900,000 shares issued and outstanding
December 31, 2001........ccccocvvreiiiinieennnns
8% Series D Cumulative Redeemable Preferred Shares
per share), 400,000 shares issued and outstanding a
December 31, 2001........ccccccvvreiriinieennnns
Common stock, $.01 par value, 200,000,000 authorize
52,891,822 shares issued and outstanding at Septemb
December 31, 2001, respectively
Additional paid-in capital.............cccccee.....
Distributions in excess of net earnings............
Accumulated other comprehensive loss..
Deferred compensation--restricted stock............

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

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

See accompanying notes to consolidated financsgsients.

Consolidated Balance Sheets
(% in thousands)

SEPTEMBER 30, D
2002

(Unaudited

$ 428,852 $
2,890,638
40,018
174,002
20,479
3,553,089
(448,994)
3,104,995
139,972
13,998
2,702
18,327
971
31,014
50,191
80,825

106,821
25,964
13,400

............................. $1,626,362 $
ities...ooiiiiiiie 131,087
............................. 1,757,449
............................. 191,114

zed shares;
res (liquidation preference
nding at September 30, 2002

............................. 104,945
(liguidation preference $25
at September 30, 2002 and
............................. 172,500
(liquidation preference $250
t September 30, 2002 and
............................. 100,000
d shares; 53,387,085 and
er 30, 2002 and
534
1,389,595
(182,719)
(10,418)
(4,045)

ECEMBER 31,
2001

420,922
2,827,825
108,122
153,468
19,398
3,529,735
(374,623)
3,155,112
212,590
576
5,685
23,659
788
43,761
49,078
83,393

95,761
26,121
10,461

1,719,230
120,235

1,839,465
203,181

104,945

172,500

100,000

529

1,376,546

(135,878)
(9,441)
(3,561)



HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income
(Unaudited and $ in thousands except per share risjou

THREE MONTHS ENDED NINE MONT HS ENDED
SEPTEMBER 30, SEPTEMB ER 30,
2002 2001 2002 2001
Rental revenue......cccocevcvevcvevcveiceeiceeeee $ 117,369 $ 119,544 $ 351,043 $ 361,745
OPERATING EXPENSES:
Rental property.......ccccovvvvvvvvveeeneen. 37,051 35,765 109,224 107,038
Depreciation and amortization............ccc.... .. 31,522 27,879 91,840 83,958
Interest expense:
Contractual.......cccocvevvieniiieiieenees 27,522 26,381 80,673 80,955
Amortization of deferred financing costs...... ... 347 324 1,027 1,664
27,869 26,705 81,700 82,619
General and administrative..........cccoeeeeeeeeee. Ll 4,147 4,784 14,858 15,447
OTHER INCOME/(EXPENSES):
Interest and other income........ccccccceeeeee. L 2,829 5,070 8,912 20,438
Equity in earnings of unconsolidated affiliates. 1,259 3,241 6,298 5,666
Nonrecurring litigation reserve................. (2,700) -- (2,700) --
Nonrecurring compensation expense............... (3,700) -- (3,700) --
(2,312) 8,311 8,810 26,104
Income before gain on disposition of land and
depreciable assets, minority interest, disco ntinued
operations and extraordinary item............ ... 14,468 32,722 62,231 98,787
Gain on disposition of land and depreciable asse ts....... 3,599 3,357 12,045 16,098
Income before minority interest, discontinued operations
and extraordinary item.........ccocceeeeeee.. L 18,067 36,079 74,276 114,885
Minority interest......ccocveeeeevvviviciiceee (2,216) (4,476) (8,977) (13,997)
Income from continuing operations............... ... 15,851 31,603 65,299 100,888
DISCONTINUED OPERATIONS:
Income from discontinued operations, net of mino rity
INEreSt...vvviiiie e 1,741 2,386 5,918 8,157
Loss on sale of discontinued operations, net of
MINOrity iNterest.......ocovveevvvcieeeeeees (3,280) - (1,394) -
(1,539) 2,386 4,524 8,157
Net income before extraordinary item............ . ... 14,312 33,989 69,823 109,045
Extraordinary item--loss on early extinguishment of debt.... (378) -- (378) (518)
NetinCOmMe....covvviiiiiiiiie e 13,934 33,989 69,445 108,527
Dividends on preferred stock..........cccooveeeeee. L (7,713) (7,713)  (23,139) (23,787)
Net income available for common shareholders.... ... $ 6,221 $ 26,276 $ 46,306 $ 84,740
NET INCOME PER COMMON SHARE--BASIC:
Income from continuing operations.............. . ... $ 016 $ 045 $ 0.79 $ 141
Income/(loss) from discontinued operations...... ... $ (0.03)$ 004 $ 0.09 $ 0.15
Extraordinary item--loss on early extinguishment ofdebt. $ (0.01) $ - $ (0.01) $ (0.01)
NEetinCOMe.....cccvvvveiieiieie e $ 012 $ 049 $ o087 $ 155
Weighted average shares outstanding--basic...... ... 53,388 53,748 53,171 54,680
NET INCOME PER COMMON SHARE--DILUTED:
Income from continuing operations............... $ 016 $ 045 $ 0.79 $ 1.40
Income/(loss) from discontinued operations...... $ (0.03)$ 004 $ 0.08 $ 0.15
Extraordinary item--loss on early extinguishment ofdebt. $ (0.01) $ - $ (0.01) $ (0.01)
NetinCOMe....coovvviiiiiiiie e $ 012 $ 049 $ 0.86 $ 154
Weighted average shares outstanding--diluted.... ... 53,604 54,169 53,544 55,074
Distributions declared per common share............ ... 0.585 0.585 1.76 1.73




See accompanying notes to consolidated financsients



HIGHWOODS PROPERTIES, INC.

Consolidated Statements of Stockholders' Equityti®Nine Months Ended September 30, 2002

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

ACCUMUL

OTHER
NUMBER OF ADDITIONAL DEFERRED COMPRE
COMMON COMMON SERIES A SERIES B SERIES D PAID-IN COMPEN- HENSIV
SHARES STOCK PREFER RED PREFERRED PREFERRED CAPITAL SATION LOSS

Balance at
December 31, 2001 52,891,822 529 $ 104, 945 $172,500 $ 100,000 $1,376,546 $(3,561) $ (9,4

Issuance of
Common Stock 235,625 2 - - - 5324 -

Conversion of Common
Units to Common Stock 257,121 3 - - - 7471 -

Common Stock
Dividends - - - - - - -

Preferred Stock
Dividends - - - - - R -

Issuance of restricted
stock 49,124 - - - - 1,428 (1,428)

Amortization of deferred
compensation - - - - - - 944

Retirement of
Common Stock (46,607) - - - - (1174 -

Net Income - - - - - - -

Other comprehensive
loss - - - - - - -9
Balance at
September 30, 200 53,387,085 534 $104, 945 $172,500 $ 100,000 $1,389,595 $(4,045) $(10,4

See accompanying notes to consolidated finan@#tisients.

ATED

- DISTRIBUTIONS
E IN EXCESS OF
NET EARNINGS  TOTAL

41)$ (135,878) $1,605,640
- - 5326

- - 7474

- (93,147) (93,147)

- (23,139) (23,139)

- - 944
- - (1,174)

- 69,445 69,445

18)$ (182,719) $1,570,392




HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows
(Unaudited and $ in thousands)

NINE MONTHS ENDED S EPTEMBER 30,
2002 2001
OPERATING ACTIVITIES:
NELINCOME. ..o s $ 69,445 $ 108,527
Adjustments to reconcile net income to net cash pro vided by operating activities:
Depreciation and amortization............cc..... e 95,761 89,490
Amortization of deferred compensation........... 944 755
Minority interest........ccccceevevviiiinnnns 9,593 15,166
Equity in earnings of unconsolidated affiliates. (6,298) (5,666)
Gain on disposition of land and depreciable assets. L (10,468) (16,098)
Write off of accrued straight line rent............ 3,110 -
Loss on early extinguishment of debt............... 378 518
Transition adjustment upon adoption of FASB 133.... -- 556
Loss on ineffective portion of derivative instrumen - 428
Changes in operating assets and liabilities........ 8,708 (17,426)
Net cash provided by operating activities..... 171,173 176,250
INVESTING ACTIVITIES:
Additions to real estate assets and deferred leasin [o Koo ] £ T (98,856) (202,879)
Proceeds from disposition of real estate assets.... 164,403 157,000
Repayment of advances to subsidiaries.............. - 27,560
Distributions from unconsolidated affiliates....... 7,409 6,866
Investments in notes receivable.................... 11,847 26,878
Other investing activities 476 1,352
Net cash provided by investing activities..... 85,279 16,777
FINANCING ACTIVITIES:
Distributions paid on common stock and common units s (105,825) (107,611)
Dividends paid on preferred stock.................. (23,139) (23,787)
Payment of prepayment penalties.................... (378) (518)
Borrowings on mortgages and notes payable.......... 34,942 12,780
Repayments on mortgages and notes payable (75,305) (100,187)
Borrowings on revolving loans...............c...... 255,500 349,000
Repayments on revolving loans...................... (332,500) (220,000)
Net proceeds from the sale of common stock......... 5,326 817
Net change in deferred financing costs............. 1,725 155
Repurchase of stock and Units........ccccccceeeeee. e (3,376) (155,308)
Net cash used in financing activities......... s (243,030) (244,659)
Net increase/(decrease) in cash and cash equivalent 13,422 (51,632)
Cash and cash equivalents at beginning of the perio 576 104,780
Cash and cash equivalents at end of the period..... $ 13,998 $ 53,148
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest......ccccoceevvcvvceces e $ 81,724 % 83,972

See accompanying notes to consolidated financsistents.



HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows (Continued)
(Unaudited and $ in thousands)

Supplemental disclosure of non-cash investing arahting activities:

The following table summarizes the net assets itarierd by the holders of Common Units in the OpegaPartnership, the net assets
acquired subject to mortgage notes payable and ntrecash equity transactions:

NINE MONTHS ENDED SE PTEMBER 30,
2002 2001
Assets:
Notes receivable..........cccoevererereennnne. $ - 8 675
Accounts receivable.............cccoccviiininns 154 --
Cash and cash equivalents.............. 729 6,880
Rental property and equipment, net 37,098 58,012
Investment in unconsolidated affiliates............ (1,174) --
36,807 65,567
Liabilities:
Mortgages and notes payable...............cc...... 24,495 58,545
Accounts payable, accrued expenses and other liabil 14,163 7,241
38,658 65,786
EQUILY oo s (1,851) (219)

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2002
(Unaudited)

1. DESCRIPTION OF THE COMPANY

Highwoods Properties, Inc. (the "Company") is d-administered and self-managed real estate invargtinust ("REIT") that operates in the
southeastern and midwestern United States. The @woytgowholly-owned assets include: 50%arvice office, industrial and retail properti
213 apartment units; 1,251 acres of undevelopetidaitable for future development; and an additi@nght properties under development.

The Company conducts substantially all of its atitis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, Highwoods Realty Limited Partnerslipe "Operating Partnership"). The Company issthle general partner of the Operating
Partnership. At September 30, 2002, the Companyedw#8.3% of the common partnership interests ("Combhnits”) in the Operating
Partnership. Limited partners (including certaificafrs and directors of the Company) own the reimgilCommon Units. Holders of
Common Units may redeem them for the cash valwmefshare of the Company's common stock, $.01glae{the "Common Stock"), or,
at the Company's option, one share of Common Stock.

When a Common Unit holder redeems a Common Unia fetare of Common Stock or cash, the minorityréstewill be reduced and the
Company's share in the Operating Partnership wilhbreased. The Common Units owned by the Compesaynot redeemable for cash.

2. BASIS OF PRESENTATION

The consolidated financial statements include to®ants of the Company and the Operating Partreesid their majority-controlled
affiliates. All significant intercompany balancesdaransactions have been eliminated in the caestedd financial statements. For a more
complete discussion of our critical accounting giek, see also "Management's Discussion and Asabystinancial Condition and Results of
Operations - Critical Accounting Policies".

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 September 30, 2001 and Deee81, 2001 financial statements have been réfitast conform to the September
30, 2002 presentation. These reclassificationsioathaterial effect on net income or stockholdegsity as previously reported.

The accompanying financial information has not baedited, but in the opinion of management, allisipents (consisting of normal
recurring accruals) necessary for a fair presemtadf our financial position, results of operati@ml cash flows have been made. For further
information, refer to the financial statements antes thereto included in our 2001 Annual Reporfform 10-K.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

2. BASIS OF PRESENTATION - Continued

Nor-recurring litigation reserve was $2.7 million fhwetthree months ended September 30, 2002, and reaslaof an accrual of $2.7 millic
to increase our reserves for the probable and astiirosses related to various legal proceedirigm@iin the ordinary course of business and
from previously completed mergers and acquisitions.

Nonr-recurring compensation was $3.7 million for theethmonths ended September 30, 2002, and wasdrétetiee exercise of options that
occurred during the first and second quarters 8228Vhen an option holder elected to exercise optim lieu of issuing new shares upon
exercise of the option and then repurchasing slardése open market, we settled the option exetnisgaying the option holder the net
difference in cash between the strike price andrtheket value of the underlying shares. Such esescivere previously recorded as
adjustments to stockholders' equity. However, ffeceof such exercises should have been recordetdmpensation expense under FASB
Interpretation No. 44 (Accounting For Certain Tractsons Involving Stock Options, An InterpretatiohAPB Opinion No. 25). Had we
issued the shares to the option holder, receiveddakh for the strike price and then repurchasedhhres in the market, we would not record
any compensation expense. Management believemfget of this non-recurring charge has had no nahteffect on net income or
stockholders' equity during the first six month2602 as previously reported. In addition, manag#rbelieves the impact of APB 25 would
not have had a material effect on financial stat@sor prior periods. Commencing during the thgecarter of 2002, we discontinued the
practice of settling option exercises by payingdpton holder the net difference in cash betwéenstrike price and the market value of the
underlying shares. In the event we decide to rdmage shares after an option exercise, we will reghe option holder to pay the cash for the
strike price and then separately repurchase asmoneling number of shares in the market undertogk sepurchase program.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

3. SEGMENT INFORMATION

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

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

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

THREE MONTHS ENDED NINE MONTH S ENDED
SEPTEMBER 30, SEPTEMBE R 30,
2002 2001 2002 2001
RENTAL INCOME (A):
Office segment $ 96,409 $ 96,142 $ 287,627 $ 291,021
Industrial segment 10,529 11,623 31,893 35,137
Retail segment 10,083 8,970 30,380 27,325
Apartment segment 348 2,809 1,143 8,262
Total rental income $ 117,369 $ 119,544 $ 351,043 $ 361,745
NET OPERATING INCOME (A):
Office segment $ 64,308 $ 66,560 $ 193,924 $ 202,748
Industrial segment 8,372 9,612 25,985 29,450
Retail segment 7,494 6,077 21,442 18,252
Apartment segment 144 1,530 468 4,257
Total Net Operating Income $ 80,318 $ 83,779 $ 241819 $ 254,707
RECONCILIATION TO INCOME BEFORE GAIN ON DISPOSITION
OF LAND AND DEPRECIABLE ASSETS, MINORITY INTERES T,
DISCONTINUED OPERATIONS AND EXTRAORDINARY ITEM:
Equity in earnings of unconsolidated affiliates $ 1259 % 3241 $ 6,298 5,666
Interest and other income 2,829 5,070 8,912 20,438
Nonrecurring litigation reserve (2,700) -- (2,700) --
Nonrecurring compensation expense (3,700) - (3,700) -
Interest expense (27,869) (26,705) (81,700) (82,619)
General and administrative expenses (4,147) (4,784) (14,858) (15,447)
Depreciation and amortization (31,522) (27,879) (91,840) (83,958)
Income before gain on disposition of land and
depreciable assets, minority interest, discont inued
operations and extraordinary item $ 14,468 $ 32,722 $ 62,231 $ 98,787
TOTAL ASSETS:
Office segment $2,725,012 $2,781,068 $2,725,012 $ 2,781,068
Industrial segment 326,578 334,796 326,578 334,796
Retail segment 285,373 274,581 285,373 274,581
Apartment segment 12,218 11,285 12,218 11,285
Corporate and other 169,774 223,796 169,774 223,796
Total Assets $ 3,518,955 $3,625,526 $3,518,955 $ 3,625,526

(A) Net of discontinued operations.
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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 vaijmint 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 ahdifies of our joint ventures are not
included on our balance sheet.

On June 26, 2002, we acquired our joint venturéngas interest in MGHIW Rocky Point, LLC, which owned Harborview Plata bring ou
ownership interest in that entity to 100.0%. Attttime, we consolidated the assets and liabilitesl recorded income and expenses on a
consolidated basis. The net income related tgahis venture until the date of purchase is inclliite “Total net income' in the table below.

On September 11, 2002, we contributed Harborvieazdto SF-HIW Harborview Plaza, LP, a newly forrliidted partnership, in exchange
for a 20.0% limited partnership interest. The asdetbilities and net income from the SF-HIW Hambiew Plaza, LP are included in the table
below.

As of September 30, 2002, our joint ventures hapraimately $593.4 million of outstanding debtl &1 the joint venture debt is non-
recourse to us except (1) in the case of customesgptions pertaining to such matters as misufgnafs, environmental conditions and
material misrepresentations and

(2) with respect to $2.5 million of constructiorbdeelated to the MG-HIW Metrowest Il, LLC, whictas been guaranteed by us subject to a
pro rata indemnity from our joint venture partr®@ur partner in SF-HIW Harborview Plaza, LP hasrtgbt to put its 80% equity interest in
the partnership to us for cash at anytime durirgatie year period commencing on September 11, A0ivalue of the equity interest will
be determined based upon the then fair market & $&-HIW Harborview Plaza, LP's assets and litodl. Selected financial data for our
unconsolidated affiliates for the nine months enSledtember 30, 2002 and 2001 is presented belant®usands):

OWNERSHIP PERCENTAGE

2002 2001
Board of Trade Investment Company.........c.ccceee. . i 49.00% 49.00%
Dallas County Partners |, LP.......ccooceevnceeee. e 50.00 50.00
Dallas County Partners Il, LP......ccccocvvccceeees s 50.00 50.00
Dallas County Partners lll, LP.....ccccoovvcccceees s 50.00 50.00
Fountain Thre€.......cooovvvviciiiiiiiiieeeees s 50.00 50.00
Kessinger/Hunter, LLC........cccoccevvvvveenees e 30.00 30.00
4600 Madison Associates, LP......cccccoovvveeeeee e, 12.50 12.50
Highwoods DLF 98/29, LP.....cccccovvvvviiniiece s 22.81 22.81
Highwoods DLF 97/26 DLF 99/32, LP......ccccccceee. e 42.93 42.93
RRHWOOdS, LLC....oooviiiiiiieiiieeieeeeeeee e 50.00 50.00
Highwoods-Markel Associates, LLC............ccceee.. s 50.00 50.00
MG-HIW, LLC...vviiiiiiiiiiieviieeeeneee s 20.00 20.00
MG-HIW Peachtree Corners, LLC.......ccccccevvveeeee s 50.00 50.00
MG-HIW Rocky Point, LLC.....cccccoviiiviiencees e - 50.00
MG-HIW Metrowest |, LLC.....c.cccevvieevcceeeees e 50.00 50.00
MG-HIW Metrowest Il, LLC.......ccoovvvvvvciccceeee e 50.00 50.00
Concourse Center Associates, LLC......cccccoceeeee. s 50.00 --
Plaza Colonnade, LLC...........ooovvvvvvveeeees s 50.00 --
SF-HIW Harborview Plaza, LP........cccoooveeeeee. 20.00 --

SEPTEMBER 30, SEPTEMBER 30

2002 2001

Total @SSetS...ccvvvviieiiie e e, $ 924,155 $ 903,458
Totaldebt........oovvvviiiiiiiies e, 593,359 568,625
Total liabilities........ccvviiiieeeeeeeeee e, 617,781 601,072

TH REE MONTHS ENDED NINE MONTHS ENDED

SEPTEMBER 30, SEPTEMBER 30,
20 02 2001 2002 2001
Total net income.............ccco..... $ 5 ,065 $ 9,558 $ 22,058 $ 19,392
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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 Accouritagdards Board Statement (SFAS) No. 133/138,déating for Derivative
Instruments and Hedging Activities," as amendeds Btatement requires us to recognize all derieaton the balance sheet at fair value.
Derivatives that are not hedges must be adjustéairtealue through income. If the derivative ieedge, depending on the nature of the
hedge, changes in the fair value of the derivatiiteeither be offset against the change in failugaof 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 derivativeignge in fair value is recognized in earningsdnnection with the adoption of SFAS
133/138 in January 2001, we recorded a net transdtijustment of $555,962 of unrealized loss iarggt and other income and a net
transition adjustment of $125,000 in AOCL. Adoptimiithe standard also resulted in our recognizib@j7$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 easangd cashflows and to lower overall
borrowing costs. To achieve these objectives, werento 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 contvae designate the derivative as (1) a hedgeeo¥#miability of cash flows that are to be
received or paid in connection with a recognizeadility (a "cash flow" hedge), or (2) an instrumémt is held as a non-hedge derivative.
Changes in the fair value of highly effective célskv hedges, to the extent that the hedge is éffecare recorded in AOCL, until earnings
are affected by the hedged transaction (i.e. petilodic settlements of a variable-rate liabilitg @ecorded in earnings). Any hedge
ineffectiveness (which represents the amount bgkvtiie changes in the fair value of the derivatixeeed the variability in the cash flows of
the transaction) is recorded in current-period 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 femianagement objective and strategy
for undertaking various hedge transactions. Thie@ss includes linking all derivatives that areiglested as cash flow hedges to (1) specific
assets and liabilities on the balance sheet do(2rasted transactions. We also assess and dotwmo#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. Wreedetermine that a derivative is not (or has cetseeé) highly effective as a hedge, we
discontinue hedge accounting prospectively.

During the nine months ended September 30, 2002adean interest rate swap and an interest rak& @zlch mature, resulting in a debit to
interest rate derivative liability and an offsegtioredit to AOCL of $411,000.

As of September 30, 2002, we have two $24.0 millieasury lock agreements related to an anticipiatedyear fixed rate financing with tw
financial counterparties, which effectively locletfive-year treasury rate at 3.72%. These tredsgkyagreements are designated as cashflow
hedges and the effective portion of the cumuldties on the derivative instruments was $2.5 milkdiSeptember 30, 2002 and is being
reported as a component of AOCL in stockholdersitggThese costs will be recognized into earniimgthe same period or periods during
which the hedged transaction affects earningsh@sinderlying debt is paid down).

Derivative liabilities totaling approximately $2million related to our treasury lock agreementghwai notional amount of $48.0 million, are
recorded in accounts payable, accrued expensesth@dliabilities in the Consolidated Balance SkedtSeptember 30, 2002. The fair value
of our interest rate swap, cap and collar agreesneas $(2.5) million at September 30, 2002.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

5. DERIVATIVE FINANCIAL INSTRUMENTS - Continued

At September 30, 2002, approximately $7.9 milliémleferred financing costs from past cash flow fheglgnstruments remain in AOCL.
These costs will be recognized into earnings asititerlying debt is repaid. We expect that theiporof the cumulative loss recorded in
AOCL at September 30, 2002 associated with thevaive instruments, which will be recognized withlire next 12 months, will be
approximately $1.6 million.

6. OTHER COMPREHENSIVE INCOME/(LOSS)

Other comprehensive income/(loss) represents netie plus the results of certain non-stockholdasrslty changes not reflected in the
Consolidated Statements of Income. The componémther comprehensive income/(loss) are as foll(fis thousands):

NINE MONTHS ENDED S EPTEMBER 30,
2002 2001
NELINCOME..ciiiiiiici e $ 69,445 $ 108,527
Accumulated other comprehensive income/(loss):
Unrealized derivative losses on cashflow hedges. . (2,134) (514)
Reclassification of past hedging relationships.. -- (10,597)
Amortization of past hedging relationships...... . 1,157 1,175
Total other comprehensive 10Ss ................ L (977) (9,936)
Total comprehensive iNCOME.........cccceeee. i $ 68,468 $ 98,591

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

As of January 1, 2002, we adopted Financial Acdagrtandards Board Statement No. 144, "Accourfinghe Impairment or Disposal of
Long-Lived Assets," ("SFAS 144") and the approgriatmounts are disclosed separately under incomediscontinued operations on the
consolidated income statement. Below representsmittoene statement and net carrying value of thpgntes sold and held for sale at
September 30, 2002 (which account for 2,148,44&bda square feet and 88 units) as a result otapital recycling program and includec
income from discontinued operations for the thme¢ mine months ended September 30, 2002 and 20@iasands):

THREE MONTHS ENDED NINE MONT HS ENDED
SEPTEMBER 30, SEPTEMB ER 30,
2002 2001 2002 2001
Total revenue $ 5460 $ 6,286 $ 16,669 $ 19,125
Rental operating expenses (1,985) (1,932) (5,831) (5,931)
Depreciation and amortization (1,305) (1,624) (3,921) (3,868)
Interest Expense (200) - (200) -
Income before loss on disposition of depreciable assets
and minority interest 1,970 2,730 6,717 9,326
Loss on disposition of depreciable assets (3,712) - (1,577) -
Income/(loss) before minority interest (1,742) 2,730 5,140 9,326
Minority interest 203 (344) (616) (1,169)
Income/(loss) from discontinued operations $ (1,539) $ 2,386 $ 4,524 $ 8,157
Net carrying value $ 123,350 $ 153,297 $123,350 $ 153,297

In addition, in accordance with SFAS 144, we hastenined that as of September 30, 2002, the caymalue of three office properties h
will not be recovered from their projected undiscimd future operating cash flows. We have recogn&&4.5 million impairment loss, whi

is included in the gain on the sale of land and-@gpble assets in the consolidated statementeofrie for the three and nine months ended
September 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 8dyae30, 2002, we:

. owned 502 in-service office, industrial and rgpadperties, encompassing approximately 38.0 amillientable square feet;
. owned an interest (50.0% or less) in 78 in-seraiffice and industrial properties, encompassing
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approximately 7.7 million rentable square feet 48 apartment units;

. owned 1,251 acres (and have agreed to purchasddéional eight acres over the next year) of wettgped land suitable for future
development;

. owned eight development properties, encompasgipgoximately 824,000 rentable square feet; and
. owned an interest (50.0% or less) in one devetyimroperty, encompassing 285,000 rentable sdeate

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

NINE MONTHS
ENDED YEAR ENDED YEAR ENDED
September 30, 2002 2001 2000
OFFICE, INDUSTRIAL AND RETAIL PROPERTIES
(rentable square feet in thousands)
Dispositions (1)....cccovvvvveevesiiieaeeaeee . (856) (268) (4,743)
Contributions to Joint Ventures (1)............ e (205) (118) (2,199)
Developments Placed In-Service......cccoceeee. 1,614 1,351 3,480
ACQUISItIONS....ccovviiiiiiieeeeeeee 205 72 669
Net Change in Wholly-owned
In-Service Properties.........cceveeceeeeee. 758 1,037 (2,793)
APARTMENT PROPERTIES
(in units)
DiSpoSitionS......cvvvevveiiiiiieeieiiiieieeee -- (1,672)

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

In addition to the above property activity, we reghased $3.4 million, $147.4 million and $100.2limil of Common Stock and Common
Units during 2002, 2001 and 2000, respectively, 1815 million of Preferred Stock during 2001. Thepresents aggregate repurchases of
$269.5 million of Common Stock, Common Units andfBmred Stock since January 1, 2000.

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 Operatingneeship. At September 30, 2002, the
Company owned 88.3% of the Common Units in the @jreg Partnership.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of financial conditionl results of operations is based upon our Catatelil 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. For a dission of our accounting policies with respeatuoinvestments in joint ventures, see
"Investments in Joint Ventures". The preparatiofireincial statements in conformity with GAAP reps 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 @éerember 31, 2001, included in our 2001 FornK18towever, 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. Managementéagswed 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 reportedusntscand
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disclosure related to the following:

. 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 aasdkold improvements are classified as long-lives@® held for sale or as long-lived assets
to be held and used. In accordance with Statenfdfihancial Accounting Standards No. 144, "Accongtior the Impairment or Disposal of
Long-Lived Assets," we record assets held for aatbe lower of the carrying amount or fair valaed cost to sell. The impairment loss is the
amount by which the carrying amount exceeds threvédiie less cost to sell. With respect to asdassified as held and used, we periodically
review these assets to determine whether our cargmount will be recovered from their undiscourftedre operating cash flows and we
recognize an impairment loss to the extent we belibe carrying amount is not recoverable. Ourrdateation of future operating cash flows
requires us to make assumptions related to fuen&k rates, tenant concessions, operating expeasjtproperty taxes and capital
improvements. If our assumptions prove incorrect @aur estimates of future operating cash flowsnaaterially overstated, we could be
required to recognize future impairment losses ampooperties.

Allowance for doubtful accounts. Accounts receieatte reduced by an allowance for amounts thatbeagme uncollectible in the future.
Our receivable balance is comprised primarily otseand operating cost recoveries due from teramteell as accrued rental rate increast
be received over the life of the existing leases.rdgularly evaluate the adequacy of our allowdocdoubtful 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 atiltglity of accounts receivables prove
incorrect, we could experience write-offs of acdsweceivable or accrued straight-line rents readd&/ in excess of our allowance for
doubtful accounts.

Capitalized costs. Expenditures directly relatetdth the development of real estate assets arlddbig of properties are included in net
real estate assets and are stated at cost intiselmated balance sheets. The development expeaslinclude pre-construction costs
essential to the development of properties, devedsyt and construction costs, interest costs, stateetaxes, salaries and other costs incurrec
during the period of development. The leasing edfiares include all general and administrative gosicluding salaries incurred in
connection with successfully securing leases omptbperties. Estimated costs related to unsucddssfees are expensed as incurred. If our
assumptions regarding the successful efforts ofld@wment and leasing are incorrect, the resultdjgsdments could impact earnings.

Fair value of derivative instruments. In the normalirse of business, we are exposed to the efféatavest rate changes. We limit our
exposure by following established risk managemeiities and procedures including the use of dekieat To mitigate our exposure to
unexpected changes in interest rates, derivatieegsed primarily to hedge against rate movemantsuo related debt. We are required to
recognize all derivatives as either assets orliiegds in the consolidated balance sheets and tsore those instruments at fair value. Chal
in fair value will affect either stockholders' etyuor net income depending on whether the derieatistrument qualifies as a hedge for
accounting purposes.

To determine the fair value of derivative instrunsemve use a variety of methods and assumptionsathdased on market conditions and
risks existing at each balance sheet date. Fan#jerity of financial instruments, including mosrdvatives, 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 aggehapproximation of value, and such value mayeneactually 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. Our investmentsrinansolidated affiliates consist of one corporatitine limited liability companies, four
limited partnerships and two general partnershigs.account for our investments in unconsolidatéitizés under the equity method of
accounting as we exercise significant influencé,damunot control these entities. Our unconsolidagboration is controlled by an unrelated
third party that owns more than 50% of the outsitamdoting stock. We have a 50% or less ownergftigrést in the unconsolidated limited
liability companies and, under the terms of théotes operating agreements, do not have any paatiogprights. We have a 50% or less
ownership interest in the unconsolidated limitednperships and general partnerships. Although we laa interest in two unconsolidated
general partnerships and are the general partribrée of the unconsolidated limited partnershippsler the terms of the various partnership
agreements, we do not have control of the majoratimgy and financial policies of these unconsobdgbartnerships.

These investments are initially recorded at casinaestments in unconsolidated affiliates, andsatesequently adjusted for equity in earn
and cash contributions and distributions. Any défece between the carrying amount of these invegse our balance sheet and the
underlying equity in net assets is amortized aadjnstment to equity in earnings of unconsolidatfifiates over the life of the property,
generally 40 years.

From time to time, we contribute real estate agset® unconsolidated joint venture in exchangeafoombination of cash and an equity
interest in the venture. We record a partial gairiree contribution of the real estate assets t@xtent of the third party investor's interest and
record a deferred gain to the extent of our coirtipinterest in the unconsolidated joint venture.

In connection with the MG-HIW, LLC joint venture edhave guaranteed Miller Global, our partner whe d@80.0% interest in the joint
venture, a minimum internal rate of return on $5@ilion of their equity. If the minimum internahte of return is not achieved upon the sale
of the assets or winding up of the joint venturd}eévl Global would receive a disproportionately gter interest of the cash proceeds relate
the assets subject to the internal rate of retuarantee. Based upon the current and forecastedtopeperformance of the assets and our
estimate of the residual value of the subject asfie® estimated internal rate of return for Milobal with respect to their equity is not less
than the minimum required return. As a result, wandt currently expect that our interest in tha@jaienture will be adjusted upon the sale of
the subject assets or the winding up of the joartture as a result of the internal rate of retwargntee. 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 regamgliour results of operations for the three and nieaths ended September 30, 2002 and
2001 ($ in millions):

THREE MONTHS ENDED NINE MONTHS EN DED
SEPTEMBER 30, SEPTEMBER 30 ,
2002 2001 $Change 2002 200 1 $Change
Rental revenue ..........cccooeeeiieeiiieenne. . $ 1174 $ 1195 $ (2.1) $ 351.0 $361 7 $(10.7)
Operating expenses:
Rental property........cccoocceeeeniiineennne . 371 358 1.3 109.2 107 .0 2.2
Depreciation and amortization................... . 315 279 3.6 91.8 84 .0 7.8
Interest expense:
Contractual...........cccoovviviiveieenennn. . 275 264 1.1 80.7 80 .9 (0.2)
Amortization of deferred financing costs...... . 0.4 0.3 0.1 10 1 7 (0.7)
279 26.7 1.2 81.7 82 .6 (0.9)
General and administrative...................... . 4.1 4.7 (0.6) 149 15 4 (0.5)
Other Income/(Expenses):
Interest and other income....................... . 2.8 51 (2.3) 89 20 4 (11.5)
Equity in earnings of unconsolidated affiliates. . 1.3 3.2 (1.9) 63 5 7 0.6
Nonrecurring litigation reserve................. . 27 - 2.7) (2.7) -- 2.7)
Nonrecurring compensation expense............... . @B7n - 3.7) 3.7 -- 3.7
(2.3) 83 (10.6) 8.8 26 a1 (17.3)
Income before gain on disposition of land and
depreciable assets, minority interest,
discontinued operations and extraordinary it em 145 327 (18.2) 62.2 98 .8 (36.6)
Gain on disposition of land and depreciable asse ts 3.6 3.4 0.2 121 16 1 (4.0)
Income before minority interest, discontinued
operations and extraordinary item........... . 18.1 36.1 (18.0) 743 114 9 (40.6)
Minority interest.......cccccceeeeeeveiiiicinnnnns . (22) @45 23 (9.0) (14 .0) 5.0
Income from continuing operations............... . 159 316 (15.7) 65.3 100 9 (35.6)
Discontinued operations:
Income from discontinued operations, net of
minority iNterest............ccceeeevveeenn. . 1.7 24 (0.7) 59 8 1 (2.2)
Loss on sale of discontinued operations, net of
minority interest........cccccccvveveeennnn. . 3.3 - (3.3) (1.4) -- (1.4)
1.6) 24 (4.0 45 8 A (3.6)
Net income before extraordinary item............ . 143 340 (19.7) 69.8 109 .0  (39.2)
Extraordinary item -- loss on early extinguishment
of debt.....ceiiiiiiii e . (04) - (0.4) (0.4) (0 .5) 0.1
Net iNnCOMe........cccveviieiiiieiieiee . 139 340 (20.1) 69.4 108 5 (39.1)
Dividends on preferred stock 7.7y (7.7) - (23.1) (23 .8) 0.7
Net income available for common
shareholders............cccceevveeeinnennne. .$ 62% 263 $(201) $ 463 $ 84 7 $(38.4)

Three Months Ended September 30, 2002. Revenumsréotal operations decreased $2.1 million, or 1.878117.4 million for the three
months ended September 30, 2002 from $119.5 milbothe three months ended September 30, 2001d&tease was primarily due to a
decrease in the average occupancy rates from 9.#% third quarter of 2001 to 86.3% in the thirehrter of 2002. Slightly offsetting the
decrease was an increase in rental revenues aglaafan increase in our property portfolio ir020as a result of our capital recycling
program, which included 1.6 million rentable squiaet of properties that were placed in servicendu2002. Our in-service wholly-owned
portfolio increased from 36.9 million rentable scpifeet at September 30, 2001 to 38.0 million deletaquare feet at September 30, 2002.

Same property rental revenue, recorded in accoedartth GAAP, generated from the 475 in-service prtips wholly-owned on January 1,
2001, decreased $4.2 million, or 3.6%, for theghm®nths ended September 30, 2002, compared thrdemonths ended September 30,
2001. Same store straight-line rent decreasedrillidn as a result of lower occupancy with fewemnleases recording straight-line rent and
the impact from straight-lining of
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rents on existing tenants discussed generally fircotical accounting policies. Same store rengakbnues excluding straight-line rent and
termination fees decreased $4.2 million, or 3.7%s Hecrease is a result of lower same store ageragupancy, which declined from 92.5%
in the third quarter of 2001 to 86.8% in the thguiarter of 2002.

During the three months ended September 30, 2@2s@cond generation leases representing 1.5 miltjoare feet of office, industrial and
retail space were executed at an average rateparesfoot, which was 9.3% lower than the averatg per square foot on the previous
leases.

Rental operating expenses (real estate taxegdiagjlinsurance, repairs and maintenance and ptbperty-related expenses) increased $1.3
million, or 3.6%, to $37.1 million for the three mibs ended September 30, 2002 from $35.8 millioriHe three months ended Septembe
2001. This increase was primarily a result of iases in real estate taxes, primarily due to highgperty tax assessments, utilities and small
increases in various other rental expenses irhing quarter of 2002, offset by lower occupancytigk to variable operating expenses. Re
operating expenses as a percentage of related reméaues increased to 31.6% for the three maenided September 30, 2002 from 30.0%
for the three months ended September 30, 2001inEhease was primarily due to an increase in rapalating expenses related to the
increase in real estate taxes and a decreaseta remenues related to lower average occupandpglthe three months ended September 30,
2002.

Same property rental property expenses, whichherexpenses of the 475 in-service properties wiasiged on January 1, 2001, increased
$456,000, or 1.3%, for the three months ended &dme30, 2002, compared to the three months endpd@ber 30, 2001. This increase
was primarily a result of increases in real edates, primarily due to higher property tax assesgm utilities and small increases in various
other rental expense accounts in the third quaft2002.

Depreciation and amortization for the three moethded September 30, 2002 and 2001 totaled $31li6mraind $27.9 million, respectively.
The increase of $3.6 million, or 12.9%, was duarancrease in the amortization of leasing commissand tenant improvements and an

increase in depreciation expense related to bgigdplaced in service during 2001 and 2002, paffsebby a decrease in the depreciation

expense as a result of dispositions during 2002a0d.

Interest expense increased $1.2 million, or 4.5942(7.9 million for the three months ended SepterBbe2002 from $26.7 million for the
three months ended September 30, 2001. The incnessattributable to a decrease in capitalizedeésteduring the three months ended
September 30, 2002, offset by a decrease in walghterage interest rates during the three monttisce8eptember 30, 2002. Interest
expense for the three months ended September 62,8@ 2001 included $347,000 and $324,000, raspégtof amortization of deferred
financing costs. Capitalized interest for the thremnths ended September 30, 2002 and 2001 wasrfilioh and $4.0 million, respectively.

General and administrative expenses as a perceotagetal revenue, interest and other income,endty in earnings of unconsolidated
affiliates was 3.4% in the third quarter of 2002 &7% in the third quarter of 2001. The increasgrimarily due to a non-recurring increase
in management fee expense related to certain axesuhat provide management services to the QpgrBartnership. These executives are
employees of the Company, which is the managing@partner of the Operating Partnership.

Interest and other income decreased $2.3 milliod50l%, to $2.8 million for the three months en@egtember 30, 2002 from $5.1 million
for the three months ended September 30, 2001d&tiease primarily resulted from a decrease inldpieent fee income and a decrease in
interest income in the three months ended SepteBihe?002 due to the collection of notes receivalbieng 2001 and 2002.

Equity in earnings of unconsolidated affiliates @ased $1.9 million, or 59.4%, to $1.3 million fbe three months ended September 30,
2002 from $3.2 million for the three months endegt®mber 30, 2001. The decrease was attributalale &mcrual made in 2001 by the lowa
joint ventures to reflect reimbursements for resthte taxes paid in 2001 and years prior. In 260@%e payments have been accounte

when they have been received.

Nor-recurring litigation reserve was $2.7 million fbetthree months ended September 30, 2002, and reaslaof an accrual of $2.7 millic
to increase our reserves for the probable and astiiriosses related to various legal proceedirigm@iin the ordinary course of business and
from previously completed mergers and acquisitions.
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Nor-recurring compensation was $3.7 million for theethmonths ended September 30, 2002, and wasdrétetiee exercise of options that
occurred during the first and second quarters 8228Vhen an option holder elected to exercise optim lieu of issuing new shares upon
exercise of the option and then repurchasing slardése open market, we settled the option exetnisgaying the option holder the net
difference in cash between the strike price andrtheket value of the underlying shares. Such esescivere previously recorded as
adjustments to stockholders' equity. However, ffeceof such exercises should have been recordetdmpensation expense under FASB
Interpretation No. 44 (Accounting For Certain Tractions Involving Stock Options, An InterpretatiohAPB Opinion No. 25). Had we
issued the shares to the option holder, receiveddakh for the strike price and then repurchasedhhbres in the market, we would not record
any compensation expense. Management believemfgect of this non-recurring charge has had no nahteffect on net income or
stockholders' equity during the first six month2602 as previously reported. In addition, manag#rbelieves the impact of APB 25 would
not have had a material effect on financial stat@séor prior periods. Commencing during the thgecarter of 2002, we discontinued the
practice of settling option exercises by payingdpton holder the net difference in cash betwéenstrike price and the market value of the
underlying shares. In the event we decide to rdmage shares after an option exercise, we will reghe option holder to pay the cash for the
strike price and then separately repurchase asmoneling number of shares in the market undertogk sepurchase program.

Income before gain on disposition of land and deiptde assets, minority interest, discontinued af@ns and extraordinary item equaled
$14.5 million and $32.7 million for the quarterded September 30, 2002 and 2001, respectivelyCbmepany's net income allocated to
minority interest totaled $2.2 million and $4.5 lwih for the quarters ended September 30, 2002804, respectively. The Company
recorded $7.7 million in preferred stock dividerfioiseach of the quarters ended September 30, 2002@01, respectively.

Gain on disposition of land and depreciable adseteased $242,000, or 5.9%, to $3.6 million fa tjuarter ended September 30, 2002 from
$3.4 million for the quarter ended September 30120 the third quarter of 2001, the majority lo€ tgain was comprised of a gain of
approximately $4.1 million related to the dispasitiof 512 apartment units, partly offset by a losapproximately $126,000 related to the
disposition of 579,515 rentable square feet oteffiroperties and by a loss of approximately $38Brelated to the disposition of 77 acres of
land. In the third quarter of 2002, the gain priffiyazonsisted of $2.7 million of additional gairttresulted from the sale of a building during
the second quarter of 2002 that had not been Bnt&eorded during that period due to an errohim ¢consolidation process and a gain of
approximately $741,000 related to the dispositibA®acres of land.

Income from discontinued operations, net of miyoriterest, decreased from $2.4 million for theethmonths ended September 30, 2001 to
$1.7 million for the three months ended SeptemBeR2B802. The decrease was a result of the decire@szome from discontinued operations
for properties sold during 2002.

Loss on sale of discontinued operations, net obnitiyninterest, was $3.3 million during the threemths ended September 30, 2002, which
represented an impairment charge related to twpepties held for sale at September 30, 2002.

Nine Months Ended September 30, 2002. Revenuesriatal operations decreased $10.7 million, or 31828351.0 million for the nin
months ended September 30, 2002 from $361.7 milbothe nine months ended September 30, 2001d&beease was primarily due to a
decrease in the average occupancy rates from 9rfte nine months ended September 30, 2001 &/8¥or the nine months ended
September 30, 2002. In addition, we wrote off agjpnately $3.1 million of accrued straight-line reateivables from WorldCom and its
affiliates during the second quarter of 2002. @usérvice wholly-owned portfolio increased from@illion rentable square feet at
September 30, 2001 to 38.0 million rentable sqéestat September 30, 2002.

Same property rental revenue, recorded in accoedaith GAAP, generated from the 475 wholly-owneg@tvice properties on January 1,
2001, decreased $13.9 million for the nine montided September 30, 2002 compared to the nine menttexd September 30, 2001. Same
store straight-line rent decreased $6.3 millioa assult of the $3.1 million write-off of bankrutginant WorldCom's accrued straight-line rent
receivable, lower occupancy with fewer new leasesmding straight-line rent and the impact fronaigint lining of rents on existing tenants
discussed generally in our critical accounting giel. Same store revenues excluding straight-tneand termination fees decreased $9.5
million, or 2.8%. This decrease is a result of lowame store average occupancy, which declined 206 in the first nine months of 2001
to 87.7% in the first nine months of 2002.

21



During the nine months ended September 30, 20@2s&8ond generation leases representing 4.0 mitioare feet of office, industrial and
retail space were executed at an average rateparesfoot which was 4.8% lower than the averagepar square foot on the previous leg

Rental operating expenses (real estate taxegiagjlinsurance, repairs and maintenance and ptbperty-related expenses) increased $2.2
million, or 2.1%, to $109.2 million for the nine mihs ended September 30, 2002 from $107.0 milboriHe nine months ended September
30, 2001. The increase was primarily a result oharease in real estate taxes in the first ninathmof 2002, primarily due to higher
property tax assessments, utilities and small ase in various other rental expenses in 2002tdffslower occupancy relative to variable
operating expenses. Rental operating expensepasentage of related rental revenues increasgtl. 186 for the nine months ended
September 30, 2002 from 29.6% for the nine montldee September 30, 2001. The increase was printréyto an increase in rental
operating expenses related to the increase irestafe taxes and a decrease in rental revenutsdreddower average occupancy during the
nine months ended September 30, 2002.

Same property rental property expenses, whichherexpenses of the 475 in-service properties wimllged on January 1, 2001, remained
consistent for the nine months ended Septembe2(®2, compared to the nine months ended Septerib081.

Depreciation and amortization for the nine monthdezl September 30, 2002 and 2001 totaled $91.Bmadhd $84.0 million, respectively.
The increase of $7.8 million, or 9.3%, was duertarerease in the amortization of leasing commissiand tenant improvements and an
increase in depreciation expense related to byjfdpiaced in service during 2001 and 2002, paffsebby a decrease in the depreciation
expense as a result of dispositions during 2002a0d.

Interest expense decreased $919,000, or 1.1%/1t@ $dllion for the nine months ended September2B02 from $82.6 million for the nine
months ended September 30, 2001. The decreaseriwesily attributable to the decrease in the wegghtverage interest rates for the nine
months ended September 30, 2002, partly offsehlipaease in the average outstanding debt fonithe months ended September 30, 2002
and a decrease in capitalized interest during itte months ended September 30, 2002. Interest sgdenthe nine months ended September
30, 2002 and 2001 included $1.0 million and $1.llioni, respectively, of amortization of deferreddincing costs. The decrease in
amortization of deferred financing costs from Seyier 30, 2001 to September 30, 2002 was relatktofees which were amortized fully
during 2001. Capitalized interest for the nine rherended September 30, 2002 and 2001 was $8.8mllid $11.0 million, respectively.

General and administrative expenses as a perceotagetal revenue, interest and other income,andty in earnings of unconsolidated
affiliates was 4.1% and 4.0% in the first nine nendf 2002 and 2001, respectively. The increapeinisarily due to a non-recurring increase
in management fee expense related to certain axesuhat provide management services to the QpgrBartnership. These executives are
employees of the Company, which is the managing@tpartner of the Operating Partnership. Theciase is partly offset by a decrease in
revenue due to lower average occupancy duringitfteemonths ended September 30, 2002 and 2001.

Interest and other income decreased $11.5 miltios6.4%, to $8.9 million for the nine months en&shtember 30, 2002 from $20.4 milli
for the nine months ended September 30, 2001. €beedse primarily resulted from a decrease infdgaaind development fee income in the
nine months ended September 30, 2002 and a dedneiaserest income in the nine months ended SeipéerB0, 2002 due to lower average
cash balances (during 2001, we had higher cashd®daas a result of proceeds from dispositionseli® our capital recycling program that
were ultimately used in our stock repurchase progi@nd the collection of notes receivable durin@22énd 2002.

Equity in earnings of unconsolidated affiliatesressed $632,000, or 10.5%, to $6.3 million forrive months ended September 30, 2002
from $5.7 million for the nine months ended SeptenD, 2001. The increase was primarily a resuiashings from certain joint ventures
formed with unrelated investors in 2002.

Nor-recurring litigation reserve was $2.7 million fble nine months ended September 30, 2002, and vessit of an accrual of $2.7 million
to increase our reserves for the probable and attiirosses related to various legal proceedirigm@iin the ordinary course of business and
from previously completed mergers and acquisitions.

Nor-recurring compensation was $3.7 million for theenmonths ended September 30, 2002, and was rédetieel exercise of options that
occurred during the first and second quarters 622@hen an option holder elected
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to exercise options, in lieu of issuing new shaigsn exercise of the option and then repurchadiages on the open market, we settled the
option exercise by paying the option holder thedikérence in cash between the strike price ardlarket value of the underlying shares.
Such exercises were previously recorded as adjnssn@ stockholders' equity. However, the effecsudh exercises should have been
recorded as compensation expense under FASB latatipn No. 44 (Accounting For Certain Transactibn®lving Stock Options, An
Interpretation of APB Opinion No. 25). Had we isdulke shares to the option holder, received thie fashe strike price and then
repurchased the shares in the market, we woultiana been required to record any compensation egpdfanagement believes the impact
of this non-recurring charge has had no materfacebn net income or stockholders' equity durimgfirst six months of 2002 as previously
reported. In addition, management believes the anpbAPB 25 would not have had a material effecfinancial statements for prior
periods. Commencing during the third quarter of20@e discontinued the practice of settling opgaercises by paying the option holder
net difference in cash between the strike pricethadnarket value of the underlying shares. Inethent we decide to repurchase shares after
an option exercise, we will require the option lesltb pay the cash for the strike price and th@ausgely repurchase a corresponding number
of shares in the market under our stock repurchesgram.

Income before gain on disposition of land and deiptde assets, minority interest, discontinued af@ns and extraordinary item equaled
$62.2 million and $98.8 million for the nine monthisded September 30, 2002 and 2001, respectivieéyCbmpany's net income allocated to
minority interest totaled $9.0 million and $14.0lman for the nine months ended September 30, 20022001, respectively. The Company
recorded $23.1 million and $23.8 million in prefrstock dividends for each of the nine months ér@kptember 30, 2002 and 2001,
respectively. The decrease was a result of thes$th8lion repurchase by the Company of its preféstock during 2001.

Gain on disposition of land and depreciable asietseased $4.0 million, or 24.8%, to $12.1 millionthe nine months ended September 30,
2002 from $16.1 million for the nine months endegpt®mber 30, 2001. In the first nine months of 2@0& majority of the gain was
comprised of a gain of approximately $15.6 milli@hated to the disposition of 1,672 apartment wenitd a gain of approximately $1.0 milli
related to the disposition of 160 acres of landtlypaffset by a loss of approximately $508,000ated to the disposition of 795,331 rentable
square feet of office properties. In the first ninenths of 2002, the majority of the gain was cadsgat of a gain of approximately $14.8
million related to the disposition of 533,263 rdsieasquare feet of office properties and a gaiapgfroximately $6.5 million related to the
disposition of 78 acres of land and other non-reegoroducing assets, partly offset by an impairnhesg of approximately $9.1 million.

Income from discontinued operations, net of miryoriterest, decreased from $8.2 million for theeninonths ended September 30, 2001 to
$5.9 million for the nine months ended Septembe2B02. The decrease was a result of the decreaseame from discontinued operations
for properties sold during 2002.

Loss on sale of discontinued operations, net obnitiyninterest, was $1.4 million for the nine mosttnded September 30, 2002. This amount
was comprised of an impairment charge of $4.0 amillielated to properties held for sale at Septer@@e002 offset by gains in aggregate of
approximately $2.6 million related to the dispasitiof 331,747 rentable square feet.

LIQUIDITY AND CAPITAL RESOURCES

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

NINE MONTHS ENDED SEPTEMBER 30,

2002 2001 CHAN GE
Cash Provided By Operating Activities $ 171,173 $ 176,250 $ (5 ,077)
Cash Provided By Investing Activities 85,279 16,777 68 ,502
Cash Used in Financing Activities (243,030) (244,659) 1 ,629

The decrease in cash provided by operating aetbvitias primarily the result of (1) a decrease erage occupancy rates for our wholly-
owned portfolio; (2) our capital recycling prograamd (3) a decrease in interest income and developand leasing income in the first nine
months of 2002. In addition, the level of net cpabvided by operating activities is also affectgdhe timing of receipt of revenues and
payment of expenses.
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The increase in cash provided by investing acéisitvas primarily a result of a decrease of $104liiomin additions to real estate assets in
the first nine months of 2002, partly offset byexiiease of $15.0 million in the investments in ageeeivable from the first nine months of

2001 to the first nine months of 2002 and a deer@athe collection of advances from subsidiarie$2y.6 million from the first nine months
of 2001 to the first nine months of 2002.

The decrease in cash used in financing activities primarily a result of a decrease of $151.9 anilin the repurchase of Common Stock and
Common Units from the first nine months of 2001He first nine months of 2002, a decrease of $2lbmin distributions paid on Commc
Stock, Common Units and Preferred Stock during 2@2an increase in net proceeds from the sal®win@n Stock of $4.5 million during
2002. These decreases were partially offset bypenease in repayments of $87.6 million and a deergaborrowings of $71.3 million on the
unsecured revolving loan, mortgages and notes pegaiing 2002.

Capitalization. Based on our total market capitdlin of $3.42 billion at September 30, 2002 (at$eptember 30, 2002 stock price of $2
and assuming the redemption for shares of CommuaekSif the 7.0 million Common Units of minority @rest in the Operating Partnership),
our debt represented approximately 47.6% of oal toairket capitalization. Our total indebtednesSegitember 30, 2002 was $1.62 billion
and was comprised of $523.4 million of secured liieléness with a weighted average interest ratedéb and $1.1 billion of unsecured
indebtedness with a weighted average interesbféies%. We do not intend to reserve funds to eeixisting secured or unsecured debt upon
maturity. For a more complete discussion of ougherm liquidity needs, see "Current and FuturenQéseds."

The following table sets forth the maturity schedof our mortgages and notes payable as of Septe836b2002 ($ 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)..cvieiiieeiieeiiieee $ 125,000 $ -$ -$ - $ 125,000
Put Option Notes (2).................. 100,000 - - - 100,000
NOtES....oviiiieiieeieeee 706,500 - 246,500 110,000 350,000
Secured:
Mortgages and loans payable........... 517,859 10,044 90,467 90,461 326,887
Total Fixed Rate Debt..................... 1,449,359 10,044 336,967 200,461 901,887
Variable Rate Debt:
Unsecured:
Term Loan........cccovcveerennnnnnn. 20,000 - 20,000
Revolving Loan...........cccceeeeeee 151,500 - 151,500
Secured:
Revolving Loan.........cccccceeee.... 1,129 1,129 -
Mortgage loan payable................. 4,374 247 538 3,589
Total Variable Rate Debt.................. 177,003 1,376 172,038 3,589
Total Mortgages and Notes payable.............. $1,626,362 $ 11,420 $ 509,005 $ 204,050 $ 901,887

(1) On February 2, 1998, the Operating Partnersbig $125.0 million of MandatOry Par Put Remarke$edurities ("MOPPRS") due
February 1, 2013. The MOPPRS bear an interesbfdieg335% 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 pagy granted a remarketing option to purchase t&®RRS from the holders thereof on
January 31, 2003 at 100.0% of the principal amdiithie counter party elects not to exercise tigam, 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 OpsgaRiartnership sold $100.0 million of Exercisahlg ®ption Securities due June 15, 2004
("X-POS"), which represent fractional undivided bédial interests in the trust. The assets of thettconsist
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of, among other things, $100.0 million of ExercigaPut Option Notes due June 15, 2011 (the "Puib@potes"), issued by the Operating
Partnership. The Put Option Notes bear an intea¢stof 7.19% from the date of issuance througte Iy 2004. After June 15, 2004, the
interest rate to maturity on the Put Option Notdshve 6.39% plus the applicable spread determaedf June 15, 2004. In connection with
the initial issuance of the Put Option Notes, anteuparty was granted an option to purchase th@®Pption Notes from the trust on June 15,
2004 at 100.0% of the principal amount. If the deumparty elects not to exercise this option, tipei@ting Partnership would be required to
repurchase the Put Option Notes from the Trustumie 15, 2004 at 100.0% of the principal amount pkerued and unpaid interest.

The mortgage and loans payable and the securelVirgytoan were secured by real estate assetsamithggregate carrying value of $907.3
million at September 30, 2002.

The Operating Partnership's unsecured notes of.$98ilion bear interest rates ranging from 6.898 1%, with interest payable semi-
annually in arrears. The premium and discountedl&b the issuance of the unsecured notes is bemgtized over the life of the respective
notes as an adjustment to interest expense. Mflefinsecured notes, except for the MOPPRS an@tidgn Notes, are redeemable at any
time prior to maturity at our option, subject tataén conditions including the payment of make-vehamounts.

We currently have a $300.0 million unsecured rewvgjtoan (with $151.5 million outstanding at SepbeEm30, 2002) that matures in
December 2003 and a $55.2 million secured revolloag (with $1.1 million outstanding at Septemb@r 3002) that matures in March 2003.
Our unsecured revolving loan also includes a $160l@n competitive sub-facility. Depending updmetcorporate credit ratings assigned to
us from time to time by the various rating agencies unsecured revolving loan bears variableirdézest at a spread above LIBOR ranging
from 0.70% to 1.55% and our secured revolving lbears variable rate interest at a spread above RIBfDging from 0.55% to 1.50%. We
currently have a credit rating of BBB- assigned3tgndard & Poor's, a credit rating of BBB- assighgdritch Inc. and a credit rating of Baa2
assigned by Moody's Investor Service. As a reBgultrest currently accrues on borrowings undenmsecured revolving loan at an average
rate of LIBOR plus 95 basis points and under ooused revolving loan at an average rate of LIBOBS@5 basis points. In addition, we are
currently required to pay an annual facility fe@alfo .20% of the total commitment under the unseat revolving loan.

The terms of each of our revolving loans and indenthat governs our outstanding notes require gsinply with various operating and
financial covenants and performance ratios. Wecargently in compliance with all such requirements.

Joint Ventures. During the past several years, avwe fiormed various joint ventures with unrelatecestors. We have retained minority eq
interests ranging from 12.5% to 50.0% in thesetjeémtures. 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 abdifies of our joint ventures are not
included on our balance sheet. As of Septembe2(IR, our joint ventures have approximately $598ilfon of outstanding debt. All of the
joint venture debt is nerecourse to us except (1) in the case of customergptions pertaining to such matters as misufenafs,
environmental conditions and material misrepresems and (2) with respect to $2.5 million of canstion debt related to the MG-HIW
Metrowest Il, LLC, which has been guaranteed bgulgect to a pro rata indemnity from our joint westpartner. Our partner in SF-HIW
Harborview Plaza, LP has the right to put its 8Q$wity interest in the partnership to us in casarattime during the one year period
commencing on September 11, 2014. The value cddéy interest will be determined based upon lies tfair market value of SF-HIW
Harborview Plaza, LP's assets and liabilities.

Interest Rate Hedging Activities. To meet in pant long-term liquidity requirements, we borrow fisnat 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. As
of September 30, 2002, we have two $24.0 millieasury lock agreements related to an anticipatedyiar fixed rate financing with two
financial counterparties, which effectively locletfive-year treasury rate at 3.72%. We do not loldsue these derivative contracts for
trading or speculative purposes.
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The interest rate on all of our variable rate delstdjusted at one- and three-month intervalsesiltp 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%J06fg the nine months ended
September 30, 2002 and were recorded as addifiteatst expense.

Current and Future Cash Needs. Historically, rematnue has been the principal source of fundsetet our short-term liquidity
requirements, which primarily consist of operatigpenses, debt service, stockholder distributiowscadinary course capital expenditures.
In addition, construction management, maintenaleesjng and management fees have provided soufrcestoflow. We presently have no
plans for major capital improvements to the exgtinoperties except for the $3.2 million renovatidmampa Bay Park and the $7.9 million
general and non-recurring renovations at Countap@laza. In addition, we could incur tenant imgments and lease commissions related
to any releasing of space currently leased by Wamid and US Air (see "Recent Developments") anadtevelopment of the EPA site in
Research Commons.

In addition to the requirements discussed aboveshaort-term (within the next 12 months) liquidigquirements also include the funding of
approximately $15.2 million of our existing deveto@nt activity and first generation tenant improvatseand lease commissions on
properties placed in service that are not fulhsézh See "Business - Development Activity." We expe fund our short-term liquidity
requirements through a combination of working apitash flows from operations and the following:

. borrowings under our unsecured revolving loant(u$149.0 million of availability as of NovemberZ02);
. borrowings under our secured revolving loan @35.2 million of availability as of November 8@®);
. 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 September 8@, 2@ had $2.8 billion of unencumbered real estagets at cost).

Our long-term liquidity needs generally include thading of existing and future development activtelective 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 sourcssrithed above with respect to our shiertm liquidity. We expect to use such sources tet
our long-term liquidity requirements either throudjhect payments or repayment of borrowings underunsecured revolving loan. We do
not intend to reserve funds to retire existing sedwr unsecured indebtedness upon maturity. ldstea will seek to refinance such debt at
maturity or retire such debt through the issuarfeegaity or debt securities.

We anticipate that our available cash and cashvatgits 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 longnterdowever, 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 dfiehtion 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
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expenditures. The following factors will affect baffows from operating activities and, accordinghfluence the decisions of the board of
directors regarding distributions: (1) debt serviequirements after taking into account the repayraad restructuring of certain
indebtedness; (2) scheduled increases in baseakeaxssting leases; (3) changes in rents attritdetéo the renewal of existing leases or
replacement leases; (4) changes in occupancyatgegsting properties and procurement of leasesdwly acquired or developed propert
and (5) operating expenses and capital replacenssuts.

Share and Unit Repurchase Program. On April 2512@@ announced that the Company's Board of Direetothorized the repurchase of up
to an additional 5.0 million shares of Common Stank Common Units. As of October 29, 2002, undemigw repurchase program, the
Company had repurchased 1.4 million shares of Cam®tock and Common Units at a weighted averagenpsecprice of $24.59 per share
and a total purchase price of $34.6 million. Inedetining whether or not to repurchase additionpitehstock, we will consider, among other
factors, the effect of repurchases on our liquiditgl the price of our Common Stock.

Disposition and Joint Venture Activity. As parta@ir ongoing capital recycling program, during tlieermonths ended September 30, 2002,
we sold 856,000 rentable square feet of office erigs and 101.7 acres of development land forsgposceeds of $164.4 million. At
September 30, 2002, we had 1,610,575 square fedficd properties and 112.8 acres of land undéerd®f intent or contract for sale in
various transactions with a carrying value of $04dillion. These transactions are subject to cuatyralosing conditions, including due
diligence and documentation, and are expectedtedauring the fourth quarter of 2002. However came provide no assurance that all or
parts of these transactions will be consummatedinBuhe third quarter, we recorded a $3.8 millimpairment reserve related to two
properties and two land parcels that we expectito s

On June 26, 2002, we acquired our joint venturéneas interest in MGHIW Rocky Point, LLC, which owned Harborview Platabring ou
ownership interest in that entity to 100.0%. Attttime, we consolidated the assets and liabilitesl recorded income and expenses on a
consolidated basis.

On September 11, 2002, we contributed Harborvieazdto SF-HIW Harborview Plaza, LP, a newly forrlietdted partnership, in exchange
for a 20.0% limited partnership interest.

RECENT DEVELOPMENTS

WorldCom Bankruptcy. On July 21, 2002, WorldConedila voluntary petition with the United States Bampitcy Court seeking relief under
Chapter 11 of the United States Bankruptcy Code cWeently have 13 leases encompassing 982,92tesépet in eight locations with
WorldCom and its affiliates, including four leasgecompassing 828,467 square feet in four locatiotisintermedia Communications, with
an average remaining lease term of 7.8 years. Bas&ptember 2002 rental revenue, our annualeagdlrrevenue from these leases is
$17.4 million, or approximately 3.7% of our totalreualized rental revenue. Approximately 185,000asgdieet of the space leased by
Intermedia has not yet been upfitted or occupiative@ estimate that a substantial portion of theaiaing Intermedia space currently appears
to be significantly under-utilized. During the tthiquarter of 2002, WorldCom rejected one lease mpassing 3,601 square feet that was due
to expire in July 2003. As a result of this rejentiwe will file a proof of claim totaling approxately $65,000, which represents the total
amount of future rental payments remaining on ¢asé term.

In addition, our joint venture with Miller GlobdINIG-HIW, LLC") has 11 leases encompassing 38,624asg| feet in four locations with
WorldCom and its affiliates, including three leasesompassing 4,703 square feet in two locatiotts Mtermedia Communications, with
lease expirations ranging from 2002 to 2007. Weetea20.0% ownership in this joint venture and, daseSeptember 2002 rental revenue,
our proportionate share of the annualized rentanee generated from these leases is $197,165.

Approximately 81.5% of the annualized rental reverelated to our leases with WorldCom and itsiatéls, including our pro rata share of
the annualized rental revenue related to MG-HIWCLIs derived from properties in Tampa. The remaiiraf this revenue is derived from

properties in Greenville, South Carolina, RichmadRdleigh, Orlando and Nashville. WorldCom and ffdiates are current on base rental

payments through November 30, 2002. Since Jun2(®2, we have recorded rental revenue from World@nodhits affiliates on a cash ba
rather than on a straight-line basis.

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, USwéys Group Inc. filed a voluntary petition with tbiaited States Bankruptcy Court
seeking relief under Chapter 11 of the United St&ankruptcy Code. We currently have seven leasesnepassing 414,059 square feet with
US Airways and its affiliates with an average
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remaining lease term of 5.1 years as of Septemhe2(®?2. Based on September 2002 rental revenua@nowalized rental revenue from th
leases is $6.9 million, or approximately 1.5% of tatal annualized rental revenue. Approximately0BB square feet of space is currently
being sub-leased by US Airways to a third party aedestimate that the balance of the space is appately 75 percent utilized by US
Airways as a reservation call center and for centavenue accounting and information technologyfions. All of the 414,059 square feet of
space is located in Winston-Salem, North Carolina.

US Airways is current on base rental payments tiinddovember 30, 2002, except for pre-petition rerthe amount of $185,428 from
August 1, 2002 up to the date of the US Airwayskibaptcy filing, which was August 11, 2002. We hareaccrued straight line rent
receivable from US Airways in the amount of $508,%8 of September 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-Lid/Assets," which addresses
financial accounting and reporting for the impainnef disposal of long-lived assets. This standennonizes the accounting for impaired
assets and resolves some of the implementatioasssuoriginally described in SFAS No. 121. We &etbSFAS No. 144 in the first quarter
of 2002. Income from discontinued operations, tiehimority interest and the gain/(loss) on sal@listontinued operations, net of minority
interest, for properties meeting the criteria io@dance with SFAS No. 144 are reflected in thesobidated statements of income as
discontinued operations for all periods presented.

In April, 2002, the FASB issued SFAS No. 145, "Resion of FASB Statements No. 4, 44 and 64, AmemdroEFASB Statement No. 13
and Technical Corrections”, which rescinds Statdrien 4, which required all gains and losses frottinguishment of debt to be aggregat
and if material, classified as an extraordinargnit@et of related income tax effect. The provisiohSFAS No. 145 related to the rescissio
Statement No. 4 are effective for financial statetaéssued for fiscal years after May 15, 2002.Wileadopt SFAS No. 145 in the fourth
quarter of 2002. We do not anticipate that the #domf this statement will have a material effentour results of operations.

FUNDS FROM OPERATIONS AND CASH AVAILABLE FOR DISTRI BUTIONS

We consider funds from operations ("FFO") to beseful financial performance measure of the opeggterformance of an equity REIT
because, together with net income and cash flo®, frovides investors with an additional basisvialeate the ability of a REIT to incur

and service debt and to fund acquisitions and athpital expenditures. FFO does not representigetrie or cash flows from operating,
investing or financing activities as defined by GRALt should not be considered as an alternativeetincome as an indicator of our
operating performance or to cash flows as a meaduiguidity. FFO does not measure whether cast ik sufficient to fund all cash needs,
including principal amortization, capital improvente and distributions to stockholders. Further, Eis@lisclosed by other REITs may not be
comparable to our calculation of FFO, as descriimdw. FFO and cash available for distributionsudtimot be considered as alternatives to
net income as an indication of our performanceamash flows as a measure of liquidity.

FFO equals income from continuing operations befioirgority interest (computed in accordance with G34xcluding gains (or losses) fr
debt restructuring and sales of depreciable prg@ertl dividends paid to preferred shareholders gepreciation and amortization. In
addition, FFO includes both recurring and non-rengroperating results and income/(loss) from digitmed operations. As a result, non-
recurring items that are not defined as "extra@dihunder GAAP are reflected in the calculatior=610.

Cash available for distribution is defined as fufrdsn operations increased by the amortizationedéded financing activities and reduced
rental income from straight-line rents and memenue enhancing capital expenditures for buildtimgrovements and tenant improvements
lease commissions related to second generatio® spac
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FFO and cash available for distribution for theethand nine month periods ended September 30,8102001 are summarized in the

following table (in thousands):

FUNDS FROM OPERATIONS:

Income before gain on disposition of land and depre
assets, minority interest, discontinued operatio
extraordinary item.........ccccccveveeeeeennnnn.

Add/(Deduct):

Dividends to preferred shareholders...........
Prepayment penalties - unconsolidated sub.....
Transition adjustment upon adoption of FAS 133
Income from discontinued operations...........
(Loss)/gain on disposition of land............
Depreciation and amortization.................
Depreciation on unconsolidated affiliates.....

Funds from operations.......................

CASH AVAILABLE FOR DISTRIBUTION:
Add/(Deduct):
Rental income from straight-line rents........
Non-recurring compensation expense............
Non-recurring litigation reserve..............
Amortization of deferred financing costs......
Non-incremental revenue generating capital
expenditures (1):
Building improvements paid..................
Second generation tenant improvements paid..
Second generation lease commissions paid....

Cash available for distribution...........
Weighted average shares/units outstanding - basic (
Weighted average shares/units outstanding - diluted

DIVIDEND PAYOUT RATIOS:
Funds from operations............ccccccuuue..

Cash available for distribution...............

(1) Amounts represent cash expenditures.

(2) Assumes redemption of Common Units for shaf€Soonmon Stock. Minority interest Common Unit haislend the stockholders of the

THREE MONTHS ENDED NINE MO
SEPTEMBER 30, SEPTE

2002 2001 2002

ciable

ns and

....... $ 14,468 $ 32,722 $62,231
....... (7,713)  (7,713) (23,139)
....... 325 - 325

B 1970 2,730 6,715
....... 741 (538) 6,498
....... 32,827 29,503 95,761
....... 2,432 1,911 7,065
....... 45,050 58,615 155,456
....... (1,222) (2,701)  (2,540)
....... 3,700 - 3,700

....... 2,700 - 2,700

....... 347 324 1,027
....... (1,740) (2,872) (4,861)
....... (5,824) (4,834) (12,735)
....... (3,694) (2,867) (9,353)
....... $ 39,317 $ 45,665 $133,394
2)..... 60,436 61,363 60,357
2)... 60,653 61,783 60,730

....... 78.8% 61.7% 68.6%

....... 90.2% 79.1% 79.9%

NTHS ENDED
MBER 30,

$ 98,787

(23,787)
556
9,326
1,025

87,826
5,815

(5,959)
(12,610)
(11,195)

Company share equally on a per Common Unit andipare 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 September 30, 2002 and 2001

SEPTEMBER 30, 2002 SEPTEMBER 30, 2001
PERCENT PERCENT
RENTABLE LEASED/ RENTABLE LEASED/
SQUARE FEET PRE-LEASED SQUARE FEET PRE-LEASED
IN-SERVICE:
Office 25,861,000 86.3% 24,829,000 92.9%
Industrial 10,468,000 86.2% 10,396,000 92.3%
Retail (1) 1,650,000 95.4% 1,628,000 95.1%
Total or Weighted Average 37,979,000 86.7% 36,853,000 92.7%
DEVELOPMENT:
Completed--Not Stabilized
Office 568,000 17.3% 1,188,000 62.1%
Industrial 136,000 29.0% 184,000 37.2%
Retail 20,000 90.0% - -
Total or Weighted Average 724,000 21.5% 1,372,000 58.8%
In Process
Office (2) 100,000 42.0% 1,285,000 52.5%
Industrial (2) 60,000 20.0% 258,000 47.3%
Retail - - 20,000 90.0%
Total or Weighted Average 160,000 33.8% 1,563,000 52.1%
TOTAL:
Office 26,529,000 27,302,000
Industrial 10,664,000 10,838,000
Retail (1) 1,670,000 1,648,000
Total or Weighted Average 38,863,000 39,788,000
SAME STORE:
Office 23,408,000 87.7% 21,076,000 92.7%
Industrial 10,041,000 86.3% 9,694,000 91.7%
Retail (1) 1,650,000 95.4% 1,450,000 95.0%
Total or Weighted Average 35,099,000 87.2% 32,220,000 92.5%

(1) Excludes Kansas City's basement space.
(2) Includes projects that we have an option tacpase.
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The following table sets forth information concergithe 20 largest customers of our wholly-ownegprbes as of September 30, 2002 ($ in
thousands):

PERCENT OF TOTAL AVERAGE
NUMBER RENTAL ANNUALIZED ANNUALIZED RE MAINING LEASE
TENANT OF LEASES SQUARE FEET RENTAL REVENUE(1) RENTAL REVENUE(1) T ERM IN YEARS
Intermedia Communications/

WorldCom (2)... 982,921 $ 17,396 3.70% 7.8
ATET .o, 854,992 14,046 2.99 5.4
Federal Government 688,320 13,664 291 5.0
Capital One Services................ 6 587,188 10,208 2.17 5.9
Caterpillar Financial Services...... 1 300,901 7,899 1.68 12.4
PricewaterhouseCoopers.............. 7 307,158 7,038 1.50 7.4
US Al 7 414,059 6,909 1.47 5.1
State of Georgia.................... 10 356,993 6,783 1.44 6.3
Saralee......ccocuvreiieennnnnn. 9 1,198,534 4,523 0.96 2.7

11 212,011 4,396 0.93 1.6

5 203,802 4,260 0.91 3.0

Northern Telecom, Inc............... 1 246,000 3,235 0.69 5.4
Lockton Companies, Inc.............. 1 127,485 3,117 0.66 12.4
Bank of America..................... 23 152,017 2,998 0.64 2.6
VOIVO....ovieiiiieiiie e 5 214,783 2,979 0.63 6.8
International Paper Co.............. 10 121,174 2,887 0.61 0.3
Hartford Insurance.................. 6 134,021 2,886 0.61 3.5
Business Telecom, Inc.. 4 145,497 2,832 0.60 2.5
T-Mobile USA, Inc......... 3 120,561 2,808 0.60 3.7
Ford Motor Company.................. 2 129,158 2,661 0.57 7.2
Total.oooeeeciieeie e 193 7,497,575 $123,525 26.27% 5.9

(1) Annualized Rental Revenue is September 200@lrezvenue (base rent plus operating expensetipassghs) multiplied by 12.
(2) Since June 30, 2002, we have recorded rentahtes from WorldCom and its affiliates on a cassidaather than on a straight-line basis.
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As of September 30, 2002, we were developing diushan office properties, two industrial propertiesl one retail property totaling
884,000 rentable square feet of office and indaisspace. The following table summarizes theseldpu@ent projects. In addition to the
properties described in this table, we are devabppiith a joint venture partner one additional mndyp totaling 285,000 rentable square feet.
At September 30, 2002, this one development prbjadtan aggregate anticipated total investmen6®fimillion and was 59.0% pre-leased.

IN-PROCESS
ANTICIPATED
REN TABLE TOTAL INVESTMENT PRE-LEASING ESTIMATED ESTIMATED
PROPERTY MARKET SQUA RE FEET INVESTMENT AT 09/30/02 PERCENTAGE(1) COMPLETION STABILIZATION(2)
($ in thousands)
OFFICE:
801 Raleigh Corporate

Center Research Triangle 1 00,000 $ 12,016 $ 9,050 42% 4Q02 2Q04

In-Process Office
Total or Weighted

Average 1 00,000 $ 12,016 $9,050 42%
INDUSTRIAL:

Tradeport V (3) Atlanta 60,000 $ 2,913 $1,420 20% 4Q02 4Q03

In-Process Industrial
Total or Weighted
Average 60,000 $ 2,913 $1,420 20%

Total or Weighted
Average of all
In-Process
Development Projects 1 60,000 $ 14,929 $10,470 34%

(1) Letters of intent comprise 4.5% of the tota-pgasing percentage.

(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic

(3) We are developing this property for a thirdtpand own an option to purchase.
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COMPLETED--NOT STABILIZED (3)

AN TICIPATED
RENTABLE TOTAL INVESTMENT PRE-LEASING ESTIMATED ESTIMATED
PROPERTY MARKET SQUARE FEET | NVESTMENT AT 09/30/02 PERCENTAGE(1) COMPLETION STABILIZATION(2)
($ in thousands)

OFFICE:
Seven Springs | Nashville 131,000 $ 15,556 $ 13,048 12% 1Q02 1Q03
1501 Highwoods

Boulevard Piedmont Triad 98,000 11,290 10,156 4 4Q01 1Q03
Centre Green Four Research Triangle 100,000 11,764 9,613 0 4Q01 2Q03
GlenLake | Research Triangle 158,000 22,417 19,457 40 4Q01 2Q03
Shadow Creek Il Memphis 81,000 8,750 7,110 19 4Q01 4Q03

Completed-Not
Stabilized Office
Total or Weighted
Average 568,000 $ 69,777 $59,384 17%

Industrial:
Newpoint IV Atlanta 136,000 $ 5,288 $ 4,875 29% 4Q01 1Q03

Completed-Not
Stabilized
Industrial
Total or
Weighted Average 136,000 $ 5,288 $ 4,875 29%

Retail:
Granada Shops Kansas City 20,000 $ 5,020 $ 4,120 90% 4Q01 2Q03

Completed-Not
Stabilized Retail
Total or Weighted
Average 20,000 $ 5,020 $ 4,120 90%

Total or Weighted
Average of all
Completed-
Not Stabilized
Development
Projects 724,000 $ 80,085 $ 68,379 22%

Total or Weighted
Average of all
Development Projects 884,000 $ 95,014 $ 78,849 24%

(1) Letters of intent comprise 4.5% of the tota-gasing percentage.

(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic

(3) These properties contributed an aggregate bioB® in Net Operating Income (Property Revenumpérty Expense) in the third quarter
of 2002.
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DEVELOPMENT ANALYSIS

ANTICIPATED
RENTABLE TOTAL PRE-LEASING
SQUARE FEET INVESTMENT PERCENTAGE(1)

($ in thousands)
Summary by Estimated Stabilization Date:

First Quarter 2003........ccocovvevvvcvveneees e 365,000 $ 32,134 15%
Second Quarter 2003 . 278,000 39,201 29%
Fourth Quarter 2003.......cccocevvvcvveeveees 141,000 11,663 19%
Second Quarter 2004.......cccccveevevvccceees 100,000 12,016 42%
Total or Weighted Average........ccccoeeeeeee e 884,000 $ 95,014 24%
Summary by Market:

Atlanta.........oooveeiiiieeiie e, 196,000 $ 8,201 26%
Kansas City.. 20,000 5,020 90%
Memphis.... 81,000 8,750 19%
Nashville....... . 131,000 15,556 12%
Piedmont Triad..........c.eeeeeeeeeeenenn. 98,000 11,290 4%
Research Triangle.......coccvvvvvvevceeees 358,000 46,197 29%
Total or Weighted Average..........ccocceeeee.. v 884,000 $ 95,014 24%
BUild-tO-SUit.....ccovveviiiiiecieeeieeee e - % - -%
Multi-Tenant......cccovcvvvvcieiiieeenee e 884,000 95,014 24%
Total or Weighted Average........ccccoeeeeeee e 884,000 $ 95,014 24%

AVERAGE AVERAGE

RENTABLE  ANTICIPATED

SQUARE TOTAL AVERAGE

FEET INVESTMENT PRE-LEASING(1)

($ in thousands)

OffiCe. i 111,333 $ 13,632 21%
Industrial. 98,000 4,101 26%
Retall.....ccoovieiieciecieceeees 20,000 5,020 90%
Weighted Average........cccccocevvvcvencceees 98,222 $ 10,557 24%

(1) Letters of intent comprise 4.5% of the tota-pgasing percentage.
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The following table sets forth certain informatianout leasing activities at our wholly ownedsiervice properties (excluding apartment ur
for the three months ended September 30, JunedBMarch 31, 2002 and December 31, 2001.

OFFICE LEASING STATISTICS THREE MONTHS EN DED
9/30/02 6/30/02  3/31/02 12/31/01 AVERAGE
NET EFFECTIVE RENTS RELATED TO RE-LEASED SPACE:
Number of lease transactions (signed leases)... 184 162 110 116 143
Rentable square footage leased................. 882,115 874,467 417,102 437,454 652,785
Average per rentable square foot over the
lease term:
Base rent........ccooevevveneeneenenene. $ 1726 $ 1686 $ 1683 $ 17.85 $ 17.20
Tenant improvements...........cccceeeevnnes (1.06) (0.86) (0.98) (1.19) (1.02)
Leasing commissions..... (0.60) (0.56) (0.78) (0.97) (0.73)
Rent concessions...........ccccvvveveeeenns (0.22) (0.14) (0.15) (0.112) (0.16)
Effective rent.........ccccceeeveiinene. $ 1538 % 1530 $ 1492 $ 1558 $ 15.29
Expense Stop(L1)....cccevvvereeiiiiienaennne (5.54) (5.17) (5.17) (4.50) (5.10)
Equivalent effective net rent............... $ 984 $% 1013 $ 975 % 11.08 $ 10.20
Average term in years........c.ccocceeeeenne 3.6 4.1 4.1 4.6 4.1
CAPITAL EXPENDITURES RELATED TO RE-LEASED SPACE:
Tenant Improvements:
Total dollars committed under
signed leases.........c.ccceeveeeiinennnns $ 4,396,259 $ 3,481,988 $2,031,231 $ 2,647,115 $ 3,139,148
Rentable square feet...........ccceeueee. 882,115 874,467 417,102 437,454 652,785
Per rentable square foot.................... $ 498$% 398% 487 3% 6.05 $ 481
Leasing Commissions:
Total dollars committed under
signed leases.........c.ccceevvveiiinenns $1,352,691 $1,272,854 $ 984,220 $ 1,277,523 $1,221,822
Rentable square feet 882,115 874,467 417,102 437,454 652,785
Per rentable square foot.................... $ 1538% 146 % 236% 292 $ 187
Total:
Total dollars committed under
signed [eases.........ccccceeveeeiiiieens $5,748,950 $ 4,754,842 $ 3,015,450 $ 3,924,637 $ 4,360,970
Rentable square feet 882,115 874,467 417,102 437,454 652,785
Per rentable square foot.................... $ 652% 544%$ 723% 897 $ 6.68

(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.
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INDUSTRIAL LEASING STATISTICS THREE M ONTHS ENDED

9/30/02 6/30/02  3/31/02 12/3 1/01 Average
NET EFFECTIVE RENTS RELATED TO RE-LEASED SPACE:
Number of lease transactions (signed leases)... 45 32 15 31 31
Rentable square footage leased................. 593,188 1,005,765 78,844 89 4,865 643,166
Average per rentable square foot over the
lease term:
Base rent.......cccocveeeriniecnnenneenn $ 437% 358% 695% 352 $ 461
Tenant improvements.........cccoccveeennnes (0.23) (0.29) (1.10) (0.24) (0.47)
Leasing cCOMmISSIONS..........cccccecvveene (0.14) (0.14) (0.21) (0.10) (0.15)
Rent concessions..........ccoeeviveenninns (0.02) (0.03) - - (0.01)
Effective rent.......c.ccoevvvvivnnne $ 398% 312$% 564 % 318 $ 3.98
Expense stop (1) (0.39) (0.09) (0.72) (0.18) (0.35)
Equivalent effective net rent............... $ 359% 303% 492% 3.00 $ 3.63
Average term in years........ccccovevveennnen. 1.6 6.3 4.1 2.2 3.6
CAPITAL EXPENDITURES RELATED TO RE-LEASED SPACE:
Tenant Improvements:
Total dollars committed under
signed 1eases .........ccccoeeeveeneenen. $ 522,115 $2,088,547 $ 386,263 $ 66 1,591 $ 914,629
Rentable square feet...........c.ccccveunne 593,188 1,005,765 78,844 89 4,865 643,166
Per rentable square foot.................... $ 088 % 2083% 490 % 074 $ 142
Leasing Commissions:
Total dollars committed under
signed 1eases .........cccceeeveeneenen. $ 141,694 $ 797,939 $ 44,100 $ 25 7,010 $ 310,186
Rentable square feet 593,188 1,005,765 78,844 89 4,865 643,166
Per rentable square foot.................... $ 024% 079% 056% 029 $ 048
Total:
Total dollars committed under
signed 1eases ........ccooeveiieieinns $ 663,809 $2,886,486 $ 430,363 $ 91 8,601 $ 1,224,815
Rentable square feet...........c.ccccveunne 593,188 1,005,765 78,844 89 4,865 643,166
Per rentable square foot.................... $ 112$ 287 3% 546 % 1.03 $ 1.90

(1) "Expense stop" represents operating expensee(ally including taxes, utilities, routine buildiexpense and common area maintenance
for which we will not be reimbursed by our tenants.
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RETAIL LEASING STATISTICS THREE MON THS ENDED

9/30/02 6/30/02  3/31/02 12/3 1/01 AVERAGE
Net Effective Rents Related to Re-Leased Space:
Number of lease transactions (signed leases)... 13 13 12 12 13
Rentable square footage leased................. 28,267 52,527 59,649 2 6,019 41,616
Average per rentable square foot over the
lease term:
Base rent.......occveveeevenieeniesenne $ 2014 % 1815 % 2566 $ 15.75 $ 19.93
Tenant improvements.. (0.60) (1.83) (1.87) (0.63) (1.23)
Leasing commissions..........cccccccuveens (0.88) (0.65) (0.35) (0.82) (0.68)
Rent concessions..........cccvevvveenninns - (0.03) (0.02) - (0.01)
Effective rent.........ccccevevennenne $ 1866 $ 1564 $ 2342 % 1430 $ 18.01
Expense stop (1) - (1.02) - - (0.26)
Equivalent effective net rent............... $ 1866 $ 1462 $ 23.42% 1430 $ 17.75
Average term in years........cccceeevveeennen. 5.6 7.0 6.5 6.7 6.4
Capital Expenditures Related to Re-leased Space:
Tenant Improvements:
Total dollars committed under
signed 1eases .........ccccoeeinicinenns $ 121,500 $1,077,825 $ 738,605 $ 14 8,860 $ 521,698
Rentable square feet..........cccceevuee.. 28,267 52,527 59,649 2 6,019 41,616
Per rentable square foot.................... $ 430% 2052% 1238 % 572 $ 1254
Leasing Commissions:
Total dollars committed under
signed 1eases .........c.ccceveeieienens $ 91405 $ 151,268 $ 61,981 $ 7 3,314 $ 94,492
Rentable square feet..........cccceevneee.. 28,267 52,527 59,649 2 6,019 41,616
Per rentable square foot.................... $ 323% 2883% 104 % 282 $ 227
Total:
Total dollars committed under
signed 1eases .........ccccceeinienens $ 212,905 $1,229,093 $ 800,586 $ 22 2,174 $ 616,189
Rentable square feet..........cccceevnen.. 28,267 52,527 59,649 2 6,019 41,616
Per rentable square foot.................... $ 753 % 2340 % 1342 % 854 $ 1481

(1) "Expense stop" represents operating expensee(ally including taxes, utilities, routine buildiexpense and common area maintenance
for which we will not be reimbursed by our tenants.
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The following tables set forth scheduled leaseratioins at our wholly owned in-service propertiescfuding apartment units) as of
September 30, 2002, assuming no tenant exercisewak 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) 319 1,173,528 5.2% $ 20,902 $17.81 5.4%
2003 569 3,385,788 15.1% 58,098 17.16 14.8%
2004 502 2,896,061 12.9% 52,267 18.05 13.4%
2005 502 3,285,499 14.8% 56,914 17.32 14.6%
2006 308 2,793,578 12.5% 50,559 18.10 13.0%
2007 191 1,825,640 8.2% 29,390 16.10 7.5%
2008 94 1,919,826 8.6% 30,470 15.87 7.8%
2009 30 768,022 3.4% 13,288 17.30 3.4%
2010 41 1,418,672 6.3% 26,152 18.43 6.7%
2011 38 1,155,693 5.2% 22,322 19.31 5.7%
Thereafter 126 1,751,987 7.8% 29,993 17.12 7.7%
2,720 22,374,294 100.0% $390,355 $17.45 100.0%

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 (3) 70 955,002 10.5% $ 4,047 $4.24 9.8%
2003 95 1,135,693 12.5% 5,922 5.21 14.3%
2004 97 2,522,192 27.8% 9,687 3.84 23.5%
2005 66 1,109,012 12.2% 5,622 5.07 13.6%
2006 35 744,758 8.2% 4,160 5.59 10.1%
2007 27 1,311,658 14.4% 5,542 4.23 13.4%
2008 7 214,340 2.4% 1,441 6.72 3.5%
2009 8 318,813 3.5% 2,361 7.41 5.7%
2010 3 46,508 0.5% 348 7.48 0.8%
2011 2 35,475 0.4% 178 5.02 0.4%
Thereafter 20 691,120 7.6% 2,031 2.94 4.9%
430 9,084,571 100.0% $41,339 $4.55 100.0%

(1) Annual Rents Under Expiring Leases are Septe@®@2 rental revenue (base rent plus operatingresg pasiroughs) multiplied by 12

(2) Includes 137,000 square feet of leases thaa anenth-to-month basis, or 0.5% of total annudlimvenue. (3) Includes 160,000 square
feet of leases that are a month-to-month basi8,286 of total annualized revenue.
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RETAIL PROPERTIES:

PE
RENTABLE
NUMBER OF SQUARE FEET  SQU
LEASE LEASES SUBJECT TO REP
EXPIRING  EXPIRING EXPIRING LEASES EXP

2002 (2) 26 79,423

2003 35 87,076
2004 42 211,027

2005 40 93,849
2006 38 111,064
2007 35 128,631
2008 25 124,318
2009 21 168,355
2010 18 97,372
2011 19 108,418

Thereafter 28 378,565
327 1,588,098
TOTAL:
PE
RENTABLE

NUMBER OF SQUARE FEET  SQU
LEASE LEASES SUBJECT TO REP
EXPIRING  EXPIRING EXPIRING LEASES EXP

2002 (3) 415 2,207,953
2003 699 4,608,557
2004 641 5,629,280
2005 608 4,488,360
2006 381 3,649,400
2007 253 3,265,929
2008 126 2,258,484
2009 59 1,255,190
2010 62 1,562,552
2011 59 1,299,586
Thereafter 174 2,821,672
3,477 33,046,963

AVERAGE PERCENTAGE OF
RCENTAGE OF ANNUAL LEASED RENTS
LEASED ANNUAL RENTS RENTAL RATE REPRESENTED
ARE FOOTAGE UNDER PER SQUARE BY
RESENTED BY EXPIRING FOOT FOR EXPIRING
IRING LEASES LEASES (1) EXPIRATIONS LEASES
($ in thousands)
5.0% $ 1,427 $17.97 3.7%
5.5% 2,094 24.05 5.4%
13.4% 2,824 13.38 7.3%
5.9% 2,748 29.28 7.1%
7.0% 2,784 25.07 7.2%
8.1% 2,451 19.05 6.3%
7.8% 4,309 34.66 11.2%
10.6% 3,304 19.63 8.6%
6.1% 2,872 29.50 7.4%
6.8% 2,584 23.83 6.7%
23.8% 11,241 29.69 29.1%
100.0% $ 38,638 $24.33 100.0%
AVERAGE PERCENTAGE OF
RCENTAGE OF ANNUAL LEASED RENTS
LEASED ANNUAL RENTS RENTAL RATE REPRESENTED
ARE FOOTAGE UNDER PER SQUARE BY
RESENTED BY EXPIRING FOOT FOR EXPIRING
IRING LEASES LEASES (1) EXPIRATIONS LEASES
($ in thousands)
6.7% $ 26,376 $11.95 5.6%
14.0% 66,114 14.35 14.2%
17.1% 64,778 11.51 13.8%
13.6% 65,284 14.55 13.9%
11.0% 57,503 15.76 12.2%
9.9% 37,383 11.45 7.9%
6.8% 36,220 16.04 7.7%
3.8% 18,953 15.10 4.0%
4.7% 29,372 18.80 6.2%
3.9% 25,084 19.30 5.3%
8.5% 43,265 15.33 9.2%
100.0% $470,332 $14.23 100.0%

(1) Annual Rents Under Expiring Leases are Septe@®@2 rental revenue (base rent plus operatingres pasthroughs) multiplied by 12

(2) Includes 36,000 square feet of leases tha anenth-to-month basis, or 0.1% of total annualimanue. (3) Includes 333,000 square feet
of leases that are a month-to-month basis, or @f/8tal annualized revenue.

INFLATION

In the last five years, inflation has not had agigant impact on us because of the relatively Inflation rate in our geographic areas of
operation. Most of the leases require the tenanpay their share of increases in operating expemseluding 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. As of September 30, 2002, we have
two $24.0 million treasury lock agreements relatedn anticipated five-year fixed rate financinghaiwo financial counterparties, which
effectively lock the five-year treasury rate at24. If interest rates increase by 100 basis poinesaggregate fair market value of these
interest rate hedge contracts as of SeptembelOB2, ®ould increase by approximately $2.3 millidrinterest rates decrease by 100 basis
points, the aggregate fair market value of thes&ast rate hedge contracts as of September 3Q,200ld decrease by approximately $2.4
million. We do not hold or issue these derivatieatracts for trading or speculative purposes.

As of September 30, 2002, we had approximately Slli#illion of variable rate debt outstanding thatsmot protected by interest rate hedge
contracts. If the weighted average interest ratthinvariable rate debt is 100 basis points higindower during the 12 months ended
September 30, 2003, our interest expense woulddseased or decreased approximately $1.8 millimaddition, as of September 30, 2002,
our share of the joint venture variable rate del$i69.6 million, and is not protected by interesé hedge contracts. If the weighted average
interest rate on this variable rate debt is 10@skja@ints higher or lower during the 12 months ehfleptember 30, 2003, equity in earnings of
unconsolidated affiliates would be increased oreesed by approximately $697,000.

ITEM 4. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresatetiesigned to ensure that information requiveaketdisclosed in our annual and peric
reports filed with the SEC is recorded, processathmarized and reported within the time periodsi§ipd in the SEC's rules and forms.
These disclosure controls and procedures are fulltsgned to ensure that such information is actat®d and communicated to our
management, including our chief executive officed ahief financial officer, to allow timely decisie regarding required disclosure.

Based on the most recent evaluation, which was tmirthat September 30, 2002, our chief executifieesfand chief financial officer
believe that our disclosure controls and procedaresffective. There have been no significant geann our internal controls or in other
factors that could significantly affect the intelrnantrols subsequent to the date we completecweaiuation.
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PART 1I--OTHER INFORMATION
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits
Exhibit No. Description

99.1 Statement of Chief Executive Officer of Highwoods Properties
Inc.

99.2 Statement of Chief Financial Officer of Highwoods Properties
Inc.

(b) Reports on Form 8-K

We filed a Current Report on Form 8-K, dated Audii&t2002, reporting under Item 5 certain mattelated to the bankruptcy of US
Airways Group, 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/ CARVAN J. LIUZzZO

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

Dat e: Novenber 14, 2002
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CERTIFICATION
I, Ronald P. Gibson, certify that:
1. | have reviewed this quarterly report on FormQ@0f Highwoods Properties Inc.;

2. Based on my knowledge, this quarterly reporsdua contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statemem,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

(a) designed such disclosure controls and procsdarensure that material information relatingh® tegistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

(b) evaluated the effectiveness of the registratidslosure controls and procedures as of a datens80 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

(c) presented in this quarterly report our condnsiabout the effectiveness of the disclosure otnémd procedures based on our evaluation
as of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

(a) all significant deficiencies in the design pecation of internal controls which could adversafigct the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

(b) any fraud, whether or not material, that inesmanagement or other employees who have a si@gmiifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Date: Novenber 14, 2002

/'s/ RONALD P. G BSON

Ronal d P. G bson
Presi dent and Chief Executive Oficer
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CERTIFICATION
I, Carman J. Liuzzo, certify that:
1. | have reviewed this quarterly report on FormQ@0f Highwoods Properties Inc.;

2. Based on my knowledge, this quarterly reporsdua contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statemem,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

(a) designed such disclosure controls and procsdarensure that material information relatingh® tegistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

(b) evaluated the effectiveness of the registratidslosure controls and procedures as of a datens80 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

(c) presented in this quarterly report our condnsiabout the effectiveness of the disclosure otnémd procedures based on our evaluation
as of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

(a) all significant deficiencies in the design pecation of internal controls which could adversafigct the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

(b) any fraud, whether or not material, that inesmanagement or other employees who have a si@gmiifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

Date: Novenber 14, 2002

/'s/ CARMAN J. LIUZZO

Carman J. Liuzzo
Vice President and Chief Financial Oficer

44



Exhibit 99.1

Statement of Chief Executive Officer OF
HIGHWOODS PROPERTIES, INC.

In connection with the Quarterly Report of Highwederoperties, Inc. (the "Company") on Form 10-Qtffier period ended September 30,
2002 as filed with the Securities and Exchange C@sion on the date hereof (the "Report"), I, RorRld&Gibson, President and Chief
Executive Officer of the Company, certify, pursutnil8 U.S.C. ss. 1350, as adopted pursuant 808sof the 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
Novenber 14, 2002



Exhibit 99.2

STATEMENT OF CHIEF FINANCIAL OFFICER OF
HIGHWOODS PROPERTIES, INC.

In connection with the Quarterly Report of Highwederoperties, Inc. (the "Company") on Form 10-Qtffier period ended September 30,
2002 as filed with the Securities and Exchange C@sion on the date hereof (the "Report”), |, Carmahniuzzo, Vice President and Chief
Financial Officer of the Company, certify, pursugmil8 U.S.C. ss. 1350, as adopted pursuant 808sof the 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.

/'sl CARMAN J. LI UZZO
Carman J. Liuzzo
Vice President and Chief Financial Oficer
Novenber 14, 2002
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