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ITEM 5. OTHER EVENTS

The purpose of this filing is to set forth certaidited financial statements of certain businesssmntly acquired by Highwoods Properties,
Inc.

ITEM 7. FINANCIAL STATEMENTSAND EXHIBITS
(a) Financial Statements of Businesses Acquired
LANDMARK CENTER

Report of Independent Auditors

Combined Statement of Revenue and Certain Expéfstes to Combined Statement of Revenue and Cdetgienses
SHELTON PROPERTIES

Report of Independent Auditors
Combined Statement of Revenue and Certain Expéfstes to Combined Statement of Revenue and Cdetgirnses
(b) Pro Forma Information
None
(c) Exhibits

23 Consent of Independent Auditt



SIGNATURES

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

Dated: December 23, 1998

HIGHWOODS PROPERTIES, INC.

By: /s/ Carman J. Liuzzo
Carman J. Liuzzo
Vi ce- Presi dent, Chief Executive Oficer
and Treasurer



Audited Combined Financial Statement
Landmark Center

Year ended December 31, 1997
with Report of Independent Audito



Landmark Center
Audited Combined Financial Statement
Year ended December 31, 1997
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Report of Independent Auditors
To the Board of Directors and Stockholders HighwsoBdoperties, Inc.

We have audited the accompanying Combined Stateofi€tgvenue and Certain Expenses of Landmark Castdescribed in Note 1 for the
year ended December 31, 1997. This financial statéms the responsibility of Landmark Center's nggmaent. Our responsibility is
express an opinion on this financial statementdaseour audit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statement is free of material misstatemi@miaudit includes examining, on a test
basis, evidence supporting the amounts and diselssn the financial statement. An audit also idelsiassessing the basis of accounting use
and the significant estimates made by managememeh as evaluating the overall financial statehprasentation. We believe that our audit
provides a reasonable basis for our opinion.

The accompanying Combined Statement of Revenu€artdin Expenses was prepared using the basicofiating described in Note 1 for
the purpose of complying with the rules and regoihet of the Securities and Exchange Commissioinfdusion in the Form 8-K of
Highwoods Properties, Inc. and is not intendedet@ ltomplete presentation of Landmark Center'snexand expenses.

In our opinion, the financial statement referre@ibmve presents fairly, in all material respedts,revenue and certain expenses described in
Note 1 of Landmark Center for the year ended Deegr8h, 1997, in conformity with generally accepaedounting principles

/sl Ernst & Young LLP
Ral ei gh, North Carolina
June 18, 1998



Landmark Center
Combined Statement of Revenue and Certain Expenses

Year ended December 31, 1997

Rental incone $8, 217,908
Expenses:
Repai rs and mai nt enance 1, 495, 293
Taxes 973, 349
Uilities 564, 049
I nsurance 26, 645
Managenent fees 61, 186
Total expenses 3,120, 522
Revenue in excess of certain expenses $5, 097, 386

See accompanying note



Landmark Center
Notesto Combined Statement of Revenue and Certain Expenses
December 31, 1997
1. Basis of Presentation

Presented herein is the Combined Statement of Revamd Certain Expenses related to the operatiomegoacommercial real estate
properties located in the Orlando, Florida metrdgpolmarket identified as Landmark Center.

Landmark Center is not a legal entity but ratheombination of the operations of certain real espaibperties acquired by Highwoods
Properties, Inc. in February 1998. The accompang@iogbined Statement of Revenue and Certain Expémslesles the accounts of the
following commercial real estate properties, eacWwhich is owned by entities under common contoolt, not affiliated with Highwoods
Properties, Inc.

Nurber of
Property Properties Owner
Landmarks Orlando | Limted
Landmark Center | 1 Part nership
Landmarks Orlando Il Limted
Landmark Center 11 1 Par t nership

The accompanying financial statement is preparet@ordance with Rule 3-14 of RegulatioiX@nd thus is not necessarily representativ
the actual operations for the year presented asiceaxpenses that may not be comparable to thensgs expected to be incurred by
Highwoods Properties, Inc. in the proposed futyrerations of the aforementioned properties have bgeluded. Expenses excluded consist
of interest, depreciation and general and admatistr expenses not directly related to future ojama.

2. Significant Accounting Policies
Revenue Recognition

Rental income is recognized on a straight-linesaser the term of the lease. Certain lease agmsmentain provisions which provide
reimbursement of real estate taxes, insuranceyiglng and certain common area maintenance (CAd8jc These additional rents are
recorded on the accrual basis. All rent and oteeeivables from tenants are due from commerciddiimgi tenants located in the properti



Landmark Center
Notesto Combined Statement of Revenue and Certain Expenses (continued)
2. Significant Accounting Policies (continued)
Use of Estimates

The preparation of financial statements in accacdamith generally accepted accounting principlegires management to make estimates
and assumptions that affect the amounts reportdtkifinancial statements and accompanying notetsiahresults could differ from those
amounts.

3. Leases

Landmark Center is being leased to tenants undenatipg leases that will expire over the next ni@ars. The minimum rental amounts ur
the leases are either subject to scheduled fixagases or adjustments based on the Consumer e Generally, the leases also require
that the tenants reimburse Landmark Center foeamses in certain costs above their base year costs.

Expected future minimum rents to be received olemiext five years and thereafter from tenantéefases in effect at December 31, 1997
as follows:

Tot al

1998 $ 7,778,749
1999 6, 647, 040
2000 5,593, 267
2001 4,343, 103
2002 2,369, 008
Thereafter 4,916, 422

$31, 647, 589

4. Environmental Matters

All of the Company's properties have been subjeidthase | environmental reviews. Such review et revealed, nor is management
aware of, any environmental liability that managanteelieves would have a material adverse effetheraccompanying combined financial
statement



Audited Combined Financial Statement
Shelton Properties

Year ended December 31, 1997
with Report of Independent Audito



Shelton Properties
Audited Combined Financial Statement
Year ended December 31, 1997
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Report of Independent Auditors
To the Board of Directors and Stockholders HighwsoBdoperties, Inc.

We have audited the accompanying Combined Stateofi€gvenue and Certain Expenses of the Sheltopeiies as described in Note 1
the year ended December 31, 1997. This financééistent is the responsibility of Shelton Propertiesnagement. Our responsibility is to
express an opinion on this financial statementdaseour audit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statement is free of material misstatemi@miaudit includes examining, on a test
basis, evidence supporting the amounts and diselssn the financial statement. An audit also idelsiassessing the basis of accounting use
and the significant estimates made by managememeh as evaluating the overall financial statehprasentation. We believe that our audit
provides a reasonable basis for our opinion.

The accompanying Combined Statement of Revenu€artdin Expenses was prepared using the basicofiating described in Note 1 for
the purpose of complying with the rules and regoife of the Securities and Exchange Commissioinfdusion in the Form 8-K of
Highwoods Properties, Inc. and is not intendedet@ ltomplete presentation of Shelton Propertigenge and expenses.

In our opinion, the financial statement referre@ibmve presents fairly, in all material respedts,revenue and certain expenses described in
Note 1 of Shelton Properties for the year endeceBer 31, 1997, in conformity with generally aceepaccounting principle

/sl Ernst & Young LLP
Ral ei gh, North Carolina
July 1, 1998



Shelton Properties
Combined Statement of Revenue and Certain Expenses

Year ended December 31, 1997

Rental incone $17,997, 279
Expenses:
Repai rs and mai nt enance 438, 420
Taxes 1, 220, 276
Uilities 31,077
I nsurance 102, 409
Managenent fees 35, 844
Total expenses 1, 828, 026
Revenue in excess of certain expenses $16, 169, 253

See accompanying note



Shelton Properties
Notesto Combined Statement of Revenue and Certain Expenses
December 31, 1997
1. Basis of Presentation

Presented herein is the Combined Statement of Revamd Certain Expenses related to the 32 comrhegeicestate properties and one
parking deck located in Winston-Salem, Greensbab@harlotte, North Carolina.

Shelton Properties is not a legal entity but ratheombination of the operations of certain retdtesproperties under common control
acquired by Highwoods Properties, Inc. The accoryipgnCombined Statement of Revenue and Certain iisgeeincludes the accounts of
following commercial real estate properties, eaclwiich was owned by a party not affiliated withgHivoods Properties, Inc.

Nurber of

Property Properties Owner
Col ony Center 1 Chedren, Inc.
Madi son 1 Chedren, Inc.
Chi mey Rock Road 6 SMS Part nership
Madi son Par k 7 Shel t on Conpany
Nor t hri dge 7 Shel t on Conpany
Menber s 1 Shel t on Conpany
Twi n Lakes 1 Shel t on Conpany
Grassy Creek 3 GVB Partnership
Cl enmenti ne Road 5 Hanpt on | nvestnents
I ndi ana Avenue 1 Wi ght - Shel ton Partners

The accompanying financial statement is preparet@ordance with Rule 3-14 of RegulatioiX$nd thus is not necessarily representatiy
the actual operations for the year presented asicaxpenses that may not be comparable to thensgs expected to be incurred by
Highwoods Properties, Inc. in the proposed futyperations of the aforementioned properties have bgeluded. Expenses excluded consist
of interest, depreciation and general and admatistr expenses not directly related to future ojama.



Shelton Properties
Notesto Combined Statement of Revenue and Certain Expenses (continued)
2. Significant Accounting Policies
Revenue Recognition

Rental income is recognized on a straight-linesaser the term of the lease. Certain lease agmsmentain provisions which provide
reimbursement of real estate taxes, insuranceyiglng and certain common area maintenance (CAd8jc These additional rents are
recorded on the accrual basis. All rent and otbeeivables from tenants are due from commerciddlimgj tenants located in the properties.

Use of Estimates

The preparation of financial statements in accordamith generally accepted accounting principlegiies management to make estimates
and assumptions that affect the amounts reportttkifinancial statements and accompanying notesiaAresults could differ from those
amounts.

3. Leases

Shelton Properties are being leased to tenants wpeeating leases that will expire over the néaven years. The minimum rental amounts
under the leases are either subject to scheduled fincreases or adjustments based on the Constiinerindex. Generally, the leases also
require that the tenants reimburse the Sheltondpties for increases in certain costs above treselyear costs.

Expected future minimum rents to be received ovemtext five years and thereafter from tenantéefases in effect at December 31, 1997
as follows:

Tot al
1998 $ 16, 488,722
1999 15, 570, 220
2000 13, 563, 201
2001 11, 218, 683
2002 9, 756, 293
Thereafter 39, 006, 202

Three major tenants represent 63% of rental inclmmthe year ended December 31, 1¢



Shelton Properties
Notesto Combined Statement of Revenue and Certain Expenses (continued)
4. Environmental Matters

All of the Company's properties have been subjeidthase | environmental reviews. Such review i revealed, nor is management
aware of, any environmental liability that managatieelieves would have a material adverse effe¢theraccompanying combined financial
statement



EXHIBIT 23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statements (Form S-3 Nos. 333-39233,51671-01, 333-51759 and 333-
61913, and Form S-8 Nos. 333-12117, 333-29759,223%3 and 333-55901) and related Prospectusegbfadiods Properties, Inc. and in
the Registration Statement (Form S-3 Nos. 333-5)Laidd related Prospectus of Highwoods Realty LidhRartnership of our report dated
June 18, 1998 with respect to the statement ofwey@and certain expenses of Landmark Center foygheended December 31, 1997, and of
our report dated July 1, 1998 with respect to taeement of revenue and certain expenses of Shielmperties for the year ended December

31, 1997, included in the Current Reports on Foskh@ Highwoods Properties, Inc. and Highwoods Rehimited Partnership dated June
18, 1998, filed with the Securities and Exchangen@dission.

ERNST & YOUNG LLP

/sl Ernst & Young LLP

Ral ei gh, North Carolina
Decenber 22, 1998
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