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PART | - FINANCIAL INFORMATION
ITEM 1.FINANCIAL STATEMENTS

We refer to (1) Highwoods Properties, Inc. as theorhpany,” (2) Highwoods Realty Limited Partnerstap the Operating
Partnership,” (3) the Company’s common stock asi@mn Stock,” (4) the Company’s preferred stock Rieferred Stock,”Y) the Operatin
Partnership’s common partnership interests as “Comiwnits,” (6) the Operating Partnership’s prefdrpartnership interests areferre
Units” and (7) inservice properties (excluding rental residentiats)rto which the Company and/or the Operating riRaghip have title at
100.0% ownership rights as the “Wholly Owned Pr&psr”

The information furnished in the accompanying Cdidsted Financial Statements reflects all adjusti:iéconsisting of normal recurri
accruals) that are, in our opinion, necessary fairgpresentation of the aforementioned finanstatements for the interim period.

The aforementioned financial statements shoulcehd in conjunction with the notes to Consolidatewfcial Statements, Management’
Discussion and Analysis of Financial Condition &wekults of Operations and Risk Factors include@iheand in our 2006 Annual Report
Form 10-K.



HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheets
(Unaudited and in thousands, except share anchpee amounts)

September 30, December 31,
2007 2006
Assets:
Real estate assets, at ct
Land $ 353,65¢ $ 345,54¢
Buildings and tenant improvemet 2,663,37 2,573,03:
Development in proces 134,08t 101,89¢
Land held for development 111,38« 111,51
3,262,50 3,131,99
Less-accumulated depreciation (638,26" (588,30
Net real estate assets 2,624,24. 2,543,68!
Real estate and other assets, net, held fol 3,20( 35,44¢
Cash and cash equivalel 3,46¢ 16,69(
Restricted cas 19,36 2,027
Accounts receivable, net of allowance of $1,007 $h@53, respectivel 27,26: 23,341
Notes receivable, net of allowance of $133 and $r&pectively 5,43( 7,871
Accrued straight-line rents receivable, net ofwaloce of $410 and $301,
respectively 71,32¢ 68,36¢
Investment in unconsolidated affiliat 57,97( 60,35¢
Deferred financing and leasing costs, net of acdated amortizatiol 71,17¢ 66,35
Prepaid expenses and other assets 23 47" 20,70¢
Total Assets $ 2,906,92. $ 2,844,85.
Liabilities, Minority Interest and Stockholders' Eq uity:
Mortgages and notes payal $ 1,601,47. $ 1,465,12!
Accounts payable, accrued expenses and otheliitied 167,71¢ 156,73
Financing obligations 34,91¢ 35,53(
Total Liabilities 1,804,10! 1,657,391
Commitments and Contingencies (see Note
Minority interest 70,71¢ 79,72¢

Stockholders' Equity
Preferred Stock, $.01 par value, 50,000,000 awtbdrshares

8 5/8% Series A Cumulative Redeemable PreferredeSHaquidation

preference $1,000 per share), 82,937 and 104, %t&sissued and

outstanding at September 30, 2007 and Decemb@088, respectivel 82,93} 104,94!

8% Series B Cumulative Redeemable Preferred Silayaslation

preference $25 per share), 2,100,000 and 3,70G|0@@s issued and

outstanding at September 30, 2007 and Decemb@(0B8, respectivel 52,50( 92,50(
Common stock, $.01 par value, 200,000,000 authdshares

57,158,461 and 56,211,148 shares issued and oditsfeat

September 30, 2007 and December 31, 2006, respkc 572 562
Additional paic-in capital 1,446,60! 1,449,33
Distributions in excess of net earnir (549,434 (538,099
Accumulated other comprehensive loss (1,084 (1,515

Total Stockholders' Equity 1,032,009 1,107,73.
Total Liabilities, Minority Interest and StockholdeEquity $ 2,906,92. $ 2,844,85.

See accompanying notes to consolidated financigsents.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income
(Unaudited and in thousands, except per share asjoun

Rental and other revenues
Operating expenses:
Rental property and other expen
Depreciation and amortizatic
Impairment of assets held for L
General and administrative
Total operating expenses
Interest expenses:
Contractua

Amortization of deferred financing cos
Financing obligations

Other income/(expense):
Interest and other incon
Loss on debt extinguishments

Income before disposition of property, insurance ga, minority
interest and equity in earnings of unconsolidatedféiliates
Gains on disposition of property, r
Gain from property insurance settlem
Minority interest
Equity in earnings of unconsolidated affiliates
Income from continuing operations
Discontinued operations:
Income/(loss) from discontinued operations, nenofority interes

Net gains on sales of discontinued operationsphetinority interes!
Release of FASB FIN 48 tax liability

Net income

Dividends on preferred stot
Excess of preferred stock redemption cost oveytayivalue

Net income available for common stockholders
Net income per common shar«- basic:

Income from continuing operatiol
Income from discontinued operations

Net income
Weighted average common shares outstanding - basic

Net income per common share - diluted:

Income from continuing operatiol
Income from discontinued operations

Net income
Weighted average common shares outstanding - dilute
Dividends declared per common share

Three Months Ended
September 30,

Nine Months Ended
September 30,

2007 2006 2007 2006
$ 110,16¢ $ 103,39' $ 32538 $ 305,85
39,95¢ 38,89t 117,53( 111,51
32,51 28,16¢ 92,27 84,00
78¢ - 78¢ -
9,64¢ 8,54¢ 31,42¢ 26,29¢
82,91 75,60¢ 242,02 221,80
23,72¢ 23,80¢ 69,51 71,85¢
61€ 557 1,791 1,88¢
981 85C 2,96¢ 3,19(
25,32t 25,21¢ 74,27: 76,92¢
1,471 1,174 5,10¢ 4,287
- - - (467)
1,471 1,174 5,10¢ 3,82(
3,39¢ 3,74¢ 14,19¢ 10,93¢
1,28¢ 2,971 20,37: 8,29t
- - 4,12¢ -
(307) (44F) (3,329 (1,276)
1,207 1,347 12,93( 5,34¢
5,587 7,61¢ 48,30( 23,30«
20E (1,309 981 1,38¢
6,17¢ 2,59t 24,53: 4,63¢
1,47¢ - 1,47¢ ]
7,85: 1,291 26,981 6,02
13,44( 8,90¢ 75,281 29,32¢
(2,680) (4,119 (10,639 (12,95()
(842) - (2,285) (1,809)
$ 991t $ 479 $ 6236 $ 1457
$ 0.04 $ 0.07 $ 065 $ 0.1€
0.14 0.0z 0.4¢ 0.11
$ 0.1 $ 0.0¢ $ 111 $ 0.27
56,62t 54,47( 56,37¢ 54,06¢
$ 0.04 $ 0.07 $ 06z $ 0.1t
0.1¢ 0.0z 0.47 0.11
$ 0.17 $ 0.0¢ $ 1.0¢ $ 0.2€
61,39¢ 61,45 61,617 60,78¢
$ 0426 $ 0425 $ 127 $ 127

See accompanying notes to consolidated financigstents.
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Balance at December 31, 2006

Cumulative effect adjustment resulting
from the adoption of FASB
Interpretation No. 4:

Issuance of Common Sto

Redemption of Common Units for
Common Stocl

Common Stock dividenc
Preferred Stock dividenc

Adjustment to minority interest of
unitholders in the Operating
Partnershiy

Redemption/repurchase of Preferred
Stock

Issuance of restricted stock, 1

Amort!zation of restricted stock and stc
options

Other comprehensive incor

Net income

Balance at September 30, 2007

HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders’ Equity
For the Nine Months Ended September 30, 2007
(Unaudited and in thousands, except share amounts)

Accumulated

Number of Additional Other Distributions
Common Common Series A Series B Paid-In Compre- in Excess of
Shares Stock Preferred Preferred Capital hensive Loss Net Earnings Total
56,211,14 $ 562 $ 104,94t $ 92,50( $ 1,449,33 $ (1,519 % (538,099 $ 1,107,73.
- - - - - - (1,429 (1,429
679,72t 7 - - 6,70¢ - - 6,71¢
55,83¢ 1 - - 2,16¢ - - 2,16¢
- - - - - - (72,27)) (72,277
R - - - - - (10,639 (10,639
- - - - (17,45)) - - (17,45
- - (22,00¢) (40,000 2,031 - (2,285) (62,25€)
211,75: - - - - - - -
- 2 - - 3,812 - - 3,814
- - - - - 431 - 431
- - - - - - 75,28: 75,287
57,158,46 $ 572 $ 82,93 $ 52,50( $ 1,446,60' $ (1,084 % (549,434 $ 1,032,09:

See accompanying notes to consolidated financisstents.

5



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

Nine Months Ended
September 30,

2007 2006
Operating activities:
Net income $ 75,287 $ 29,32¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 92,957 87,65¢
Amortization of lease incentive 71¢ 623
Amortization of restricted stock and stock opti 3,81« 2,938
Amortization of deferred financing cos 1,791 1,88¢
Amortization of accumulated other comprehensive 431 531
Impairments of assets held for t 78¢ 2,60(
Loss on debt extinguishmer - 467
Net gains on disposition of propel (46,835 (13,340
Gain from property insurance settlem (4,12¢) -
Minority interest 5,32¢ 1,82¢
Equity in earnings of unconsolidated affilia (12,930 (5,349)
Release of FASB FIN 48 tax liabili (1,424 -
Change in financing obligatior 30z 89¢€
Distributions of earnings from unconsolidated &ifiés 5,16¢ 5,45¢
Changes in operating assets and liabilit
Accounts receivabl (3,555 3,80(
Prepaid expenses and other as (4,209 (2,837
Accrued straigl-line rents receivabl (3,367) (6,197)
Accounts payable, accrued expenses and otheiitiedil 10,66¢ (1,115
Net cash provided by operating activities 120,80¢ 109,17!
Investing activities:
Additions to real estate assets and deferred Igasists (212,149 (133,539
Proceeds from disposition of real estate as 109,63¢ 186,89
Proceeds from property insurance settlen 4,94( -
Distributions of capital from unconsolidated afitkes 14,99¢ 11,20¢
Net repayments in notes receiva 2,71¢ 1,107
Contributions to unconsolidated affiliat (4,71¢) (100)
Cash assumed upon consolidation of unconsoliddfiidte - 64t
Changes in restricted cash and other investingiaes (13,349 12,47¢
Net cash (used in)/provided by investing activities (97,91%) 78,68¢
Financing activities:
Distributions paid on Common Stock and Common L (77,717 (75,91¢)
Redemption/repurchase of Preferred Si (62,25¢) (50,000
Dividends paid on Preferred Sto (10,639 (12,95()
Distributions to minority partner in consolidateffilate (1,897 (420)
Net proceeds from the sale of Common St 6,71¢ 28,20
Repurchase of Common Un (27,407 (15,369
Borrowings on revolving credit facilit 318,80( 498,50(
Repayments of revolving credit facili (509,00() (392,500
Borrowings on mortgages and notes pay: 413,49: -
Repayments of mortgages and notes pay (87,019 (157,24")
Payments on financing obligatio (913) -
Contributions from minority interest partn 5,111 -
Additions to deferred financing costs (3,399 (3,859
Net cash used in financing activities (36,119 (181,55;)
Net (decrease)/increase in cash and cash equis. $ (13,222 % 6,317
Cash and cash equivalents at beginning of the gherio 16,69( 1,212
Cash and cash equivalents at end of the period $ 3,46¢ $ 7,52¢

See accompanying notes to consolidated financistents.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows - Continued
(Unaudited and in thousands)

Supplemental disclosure of cash flow information:

Nine Months Ended
September 30,

2007 2006
Cash paid for interest, net of amounts capital{@aludes cash distributions to

owners of sold properties accounted for as finageof $1,676 and $1,283 for

2007 and 2006, respective $ 69,22( $ 69,81(

Supplemental disclosure of non-cash investing anthincing activities:

The following table summarizes the net asset atpris and dispositions subject to mortgage notegaple and other nocast
transactions. There were no non-cash investindiaadcing activities during the nine months endegt8mber 30, 2007.

Nine Months Ended
September 30,

2007 2006
Assets:
Net real estate asst $ - $ 44,51
Restricted cas - (1,865)
Accounts receivabl - 10z
Accrued straigl-line rents receivabl - 962
Investments in unconsolidated affilial - (1,93¢)
Deferred financing and leasing costs, net - 287
$ - $ 42,06(
Liabilities:
Mortgages and notes payal $ - $ 40,73¢
Accounts payable, accrued expenses and otheiitiied - (1,652
Financing obligation - 1,04¢
$ - $ 40,13:
Minority Interest and Stockholders’ Equity $ - $ 1,92¢

See accompanying notes to consolidated finanassients.



HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2007
(tabular dollar amounts in thousands, except per shire data)
(Unaudited)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Highwoods Properties, Inc., together with its cdidsted subsidiaries (the "Company"), is a fullyeigrated, self-administered and self-
managed equity real estate investment trust ("REHA&t operates in the southeastern and midwesteited States. The Company cond
virtually all of its activities through HighwoodseRlty Limited Partnership (the “Operating Partngryh At September 30, 2007, the Comp
and/or the Operating Partnership wholly owned: Bit&ervice office, industrial and retail propertie®91lrental residential units; 648 acre
undeveloped land suitable for future developmehtwlich 523 acres are considered core holdings; amcdditional 20 properties un
development.

At September 30, 2007, the Company owned all ofreferred partnership interests (“Preferred Upieid 93.3% of the comm
partnership interests ("Common Units") in the OpegaPartnership. Limited partners (including certefficers and directors of the Compa
own the remaining Common Units. Generally, the @peg Partnership is required to redeem each Comldronat the request of the holi
thereof for cash equal to the value of one shatb@fCompany’s Common Stock, $.01 par value (theni®on Stock”)based on the avere
of the market price for the 10 trading days immgghapreceding the notice date of such redemptooyided that the Company at its op!
may elect to acquire any such Common Units predéioteredemption for cash or one share of CommackstThe Common Units owned
the Company are not redeemable. During the ningtms@nded September 30, 2007, the Company rede@h8257 Common Units for $2°
million in cash and redeemed 55,836 Common Unitaflike number of shares of Common Stock, whiaiéased the percentage of Comi
Units owned by the Company from 92.2% at DecemhbePB06 to 93.3% at September 30, 2007. Preferréts th the Operating Partners
were issued to the Company in connection with tben@any’s Preferred Stock offerings in 1997 and 1@88 “Preferred Stock”)The ne
proceeds raised from each of the Preferred Statlaisces were contributed by the Company to thea@ipgrPartnership in exchange for
Preferred Units. The terms of each series of PredeUnits parallel the terms of the respective étrefl Stock as to dividends, liquidation
redemption rights.

Basis of Presentation

Our Consolidated Financial Statements are preparestccordance with U.S. Generally Accepted AccaountPrinciples (“GAAP).
Certain amounts in the December 31, 2006 ConselidBalance Sheet have been reclassified to contotime current presentation. As m
fully described in Note 9, as required by Statenwdrftinancial Accounting Standard No. 14#ctounting for the Impairment or Disposa
Long-Lived Assets,” (“SFAS No. 144"he Consolidated Balance Sheet at December 31, ®886evised from previously reported amoun
reflect in real estate and other assets held fertease properties held for sale at Septembe2@07. The Consolidated Statements of Inc
for the three and nine months ended September0®®, 2vere also revised from previously reported ammuo reflect in discontinu
operations the operations of any property solthénfirst nine months of 2007.

The Consolidated Financial Statements include ther&ing Partnership, wholly owned subsidiaries @na$e subsidiaries in which
own a majority voting interest with the ability wontrol operations of the subsidiaries and wheresubstantive participating rights
substantive kick out rights have been granted ¢ontinority interest holders. In accordance with Egimgy Issues Task Force (“EITFI$sue
No. 045, “Determining Whether a General Partner or the GéiRadners as a Group, Controls a Limited Partipgrsh Similar Entity Whe
the Limited Partners Have Certain Righta@ consolidate partnerships, joint ventures andtdignliability companies when we control
major operating and financial policies of the gnthirough majority ownership or in our capacitygeneral partner or managing membe
addition, we consolidate those entities, if anyerenwe are deemed to be the primary beneficiay wariable interest entity (as defined
Financial Accounting Standards Board (“FASB”) Imestation No. 46 (revised December 2003Johsolidation of Variable Intere
Entities” (“FIN 46(R)"™)). All significant intercomany transactions and accounts have been eliminated.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued

The accompanying unaudited financial informationttie opinion of management, contains all adjustméncluding normal recurrir
accruals) necessary for a fair presentation offimancial position, results of operations and ctisivs. We have condensed or omitted ce
notes and other information from the interim fini@hstatements presented in this Quarterly ReporFarm 10Q. These financial stateme
should be read in conjunction with our 2006 Anriraport on Form 10-K.

The preparation of financial statements in accocdamith GAAP requires management to make estimatdsassumptions that affect
amounts reported in the financial statements andrapanying notes. Actual results could differ frimse estimates.

Restricted Cash

Restricted cash represents cash deposits thaggallyl restricted or held by third parties on oahdlf. They include security deposits fi
sales contracts on residential condominiums, coostnrelated escrows, property disposition proceedsiside and designated or intende
fund future taxdeferred exchanges of qualifying real estate inments, escrows and reserves for debt service egtate taxes and prope
insurance established pursuant to certain mort§agecing arrangements, and deposits given to lenideunencumber secured properties.
Note 14 for further information regarding adjustiseimpacting cash and restricted cash and investisy flows as of and for the three anc
month periods ended March 31 and June 30, 2007ecésely.

Income Taxes

The Company has elected and expects to contingealify as a REIT under Sections 856 through 86€hefinternal Revenue Code
1986, as amended (the “CodeA. corporate REIT is a legal entity that holds reatate assets and, through the payment of divide
stockholders, is generally permitted to reduce \widhthe payment of federal and state income tatethe corporate level. To maint
qualification as a REIT, the Company is requiredliistribute to its stockholders at least 90.0%tsfannual REIT taxable income, excluc
capital gains. Aggregate dividends paid on Prete8tock exceeded REIT taxable income (excludingtalagains) in 2006, which resulted
no required dividend on Common Stock in 2006 fol'R&ualification purposes. Continued qualificatia® a REIT depends on the Company’
ability to satisfy the dividend distribution tes&tpck ownership requirements and various othelifgqpadion tests prescribed in the Code.
conduct certain business activities through a tex&&EIT subsidiary, as permitted under the Codes HEixable REIT subsidiary is subjec
federal and state income taxes on its net taxalgienme. We record provisions for income taxes, eodktent required under SFAS No. !
“Accounting for Income Taxes” (“SFAS No. 109'Dased on its income recognized for financial statg@npurposes, including the effect:
temporary differences between such income andrtieuat recognized for tax purposes. Additionallygibeing January 1, 2007, we bega
recognize and measure the effects of uncertairptesitions under FASB Interpretation No. 48 (“FIN"¥8 Accounting for Uncertainty
Income Taxes, an interpretation of SFAS No. 13%€ Impact of Newly Adopted and Issued Accountiten&ards below and Note 12
discussion of the effect of FIN 48 on our accoumfior income taxes.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued

Minority Interest

Minority interest in the accompanying Consolidatédancial Statements relates primarily to the owhigr by various individuals a
entities other than the Company of Common Unitshim Operating Partnership. In addition, minoritjenest is also recorded for the 50
interest in a consolidated affiliate, Highwoods-kirAssociates, LLC (“Markel”)the equity interest owned by a third party in asmidate:
venture formed during 2006 with Real Estate ExcleaBgrvices (“REES”)and the 7% equity interest owned by a third pantyPlazi
Residential, LLC, a consolidated joint venture fedvin February 2007 related to a residential coridioim project, as described below. As
September 30, 2007, minority interest in the OpegaPartnership consisted of approximately 4.1 iomllCommon Units, which had
aggregate market value of $148.8 million basedhern®36.67 per share closing price of the CommonkSts of such date. Minority interes
the net income of the Operating Partnership is adathby applying the weighted average percentagéomfimon Units not owned by 1
Company during the period (as a percent of thd taieber of outstanding Common Units) to the OpegaPartnershi net income aft
deducting distributions on Preferred Units. Thailieis the amount of minority interest expenseif@ome) recorded for the period. In addit
when a minority unitholder redeems a Common Unitsf@ehare of Common Stock or cash, the minoritgregt is reduced and the Company’
share in the Operating Partnership is increasedhétend of each reporting period, the Companyrdetes the amount that represents
minority unitholders’share of the net assets (at book value) of the &ipgr Partnership and compares this amount to timerity interes
balance that resulted from transactions duringpiréod involving minority interest. The Company @sts the minority interest liability to t
computed share of net assets with an offsettingsaaiient to the Company’s paid in capital.

The organizational documents of Markel requireghtity to be liquidated through the sale of itseéssipon reaching December 31, 2
As controlling partner, we have an obligation tasmthis propertypwning entity to distribute proceeds of liquidatitmthe minority intere
partner in these partially owned properties onlyhé net proceeds received by the entity from tie ef our assets warrant a distributiol
determined by the agreement. In accordance withdtb&osure provisions of SFAS No. 15@ctounting for Certain Financial Instrume
with Characteristics of both Liabilities and EquifySFAS No. 150”),we estimate the value of minority interest disttibos would have be:
approximately $16.3 million had the entity beenigated as of September 30, 2007. This estimat#iérsent value is based on estimated
party consideration realizable by the entity upohypothetical disposition of the properties andés of all other assets and liabilities. -
actual amount of any distributions to the minofitterest holder in this entity is difficult to prietl due to many factors, including the inhe
uncertainty of real estate sales. If the endityhderlying assets are worth less than the uridgrliabilities on the date of such liquidation,
would have no obligation to remit any consideratiothe minority interest holder.

In the first quarter of 2007, our taxable REIT ddizsy formed Plaza Residential, LLC with DominiBartners, LLC (“Dominion”)Plaz:
Residential was formed to develop and sell 13%deggial condominiums to be constructed above aiceotbwer being developed by us
Raleigh, NC. Dominion has a 7% equity interestlia joint venture, will perform development servides the joint venture for a marl
development fee and guarantees 40.0% of the catistnufinancing. Dominion will also receive 35.0%tbe net profits from the joint ventt
once the partners have received distributions eguileir equity plus a 12.0% return on their egjuiWe are consolidating this majority ow:
joint venture and intercompany transactions hawnl@iminated in the Consolidated Financial StatgsmeAt September 30, 2007, binding :
contracts had been executed for all of the resiglecindominiums. $3.5 million of deposits relatedhese contracts (naefundable unless \
default in our obligation to deliver the units) hbhden received and are reflected in restricted @dih a corresponding amount in ot
liabilities. We will account for the sale of thesi@ential condominiums in accordance with SFAS BB, “Accounting for Sales of Re
Estate” (“SFAS No. 66”) and will record the salelsem the related closings take place, which areaggdeo occur in late 2008 and early 2009.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued

Following is minority interest as reflected in dionsolidated Statements of Income and Consolidaédahce Sheets:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Amount shown as minority interest in continuing gi®ns(1) $ (307) $ (445) $ (3,329 % (1,276
Amount related to income from discontinued operst (15) 12¢ (75) (14%)
Amount related to gains on sales of discontinuestajons (442) (24%) (1,930 (407)
Total minority interest in net income $ (764y $ (565 $ (5,32 $ (1,82§

(1) Minority interest related to the consolidated éesitother than the Operating Partnership amouit&®.2 million and $0.1 million for tl
three months ended September 30, 2007 and 2006G&dmillion and $0.4 million for the nine monthsded September 30, 2007 .

2006.
September 30, December 31,
2007 2006

Minority interest in the Operating Partnership $ 64,10 $ 76,84¢
Minority interest in Marke 3,45¢ 2,11¢
Minority interest in REES 2,89¢ 76C
Minority interest in Plaza Residential 25€ _

Total minority interest $ 70,71¢ $ 79,72¢

Impact of Newly Adopted and Issued Accounting Stanakds
In June 2006, the FASB issued FIN 48, which we &stbps of January 1, 2007. See Note 12 for fudissussion.

In September 2006, the FASB issued SFAS No. 153ir Yalue Measurements” (“SFAS No. 1573FAS No. 157 defines fair vall
establishes a framework for measuring fair valug expands disclosures concerning fair value measemes. SFAS No. 157 becomes effec
for us on January 1, 2008. We are currently evalgahe impact SFAS No. 157 will have on our fin@hcondition and results of operations.

In November 2006, the FASB ratified EITF Issue N6-8, “Applicability of the Assessment of a BuyeKContinuing Investment unc
FASB Statement No. 66 for Sales of Condominium$THENo. 068 provided additional guidance on whether the selfe condominium ur
is required to evaluate the buygontinuing investment under SFAS No. 66 in otderecognize profit from the sale under the peragato
completion method. The EITF concluded that bothlihger’s initial and continuing investment must meet thiteda in SFAS No. 66 in ord
for condominium sale profits to be recognized urttierpercentage of completion method. Sales of @mimiums not meeting the continu
investment test must be accounted for under thesiemethod. EITF No. 08-is effective January 1, 2008. We do not expeat tie adoptic
of EITF No. 06-8 will have a material impact on dumancial position or results of operations.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - Continued

In December 2006, the FASB issued FSP EITF 00-19A2¢ounting for Registration Payment Arrangeménts, specify that th
contingent obligation to make future payments dreovise transfer consideration under a registrapagment arrangement should
separately recognized and measured in accordanite RSB Statement No. 5, “Accounting for Contingiessc’ The FSP is effecti
immediately for registration payment arrangements the financial instruments subject to those geaments that are entered into or mod
subsequent to the issuance date of this FSP aedtigé for fiscal years beginning after December2l®6 and interim periods within the
fiscal years for arrangements that were enterem pnibr to the issuance of this FSP. Our adoptibthizs FSP as of January 1, 2007 ha
impact on our financial condition or results of cgens.

In February 2007, the FASB issued SFAS No. 159.e“Fair Value Option for Financial Assets and Finantiabilities” (“SFAS No
1597), which permits all entities to choose to measurgildk items at fair value at specified electionedatSFAS No. 159 becomes effective
us on January 1, 2008. We are currently evaludtiagmpact SFAS No. 159 will have on our finandahdition and results of operations.

2. INVESTMENTS IN UNCONSOLIDATED AND OTHER AFFILIATES

We have retained equity interests ranging from %2t6 50.0% in various joint ventures with unrelatedestors. We account for ¢
unconsolidated joint ventures using the equity metbf accounting. As a result, the assets andlilieki of these joint ventures for which
use the equity method of accounting are not indugte our consolidated balance sheet.

During the third quarter of 2006, three of our joientures made distributions aggregating $17.0anibs a result of a refinancing of d
related to various properties held by the joint tuess. We received 50.0% of such distributions. @sesult of these distributions,
investment account in these joint ventures becaggative. The new debt is noeeourse; however, we and our partner have guardrtthe
debt and have contractual obligations to supperjdint ventures, which are included in the Guazaatand Other Obligations table in Note
Therefore, in accordance with SOP 78-9, “Accounfimglnvestments in Real Estate Venturesg recorded the distributions as a reductic
the investment account and included the resultegative investment balances of $7.2 million in arte payable, accrued expenses and
liabilities in the Consolidated Balance Sheet gitSmber 30, 2007.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

2. INVESTMENTS IN UNCONSOLIDATED AND OTHER AFFILIATES - Continued

A number of our joint ventures are consolidated:H8%W Harborview Plaza, LP is accounted for as arfitiag arrangement pursuan
SFAS No. 66, as described in Note 3 to the Conatitl Financial Statements in our 2006 Annual ReporfForm 10K; The Vinings &
University Center, LLC was consolidated pursuarfitd 46(R) until late 2006 upon the sale of thetues's assets and distribution of our
cash assets to our partners; and Markel, REES lazd Residential, which are discussed in Noted each consolidated.

Investments in unconsolidated affiliates as of Seyer 30, 2007 and combined summarized incomenstats for our unconsolidat
joint ventures for the three and nine months er@lgatember 30, 2007 and 2006 were as follc

Joint Venture Total Rentable
Square Feet Ownership
Location of Properties (000) Interest

Board of Trade Investment Compa Kansas City, MC 16€ 49.0(%
Dallas County Partners I, L Des Moines, IA 641 50.0(%
Dallas County Partners Il, L Des Moines, IA 278 50.0(%
Dallas County Partners Ill, L Des Moines, 1A 7 50.0(%
Fountain Thre Des Moines, 1A 78t 50.0(%
RRHWoods, LLC Des Moines, 1A 80C(1) 50.00(%
Kessinger/Hunter, LL( Kansas City, MC —@® 26.5(%
4600 Madison Associates, LL Kansas City, MC 262 12.5(%
Plaza Colonnade, LL! Kansas City, MC 29C 50.0(%
Highwoods DLF 98/29, LP Atlanta, GA; Charlotte, NC;

Greensboro, NC; Raleigh, NC;

Orlando, FL; Baltimore, ML 1,08¢ 22.81 %
Highwoods DLF 97/26 DLF 99/32, LP Atlanta, GA; Greensboro, NC;

Orlando, FL 822 42.9%
Highwoods KC Glenridge Office, L Atlanta, GA 18t 40.0(%
Highwoods KC Glenridge Land, L Atlanta, GA — 40.0(%
HIW-KC Orlando, LLC Orlando, FL 1,27¢ 40.0(%
Concourse Center Associates, LLC Greenshboro, NC 11¢ 50.00%
Total 6,71z 5

(1) Includes a 31,000 square foot office building cotiseunder development and 418 rental residentiébu

(2) This joint venture provides property managemerdsitey and brokerage services and provides certistrctionrelated services
certain Wholly Owned Properties; therefore, noable square feet is provide

(3) Total does not include -service operating properties held by consolidadétt ventures totaling 618,000 square fi
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

2. INVESTMENTS IN UNCONSOLIDATED AND OTHER AFFILIATES - Continued

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Income Statements:

Revenues $ 34,35( $ 35,96( $ 107,500 $ 103,76:

Expenses:
Operating expenst 15,84« 15,92( 46,00( 44,59
Depreciation and amortizatic 8,19¢ 7,33¢ 22,971 21,32¢
Interest expense and loan cost amortize 8,67 8,36¢ 25,66¢ 25,09«
Loss on debt extinguishment - 1,44¢ - 1,44¢
Total expenses 32,71t 33,07t 94,64: 92,46:
Income before disposition of property 1,63¢ 2,88t 12,86¢ 11,30:
Gains on disposition of property - - 20,62 -
Net income $ 1,63t $ 288t $ 33,48¢ $ 11,30:

Our share of:

Net income() $ 1,207 $ 1,34: $ 12,93( $ 5,34¢
Depreciation and amortization (real estate related) $ 3,107 $ 2,79C $ 8,851 $ 8,14
Interest expense and loan cost amortization $ 3,617 $ 3,507 $ 10,83¢ $ 10,50¢
Loss on debt extinguishment $ -3 724 $ -3 724
Gains on disposition of property $ - $ -3 7.15¢ $ -

(1) Our share of net income differs from our weightedrage ownership percentage in the joint ventunes’income due to our purch
accounting and other related adjustme

On September 27, 2004, we and an affiliate of @ra$l Inc. (“Crosland”Yormed Weston Lakeside, LLC, in which we had a %&
ownership interest. On June 29, 2005, we contrib@2.4 acres of land at an agreed upon value & 88llion to this joint venture, ai
Crosland contributed approximately $2.0 millioncash. Immediately thereafter, the joint venturéridisted approximately $1.9 million to
and we recorded a gain of $0.5 million. Croslandchagged and operated this joint venture, which caottd 332 rental residential units in tf
buildings at a total cost of approximately $33.7lioni. Crosland received 3.25% of all project costiser than land as a development fee
3.5% of the gross revenue of the joint venture anagement fees. The joint venture financed theldprreent with a $28.4 million constructi
loan guaranteed by Crosland. We provided certaireldpment services for the project and receivedeadqual to 1.0% of all project cc
excluding land. We accounted for this joint ventusing the equity method of accounting. On Febr@ary2007, the joint venture sold the
rental residential units to a third party for grggeceeds of $45.0 million. Mortgage debt in theoant of $27.1 million was paid off a
various development related costs were paid. Timt y@nture recorded a gain of $11.3 million in first quarter of 2007 related to this ¢
and we recorded $5.0 million as our proportion&t@re through equity in earnings of unconsolidatéitlades. Our share of the gain was |
than 50.0% due to Croslarsdpreferred return as the developer. We receivgdeggte net distributions of $6.2 million. Westamkkeside, LL(
has been dissolved.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

2. INVESTMENTS IN UNCONSOLIDATED AND OTHER AFFILIATES - Continued

We have a 22.81% interest in a joint venture (“DY)Rwith Schweiz-Deutschland-USA Dreilander Betgilng Objekt DLF 98/2Walkel
Fink-KG ("DLF"). We are the property manager andsieg agent of DLF § properties and receive customary managementeasihy fee
On March 12, 2007, DLF | sold five properties tthiad party for gross proceeds of $34.2 million aadorded a gain of $9.3 million relatec
this sale. We recorded $2.1 million as our propodie share of this gain through equity in earnin§sunconsolidated affiliates. (
May 21, 2007, DLF | acquired Eola Park Centre, Q080 square foot office building in Orlando, Fttj for $39.3 million. In June 2007,
joint venture obtained a $27.7 million loan secubsdEola Park Centre. Simultaneously with DI's acquisition of Eola Park Centre,
separately acquired an adjacent parcel of developtaed for $2.0 million on a wholly-owned basis.

For additional information regarding our other istreents in unconsolidated and other affiliates,dete 2 to the Consolidated Finan
Statements in our 2006 Annual Report on Form 10-K.

3. FINANCING ARRANGEMENTS

For information regarding sale transactions thatehlaeen accounted for as financing arrangementsrymaragraphs 25 through 2<
SFAS No. 66, see Note 5 herein and Note 3 to thes@mated Financial Statements in our 2006 AnfRRegort on Form 10-K.

4. INVESTMENT ACTIVITIES
Dispositions

Gains, losses and impairments on disposition obgnties, net, from dispositions not classified ssahtinued operations, consisted of
following:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Gains on disposition of land $ 225 3 2,10 $ 17,02¢ $ 5,14:
Impairments on lan - - - (74
Gains on disposition of depreciable properties 1,06¢ 874 3,34: 3,22¢
Total $ 1,28t $ 2971 $ 20,37. % 8,29t

The above gains on land and depreciable properidade deferred gain recognition from prior sabesl adjustments to prior s
transactions.

Net gains on sales of discontinued operationsphetinority interest, consisted of the following:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Gains on disposition of depreciable properties $ 7,001 $ 2,83t $ 26,847 $ 5,04t
Impairments on disposition of depreciable propsi (389 - (384 -
Allocable minority interest (442) (249 (1,930 (407)
Total $ 6,17 $ 259 $ 24,53 $ 4,63¢

See Note 9 for information on discontinued operetiand impairment of long-lived assets.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

4 . INVESTMENT ACTIVITIES - Continued

Development

We currently have under development 20 office, stdal and retail properties aggregating 2.9 millisquare feet and 139 feale
residential units. The aggregate cost of these gutigs is currently expected to total approximat®#97 million when fully leased a
completed, of which $292 million was incurred asSejptember 30, 2007. The weighted averagdgasing of such development projects
75.0% at September 30, 2007. Nine of these pr@sedggregating 1.5 million square feet and $170iamiltotal investment have be
completed and transferred to completed real esfsgets at various times prior to September 30,,20@7had not yet reached projected !
stabilized occupancy. The remaining developmenpgnties are still under construction and are inetuéh Development in Process in
Consolidated Balance Sheet.

In addition to the development projects discusseave, during the nine months ended September 3,260 100% leased build-uit
properties were completed and placed in service.tdtal investment of these two properties aggezbapproximately $30 million.

5. MORTGAGES, NOTES PAYABLE AND FINANCING OBLIGATIONS

Our consolidated mortgages and notes payable tedsi§the following at September 30, 2007 and Dy 31, 2006:

September 30, December 31,
2007 2006
Secured mortgage loans $ 669,32¢ $ 741,62¢
Unsecured loans 932,14¢ 723,50(
Total $ 1,601,47. $ 1,465,122

As of September 30, 2007, our outstanding mortgagdsotes payable were secured by real estatts agie an aggregate undepreci:
book value of approximately $1.0 billion.

Our $450.0 million unsecured revolving credit fagilis initially scheduled to mature on May 1, 2008ssuming no default exists,
have an option to extend the maturity date by aubtianal year and, at any time prior to May 1, 80fhay request increases in the borro\
availability under the credit facility by up to aaditional $50 million. The interest rate is LIBQfus 80 basis points and the annual
facility fee is 20 basis points. The revolving dtddcility had $256.4 million of availability asf dovember 1, 2007.

Our revolving credit facility and the indenture thgoverns the Operating Partnerskigutstanding notes require us to comply
customary operating covenants and various finaranidl operating ratios. We and the Operating Pattigrare each currently in complia
with all such requirements.

On March 22, 2007, the Operating Partnership sdzDdmillion aggregate principal amount of 5.85% é&éotlue March 15, 2017, net
original issue discount of $1.2 million. We used ttet proceeds from the sale of the notes to rbpapwings outstanding under an unsec
non-revolving credit facility that was obtained #&amuary 31, 2007 (which was subsequently termihated under the revolving credit facility.
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5.

obtained by REES, a consolidated joint venture [$ee 1). Subsequently, on July 17, 2007, REESimbtican additional $13.7 million, three-

HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

MORTGAGES, NOTES PAYABLE AND FINANCING OBLIGATIONS - Continued

On June 5, 2007, two thregear secured construction loans totaling $24.7ionillith interest at 175 basis points over LIBORre

year secured construction loan with interest at B&&s points over LIBOR. At September 30, 2007,.$illion had been borrowed un
these three loans and is included in mortgagesates payable.

Financing Obligations

Our financing obligations consisted of the follogiiat September 30, 2007 and December 31, 2006:

September 30, December 31,
2007 2006
SF-HIW Harborview, LP financing obligatiam) $ 16,43( $ 16,15’
Tax increment financing obligatic2) 17,39¢ 18,30¢
Capitalized ground lease obligati@n 1,094 1,06¢
Total $ 34,91¢ $ 35,53(

1)
(2)

3)

See Note 3 to the Consolidated Financial Statemientair 2006 Annual Report on Form ¥Ofor further discussion of this financi
obligation.

In connection with tax increment financing for constion of a public garage related to an officéding constructed by us in 2000, we
obligated to pay fixed special assessments ovel-gear period. The net present value of these asse¢spdiscounted at 6.93% at
inception of the obligation, which represents thiefiest rate on the underlying bond financing,hisven as a financing obligation in 1
Consolidated Balance Sheet. We also receive spasiabvenues and property tax rebates recordadearest and other income, which
intended, but not guaranteed, to provide fundsaiothe special assessmel

Represents a capitalized lease obligation to theoleof land on which we are constructing a nedding. We are obligated to make fiy
payments to the lessor through October 2022 ante#se provides for fixed price purchase optionhéninth and tenth years of the le
We intend to exercise the purchase option in otdegrevent an economic penalty related to convetirgbuilding to the lessor at -
expiration of the lease. The net present valudefiked rental payments and purchase option thrdhg ninth year was calculated usit
discount rate of 7.1%. The assets and liabilitieden the capital lease are recorded at the lowehefpresent value of minimum le
payments or the fair value. The liability accreté@sh month for the difference between the inteston the financing obligation and
fixed payments. The accretion will continue urtiié fiability equals the purchase option of the lanthe ninth year of the leas
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

6. EMPLOYEE BENEFIT PLANS

Compensation Programs

During the nine months ended September 30, 200722866, we recognized approximately $3.9 million &2d9 million, respectively, |
stock-based compensation expense. As of Septerib2087, there was $12.1 million of total unrecagudi stockbased compensation co
which will be recognized over a weighted averageaiaing contractual term of 2.1 years.

For additional information regarding our compermafrograms, see Note 6 to the Consolidated FinhBtatements in our 2006 Ann
Report on Form 10-K.

Deferred Compensation

We have a deferred compensation plan pursuant ichvéach executive officer and director can eleadfer a portion of their base sa
and/or annual noerquity incentive payment (or director fees) foraatment in various unrelated mutual funds, whidjregated $6.9 million
September 30, 2007 and are included in prepaidresgseand other assets. Such deferred compensatapénsed in the period earned by
officers and directors. Deferred amounts ultimatehyyable to the officers and directors are basedhenvalue of the related mutual ft
investments (recorded in prepaid expenses and affsasts). Accordingly, changes in the value ofntlaeketable mutual fund investments
recorded in other income and the correspondingetiffgy changes in the deferred compensation ltgbdire recorded in general ¢
administration expense. As a result, there is fiecebn our net income subsequent to the time timepensation is deferred and fully func
Prior to January 1, 2006, executive officers anmdalors also could elect to defer cash compensétiomvestment in units of phantom stc
which are not recorded as assets in our finanta&ments. At the end of each calendar quartergaagutive officer and director who defer
compensation into phantom stock was credited wiitswof phantom stock at a 15.0% discount. Dividead the phantom units are assume
be issued in additional units of phantom stock &6#% discount. If an officer that deferred conmgagion under this plan leaves our em,
voluntarily or for cause within two years after thied of the year in which such officer deferred pemsation for units of phantom stock,
minimum, the 15.0% discount and any deemed dividearé forfeited. Over the twyear vesting period, we record additional compeéos
expense equal to the 15.0% discount, the accruédedids and any changes in the market value of Gammatock from the date of the defer
For the nine months ended September 30, 2007, fteet ®f the reduction in the trading value of CoonmStock as reflected on the NY
offset the expense related to the discount andiadadividends, resulting in no net expense fofTiiese expenses aggregated $1.2 millio
the nine months ended September 30, 2006. Cashgmayrfirom the plan for the nine months ended Sdmer®0, 2007 and 2006 were ¢
million and $0.4 million, respectively. Transferade from the phantom stock investment to otherstments in the deferred compense
plan for the nine months ended September 30, 20&2 $1.5 million. At September 30, 2007, the tdietility for deferred compensati
aggregated $8.9 million and is recorded in accopaysble, accrued expenses and other liabilities.

401(k) Savings Plan

We have a 401(k) savings plan covering substaptlllemployees who meet certain age and employeréetia. We contribute amoul
for each participant at a rate of 75% of the em@ddy contribution (up to 6% of each employesalary). During the nine months en
September 30, 2007 and 2006, we contributed $ll@mand $0.9 million, respectively, to the 4018dvings plan. Administrative expense
the plan are paid by us.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

6. EMPLOYEE BENEFIT PLANS - Continued

Employee Stock Purchase Plan

We have an Employee Stock Purchase Plan for alleaetnployees under which employees can elect mériboite up to 25.0% of the
base and annual non-equity incentive compensatiothe purchase of Common Stock. At the end of ehokemonth offering period, tt
contributions in each participant's account balamdgch includes accrued dividends, are applieddguire shares of Common Stock at a
that is calculated at 85.0% of the lower of therage closing price on the New York Stock Exchang¢he five consecutive days precedinc
first day of the quarter or the five days precedihg last day of the quarter. The Operating Pastiprissues one Common Unit to u
exchange for the price paid for each share of Com®&twck. In the nine months ended September 3(,,206 issued 15,711 shares
Common Stock under the Employee Stock Purchase Prandiscount on newly issued shares is expengads tas additional compensal
and aggregated $0.09 million in the nine monthsedriseptember 30, 2007.

7. DERIVATIVE FINANCIAL INSTRUMENTS

Accumulated Other Comprehensive Loss (“AOChkf) September 30, 2007 and December 31, 2006 wasndillion and $1.5 millior
respectively, and consisted of deferred gains asskls from past cash flow hedging instruments whiehbeing recognized as interest exp
over the terms of the related debt (see Note 8).eWfect that the portion of the cumulative losorded in AOCL at September 30, 2
associated with these derivative instruments, whithbe recognized as interest expense withinrteet 12 months, will be approximately $
million.

8. OTHER COMPREHENSIVE INCOME
Other comprehensive income represents net incone the changes in certain amounts deferred in adleted other comprehens

income/(loss) related to hedging activities noteed in the Consolidated Statements of Income démponents of other comprehen
income are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Net income $ 13,44 $ 8,90¢ $ 75,287 $ 29,32¢
Other comprehensive incorr
Amortization of hedging gains and losses includedther comprehensive inco 14€ 177 431 531
Total other comprehensive income 14€ 177 431 531
Total comprehensive income $ 1358t $ 9,08¢ $ 75,71¢ $ 29,85¢
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

9. DISCONTINUED OPERATIONS AND THE IMPAIRMENT OF LONG-LIVED ASSETS

As part of our business strategy, we from timeiteetselectively dispose of nawre properties in order to use the net proceet
investments, for repayment of debt and/or retiremoéPreferred Stock, or other purposes. The thblew sets forth the net operating resul
those assets classified as discontinued operaitioaar Consolidated Financial Statements. Thesetagdassified as discontinued operat
comprise 3.8 million square feet of office and isttial properties and 173 rental residential us@kl during 2006 and the nine months e1
September 30, 2007. These Idivgd assets relate to disposal activities thatewmitiated subsequent to the effective date of S®b. 144, ¢
that met certain stipulations prescribed by SFAS Nit. The operations of these assets have bekssdied from our ongoing operations
discontinued operations, and we will not have dggiicant continuing involvement in the operaticaféer the disposal transactions:

Rental and other revenues
Operating expenses:
Rental property and other expen
Depreciation and amortizatic
Impairment of assets held for L
General and administrative
Total operating expenses
Interest expense
Other income

Income/(loss) before minority interest in the Operéing Partnership and
gains on sales of discontinued operations
Minority interest in discontinued operations

Income/(loss) from discontinued operations, net ahinority interest in
the Operating Partnership
Net gains on sales of discontinued operations
Minority interest in discontinued operations

Net gains on sales of discontinued operations, neft minority interest in
the Operating Partnership

Net income from discontinued operations before rekesse of FASB FIN 48
tax liability
Release of FASB FIN 48 tax liability

Total discontinued operations

Three Months Ended

September 30,

Nine Months Ended
September 30,

The net book value of properties classified as atisoued operations that were sold

September 30, 2007 aggregate $255.5 million.

2007 2006 2007 2006
69 $ 445 $ 2951 $ 13,307
334 1,83¢ 1,22¢ 5,031
147 1,10¢ 682 3,65¢

- 2,60( - 2,60(
- 75 - 75
481 5,622 1,907 11,36:
- 277 - 482
2 18 12 67
22C (1,427%) 1,05¢ 1,531
(15) 123 (75) (145)
20& (1,309 981 1,38¢
6,617 2,83¢ 26,46 5,04¢
(442) (243 (1,930 (407
6,17¢ 2,59t 24,53 4,63¢
6,38( 1,291 25,51« 6,02
1,477 - 1,477 -
785 $ 1291 $ 26,98 $ 6,02¢
during 2006 #m& nine months end

SFAS No. 144 also requires that a Idivegd asset classified as held for sale be measairdéite lower of the carrying value or fair ve
less cost to sell. During the nine months endedeBaper 30, 2007, we recorded an impairment log0ef million related to one property s¢
During the nine months ended September 30, 20@6e thvere no properties held for sale which hadreyicy value that was greater than
value less cost to sell; therefore, no impairmess|was recognized in the Consolidated Statemdniiscome for the nine months enc

September 30, 2006.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

9. DISCONTINUED OPERATIONS AND THE IMPAIRMENT OF LONG-LIVED ASSETS- Continued

SFAS No. 144 also requires that if indicators op&inment exist, the carrying value of a loinged asset classified as held for use
compared to the sum of its estimated undiscountedd cash flows. If the carrying value is gredtem the sum of its undiscounted future
flows, an impairment loss should be recognizedtiier excess of the carrying amount of the asset iwesstimated fair value. For the n
months ended September 30, 2007 and 2006, a landl @ad a property, respectively, had indicatdrsnpairment where the carrying va
exceeded the sum of estimated undiscounted fuasie lows. Therefore, impairment losses of $0.8ioniland $2.6 million were recorded
the nine months ended September 30, 2007 and g8 ctively.

The following table includes the major classessseds and liabilities of the properties classifischeld for sale as of September 30, :
and December 31, 2006:

September 30, December 31,
2007 2006
Land $ - $ 3,46:
Land held for developme! 3,15: 15,45
Buildings and tenant improvemet - 21,94¢
Accumulated depreciation - (6,829)
Net real estate ass¢ 3,15: 34,03¢
Deferred leasing costs, r - 43t
Accrued straight line rents receival - 727
Prepaid expenses and other 47 24¢
Total assets $ 3,20C $ 35,44¢
Tenant security deposits, deferred rents and adarostg1) $ 107 $ 52E

(1) Included in accounts payable, accrued expensesthed liabilities.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

10. EARNINGS PER SHARE

The following table sets forth the computation asiz and diluted earnings per share:

Basic income per share:
Numerator:
Income from continuing operatiol
Preferred Stock dividenc
Excess of Preferred Stock redemption costs oveyiogrvalue
Income from continuing operations available for coom
stockholder:
Income from discontinued operations

Net income available for common stockholders

Denominator:

Denominator for basic earnings per share — weigatedage
sharesq)

Basic earnings per shal
Income from continuing operatiol
Income from discontinued operations

Net income

Diluted income per share:
Numerator:
Income from continuing operatiol
Preferred Stock dividenc
Excess of Preferred Stock redemption costs oveyiogrvalue
Minority interest in the Operating Partnership
Income from continuing operations available for coom
stockholder:

Income from discontinued operatic

Minority interest in the Operating Partnership iscdntinued
operations
Income from discontinued operations

Net income available for common stockholders

Denominator:

Denominator for basic earnings per share — adjuseghted
average share)

Add:
Employee and director stock options and warr
Common Units
Unvested restricted stock
Denominator for diluted earnings per share — adflisteighted
average shares and assumed conver(2)
Diluted earnings per shat
Income from continuing operatiol
Income from discontinued operations

Net income

Three Months Ended
September 30,

Nine Months Ended

September 30,

2007 2006 2007 2006
$ 5587 $ 761t $ 4830 $ 23,30
(2,680) (4,119 (10,63¢) (12,95()
(842) - (2,285 (1,809)
2,06t 3,50¢ 35,37¢ 8,551
7,85: 1,291 26,98’ 6,02¢
$ 9916 $ 479 $ 62,36 $ 1457
56,62t 54,47 56,37¢ 54,06¢
$ 0.0/ $ 0.07 $ 0.6: $ 0.1€
0.1¢ 0.0z 0.4¢ 0.11
$ 0.1¢ $ 0.0¢ $ 1.11 $ 0.27
$ 5587 $ 761t $ 4830 $ 23,30«
(2,680) (4,119 (10,63¢) (12,95()
(842) - (2,285) (1,809)
137 32¢ 2,80¢ 83C
2,20: 3,831 38,18: 9,381
7,85: 1,291 26,98’ 6,02
457 12¢ 2,00¢ 552
8,31( 1,411 28,99; 6,57¢
$ 1051: $ 524 $ 67,17« $ 15095
56,62¢ 54,47( 56,37¢ 54,06¢
494 1,59: 744 1,33¢
4,061 5,171 4,23¢ 5,28(
217 224 257 102
61,39¢ 61,45 61,61 60,78¢
$ 0.0/ $ 0.07 $ 06: $ 0.1%
0.1¢ 0.0z 0.47 0.11
$ 017 $ 0.0¢ $ 1.0¢ $ 0.2¢




HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

10. EARNINGS PER SHARE - Continued
(1) Weighted average shares exclude shares of unvestgitted stock pursuant SFAS No. 128“Earnings per Shar”

(2) Options and warrants aggregating approximatelyn@ilon shares were outstanding during the threentim® ended September 30, 2(
and 0.1 million and 0.08 million shares were outdtag during the nine months ended September 317 28d 2006, respectively, but w
not included in the computation of diluted earnipgs share because the exercise prices of thengptiod warrants were higher than
average market price of Common Stock during thesmgs. The amount of shares reported for the timeeths ended September 30, z
that would have been ardilutive due to the option or warrant exercise @riieing less than the average stock price for #nog wa
immaterial.

11. COMMITMENTS AND CONTINGENCIES
Concentration of Credit Risk

We maintain cash and cash equivalent investmerdsrestricted cash at financial institutions. Thenbined account balances at €
institution typically exceed FDIC insurance covexaand, as a result, there is a concentration dafitcrisk related to amounts on deposi
excess of FDIC insurance coverage.
Land Leases

Certain properties in our wholly owned portfoliceasubject to land leases expiring through 2082 t&grayments on these leases
adjusted annually based on either the consumee praex (CPI) or on a pre-determined schedule. Uaases subject to increases under a pre
determined schedule are accounted for under th@itiine method. Total expense recorded for land leases $1.0 million for each of t
nine months ended September 30, 2007 and 2006.

For one property owned at September 30, 2007, we L& option to purchase the leased land in thid ffear of the lease term &
purchase price of $1.1 million, which increases@%ually beginning in year three through the fifitbeyear of the lease.

As of September 30, 2007, our payment obligatiarsfiliture minimum payments on operating leases d¢wimclude scheduled fix
increases, but exclude increases based on CPl)asdtdlows:

Remainder of 200 $ 26¢
2008 1,07
2009 1,11¢
2010 1,13¢
2011 1,15¢
Thereafter 45,54:

$ 50,20

Environmental Matters

Substantially all of our irservice properties have been subjected to Phasédrbamental assessments (and, in certain instaftesse
environmental assessments). Such assessments apdaies have not revealed, nor is management afaaay environmental liability th
management believes would have a material advéfieset en the accompanying Consolidated Financiatedhents.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

COMMITMENTS AND CONTINGENCIES - Continued

Guarantees and Other Obligations

The following is a tabular presentation and relatisd¢ussion of various guarantees and other odigais of September 30, 2007:

Amount Date
Type of Recorded/ Guarantee
Entity or Transaction Guarantee or Other Obligation Deferred Expires
Des Moines Joint Venture),(s) Debt $ — 11/2015
RRHWoods, LLC(2),(6) Indirect Debi(s) $ 403 8/2010
Plaza Colonnad(2),(7) Indirect Debi(s) $ 37 12/2009
Eastshore (Capital On¢3),(8) Rent4) $ 74E 11/2007
Industrial(3),(9) Environmental costg) $ 12¢& Until
Remediater
Highwoods DLF 97/26 DLF 99/32, L(2),(10) Rent(4) $ 41¢ 6/2008
RRHWoods, LLC and Dallas County Partn(2),(11) Indirect Debi(4) $ 49 6/2014
RRHWoods, LLC2),(13) Indirect Debi(4) $ 28 11/2009
HIW-KC Orlando, LLC(3),(12) Rent() $ 347 4/2011
HIW-KC Orlando, LLC(3),(12) Leasing Cost $ 29¢€ Until Paid
Capitalized Lease Obligatioi(14) Debt $ 36¢ Various
Brickstone(2),(15) Debt $ — 5/2017
(1) Represents guarantees entered into prior to theadat, 2003 effective date of FASB Interpretatidm. 45, “Guarantos Accounting an

)
3)

(4)

(5)

Disclosure Requirements for Guarantees, Includirdiréct Guarantees of Indebtedness of Others” (“#8R) for initial recognition an
measuremen

Represents guarantees that fall under the ing@gnition and measurement requirements of FIM

Represents guarantees that are excluded from ithealae accounting and disclosure provisions dff Bb because the existence of ¢
guarantees prevents sale treatment and/or thenitioogof profit from the sale transactic

The maximum potential amount of future paymentsldged for these guarantees assumes we pay thenommaxpossible liability under tl
guaranty with no offsets or reductions. With resgeche rent guarantee, if the space is leasedassame the existing tenant defaul
September 30, 2007 and the space remains unldasedh the remainder of the guaranty term. If {h&ce is vacant, we assume the s
remains vacant through the expiration of the gusre®ince it is assumed that no new tenant willupgcthe space, lease commission
applicable, are exclude

We have guaranteed certain loans in connectiontivétDes Moines joint ventures. The maximum po&@imount of future payments t
we could be required to make under the guaranse®8.6 million at September 30, 2007. This amoalattes to housing revenue bonds
require credit enhancements in addition to the estdte mortgages. The bonds bear a floating Bitea¢e, which at September 30, 2
averaged 3.77%, and mature in 2015. If the joimtwes are unable to repay the outstanding balander these housing revenue bo
we will be required to repay our maximum exposundar these loans. Recourse provisions exist thethlerus to recover some or al
such payments from the joint ventur@s'sets. The joint venture currently generatesdeffi cash flow to cover the debt service reqt
by the loan
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(6)

(7)

(8)

(9)

HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

COMMITMENTS AND CONTINGENCIES - Continued

In connection with the RRHWoods, LLC joint venturee guaranteed $3.1 million relating to a letterc#dit and corresponding ma:
lease, which expires in August 2010. The guararggaires us to pay under a contingent master liéakse cash flows from the buildil
securing the letter of credit do not cover at |é&#¥¥ of the minimum debt service. The letter ofddralong with the building secure 1
industrial revenue bonds used to finance the ptpp&hese bonds mature in 2015. Recourse provisais such that we could reco
some or all of the payments made under the lettecredit guarantee from the joint ventwseassets. For the nine months el
September 30, 2007, we have made master lease pyofe$0.1 million. At September 30, 2007, we reed a $0.4 million deferr
charge included in other assets and liabilitiesoan Consolidated Balance Sheet with respect togharantee. Our maximum poten
exposure under this guarantee was $3.1 milliorepteSnber 30, 200°

The Plaza Colonnade, LLC joint venture has a $3b0aminon+ecourse mortgage that bears a fixed interestofaie’ %, requires month
principal and interest payments and matures onaigr8l, 2017. We and our joint venture partner hgigaed a contingent master le
limited to 30,772 square feet, which expires in &aber 2009. Our maximum exposure under this madsteme was $1.0 million
September 30, 2007. However, the current occupkavey of the building is sufficient to cover allldteservice requirement

As more fully described in Note 3 to the ConsokdaFinancial Statements in our 2006 Annual ReporEorm 10K, in connection wit
the sale of three office buildings to a third paity2002 (the “Eastshore” transaction), we agreedjuarantee rent shortfalls and
tenanting costs for a fivgear period from the date of sale (through Novem®@07). Our maximum exposure to loss under 1
agreements as of September 30, 2007 was $0.7 millioese three buildings were leased to a singlente Capital One Services, Inc
subsidiary of Capital One Financial Services, Inmder leases that expire from May 2006 to March020This transaction had be
accounted for as a financing transaction and wesrded as a completed sale transaction in the thiedter of 2005 when the maxim
exposure to loss under these guarantees becantbdesthe related deferred gain; gain is now be@wggnized as the maximum expo:
under the guarantees is reduc

In December 2003, we sold 1.9 million square fdenhdustrial property. As part of the sale, we agre¢o indemnify and hold the bu
harmless with respect to environmental concerngherproperty of up to $0.1 million. As a result, Bnillion of the gain was deferred
the time of sale and will remain deferred until #revironmental concerns are remedia

(20)In the Highwoods DLF 97/26 DLF 99/32, LP joint verd, a single tenant currently leases an entirlgibgi under a lease schedulet

expire on June 30, 2008. The tenant also lease® spaother buildings owned by us. In conjunctioithvan overall restructuring of t
tenants leases with us and with this joint venture, weead to certain changes to the lease with the janture in September 2003. -
modifications included allowing the tenant to vactte premises on January 1, 2006, reducing theoldigation by 50.0% and convert|
the “net” lease to a “full servicdéase with the tenant liable for 50.0% of thesdsasthat time. In turn, we agreed to compendadain
venture for any economic losses incurred as atre$uhese lease modifications. As of Septembe280y7, we have approximately $
million in other liabilities and $0.4 million asdeferred charge in other assets recorded on ousdlidated Balance Sheet to accoun
the lease guarantee. However, should new tenaetgppahe vacated space prior to the end of theagee period, in June 2008,

liability under the guarantee would diminish. Ouaximum potential amount of future payments witharelgto this guarantee as
September 30, 2007 was $0.3 million. No recourseipions exist to enable us to recover any amopaid to the joint venture under t
lease guarante

(11)RRHWoods, LLC and Dallas County Partners finandeel ¢onstruction of two buildings with a $7.4 mitlidenyear loan. As ¢

inducement to make the loan at a 6.3% ltewgn rate, we and our partner agreed to mastee kb&svacant space and each guarantee:
million of the debt with limited recourse. As leagiimproves, the guarantee obligations under tlam lagreement diminish. As
September 30, 2007, no master lease payments lgrerbade. We currently have recorded $0.05 miliionther liabilities and $0.(
million as a deferred charge included in other ®ss@ its Consolidated Balance Sheet with respecdhis guarantee. The maxim
potential amount of future payments that we cowddnuired to make based on the current leasdsde pras approximately $2.0 milli
as of September 30, 2007. The likelihood of usmayin our $0.8 million guarantee is remote sineejdint venture currently satisfies
minimum debt coverage ratio and should we haveatoqur portion of the guarantee, we would be attitb recover the $0.8 million frc
other joint venture asse
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

11. COMMITMENTS AND CONTINGENCIES - Continued

(12)As more fully described in Note 2 to the ConsokdhFinancial Statements in our 2006 Annual Reporform 10K, in connection wit
the formation of HIWKC Orlando, LLC, we agreed to guarantee rent tojoie venture for 3,248 rentable square feet comoimgy ir
August 2004 and expiring in April 2011. The maximpotential amount of future payments with regarthie guarantee is $0.3 million
of September 30, 2007. Additionally, we agreeduargntee the initial leasing costs, originally mstied at $4.1 million, for approximat
11% of the total square feet of the property owbgdhe joint venture. We have paid approximately0O$Omillion in 2007 under th
guarantee, and approximately $0.3 million is estétdo remain under the guarantee at Septemb&080.,

(13)In connection with the RRHWoods, LLC joint ventunee and our partner each guaranteed $3.0 milliamd¢ombination of two banks. T
guarantee expires in November 2009 and can be esheat the joint venturg’option, through November 2011. The bank provaléste
of credit securing industrial revenue bonds, whitddture in November 2015. The joint ventgra@idustrial building secures the bonds.
would be required to perform under the guaranterilshthe joint venture be unable to repay the bokds have recourse provisions
recover from the joint venturg’assets. The property collateralizing the bondseigges sufficient cash flow to cover the debt ise
required by the bond financing. In addition to thieect guarantee, we are committed to a mastee 0% of the debt service should
cash flow from the property not be able to paydbbt service of the bonds. As a result of this erdstse, we have recorded $0.03 mi
in other liabilities and as a deferred charge hreotissets on our Consolidated Balance Sheet &rSlegr 30, 2007

(14)Represents capitalized lease obligations of $0lHomirelated to office equipment, which is inclubliem accounts payable, accrued expe
and other liabilities on our Consolidated Balanbe& at September 30, 20!

(15)In 2006, RRHWoods, LLC completed construction ofodfice building with a loan by our joint venturamner. In February 2007, the jc
venture borrowed $4.1 million. The loan is n@tourse; however, since the building was only &bl€ased at the time the loan closed
lender required a $1.5 million letter of creditaaklitional collateral. At September 30, 2007, thiding was 60% leased. Our joint vent
partner agreed to provide the letter of credit aechave in turn agreed to reimburse our partneb®0%. We would be required to pay
our guarantee should the joint venture be unableepay the outstanding loan balance. However, d¢ive yenture currently genera
sufficient cash flow to cover the debt service iegpiby the loan. As a result, no liability was oesed for the letter of credit guarante:
of September 30, 200

Litigation, Claims and Assessments

We are from time to time a party to a variety afdeproceedings, claims and assessments arisitige inrdinary course of our busine
We regularly assess the liabilities and contingemai connection with these matters based on tastlaformation available. For those mai
where it is probable that we have incurred or imidlur a loss and the loss or range of loss careagonably estimated, reserves are recorc
the Consolidated Financial Statements. In othéaites, because of the uncertainties related tothetprobable outcome and amount or r.
of loss, a reasonable estimate of liability, if acgnnot be made. Based on the current expectewroet of such matters, none of tr
proceedings, claims or assessments is expecteeoedhmaterial adverse effect on our businesspdinhcondition or results of operations.

In 2006 and March 2007, we received assessmentstdte excise taxes and related interest amoutdirgpproximately $5.5 millio
related to periods 2002 through 2005. In the foguhrter of 2006, approximately $0.5 million wasraed and charged to operating expe
in anticipation of a probable settlement of thelsénmts. We received an executed settlement agreerakating to these claims in October 2(
which resulted in no change to the amount previoastrued. Legal fees related to this matter weminal and were charged to opera
expenses as incurred in 2006 and 2007.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

12 INCOME TAXES

Our Consolidated Financial Statements include djmers of our taxable REIT subsidiary, which is mttitled to the dividends pe
deduction and is subject to corporate, state aodl lmcome taxes. As a REIT, we may also be sultfeckertain federal excise taxes if
engage in certain types of transactions.

Other than the liability for an uncertain tax pmsitand related accrued interest under FIN 48 dised below, no provision has been n
for federal and state income taxes for the REITimduthe three month periods ended September 3@, 260 2006 because the Comg
gualifies as a REIT under the Code. The taxableTRétibsidiary has operated at a cumulative taxaide through September 30, 200
approximately $11.4 million and has paid no incoraees since its formation. In addition to the $million deferred tax asset for the
cumulative tax loss carryforwards, the taxable RElibsidiary also had net deferred tax liabilitiésapproximately $1.8 million compris
primarily of tax versus book basis differences éntain investments and depreciable assets heltiédbyakable REIT subsidiary. Because
future tax benefit of all of the cumulative lossesiot assured, the approximate $3.3 million né¢rmled tax asset position of the taxable F
subsidiary has been fully reserved as managemess dot believe that it is more likely than not thia¢ net deferred tax asset will
recognized. Accordingly, no tax benefit has bearogeized in the accompanying Consolidated Finarfsfatements. The tax benefit of
cumulative losses could be recognized for financéglorting purposes in future periods to the exthettaxable REIT subsidiary gener:
sufficient taxable income.

In June 2006, the FASB issued FIN 48, which clesifthe accounting for uncertainty in income tax@&gnized in an enterprise’
financial statements in accordance with SFAS N@. 1BIN 48 prescribes a comprehensive model for rdgognition, measureme
presentation and disclosure in our financial statet for uncertain tax positions taken or expettetle taken in an income tax return.
adopted FIN 48 effective January 1, 2007.

In connection with the adoption of FIN 48, on Jaiyu 2007, we recorded a $1.4 million liabilityhieh included $0.2 million of accru
interest, for an uncertain tax position, with tleéated expense reflected as a reduction to thenbiggj balance of distributions in excess ol
earnings. This liability was included in accounéyable, accrued expenses and other liabilitiesinguhe third quarter of 2007, the liability
the uncertain tax position was released, and increnegnized, upon the expiration of the applicedibtute of limitations. In addition, t
liability of $0.05 million of interest that was aced in 2007 relating to this liability was alsdesed.

We are subject to federal, state and local incarekaminations by tax authorities for 2004 thro2gb6.

27



HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per sfre data)

13. SEGMENT INFORMATION

Our principal business is the acquisition, develeptrand operation of rental real estate propertds.operate in four segments: off
industrial, retail and residential properties. Eaelgment has different customers and economic diegistics as to rental rates and terms,
per square foot of buildings, the purposes for Whiastomers use the space, the degree of maintersat customer support required
customer dependency on different economic drivearsyng others. There are no material inter-segnmansgactions.

The accounting policies of the segments are theesasthose described in Note 1 included hereirthEgrall operations are within 1
United States and, at September 30, 2007, no tefidme Wholly Owned Properties comprised more &% of our consolidated revenues.

The following table summarizes the rental incomet, operating income and assets for each reporssgment for the three and r
months ended September 30, 2007 and 2006:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006

Rental and other revenues: (1)

Office segmen $ 90,96¢ $ 85,36. $ 268,54. $ 251,92t

Industrial segmer 7,601 7,457 22,63t 22,05¢

Retail segmer 11,28( 10,27: 33,27( 30,95¢

Residential segment 31¢ 30¢ 93¢ 91€
Total rental and other revenues $ 110,16t $ 103,39' $ 325,38 $ 305,85:
Net operating income: (1)

Office segmen $ 56,64 $ 51,84. $ 168,16: $ 156,56¢

Industrial segmer 5,82¢ 5,60: 17,26: 16,787

Retail segmer 7,57¢ 6,91¢ 22,04: 20,57¢

Residential segment 16C 13¢ 38€ 40€
Total net operating income 70,20¢ 64,50( 207,85: 194,34:
Reconciliation to income before disposition of proerty,

insurance gain, minority interest and equity in eanings of

unconsolidated affiliates:

Depreciation and amortizatic (32,517 (28,16¢) (92,279 (84,000

Impairment of assets held for v (789) - (789) -

General and administrative expel (9,649 (8,54¢) (31,42%) (26,29¢)

Interest expens (25,325 (25,21¢) (74,279 (76,92¢)

Interest and other incon 1,471 1,17¢ 5,10¢ 4,287

Loss on debt extinguishments - - - (467)
Income before disposition of property, insurance gainority interest

and equity in earnings of unconsolidated affilic $ 339%¢ % 3,74 $ 1419 $ 10,93

September 30, December 31,
2007 2006

Total Assets: (2)

Office segmen $ 2,284,65 $ 2,218,70!

Industrial segmer 233,90 230,10:

Retail segmer 244,34t 247,88

Rental residential segme 22,83¢ 21,93

Corporate and other 121,18: 126,22!
Total Assets $ 2,906,92. $ 2,844,85:

(1) Net of discontinued operatior
(2) Real estate and other assets held for sale aredgatlin this table according to the segment t
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(tabular dollar amounts in thousands, except per siire data)

14 OTHER EVENTS

Gain on Property Insurance Settlement

In the fourth quarter of 2005, one of our officeperties located in southeastern Florida sustaitasdage in a hurricane. The dam:
were fully insured except for a $341,000 deductilathich was expensed in the fourth quarter of 20UB.did not incur any significant loss
rental income as a result of the damages. In 28@6received $2.4 million from the insurance compasyadvances on the final settlem
these amounts were primarily for clean up costscamthin repairs. We are in the process of commpidinal permanent repairs. During the
quarter of 2007, the insurance company paid ugdditianal $4.9 million upon finalization of the @ We recorded a $4.1 million gain un
FASB Interpretation No. 30, “Accounting for Involiamy Conversion of Non-Monetary Assets to Monetasgets” in the first quarter of 2007.

Preferred Stock Transactions

On May 29, 2007, we redeemed 1.6 million of ourstariding Series B Preferred Shares, aggregatind $ddlion plus accrued a
unpaid dividends. In connection with this redemmptithe $1.4 million excess of the redemption cograhe net carrying amount of -
redeemed shares was recorded as a reduction itccoate available for common shareholders in thesgguarter of 2007.

On August 6, 2007, we repurchased and retired 82¢0®ur outstanding Series A Preferred Sharesafoaggregate purchase pric
$22.3 million. In connection with this repurchatfee $0.8 million excess of the purchase cost dvemiet carrying amount of the repurch
shares was recorded as a reduction to net incoaikable for common shareholders in the third quarte007.

Misstatement of Restricted Cash

Subsequent to the issuance of the interim finarstalements for the period ended June 30, 2007 ageament determined that c
disposition proceeds that are set aside and desdjrma intended to fund future taleferred exchanges of qualifying real estate imaeat:
should have been presented as restricted cash thtreas cash and cash equivalents, as previogptyted. As a result of this misstatem
we intend to restate our interim Consolidated BedaBheets as of March 31, 2007 and June 30, 2@Dtharrelated Consolidated Statemen
Cash Flows for the three months ended March 317 20@ the six months ended June 30, 2007 as miyesét forth in the table below. T
restatement will not impact our Consolidated Stateis of Income in any period, nor will it impacethnnual financial statements.
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14 . OTHER EVENTS - Continued

Pre\'/Aigust

Reported Adjustment As Restated
As of March 31, 2007:
Cash and cash equivalel $ 17,00 $ (16,07) $ 927
Restricted cas $ 1,692 $ 16,077 $ 17,76¢
Three months ended March 31, 2007:
Changes in restricted cash and other investingities $ 49t $ (16,07) $ (15,58
Net cash provided by/(used in) investing activi $ 11,147 $ (16,07) $ (4,930
Net increase/(decrease) in cash and cash equis $ 314 $ (16,07) $ 15,76
Cash and cash equivalents at end of pe $ 17,00 $ (16,07) $ 927
As of June 30, 2007:
Cash and cash equivalel $ 16,83¢ $ (14,239 $ 2,60(
Restricted cas $ 3,780 $ 14,23¢ $ 18,01¢
Six months ended June 30, 2007:
Changes in restricted cash and other investingitiet $ (1,410 $ (14,239 $ (15,659
Net cash used in investing activiti $ (48,26 $ (14239 $ (62,507
Net increase/(decrease) in cash and cash equis. $ 14¢ $ (14,239 $ (14,090
Cash and cash equivalents at end of pe $ 16,83¢ $ (14,239 $ 2,60(
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and arialys conjunction with the accompanying Consolidiaténancial Statements ¢
related notes contained elsewhere in this Quarkelyort.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

Some of the information in this Quarterly Reportymeontain forwardeoking statements. Such statements include, inicodar,
statements about our plans, strategies and praspeder this section and under the heading "Busihé®u can identify forwardeoking
statements by our use of forward-looking terminglayich as "may,” "will,” "expect,” "anticipate,” $&mate,” ‘tontinue" or other simil;
words. Although we believe that our plans, intemsicand expectations reflected in or suggested b $orwardlooking statements &
reasonable, we cannot assure you that our platesitions or expectations will be achieved. Whensagring such forwartboking statement
you should keep in mind the following importanttfas that could cause our actual results to diffiaterially from those contained in ¢
forward-looking statement:

e Speculative development activity by our competitorsour existing markets could result in an exossssupply of office
industrial and retail properties relative to tend@tmand

o the financial condition of our tenants could detmte;

e We may not be able to complete development, adprisireinvestment, disposition or joint ventur@jpcts as quickly or on
favorable terms as anticipate

e We may not be able to lease or release space yuckin as favorable terms as old leases;
e increases in interest rates would increase our sklice costs;

e« We may not be able to meet our liquidity requiretaesr obtain capital on favorable terms to fund working capital needs a
growth initiatives or to repay or refinance outstiag debt upon maturity

e Wwe could lose key executive officers; and
e our southeastern and midwestern markets may siéfdines in economic growt

This list of risks and uncertainties, however, @ imtended to be exhaustive. You should also wevhe other cautionary statements
make in “Business — Risk Factors” set forth in 2006 Annual Report.

Given these uncertainties, you should not placeuengliance on forwartboking statements. We undertake no obligation ubliply
release the results of any revisions to these fiahdemking statements to reflect any future eventsimmumstances or to reflect the occurre
of unanticipated events.

OVERVIEW

We are a fully integrated, self-administered arlét semnaged equity REIT that provides leasing, managgndevelopment, constructi
and other customer-related services for our pragseend for third parties. As of September 30, 2009 owned or had an interest in 378
service office, industrial and retail propertiesicempassing approximately 33.6 million square fedtjch includes 10 irservice office
industrial and retail development properties thed Inot yet reached 95% stabilized occupancy agtinggapproximately 1.6 million sque
feet, and 527 rental residential units. We are db@sdraleigh, North Carolina, and our propertied development land are located in Flor
Georgia, lowa, Kansas, Maryland, Missouri, Northrdliaa, South Carolina, Tennessee and Virginia. ifldigial information about us can
found on our website at www.highwoods.com. Inforiorabn our website is not part of this QuarterlypBet.
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Results of Operations

Approximately 83% of our rental and other revemaenf continuing operations is derived from our dfffgroperties. As a result, while
own and operate a limited number of industriakitetnd residential properties, our operating mssdépend heavily on successfully leasinc
office properties. Furthermore, since approxima®@6 of our annualized revenues from office prdpercome from properties locatec
Florida, Georgia, North Carolina and Tennesseen@mic growth in those states is and will continodoé an important determinative facto
predicting our future operating results.

The key components affecting our rental revenueastr are dispositions, acquisitions, new developsnefdced in service, aver:
occupancy and rental rates. Average occupancy génancreases during times of improving economiovgth, as our ability to lease sp.
outpaces vacancies that occur upon the expiratibexisting leases. Average occupancy generalljires during times of slower econor
growth, when new vacancies tend to outpace ouityahil lease space. Asset acquisitions, dispostamd new developments placed in se
directly impact our rental revenues and could impag average occupancy, depending upon the occypate of the properties that
acquired, sold or placed in service. A further aador of the predictability of future revenueshs expected lease expirations of our portf
As a result, in addition to seeking to increase awgrage occupancy by leasing current vacant speeelso must concentrate our lea
efforts on renewing leases on expiring space. Wdrath not our rental revenue tracks average ocaypproportionally depends upon whet
rents under new leases signed are higher or Idveerthe rents under the previous leases.

Our expenses primarily consist of rental properyenses, depreciation and amortization, generabdndnistrative expenses and inte
expense. Rental property expenses are expensesatsdavith our ownership and operation of rentalperties and include expenses that
somewhat, such as common area maintenance artaesitiind relatively fixed expenses, such as ptggares and insurance. Some of ti
variable expenses may be lower when our averaggraocy declines. Depreciation and amortizationnemcash expense associated with
ownership of real property and generally remaitetireely consistent each year, unless we buy drasslets, since we depreciate our prope
on a straightine basis over fixed lives. General and admintsteaexpenses, net of amounts capitalized, copsistarily of management a
employee salaries and other personnel costs, @igpand division overhead and lotggm incentive compensation. Interest expense dix
primarily upon the amount of our borrowings, theigited average interest rates on our debt and mheuat of interest capitalized
development projects.

We record in “equity in earnings of unconsolidatdiliates” our proportionate share of net income or loss, sidjli for purcha:
accounting effects, of our unconsolidated jointtuess.

Additionally, SFAS No. 144, “Accounting for the Irappment or Disposal of Long-Lived Assetggquires us to record net inca
received from properties sold or held for sale thaalify as discontinued operations under SFAS N4 separately asirficome fron
discontinued operationsAs a result, we separately record revenues andnsegerom these qualifying properties. As also iregiuby SFA!
No. 144, prior period results are reclassifiedeitecct the operations for such properties in ditiooied operations

Liquidity and Capital Resources

We incur capital expenditures to lease space t@ostomers and to maintain the quality of our proee to successfully compete aga
other properties. Tenant improvements are the cesisired to customize the space for the specémds of the customer. Lease commiss
are costs incurred to find the customer for theegphease incentives are costs paid to or on beh&thants to induce them to enter into le
and that do not relate to customizing the spac¢h®tenant specific needs. Building improvements are rengrdapital costs not related t
customer to maintain the buildings. As leases expire either attempt to relet the space to aniegistustomer or attract a new custome
occupy the space. Generally, customer renewaldgrestpwer leasing capital expenditures than raigttio new customers. However, ma
conditions such as supply of available space inntlagket, as well as demand for space, drive not onstomer rental rates but also te|
improvement costs. Leasing capital expendituresaarertized over the term of the lease and buildingrovements are depreciated over
appropriate useful life of the assets acquiredhBoé included in depreciation and amortizatioresults of operations.

32



Because we are a REIT, we are required under thexdktax laws to distribute at least 90% of oul R&axable income, excluding cap
gains, to our stockholders. We generally use rexdsived from customers and proceeds from salesmtore development land to fund
operating expenses, recurring capital expenditares stockholder dividends. To fund property acdjoiss, development activity or buildi
renovations, we may sell other assets and may idebt from time to time. Our debt generally corssist mortgage debt, unsecured «
securities and borrowings under our revolving dréaility. As of November 1, 2007, we had approately $256.4 million of addition
borrowing availability under our unsecured revotyredit facility.

Our revolving credit facility and the indenture goring our outstanding lontgrm unsecured debt securities require us to gatesious
operating and financial covenants and performaaties. As a result, to ensure that we do not wothe provisions of these debt instrume
we may from time to time be limited in undertakiogrtain activities that may otherwise be in thet eterest of our stockholders, suct
repurchasing capital stock, acquiring additionale#s, increasing the total amount of our debt oreiasing stockholder dividends. We rev
our current and expected operating results, firro@ndition and planned strategic actions on agony basis for the purpose of monitol
our continued compliance with these covenants atids. Any unwaived event of default could resalan acceleration of some or all of
debt, severely restrict our ability to incur adulital debt to fund short- and long-term cash needssult in higher interest expense.

To generate additional capital to fund our growtkl ather strategic initiatives and to lessen th@enship risks typically associated v
owning 100.0% of a property, we may sell some of mmoperties or contribute them to joint venturdthen we create a joint venture wit
strategic partner, we usually contribute one orexymoperties that we own and/or vacant land toveynormed entity in which we retain
interest of 50.0% or less. In exchange for our equaninority interest in the joint venture, we geally receive cash from the partner and re
some or all of the management income relating égpttoperties in the joint venture. The joint ventitself will frequently borrow money on
own behalf to finance the acquisition of, and/ael@ge the return upon, the properties being aeduiy the joint venture or to build or acq!
additional buildings. Such borrowings are typicailly a nonrecourse or limited recourse basis. We generaéiynat liable for the debts of ¢
joint ventures, except to the extent of our equityestment, unless we have directly guaranteedodlyat debt. In most cases, we and/or
strategic partners are required to guarantee castoexceptions to non-recourse liability in n@tourse loans. See Note 11 to the Consoli
Financial Statements for additional informationaantain debt guarantees. We have historically sdéo additional Common Stock or Prefel
Stock or issued Common Units to fund additionalgloor to reduce our debt, but we have limited ¢hefforts since 1998 because fu
generated from our capital recycling program irergg/ears have provided sufficient funds to satefy liquidity needs. In addition, we he
recently used funds from our capital recycling perg to redeem or repurchase Common Units and Peef&tock for cash. In the future,
may from time to time retire some or all of our @ming outstanding Preferred Stock through redesngtiopen market repurchases, privi
negotiated acquisitions or otherwise.
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RESULTS OF OPERATIONS

In accordance with SFAS No. 144 and as describddoie 9 to the Consolidated Financial Statements reclassified the operatic
and/or gain/(loss) from disposal of certain projgsrto discontinued operations for all periods enésd if the operations and cash flows |
been or will be eliminated from our ongoing opeyas and we will not have any significant continuingolvement in the operations after
disposal transaction and the properties were eigdwdd during 2006 and the first nine months of 2087 were held for sale
September 30, 2007. There were no properties soidgl2006 and the first nine months of 2007 thdtrbt meet the conditions as stipule
by SFAS No. 144,

Three Months Ended September 30, 2007 and 2006

The following table sets forth information regamliour unaudited results of operations for the thmemths ended September 30, 2
and 2006 ($ in millions):

Three Months Ended

September 30, 2007 to 2006
2007 2006 $ Change % of Change
Rental and other revenues $ 1102 $ 103.2 $ 6.8 6.€%
Operating expenses
Rental property and other expen 40.C 38.¢ 1.1 2.8
Depreciation and amortizatic 32.t 28.2 4.3 15.2
Impairment of assets held for L 0.8 - 0.8 100.(
General and administrative 9.6 8.5 1.1 12.¢€
Total operating expenses 82.¢ 75.€ 7.3 9.7
Interest expenses:
Contractua 23.7 23.¢ (0.7 (0.49)
Amortization of deferred financing cos 0.6 0.5 0.1 20.C
Financing obligations 1.0 0.9 0.1 11.1
25.2 25.2 0.1 0.4
Other income:
Interest and other income 1.4 1.1 0.3 27.2
14 11 0.3 27.5
Income before disposition of property, minority interest and equity
in earnings of unconsolidated affiliates 3.4 3.7 0.3 (8.2
Gains on disposition of property, r 1.2 3.C (1.9 (60.0
Minority interest 0.3 (0.9 0.1 25.C
Equity in earnings of unconsolidated affiliates 1.2 1.3 (0.2) (7.7)
Income from continuing operations 5.5 7.6 (2.3 (27.¢)
Discontinued operations:
Income/(loss) from discontinued operations, nahafority
interest 0.2 1.3 15 115.
Net gains on sales of discontinued operationsphetinority
interest 6.2 2.6 3.6 138.t
Release of FASB FIN 48 tax liability 1.5 - 1.5 100.(
7.9 1.3 6.6 507.5
Net income 13.4 8.9 4.5 50.¢€
Dividends on Preferred Stor (2.7 (4.2 14 34.1
Excess of Preferred Stock redemption cost oveyicayvalue (0.9) - (0.9) (100.0)
Net income available for common stockholders $ 92 % 48 % 5.1 106.%04
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Rental and Other Revenues

Rental and other revenues increased $6.8 milliahenthird quarter of 2007 compared to 2006 prilpdrom higher average occupait
in 2007 as compared to 2006, the contribution fo®weloped properties placed in service in 2006thadirst nine months of 2007 and hig
escalation income in 2007 as a result of the irséa operating expenses for the same period.

Rental Property and Other Expenses

Rental and other operating expenses from continapeyations (real estate taxes, utilities, insueamepairs and maintenance and ¢
propertyrelated expenses) increased $1.1 million in thedthuarter of 2007 compared to the third quarteR@®6, primarily as a result
general inflationary increases in certain operaéirgenses, such as utility costs, insurance costseal estate taxes. In addition, rental proj
and operating expenses of developed propertiegglac service in 2006 and the nine months endede8#er 30, 2007 contributed to
increase in the third quarter of 2007.

Rental revenues less rental and other operatingrsgs increased in 2007 compared to 2006. Howalteough we recover a portion
operating costs from our tenants, which recoveaiesincluded in rental revenues, the increase @raijmg costs in 2007 was proportiona
higher than the increase in revenue, resultingshght reduction in the percentage of rental rexnless rental and other operating expen:
rental revenues compared to 2006.

The $4.3 million increase in depreciation and airation is primarily a result of the contributiorom development properties place:
service in 2006 and the nine months ended SepteBih@007, and an increase in building improvemeetsant improvements and defel
leasing costs related to those buildings placestimice.

The $1.1 million increase in general and administeaexpenses was primarily related to higher gaterd fringe benefit costs, includi
stockbased compensation and employer taxes relate@d& eptions exercised in the third quarter, highedit fees and higher costs writ
off in 2007 related to the termination of certame{olevelopment projects.

Interest Expense

The decrease in contractual interest was primdrily to a decrease in weighted average interest oateutstanding debt from 7.1% in
three months ended September 30, 2006 to 6.7%eithtee months ended September 30, 2007 and azaseof $1.0 million in capitaliz
interest from the three months ended Septembe&@IH to the three months ended September 30, 2087adour increased developrr
activity. Partly offsetting these decreases wamarease in average borrowings from $1.5 billionha three months ended September 30,
to $1.6 billion in the three months ended Septen3Be2007.

Gains on Disposition of Property

Net gains on dispositions of properties not clasdifas discontinued operations were $1.2 millionthie three months enc
September 30, 2007 compared to $3.0 million fortthree months ended September 30, 2006. Gainsependent on the specific assets ¢
their historical cost basis and other factors, @t vary significantly from period to period. Seet®4 to the Consolidated Financial Staterr
for further discussion.

Discontinued Operations

In accordance with SFAS No. 144, we classifiedinebme of $7.9 million and $1.3 million, net of ronity interest, as discontinu
operations for the three months ended Septemb&087, and 2006, respectively. These amounts ridade8 million square feet of office a
industrial properties and 173 rental residentialsusold during 2006 and the nine months endedesamer 30, 2007. These amounts includ
gains on the sale of these properties of $6.2nilind $2.6 million, net of minority interest, metthree months ended September 30, 200
2006, respectively. During the three months endsgatednber 30, 2007, we recorded $1.5 million forrtHease
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of a liability recorded in accordance with FIN &&e Note 12 to the Consolidated Financial Statesrfenfurther discussion.
Preferred Dividends and Excess of Preferred Stock Redemption Costsin Excess of Carrying Value

Preferred dividends decreased $1.4 million duetemptions of $40 million of Preferred Stock in M&307 and $22 million of Preferr
Stock in August 2007. In addition, net income eaalé for common stockholders was reduced by $0lBomirepresenting the excess of
Preferred Stock redemption cost over the net aagryalue.

Nine Months Ended September 30, 2007 and 2006

The following table sets forth information regamliour unaudited results of operations for the mimaths ended September 30, 2007
2006 ($ in millions):

Nine Months Ended

September 30, 2007 to 2006
2007 2006 $ Change % of Change
Rental and other revenues $ 325.. % 305.¢ $ 19.F 6.4%
Operating expenses
Rental property and other expen 117t 111t 6.C 5.4
Depreciation and amortizatic 92.2 84.C 8.3 9.¢
Impairment of assets held for L 0.8 - 0.8 100.C
General and administrative 31.4 26.2 5.1 19.4
Total operating expenses 242.( 221.¢ 20.z 9.1
Interest expenses:
Contractua 69.5 71.¢ (2.9 3.3
Amortization of deferred financing cos 1.8 1.9 (0.2 (5.3
Financing obligations 3.0 3.2 (0.2 (6.9)
74.5 77.C (2.7) (3.5)
Other income/(expense):
Interest and other incon 5.1 4.3 0.8 18.€
Loss on debt extinguishments - (0.5 0.5 100.(
5.1 3.8 1.3 34.2
Income before disposition of property, insurance ga, minority
interest and equity in earnings of unconsolidatedféiliates 14.2 10.€ 3.3 30.2
Gains on disposition of property, r 20.4 8.3 12.1 145.¢
Gain from property insurance settlem 41 - 4.1 100.C
Minority interest 3.3 (1.2 (2.2 (175.0
Equity in earnings of unconsolidated affiliates 12.€ 5.3 7.6 143.2
Income from continuing operations 48.3 23.5 25.C 107.2
Discontinued operations:
Income from discontinued operations, net of miryariteresi 1.0 14 (0.9 (28.¢)
Net gains on sales of discontinued operationsphetinority
interest 24.5 4.6 19.¢ 432.¢
Release of FASB FIN 48 tax liability 1.5 - 1.5 100.(
27.C 6.C 21.C 350.(
Net income 75.2 29.c 46.C 157.C
Dividends on Preferred Stor (10.¢ (12.9 2.3 17.€
Excess of Preferred Stock redemption cost oveyicayvalue (2.3 (1.9) (0.5 (27.§)
Net income available for common stockholders $ 62.4 $ 14.€ $ 47.¢ 327 .4y,
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Rental and Other Revenues

Rental and other revenues increased $19.5 milliothé nine months ended September 30, 2007 compauried comparable period
2006 primarily from higher average occupancy in 2@8 compared to 2006, the contribution from deuedoproperties placed in service
2006 and the first nine months of 2007 and higlsmakation income in 2007 as a result of the in@dasoperating expenses for the s
period.

Rental Property and Other Expenses

Rental and other operating expenses from continapeyations (real estate taxes, utilities, insueamepairs and maintenance and ¢
propertyrelated expenses) increased $6.0 million in the fime months of 2007 compared to the first nimatins of 2006, primarily as a res
of general inflationary increases in certain ogagpexpenses, such as utility costs, insurancescarstl real estate taxes. In addition, re
property and operating expenses of developed piiepgriaced in service in 2006 and the nine moattted September 30, 2007 contribute
the increase in the first nine months of 2007.

Rental revenues less rental and other operatingrsgs increased in 2007 compared to 2006. Howalteough we recover a portion
operating costs from our tenants, which recoveaiesincluded in rental revenues, the increase @raijmg costs in 2007 was proportiona
higher than the increase in revenue, resultingshght reduction in the percentage of rental rexnless rental and other operating expen:
rental revenues compared to 2006.

The $8.3 million increase in depreciation and airation is primarily a result of the contributiorom development properties place:
service in 2006 and the nine months ended SepteBih@007, and an increase in building improvemeetsant improvements and defel
leasing costs related to those buildings placestimice.

The $5.1 million increase in general and administeaexpenses was primarily related to higher gaterd fringe benefit costs, includi
stockbased compensation and employer taxes relateddk gptions exercised in the first quarter, highedit fees and higher costs written
in 2007 related to the termination of certain pexelopment projects.

Interest Expense

The decrease in contractual interest was primdrily to a slight decrease in weighted average stteages on outstanding debt from 7
in the nine months ended September 30, 2006 to Gi8%e nine months ended September 30, 2007 anthaease of $4.0 million
capitalized interest from the nine months endedteeper 30, 2006 to the nine months ended SepteBth@007 due to our increa:
development activity. Partly offsetting these dases was an increase in average borrowings frodh ldillion in the nine months end
September 30, 2006 to $1.5 billion in the nine rherénded September 30, 2007.

Gains on Disposition of Property; Gain from Property Insurance Settlement; Minority Interest; Equity in Earnings of Unconsolidated
Affiliates

Net gains on dispositions of properties not clésdifas discontinued operations were $20.4 millianthie nine months end
September 30, 2007 compared to $8.3 million forriime months ended September 30, 2006. Gains aendent on the specific assets ¢
their historical cost basis and other factors, @ vary significantly from period to period. Seet®l4 to the Consolidated Financial Staterr
for further discussion.

In the first nine months of 2007, we recorded d $dillion gain from finalization of a prior yearsaorance claim.

The increase in minority interest expense of $2illian was primarily due to a corresponding increas the Operating Partnership’
income from continuing operations, after Preferdet distributions.

Equity in earnings of unconsolidated affiliatesreased $7.6 million from 2006. The increase wamarily a result of the sale of fi
properties by our DLF | joint venture, pursuantwbich the joint venture recognized a gain of apprately $9.3 million, resulting in ¢
increase of approximately $2.1 million in equitygarnings of
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unconsolidated affiliates in 2007. Additionally, 2007, DLF | received a lease termination, of whilsh net effect was $2.7 million, wh
resulted in an increase of approximately $0.6 onillin equity in earnings of unconsolidated affémtin addition, in 2007, the Weston Lake
joint venture sold 332 rental residential unitgagnizing a gain of approximately $11.3 million, ialinresulted in an increase of approxime

$5.0 million in equity in earnings of unconsolidatfiliates. (See Note 2 to the Consolidated FadrStatements for further discussion rel
to these transactions).

Discontinued Operations

In accordance with SFAS No. 144, we classifiedinebme of $27.0 million and $6.0 million, net of mority interest, as discontinu
operations for the nine months ended Septembe2®XY, and 2006, respectively. These amounts redaBe8t million square feet of office a
industrial properties and 173 rental residentialsusold during 2006 and the nine months endedesamer 30, 2007. These amounts includ
gains on the sale of these properties of $24.5anikind $4.6 million, net of minority interest, time nine months ended September 30, 200
2006, respectively. During the nine months endepte®aber 30, 2007, we recorded $1.5 million for thease of a liability recorded
accordance with FIN 48. See Note 12 to the ConatitiFinancial Statements for further discussion.

Preferred Dividends and Excess of Preferred Stock Redemption Costsin Excess of Carrying Value
Preferred dividends decreased $2.3 million duettemptions of Preferred Stock of $50 million in tinst quarter of 2006, $40 million

the second quarter of 2007 and $22 million in thiedtquarter of 2007. In addition, net income aaflié for common stockholders was redt

by $2.3 million and $1.8 million in the nine montasded September 30, 2007 and 2006, respectiwdhted to the excess of redemption
over the net carrying value.
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LIQUIDITY AND CAPITAL RESOURCES
Statement of Cash Flows
As required by GAAP, we report and analyze our dishks based on operating activities, investingwvitéés and financing activities. T
following table sets forth the changes in our clstvs in the first nine months of 2007 as compatedhe first nine months of 2006
thousands):

Nine Months Ended
September 30,

2007 2006 Change
Cash Provided By Operating Activities $ 120,80¢ $ 109,17¢ % 11,63¢
Cash (Used In)/Provided By Investing Activiti (97,919 78,68¢ (176,60
Cash Used In Financing Activities (36,119 (181,557 145,43t
Total Cash Flows $ (13,222 % 6,312 $ (19,534

In calculating cash flow from operating activitiefgpreciation and amortization, which are mash expenses, are added back ti
income. As a result, we have historically generatesignificant positive amount of cash from opemgtactivities. From period to period, ¢
flow from operations depends primarily upon chanigesur net income, as discussed more fully abowden “Results of Operations¢hange
in receivables and payables, and net additionseoredses in our overall portfolio, which affect #maount of depreciation and amortiza
expense.

Cash provided by or used in investing activitiesegally relates to capitalized costs incurred é&asing and major building improveme
and our acquisition, development, disposition awititjventure activity. During periods of signifidanet acquisition and/or developm
activity, our cash used in such investing actisitigill generally exceed cash provided by investiagjvities, which typically consists of ce
received upon the sale of properties and distmgtiof capital from our joint ventures.

Cash used in financing activities generally relatestockholder dividends, distributions on Comntdmits, incurrence and repaymen
debt and sales, repurchases or redemptions of Canstoek, Common Units and Preferred Stock. As dised previously, we use a signific
amount of our cash to fund stockholder dividends @ammon Unit distributions. Whether or not we han@eases in the outstanding balal
of debt during a period depends generally upom#teeffect of our acquisition, disposition, devetamt and joint venture activity. We use
revolving credit facility for working capital purges, which means that during any given periodydeioto minimize interest expense, we
likely record significant repayments and borrowingsler our revolving credit facility.

The increase of $11.6 million in cash provided pgmting activities in the nine months ended Sep&r80, 2007 compared to the si
period in 2006 was primarily the result of highask flows from net income as adjusted for changegins on disposition of properties, a ¢
from a property insurance settlement, minority ries®, and equity in earnings of unconsolidatediiatiis. In addition, the net change
operating assets and liabilities resulted in a $3ilBon increase in cash provided by operatingwi¢s from 2006 to 2007.

The decrease of $176.6 million in cash providednlngsting activities in the nine months ended Saptr 30, 2007 compared to the s,
period in 2006 was primarily a result of a $77.3lioi decrease in proceeds from dispositions of estate assets and a $78.6 million incr
in additions to real estate assets and deferreginigaosts. In addition, changes in restricted s other investing activities resulted
decrease of $25.8 million primarily due to castereed from escrow during 2006 relating to a colaltsubstitution on an existing secured |
and an outflow of cash in 2007 related to procdenin dispositions which were set aside and desegh&dr potential future tageferred re:
estate transactions. Partly offsetting these dseseavere proceeds of $4.9 million which were resmiin 2007 for a property insurai
settlement.

The decrease of $145.4 million in cash used innfiireg activities in the nine months ended SepterBBeR007 compared to the st
period in 2006 was primarily a result of a $187.Biom increase in net borrowings on the revolviagdit facility and mortgages and nc
payable and an increase of $5.1 million due to rifmumiions from our minority interest partners (d¢ete 1 to the Consolidated Finan
Statements) for the first nine months of 2007 comgdo 2006. These decreases were partly offsat$81.5 million decrease in net
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proceeds from the sale of Common Stock, an increB$&2.3 million of cash used for the redemptiond aepurchase of Preferred Stock an
increase of $12.0 million for cash used in conmerctiith the repurchase of Common Units from 2008G07.

In 2007, we continued our capital recycling prografselectively disposing of notere properties in order to use the net proceex
investments or other purposes. At September 307,208 had 10.8 acres of land classified as helds#te pursuant to SFAS No. 144 wil
carrying value of $3.2 million.

Capitalization

The following table sets forth our capitalizatios af September 30, 2007 and December 31, 2006hfnstnds, except per st
amounts):

September 30, December 31,
2007 2006
Mortgages and notes payable, at recorded book value $ 1,601,47. $ 1,465,12!
Financing obligation $ 34,91¢ $ 35,53(
Preferred Stock, at liquidation val $ 135,437 $ 197,44!
Common Stock and Common Units outstanc 61,21% 60,94
Per share stock price at peri $ 36.67 $ 40.7¢
Market value of Common Stock and Common Units 2,244,82 2,484,07
Total market capitalization with debt and obligago $ 4,016,65 $ 4,182,18

Based on our total market capitalization of apprately $4.0 billion at September 30, 2007 (at teptS&mber 30, 2007 per share s
price of $36.67 and assuming the redemption foreshaf Common Stock of the 4.1 million Common Umitt owned by the Company),
mortgages and notes payable represented approkyn3&t8% of our total market capitalization.

Mortgages and notes payable at September 30, 2@87cemprised of $669 million of secured indebtednegh a weighted avera
interest rate of 6.64% and $932 million of unsedurelebtedness with a weighted average interestofs.56%. As of September 30, 2007,
outstanding mortgages and notes payable were stbyreeal estate assets with an aggregate undefgediook value of approximately $
billion.

We do not intend to reserve funds to retire exgsiecured or unsecured debt upon maturity. For r@ mmmplete discussion of our long-
term liquidity needs, see “Liquidity and Capitald®erces - Current and Future Cash Needs.”
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Contractual Obligations

The following table sets forth a summary regarding known contractual obligations, including regdiiinterest payments for those it
that are interest bearing, at December 31, 2006 tf$ousands):

Amounts due during years ending December 31,

Total 2007 2008 2009 2010 2011 Thereafter
Mortgages and Notes Payablea)
Principal payment $ 1,465,12¢ $ 86,70¢ $ 110,341 $ 564,65¢ $ 9,057 $ 9,811 $ 684,55E
Interest paymeni(2) 461,17¢ 93,503 85,908 66,04E 46,599 45,84kF 123,27¢
Financing Obligations:
SF-HIW Harborview Plaza, LP financing
obligation(3) (9) 20,005 — — — — — 20,005
Tax Increment Financing obligati«4) (9) 28,365 2,182 2,182 2,182 2,182 2,182 17,455
Capitalized ground lease obligati(9) 2,003 52 52 52 52 52 1,743
Capitalized lease obligationgs) 481 252 188 41 — — —
Purchase Obligations:
Completion contract(10) 133,862 104,902 28,96C — — — —
Operating Lease Obligations:
Land lease(e) 51,191 1,063 1,079 1,119 1,137 1,157 45,636
Other Long Term Liabilities Reflected on
the Balance Sheet:
Plaza Colonnade lease guarar(s) 37 — — 37 — — —
Highwoods DLF 97/26 DLF 99/32 LP
lease guarante(s) 419 — 419 — — — —
RRHWoods and Dallas County Partners
lease guarante(s) 49 — — — — — 49
RRHWoods, LLC(s) 28 — — 28 — — —
Industrial environmental guarants) 125 — — — — — 125
Eastshore lease guaran(7) 4,084 4,084 — — — — —
DLF payables) 3,551 526 536 546 556 567 820
KC Orlando, LLC lease guarant(s) 420 97 97 97 97 32 —
KC Orlando, LLC accrued lease
commissions, tenant improvements and
building improvements) 356 — — — — — 356
RRHWoods, LLCs) 403 — — — 403 — _
Total (11) $ 2,171,687 $ 293,37C $ 229,762 $ 634,80 $ 60,083 $ 59,646 $ 894,02z

(1) See Note 5 to the Consolidated Financial Statememsr 2006 Annual Report on Form KOfor further discussion. In addition, see No
to the Consolidated Financial Statements for furthgcussion on the $400 million aggregate prinaimdes sold in 2007

(2) These amounts represent interest payments due dgage and notes payable, based on the statedfoatde fixed rate debt and on
December 31, 2006 rates for the variable rate détet.weighted average interest rate on the variaéedebt as of December 31, 2006
6.15%.

(3) This liability represents a financing obligation ¢or joint venture partner as a result of accounfior this transaction as a financ
arrangement. See Note 3 to the Consolidated Fiab8tatements in our 2006 Annual Report on For-K for further discussior

(4) In connection with tax increment financing for ctrostion of a public garage related to an officalding constructed by us, we
obligated to pay fixed special assessments ové-year period. The net present value of these assessjrdiscounted at 6.93%, wh
represents the interest rate of the underlying banshown as a financing obligation in the Cordatitd Balance Sheet in our 2006 Ani
Report on Form 1@&. We also receive special tax revenues and prppan rebates recorded in interest and other incarigh are
intended, but not guaranteed, to provide fundsaiothe special assessmel

(5) Included in accounts payable, accrued expensestaed liabilities in our 2006 Annual Report on Foig-K.
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(6) See Note 15 to the Consolidated Financial Statesriardgur 2006 Annual Report on Form-K for further discussior

(7) This represents our maximum exposure to contingsstunder our Eastshore guarantee. See Notes Boatadthe Consolidated Financ
Statements in our 2006 Annual Report on Fori-K for further discussior

(8) Represents a fixed obligation we owe our partnéfighwoods DLF 98/29, LP. This obligation arosenfran excess contribution from «
partner at the formation of the joint venture, dhd net present value of the fixed obligation disted at 9.62% which represents
interest rate derived from the agreement, is resmbiid other liabilities. See Note 2 to the Consatkdl Financial Statements in our 2
Annual Report on Form -K for further discussior

(9) Interest components of the contractual obligatiares based on the stated fixed rates in the insmtsn€or floating rate debt, interes
computed using the current rate in effect at Deearth, 2006

(10)This amount represents our estimate of contractolidations as of December 31, 2006 related toowarconstruction project

(11)In connection with the adoption of FIN 48, on Jayug 2007, we recorded a $1.4 million liabilityrfencertain tax positions. This liabil
was released in the third quarter of 2007 due écettpiration of the applicable statute of limitaspand therefore, has not been includ:
the Contractual Obligations table above. See Nat®the Consolidated Financial Statements foh&rrtliscussior

Preferred Stock Transactions

On May 29, 2007, we redeemed 1.6 million of ourstariding Series B Preferred Shares, aggregatind $4dlion plus accrued a
unpaid dividends. In connection with this redemmptithe $1.4 million excess of the redemption cograhe net carrying amount of -
redeemed shares was recorded as a reduction itccoate available for common shareholders in thesgguarter of 2007.

On August 6, 2007, we repurchased and retired 82¢0®ur outstanding Series A Preferred Sharesafoaggregate purchase pric
$22.3 million. In connection with this repurchatfee $0.8 million excess of the purchase cost dvemiet carrying amount of the repurch
shares was recorded as a reduction to net incoaikable for common shareholders in the third quaste2007.

Debt Financing Activity

Our $450 million unsecured revolving credit fagilis initially scheduled to mature on May 1, 2088suming no default exists, we h
an option to extend the maturity date by one aolditi year and, at any time prior to May 1, 2008y meguest increases in the borrow
availability under the credit facility by up to awditional $50 million. The interest rate is LIBQfus 80 basis points and the annual
facility fee is 20 basis points.

Our revolving credit facility and the indenture tigmverns our outstanding notes require us to cpmfih customary operating covene
and various financial and operating ratios. We eugently in compliance with all such requirememdthough we expect to remain
compliance with these covenants and ratios foeadtlthe next year, depending upon our future tipgraerformance, property and financ
transactions and general economic conditions, wadateassure you that we will continue to be in chamze.

If any of our lenders ever accelerated outstandieigt due to an event of default, we would not ble &b borrow any further amoul
under our revolving credit facility, which would a&tsely affect our ability to fund our operatiotisour debt cannot be paid, refinancec
extended at maturity or upon acceleration, in doldito our failure to repay our debt, we may notabée to make distributions to stockholc
at expected levels or at all. Furthermore, if agfjnancing is done at higher interest rates, tleecimsed interest expense would adversely i
our cash flows and ability to make distributionsstockholders. Any such refinancing could also isgdighter financial ratios and ot
covenants that would restrict our ability to takati@ns that would otherwise be in our stockholddysst interest, such as funding 1
development activity, making opportunistic acqinsis, repurchasing our securities or paying distidns.

On March 22, 2007, the Operating Partnership sdzDdmillion aggregate principal amount of 5.85% é@éotlue March 15, 2017, net

original issue discount of $1.2 million. We used tiet proceeds from the sale of the notes to rbpapwings outstanding under an unsec
non-revolving credit facility that was obtained &emuary 31, 2007 (which was subsequently termihabed under the revolving credit facility.
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During the nine months ended September 30, 2007&lseepaid off $80 million, excluding any normabdemortization, of secured d
with a weighted average interest rate of 7.88%. rApimately $179 million of real estate assets (Hase undepreciated cost basis) bec
unencumbered after paying off the secured debt.

On June 5, 2007, two thrgear secured construction loans totaling $24.7ionilwith interest at 175 basis points over LIBORrg
obtained by REES, a consolidated joint venture [$ste 1). Subsequently, on July 17, 2007, REESimbtian additional $13.7 million, three-
year secured construction loan with interest at l&&s points over LIBOR. At September 30, 2007,.$million had been borrowed un
these three loans and is included in mortgagesates payable.

Current and Future Cash Needs

Rental and other revenues are our principal soafdeinds to meet our shotrm liquidity requirements, which primarily cortsisf
operating expenses, debt service, stockholder elivd, any guarantee obligations and recurring a@apipenditures. In addition, we co
incur tenant improvement costs and lease commissilated to any releasing of vacant space.

As of November 1, 2007, other than principal anzation on certain secured loans, we have no oulistgrdebt that matures prior to
end of 2007. We generally expect to fund our stenta liquidity needs through a combination of aablé working capital, cash flows fr
operations and the following:

o the selective disposition of non-core land and ioHssets;

e Dborrowings under our revolving credit facility (vehi has up to $256.4 million of availability in theggregate as
November 1, 2007

o the sale or contribution of some of our Wholly Owneroperties, development projects and developraet to strategic joil
ventures to be formed with unrelated investorscWwhiould have the net effect of generating add#iaapital through such sale
contributions;

o theissuance of secured debt;
e theissuance of unsecured debt.

Our longterm liquidity needs generally include the fundofgcapital expenditures to lease space to our mests, maintain the quality
our existing properties and build new propertieapi@l expenditures include tenant improvementsidimg improvements, new buildil
completion costs and land infrastructure costs.aneimprovements are the costs required to cuswisjiace for the specific needs of first-
generation and secomygneration customers. Building improvements arerréty capital costs not related to a specific cosr to maintai
existing buildings. New building completion costg @&xpenses for the construction of new buildingsd infrastructure costs are expenst
prepare development land for future developmeniviictthat is not specifically related to a singbeiilding. Excluding recurring capii
expenditures for leasing costs and tenant improwsnand for normal building improvements, our expéduture capital expenditures
started and/or committed new development projeet®wapproximately $210 million at November 1, 20@ignificant portion of these futt
expenditures are currently subject to binding amttral arrangements.

Our longterm liquidity needs also include the funding ofelepment projects, selective asset acquisitiomisthe retirement of mortga
debt, amounts outstanding under our revolving triadility and longterm unsecured debt. Our goal is to maintain aewasive and flexibl
balance sheet. Accordingly, we expect to meet ongterm liquidity needs through a combination of (b tissuance by the Operal
Partnership of additional unsecured debt securitiy the issuance of additional equity securitiys the Company and the Opera
Partnership, (3) borrowings under other securedtcoction loans that we may enter into, as wel(4sthe sources described above
respect to our short-term liquidity. We expect s& such sources to meet our Idagn liquidity requirements either through direayments ¢
repayments of borrowings under our revolving créattlity. As mentioned above, we do not intenddserve funds to retire existing secure
unsecured indebtedness upon maturity. Instead, iWsegk to refinance such debt at maturity orreeiuch debt through the issuance of el
or debt securities or from proceeds from salesopgrties. In the future, we may from time to tiraéire some or all of our remaining
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outstanding Preferred Stock through redemptionsnoparket repurchases, privately negotiated adourisior otherwise.

We anticipate that our available cash and cashvatgits and cash flows from operating activitiekhwash available from borrowin
and other sources, will be adequate to meet outatamd liquidity needs in both the short and laegn. However, if these sources of funds
insufficient or unavailable, our ability to pay dlends to stockholders and satisfy other cash patsweay be adversely affected.

Stockholder Dividends

To maintain our qualification as a REIT, we mustdbute to stockholders at least 90% of our REXable income, excluding cap
gains. REIT taxable income, the calculation of vahis determined by the federal tax laws, does mptaknet income under GAAP. \
generally expect to use our cash flow from opegaéiotivities for dividends to stockholders and ayment of recurring capital expenditu
Future dividends will be made at the discretioroof Board of Directors. The following factors widffect our cash flows and, accordin
influence decisions of the Board of Directors reljag dividends:

o debt service requirements after taking into accdeht covenants and the repayment and restructafiogrtain indebtedness;
e scheduled increases in base rents of existingde

e changes in rents attributable to renewal of exgskimses or replacement leas

e changes in occupancy rates at existing propertideaecution of leases for newly acquired or dgwedioproperties

e Operating expenses and capital replacement neexisding tenant improvements and leasing costs; and

e sales of properties and non-core land.

Off Balance Sheet Arrangements

We have several off balance sheet joint ventureqratantee arrangements. The joint ventures weneefb with unrelated investors
generate additional capital to fund property adtjaiss, repay outstanding debt or fund other sgiateitiatives and to lessen the risks typic
associated with owning 100.0% of a property. When areate a joint venture with a strategic partmer,usually contribute one or mi
properties that we own to a newly formed entityimich we retain an equal or minority interest. keclegange for an equal or minority interes
the joint venture, we generally receive cash frbm partner and frequently retain the managemenptiecrelating to the properties in the ji
venture. For financial reporting purposes, certasgets we sold have been accounted for as financiaggements. See Notes 1, 2 and 3 t
Consolidated Financial Statements.

As of September 30, 2007, our unconsolidated jeémtures had $760.1 million of total assets and2$®illion of total liabilities a
reflected in their financial statements. At Septem®0, 2007, our weighted average equity interested on the total assets of tf
unconsolidated joint ventures was 39.6%. Duringrtime months ended September 30, 2007, these wimated joint ventures earned $2
million of total net income of which our share,eafappropriate purchase accounting and other aagms, was $12.9 million. For additio
information about our unconsolidated joint ventactivity, see Note 2 to the Consolidated FinanStatements.

As of September 30, 2007, our unconsolidated jearttures had $561.4 million of outstanding mortgedgbt. All of this joint ventu
debt is norrecourse to us except (1) in the case of customargptions pertaining to such matters as misugenolfs, environmental conditio
and material misrepresentations and (2) those gtesga and loans described in Note 11 to the Cataelil Financial Statements. The follow
table sets forth the scheduled maturities of owpeprtionate share of the outstanding debt of ouronsolidated joint ventures as
September 30, 2007 ($ in thousands):
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Remainder of 200 $ 7,347

2008 4,662
2009 6,744
2010 9,467
2011 6,16(
Thereafter 200,62!

For information regarding our off-balance sheetiagements as of December 31, 2006, see “Managesristussion and Analysis
Financial Condition and Results of Operations —BHfance Sheet Arrangements” in our 2006 AnnualoRegmn Form 10-K.

Financing Arrangements

For information regarding significant sales trarniges that were accounted for as financing arrareggsnat December 31, 2006,
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations — Financing Rrafit-Sharing Arrangementsti oul
2006 Annual Report on Form 10-K.

Interest Rate Hedging Activities

To meet, in part, our lontgrm liquidity requirements, we borrow funds atoenbination of fixed and variable rates. Borrowingsler ou
revolving credit facility bear interest at varialoltes. Our long-term debt, which consists of sed¢@nd unsecured lortigrm financings and tl
issuance of unsecured debt securities, typicalyrdterest at fixed rates although some loans ibearest at variable rates. Our interest
risk management objectives are to limit the imgddhterest rate changes on earnings and cash #mggo lower our overall borrowing co:
To achieve these objectives, from time to time,may enter into interest rate hedge contracts saatolars, swaps, caps and treasury
agreements in order to mitigate our interest riste with respect to various debt instruments. Wendbhold or issue these derivative contr
for trading or speculative purposes. The interagt pn all of our variable rate debt is adjustedre and three month intervals, subjec
settlements under interest rate hedge contractal¥éeenter into treasury lock agreements from tionime in order to limit our exposure to
increase in interest rates with respect to futetet dfferings.

During the third quarter of 2007, we entered into floating-to-fixed interest rate swaps for a g period with respect to an aggre
of $50 million of borrowings outstanding under eavolving credit facility. These swaps fix the ungiang LIBOR rate under which interest
such borrowings is based at 4.70%. These swapsneedesignated as hedges as of September 30,u2@@T SFAS No. 133 Accounting fo
Derivative Instruments and Hedging Activities” ("85 No. 133”), as amended by SFAS No. 148xendment of Statement 133 on Deriva
Instruments and Hedging Activities.” Accordinglpetswaps were accounted for as non-hedge derigsaivef September 30, 2007.

CRITICAL ACCOUNTING ESTIMATES

There were no changes to the critical accountidigips made by management in the nine months eSdptember 30, 2007, except as
forth in Note 1 to the Consolidated Financial Statats under “Impact of Newly Adopted and Issueddieting Standardsand in Note 1:
For a description of our critical accounting estiesa see “Management’Discussion and Analysis of Financial Conditiord dResults ¢
Operations - Critical Accounting Estimates” in @006 Annual Report on Form 10-K.

FUNDS FROM OPERATIONS

We believe that FFO and FFO per share are benldfictaanagement and investors and are importaitatats of the performance of ¢
equity REIT. Because FFO and FFO per share calontatxclude such factors as depreciation and d@matidn of real estate assets and ¢
or losses from sales of operating real estate aésbich can vary among owners of identical assesgmilar conditions based on historical «
accounting and useful life estimates), they faiéitcomparisons of operating performance betwegadseand between other
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REITs. Our management believes that historical aosbunting for real estate assets in accordante®AAP implicitly assumes that the va
of real estate assets diminishes predictably aneg.tSince real estate values have historicallgnrier fallen with market conditions, m
industry investors and analysts have consideregrbsentation of operating results for real estatapanies that use historical cost accoul
to be insufficient by itself. As a result, managembelieves that the use of FFO and FFO per shagether with the required GA/
presentations, provide a more complete understgrafiour performance relative to our competitord armore informed and appropriate b
on which to make decisions involving operatingafining and investing activities.

FFO and FFO per share as disclosed by other REBysnat be comparable to our calculation of FFO BRO per share as descril
below. However, you should also be aware that FROFRFO per share are n@AAP financial measures and therefore do not represe
income or net income per share as defined by GA¥R.income and net income per share as defineddARGare the most relevant meast
in determining our operating performance becaus® BRd FFO per share include adjustments that iokeshay deem subjective, suct
adding back expenses such as depreciation andiaation. Furthermore, FFO per share does not dépécamount that accrues directly to
stockholdersbenefit. Accordingly, FFO and FFO per share showder be considered as alternatives to net incanmetancome per share
indicators of our operating performance.

Our calculation of FFO, which we believe is coraistwith the calculation of FFO as defined by thatidhal Association of Real Est
Investment Trusts (“NAREIT”) and which approprigteixcludes the cost of capital improvements anatedl capitalized interest, is as follows:

e Netincome (loss) computed in accordance with GA
e Less dividends to holders of Preferred Stock assl éxcess of Preferred Stock redemption cost @reying value;
e Plus depreciation and amortization of assets ufyaignificant to the real estate industry;

e Less gains, or plus losses, from sales of depriecerating properties (but excluding impairmergses) and excluding ite
that are classified as extraordinary items undeAB#

e Plus or minus adjustments for unconsolidated peshigs and joint ventures (to reflect funds fronegtions on the same bas
and

e Plus or minus adjustments for depreciation and #padion and gains/(losses) on sales and minoritgrest related
discontinued operation

Further, in calculating FFO, we add back minoritterest in the income from the Operating Partnprsiihich we believe is consisti
with standard industry practice for REITs that @perthrough an UPREIT structure. We believe th# important to present FFO on an as-
converted basis since all of the Common Units matexd by the Company are redeemable on a onererbasis for shares of our Comr
Stock.

Other REITs may not define FFO in accordance whith ¢urrent NAREIT definition or may interpret tharent NAREIT definitio
differently than we do.
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FFO and FFO per share for the three and nine mantied September 30, 2007 and 2006 are summarizibe ifollowing table ($ i

thousands, except per share amounts):

Three Months Ended September 30,

Nine Months Ended September 30,

2007 2006 2007 2006
Per Per Per Per
Amount Share Amount Share Amount Share Amount Share
Funds from operations:
Net income $ 13,44( 8,90¢ $ 75,28 $ 29,32¢
Dividends to preferred stockholde (2,680 (4,119 (10,639 (12,950
Excess of Preferred Stock redemption cost over
carrying value (842 — (2,285 (1,809
Net income available for common stockhold 9,91¢ $ 0.17 4,79¢ $ 0.0¢ 62,36: $ 1.0¢ 14,57 $ 0.2¢
Add/(Deduct):
Depreciation and amortization of real estate a 31,92( 0.52 27,401 0.4t 90,43: 1.47 81,66 1.34
(Gains) on disposition of depreciable proper (1,065 (0.02) (874) (0.0) (3,349 (0.05 (3,22¢) (0.05)
Minority interest from the Operating Partnership
in income from operatior 137 — 32¢ — 2,80¢ — 83C —
Unconsolidated affiliates
Depreciation and amortization of real estate
asset: 3,107 0.0t 2,79( 0.04 8,851 0.14 8,14: 0.1z
(Gains) on disposition of depreciable
properties — — — — (7,158 (0.12) — —
Discontinued operation
Depreciation and amortization of real estate
asset: 147 — 1,10¢ 0.01 682 0.01 3,65¢ 0.0¢
(Gains) on disposition of depreciable
properties (7,00)) (0.1) (2,83¢) (0.0%) (26,847 (0.49 (5,045  (0.0¢%)
Minority interest from the Operating
Partnership in income from
discontinued operatior 457 — 12C — 2,00t — 552 —
Release of FASB FIN 48 tax liability (1,479  (0.02) — — (1,479 (0.02) _ _
Funds from operations $ 3614¢$ 05¢$ 32,83 $ 05:$ 12831 $ 2.06 $ 101,14' $ 1.6€

Weighted average shares outstanding)

61,39¢

61,45i

(1) Includes assumed conversion of all potentiallytdieiCommon Stock equivalen
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MA  RKET RISK

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludtes “forward-looking statements”
and represents an estimate of possible changedrivdlue or future earnings that would occur assgniypothetical future movements
interest rates. These disclosures are not pregdieators of expected future effects, but only datbrs of reasonably possible effects.
result, actual future results may differ materiditym those presented. See “ManagemsebBi'scussion and Analysis of Financial Conditionl
Results of Operations — Liquidity and Capital Reseg”and the Notes to Consolidated Financial Statenfents description of our accounti
policies and other information related to thesariitial instruments.

To meet in part our longerm liquidity requirements, we borrow funds atamnbination of fixed and variable rates. Borrowingeler ou
revolving credit facility bear interest at variabftes. Our long-term debt, which consists of sed¢@and unsecured longem financings and tl
issuance of unsecured debt securities, typicalyrdbterest at fixed rates although some loans ibearest at variable rates. Our interest
risk management objectives are to limit the impgddhterest rate changes on earnings and cash #mggo lower our overall borrowing co:
To achieve these objectives, from time to time wéeeinto interest rate hedge contracts such darsplswaps, caps and treasury
agreements in order to mitigate our interest riste with respect to various debt instruments. Wendbhold or issue these derivative contr
for trading or speculative purposes.

As of September 30, 2007, we had $1,406 milliofixedd rate debt outstanding. The estimated aggeefgét market value of this debt
September 30, 2007 was $1,370 million. If interagés increase by 100 basis points, the aggregateméarket value of our fixed rate debt a
September 30, 2007 would decrease by $69.0 millfanterest rates decrease by 100 basis poingsatigregate fair market value of our fi
rate debt as of September 30, 2007 would increp$a 4.7 million.

As of September 30, 2007, we had $145.2 milliorvarfiable rate debt outstanding that was not pretebly interest rate swaps. If
weighted average interest rate on this variable mébt had been 100 basis points higher or lowemgluthe 12 months end
September 30, 2007, our interest expense relatitiyjs debt would increase or decrease by apprdrignd1.5 million.

For a discussion of our swaps in effect at SeptelBde2007, see “ManagemestDiscussion and Analysis of Financial Conditions
Results of Operations — Liquidity and Capital Reses — Interest Rate Hedging Activitiesf’LIBOR interest rates increase by 100 b
points, the aggregate fair market value of thesapswas of September 30, 2007 would increase byozippately $0.4 million. If LIBOF
interest rates decrease by 100 basis points, theegate fair market value of these swaps as ofe@dmr 30, 2007 would decrease
approximately $0.4 million.

In addition, we are exposed to certain losses @& dahent of nonperformance by the counterpartieeutite swaps. We expect
counterparties, which are major financial instias, to perform fully under the swaps. Howevei ifounterparty defaults on its obligati
under a swap, we could be required to pay theditdls on our debt, even if such rates were in exgkthe rate in the contract.
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ITEM 4. CONTROLS AND PROCEDURES

GENERAL

The purpose of this section is to discuss the gffegess of our disclosure controls and procedares recent changes in our inte
control over financial reporting. The statementsghiis section represent the conclusions of EdwakFditsch, our President and Chief Exect
Officer, and Terry L. Stevens, our Senior Vice Rtest and Chief Financial Officer.

The CEO and CFO evaluations of our controls andeatares include a review of the controls’ objeciand design, the controls’
implementation by us and the effect of the contosighe information generated for use in this QarrtReport. We seek to identify data err
control problems or acts of fraud and confirm thppropriate corrective action, including procespriomements, is undertaken. Our coni
and procedures are also evaluated on an ongoirg tyasr through the following:

e activities undertaken and reports issued by emgloye our internal audit departme

e quarterly su-certifications by representatives from appropriatsiness and accounting functions to support th®'s and CF(s
evaluations of our controls and procedu

e other personnel in our finance and accounting grgdion;
e members of our internal disclosure committee; and
e Mmembers of the audit committee of our Board of Etives.

Our management, including our CEO and CFO, do rpeet that our controls and procedures will prevaherrors and all fraud.
control system, no matter how well conceived andraged, can provide only reasonable, not absohgsurance that the objectives of
control system are met. Further, the design ofrotstind procedures must reflect the fact thattlaee resource constraints, and the benet
controls must be considered relative to their coBexause of the inherent limitations in all cohsgstems, no evaluation of controls
provide absolute assurance that all control issueb instances of fraud, if any, have been detedihdse inherent limitations include
realities that judgments in decisiomaking can be faulty and that breakdowns can obegause of a simple error or mistake. Addition
controls can be circumvented by the individual aftsome persons, by collusion of two or more peopt by management override of
control. The design of any system of controls ddsbased in part upon certain assumptions aboutkibiéhood of future events, and there
be no assurance that any design will succeed il its stated goals under all potential futcoaditions.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTIN G

In Iltem 9A of our 2006 Annual Report, our managetreported that the Comparsyinternal control over financial reporting was
effective as of December 31, 2006 due to matergkmesses that existed as of such date in the@@hteontrol environment associated with
accounting for real estate assets. As of the diathi® filing, we have developed and implementechediation plans to improve the inter
control environment associated with the materialkmesses that existed as of December 31, 2006, Fies have converted from
supplemental software package, which had been fosddacking detailed fixed asset records and facwaating depreciation, to the deta
fixed asset and depreciation module contained wisimd integrated to our general ledger packages ddmversion has eliminated the nee
reconcile the supplemental system to the genedglele enhanced the effectiveness of our currerdfiasset account reconciliations,
allowed for the development and use of additiong&drity reports to analyze our fixed asset andteel depreciation accounts. Second
began using our centralized lease approval softtaigentify and properly account for all tenantpimvements undertaken by tenants. Tl
we have implemented additional analytical proceslue reasonably assure that costs related fordness building improvements, ter
improvements and new development completion costsdentified and properly accrued in our consdbédafinancial statements on a tim
basis. Fourth, we set up an internal steering cdteenand hired an outside consultant to evaluatewuent use of the jobest module withi
our general ledger package and design and impleimgmbved procedures in our use of the softwargaok the percentage of completior
jobs that are in process. The first phase of thogept is in the ro-out stage with
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expected completion in December 2007. Fifth, wengtause our centralized invoice approval softwarg@rocess all invoices related to in-
process building improvements, tenant improvemantsnew development completion costs. Sixth, watetka Director of SOX Compliar
position, which was filled in November 2007, to msex our current project to develop and impleme@bmpanywide policy and procedur
manual for use by our divisional and accountindf stareasonably assure consistent and appropaissessment and application of gene
accepted accounting principles. Seventh, we hangzltda Chief Accounting Officer who started with tBempany in August 2007. Since
have not yet evaluated through formal testing i remediation activities nor have we been regfuto undertake a formal evaluation of
internal control over financial reporting since Bether 31, 2006, no assurances can be given thahdberial weaknesses that existe
December 31, 2006 have been sufficiently remediagedf the date of this filing. Our management @king closely with the audit commit

to monitor our ongoing efforts to improve our imtak control over financial reporting and to monitiwe ongoing remediation of {
aforementioned material weaknesses.

DISCLOSURE CONTROLS AND PROCEDURES

SEC rules also require us to maintain disclosumatrots and procedures that are designed to enbateiriformation required to
disclosed in our annual and periodic reports fileith the SEC is recorded, processed, summarizedreported within the time perio
specified in the SEC’s rules and forms. As defiledRule 13ai5(e) under the Exchange Act, disclosure contrald procedures incluc
without limitation, controls and procedures desifjiee ensure that information required to be disafblsy us is accumulated and communic
to our management, including our CEO and CFO,lawetimely decisions regarding required disclos#e.described above, since we have
yet formally evaluated all of our remediation aitiés relating to the material weaknesses thatediat December 31, 2006, our CEO and
do not believe that our disclosure controls anat@dores were effective at the end of the periog ) by this Quarterly Report.
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PART Il - OTHER INFORMATION
ITEM 1.LEGAL PROCEEDINGS

We are from time to time a party to a variety afdeproceedings, claims and assessments arisitige inrdinary course of our busine
We regularly assess the liabilities and contingemai connection with these matters based on tastlaformation available. For those mai
where it is probable that we have incurred or imidur a loss and the loss or range of loss careégonably estimated, reserves are recorc
the Consolidated Financial Statements. In otheaites, because of the uncertainties related tothetprobable outcome and amount or r.
of loss, a reasonable estimate of liability, if acgnnot be made. Based on the current expectewroet of such matters, none of tr
proceedings, claims or assessments is expectaeoehmaterial adverse effect on our businessydinhcondition or results of operations.

In 2006 and March 2007, we received assessmentstdte excise taxes and related interest amoutirgpproximately $5.5 millio
related to periods 2002 through 2005. In the fogrtarter of 2006, approximately $0.5 million wasraed and charged to operating expe
in anticipation of a probable settlement of thelsénmts. We received an executed settlement agreerakating to these claims in October 2(
which resulted in no change to the amount previoastrued. Legal fees related to this matter weminal and were charged to opera
expenses as incurred in 2006 and 2007.

ITEM 2 .UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

During the third quarter of 2007, the Company issar aggregate of 3,186 shares of Common Stockltiets of Common Units in t
Operating Partnership upon the redemption of ailmber of Common Units in private offerings exerfipm the registration requireme
pursuant to Section 4(2) of the Securities Act.lEafcthe holders of Common Units was an accreditedstor under Rule 501 of the Securi
Act. The resale of such shares was registeredddZtmpany under the Securities Act.

ITEM 5. OTHER INFORMATION

Daniel L. Clemmens, 38, joined us on August 13,7289 Vice President and Chief Accounting Officer. Rlemmens is responsible
managing the Accounting Department and will over@easpects of internal and external financialoréipg. Prior to joining us, Mr. Clemme
was a Senior Manager with Ernst & Young LLP in At where he worked for 13 years. Mr. Clemmensedxasnsive experience in the t
estate industry, having led Ernst & Young's outsiddit engagement team focusing on a variety ofip&EITs. Mr. Clemmens consulted w
the principal E&Y engagement partner with respeaid beginning in late 2004 and served as senioage of E&Y's engagement team fo
2004 audit of our financial statements. Mr. Clemmiana graduate of Arizona State University ara @ertified Public Accountant.

Subsequent to the issuance of the interim finamsti@ements for the period ended June 30, 2007ageament determined that c
disposition proceeds that are set aside and desdjrma intended to fund future taleferred exchanges of qualifying real estate imaeat:
should have been presented as restricted cashr ta#ireas cash and cash equivalents, as previoggstyted. Accordingly, we intend to res
our interim Consolidated Financial Statements aslafch 31, 2007 and June 30, 2007 as describelteimates to the Consolidated Finar
Statements included herein. As a result of the tatissients in cash provided by investing activitied cash and cash equivalents, the int
Consolidated Statement of Cash Flows for the tmeaths and six months ended March 31, 2007 and 3un2007, and the cash and ¢
equivalents and the restricted cash balances irCtivesolidated Balance Sheets as of March 31, 20@7 Jane 30, 2007, included in
Quarterly Reports on Form XQ-for the first and second quarters of 2007, shaaldonger be relied upon. We have discussed thmegter:
with our independent registered public accountdahte restatement will not impact our Consolidat¢éateSnents of Income in any period,
will it impact the annual financial statements lzesré were no such disposition proceeds as of Dese&ih 2006 or 2005.
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ITEM 6. EXHIBITS

Exhibit
Number Description
10.1 Highwoods Properties, Inc. Retirement Plan, effectis of March 1, 20C
311 Certification Pursuant to Section 302 of the Saelk-Oxley Act
31.2 Certification Pursuant to Section 302 of the Saek-Oxley Act
32.1 Certification Pursuant to Section 906 of the Saek-Oxley Act
32.2 Certification Pursuant to Section 906 of the Saek-Oxley Act
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SIGNATURES
Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causedréport to be signed on its behal
the undersigned thereunto duly authorized.

HIGHWOODSPROPERTIESINC.

By: /sl EDWARD J.FRITSCH
Edward J. Fritsch
President and Chief Executive Officer

By: /sI TERRY L. STEVENS
Terry L. Stevens
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: November 9, 2007
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