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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 reflects all adjustments (consisting of nokmegurring accruals) that are, in our opinion,essary 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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Assets
Real estate assets, at cost:

Land and improvements ............ccceevueeenne
Buildings and tenant improvements ..........

Development in process .................
Land held for development ..........
Furniture, fixtures and equipment ...

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

Net real estate assets .........cccveeeeuenene
Property held for sale

Cash and cash equivalents .............cccceeenn.

Restricted cash ........ccccevvvviiniiiennnen,
Accounts receivable, net ....
Advances to related parties ............cccueenne
Notes receivable ..........cccceeviiveiiieens

Accrued straight-line rents receivable ..........
Investment in unconsolidated affiliates ........

Other assets:
Deferred leasing COStS ..........ccccouvveennes
Deferred financing costs ....

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

Less - accumulated amortization ..............

Other assets, Net ............cevvvevvveennns

Total ASSES ..vveeiiiiieciiie e

Liabilities and Stockholders' Equity

Mortgages and notes payable ......................
Accounts payable, accrued expenses and other liabil

Total Liabilities ........c.ccceccvevieennene
Minority interest .........ccccoeveevniveennnnn.
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

December 31, 2001 .........ccvvvvvvevvvenervnnnnnn.

8% Series B Cumulative Redeemable Preferred Shares
per share), 6,900,000 shares issued and outstanding

31,2001 ..o

8% Series D Cumulative Redeemable Preferred Shares
per share), 400,000 shares issued and outstanding a

31,2001 ..o

Common stock, $.01 par value, 200,000,000 authorize
52,891,822 shares issued and outstanding at March 3

reSPectively .....ccceeeiveeeiiieeeiieceeeien,
Additional paid-in capital .............cccceene

Distributions in excess of net earnings .........

Accumulated other comprehensive loss ...

Deferred compensation--restricted stock .....

Total Stockholders' EQuUity ............ccuee...

Total Liabilities and Stockholders' Equity .....

HIGHWOODS PROPERTIES, INC.

Consolidated Balance Sheets

($ in thousands)

zed shares;

res (liquidation preference

nding at March 31, 2002 and
.................................... 10
(liquidation preference $25

at March 31, 2002 and December
.................................... 17
(liquidation preference $250

t March 31, 2002 and December
.................................... 10
d shares; 52,906,199 and

1, 2002 and December 31, 2001,

1,37

See accompanying notes to consolidated financ#tsients.

31, December 31,
2 2001
ited)
8,160 $ 440,100
4,482 2,930,792
2,787 108,118
2,009 151,337
9,666 19,398
7,104 3,649,745
1,429) (384,104)
5,675 3,265,641
2,985 96,545
3,863 576
4,412 5,685
0,513 23,659
788 788
9,852 43,761
1,118 49,078
3,257 83,393
6,812 102,502
6,055 26,121
0,843 10,461
3,710 139,084
4,073) (59,924)
9,637 79,160
2,100 $ 3,648,286
5,032 $1,719,230
2,078 120,235
7,110 1,839,465
0,918 203,181
4,945 104,945
2,500 172,500
0,000 100,000
529 529
5,874 1,376,546
7,501)  (135,878)
8,853) (9,441)
3,422) (3,561)
4,072 1,605,640
2,100 $ 3,648,286




HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income

(Unaudited and $ in thousands except per share @isjou

Three Mon ths Ended March 31,
2002 2001
Revenue:
ReNtAl PrOPEIY woovvveceieciecciecieeeceees s $ 124,97 1 $ 128,203
Equity in earnings of unconsolidated affiliates L 2,56 4 833
Interest and other inNCome ...............ccooee. 3,41 5 7,813
TOtal REVENUE .vvvvivvivciciiciiieieeeeeeeeee s 130,95 0 136,849
Operating expenses:
ReNtal PrOPEIY ..oovvvvveeiiiiiiiieeci s 38,50 6 36,805
Depreciation and amortization .........cccceeeee. s 31,28 6 29,125
Interest expense:
CONrACIUAl ..covvvviiiiieiiiiiiieeee e ———— 26,03 4 28,321
Amortization of deferred financing costs ..... s 33 9 665
26,37 3 28,986
General and adminiStrative .............cccccec. 5,17 4 5,212
Income before gain on disposition of land and depreciable assets, minority
interest, discontinued operations and extrao rdinary item 29,61 1 36,721
Gain on disposition of land and depreciable asse IS weeiie e 94 4 7,071
Income before minority interest, discontinued operations and extraordinary item .... 30,55 5 43,792
MINOFItY INEEIESE wevvevviiiiviiecciieeece s (3,72 2) (5,223)
Income from continuing OPErations .............. . s 26,83 3 38,569
Discontinued Operations
Income from discontinued operations, net of mino rity interest ........ccccoeevvernnns 20 2 205
Net income before extraordinary item ........... 27,03 5 38,774
Extraordinary item--loss on early extinguishment of - (193)
NELINCOME ovvviiiiiiiiiceeeeees 27,03 5 38,581
Dividends on preferred StOCK .....cccoccveeeeeeces e (7,71 3) (8,145)
Net income available for common shareholders ...... $ 19,32 2 $ 30,436
Net income per common share--basic:
Income from continuing OPErations ............... s $ 03 6 $ 054
Income from discontinued operations .. . . - -
Extraordinary item--loss on early extinguishment of debt ....cceveviiiiiiiiiie, - -
NELINCOME viciiiiiiiiccvvece e $ 03 6 $ 054
Weighted average shares outstanding--basic ..... 52,89 6 56,393
Net income per common share--diluted:
Income from continuing operations .............. 0.3 6 $ 054
Income from discontinued operations ............ - -
Extraordinary item--loss on early extinguishment - -
NELINCOME viiviiiiiiici e e $ 03 6
Weighted average shares outstanding--diluted ... s 53,39 3
Distributions declared per common share ............ $ 0.58 5

See accompanying notes to consolidated financsdstents.



HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Stockholders' Equity
For the Three Months Ended March 31, 2002
(Unaudited, in thousands except for number of comstwres)

Accumulate
Other
Number of Additional Deferred Compre-
Common Common Series A Series B Series D Paid-In  Compen- hensive
Shares Stock Preferred 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)$ (9,44

Issuance of
Common Stock ........ 9,317 - - - - 203 -

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

Preferred Stock
Dividends ........... - - - - - - -

Issuance of restricted
StOCK ..oeveeeeee. 5,060 - - - - 136 (136)

Amortization of
deferred
compensation ........ - - - - - - 275

Retirement of stock
options ............. - - - - - (1,011) -

Net Income ........... - - - - - - -

Other comprehensive
income .............. - - - - - - - 58

Balance at
March 31, 2002 ..... 52,906,199 $ 529 $104,945 $172,500 $100,000 $1,375,874 $ (3,422)$ (8,85

See accompanying notes to consolidated financsistents.

Distributions
in Excess of
Net Earnings Total

1)$ (135,878) $ 1,605,640

- - 203

(30,945)  (30,945)

(7.713)  (7,713)

- - 275

- - (1,011)

- 27,035 27,035

3)$ (147,501) $ 1,594,072




HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows

(Unaudited and $ in thousands)

Three Months Ende d March 31,
2002 2001
Operating activities:
NELINCOME o e $ 27,035 $ 38,581
Adjustments to reconcile net income to net cash pro vided by operating activities:
31,705 29,871

Depreciation and amortization ..................

Amortization of deferred compensation .......... 275 201
Minority interest ........cccccevevviiinnnns 3,750 5,251
Equity in earnings of unconsolidated affiliates (2,564) (833)
Loss on early extinguishment of debt .............. - 193
Gain on disposition of land and depreciable assets (944) (7,071)
Transition adjustment upon adoption of FASB 133 ... -- 556
Loss on ineffective portion of derivative instrumen -- 466
Changes in operating assets and liabilities ....... (16,635) (446)
Net cash provided by operating activities .... e 42,622 66,769
Investing activities:
Additions to real estate asSets .....cccccceeeeeees (13,602) (59,310)
Proceeds from disposition of real estate assets ... 23,200 49,700
Payment from advances to subsidiaries ............. - 27,560
Distributions from unconsolidated affiliates ...... 2,384 1,333
Investments in notes receivable ................... 4,409 8,684
Other investing activities .............ccccocueee (3,953) (5,705)
Net cash provided by investing activities .... 12,438 22,262
Financing activities:
Distributions paid on common stock and common units (35,229) (36,506)
Dividends paid on preferred stock (7,713) (8,145)
Payment of prepayment penalties - (193)
Borrowings on mortgages and notes payable ......... 12,362 16,402
Repayments on mortgages and notes payable ......... (22,844) (33,733)
Borrowings on revolving loans ..............c...... 137,000 69,000
Repayments on revolving loans (132,500) (47,000)
Net proceeds from the sale of common stock ........ 203 68
Net change in deferred financing costs ............ 654 (738)
Repurchase of common stock and units .............. (2,216) (106,847)
Other financing activities ...............ccceee... (1,490) -
Net cash used in financing activities ........ e (51,773) (147,692)
Net increase/(decrease) in cash and cash equivalent S et 3,287 (58,661)
Cash and cash equivalents at beginning of the perio Ao 576 104,780
Cash and cash equivalents at end of the period .... $ 3,863 $ 46,119
Supplemental disclosure of cash flow information:
Cash paid for interest .......ccoceevveevceeees s $ 23,332 $ 23,489

See accompanying notes to consolidated financsstents.



HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows (Continued)
(Unaudited and $ in thousands)
Supplemental disclosure of non-cash investing arah€ing activities:

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

Three Months Ended March 31,
2002 2001

Assets:
Notes receivable ..........cccccceneniiinnnn. $ 500 $ 675
Cash and cash equivalents ...........c.cccueeee. 41 551
Rental property and equipment, net ................ 12,812 19,881
Liabilities:
Mortgages and notes payable .............cc...... 11,784 22,520
Accounts payable, accrued expenses and other liabil iti 136 1,392

NEt ASSELS cvvvevviiiiiicicieccieeeceeeeee s $ 1433 % (2,805)

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2002
(Unaudited)
1. DESCRIPTION OF THE COMPANY

Highwoods Properties, Inc. (the "Company") is d&-adhministered and self-managed real estate invagtinust ("REIT") that operates in the
southeastern and midwestern United States. The @woytgowholly-owned assets include: 501sarvice office, industrial and retail properti
213 apartment units; 1,277 acres of undevelopetidaitable for future development; and an additidseproperties under development.

The Company conducts substantially all of its attis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, Highwoods Realty Limited Partnersiiipe "Operating Partnership"). The Company issthle general partner of the Operating
Partnership. At March 31, 2002, the Company owrie8% of the common partnership interests ("Commuoitdl) in the Operating
Partnership. Limited partners (including certaificgfrs 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, $.01gae {the "Common Stock"), or,
at the Company's option, one share (subject taioeadjustments) of Common Stock.

Generally one year after issuance, the Operatingné¥ahip is obligated to redeem each Common Uritearequest of the holder thereof for
cash equal to the fair market value of one shathe@Company's Common Stock at the time of sucamgion, provided that the Compan!
its option may elect to acquire any such Commort praisented for redemption for cash or one sha@oaimon Stock. When a Common
Unit holder redeems a Common Unit for a share ah@on Stock or cash, the minority interest will bduced and the Company's share in
the Operating Partnership will be increased. Then@on Units owned by the Company are not redeeniablzash.

2. BASIS OF PRESENTATION

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

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

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

Minority interest in the Company represents Comrdoits owned by various individuals and entities antithe Company in the Operating
Partnership, the entity that owns substantiallphthe Company's properties and through whichGbmpany, as the sole general partner,
conducts substantially all of its operations. Fere information is calculated using the weighteerage number of shares outstanding
(including common share equivalents). In additimimority interest includes equity of consolidatedlrestate partnerships which are owned
by various individuals and entities and not the @any.

Certain amounts in the March 31, 2001 and Decer@be2001 financial statements have been reclagdgidieonform to the March 31, 2002
presentation. These reclassifications had no nahffiect on net income or stockholders' equitpraviously reported.
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

2. BASIS OF PRESENTATION - Continued

The accompanying financial information has not baedited, but in the opinion of management, allsiipents (consisting of normal
recurring accruals) necessary for a fair preseartadf 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 Reporform 10-K.

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 naatater-segment transactions.

Our chief operating decision maker ("CDM") assessebmeasures operating results based upon prdpeetynet operating income. The
operating results for the individual assets withéith property type have been aggregated sinceDMeévaluates 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 incanaetotal assets for each reportable segment édathtlee months ended March 31, 2002

and 2001 ($ in thousands):

Rental Income:
Office segment .........coovvvieeeiiiiiiineenis
Industrial segment ...........ccccvvvveeeeeenennn.
Retail segment .........
Apartment segment

Total Rental Income .........cccccvvvvvevennnns

Net Operating Income:

Office segment .........ccovviveiiiiiiineeiis
Industrial segment ...........cccccvivieeneenennn.
Retail segment
Apartment segment

Total Net Operating Income .....................

Reconciliation to income before gain on disposition
and depreciable assets, minority interest, disco
operations and extraordinary item:

Equity in earnings of unconsolidated affiliates ...

Interest and other income

Interest eXpense ........ccccvvveeveeieeieeeennnn.

General and administrative expense ................

Depreciation and amortization .....................

Income before gain on disposition of land and depre
interest, discontinued operations and extraordin

Total Assets:

Office segment .........coocovveiiiiiiinenninnns
Industrial segment .........ccccccvveeieneeennnn.
Retail segment .........ccccovviiveieiienenennnn.
Apartment segment ..... e ————————
Corporate and other ..........ccccceeeiiiiieeenne

Total ASSEtS ....evvveeieieiieeeeieieeiciie

Three Months Ended

............................ 10,664

............................ $ 70,610 $
............................ 8,828
6,835
192

of land
ntinued

ciable assets, minority
ary item .....ccooeeeeneene $ 29,611 $

$2,857,422 $2,700,177
325,941 337,605
258,876 243,538
10,791 86,761
169,070 236,111

$3,622,100 $3,604,192

10
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued
4. INVESTMENTS IN UNCONSOLIDATED AFFILIATES

During the past several years, we have formed wvaijmint ventures with unrelated investors. We hatained minority equity interests
ranging from 12.50% to 50.00% in these joint veasuAs required by generally accepted accountimgipals, we have accounted for our
joint venture activity using the equity method otaunting, as we do not control these joint verguhes a result, the assets and liabilitie:
our joint ventures are not included on our balasteset. As of March 31, 2002, our joint venturesehapproximately $590.2 million of
outstanding debt. All of the joint venture debh@n-recourse to us except (1) in the case of custpeXceptions pertaining to such matters as
misuse of funds, environmental conditions and nigterisrepresentations (2) with respect to $3.4iamlof construction debt related to the
MG-HIW Rocky Point, LLC, which has been guarantagegart by us subject to a pro rata indemnity froun joint venture partner. Our
guarantee of the MG-HIW Rocky Point, LLC debt reggneted 15.00% of the outstanding loan balance atiMzl, 2002 and (3) with respect
to $2.4 million of construction debt related to M&-HIW Metrowest |, LLC, which has been guarantéegart by us subject to a pro rata
indemnity from our joint venture partner. Our gudee of the MG-HIW Metrowest I, LLC debt represeh®9.00% of the outstanding loan
balance at March 31, 2002. Selected financial fimtanconsolidated affiliates for the three morghsled March 31, 2002 and 2001 is
presented below ($ in thousands):

2002 2001
Percent Owned Percent Owned

Board of Trade Investment Company ............ 49.00% 49.00%
Dallas County Partners I, LP ................. 50.00 50.00
Dallas County Partners II, LP ................ 50.00 50.00
Dallas County Partners Ill, LP ............... 50.00 50.00
Fountain Three .......cccccoeevviiiiinnnns 50.00 50.00
Kessinger/Hunter, LLC ..........cccccceeeee.. 30.00 30.00
4600 Madison Associates, LP .................. 12.50 12.50
Dreilander-Fonds 98/29 ............ccceveeee. 22.81 22.81
Dreilander-Fonds 97/26 and 99/32 ............. 42.93 44.70
RRHWO0O0dS, LLC .....ovvvvvieiieeeeieiiiie 50.00 50.00
Highwoods-Markel Associates, LLC ............. 50.00 50.00
MG-HIW, LLC ... 20.00 20.00
MG-HIW Peachtree Corners, LLC ................ 50.00 50.00
MG-HIW Rocky Point, LLC ..............con. 50.00 50.00
MG-HIW Metrowest I, LLC ........ccccceeeen... 50.00 50.00
MG-HIW Metrowest Il, LLC ..................... 50.00 50.00
Concourse Center Associates, LLC ............. 50.00 --

2002 2001
Total aSSets ......ccoevvvveeeeeiiieeeeenns $921,270 $ 863,530
Total liabilities ...........ccccvvveeeenn.. 615,597 571,862
Total net income .......ccccccevveeeenennnnn. 8,844 3,097

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 $tatement requires us to recognize all derieatin 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 Hezlged item is recognized in
earnings. The ineffective portion of a derivativiisinge 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. Adoptiiithe standard also resulted in us recogniziRy 100 of derivative instrument
liabilities and a reclassification of approximat&j0.6 million of deferred financing costs from peashflow hedging relationships from other
assets to AOCL.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued
5. Derivative Financial Instruments - Continued

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

On the date that we enter into a derivative cotitkae designate the derivative as (1) a hedgeeo¥émiability of cash flows that are to be
received or paid in connection with a recognizadility (a "cash flow" hedge), or (2) an instrumémdt is held as a non-hedge derivative.
Changes in the fair value of highly effective célsiv hedges, to the extent that the hedge is a¥fecare recorded in accumulated other
comprehensive loss, until earnings are affectethbyhedged transaction (i.e. until periodic setéata of a variable-rate liability are recorded
in earnings). Any hedge ineffectiveness (which espnts the amount by which the changes in theditie of the derivative exceed the
variability in the cash flows of the transactiosYécorded in current-period earnings. Changedsdridir value of non-hedging instruments are
reported in current-period earnings.

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

All of our derivatives are designated as cashfleddes at March 31, 2002. The effective portiorhefdumulative loss on the derivative
instruments was $8.9 million at March 31, 2002 aag reported as a component of AOCL in stockholdeypsity and recognized into
earnings in the same period or periods during wttiehhedged transaction affects earnings (as tterlying debt is paid down). We expect
that the portion of the cumulative loss recorded®CL at March 31, 2002 associated with the deivesinstruments which will be
recognized within the next 12 months will be appmately $1.6 million.

Derivative liabilities totaling approximately $20B0 related to our interest rate swap agreemettt,awotional amount of $19.0 million, are
recorded in accounts payable, accrued expensesth@dliabilities in the Consolidated Balance SkedtMarch 31, 2002. The fair value of
our interest rate swap agreement was $(207,08@neth 31, 2002. For the majority of financial instrents including most derivatives, long-
term investments and long-term debt, standard mardweventions and techniques such as discountédfioag analysis, option pricing
models, replacement cost and termination costsed to determine fair value. All methods of asseshiir value result in a general
approximation of value, and such value may neveradly be realized.

6. Other Comprehensive Income/(loss)

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

Three Months Ended March 31,
2002 2001
NELINCOME oo s $ 27,035 $ 38,581
Other comprehensive income/(loss):
Unrealized derivative losses on cashflow hedges . 204 (411)
Reclassification of past hedging relationships. - (10,597)
Amortization of past hedging relationships ..... L 384 1,567
Total other comprehensive income/(loss) ...... s 588 (9,441)
Total comprehensive inCOMe ........ccccceee. e, $ 27,623 $ 29,140



HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Contin ued

7. Discontinued Operations

As of January 1, 2002, we have adopted FASB 1448Anting for the Impairment or Disposal of Long-td/Assets," and the appropriate
amounts are disclosed separately under income discontinued operations on the consolidated incstaement. Below represents the
revenues, rental operating expenses, depreciatibamortization, net income and net carrying valuthe properties held for sale at March
31, 2002 (which are expected to be sold duringsdmnd and third quarters of 2002), as a resuuptapital recycling program and included
in income from discontinued operations at MarchZ)1 and 2002 ($ in thousands):

Rental Depreciation Net Income
Rentable Rental Operating and  (net of minor ity Net Carrying
Type Square Feet Acreage Revenues Expenses Amortization interest) Value

March 31, 2002

Office 155,000 $ 432 $ 68 $ 80 $ 250 $12,310

Land - 16 - 55 - (48) 2,132

Total 155,000 16 $ 432 $ 123 $ 80 $ 202 $14,442
March 31, 2001

Office 155,000 $ 418 $ 62 $ 81 $ 242 $12,582

Land -- 16 - 42 - 37) 2,132

Total 155,000 16 $ 418 $ 104 $ 81 $ 205 $14,714

13



Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith all of the financial statements appeartggwhere in the report and is based
primarily on the consolidated financial 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, stratexgidsprospects 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 release spacklgoicon 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 mayrsadftitional declines in economic growth.

This list of risks and uncertainties, however, a$ imtended to be exhaustive. You should also vevie other cautionary statements we make
in "Business - Risk Factors" set forth elsewherelin2001 Annual Report.

Given these uncertainties, we caution you notage@undue reliance on forward-looking statemenes uvertake no obligation to publicly
release the results of any revisions to these faa@king 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®Ely 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 Mat¢l2002, we:

. owned 501 in-service office, industrial and regpaoperties, encompassing approximately 37.5 amillientable square feet and 213 apartment
units;

. owned an interest (50% or less) in 75 in-seroiffiee and industrial properties, encompassing exprately 7.5 million rentable square feet
and 418 apartment units;
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.owned 1,277 acres (and have agreed to purchasgdétional eight acres over the next year) of wetigped land suitable for future
development; and

. were developing an additional 20 properties, Whidll encompass approximately 2.2 million rentagtgiare feet (including two properties
encompassing 142,000 rentable square feet thatevdeaeloping with our joint venture partners).

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

Three Months
Ended Year Ended Year Ended
March 31,2002 2001 2000

Office, Industrial and Retail Properties
(rentable square feet in thousands)

Dispositions (1) ...vevvveeveveieeeeennnnnns (128) (268) (4,743)
Contributions to Joint Ventures (1) ......... - (118) (2,199)
Developments Placed In-Service .............. 404 1,351 3,480
ACQUISItIONS ..., -- 72 669

Net Change in Wholly-owned
In-Service Properties ...........cccee.... 276 1,037  (2,793)

Apartment Properties
(in units)
DisSpositions .......cccccvvveeviiieeeeennnnn. -- (1,672)

(1) Excludes wholly-owned development propertidd o contributed to joint ventures.

In addition to the above property activity, we reghased $2.2 million, $147.4 million and $100.2limil of Common Stock and Common
Units during 2002, 2001 and 2000, respectively, 81815 million of Preferred Stock during 2001.

The Company conducts substantially all of its atitis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, the Operating Partnership. The Comypia the sole general partner of the Operatingneship. At March 31, 2002, the
Company owned 87.8 % of the Common Units in ther@jreg Partnership.
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Results of Operations

The following table sets forth information regagliour results of operations for the three montldedrMarch 31, 2002 and 2001 ($ in
millions):

Three Months En ded March 31,
2002 2001 $ Change
Revenue:
ReNtal Property ...cccccccvvveeinccnieeees e $ 125.0 $ 1282 $ (3.2)
Equity in earnings of unconsolidated affiliates 2.6 0.8 1.8
Interest and other income ...................... 3.4 7.8 (4.4)
TOtal FEVENUE ..o s 131.0 136.8 (5.8)
Operating expenses:
Rental Property ....cccovevvveiiiceiieeeee s 38.5 36.8 1.7
Depreciation and amortization ..........c..... s 313 29.1 2.2
Interest expense:
CONraCtual .....ooocvveviiecieeiicecee e 26.0 28.3 (2.3)
Amortization of deferred financing costs ..... L 0.4 0.7 (0.3)
26.4 29.0 (2.6)
General and administrative .................... L 5.2 5.2 -
Income before gain on disposition of land and depreciable assets,
minority interest, discontinued operations a nd extraordinary item ........ 29.6 36.7 (7.1)
Gain on disposition of land and depreciable asse ISt 0.9 7.1 (6.2)
Income before minority interest, discontinued operations and
extraordinary item ....cccccevvcnecee e 30.5 43.8 (13.3)
MINOFIty INtEreSt ..ccoovvviiiciiiciieeee e 3.7) (5.2) 15
Income from continuing operations ............. 26.8 38.6 (11.8)
Discontinued operations
Income from discontinued operations, net of mino rity interest ................ 0.2 0.2 -
Net income before extraordinary item .......... L 27.0 38.8 (11.8)
Extraordinary item -- loss on early extinguishment
Of deDt oo -- (0.2) 0.2
NELINCOME oo e 27.0 38.6 (11.6)
Dividends on preferred StOCK ........ccceceeeeee e (7.7) (8.1) 0.4
Net income available for common
Shar€holders ....ccccovevvevcieciieecee s $ 193 $ 305 $(11.2)

Revenues from rental operations decreased $3.bmithr 2.5%, from $128.2 million for the quarterded March 31, 2001 to $125.0 million
for the quarter ended March 31, 2002. The decreaseprimarily a result of a decrease in the aveoagepancy rates from 94.2% in the first
quarter of 2001 to 89.0% in the first quarter 002@nd a decrease in our property portfolio asalref our capital recycling program.
Additionally, due to lower expected economic growatid increasing market vacancy rates in our coréets we expect a slight decline in
occupancy during the remaining three quarters 6220ur in-service wholly-owned portfolio increadeain 36.3 million square feet at
March 31, 2001 to 37.5 million square feet at Ma3th2002.

Same property rental revenues, which are the reseatithe 483 in-service properties wholly-ownedlanuary 1, 2001, decreased $2.6
million, or 2.2%, for the quarter ended March 3002, compared to the quarter ended March 31, 2ZDii$.decrease was primarily a result of
lower same store average occupancy, which decfioed 94.2% in the first quarter of 2001 to 88.9%tie first quarter of 2002. Partially
offsetting the decrease in rental revenue was enedse in termination fees from $1.4 million in finst quarter of 2001 to $1.8 million in the
first quarter of 2002. In addition, same storeigtrline rent was $3.1 million in the first quartgf 2001 and $2.4 million in the first quartel
2002.

During the quarter ended March 31, 2002, 137 segeneération leases representing 532,000 squareffeffice, industrial and retail space
were executed at an average rate per square fach wias 0.3% higher than the average rate per edaat on the previous leases.

Rental revenue is comprised of base rent, incluténgination fees, recoveries from tenants andipgrand other income. Base rental
revenue is recognized on a straight-line basis thesterms of the respective leases. Accrued $itrdiige rents receivable represents the
amount by which straight-line rental revenue exseedts currently billed in accordance with leageements. Recoveries from tenants
represent reimbursements for certain
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costs as provided in the lease agreements. Thesegenerally include real estate taxes, utiliiiesyrance, common area maintenance and
other recoverable costs.

Equity in earnings of unconsolidated affiliatesressed $1.8 million from $0.8 million for the quarended March 31, 2001 to $2.6 million

for the quarter ended March 31, 2002. The increasseprimarily a result of the an increase in ocoggaates in 2002 for certain joint
ventures formed with unrelated investors and egmfrom a joint venture formed with unrelated irees in late December 2001. We accc

for our investments in unconsolidated joint vensunging the equity method of accounting becausdaoweot control these joint venture
entities. These investments are initially recordedost, as investments in unconsolidated affgiaéed are subsequently adjusted for equity in
earnings and cash contributions and distributidmg. difference between the carrying amount of thasestments on our balance sheet and
the underlying equity in net assets is amortizedraadjustment to equity in earnings of unconstdidaffiliates over 40 years.

Interest and other income decreased $4.4 millioBfo4%, from $7.8 million for the quarter endedra31, 2001 to $3.4 million for the

quarter ended March 31, 2002. The decrease primasulted from a decrease in leasing and developfae income in the first quarter of
2002 and a decrease in interest income in thedfiratter of 2002 due to lower cash balances duhiegeriod. During 2001, we had higher
cash balances as a result of proceeds from digpusitelated to our capital recycling program thiate used in our stock repurchase progi

Rental operating expenses (real estate taxesiagilinsurance, repairs and maintenance and ptbperty-related expenses) increased $1.7
million, or 4.6%, from $36.8 million for the quartended March 31, 2001 to $38.5 million for the @iaended March 31, 2002. The increase
was primarily a result of an increase in real estaxes in 2002. Rental operating expenses axamiage of related revenues increased from
28.7% for the quarter ended March 31, 2001 to 3dd@%he quarter ended March 31, 2002.

Same property rental property expenses, whichherexpenses of the 483 in-service properties wimllged on January 1, 2001, decreased
$587,000, or 1.7%, for the quarter ended MarcH2B802, compared to the quarter ended March 31, 20ti&.decrease was primarily a result
of lower occupancy relative to variable operatingenses offset by increases in real estate taxiesagly due to higher property tax
assessments, utilities and small increases inwsther rental expense accounts.

Depreciation and amortization for the quarters dridarch 31, 2002 and 2001 totaled $31.3 million #88.1 million, respectively. The
increase of $2.2 million, or 7.6%, was due to améase in the amortization of leasing commissiemktanant improvements, partly offset by
a decrease in the depreciation expense as a oésuit capital recycling program during 2002 an@20

Interest expense decreased $2.6 million, or 9.08Mm $29.0 million for the quarter ended March 3102 to $26.4 million for the quarter
ended March 31, 2002. The decrease was primatiipatable to the decrease in the weighted aveirstgeest rates for the quarter ended
March 31, 2002, partly offset by an increase inaiierage outstanding debt for the quarter endedMai, 2002. Interest expense for the
quarters ended March 31, 2002 and 2001 include8,$88 and $665,000, respectively, of amortizatibdederred financing costs and the
costs related to our interest rate hedge contracts.

General and administrative expenses as a perceotagil revenues was 4.0% in the first quarte2@d2 and 3.8% in the first quarter of
2001.

Costs directly related to the development of reptaperties are capitalized. Capitalized developgmests include interest, wages, property
taxes, insurance and other project costs incuruedgl the period of development. Capitalized insefer the quarters ended March 31, 2002
and 2001 was $4.0 million and $3.0 million, respedy.

Gain on disposition of land and depreciable as#etseased $6.2 million from $7.1 million for theagier ended March 31, 2001 to $944,000
for the quarter ended March 31, 2002. In 2001 ptlagority of the gain was a result of the dispositad 277 apartment units. In 2002, the
majority of the gain was a result of the sale d,0P0 rentable square feet of office property.

Income before gain on disposition of land and deiptde assets, minority interest, discontinued af@ns and extraordinary item equaled
$29.6 million and $36.7 million for the quartersded March 31, 2002 and 2001,
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respectively. The Company's net income allocateditmrity interest totaled $3.7 million and $5.2lion for the quarters ended March 31,
2002 and 2001, respectively. The Company record@ed iillion and $8.1 million in preferred stock @lends for each of the quarters ended
March 31, 2002 and 2001, respectively. The decreasea result of the $18.5 million repurchase ley@lompany of its preferred stock dur
2001.

Liquidity and Capital Resources

Statement of Cash Flows. The following table setthfthe changes in the Company's cash flows flanfitst quarter of 2001 to the first
quarter of 2002 ($ in thousands):

Qu arter Ended March 31,

2 002 2001 Change
Cash Provided By Operating Activities $ 42 ,622 $ 66,769 $(24,147)
Cash Provided By Investing Activities 12 ,438 22,262 (9,824)
Cash Used in Financing Activities (51 773) (147,692) 95,919

The decrease in cash provided by operating aesvitias primarily the result of our capital recyglprogram and a decrease in average
occupancy rates for our wholly-owned portfolio. Restate taxes were higher in the first quarte2@#2 primarily due to higher property
assessments. The level of net cash provided bytipgractivities is also affected by the timingre€eipt of revenues and payment of
expenses.

The decrease in cash provided by investing aa®itvas primarily a result of a decrease of $26/komiin the proceeds from the disposition

of real estate assets from the first quarter ofl20the first quarter of 2002, and a decreasharcollection of advances from subsidiaries of
$27.6 million from the first quarter of 2001 to tfiest quarter of 2002, partly offset by the redartin additions to real estate assets of $45.7
million from the first quarter of 2001 to the firgiarter of 2002.

The decrease in cash used in financing activitias primarily a result of a decrease of $104.6 arilin the repurchase of Common Stock and
Common Units from the first quarter of 2001 andfits quarter of 2002, partly offset by an increas$ $10.7 million in net repayment on the
unsecured revolving loan, mortgages and notes pafm the first quarter of 2001 to the first gigarof 2002.

Capitalization. Based on our total market capitdlon of $3.8 billion at March 31, 2002 (at the lfaB1, 2002 stock price of $28.09 and
assuming the redemption for shares of Common Sibthke 7.3 million Common Units of minority intetaa the Operating Partnership), our
debt represented approximately 45.5% of our totalket capitalization. Our total indebtedness atdfia@81, 2002 was $1.7 billion and was
comprised of $541.5 million of secured indebtedveils a weighted average interest rate of 7.8%%hd billion of unsecured indebtedness
with a weighted average interest rate of 6.4%. Weat intend to reserve funds to retire existingused or unsecured debt upon maturity.

a more complete discussion of our long-term ligyidieeds, see "Current and Future Cash Needs."
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The following table sets forth the maturity schedof our long-term debt as of March 31, 2002 ($hisusands):

Within Within Within
Within 2-3 4-5 6 or more
Total 1 Year Years Years Years
Fixed Rate Debt:
Unsecured:
MOPPRS (1) evvveveeeeeeeieieiiines $ 125,000 $ -3 - $ -- $ 125,000
Put Option Notes (2) ..........coceee 100,000 -- -- -- 100,000
NOtES .ovvvvevieeeeeeeeececiis 706,500 -- 246,500 110,000 350,000
Term Loan ........ceeeeveeieeeenenennns 18,996 18,996 -- -- --
Secured:
Mortgages and loans payable ............ 525,252 20,283 64,170 113,928 326,871
Total Fixed Rate Debt ...................... 1,475,748 39,279 310,670 223,928 901,871
Variable Rate Debt:
Unsecured:
Revolving Loan ..........ccccceeuveeee. 233,000 -- 233,000 -
Secured:
Revolving Loan ........ccccccveeeennn. 11,784 -- 11,784 -- --
Mortgage loan payable .................. 4,500 246 526 576 3,152
Total Variable Rate Debt ................... 249,284 246 245,310 576 3,152
Total Long Term Debt ... $1,725,032 $ 39,525 $ 555,980 $ 224,504 $ 905,023

(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 interesbfde€335% from the date of issuance through Jan8ar2003. After January 31, 2003,
the interest rate to maturity on such MOPPRS vélbb715% plus the applicable spread determined dsnoary 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 amd@ithe counter party elects not to exercise tiam, the Operating Partnership would be
required to repurchase the MOPPRS from the holledanuary 31, 2003 at 100.0% of the principal arhplus accrued and unpaid interest.

(2) On June 24, 1997, a trust formed by the Opmga®iartnership sold $100.0 million of Exercisahlg ®ption Securities due June 15, 2004
("X-POS"), which represent fractional undivided b#dial interest in the trust. The assets of thsttconsist of, among other things, $100.0
million of Exercisable Put Option Notes due JungZlBL1 (the "Put Option Notes"), issued by the @fyeg Partnership. The Put Option
Notes bear an interest rate of 7.19% from the dhigsuance through June 15, 2004. After June 84 2he interest rate to maturity on si
Put Option Notes will be 6.39% plus the applicapecad determined as of June 15, 2004. In conmesiith the initial issuance of the Put
Option Notes, a counter party was granted an optiggurchase the Put Option Notes from the trusiwore 15, 2004 at 100.0% of the
principal amount. If the counter party elects mogxercise this option, the Operating Partnerstdpld/be required to repurchase the Put
Option Notes from the Trust on June 15, 2004 at@@0of the principal amount plus accrued and unpdgtest.

The mortgage and loans payable and the securelliry®man were secured by real estate assetsamitfiggregate carrying value of $943.0
million at March 31, 2002.

The Operating Partnership's unsecured notes of.$98illion bear interest rates ranging from 6.7581125%, with interest payable semi-
annually in arrears. The premium and discountedl#d the issuance of the unsecured notes is benugtized over the life of the respective
notes as an adjustment to interest expense. Mflfinsecured notes, except for the MOPPRS an@tign Notes, are redeemable at any
time at our option, subject to certain conditiomsluding the payment of make-whole amounts.

We currently have a $300.0 million unsecured reimgjtoan (with $233.0 million outstanding at Margh, 2002) that matures in December
2003 and a $55.2 million secured revolving loarttfvi11.8 million outstanding at March 31, 2002)t tatures in March 2003. Our
unsecured revolving loan also includes a $150.0anitompetitive sub-facility. Depending upon thrermorate credit ratings assigned to us
from time to time by the various rating agencias, unsecured revolving loan bears variable ratrést 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
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from 0.55% to 1.50%. We currently have a credihgabf BBB- assigned by Standard & Poor's, a creating of BBB assigned by Fitch Inc.
and a credit rating of Baa2 assigned by Moody'sdtar Service. As a result, interest currently aesron borrowings under our unsecured
revolving loan at an average rate of LIBOR plus8Sis points and under our secured revolving loam average rate of LIBOR plus 75
basis points. In addition, we are currently recplitiee pay an annual facility fee equal to .20% @& tihtal commitment under the unsecured
revolving loan.

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

Joint Ventures. During the past several years, avwe fiormed various joint ventures with unrelatecestors. We have retained minority eq
interests ranging from 12.50% to 50.00% in theg® pentures. As required by generally acceptedasting principals, we have accounted
for our joint venture activity using the equity rhetl of accounting, as we do not control these jogmtures. As a result, the assets and
liabilities of our joint ventures are not included our balance sheet. As of March 31, 2002, ot jaéntures have approximately $590.2
million of outstanding debt. All of the joint vemudebt is non-recourse to us except (1) in the ohsustomary exceptions pertaining to such
matters as misuse of funds, environmental conditeord material misrepresentations (2) with resfpe$8.4 million of construction debt
related to the MG-HIW Rocky Point, LLC, which haselm guaranteed in part by us subject to a prand&amnnity from our joint venture
partner. Our guarantee of the MG-HIW Rocky PointCldebt represented 15.00% of the outstanding b@édence at March 31, 2002 and (3)
with respect to $2.4 million of construction deblated to the MG-HIW Metrowest I, LLC, which hasbeguaranteed in part by us subject to
a pro rata indemnity from our joint venture partr@ur guarantee of the MG-HIW Metrowest |, LLC dedypresented 50.00% of the
outstanding loan balance at March 31, 2002.

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, typibalhrs interest at fixed rates. In addition, weehassumed fixed rate and variable rate de
connection with acquiring properties. Our intemasé risk management objective is to limit the ictpaf interest rate changes on earnings and
cash flows and to lower our overall borrowing co3is achieve these objectives, from time to timeenter into interest rate hedge contracts
such as collars, swaps, caps and treasury locleagnes in order to mitigate our interest rate wik respect to various debt instruments. We
do not hold or issue these derivative contractsréating or speculative purposes.

The following table sets forth information regamgliour interest rate hedge contract as of Marct28@2 ($ in thousands):

Notional Maturity Fixed Fair Market
Type of Hedge Amount Date Reference Rate Rate Value
Swap $ 18,996  6/10/02 1-M onth LIBOR + 0.75% 6.95% $ (207)

The interest rate on all of our variable rate delstdjusted at one- and three-month intervalsesultp settlements under these contracts. We
also enter into treasury lock agreements from tionéme in order to limit our exposure to an in@ean interest rates with respect to future
debt offerings. Net payments to counterparties uiderest rate hedge contracts were $207,276 g@@02 and were recorded as additional
interest 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 exgsfmoperties, other than normal recurring buildmgrovements, tenant improvements and
lease commissions.

In addition to the requirements discussed abowvesloort-term (within the next 12 months) liquidisguirements also include the funding of
approximately $42.0 million of our existing devefognt activity. See "Business -- Development AgivitWe expect to fund our short-term
liquidity requirements through a combination
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of working capital, cash flows from operations dhe following:

. borrowings under our unsecured revolving loant$85.0 million of availability as of May 3, 2002
. borrowings under our secured revolving loan @f40.9 million of availability as of May 3, 2002);
. the selective disposition of non-core assets;

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

. the issuance of secured debt (at March 31, 208had $2.8 billion of unencumbered real estatetasg cost).

Our long-term liquidity needs generally include fhading of existing and future development acgivtelective asset acquisitions and the
retirement of mortgage debt, amounts outstandintguthe two revolving loans and long-term unseculedat. We remain committed to
maintaining a flexible capital structure. Accordingve expect to meet our lortgrm liquidity needs through a combination of (19 tssuanc
by the Operating Partnership of additional unsetdebt securities, (2) the issuance of additiogaltg securities by the Company and the
Operating Partnership as well as (3) the sourcesritbed above with respect to our shiern liquidity. We expect to use such sources tet
our long-term liquidity requirements either throudjhect payments or repayment of borrowings undderunsecured revolving loan. We do
not intend to reserve funds to retire existing sedwr unsecured indebtedness upon maturity. ldstea will seek to refinance such debt at
maturity or retire such debt through the issuarf@qaity or debt securities.

We anticipate that our available cash and cashvatgiits and cash flows from operating activitieghwash available from borrowings and
other sources, will be adequate to meet our cagitadlliquidity in both the short and long term. Hoser, 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 quakfion as a REIT, the Company must distribute toldtolders at least 90% of REIT taxable
income. The Company expects to use its cash flom perating activities for distributions to stookders and for payment of recurring, non-
incremental revenue-generating expenditures. Thafimg factors will affect cash flows from openadj activities and, accordingly, influence
the decisions of the Board of Directors regardirggributions: (1) debt service requirements afédirng into account the repayment and
restructuring of certain indebtedness; (2) schetlirlereases in base rents of existing leasesh@)ges in rents attributable to the renewal of
existing leases or replacement leases; (4) changexupancy rates at existing properties and peouant of leases for newly acquired or
developed properties; and (5) operating expensgsapital replacement needs.

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 May 1, 2002, under the nepurchase program, the Comp
had repurchased 1.4 million shares of Common SaackCommon Units at a weighted average purchase pfi$24.55 per share and a total
purchase price of $33.9 million under this new repase program. In determining whether or not purehase additional capital stock, we
will consider, among other factors, the effecteurchases on our liquidity and the price of oum@mwn Stock.

Disposition Activity. As part of our ongoing cagitacycling program, during the three months enfdledch 31, 2002, we have sold 128,000
square feet of office properties and 50.9 acrategélopment land for gross proceeds of $23.2 millin addition, we had 551,152 square
of office properties and 128.8 acres of land urodertract for sale in various transactions totai§3.4 million. These transactions are sul
to customary closing conditions, including duegiiice and documentation, and are expected to dlos®y the second and third quarters of
2002. However, we can provide no assurance that glarts of these transactions will be consummated

When properties are identified as held for saledigeontinue depreciation and estimate the netgats expected from the disposition of <
properties. If, in our opinion, the net sales po€¢he properties that have
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been identified for sale is less than the net badie of the properties, a valuation allowancesisialished. Additionally, on a periodic basis,
we assess whether there are any indicators thabthe of our real estate properties may be imgaikeproperty's value is impaired only if
our estimate of the aggregate future cash flowdig@ounted and without interest charges) to be rgéed by the property are less than the
carrying value of the property. To the extent innpeent has occurred, the loss is measured as tles®wr€ the carrying amount of the propt
over the fair value of the property. We do not éedi that the value of any of our rental propeligampaired.

Impact of Recently Issued Accounting Standards

In October 2001, the FASB issued SFAS No. 144, thating for the Impairment of Disposal of Long-LivAssets," which addresses
financial accounting and reporting for the impainnef disposal of long-lived assets. This standenonizes the accounting for impaired
assets and resolves some of the implementatioasssioriginally described in SFAS No. 121. We &b BFAS No. 144 in the first quarter
of 2002. The net income from discontinued operatioret of minority interest, for properties meetihg criteria in accordance with SFAS
144 is reflected in the consolidated statemenisaafme as Discontinued Operations for all periogsented.

Funds From Operations and Cash Available for Distrbutions

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

and service debt and to fund acquisitions and athpital expenditures. FFO does not representietie 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 casW ils sufficient to fund all cash needs,
including principal amortization, capital improvente and distributions to stockholders. Further, Ris@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 GAAxcluding gains (or losses) fr
debt restructuring and sales of depreciable prg@er dividends paid to preferred shareholders gépreciation and amortization. In
addition, FFO includes both recurring and non-rengroperating results and income from discontinopdrations. As a result, non-recurring
items that are not defined as "extraordinary" ur@a&AP are reflected in the calculation of FFO.

Cash available for distribution is defined as fufrdsn operations increased by the amortizationedéded financing activities and reduced
rental income from straight-line rents and memenue enhancing capital expenditures for buildimgrovements and tenant improvements
lease commissions related to second generatiore spac
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FFO and cash available for distribution for theethmonths ended March 31, 2002 and 2001 are sumedani the following table (in
thousands):

Three Months End ed March 31
2002 2001
FFO:
Income before gain on disposition of land and depre ciable assets, minority
interest, discontinued operations and extraord inary item ................... $ 29,611 $ 36,721
Add/(Deduct):
Dividends to preferred shareholders .......... (7,713) (8,145)
Transition adjustment upon adoption of FAS 133 -- 556
Income from discontinued operations .......... 230 233
(Loss)/Gain on disposition of land ........... (232) 1,026
Depreciation and amortization ................ 31,366 29,206
Depreciation on unconsolidated subsidiaries .. 2,484 1,992
FRO e 55,746 61,589
Cash Available for Distribution:
Add/(Deduct):
Rental income from straight-linerents ....... L (2,367) (3,102)
Amortization of deferred financing costs ..... 339 665
Non-incremental revenue generating capital exp enditures (1):
Building improvements paid ................. (751) (1,073)
Second generation tenant improvements paid . (3,531) (3,755)
Second generation lease commissions paid ... (2,610) (4,787)
Cash available for distribution .......... . $ 46,826 $ 49,537
Weighted average shares/units outstanding (2) -- ba SIC veveeeeeieeeees 60,249 64,094
Weighted average shares/units outstanding (2) -- di luted ....ceeeeeiiieee 60,747 64,359
Dividend payout ratios:
FFO oo e 63.7% 59.6%
Cash available for distribution .............. 75.9% 74.1%

(1) Amounts represent cash expenditures.
(2) Assumes redemption of Common Units for shaf&oonmon Stock. Minority interest Common Unit haislend the stockholders of the
Company share equally on a per Common Unit andlpere basis; therefore, the per share informasiomaffected 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 March 31, 2002 and 2001:

March 31, 2002 March 31, 2001
Percent Pe rcent
Rentable Leased/ Rentable Le ased/
Square Feet Pre-Leased Square Feet Pre- Leased
In-Service
OFfiCe oo 25,214,000 89.0% 24,509,000 93.8%
Industrial .... 10,607,000 84.3 10,358,000 95.3
Retail (1) ..oeevviiieieiiiiieeeeieee. 1,651,000 96.0 1,645,000 94.4
Total or Weighted Average ................ 37,472,000 88.0% 36,512,000 94.2%
Development
Completed -- Not Stabilized
OffiCe oo 1,472,000 51.3% 524,000 78.0%
Industrial .... 136,000 29.4 306,000 52.0
Retail .....oeveviiiiiiiiieec 20,000 90.0 - -
Total or Weighted Average ................ 1,628,000 49.9% 830,000 69.0%
In-Process
OffiCe oo 415,000 85.5% 2,079,000 52.0%
Industrial . - - 122,000 -
Retail .....oovevviieeiiee - - 20,000 34.0
Total or Weighted Average ................ 415,000 85.5% 2,221,000 49.0%
Total
OFfiCe oo 27,101,000 27,112,000
Industrial ........cccceeviiiiiiiniinnnn. 10,743,000 10,786,000
Retail (1) ..oeeeviieiieiiiiiieeeeeee. 1,671,000 1,665,000
Total .oooveieiieeeeee 39,515,000 39,563,000

(1) Excludes Kansas City's basement space.
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As of March 31, 2002, we were developing 16 submidiffice properties, one industrial property ané ogtail property totaling 2.0 million
rentable square feet of office and industrial spdbte following table summarizes these developrpenjects. In addition to the properties
described in this table, we are developing withjoint venture partners two additional propertiemling 142,000 rentable square feet. At
March 31, 2002, these two development projectsamaaggregate anticipated total investment of $6ligon and were 8.0% pre-leased.

In-Process
Anticipated
Rent able Total Investment Pre-Leasing Estimated Estimated
Name Market Square Feet Investment at 03/31/02 Percentage (1) Completion Stabilization (2)
($ in thousands)
Office:
International Place 3 Memphis 21 4,000 $ 34,272 $ 29,170 100% 2Q02 2Q02
1825 Century Center (3)  Atlanta 10 1,000 16,254 11,746 100 3Q02 3Q02
801 Raleigh Corporate

Center (3) Research Triangle 10 0,000 12,016 3,635 40 4Q02 2Q04

In-Process Office
Total or Weighted
Average 41 5,000 $ 62,542 $ 44,551 86%

Total or Weighted
Average of all
In-Process
Development Projects 41 5,000 $ 62,542 $ 44,551 86%

(1) Letters of intent comprise 4% of the total jgasing 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 these properties for a théndy and own an option to purchase each property.
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Completed--Not Stabilized

Anticipated
Ren table Total Investment Pre-Leasing Estimated Estimated
Name Market Squar e Feet Investment at 03/31/02 Percentage (1) Completion Stabilization (2)
($ in thousands)

Office:
Highwoods Tower I Research Triangle 1 67,000 $ 25,134 $ 21,949 94% 1Q01 2Q02
Met Life Building

At Brookfield Greenville 1 15,000 13,220 12,379 83 3Q01 3Q02
Cool Springs Il Nashville 2 05,000 22,718 21,111 70 2Q01 3Q02
Hickory Trace Nashville 52,000 5,933 5,714 7 3Q01 3Q02
ParkWest One Research Triangle 46,000 4,364 4,113 74 2Q01 3Q02
North Shore

Commons A Richmond 1 15,000 14,300 13,773 79 2Qo01 3Q02
Stony Point I Richmond 1 07,000 11,425 10,825 73 2Qo01 3Q02
Shadow Creek II Memphis 81,000 8,750 6,839 19 4Q01 4Q02
Highwoods Park at

Jefferson Village  Piedmont Triad 98,000 11,290 9,789 4 4Q01 4Q02
Seven Springs | Nashville 1 31,000 15,556 12,248 8 1Q02 1Q03
Centre Green Two Research Triangle 97,000 11,596 9,798 31 2Q01 1Q03
Centre Green Four Research Triangle 1 00,000 11,764 9,088 33 4Q01 2Q03
GlenLake | Research Triangle 1 58,000 22,417 18,090 15 4Q01 2Q03
Office Total

or Weighted

Average 1,4 72,000 $ 178,467 $ 155,716 51%
Industrial:
Newpont IV Atlanta 1 36,000 $ 5,288 $ 4,283 29% 4Q01 4Q02

Completed-Not
Stabilized Industrial
Total or Weighted

Average 1 36,000 $ 5,288 $ 4,283 29%
Retail:
Granada Shops Kansas City 20,000 $ 4,680 $ 4,131 90% 4Q01 4Q02

Completed-Not
Stabilized Retail
Total or Weighted
Average 20,000 $ 4,680 $ 4,131 90%

Total or Weighted
Average of all
Completed-
Not Stabilized
Development Projects 1,6 28,000 $ 188,435 $ 164,130 50%

Total or Weighted
Average of all
Development Projects 2,0 43,000 $ 250,977 $ 208,681 57%

(1) Letters of intent comprise 4% of the total jgasing 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
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Development Analysis

Anticipated
Rentable Total Pre-Leasing
Square Feet Investment  Percentage (1

($ in thousands)
Summary by Estimated Stabilization Date:

Second Quarter 2002 ..........ccccvvvvveeeenns 381,000 $ 59,406 97%
Third Quarter 2002 ....... 741,000 88,214 79%
Fourth Quarter 2002 .. 335,000 30,008 23%
First Quarter 2003 ........ ... 228,000 27,152 18%
Second Quarter 2003 ..........ccccvvvvveeeens 258,000 34,181 22%
Second Quarter 2004 ... 100,000 12,016 40%
Total or Weighted Average .................... ... 2,043,000 $250,977 57%
Summary by Market:

Atlanta .......ccoveeeiiis .. 237,000 $ 21,542 59%
Greenville ......cccoevviiiiiiiiees ... 115,000 13,220 83%
Kansas City ... 20,000 4,680 90%
Memphis ....... ... 295,000 43,022 78%
Nashville .......... ... 388,000 44,207 50%
Piedmont Triad .........ccccoevieeininnn. 98,000 11,290 4%
Research Triangle ..........ccccccoviineenn. ... 668,000 87,291 47%
Richmond ..........ccoccviviiiiieii, .. 222,000 25,725 76%
Total or Weighted Average .................... ... 2,043,000 $ 250,977 57%
Build-to-Suit ........ccoveeiiiiiiieiins .. 315,000 $ 50,526 100%
Multi-Tenant .........ccccceevviiveeennnnn. ... 1,728,000 200,451 49%
Total or Weighted Average ............ccc..... ... 2,043,000 $ 250,977 57%

Average Average

Rentable  Anticipated

Square Total Average

Feet Investment Pre-Leasing (1)

(% in thousands)
Average Per Property By Type:

OFfiCe v ... 117,938 $ 15,063 59%
Industrial . ... 136,000 5,288 29%
Retail ......ccooviviiiiiiiiiie, ... 20,000 4,680 90%
Weighted Average ............cccceevveeneenn. ... 113,500 $ 13,943 57%

(1) Letters of intent comprise 4% of the total fFasing percentage.
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The following tables set forth certain informatianout leasing activities at our wholly ownedsiervice properties (excluding apartment ur

for the three months ended March 31, 2002 and Dbeefil, September 30 and June 30, 2001.

Net Effective Rents Related to Re-Leased Space:
Number of lease transactions (signed leases) .....
Rentable square footage leased ...................
Average per rentable square foot over the

lease term:

Base rent ..........cccoeviiiiniininis

Tenant improvements .........c.ccccceevennnne

Leasing commissions .. .

Rent concessions .........c.ccccovviiiienee

Effective rent ........ccoccovoveiiiicninens
EXpense Stop(1) ....ceevveverveiinieeninens

Equivalent effective netrent .................
Average term in years ..........ccccooevennnne
Capital Expenditures Related to Released Space:
Tenant Improvements:

Total dollars committed under

signed [eases .........cccevveeiieeniennns

Rentable square feet .........cccccceveeenee.

Per rentable square foot

Leasing Commissions:
Total dollars committed under
signed [eases .........ccceveeeiieeniennns
Rentable square feet .........c.cccceveeenee.

Per rentable square foot ...........cc.ceeuee

Total:
Total dollars committed under
signed [eases .........c.cccoeveviniennennn,
Rentable square feet ..........cc.cccvvvenene

Per rentable square foot ..........c.c.cce..
Rental Rate Trends:
Average final rate with expense

pass throughs ..........ccccoeiiicinens

Average first year cash rental rate ..............

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

(1) "Expense stop" represents operating expensee(ally including taxes, utilities, routine buildiexpense and common area maintenance

which we will not be reimbursed by our tenants.

Office Leasing Statistics Three

3/31/02 12/31/01 9/30/01

110 116 135
417,102 437,454 630,043

$ 1683 $ 17.85 $ 17.03 $

0.98)  (1.19) (0.90)
(0.78)  (0.97) (0.59)
(0.15)  (0.11) (0.11)

$ 1492 $ 1558 $ 1543 §
(517)  (4.50) (4.54)

$ 975 $ 11.08 $ 1089 $

4.1 4.6 4.5

$2,031,231 $2,647,115 $2,431,063 $
417,102 437,454 630,043

$ 487 $ 6.05 $ 38 $

$ 984,220 $1,277,523 $1,018,216 $
417,102 437,454 630,043

$ 236 $ 292 $ 162 $

$3,015,450 $3,924,637  $3,449279 $
417,102 437,454 630,043

$ 723 $ 897 $ 547 $

$ 1645 $ 16.47 $ 1627 $
$ 1584 $ 17.25 $ 1651 $

(B8%  4T% 1.5%
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Months Ended

155 129
773,415 564,504

16.36 $ 17.02
1.17) (1.06)
(0.67) (0.75)
(0.03) (0.10)

5,052,983 $ 3,040,598
773,415 564,504

1,991,418 $1,317,844
773,415 564,504

7,044,401 $ 4,358,442
773,415 564,504

1484 $ 16.01
1554 $ 16.28

4.7% 1.7%




Industrial Leasing Statistics Thr ee Months Ended

3/31/02  12/31/01 9/30/01 6/30/01  Average
Net Effective Rents Related to Re-Leased Space:
Number of lease transactions (signed leases) ...... . ... 15 31 26 23 24
Rentable square footage leased ........cccccceeee.e. L 78,844 894,865 285,241 153,507 353,114
Average per rentable square foot over the lease ter m:
Base rent ...ococvvvvvviiiiicicieee $ 695 $ 352 $ 471 $ 584 $ 526
Tenant improvements ......ccccecevveevvceenees (1.10) (0.24) (0.38) (0.27) (0.50)
Leasing commissions .. i (0.21) (0.10) (0.11) (0.15) (0.14)
RENt CONCESSIONS ..covvvviiciiciiiiiieeie -- - - - -
Effective rent ...cccovvvvvcvvvviicneee $ 564 $ 318 $ 4.22 $ 542 $ 462
EXpense Stop (1) cevvvveevvveeiiiieeece (0.72) (0.18) (0.30) (0.49) (0.42)
Equivalent effective netrent .........oo...... . L. $ 492 $ 300 $ 3.92 $ 493 $ 419
Average term in Years ......cccocevvecveeecceeen 4.1 2.2 3.3 2.5 3.0
Capital Expenditures Related to Re-leased Space:
Tenant Improvements:
Total dollars committed under signed leases .... ... $386,263 $ 661,591 $606,380 $ 175,777 $ 457,503
Rentable square feet ........ococvvvvvveeneeee. L 78,844 894,865 285,241 153,507 353,114
Per rentable square foot ........ccccceevveee. L $ 490 $ 074 $ 213 $ 115 $ 1.30
Leasing Commissions:
Total dollars committed under signed leases ... ... $ 44,100 $ 257,010 $ 87,034 $ 63,679 $ 112,956
Rentable square feet .......ccovevvvveeeeeee. L 78,844 894,865 285,241 153,507 353,114
Per rentable square foot .........cccccevveeee. L $ 056 $ 029 $ 031 $ 041 $ 0.32
Total:
Total dollars committed under signed leases ... ... $430,363 $ 918,601 $693,414 $ 239,456 $ 570,458
Rentable square feet ......cccocevvvvveeveeee. L 78,844 894,865 285,241 153,507 353,114
Per rentable square foot ........ccccceecveeee. L $ 546 $ 103 $ 243 $ 156 $ 162
Rental Rate Trends:
Average final rate with expense pass throughs ..... ... $ 699 $ 358 $ 485 $ 573 $ 529
Average first year cash rental rate ............... .. $ 669 $ 349 $ 4.60 $ 575 $ 513
Percentage (decrease)/increase ........ccoeeeeeeee (4.2)% (2.3)% (5.1)% 0.4% (2.9)%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buildiexpense and common area maintenance
which we will not be reimbursed by our tenants.
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Net Effective Rents Related to Re-Leased Space:
Number of lease transactions (signed leases) ......
Rentable square footage leased ....................
Average per rentable square foot over the lease ter
Baserent ..........ccoevviiiiiiiniiinns
Tenant improvements .
Leasing commissions .
ReNnt CONCESSIONS ......cocvvervveeiieiienee.

Retail Leasing Statistics Three

3/31/02  12/31/01  9/30/01

12 12 9
59,649 26,019 40,283

2566 $ 1575 $ 16.33
(1.87)  (0.63)  (1.49)
(0.35) (0.82) (0.75)

Months Ended

14 12
21,072 36,756

2284 $ 20.15
(0.66)  (1.16)
(057)  (0.62)

....... (0.02) - - - (0.01)
Effective rent ...cccovvvvvciviviineee 2342 $ 1430 $ 14.09 $ 2161 $ 18.35
EXpense Stop (1) cevvvveevcveeiiiieeeies -- - - - -
Equivalent effective netrent .........coocee.. L 2342 $ 1430 $ 14.09 $ 2161 $ 18.35
Average term in years .....ccccecevvecveenceeeens . 6.5 6.7 8.8 53 6.8
Capital Expenditures Related to Re-leased Space:
Tenant Improvements:
Total dollars committed under signed leases .... ... 738,605 $ 148,860 $ 526,500 $ 121,713 $ 383,919

Rentable square feet .........ccccovvvveennen.

59,649 26,019 40,283

21,072 36,756

Per rentable square foot .......cccccvvvveee. L 12.38 $ 572 $ 13.07 $ 578 $ 10.45
Leasing Commissions:
Total dollars committed under signed leases ... ... 61,981 $ 73,314 $196,296 $ 61,537 $ 98,282

Rentable square feet ........cccccevevvvenneen.

59,649 26,019 40,283

21,072 36,756

Per rentable square foot .........ccccoevveeee. L 104 $ 282 $ 487 $ 292 $ 267
Total:
Total dollars committed under signed leases ... ... 800,586 $ 222,174 $722,796 $ 183,250 $ 482,201

Rentable square feet .........ccccovvvveennen.

59,649 26,019 40,283

21,072 36,756

Per rentable square foot .......ccccocvvvveeee. L 1342 $ 854 $ 17.94 $ 870 $ 13.12
Rental Rate Trends:

Average final rate with expense pass throughs ..... ... 1825 $ 1416 $ 11.28 $ 1799 $ 15.42
Average first year cash rental rate ............... .. 2354 $ 1624 $ 14.82 $ 2151 $ 19.03

Percentage iNCrease .........cocveevrerveennnns

28.9% 14.7% 31.4%

19.6% 23.4%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buildiexpense and common area maintenance
which we will not be reimbursed by our tenants.
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The following tables set forth scheduled leaseratipins at our wholly owned in-service propertiesc{uding apartment units) as of March
31, 2002, assuming no tenant exercises renewalrpti

Office Properties:

Pe
Rentable
Number of Square Feet  Squ
Lease Leases Subject to Rep

Expiring  Expiring Expiring Leases Exp

2002 632 2,817,270
2003 549 3,454,440
2004 497 2,907,224
2005 413 3,104,392
2006 313 2,799,525
2007 97 1,368,541
2008 78 1,824,503
2009 22 711,208
2010 41 1,394,039
2011 39 1,344,417
Thereafter 64 1,279,727
2,745 23,005,286

Industrial Properties:

Pe
Rentable
Number of Square Feet  Squ
Lease Leases Subject to Rep

Expiring  Expiring Expiring Leases Exp

2002 138 1,763,116
2003 91 1,157,795
2004 94 2,567,310
2005 43 713,572
2006 38 781,946
2007 19 1,179,641
2008 7 214,340
2009 6 268,813
2010 3 46,508
2011 1 33,555
Thereafter 10 297,519
450 9,024,115

(1) Annual Rents Under Expiring Leases are Mardd22@ntal revenue (base rent plus operating expeasethroughs) multiplied by 12.

Average
rcentage of Annual
Leased Annual Rents  Rental Rate
are Footage Under Per Square
resented by Expiring Foot for
iring Leases Leases (1)  Expirations
($ in thousands)
12.2% $ 46,969 $16.67
15.1% 59,785 17.31
12.6% 52,347 18.01
13.5% 54,093 17.42
12.2% 50,280 17.96
5.9% 21,137 15.44
7.9% 28,934 15.86
3.1% 12,327 17.33
6.1% 24,623 17.66
5.8% 22,822 16.98
5.6% 22,757 17.78
100.0% $396,074 $17.22
Average
rcentage of Annual
Leased Annual Rents  Rental Rate
are Footage Under Per Square
resented by Expiring Foot for
iring Leases Leases (1)  Expirations
($ in thousands)
19.5% $ 8,225 $4.67
12.8% 6,104 5.27
28.4% 10,372 4.04
7.9% 4,187 5.87
8.7% 4,589 5.87
13.1% 4,932 4.18
2.4% 1,394 6.50
3.0% 1,907 7.09
0.5% 329 7.07
0.4% 159 4.74
3.3% 987 3.32

100.0% $ 43,185 $4.79
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Retail 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 43 122,465 7.8% $ 1,901 $15.52 5.8%
2003 38 102,067 6.5% 2,372 23.24 7.3%
2004 39 208,315 13.2% 2,268 10.89 7.0%
2005 41 95,027 6.0% 2,391 25.16 7.3%
2006 36 103,317 6.5% 3,005 29.09 9.2%
2007 25 96,990 6.1% 1,734 17.88 5.3%
2008 24 120,168 7.6% 3,472 28.89 10.7%
2009 21 168,355 10.7% 3,832 22.76 11.8%
2010 18 97,372 6.2% 2,531 25.99 7.8%
2011 20 108,418 6.9% 2,230 20.57 6.9%
Thereafter 22 355,906 22.5% 6,817 19.15 20.9%
327 1,578,400 100.0% $ 32,553 $20.62 100.0%
Total:
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 813 4,702,851 14.0% $ 57,095 $12.14 12.1%
2003 678 4,714,302 14.0% 68,261 14.48 14.4%
2004 630 5,682,849 16.9% 64,987 11.44 13.8%
2005 497 3,912,991 11.6% 60,671 15.51 12.9%
2006 387 3,684,788 11.0% 57,874 15.71 12.3%
2007 141 2,645,172 7.9% 27,803 10.51 5.9%
2008 109 2,159,011 6.4% 33,800 15.66 7.2%
2009 49 1,148,376 3.4% 18,066 15.73 3.8%
2010 62 1,537,919 4.6% 27,483 17.87 5.8%
2011 60 1,486,390 4.4% 25,211 16.96 5.3%
Thereafter 96 1,933,152 5.8% 30,561 15.81 6.5%
3,522 33,607,801 100.0% $471,812 $14.04 100.0%

(1) Annual Rents Under Expiring Leases are Mardd22@ntal revenue (base rent plus operating expas®ethroughs) multiplied by 12.

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 expemseuding common area maintenance,
estate taxes and insurance, thereby reducing @asexe to inflation.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes "forward-looking statements" and
represents an estimate of possible changes indhie or future earnings that would occur assurhyppthetical future movements in interest
rates. These disclosures are not precise indicaft@spected future losses, but only indicatoreeaonably possible losses. As a result, a
future results may differ materially from those ggeted. See "Management's Discussion and Analfy§imancial Condition and Results of
Operations--Liquidity and Capital Resources" fategcription of our accounting policies and othdéorimation related to these financial
instruments.

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

Certain Variable Rate Debt. As of March 31, 2002, Company had approximately $268.3 million of able rate debt outstanding that was
not protected by interest rate hedge contracthelfveighted average interest rate on this varigiedebt is 100 basis points higher or lower
during the 12 months ended March 31, 2002, ourasteexpense would be increased or decreased apatey $2.7 million.

Interest Rate Hedge Contracts. For a discussiauinterest rate hedge contract in effect at M&th2002, see "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations - Liquidity and Capital Resources--Cdjziation." If interest rates increase by
100 basis points, the aggregate fair market valdki®interest rate hedge contract as of Marchi2BD2 would increase by approximately
$38,283. If interest rates decrease by 100 bagsgpohe aggregate fair market value of this iesérate hedge contract as of March 31, 2002
would decrease by approximately $38,431.

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartieeting hedge contract. We expect the
counterparties, which are major financial institas, to perform fully under this contract. Howevethe counterparties were to default on
their obligations under the interest rate hedgdraoh we could be required to pay the full ratesoar debt, even if such rates were in excess
of the rates in the contract.
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SIGNATURES

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

Highwoods Properties, Inc.

By: /'s/ Ronald P. G bson

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

By: /'s/ Carman J. Liuzzo

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

Date: May 14, 2002
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