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PART | - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

We refer to (1) Highwoods Properties, Inc. as tGerhpany,” (2) Highwoods Realty Limited Partnersagthe “Operating
Partnership,” (3) the Company’s common stock agti@won Stock,” (4) the Company’s preferred stockRieferred Stock,” (5) the
Operating Partnership’s common partnership intsrast‘Common Units,” (6) the Operating Partnershjpeferred partnership interests as
“Preferred Units” and (7) in-service propertiesdlexing apartment units) to which the Company liteesand 100.0% ownership rights as the
“Wholly Owned Properties.”

The information furnished in the accompanying Carsgel Consolidated Financial Statements refle@djllstments (consisting of
normal recurring accruals) that are, in our opiniwecessary for a fair presentation of the afordimeed financial statements for the interim
period.

The aforementioned financial statements shouldehd in conjunction with the notes to Consolidatedh#cial Statements and
Management’s Discussion and Analysis of Financ@dition and Results of Operations, and Risk Fadtwluded herein and in our 2004
Annual Report on Form 10-K.
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Balance Sheets
(Unaudited and $ in thousands, except per shareiatsio

December 31

June 30,
2005 2004
Assets:
Real estate assets, at ct
Land $ 371,92t $ 377,65
Buildings and tenant improvemet 2,638,04. 2,680,211
Development in proces 59,43: 26,20¢
Land held for developme! 163,50! 176,54¢
Furniture, fixtures and equipme 22,90 22,40
3,255,80 3,283,02i
Less— accumulated depreciatic (568,53) (549,989
Net real estate asse 2,687,27 2,733,041
Real estate and other assets, net of accumulapeddiation, held for sal 219,86¢ 254,00(
Cash and cash equivalel 44,21( 24,48
Restricted cas 7,63¢ 3,87¢
Accounts receivable, n 16,53¢ 15,42:
Notes receivabl 7,594 8,44
Accrued straigt-line rents receivable, n 60,56 56,84(
Investments in unconsolidated affilial 73,501 72,61(
Deferred financing and leasing costs, 59,327 60,74
Prepaid expenses and otl 11,91« 10,20(
Total Asset: $3,188,41'  $3,239,65!
Liabilities, Minority Interest in the Operating Par tnership and Stockholder¢ Equity:
Mortgages and notes payal $1,579,15. $1,572,57.
Accounts payable, accrued expenses and otheiitied 123,75: 119,93!
Financing obligation 43,87. 65,30¢
Total Liabilities 1,746,77. 1,757,81.
Minority interest in the Operating Partners 101,08 113,73(
Stockholder Equity:
Preferred stock, $.01 par value, 50,000,000 autbdrshares
8 5/ 8% Series A Cumulative Redeemable Preferred Shbgeglation preference $1,000 per share),
104,945 shares issued and outstanding at Jun®@8,ehd December 31, 20 104,94! 104,94!
8% Series B Cumulative Redeemable Preferred SKliageglation preference $25 per share), 6,900
shares issued and outstanding at June 30, 200Betaiber 31, 20C 172,50( 172,50(
8% Series D Cumulative Redeemable Preferred Sliageglation preference $250 per share), 400,000
shares issued and outstanding at June 30, 200Betaiber 31, 20C 100,00( 100,00(
Common stock, $.01 par value, 200,000,000 authdshares; 54,037,013 shares issued and outstaa
June 30, 2005 and 53,813,422 at December 31, 288dectively 54C 53¢
Additional paic-in capital 1,418,42. 1,416,13
Distributions in excess of net earnir (447,819 (419,079
Accumulated other comprehensive | (2,569 (2,819
Deferred compensatic (5,46%) (4,117
Total Stockholder Equity 1,340,56. 1,368,111
Total Liabilities, Minority Interest in the Operaty Partnership and Stockholc’ Equity $3,188,41'  $3,239,65!

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

Three Months Ended

Six Months Ended

June 30, June 30,
2005 2004 2005 2004
Rental and other revenues $106,70¢ $106,50( $214,44¢ $216,07:
Operating expenses
Rental property and other expen 36,72( 37,55¢ 74,04 78,44(
Depreciation and amortizatic 29,96¢ 30,19( 61,91« 59,08¢
Impairment of assets held for L 60C — 3,17z —
General and administratiy 8,124 8,43 16,48: 19,71(
Total operating expens 75,418 76,17 155,61t 157,23¢
Interest expense:
Contractua 24,99 27,35¢ 50,58: 54,80¢
Amortization of deferred financing cos 83¢ 92t 1,68t 2,09(
Financing obligation 1,39¢ 1,42¢ 3,04 6,11¢
27,23( 29,70% 55,31: 63,01«
Other income:
Interest and other incon 1,411 1,852 3,36¢ 3,612
Loss on debt extinguishme (1093 (12,457 (130 (12,457
1,30¢ (10,60%) 3,23¢ (8,845
Income/(loss) before disposition of property, mindty interest and equity in earnings
of unconsolidated affiliates 5,37( (9,987) 6,757 (13,02¢)
Gains on disposition of property, r 1,38: 15,19¢ 1,78¢ 16,081
Minority interest in the Operating Partners (139 73 15€ 924
Equity in earnings of unconsolidated affilia 2,262 1,51 4,904 2,75
Income from continuing operations 8,88: 6,80¢ 13,60: 6,73¢
Discontinued operation:
Income from discontinued operations, net of miryorteresi 1,971 2,45¢ 4,26: 5,30¢
Gains/(losses) on sales and impairments of distoed operations, net of
minority interest, including gain from related pantansactions of $952 and
$4,816 in the three and six months ended June(8ih, 2espectivel 581 (2,795 14,72 563
2,552 (336) 18,98¢ 5,86¢
Net income 11,43¢ 6,46¢ 32,58¢ 12,60¢
Dividends on preferred stox (7,719 (7,719 (15,426 (15,426
Net income available for/(loss attributable to) cormon stockholders $ 3,721 $ (1,24%) $ 17,16: $ (2,820
Net income/(loss) per common sha—basic:
Income/(loss) from continuing operatic $ 00z $ (002 $ (0.0 $ (0.10
Income from discontinued operatia 0.0t — 0.3 0.11
Net income/(loss $ 007 $ (002 $ 032 $ (0.09
Weighted average common shares outstar—basic 53,73¢ 53,274 53,69( 53,23(
Net income/(loss) per common sha—diluted:
Income/(loss) from continuing operatic $ 00z $ (0.0 $ (0.09) $ (0.1¢
Income from discontinued operatia 0.0t — 0.3 0.11
Net income/(loss $ 007 $ (002 $ 032 $ (0.09
Weighted average common shares outstar—diluted 60,35! 53,27 53,69( 53,23(
Dividends declared per common sh $ 042t $ 042 $ 085( $ 0.85C

See accompanying notes to condensed consolidaiucfal statements.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders’ Equity

For the Six Months Ended June 30, 2005
(Unaudited and in thousands, except share amounts)

Accumulated

Distributions

Deferred Other
Number of Common Additional Compen- Compre- in Excess
Common Series A SeriesB  Series D Paid-In hensive of Net
Shares Stock  Preferred Preferred Preferred Capital sation Loss Earnings Total

Balance at December 31, 2C 53,813,42 $ 53¢ $104,94! $172,50( $100,00( $1,416,131 $(4,110) $ (2,814 $(419,07() $1,368,11

Issuance of Common Stock,
net

Common Stock Dividenc

Preferred Stock Dividenc

Adjustment to minority
interest of unitholders in t
Operating Partnersh

Issuance of Restricted Stock,
net

Fair market value of options
granted

Amortization of equity- based
compensatiol

Other comprehensive incor

Net income

Balance at June 30, 20

114,08: 1 — — — 1,63( — — — 1,631

R _ _ _ — — — (45,890 (45,890

_ _ _ — — — — (15,420 (15,426

_ _ _ — (1,990 — — — (1,990)
109,50t 1 — — — 1,41¢ (1,420 — — —
S — — — — 1,23; (1,239 — — —

— — — — — — — 25C — 25C

— — — — — — — — 32,58¢ 32,58¢
54,037,01 $ 54C $104,94! $172,50( $100,00( $1,418,42. $(5,46§) $ (2,564 $(447,81) $1,340,56:

See accompanying notes to condensed consolidaiucial statements.
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited and in thousands)

Operating activities:
Net income
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic
Amortization of lease incentive
Impairment of assets held for L
Amortization of equit-based compensatic
Amortization of deferred financing cos
Amortization of accumulated other comprehensive
Loss on debt extinguishmer
(Gains) and impairments on disposition of propenst
Minority interest in the Operating Partners
Equity in earnings of unconsolidated affilia
Change in financing obligatiot
Distributions of earnings from unconsolidated &ifiés
Changes in operating assets and liabili
Net cash provided by operating activit
Investing activities:
Additions to real estate assets and deferred lgasists
Proceeds from disposition of real estate as
Distributions of capital from unconsolidated atities
Net repayments in notes receiva
Contributions to unconsolidated affiliat
Other investing activitie
Net cash provided by investing activiti
Financing activities:
Distributions paid on common stock and common
Dividends paid on preferred sto
Net proceeds from the sale of common si
Repurchase of common un
Borrowings on revolving loa
Repayment of revolving loe
Borrowings on mortgages and notes payi
Repayment of mortgages and notes pay
Payments on financing obligatio
Additions to deferred financing cos
Payments on debt extinguishme
Net cash used in financing activiti
Net increase/(decrease) in cash and cash equis.
Cash and cash equivalents at beginning of the ¢b

Cash and cash equivalents at end of the pi

Supplemental disclosure of cash flow information
Cash paid for interest, net of amounts capital

See accompanying notes to condensed consolidaiucial statements.
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Six Months Ended

June 30,
2005 2004

(Revised —
See Note 1)

$ 32,58t¢ $ 12,60¢
67,39/ 67,11/
53z 48t

3,172 —
1,29t 3,20¢
1,68t 2,09(
351 407
13C 12,455
(18,159 (16,71
1,95¢ (242)
(4,909 (2,759
(67) 1,814
4,59¢ 2,34¢
(9,049 (6,429
81,53 76,38¢
(86,637) (56,672
106,10¢ 91,60:
1,032 7,28¢
1,40¢ 42
— (9,989
21€ 15¢
22,13( 32,42
(50,919 (50,789
(15,426) (15,42¢)
1,631 1,39:
(4,817 (50)
94,50( 334,00(
(79,500 (192,000

22,43: —
(51,59¢) (120,124
— (62,500
(224) (881)
(27) (12,329
(83,935 (118,69Y)
19,72¢ (9,879
24,48 21,69¢
$ 4421C $ 11,81;
$ 50,91: $ 54,97(
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Statements of Cash Flows ef@inued
(Unaudited and in thousands)

Supplemental disclosure of non-cash investing anéhfincing activities:

The following table summarizes the net assets aedidisposed subject to mortgage notes payabletwed non-cash transactions:

Assets:

Net real estate asse

Restricted cas

Notes receivabl

Investments in unconsolidated affilia
Deferred leasing costs, r

Prepaid and othe

Liabilities:

Mortgages and notes payal

Accounts payable, accrued expenses and otheiitied
Financing obligatior

Minority Interest and Stockholders’ Equity

See accompanying notes to condensed consolidaiucfal statements.
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Six Months Ended

June 30,
2005 2004
$ (9,350  $(145,70Y
4,00(¢ —
55¢ 70z
1,76¢€ 13,82¢
— 26C
— (104)
$ (3,029  $(131,019
20,74 (136,20)
4,21: 5,18¢
(21,22)) —
$ 3,73¢  $(131,019
$ 6,769 $ —
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
June 30, 2005
(tabular dollar amounts in thousands, except per shre data)
(Unaudited)

1. DESCRIPTION OF B USINESS ANDB ASIS OF P RESENTATION
Description of the Company

Highwoods Properties, Inc., together with its cdigsded subsidiaries (the “Company”), is a fullydgrated, self-administered and self-
managed equity real estate investment trust (“REfdt operates in the southeastern and midwebheited States. As of June 30, 2005, the
Company’s wholly owned assets included: 424 inisereffice, industrial and retail properties; 15@&ement units; 1,011 acres of
undeveloped land suitable for future developmemd; @n additional eight properties under development

The Company conducts substantially all of its atifig through, and substantially all of its intései® the properties are held directly or
indirectly by, Highwoods Realty Limited Partnersiiipe “Operating Partnership”). The Company issbke general partner of the Operating
Partnership. At June 30, 2005, the Company own@d¥0 of the preferred partnership interests (“RrefkUnits”)and 90.4% of the comm:
partnership interests (“Common Units”) in the Opieiga Partnership. Limited partners (including cartafficers and directors of the
Company) own the remaining Common Units. Each Combioit is redeemable for the cash value of oneeshfthe Company’s common
stock, $.01 par value (the “Common Stock”), orthat Company’s option, one share of Common Stockinguhe six months ended
June 30, 2005, the Company redeemed in cash oepydpom limited partners 433,467 Common Unitsjekhincreased the percentage of
Common Units owned by the Company to 90.4% at 30n005 from 89.8% at December 31, 2004. Prefddrats in the Operating
Partnership were issued to the Company in conneutith the Company’s preferred stock offerings @97 and 1998 (the “Preferred Stock”).
The net proceeds raised from each of the Pref@tack issuances were contributed by the Compathyet@®perating Partnership in exchange
for the Preferred Units. The terms of each serideferred Units generally parallel the termsha tespective Preferred Stock as to
dividends, liquidation and redemption rights.

Basis of Presentation

The Condensed Consolidated Financial Statementedfompany are prepared in accordance with U.8efaly Accepted Accountir
Principles (“GAAP”). The presentation in the Conded Consolidated Statement of Cash Flows of operatsh flows for the six months
ended June 30, 2004 have been revised by begiwithget income, rather than income from continuipgrations. As more fully described
in Note 9, as required by SFAS No. 144, “Accounfiogthe Impairment or Disposal of Long-Lived Ass&{(“SFAS No. 144"), the
Condensed Consolidated Balance Sheet at Decemp2034 and the Consolidated Statement of Incoméhfthree and six months ended
June 30, 2004 were revised from previously repaatadunts to reflect in real estate and other assdsfor sale and in discontinued
operations the assets and operations for thosegiepsold or held for sale in the first six manti 2005 which qualified for discontinued
operations.

The Condensed Consolidated Financial Statemeritgdimthe Operating Partnership, wholly owned subasis and those subsidiaries
in which the Company owns a majority voting inténgith the ability to control operations of the sidiaries and where no approval, veto or
other important rights have been granted to theoritinstockholders. In accordance with StatemerRasition 78-9, “Accounting for
Investments in Real Estate Ventures,” the Compamgalidates partnerships, joint ventures and lidhliigbility companies when the
Company controls the major operating and finarmddicies of the entity through majority ownershipi its capacity as general partner or
managing member. The Company does not consolidditees where the other interest holders have itgmbrrights, including the right to
approve decisions to encumber the entities with dell acquire or dispose of properties. In addjtibea Company consolidates those entities,
if any, where the Company is deemed to be the pyitaneficiary in a variable interest entity (agimied by FASB Interpretation No. 46
(revised December 2003) “Consolidation of Varidblerest Entities” (“FIN 46(R)")). All significanintercompany transactions and accounts
have been eliminated.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. DESCRIPTION OF B USINESS ANDB AsIs OF P RESENTATION - Continued

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of
1986, as amended (the “Code”). As a REIT, the Camggenerally will not be subject to federal or steicome taxes on its net income that it
distributes to stockholders. Continued qualificatas a REIT depends on the Company’s ability tisfyahe dividend distribution tests, stock
ownership requirements and various other qualificatests prescribed in the Code. In June 1994Cthapany formed a taxable REIT
subsidiary, as permitted under the Code, througlbiwih conducts certain business activities. Thealde REIT subsidiary is subject to federal
and state income taxes on its net taxable incordgtenCompany records provisions for such taxetheaextent required, based on its incc
recognized for financial statement purposes, inplythe effects of temporary differences betwearhsocome and the amount recognizec
tax purposes.

The accompanying unaudited financial informationthie opinion of management, contains all adjustsm@éncluding normal recurring
accruals) necessary for a fair presentation ofbepany’s financial position, results of operatiamsl cash flows. The Company has
condensed or omitted certain notes and other irdbam from the interim financial statements presdnn this Quarterly Report on Form 10-
Q. These financial statements should be read ijunotion with the Company’s 2004 Annual Report amrg 10-K.

The preparation of financial statements in accacdamith GAAP requires management to make estinmtdsassumptions that affect
the amounts reported in the financial statemendsaacompanying notes. Actual results could diffenf those estimates.

Minority Interest in the Operating Partnership

Minority interest in the accompanying Condensedsotidated Financial Statements relates to the camomanership interests in the
Operating Partnership owned by various individaald entities other than the Company. As of Jun®05, the minority interest in the
Operating Partnership consisted of approximatelyngillion Common Units. Minority interest in thetnacome of the Operating Partnership
is computed by applying the weighted average péagenof Common Units not owned by the Company dyittie period (as a percent of the
total number of outstanding Common Units) to thef@ging Partnership’s net income/(loss) after dédgdistributions on Preferred Units.
The result is the amount of minority interest exgeenr income recorded for the period. In additiehen a Common Unitholder redeems a
Common Unit for a share of Common Stock or cashntinority interest is reduced and the Company&gesin the Operating Partnership is
increased. At the end of each reporting periodQbmpany determines the amount that representsitiaity unitholders’ share of the net
assets (at book value) of the Operating Partneestipcompares this amount to the minority intebatince that resulted from transactions
during the period involving minority interest. TRB@mpany adjusts the minority interest liabilitythe computed share of net assets with an
offsetting adjustment to the Company’s paid in tpi

Following is the minority interest in the net incerof the Operating Partnership:

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Amount shown as minority interest in continuing @t®ns $(134) $ 73 $ 15€ $ 924
Amount related to income from discontinued opereat (217) (2849 (467) (615)
Amount related to gain on sale of discontinued afiens (62) 323 (1,644 (67)
Total minority interest in net income of the OpargtPartnershij $(407) $11z  $(1,95%5 $ 24z

9
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. DESCRIPTION OF B USINESS ANDB AsIs OF P RESENTATION - Continued
Stock-Based Compensation

In accordance with Statement of Financial Accounfitandards No. 148, “Accounting for Stock-baseth@ensation — Transition and
Disclosure” (“SFAS No. 148"), the Company expenakstock options issued on or after January 1320@r the vesting period based upon
the fair value of the award on the date of grahe Tinamortized value of option grants since Janlia2p03 aggregated $2.0 million at
June 30, 2005. See below for the amounts that wwaNd been deducted from net income if the Compauyelected to expense the fair vi
of all stock option awards that had vested rathan tonly those awards issued subsequent to Jahu20p3:

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Net income available for/(loss) attributable to enam stockholder— as reportet $3,721  $(1,24%) $17,16:  $(2,820)
Add: Stock option expense included in reportedimeame 134 42(1) 21€ 17C(1)
Deduct: Total stock option expense determined ufailevalue recognition method for
all awards (18€) (146) (1) (355 (420) (1)

Pro forma net (loss)/income attributable to comrstmtkholder: $3,66¢  $(1,349 $17,02  $(3,070)
Basic net income/(loss) per common st- as reporte: $ 0.07 $ (0.02 $ 03z $ (0.09
Basic net income/(loss) per common st- pro forma $ 0.07 $ (0.02 $ 03z $ (0.09
Diluted net income/(loss) per common sh- as reporte: $ 0.07 $ (0.02 $ 03z $ (0.09
Diluted net income/(loss) per common sh- pro forma $ 0.07 $ (0.02 $ 03z $ (0.09

(1) Amounts include the effect of dividend equivalaghts.

Impact of Newly Adopted and Issued Accounting Stanards

In March 2005, the FASB issued FASB Interpretatitm 47 (“FIN 47”) “Accounting for Conditional Ass&etirement Obligations, an
interpretation of SFAS No. 143" which clarifies ttaaliability for the performance of asset retiremactivities should be recorded if the
obligation to perform such activities is uncondit@d whether or not the timing or method of setéainof the obligation may be conditional
on a future event. FIN 47 is effective no latemtiiae end of 2005. The Company implemented FINn4Reé fourth quarter of 2005, and the
application of FIN 47 did not have a material effec the Company’s financial condition or result®perations.

In July 2005, the FASB issued Staff Position (FSBP 78-9-1, “Interaction of AICPA Statement of Fiosi 78-9 and EITF Issue
No. 0¢-5.” The EITF reached a consensus on EITF Issuelld, “Determining Whether a General Partner er@eneral Partners as a
Group, Controls a Limited Partnership or Similatignwhen the Limited Partners Have Certain Righitating that a general partner is
presumed to control a limited partnership and stheohsolidate the limited partnership unless thitdid partners possess substantive kick-
out rights or the limited partners possess suliggparticipating rights. This FSP eliminates tlaaept of “important rights” of SOP 78-9
and replaces it with the concepts of “kick-out tgfrand “substantive participating rights” as defirin Issue 04-5. This FSP is effective after
June 29, 2005 for general partners of all new pastrips formed and for existing partnerships foicllthe partnership agreements are
modified. For general partners in all other paishgrs, the guidance in this FSP is effective nerlttan January 1, 2006. The Company
currently expects to consolidate one of its exgsjoint ventures, Highwoods-Markel Associates, LIuppn the adoption of this FSP in
January 2006; the Company expects to treat thisciimnge of accounting principle as permitted leyRBP. The change is not expected to
have any effect on the Company’s net income. ThesGlidated Balance Sheet is expected to be impastéttcluding approximately $50
million of real estate assets, net of accumulatgatetiation, and other assets, approximately $4l®min mortgages and notes payable and
other liabilities, with the remaining effects tov@stments in unconsolidated affiliates and to mtgpanterest.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. DESCRIPTION OF B USINESS ANDB AsIs OF P RESENTATION - Continued
Impact of Newly Adopted and Issued Accounting Stanards - Continued

In December 2004, the FASB issued SFAS No. 123“&)are-Based Payment,” which revises SFAS No. 12&8;ounting for Stock-
Based Compensation” and supersedes APB Opinio2BdAccounting for Stock Issued to Employees”eéquire all share-based payments
to employees to be recognized in the income statebrased on their fair values. Pro forma disclossire longer an alternative. SFAS
No. 123 (R) must be adopted no later than Janua2@d6. On January 1, 2006, the Company plansdptabe modified prospective meth
in which compensation cost is based on the reqaintsof SFAS No. 123 (R) for all sharased payments granted after the effective dat
based on the requirements of SFAS No. 123 forvedirds granted to employees prior to the effectaie @f SFAS 123 (R) that remain
unvested on the effective date. Because the Compasiysed a fair value based method of accountingtdck-based compensation costs for
all employee stock compensation awards grantedifiedar settled since January 1, 2003 and doegxwect to have significant unvested
awards from periods prior to January 1, 2003 ontitey at January 1, 2006, the Company does notcéxpe adoption of SFAS No. 123
(R) to have a material impact on its financial atind and results of operations upon adoption.

In December 2004, the FASB issued Statement offeinbAccounting Standard No. 153, “Exchange of Monetary Assets, an
amendment of APB Opinion No. 29” (SFAS No. 153)eBmendment eliminates the use of the “similar pctde assetstoncept to accout
for nonmonetary exchanges at book value with no baing recognized and requires that nonmonetasiyamges be accounted for at fair
value, recognizing any gain or loss, if the tratisas meet a commercial-substance criterion and/&due is determinable. The Statement is
effective for nonmonetary exchanges occurringsndl periods beginning after June 15, 2005. Thepg2om will apply SFAS No. 153 to any
applicable transactions occurring on or after Jania2006.

In May 2005, the FASB issued Statement of Finamstalounting Standard No. 154, “Accounting Changwes &rror
Corrections” (SFAS No. 154). The Statement replagEunting Principles Board Opinion No. 20, “Acecting Changes” (APB Opinion
No. 20) and Statement of Financial Accounting StéaddNo. 3“Reporting Accounting Changes in Interim Finan&ghtements” and changes
the requirements for the accounting for and repgrtif a change in accounting principle. APB Opinidm 20 previously required that most
voluntary changes in accounting principle be recogphby including in net income of the period of thange the cumulative effect of
changing to the new accounting principle. This &tant requires retrospective application to pramiqus’ financial statements of changes in
accounting principle, unless it is impracticablelaiermine either the period-specific effects @r¢bmulative effect of the change. The
Statement is effective for any accounting changeiscarrections of errors made on or after JanuapQe6.

2. | NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES

During the past several years, the Company hasefdwarious joint ventures with unrelated investdtee Company has retained
minority equity interests ranging from 12.50% to@®s in these joint ventures. The Company genehalfyaccounted for its unconsolidated
joint ventures using the equity method of accountis a result, the assets and liabilities of thjese ventures for which the Company u:
the equity method of accounting are not includedhenCompany’s consolidated balance sheet. One\eirture is accounted for as a
financing arrangement pursuant to Statement ofrf€iaa Accounting Standards (“SFAS”) No. 66, as dibsdl in Note 3 to the Consolidated
Financial Statements in our 2004 Annual Report om10-K, and another joint venture is consolidaiacsuant to FIN 46(R). These two
joint ventures are not reflected in the tables e
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2. I NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES - Continued

Investments in unconsolidated affiliates as of B®e2005 and combined summarized financial infaionafor our unconsolidated joint
ventures for the three and six months ended Jun20®® and 2004 are as follows:

Ownership
Total Rentable
Office Property Location Square Feet (00C Interest
Board of Trade Investment Compa Kansas City, MC 16€ 49.0(%
Dallas County Partners I, L Des Moines, 1A 641 50.00(%
Dallas County Partners Il, L Des Moines, 1A 272 50.00%
Dallas County Partners Ill, L Des Moines, 1A 7 50.00%
Fountain Thre« Des Moines, IA 71C 50.0(%
RRHWoods, LLC Des Moines, 1A 76<(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 28t 50.00(%
Highwoods DLF 98/29, LP Atlanta, GA; Charlotte, NC;
Greensboro, NC; Raleigh, NC;
Orlando, FL; Baltimore, MI 1,19¢ 22.81%
Highwoods DLF 97/26 DLF 99/32, L Atlanta, GA; Greensboro, NC; Orlando, 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 1,272 40.0(%
Concourse Center Associates, L Greensboro, N( 11€ 50.0(%
Highwood«-Markel Associates, LL( Richmond, VA 412 50.00%
Weston Lakeside, LL( Raleigh, NC — 50.0(%
Total 7,12(
(1) Includes 75,000 square feet for an office buildingrently under developmet
For the Three Months For the Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Income Statements
Revenue: $34,39° $25,22° $69,04¢ $49,31:
Expenses:
Interest expense and loan cost amortize 8,76: 5,78¢ 17,07¢ 11,63¢
Depreciation and amortizatic 7,33¢ 5,32¢ 14,58¢ 10,267
Operating expenst 14,08¢ 10,60C 28,07¢ 20,83¢
Total expense 30,18¢ 21,71¢ 59,74 42,73¢
Net income $ 421: $ 351: $930: $ 6,574
The Company's share of:
Net income(1) $ 2,260 $ 1517 $ 4,904/ $ 2,75:
Interest expense and loan cost amortize $ 3687 $ 2,380 $ 7,14¢ $ 4,80i
Depreciation and amortization (real estate rele $ 2,628 $ 2,03¢ $ 5,26¢ $ 4,051

(1) The Company’s share of net income is greatsn its weighted average ownership percentage ijotheventures due to purchase
accounting and other related adjustme
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2. I NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES - Continued

On September 27, 2004, the Company and an affdfa@rosland, Inc. (“Crosland”) formed Weston Lakies LLC, in which the
Company has a 50.0% ownership interest. On Jun2(®@, the Company contributed 22.4 acres of lamhagreed upon value of $3.9
million to this joint venture, and Crosland contribd approximately $2.0 million in cash; immedigtilereafter, the joint venture distributed
approximately $1.9 million to the Company and ang#i$0.5 million was recorded. Crosland will deyglmanage and operate this joint
venture, which is now constructing approximatel 38ntal residential units at a total estimated obspproximately $33 million expected
be completed by the second quarter of 2007. Crdslae. will receive 3.25% of all project costs etlthan land as a development fee and
3.5% of gross revenue of the joint venture in managnt fees. The Company is providing certain dgraknt services for the project and:
receive a fee equal to 1.0% of all project costduahing land. The joint venture is financing thevelepment with a $28.4 million constructi
loan that is guaranteed by Crosland, Inc. The Campas accounted for this joint venture using tipgity method of accounting.

On December 22, 2004, the Company and Easlan meestGroup, Inc. (“Easlan”) formed The Vinings atitkrsity Center, LLC. The
Company contributed 7.8 acres of land at an aguped value of $1.6 million to the joint ventureDecember 2004 in return for a 50.0%
equity interest and Easlan contributed $1.1 milliorthe form of non-interest bearing promissoryesofor a 50.0% equity interest in the
entity. Upon formation, the joint venture enteretbia $9.7 million secured construction loan to ptate the construction of 156 apartment
units on the 7.8 acres of land. Easlan has guardriigs construction loan, and at December 31, 26D5 million had been borrowed on the
loan. The construction of the apartments was coregli the first quarter of 2006. Easlan is the aggn and leasing agent for these apart
units and receives customary management fees asith@ecommissions. The Company has received davelopfees throughout the
construction project and will receive managemees faf 1.0% of gross revenues at the time the apatsrare 80.0% occupied. The Comp
is currently consolidating this joint venture undlee provisions of FIN 46(R) because Easlan haatisk equity and accordingly the
Company absorbs the majority of the joint ventuexpected losses. Accordingly, the Comparalance sheet at June 30, 2005 includes
million of development in process and a $1.3 millanstruction note payable.

For additional information regarding our investnseint unconsolidated and other affiliates, see Rdiethe Consolidated Financial
Statements in our 2004 Annual Report on Form 10-K.

3. FINANCING A RRANGEMENTS

For information regarding sale transactions thaeveecounted for as financing arrangements at 30n2005 under paragraphs 25
through 29 of SFAS No. 66, see Note 5 herein anté Ndo the Consolidated Financial Statements ir2604 Annual Report on Form 10-K.

4. A sseTD ISPOSITIONS
During 2005 and the first quarter of 2006, the Canyps dispositions consisted of the following:

For the Year 2005 First
First Second Third Fourth Quarter
Quarter Quarter Quarter Quarter 2006
Operating properties (square feet in thousa 1,17¢ 69C 2,73: 263 1,99¢
Land held for development (acre — 77.4 50.C 71.¢ 60.¢€
Gross sale proceeds on operating prope $61,19¢ $39,90( $264,55¢ $20,56: $153,90(
Gross sale proceeds on development $ — $14,29C $ 3,13¢ $ 7,79t $ 6,08
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4. A sseTD IsposITIONS - Continued

Included among the dispositions of operating priggeduring 2005 were the following larger trangat, all of which except the
Eastshore transaction were recorded as discontimpeictions. In the first quarter, the Company swiaffice building in Raleigh, North
Carolina to an owner/user for gross proceeds ofcgapately $27.3 million. In the first and secongbgters, the Company sold industrial
buildings in WinstonSalem, North Carolina for gross proceeds of appnaiely $27.0 million, as more fully described intBl6 herein. In th
second quarter, the Company sold two vacant bgj&lin Highwoods Preserve, Tampa, Florida to an otuser for gross proceeds of
approximately $24.5 million. In the third quartére Company sold all of its operating propertied esrtain vacant land in Charlotte, North
Carolina and certain operating properties in Tarff@jda in a single transaction for gross procesfdspproximately $228 million. In
connection with this sale, the Company closediitsidn office in Charlotte and incurred employ@warance costs of approximately $0.6
million, which were charged to general and admiatste expenses during the second and third quattethe third quarter, the Company
recognized as a completed sale a transaction imgpttiree office buildings in Richmond, Virginiaatwere sold in 2002 (“Eastshore”); this
transaction had been accounted for as a finaneiergaa significant guarantee of rent under leas®e sold properties that was made by the
Company when the sale occurred in 2002, as molsedakcribed in Note 3 to the Consolidated Findrsiatements in the 2004 Annual
Report on Form 10K. This transaction was recorded eompleted sale transaction in July 2005 whemthximum exposure to loss under
guarantees became less than the related deferrecageordingly, $1.7 million in gain was recogrize the third and fourth quarters of 2005
and additional gain will be recognized in 2006 @087 as the maximum exposure under the guararsteeduced. Payments made under rent
guarantees after July 2005 are recorded as a fedudtthe deferred gain.

In the first quarter of 2006, the Company soldagffand industrial properties in Atlanta, Georgialuthbia, South Carolina and Tampa,
Florida in a single transaction for gross procesdspproximately $141 million. This transaction wéassified as held for sale and an
impairment loss of $7.7 million was recorded in therth quarter of 2005. The properties subjechis sale were recorded as discontinued
operations in fourth quarter 2005.

Gains, losses and impairments on disposition gb@mies, net, from dispositions not classified @sa@htinued operations, consisted of
the following:

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Gains on disposition of land, n $1,03¢ $ 42 $1,191 $ 1,07¢
Impairments on lan (210 (1,872 (210 (1,872
Gains on disposition of depreciable properties 55E 17,02¢ 80t 16,88
Total $1,38: $15,19¢ $1,78¢ $16,08"

Net gains on sale and impairments of discontinyestations, net of minority interest, consistedhef following:

Three Months Six Months

Ended June 30, Ended June 30,
2005 2004 2005 2004
Gains on disposition of depreciable properties $1,34C $ —  $17,06¢ $ 3,74¢
Impairments on disposition of depreciable props: (697 (3,119 (697 (3,119
Allocable minority interes (62 328 (1,649 (67)
Total $ 581 $(2,795) $14,72¢ $ 568

See Note 9 for information on discontinued operaiand impairment of long-lived assets.
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5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS
The Company’s consolidated mortgages and notesdbfmgansisted of the following at June 30, 2005 Bedember 31, 2004:

December 31

June 30,
2005 2004
Secured mortgage loa $ 814,15 $ 822,57
Unsecured loan 765,00( 750,00(
Total $1,579,15. $1,572,57.

As of June 30, 2005, the Company’s outstanding gages and notes payable were secured by real asta#is with an aggregate
undepreciated book value of approximately $1.4duill

Refinancings and Preferred Stock Redemptions in 2@0and 2006

During 2005 and the first quarter of 2006, the Camyppaid off $196.2 million of outstanding loangcleding any normal debt
amortization, which included $176.2 million of seed debt with a weighted average interest rate@%6and $20.0 million of unsecured
floating rate debt with an interest rate of 4.9%ellded in the $176.2 million was $89.8 millionflafating rate secured debt. The Company
incurred $0.5 million loss on debt extinguishméant&005 in connection with these loan pdgywns. Approximately $350 million of real est
assets (based on undepreciated cost basis) becemmeumbered after paying off the secured debt.Gdrapany also used some of the
proceeds from its disposition activity to redeemAiigust 2005 and February 2006, all of the Comjzaoytstanding Series D Preferred
Shares and 3.2 million of its outstanding Serie3r&erred Shares, aggregating $180.0 million pbeswed dividends. These reductions in
outstanding debt and preferred stock balances made primarily from proceeds from property disposs that closed in 2005 and 2006
described in Note 4. In connection with the redeompbf preferred stock, the excess of the redemptast over the net carrying amount of
redeemed shares was recorded as a reduction ittccoate available for common shareholders. Thesactezhs amounted to $4.3 million a
$1.7 million for the third quarter of 2005 and ficaiarter of 2006, respectively.

On May 1, 2006, the Company obtained a new $35@l@®m threeyear unsecured revolving credit facility from BastkAmerica, N.A
The Company used $273.0 million of proceeds froenrtbw revolving credit facility, together with aladile cash, to pay off the remaining
outstanding balance of $178.0 million under itsvres revolving credit facility and a $100.0 millidoank term loan, both of which have now
been terminated. Loss on debt extinguishments mfoagmately $0.5 million will be recorded in secoqaarter 2006. The Company and B
of America plan to syndicate the new revolving @réatility later in 2006.

The new revolving credit facility is initially scdaled to mature on May 1, 2009. The Company haspsion to extend the maturity de
by one additional year assuming no default exists at any time prior to May 1, 2008, may requestdases in the borrowing availability
under the credit facility by up to an additionaD®10 million. The increases in borrowing availaitire subject to approval by the lender(s).
The interest rate has been reduced from LIBOR plisbasis points to LIBOR plus 80 basis points taedannual base facility fee has been
reduced from 25 basis points to 20 basis points.

In May, July, August and September 2005 and Fepr2@06, the Company obtained waivers from the lemdader its previous $250.0
million unsecured revolving credit facility and fisevious bank term loans related to timely repgrto the lenders of annual and quarterly
financial statements and to covenant violations ¢bald arise from future redemptions of prefersaatk due to the reclassification of the
preferred stock from equity to a liability duringet period of time from the announcement of the mgaton until the redemption is completed.
The aforementioned modifications did not changesttenomic terms of the loans. In connection wigtsthmodifications, the Company
incurred certain loan costs that are capitalizetlamortized over the remaining term of the loans.
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5. M oRTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS - Continued

Financing Obligations

(1)

(@)

(3)

The Company'’s financing obligations consisted effibllowing at June 30, 2005 and December 31, 2004:

December 31

June 30,
2005 2004
SF-HIW Harborview, LP financing obligatio $14,92¢ $ 14,80¢
Eastshore financing obligatic(1) 8,99¢ 28,77
Capitalized ground lease obligati(2) — 1,77¢
Tax increment financing obligatic(3) 19,94¢ 19,94¢
Total $43,87: $ 65,30¢

See Note 3 to the Consolidated Financial Statgsin the Company’s 2004 Annual Report of Forid fdr further discussion of the
Eastshore transaction. The reduction in the fimanobligation from December 31, 2004 to June 30526ccurred because the owne
these consolidated Eastshore properties enterea i$19.8 million mortgage loan in the second guart 2005, which loan is included
in mortgages and notes payable at June 30, 2085yhich resulted in a corresponding reduction erilt financing obligatior

This liability represents a capitalized leabéigation to the lessor of land on which the Compawned a building. The Company was
obligated to make fixed payments to the lessorutinoMarch 2010. The net present value of these paigrdiscounted at 7.13% is
shown as a liability in the balance sheet, whiatretes each month for the difference between tleeast on the financing obligation
and the fixed payments. The accretion would comtimotil the liability equals the residual valuetioé land. On March 31, 2005, this
liability was settled as a result of the sale & tiilding and assumption by the buyer of the Cany’s ground lease

In connection with tax increment financing tmmstruction of a public garage related to an efficilding constructed by the Company
in 2000, the Company is obligated to pay fixed &dexssessments over a 20-year period. The netirealue of these assessments,
discounted at 6.93%, is shown as a financing otitigan the balance sheet. The Company also resaipecial tax revenues and
property tax rebates which are intended, but nataputeed, to provide funds to pay the special assaEss
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6. RELATED P ARTY T RANSACTIONS

The Company has previously reported that it hadrdract to acquire development land in the Bluegkéalley office development
project from GAPI, Inc., a corporation controlleg Bene H. Anderson, an executive officer and dineof the Company. Under the terms of
the contract, the development land was purchaspHases, and the purchase price for each phaseaa pvas settled in cash and/or
Common Units. The price for the various parcels beased on an initial value for each parcel, ad{uite an interest factor, applied up to the
closing date and also for changes in the valub®fXommon Units. On January 17, 2003, the Compeqyiied an additional 23.5 acres of
this land from GAPI, Inc. for 85,520 shares of CoomStock and $384,000 in cash for total considenatf $2.3 million. In May 2003, 4.0
acres of the remaining acres not yet acquired &yCibmpany was taken by the Georgia Departmentarisportation to develop a roadway
interchange for consideration of $1.8 million. Thepartment of Transportation took possession dleddi the property in June 2003. As part
of the terms of the contract between the CompanyG#PI, Inc., the Company was entitled to and nesein 2003 the $1.8 million proceeds
from the condemnation. In July 2003, the Comparpeated the condemnation and is currently seekidgiadal payment from the state; the
recognition of any gain has been deferred pendiaglution of the appeal process. In April 2005, leenpany acquired for cash an additic
12.1 acres of the Bluegrass Valley land from GARd, and also settled for cash the final purchagz pvith GAPI, Inc. on the 4.0 acres that
were taken by the Georgia Department of Transportaivhich aggregated approximately $2.7 milliohwich $0.7 million was recorded as
a payable to GAPI, Inc. on the Company’s finanstatements as of March 31, 2005. In August 20G5Ctbmpany acquired 12.7 acres,
representing the last parcel of land to be acquiedcash of $3.2 million. The Company believesttiihe purchase price with respect to each
land parcel was at or below market value. Theses#etions were unanimously approved by the fullrBad Directors with Mr. Anderson
abstaining from the vote. The contract provided tha land parcels could be paid in Common Units@ash, at the option of the seller. This
feature constituted an embedded derivative purdoa®FAS No. 133, “Accounting for Derivative Ingtnents and Hedging Activities.” The
embedded derivative feature was accounted for agghprand adjusted based on changes in the faiewaflthe Common Units. This resulted
in a decrease to other income of $0.2 million ia fihst six months of 2005 and an increase of $ildon in the first six months of 2004. In
the remainder of 2005, $0.02 million in expense vea®rded related to the embedded derivative, wiigtired upon the closing of the final
land transaction in August 2005.

On February 28, 2005 and April 15, 2005, the Compzid through a third party broker three non-dadristrial buildings in Winston-
Salem, North Carolina to John L. Turner and certdihis affiliates for a gross sales price of apmraately $27.0 million, of which $20.3
million was paid in cash and the remainder fromsheender of 256,508 Common Units. The Compangroea a gain of approximately $
million upon the closing of these sales. Mr. Turnveino was a director at the time of these transastiretired from the Board of Directors
effective December 31, 2005. The Company beligvasthe purchase price paid for these assets bifiiner and his affiliates was equal to
their fair market value. The sales were unanimoaplyroved by the full Board of Directors with Murhier not being present to discuss or
vote on the matter.

7. DERIVATIVE F INANCIAL | NSTRUMENTS

The interest rate on all of the Company’s variabte debt is adjusted at one to three month intgrgabject to settlements under any
outstanding interest rate hedge contracts. The @agngeceived net payments from counter partiesnintierest rate hedge contracts totaling
$0.1 million in the six months ended June 30, 200&h was recorded as a decrease to interest expens
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7. DERIVATIVE F INANCIAL | NSTRUMENTS - Continued

The AOCL balance at June 30, 2005 and Decembe&t®4 was $2.6 million and $2.8 million, respectvend consisted of deferred
gains and losses from past cash flow hedging imsnis which are being recognized as interest expever the terms of the related debt (see
Note 8). The Company expects that the portion efctimulative loss recorded in AOCL at June 30, 2¥ociated with these derivat
instruments, which will be recognized as interegtemse within the next 12 months, will be approxeha$0.7 million.

As described in Note 6, the land purchase agreemiémiGAPI, Inc. included an embedded derivativatfiee due to the price for the
land parcels being determined by the fair valuEa@ihmon Units, which was accounted for in accordamite SFAS No. 133.

8. O THER C OMPREHENSIVE | NCOME

Other comprehensive income represents net incouetipé changes in certain amounts deferred in adeted other comprehensive
income/(loss) related to hedging activities nokle@ed in the Consolidated Statements of Income.ddmponents of other comprehensive
income are as follows:

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Net income $11,43: $6,46¢ $32,58¢ $12,60¢
Other comprehensive incorr
Unrealized derivative gains/(losses) on cash fleddes (65) 187 (107) 10t
Amortization of hedging gains and losses includedther comprehensive incor 17t 19¢ 351 33t
Total other comprehensive incor 11C 38E 25C 44C
Total comprehensive incon $11,54¢ $6,85: $32,83¢ $13,04¢

9. DISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG-L IVED A SSETS

As part of its business strategy, the Companyfwdlh time to time selectively dispose of non-coregerties and use the net proceeds
for investments or other purposes. The table bskets forth the net operating results and net aagryalue of those assets classified as
discontinued operations. These assets classifidisasntinued operations comprise 3.1 million sgueaet of office and industrial properties
and 88 apartment units sold during 2004 and tisé $ix months of 2005 and 2.5 million square fégiroperty held for sale at June 30, 2005.
These long-lived assets relate to disposal aa#itiat were initiated subsequent to the effectate of SFAS No. 144, or that met certain
stipulations prescribed by SFAS No. 144. The opematof these assets have been reclassified frerartgoing operations of the Company to
discontinued operations, and the Company will ratehany significant continuing involvement in theeoations after the disposal
transactions:
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9. DISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG -L IVED A sseTs- Continued

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Rental and other revenues 8,22¢ $12,02¢ $18,13. $24,90°
Operating expenses:
Rental property and other expen 3,552 5,21¢ 7,52( 10,61*
Depreciation and amortizatic 2,167 3,77¢ 5,48( 8,02¢
General and administrati\ 344 283 414 34¢
Total operating expens 6,06: 9,28( 13,41« 18,98¢
Interest expense — 31 32 62
Other income 19 28 44 64
Income before minority interest in the Operating Patnership and net gains on sale ani
impairment of discontinued operations 2,182 2,74 4,72¢ 5,92(
Minority interest in discontinued operatic (217) (284) (467) (615)
Income from discontinued operations, net of minoriy interest in the Operating Partnership 1,971 2,45¢ 4,26: 5,30¢
Net gains/(losses) on sale and impairment of distoed operation 643 (3,119 16,36 63C
Minority interest in discontinued operatic (62) 323 (1,644 (67)
Net gains/(losses) on sale and impairment of disdimued operations, net of minority
interest in the Operating Partnership 581 (2,795  14,72¢ 563
Total discontinued operations $2,552 $ (33€) $18,98¢ $ 5,86¢

The carrying net book value of property classiisddiscontinued operations that were held for @aleine 30, 2005 or were sold during
the six months ended June 30, 2005 aggregated>apately $278.2 million.

Certain other assets were sold during 2004 thahdidneet the criteria of SFAS No. 144 to be cfassias discontinued operations due
to the Company’s ongoing management and/or leasngces on behalf of the new owners.

SFAS No. 144 also requires that a long-lived aslsssified as held for sale be measured at therlofine carrying value or fair value
less cost to sell. During the six months ended 3005, the Company determined that 2 propéntdés for sale, which have now been
sold, had a carrying value that was greater thauvédue less cost to sell; therefore, an impairtiess related to assets sold of $0.7 million
was recognized in the Consolidated Statementsooite for the six months ended June 30, 2005. Duhiegix months ended June 30, 2004,
the Company recorded impairment losses of $3.1anillelated to three properties sold.

SFAS No. 144 also requires that if indicators opainment exist, the carrying value of a long-livas$et classified as held for use be
compared to the sum of its estimated undiscountead cash flows. If the carrying value is grediban the sum of its undiscounted future
cash flows, an impairment loss should be recogriiaethe excess of the carrying amount of the asget its estimated fair value. One land
parcel had indicators of impairment where the éagyalue exceeded the sum of estimated undiscdduatare cash flows. Therefore, an
impairment loss of $2.6 million was recorded in therter ended March 31, 2005 and a further imgatrof $0.60 million was recorded in
the quarter ended June 30, 2005. There were ntasimipairments on assets held for use during ithenenths ended June 30, 2004.
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9. DISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG -L IVED A sseTs- Continued

The following table includes the major classesssfeds and (liabilities) of the properties clasdifis held for sale as of June 30, 2005
and December 31, 2004:

December 31

June 30,
2005 2004
Land $ 35,26: $ 38,08
Land held for developme! 7,367 13,94:
Buildings and tenant improvemet 220,85¢ 242,54:
Development in proces 74 13¢
Accumulated depreciatic (52,659 (49,807)
Net real estate ass¢ 210,90: 244,90¢
Deferred leasing costs, r 4,06t 4,40z
Accrued straigt-line rents receivabl 4,76¢ 4,67¢
Prepaid expenses and otl 131 12
Total asset $219,86¢ $ 254,00(
Tenant security deposits, accrued real estate tmesccrued cos $ (2,76)) $ (679
10. EARNINGS P ER SHARE
The following table sets forth the computation aizc and diluted earnings per share:
Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Basic income (loss) per share
Numerator:
Income from continuing operatiol $888 $680« $1360: $ 6,73¢
Non-convertible preferred stock dividen (7,719 (7,719 (15,426 (15,426
Income/(loss) from continuing operations availdble(loss attributable to)
common stockholdel 1,16¢ (909) (1,829 (8,68¢)
Income/(loss) from discontinued operatic 2,552 (336) 18,98¢ 5,86¢
Net income/(loss $ 3,721 $(1,24%H) $17,16:  $ (2,820
Denominator:
Denominator for basic earnings per sk— weighted average shar 53,73¢ 53,27¢ 53,69( 53,23(
Basic earnings per common sh
Income/(loss) from continuing operatic $ 00z $ (002 $ (005 $ (0.1¢
Income/(loss) from discontinued operatic 0.0t — 0.3 0.11
Net income/(loss $ 007 $ (002 $ 032 $ (0.0
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10. EARNINGS P ER SHARE - Continued

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004
Diluted income (loss) per share: (1
Numerator:
Income from continuing operatiol $ 8,88 $ 6,80¢ $ 13,60: $ 6,73¢
Non-convertible preferred stock dividen (7,719 (7,719 (15,42¢) (15,42¢)
Minority interest in continuing operatiol 134 — — —
Income (loss) from continuing operations availdble(loss attributable to)
common stockholdel 1,30 (909) (1,829 (8,68¢)
Income (loss) from discontinued operatic 2,552 (336 18,98¢ 5,86¢
Minority interest in discontinued operatic 273 — — —
Income (loss) from discontinued operatic 2,82t (336) 18,98¢ 5,86¢
Net income (loss) for diluted earnings/(loss) ears: $ 4,126 $(1,245H $17,16: $ (2,820
Denominator:
Denominator for basic earnings per sk— weighted average shar 53,73¢ 53,27« 53,69( 53,23(
Add:
Employee stock optior 667 — — —
Common Units 5,75( — — —
Unvested restricted stor 19¢ — — —
Denominator for diluted earnings per share — adflisteighted average shares and
assumed conversiol 60,35 53,27 53,69( 53,23(
Diluted earnings per common shi
Income (loss) from continuing operatic $ 0.0z $ (002 $ (009 $ (0.1
Income (loss) from discontinued operatic 0.0t — 0.3 0.11
Net income (loss $ 007 $ (002 $ 032 $ (0.0

(1) Pursuantto SFAS No. 128, income/(loss) fromticming operations, after preferred dividendsis ¢ontrolling number in determining
whether potential common shares are dilutive oiddntive. Because such potential common sharedavie antidilutive to loss from
continuing operations allocable to common sharedrsiddiluted earnings per share is the same as &asiings per share for the three
months ended June 30, 2004 and for the six momitksdeJune 30, 2005 and 2004. Potential commonshariede stock options,
warrants, shares issuable upon conversions of CanWnds and unvested restricted shares, and waaid Amounted to approximately
6.5 million shares, 6.6 million shares, and 6.7iatilshares in the three months ended June 30, 2084n the six months ended
June 30, 2005 and 2004, respectively. In addipotential common shares that would have been arttidi due to the option or warre
exercise price being less than the average stock for the periods reported were 1.1 million skaard 3.4 million shares for the three
months ended June 30, 2005 and 2004, respectaady?.2 million shares and 2.7 million shares lier ¢ix months ended June 30, 2
and 2004, respectivel
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11. CoMMITMENTS AND C ONTINGENCIES
Concentration of Credit Risk

The Company maintains its cash and cash equivaleastments and its restricted cash at financiltirtions. The combined account
balances at each institution typically exceed FDi€lirance coverage and, as a result, there is@ntmtion of credit risk related to amounts
on deposit in excess of FDIC insurance coverage.

Land Leases

Certain properties in the Company’s wholly ownedfotio are subject to land leases expiring thro2gB2. Rental payments on these
leases are adjusted annually based on either tieinower price index (CPI) or on a pre-determine@dule. Land leases subject to increases
under a pre-determined schedule are accountedftardhe straight-line method.

For three properties, the Company has the optiquichase the leased land during the lease tetie @ireater of 85.0% of appraised
value or $0.03 million per acre.

As of June 30, 2005, the Company’s payment obbgatfor future minimum payments on operating legséxich include scheduled
fixed increases, but exclude increases based oyjw@Pé as follows:

Remainder of 200 $ 582
2006 1,17¢
2007 1,197
2008 1,21¢
2009 1,25¢
Thereaftel 44 84*

$50,27*

Capital Expenditures

The Company incurs capital expenditures to leageesfo its customers, maintain the quality of ¥isting properties and build new
properties. Capital expenditures include tenantrawpments, building improvements, new building ctetipn costs and land infrastructure
costs. Tenant improvements are the costs requiredstomize space for the specific needs of fiestegation and second-generation
customers. Building improvements are recurring tedgosts not related to a specific customer tontai existing buildings. New building
completion costs are expenses for the construcfimew buildings. Land infrastructure costs areemges to prepare development land for
future development activity that is not specifigaktlated to a single building. Excluding recurricapital expenditures for leasing costs and
tenant improvements and for normal building improeats, the Company’s expected future capital expees for started and/or committed
new development projects as of May 15, 2006 wepecqimately $200 million, which includes severabjects started or committed after
December 31, 2005. A significant portion of thastife expenditures are currently subject to bindiogtractual arrangements.

Environmental Matters

Substantially all of the Company’s in-service pmtjgs have been subjected to Phase | environmassalssments (and, in certain
instances, Phase Il environmental assessmentd).888essments and/or updates have not revealed, management aware of, any
environmental liability that management believesilddhave a material adverse effect on the accomipgrondensed Consolidated
Financial Statements.

22



Table of Contents

HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

11. CoMMITMENTS AND C ONTINGENCIES - Continued
Joint Ventures

Certain properties owned in joint ventures withffiiated parties have buy/sell options that mayeercised to acquire the other
partner’s interest by either the Company or itatj@enture partner if certain conditions are mesetsforth in the respective joint venture
agreement.

Guarantees and Other Obligations
The following is a tabular presentation and relatisd¢ussion of various guarantees and other oigags of June 30, 2005:

Amount
Recorded
Date Guarantee
Entity or Transaction Type of Guarantee or Other Obligation Deferred Expires
Des Moines Joint Venturgs),(6) Debt $ — Various throug
11/2015
RRHWoods, LLC(2),(7) Debt $ — 8/2006
Plaza Colonnad(2),(8) Indirect Debi(4) $ 58 12/2009
SF-HIW Harborview, LP(3),(5) Rent and tenant improveme(4) $ — 9/2007
Eastshore (Capital On(3),(9) Rent(4) $ — 11/2007
Capital One(3),(10) Rent(4) $ 1,191 10/2009
Industrial(3),(11) Rent(4) $ 5,16: 12/2006
Industrial Environmentd(3),(11) Rent(4) $ 12t Until
Remediater
Highwoods DLF 97/26 DLF 99/32, L(2),(12) Rent(4) $ 85F 6/2008
RRHWoods, LLC and Dallas County Partn¢2),(13) Indirect Debi(4) $ 64¢ 6/2014
HIW-KC Orlando, LLC(3),(14) Rent(4) $ 55: 4/2011

HIW-KC Orlando, LLC(3),(14) Leasing Cost $ 1,35: 12/2024

(1) Represents guarantees entered into prior to theadad, 2003 effective date of FIN 45 for initiakognition and measureme

(2) Represents guarantees that fall under the inég@dgnition and measurement requirements of FIN

(3) Represents guarantees that are excluded frerfaithvalue accounting and disclosure provisidhnBIN 45 since the existence of such
guarantees prevents sale treatment and/or thenioogof profit from the sale transactic

(4) The maximum potential amount of future paymeligslosed below for these guarantees assumesotmp&y pays the maximum
possible liability under the guaranty with no offser reductions. If the space is leased, it assuheeexisting tenant defaults at
June 30, 2005 and the space remains unleased khiloeigemainder of the guaranty term. If the spae@cant, it assumes the space
remains vacant through the expiration of the gugré8ince it is assumed that no new tenant willupgcthe space, lease commission
applicable, are exclude

(5) As more fully described in Note 3 to the Coigatled Financial Statements in our 2004 Annual Remo Form 10-K, in 2002 the
Company granted its partner in SF-HIW Harborview,d_put option and also entered into a master x@aagement for five years
covering vacant space in the building owned bypidsnership and agreed to pay certain tenant ingonewnt costs. The maximum
potential amount of future payments the Companydcbe required to make related to the rent guaesnded tenant improvements is
$0.9 million as of June 30, 20C
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11. CoMMITMENTS AND C ONTINGENCIES - Continued

(6)

(7)

(8)

(9)

The Company has guaranteed certain loans inestion with the Des Moines joint ventures. The imaxn potential amount of future
payments the Company could be required to makeruhdeguarantees was $24.2 million at June 30, 200fhis amount, $8.6 million
arose from housing revenue bonds that require toeatiancements in addition to the real estate ragetst The bonds bear a floating
interest rate, which at June 30, 2005 averagedappately 2.64%, and mature in 2015. Guarante&9c& million will expire upon tw
industrial buildings becoming 93.8% and 95.0% ldasewhen the related loans mature. As of Jun€305, these buildings were
97.9% and 84.7% leased, respectively. The rema®@8 million in guarantees relate to loans on faffice buildings that were in the
lease-up phase at the time the loans were initi&adh of the loans will mature by May 2008. Therage occupancy of the four
buildings at June 30, 2005 is 91.0%. If the joiebtures are unable to repay the outstanding badanwer the loans, the Company will
be required, under the terms of the agreementeptay the outstanding balances. Recourse provisixissto enable the Company to
recover some or all of such payments from the jeémitures’ assets and/or the other partners. Tiheyentures currently generate
sufficient cash flow to cover the debt service isgpiby the loans

In connection with the RRHWoods, LLC joint verg, the Company renewed its guarantee of $6.2omilb a bank in July 2003; this
guarantee expires in August 2006 and may be renbwélde Company. The bank provides a letter ofitaturing industrial revenue
bonds, which mature in 2015. The Company wouldeogiired to perform under the guarantee shouldadiné yenture be unable to
repay the bonds. The Company has recourse prosigioorder to recover from the joint venture’s éssad the other partner for
amounts paid in excess of the Company’s propontéoghare. The property collateralizing the bondi3.0% leased and currently
generates sufficient cash flow to cover the debtise required by the bond financing. As a resudtiability has been recorded in the
Compan’s Balance Shee

On December 9, 2004, the Plaza Colonnade, ldif@ yenture refinanced its construction loan veét$§50.0 million non-recourse
permanent loan, thereby releasing the Company firoformer guarantees of a construction loan agestrand a construction
completion agreement, which arose from the fornmatithe joint venture to construct an office bintgl The $50.0 million mortgage
bears a fixed interest rate of 5.72%, requires higmtrincipal and interest payments and maturedasuary 31, 2017. The Company
and its joint venture partner have signed a coetihgnaster lease limited to 30,772 square fedivieryears. The Company’s maximum
exposure under this master lease was $1.9 milkasf dune 30, 2005. However, the current occup&n@} of the building is sufficient
to cover all debt service requiremer

On March 30, 2004, the Industrial Development Autlgaf the City of Kansas City, Missouri issued8%8 million in non-recourse
bonds to finance public improvements made by tiv jenture for the benefit of the Kansas City Miss Public Library. Since the
joint venture leases the land for the office buiggdfrom the library, the joint venture was oblighte build certain public improvements.
The net bond proceeds were $18.1 million and veillbed for project and debt service costs. The yanture has recorded this
obligation on its balance sheet. Cash proceeds fagrmcrement financing revenue generated by thigibg and its tenants are
expected to be sufficient in the future to payrbguired debt service on the bonds.

As more fully described in Note 3 to the Coidatled Financial Statements in our 2004 Annual RepoForm 10K, in connection witl
the sale of three office buildings to a third pary002 (the “Eastshore” transaction), the Compagreed to guarantee rent shortfalls
and re-tenanting costs for a five-year period mtifrom the date of sale (through November 200§ Company’s maximum exposure
to loss under these agreements as of June 30,208.6 million. These three buildings are culsel@ased to a single tenant, Capital
One Services, Inc., a subsidiary of Capital Onef@mal Services, Inc., under leases that expim fstay 2006 to March 2010. This
transaction had been accounted for as a financamgaction and was recorded as a completed sakatton in the third quarter of
2005 when the maximum exposure to loss under tipesmantees became less than the related deferiredyga will be recognized in
future periods as the maximum exposure under theagtees is reduce
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11. CoMMITMENTS AND C ONTINGENCIES - Continued

(10)

(11)

(12)

(13)

(14)

In connection with an unrelated dispositior2®8,000 square feet of property in 2003 (the “@d@ne” transaction), which was fully
leased to Capital One Services, Inc., a subsidib@apital One Financial Services, Inc., the Conypagreed to guarantee to the buyer,
over various contingency periods through Octob&92@ny rent shortfalls on certain space. Becatif@soguarantee, in accordance
with SFAS No. 66, the Company deferred $4.4 milladnhe total $8.4 million gain. The deferred pontiof the gain is recognized when
each contingency period is concluded. As a refwdtCompany recognized $1.3 million of the defegaih in 2003 and an additional
$1.7 million during 2004. The remaining deferreéhgapresenting the Company’s contingent liabilifyh respect to the guarantee was
$1.2 million as of June 30, 2005. As of July 20%&re were no remaining circumstances under whietCompany could be required to
make payments under this guarantee. Accordinglyremaining deferred gain was recognized in the tipiarter of 200%

In December 2003, the Company sold 1.9 miliqoare feet of industrial property for $58.4 mifliin cash, a $5.0 million note
receivable that bears interest at 12.0% and afilllidn note receivable that bears interest at 8.0%addition, the Company agreed to
guarantee, over various contingency periods thrddgtember 2006, any rent shortfalls on 16.3% ofémeable square footage of the
industrial property, which is occupied by two tetsaiThe Company’s contingent liability with resptxsuch guarantee as of

June 30, 2005 is $0.8 million. The total gain assalt of the transaction was $6.0 million. Becaiseterms of the notes required only
interest payments to be made by the buyer untib2@0accordance with SFAS No. 66, the entire $6illon gain was deferred and
offset against the note receivable on the balaheetsand the cost recovery method was being usebisatransaction. As of

June 30, 2005, $5.1 million of the gain remainef@ded. On June 30, 2005, the Company agreed tdafyrthe note receivable to redt
the amount due by $0.3 million. The modified nosdaince and all accrued interest aggregating $6lBmivas paid in full on

July 1, 2005. Because the maximum exposure toflossthe rent guarantee at July 1, 2005 was $0l&mithat amount of gain was
deferred and $4.3 million of the deferred gain wexgnized at that date. Additionally, as parthef $ale, the Company agreed to
indemnify and hold the buyer harmless with resp@environmental concerns on the property of upad million. As a result, $0.1
million of the gain was deferred at the time ofesahd will remain deferred until the environmem@hcerns are remediate

In the Highwoods DLF 97/26 DLF 99/32, LP jointure, a single tenant currently leases aneshtiilding under a lease scheduled to
expire on June 30, 2008. The tenant also leaseg $pather buildings owned by the Company. In goofion with an overall
restructuring of the tenamstleases with the Company and with this joint vemtthe Company agreed to certain changes to #se leitr
the joint venture in September 2003. The modifaatiincluded allowing the tenant to vacate the Besion January 1, 2006, and
reducing the rent obligation by 50.0% and converthre “net” lease to a “full service” lease witlettenant liable for 50.0% of these
costs at that time. In turn, the Company agreambtopensate the joint venture for any economic bssrurred as a result of these lease
modifications. As of June 30, 2005, the Companymded approximately $0.9 million in other liabii and $0.9 million as a deferred
charge in other assets on its Consolidated Bal&heet to account for the lease guarantee. Howsleuld new tenants occupy the
vacated space during the two and a half year gteareriod, the Company’s liability under the guéea would diminish. The
Company’s maximum potential amount of future payteevith regard to this guarantee was $1.1 millism&June 30, 2005. No
recourse provisions exist to enable the Compamgdover any amounts paid to the joint venture utiisrlease guarantee arrangem
RRHWOODS, LLC and Dallas County Partners admleloped a new office building in Des Moines, lo@a June 25, 2004, the joint
ventures financed both buildings with a $7.4 millien-year loan from a lender. As an inducementa&e the loan at a 6.3% long-term
rate, the Company and its partner agreed to miestee the vacant space and each guaranteed $0dh milthe debt with limited
recourse. As leasing improves, the guarantee dhldigaunder the loan agreement diminish. As of Bhe2005, the Company expen:
its share of the master lease payments totalif@2$@illion and recorded $0.6 million in other liaties and $0.6 million as a deferred
charge included in other assets on its ConsolidBt¢dnce Sheet with respect to this guarantee nfddémum potential amount of futt
payments that the Company could be required to rhaked on the current leases in place is approgiynd8.5 million as of

June 30, 2005. The likelihood of the Company payindts $0.8 million guarantee is remote sincejtirg venture currently satisfies t
minimum debt coverage ratio and should the Compawe to pay its portion of the guarantee, it waelkbver the $0.8 million from
other joint venture asse

In connection with the formation of HI\WE Orlando, LLC, the Company agreed to guarantaetoethe joint venture for 3,248 rental
square feet commencing in August 2004 and expiringpril 2011. Additionally, the Company agreedgwarantee the initial leasing
costs, originally estimated at $4.1 million, forpapximately 11% of the joint venture’s total squéoetage. $1.4 million is estimated to
remain under guarantee at June 30, 2
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11. CoMMITMENTS AND C ONTINGENCIES - Continued

(15) In connection with the RRHWoods, LLC joint vere, the Company and its partner each guarant2@dndillion to a bank in August
2005, effective November 2005. This guarantee esgit November 2009 and can be renewed, at thevieiriure’s option, through
November 2011. The bank provides a letter of creeliuring industrial revenue bonds, which matufdamember 2015. The joi
venture’s industrial building secures the bonds Tompany would be required to perform under tregantee should the joint venture
be unable to repay the bonds. The Company hasnsepuovisions to recover from the joint venturassets. The property
collateralizing the bonds generates sufficient dbsk to cover the debt service required by thedfinancing. In addition to the direct
guarantee, the Company is committed to a mastse lfea 50.0% of the debt service should the cash fiom the property not be able
to pay the debt service of the bonds. As a resulhis master lease, the Company has recorded $0ili6én in other liabilities and $0.(
million as a deferred charge in other assets o@atssolidated Balance Sheet at September 30, :

Litigation, Claims and Assessments

The Company is from time to time a party to a \gred legal proceedings, claims and assessmerdin@iin the ordinary course of its
business. The Company regularly assesses thatlebadnd contingencies in connection with thesétensbased on the latest information
available. For those matters where it is probatdé the Company has incurred or will incur a lass the loss or range of loss can be
reasonably estimated, reserves are recorded i@dhsolidated Financial Statements. In other inganicecause of the uncertainties related to
both the probable outcome and amount or rangessf bbreasonable estimate of liability, if any,restrbe made. Based on the current
expected outcome of any such matters, none of gireeeedings, claims or assessments is expectetl/toa material adverse effect on the
Company’s business, financial condition or resaftsperations.

Notwithstanding the above, the SEC’s Division ofdnement has issued a confidential formal ordeneéstigation in connection with
the Company’s previous restatement of its finan@allts. Even though the Company is cooperatitlg, fitt cannot provide any assurances
that the SEC’s Division of Enforcement will not &any action that would adversely affect the Corgpan

12. SEGMENT | NFORMATION
The sole business of the Company is the acquisitiemelopment and operation of rental real estaipeasties. The Company operates
office, industrial and retail properties and apaminunits. There are no material inter-segmentsaations.

The Company’s chief operating decision maker (“CDls8sesses and measures operating results basefraperty level net operati
income. The operating results for the individuaeds within each property type have been aggregated the CDM evaluates operating
results and allocates resources on a property-tyyepty basis within the various property types.

All operations are within the United States andjwate 30, 2005, no tenant of the Wholly Owned Ptagsecomprised more than 4.1%
of the Company’s consolidated revenues.
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12. SEGMENT | NFORMATION - Continued

The following table summarizes the rental inconet,aperating income and assets for each reporsaigiment for the three and six
months ended June 30, 2005 and 2004:

Three Months Six Months
Ended June 30, Ended June 30,
2005 2004 2005 2004

Rental and Other Revenues (1)

1)

Office segmen $ 88,64¢ $ 89,44:  $178,25¢  $182,02-
Industrial segmer 7,182 7,38¢ 14,77: 14,557
Retail segmer 10,507 9,32t 20,69( 18,79¢
Apartment segmet 367 358 72€ 693
Total Rental and Other Revent $106,70¢  $106,50¢  $214,44t  $216,07:
Net Operating Income (1):
Office segmen $ 56,89 $ 56,73: $114,617  $113,45.
Industrial segmer 5,42¢ 5,617 11,06¢ 11,07(
Retail segmer 7,48¢ 6,46¢ 14,43: 12,84:
Apartment segmet 177 13¢ 28¢ 267
Total Net Operating Incorr 69,98t 68,95 140,39¢ 137,63.
Reconciliation to (loss)/income before dispositioaf property, minority
interest and equity in earnings of unconsolidatedféiliates:
Depreciation and amortizatic (29,969 (30,190 (61,919 (59,089
Interest expens (27,230) (29,707 (55,319 (63,019
Impairment of assets held for L (600) — (3,172) —
General and administrative expel (8,129 (8,432 (16,487 (29,710
Interest and other incon 1,411 1,852 3,36¢ 3,612
Loss on debt extinguishme (103) (12,457 (130 (12,457
Income/(loss) before disposition of property, mihointerest and equity in
earnings of unconsolidated affiliat $ 537C $ (998) $ 6,751  $(13,02¢
December 31
June 30,
2005 2004
Total Assets:
Office segmen 2,495,17. $2,529,57
Industrial segmer 229,58° 256,34(
Retail segmer 255,34¢ 262,51!
Apartment segmet 13,63( 12,20
Corporate and oth¢ 194,68: 179,01¢
Total Assett $3,188,41'  $3,239,65!

Net of discontinued operatior
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following discussion and arialiysconjunction with the accompanying Condensed<dlidated Financial
Statements and related notes contained elsewhd#risiQuarterly Report.

D I1SCLOSURE R EGARDING F ORWARD -L OOKING S TATEMENTS

Some of the information in this Quarterly Reportyneantain forward-looking statements. Such statémigeclude, in particular,
statements about our plans, strategies and praspeder this section. You can identify forward-loakstatements by our use of forward-
looking terminology such as “may,” “will,” “expett;anticipate,” “estimate,” “continue” or other sifar words. Although we believe that our
plans, intentions and expectations reflected isuggested by such forward-looking statements asoreable, we cannot assure you that our
plans, intentions or expectations will be achiewdftien considering such forward-looking statemeyts, should keep in mind the following
important factors that could cause our actual tesaldiffer materially from those contained in doyward-looking statement:

. speculative development activity by our competifareur existing markets could result in an exoessupply of office,
industrial and retail properties relative to tend@tmand

. the financial condition of our tenants could detexte;

. we may not be able to complete development, adguisireinvestment, disposition or joint ventur@jpcts as quickly or on
favorable terms as anticipate

. we may not be able to lease or release space guickin as favorable terms as old lea:
. increases in interest rates would increase our sibice costs

. we may not be able to meet our liquidity requiretaer obtain capital on favorable terms to fund warking capital needs
and growth initiatives or to repay or refinancesbamding debt upon maturit

. we could lose key executive officers; €
. our southeastern and midwestern markets may suffexpected declines in economic grov

This list of risks and uncertainties, however, a$ intended to be exhaustive. You should also vetie other cautionary statements we
make in “Business — Risk Factors” set forth in 2004 Annual Report.

Given these uncertainties, you should not placaiemdliance on forward-looking statements. We utadterno obligation to publicly
release the results of any revisions to these faa@king statements that may be made to reflegtfature events or circumstances or to
reflect the occurrence of unanticipated events.

O VERVIEW

We are a fully integrated, self-administered anfl smnaged equity REIT that provides leasing, managgrdevelopment, constructi
and other customer-related services for our praseand for third parties. As of June 30, 20050weed or had an interest in 490 in-service
office, industrial and retail properties, encomagspproximately 38.8 million square feet and &$artment units. As of that date, we also
owned 1,011 acres of development land, approxim&ted acres of which are considered core holdigsare based in Raleigh, North
Carolina, and our properties and development laadozated in Florida, Georgia, lowa, Kansas, Mamgl Missouri, North Carolina, South
Carolina, Tennessee and Virginia. Additional infation about us can be found on our website at wiglnwtoods.com Information on our
website is not part of this Quarterly Report.
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Results of Operations

Approximately 83% of our rental and other revenu2@05 was derived from our office properties. Assult, while we own and
operate a limited number of industrial, retail apdrtment properties, our operating results depenstily on successfully leasing our office
properties. Furthermore, since approximately 60%unfoffice properties are located in Florida, Gg@and North Carolina, economic gro
in those states is and will continue to be an irtgodrdeterminative factor in predicting our futeerating results. Accordingly, most of the
analysis and comments below focus on our office@riies.

The key components affecting our rental revenusastrare dispositions, acquisitions, new developsnglaced in service, average
occupancy and rental rates. Average occupancy ginarcreases during times of improving econonmavgth, as our ability to lease space
outpaces vacancies that occur upon the expiratibagisting leases, while average occupancy gelgatatlines during times of slower
economic growth, when new vacancies tend to outpacability to lease space. Asset acquisitionspakitions and new developments ple
in service directly impact our rental revenues emald impact our average occupancy, depending tippoccupancy percentage of the
properties that are acquired, sold or placed imicerA further indicator of the predictability &fture revenues is the expected lease
expirations of our portfolio. As a result, in adalit to seeking to increase our average occupandgdsing current vacant space, we also must
concentrate our leasing efforts on renewing leasesxpiring space. Whether or not our rental reednacks average occupancy
proportionally depends upon whether rents underlrages signed are higher or lower than the ramdsnthe previous leases.

Our expenses primarily consist of rental propexiyemses, depreciation and amortization, generahdninistrative expenses and
interest expense. Rental property expenses aresap@ssociated with our ownership and operatioentél properties and include variable
expenses, such as common area maintenance atidgytdind fixed expenses, such as property tax@ganrance. Some of these variable
expenses may be lower when our average occupastipel® while fixed expenses remain constant rdgascbf average occupancy.
Depreciation and amortization is a non-cash expasseciated with the ownership of real property genkrally remains relatively consistent
each year, unless we buy or sell assets, sinceepreciate our properties on a straight-line basés a fixed life. General and administrative
expenses, net of amounts capitalized, consist pitinef management and employee salaries and @iesonnel costs, corporate overhead
and longterm incentive compensation. Interest expense dispepon the amount of our borrowings, the weiglategtage interest rates on
debt and the amount of interest capitalized on ld@veent projects.

We record in “equity in earnings of unconsolidaadfiliates” our proportionate share of net incomméoss, adjusted for purchase
accounting effects, of our unconsolidated jointtuess.

Additionally, Statement of Financial Accounting Sdards (“SFAS”) No. 144, “Accounting for the Impaent or Disposal of Long-
Lived Assets,” requires us to record net incomeiresd from properties sold or held for sale thatlifiy as discontinued operations under
SFAS No. 144 separately as “income from discontinygerations.” As a result, we separately recovémaes and expenses from these
qualifying properties. As also required by SFAS Wl&4, prior period results are reclassified toaetfthe operations for such properties in
discontinued operations.

Liquidity and Capital Resources

We incur capital expenditures to lease space t@astomers and to maintain the quality of our proge to successfully compete
against other properties. Tenant improvementsheredsts required to customize the space for theifspneeds of the customer. Lease
commissions are costs incurred to find the custdorehe space. Lease incentives are costs paid@a behalf of tenants to induce them to
enter into leases and which do not relate to cugiomthe space for the tenant’s specific needddBig improvements are recurring capital
costs not related to a customer to maintain thielimgis. As leases expire, we either attempt ta tbke space to an existing customer or attract
a new customer to occupy the space. Generallypeiestrenewals require lower leasing capital expenes than reletting to new customers.
However, market conditions such as supply of aléglapace on the market, as well as demand foesgage not only customer rental rates
but also tenant improvement costs. Leasing cagia¢nditures are amortized over the term of theelead building improvements are
depreciated over the appropriate useful life ofabgets acquired. Both are included in depreciaimhamortization in results of operations.
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Because we are a REIT, we are required under trerdbtax laws to distribute at least 90.0% of R&EIT taxable income, excluding
capital gains, to our stockholders. We generally nests received from customers and proceeds tnersdle of non-core development land to
fund our operating expenses, recurring capital edjpgres and stockholder dividends. To fund prgpadquisitions, development activity or
building renovations, we may sell other assetsraag incur debt from time to time. Our debt gengratinsists of mortgage debt, unsecured
debt securities and borrowings under our revolareglit facility.

Our revolving credit facility and the indenture goning our outstanding long-term unsecured dehirg@xs require us to satisfy various
operating and financial covenants and performaaties. As a result, to ensure that we do not weotlhé provisions of these debt instruments,
we may from time to time be limited in undertakirgytain activities that may otherwise be in thet b@srest of our stockholders, such as
repurchasing capital stock, acquiring additionak#s increasing the total amount of our debt areiasing stockholder dividends. We review
our current and expected operating results, firdmandition and planned strategic actions on agomy basis for the purpose of monitoring
our continued compliance with these covenants atios: Any unwaived event of default could resalan acceleration of some or all of our
debt, severely restrict our ability to incur adalital debt to fund short- and long-term cash needssult in higher interest expense.

To generate additional capital to fund our growtHd ather strategic initiatives and to lessen thaerahip risks typically associated w
owning 100.0% of a property, we may sell some affyoperties or contribute them to joint ventulden we create a joint venture with a
strategic partner, we usually contribute one orerproperties that we own and/or vacant land toveynformed entity in which we retain an
interest of 50.0% or less. In exchange for our queninority interest in the joint venture, we geally receive cash from the partner and
retain some or all of the management income rejatrthe properties in the joint venture. The joiahture itself will frequently borrow
money on its own behalf to finance the acquisit@rand/or leverage the return upon, the propelt@sg acquired by the joint venture or to
build or acquire additional buildings. Such borrogs are typically on a non-recourse or limited tese basis. We generally are not liable for
the debts of our joint ventures, except to therexé our equity investment, unless we have diyegtiaranteed any of that debt. In most c¢
we and/or our strategic partners are required fzaguee customary exceptions to non-recourseitiabilnon-recourse loans.

We have historically also sold additional Commoac&tor Preferred Stock or issued Common Units tmi fadditional growth or to
reduce our debt, but we have limited those effsirtse 1998 because funds generated from our capitatling program in recent years have
provided sufficient funds to satisfy our liquidityeeds. In addition, we have recently used funds far capital recycling program to redeem
Common Units and Preferred Stock for cash.
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R ESuLTS oF O PERATIONS

In accordance with SFAS No. 144 and as describé&tbie 9 to the Condensed Consolidated Financidé®tnts, we reclassified the
operations and/or gain/(loss) from disposal ofaiarproperties to discontinued operations for atigds presented if the operations and cash
flows have been or will be eliminated from our omgpoperations and we will not have any significemmtinuing involvement in the
operations after the disposal transaction and tbpepties were either sold during 2004 and the $issmonths of 2005 or were held for sal
June 30, 2005. Accordingly, any properties soldrdu2004 and the first six months of 2005 thatmiid meet certain conditions as stipulated
by SFAS No. 144 were not reclassified to discorgthoperations.

Three Months Ended June 30, 2005

The following table sets forth information regamgliour unaudited results of operations for the timeaths ended June 30, 2005 and
2004 (in millions):

Three Months

Ended June 30, % of
2005 2004 $ Change Change
Rental and other revenues $106.7  $106.E $ 0.2 0.2%
Operating expenses
Rental property and other expen 36.7 37.€ (0.9 (2.9
Depreciation and amortizatic 30.C 30.2 (0.2 (0.7)
Impairment of assets held for L 0.€ — 0.€ 100.(
General and administrati 8.1 8.4 (0.3 (3.6)
Total operating expens 75.4 76.2 (0.9 (1.0
Interest expense:
Contractua 25.C 27.4 (2.9 (8.9
Amortization of deferred financing cos 0.8 0.¢ (0.7 (11.7)
Financing obligation 1.4 14 — —
27.2 29.7 (2.5) (8.4)
Other income:
Interest and other incon 1.4 1.¢ (0.5 (26.3)
Loss on debt extinguishmer (0.7) (12.5) 12.4 99.Z
1.3 (10.€) 11.¢ 112.2
Income/(loss) before disposition of property, mindty interest and equity in earnings of
unconsolidated affiliates 5.4 (20.0 15.4 154.(
Gains on disposition of property, r 1.4 15.2 (13.8) (90.9)
Minority interest in the Operating Partners (0.7 0.1 (0.2) (200.0
Equity in earnings of unconsolidated affilia 2.2 1kt 0.7 46.7
Income from continuing operations 8.S 6.€ 2.1 30.¢
Discontinued operation:
Income from discontinued operations, net of miroriteresi 2.C 2.t (0.5 (20.0
Net gains on sale of discontinued operations, fhigtioority interest 0.5 (2.9 3.3 117.¢
2.5 (0.9 2.8 933.:
Net income 11.4 6.5 4.9 75.4
Dividends on preferred shar (7.7 (7.7) — —
Net income available for/(loss attributable to) cormon stockholders $ 37 $ (12 $ 4¢ 408.2%

Rental and Other Revenues

Rental and other revenues from continuing operatinoreased by $0.2 million in the second quart@065. This was primarily the
result of the disposition of certain propertie2004 that were not included in discontinued operesj which negatively impacted rental and
other revenues. Offsetting this decrease was amase in lease termination fees of approximatel $#llion in 2005.
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Operating Expenses

The decrease in rental and other operating expérsasontinuing operations (real estate taxeéfiat, insurance, repairs and
maintenance and other property-related expensesaply resulted from the disposition of certairoperties in 2004 and 2005 that were not
included in discontinued operations, which redueadal operating expenses, partially offset by galnaflationary increases, particularly
salaries, benefits, utility costs, real estate $aa@d insurance and the fact that certain fixedadjpgy expenses do not vary with net changes in
our occupancy percentages, such as real estat tagerance and utility rate changes.

One land parcel had indicators of impairment whieecarrying value exceeded the sum of estimatdécounted future cash flows.
Therefore, an impairment loss of $2.6 million wasarded in the quarter ended March 31, 2005 andlfaef impairment of $0.6 million was
recorded in the quarter ended June 30, 2005. Mere no similar impairments on assets held fordusang the six months ended
June 30, 2004.

The decrease in general and administrative expgmsearily relates to severance costs relatedeéa¢tirement of our former CEO in
2004 and increased costs of personnel and conwiitaconnection with implementing the Sarbanese@Xct and the restatement of the
Company’s financial statements in 2004, partiaffget by higher longerm incentive compensation costs and higher saldnge benefit an
employee relocation costs in the second quart2005.

I nterest Expense

The decrease in contractual interest was primdrily to a decrease in average borrowings from $I¥llién in the three months end
June 30, 2004 to $1,552 million in the three momthded June 30, 2005, partially offset by an irexea weighted average interest rates on
outstanding debt from 6.4% in the three months eéddee 30, 2004 to 6.6% in the three months endeel 30, 2005. In addition, capitalized
interest was approximately $0.7 million higherlie three months ended June 30, 2005 than in the thonths ended June 30, 2004 due to
increased development activity and higher averagstcuction and development costs.

Other |ncome

Loss on debt extinguishments was $12.5 milliorhsn¢econd quarter of 2004, which represented adassded related to the retirem
of the $100.0 million principal amount of ExercitaPut Option Notes.

Gains on Disposition of Property; Equity in Earnings of Unconsolidated Affiliates

Net gains on dispositions of properties not clésgifs discontinued operations were $1.4 milliothanthree months ended
June 30, 2005 compared to $15.2 million for thee¢hmonths ended June 30, 2004. Gains are depesrdére specific assets sold, their
historical cost basis and other factors, and cay significantly from period to period. The sigmifint gain in the second quarter of 2004
primarily related to the $16.3 million gain recoddeom the contribution of properties to the HIW-Kitlando, LLC joint venture as further
described in Note 4 to the Consolidated Finandialesents in the 2004 Annual Report.

The increase in equity in earnings from continuapgrations of unconsolidated affiliates was pritgairesult of the formation of the
HIW-KC Orlando, LLC joint venture in late June 2Q0@vhich contributed approximately $0.6 million haghequity in earnings from
continuing operations of unconsolidated affiliaiteshe second quarter of 2005 compared to the seqoarter of 2004.

Discontinued Operations

In accordance with SFAS No. 144, we classifiedimetme of $2.5 million and net loss of $0.3 milljoret of minority interest, as
discontinued operations for the three months eddee 30, 2005 and 2004, respectively. These ameelate to 3.1 million square feet of
office and industrial properties and 88 apartmaenitisusold during 2004 and the first six months @2 and 2.5 million square feet of property
held for sale at June 30, 2005. These amountsdagiain/(loss) on the sale of these propertieDds fillion and $(2.8) million, net of
minority interest, in the three months ended Juhe2805 and 2004, respectively.
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Preferred Stock Dividends
We recorded $7.7 million in Preferred Stock dividein each of the three months ended June 30, 2092004.

Net Income

We recorded net income in the three months endeel 30, 2005 of $11.4 million, compared to $6.5iwnillin the three months ended
June 30, 2004, resulting from the various fact@scdbed above.

Six Months Ended June 30, 2005

The following table sets forth information regarmgliour results of operations for the six months entlene 30, 2005 and 2004 (in
millions):

Six Months
Ended June 30, % of
2005 2004 $ Change Change
Rental and other revenues $214.¢ $216.1 $ (1.9 0.8%
Operating expenses
Rental property and other expen 74.C 78.4 (4.9 (5.6
Depreciation and amortizatic 61.¢ 59.1 2.8 4.7
Impairment of assets held for L 3.2 — 3.2 100.(
General and administrati\ 16.5 19.7 (3.9) (16.2)
Total operating expens 155.¢ 157.2 (1.6) (1.0
Interest expense:
Contractua 50.€ 54.¢ 4.2 (7.7)
Amortization of deferred financing cos 1.7 2.1 (0.9 (19.0
Financing obligation 3.C 6.1 (3.1 (50.¢)
55.2 63.C (7.7) (12.2)
Other income/expense
Interest and other incon 3.4 3.€ (0.2 (5.6)
Loss on debt extinguishme (0.7) (12.5) 12.4 99.Z
3.3 (8.9 12.2 137.1
Income/(loss) before disposition of property, minaty interest and equity in earnings ol
unconsolidated affiliates 6.8 (23.0 19.¢ 152.:
Gains on disposition of property, r 1.8 16.1 (14.9) (88.9)
Minority interest in the Operating Partners 0.1 0.c (0.9 (88.9)
Equity in earnings of unconsolidated affilia 4.9 2.7 2.2 81.t
Income from continuing operations 13.€ 6.7 6.8 103.(
Discontinued operation:
Income from discontinued operations, net of miryoriteresi 4.3 5.2 (1.0 (18.9
Gain on sale of discontinued operations, net ofomitiy interest 14.5 0.€ 14.1 2,350.(
19.C 5.¢ 13.1 222.(
Net income 32.¢ 12.€ 20.C 158.7
Dividends on preferred shar (15.9) (15.9 — —
Net income available for/(loss attributable to) cormon stockholders $ 172 $ (28 $ 20.c 714.2%

Rental and Other Revenues

The decrease in rental and other revenues fronincimg operations was primarily the result of thepdsition of certain properties in
2004 that were not included in discontinued operestj which negatively impacted rental and otheenees, partially offset by $4.3 million
higher lease termination fees in 2005.
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Operating Expenses

The decrease in rental and other operating expérsasontinuing operations (real estate taxeéfiat, insurance, repairs and
maintenance and other propergfated expenses) primarily resulted from the digifum of certain properties in 2004 that were inctuded in
discontinued operations, which reduced rental djpgy@xpenses, partially offset by general inflatioy increases, particularly salaries,
benefits, utility costs, real estate taxes andrarste and the fact that certain fixed operatingeegps do not vary with net changes in our
occupancy percentages, such as real estate tagesrce and utility rate changes.

Depreciation and amortization from continuing opierss increased in the first six months of 2005 pared to the first six months of
2004 primarily from normal increases from tenanpiovements and deferred leasing costs placed wicsesubsequent to June 30, 2004,
from a building placed in service in September 2@0% from adjustments to write off unamortizedabaks of tenant improvements and
deferred leasing costs for early lease terminatipagly offset by the effect from the contributiohproperties in 2004 to the HIW-KC
Orlando joint venture, as discussed above.

One land parcel had indicators of impairment whiseecarrying value exceeded the sum of estimatdécounted future cash flows.
Therefore, an impairment loss of $3.2 million wasarded in the first six months of 2005. There wereimilar impairments on assets held
for use during the six months ended June 30, 2004.

The decrease in general and administrative expgmsearily relates to severance costs incurredh@nfirst six months of 2004 related
the former CEQ'’s retirement in 2004 and increaseiscof personnel and consultants in connection iwviplementing the Sarbanes-Oxley
Act and the restatement of our financial statemen2004, partially offset by higher lortgrm incentive compensation costs and higher s,
fringe benefit and employee relocation costs infifs¢ six months of 2005.

I nterest Expense

The decrease in contractual interest was primdrily to a decrease in average borrowings from $I16n in the six months ended
June 30, 2004 to $1,558 million in the six monthdexl June 30, 2005, partially offset by an incréasecighted average interest rates on
outstanding debt from 6.4% in the six months entlete 30, 2004 to 6.6% in the six months ended 30n2005. In addition, capitalized
interest in the first six months of 2005 was apprately $0.8 million higher compared to the first months of 2004 due to increased
development activity and higher average constraaiiod development costs.

The decrease in interest expense on financing atidigs was primarily a result of the purchase ofgartner’s interest in the Orlando
City Group properties in MG-HIW, LLC in March 200vhich eliminated interest on the $62.5 million fiting obligation (see Note 3 to the
Consolidated Financial Statements in our 2004 AhRegort on Form 10-K for additional information oeal estate sales that are accounted
for as financing transactions).

Other |ncome

Loss on debt extinguishments was $12.5 milliorhfirst six months of 2004, which representedsa lecorded in June 2004 relate:
the retirement of the Exercisable Put Option Notes.

Gains on Disposition of Property; Minority I nterest; Equity in Earnings of Unconsolidated Affiliates

Net gains on dispositions of properties not cléasgdifs discontinued operations were $1.8 milliothansix months ended June 30, 2005
compared to $16.1 million for the six months endede 30, 2004. Gains are dependent on the spasff&ts sold, their historical cost basis
and other factors, and can vary significantly frpemiod to period. The significant net gain in tiheraonths ended June 30, 2004 primarily
related to the $16.3 million gain recorded from ¢betribution of properties to the HIW-KC Orlandd,C joint venture as further described
in Note 4 to the Consolidated Financial Statementse 2004 Annual Report.

34



Table of Contents

Minority interest income in the continuing operasoof the Operating Partnership, after Preferreit distributions, was $0.1 million fc
the six months ended June 30, 2005 and $0.9 miltiothe six months ended June 30, 2004. The dserieahe first six months of 2005 was
due to a corresponding reduction in the Operatengnership’s loss from continuing operations aRegferred Unit distributions.

The increase in equity in earnings from continuapgrations of unconsolidated affiliates was pritgaairesult of the formation of the
HIW-KC Orlando, LLC joint venture in late June 20@vhich contributed approximately $1.3 million heagrequity in earnings from
continuing operations of unconsolidated affiliateshe first six months of 2005 compared to thetfsix months of 2004. In addition, the
Plaza Colonnade, LLC joint venture, which was pthiceservice in the fourth quarter of 2004, conitédd approximately $0.3 million to
equity in earnings in the first six months of 200%addition, certain non-recurring expenses inDladas County Partners joint venture
occurred in the first six months of 2004, which titouted approximately $0.2 million of equity lossier 2004.

Discontinued Operations

In accordance with SFAS No. 144, we classifiedimetme of $19.0 million and $5.9 million, net ofmority interest, as discontinued
operations for the six months ended June 30, 2862804, respectively. These amounts relate tonBlibn square feet of office and
industrial properties and 88 apartment units soldng 2004 and the first six months of 2005 andrillion square feet of property held for
sale at June 30, 2005. These amounts include gaimeosale of these properties of $14.7 million $0db million, net of minority interest, in
the six months ended June 30, 2005 and 2004, riasggc

Net Income

We recorded net income in the six months ended 30n2005 of $32.6 million, compared to $12.6 raillin the six months ended
June 30, 2004, resulting from the various fact@scdbed above.
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L 1QuibiTY AND C APITAL R ESOURCES

Statement of Cash Flows

As required by GAAP, we report and analyze our dbsirs based on operating activities, investingwvitiés and financing activities.
The following table sets forth the changes in astcflows in the first six months of 2004 as corepap the first six months of 2005 (in
thousands):

Six Months
Ended June 30,
2005 2004 Change
Cash Provided By Operating Activiti $8153 $ 76,38¢ $ 5,14«
Cash Provided By Investing Activitie 22,13( 32,42] (10,299
Cash Used In Financing Activitie (83,939 (118,699 34,76(
Total Cash Flow: $19,72¢  $ (9,879 $29,60"

In calculating cash flow from operating activiti€sAAP requires us to add depreciation and amoitizatvhich are non-cash expenses,
back to net income. As a result, we have histdsiggnerated a significant positive amount of ciasm operating activities. From period to
period, cash flow from operations depends primarggn changes in our net income, as discussed fulbre@bove under “Results of
Operations,” changes in receivables and payabhesnat additions or decreases in our overall pliotferhich affect the amount of
depreciation and amortization expense.

Cash provided by or used in investing activitienegally relates to capitalized costs incurred &asing and major building
improvements, and our acquisition, developmenpatition and joint venture activity. During perioafssignificant net acquisition and/or
development activity, our cash used in such inmgsdictivities will generally exceed cash providgdrivesting activities, which typically
consists of cash received upon the sale of pragseaind distributions of capital from our joint wenes.

Cash used in financing activities generally relatestockholder dividends, distributions on Comnuunits, incurrence and repayment of
debt and sales, repurchases or redemptions of Cartazk, Common Units and Preferred Stock. As dised previously, we use a
significant amount of our cash to fund stockholdieidends and Common Unit distributions. Whethenot we incur significant new debt
during a period depends generally upon the netedfieour acquisition, disposition, development gidt venture activity. We use our
revolving credit facility for working capital purges, which means that during any given periodrdieioto minimize interest expense
associated with balances outstanding under outviegocredit facility, we will likely record signi€ant repayments and borrowings under our
revolving credit facility.

The increase of $5.1 million in cash provided bgming activities was primarily a result of $7.#lion higher cash flows from
operations in the first six months of 2005 compacethe first six months of 2004, partially offdst $2.6 million increased use of cash from
net changes in operating assets and liabilitiekerfirst six months of 2005 compared to the figtmonths of 2004.

The decrease of $10.3 million in cash providednwesting activities was primarily a result of tinerease of $30.0 million in additions
to real estate assets and deferred leasing cabis @ecrease of $6.3 million in distributions rgeei from unconsolidated affiliates. Partly
offsetting these decreases was an increase of $iilién in proceeds from dispositions of real ¢éstassets and a decrease of $10.0 million in
contributions made to unconsolidated affiliatesmyithe six months ended June 30, 2005 as compatée same period in 2004.

The reduction of $34.8 million in cash used in finag activities relates primarily to $26.5 millitess net reductions in debt and
financing obligations in the first six months of@compared to the first six months of 2004, $1Rillon more in cash paid in connection
with debt extinguishments in the first six montfi£@804 compared to the first six months of 200%setfby $4.8 million more in cash paid for
redemption of Common Units in the first six montfi2005 compared to the first six months of 2004.
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In 2005, we continued our capital recycling prografnselectively disposing of non-core propertiesider to use the net proceeds for
investments or other purposes. At June 30, 200%ale2.5 million square feet of properties, 88 tipant units and 39.6 acres of land
classified as held for sale pursuant to SFAS Nd.\i4h a carrying value of $219.9 million.

Capitalization
The following table sets forth our capitalizatiomat June 30, 2005 and December 31, 2004 (in timoiss@xcept per share amounts):

December 31

June 30,
2005 2004
Mortgages and notes payable, at recorded book $1,579,15. $1,572,57.
Financing obligation $ 43,87 $ 65,30¢
Preferred Stock, at liquidation val $ 377,44" $ 377,44!
Common Stock and Common Units outstanc 59,70t 59,91¢
Per share stock price at period ¢ $ 29.7¢ $ 27.7(C
Market value of Common Stock and Common U 1,776,82.  1,659,64
Total market capitalization with de $3,777,28'  $3,674,97.

Based on our total market capitalization of appreately $3.8 billion at June 30, 2005 (at the June2B05 per share stock price of
$29.76 and assuming the redemption for shares win@mn Stock of the 5.7 million Common Units in thpe@ating Partnership not owned by
the Company), our mortgages and notes payableseed approximately 42.0% of our total market tedipation.

Mortgages and notes payable at June 30, 2005 wagrised of $814.2 million of secured indebtednetk ewvweighted average interest
rate of 6.8% and $765.0 million of unsecured inddhess with a weighted average interest rate &6.645 of June 30, 2005, our outstanding
mortgages and notes payable were secured by tas essets with an aggregate undepreciated bdod shapproximately $1.4 billion.

We do not intend to reserve funds to retire exgsiacured or unsecured debt upon maturity. Forre wammplete discussion of our long-
term liquidity needs, see “Liquidity and Capitald®erces - Current and Future Cash Needs.”

Contractual Obligations

See our 2004 Annual Report on Form 10-K for a tablting forth a summary regarding our known caritral obligations at
December 31, 2004. The financing obligation of $28illion as of December 31, 2004 relating to tlestShore transaction was eliminated as
of September 30, 2005 because the transactionesasded as a completed sale transaction in the giarter of 2005 when the maximum
exposure to loss under the guarantees becamétasthie related gain; deferred gain will be recpgdiin future periods as the maximum
exposure under the guarantees is reduced.

Refinancings and Preferred Stock Redemptions in 2@0and First Quarter of 2006

During 2005 and the first quarter of 2006, we pafd$196.2 million of outstanding loans, excludiagy normal debt amortization,
which included $176.2 million of secured debt vatlveighted average interest rate of 6.9% and $20li@n of unsecured floating rate debt
with an interest rate of 4.9%. Included in the $27&illion was $89.8 million of floating rate seedrdebt. Approximately $350 million of
real estate assets (based on undepreciated castlsame unencumbered after paying off the sdalrbt. We also used some of the
proceeds from our disposition activity to redeemAugust 2005 and February 2006, all of our outditem Series D Preferred Shares and
3.2 million of our outstanding Series B Preferrdéa®s, aggregating $180.0 million plus accruedddinds. These reductions in outstanding
debt and Preferred Stock balances were made plynfigmin proceeds from property dispositions thatseld in 2005 and 2006. In connection
with the redemption of Preferred Stock, the exafdbe redemption cost over the net carrying amaofitihe redeemed shares was recorded a:
a reduction to net income available for common ehealders. These reductions amounted to $4.3 millimh$1.7 million for the third quarter
of 2005 and first quarter of 2006, respectively.
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Unsecured Indebtedness

On May 1, 2006, we obtained a new $350.0 millibngé-year unsecured revolving credit facility frBank of America, N.A. We used
$273.0 million of proceeds from the new revolvingdit facility, together with available cash, toypef the remaining outstanding balance of
$178.0 million under our previous revolving crefditility and the $100.0 million bank term loan, baif which have now been terminated. In
connection with these payoffs, we expect to wrffeapproximately $0.5 million in unamortized defedrfinancing costs in the second quarter
of 2006 as a loss on debt extinguishment. We amk B&America plan to syndicate the new revolvimgdit facility later in 2006.

Our new revolving credit facility is initially scdeled to mature on May 1, 2009. We have an optaxtend the maturity date by one
additional year assuming no default exists andngttime prior to May 1, 2008, may request increasehe borrowing availability under the
credit facility by up to an additional $100.0 nolli. The increases in borrowing availability arejeabto approval by the lender(s). The
interest rate has been reduced from LIBOR plushi®is points to LIBOR plus 80 basis points andatieual base facility fee has been
reduced from 25 basis points to 20 basis points.

Like our previous revolving credit facility, the weevolving credit facility requires us to complytkvcustomary operating covenants
and various financial and operating ratios. Wedwelithe required financial and operating ratioseunike new revolving credit facility are le
stringent and more appropriately reflect our cureard future business prospects than the requirsnueder our previous revolving credit
facility. We expect to be in compliance with thesevisions of our new revolving credit facility ftine foreseeable future. However,
depending upon our future operating performancepaogerty and financing transactions and gene@m@uwic conditions, we cannot assure
you that no circumstance will arise in the futurattwould render us unable to comply with any els#hcovenants or result in an increas
the borrowing costs under this facility.

If any of our lenders ever accelerated outstandeig due to an event of default, we would not He abborrow any further amounts
under our revolving credit facility, which wouldagtsely affect our ability to fund our operatioffour debt cannot be paid, refinanced or
extended at maturity or upon acceleration, in aaldlito our failure to repay our debt, we may noabe to make distributions to stockholders
at expected levels or at all. Furthermore, if agfjnancing is done at higher interest rates, thecmsed interest expense would adversely ¢
our cash flows and ability to make distributionstockholders. Any such refinancing could also isgtighter financial ratios and other
covenants that would restrict our ability to takéi@ns that would otherwise be in our stockholdéesst interest, such as funding new
development activity, making opportunistic acquasis, repurchasing our securities or paying digtidns.

In May, July, August and September 2005 and Fepr2@06, we obtained waivers from the lenders undeprevious revolving credit
facility and our previous bank term loans relaiedimely reporting to the lenders of annual andrtprly financial statements and to covenant
violations that could arise from future redemptioh$referred Stock due to the reclassificatiothefPreferred Stock from equity to a liabi
during the period of time from the announcemerthefredemption until the redemption is completdte &forementioned modifications did
not change the economic terms of the loans. In ection with these modifications, we incurred certaian costs that are capitalized and
amortized over the remaining terms of the loan®Ndmember 2005, we amended the $100.0 million kark loan to extend the maturity d
to July 17, 2006 and reduce the spread over th©Rhterest rate from 130 basis points to 100 hawiists. These loans were paid off in
May 2006 in connection with the closing of our newolving credit facility, as discussed above.

As of the date of this filing, the Operating Parsigp has not yet satisfied its requirement underindenture governing the outstanding
notes to file timely SEC reports, but expects tesdas soon as practicable. Under the indentueeydtes may be accelerated if the trustee or
25% of the holders provide written notice of a détffand such default remains uncured after 60 déyise Operating Partnership failed to 1
its delinquent SEC reports prior to expirationtof 60-day cure period after receipt of any suchulehotice, the lender under our revolving
credit facility would also have the ability to atmmte amounts outstanding under the revolvingicfadility. To date, neither the trustee nor
any holder has sent us any such default notice Offerating Partnership is in compliance with dllestcovenants under the indenture and is
current on all payments required thereunder.
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Current and Future Cash Needs

Rental revenue, together with construction managémeaintenance, leasing and management feest [@iogipal source of funds to
meet our short-term liquidity requirements, whicharily consist of operating expenses, debt serndtockholder dividends, any guarantee
obligations and recurring capital expendituresadidition, we could incur tenant improvements argdéecommissions related to any releasing
of vacant space.

We expect to fund our short-term liquidity requikemis through a combination of available workingitzpcash flows from operations
and the following:

. the selective disposition of n-core land and other asse

. borrowings under our revolving credit facility (vehi has up to $76 million of availability as of May2006, excluding the
$100.0 million expansion option) and under our &xis$50.0 million secured revolving constructieah (all of which was
available at May 1, 2006

. the sale or contribution of some of our Wholly Odrieroperties, development projects and developiaadtto strategic joint
ventures to be formed with unrelated investorsciiwould have the net effect of generating addati@apital through such
sale or contributions

. the issuance of secured debt;
. the issuance of new unsecured d

Our long-term liquidity needs generally include thading of capital expenditures to lease spaaaitacustomers, maintain the quality
of our existing properties and build new properti@apital expenditures include tenant improvemenigding improvements, new building
completion costs and land infrastructure costsahemprovements are the costs required to custspace for the specific needs of first-
generation and second-generation customers. Bgildiprovements are recurring capital costs notedl#o a specific customer to maintain
existing buildings. New building completion costs axpenses for the construction of new buildihg®d infrastructure costs are expenses to
prepare development land for future developmervigicthat is not specifically related to a sinddeilding. Excluding recurring capital
expenditures for leasing costs and tenant improwsrend for normal building improvements, our expdduture capital expenditures for
started and/or committed new development projectsf May 15, 2006 are approximately $200 millionsignificant portion of these future
expenditures are currently subject to binding aitral arrangements.

Additionally, $110.0 million of 7.0% unsecured mtgill mature in December 2006 and approximately s6llion of 8.2% secured de
will mature in February 2007. We expect to repathbmrrowings with proceeds from pending or futdigposition activity and the issuance
of additional unsecured debt. We also have a sogmf pool of unencumbered assets that could sexwellateral for additional secured debt.
Although we expect to repay or refinance all ofthutstanding debt on or prior to their respeatnagurity dates, no assurances can be given
that we will be able to do so on favorable termataall.

Our long-term liquidity needs also include the fimgdof development commitments, selective assatiaittpns and the retirement of
mortgage debt, amounts outstanding under our reagbredit facility and long-term unsecured debdr @oal is to maintain a conservative
and flexible balance sheet. Accordingly, we expecheet our long-term liquidity needs through a boration of (1) the issuance by the
Operating Partnership of additional unsecured deburities, (2) the issuance of additional equétyusities by the Company and the
Operating Partnership, (3) borrowings under otkeused construction loans that we may enter irgoyell as (4) the sources described at
with respect to our short-term liquidity. We expextise such sources to meet our long-term liquiditiuirements either through direct
payments or repayments of borrowings under ourlvéwg credit facility. As mentioned above, we da imtend to reserve funds to retire
existing secured or unsecured indebtedness uparritgatnstead, we will seek to refinance such dalaturity or retire such debt through
the issuance of equity or debt securities or fraoteeds from sales of properties.
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We anticipate that our available cash and cashvatgiits and cash flows from operating activitieghwash available from borrowings
and other sources, will be adequate to meet outatamd liquidity needs in both the short and leegn. However, if these sources of funds
are insufficient or unavailable, our ability to pdiyidends to stockholders and satisfy other cagents may be adversely affected.

Stockholder Dividends

To maintain our qualification as a REIT, we mustlbute to stockholders at least 90.0% of our Rtakable income, excluding capital
gains. REIT taxable income, the calculation of ehE determined by the federal tax laws, does goaknet income under GAAP. We
generally expect to use our cash flow from opeggadictivities for dividends to stockholders andgayment of recurring capital expenditures.
Future dividends will be made at the discretiomaf Board of Directors. The following factors walffect our cash flows and, accordingly,
influence the decisions of the Board of Direct@garding dividends:

. debt service requirements after taking into accdet covenants and the repayment and restructafiogrtain indebtednes
. scheduled increases in base rents of existingde

. changes in rents attributable to the renewal dftig leases or replacement lea

. changes in occupancy rates at existing propertidse&ecution of leases for newly acquired or dgwedioproperties

. operating expenses and capital replacement neeigding tenant improvements and leasing costs

. sales of properties and r-core land

Off Balance Sheet Arrangements

We have several off balance sheet joint venturegaaglantee arrangements. The joint ventures weneefb with unrelated investors to
generate additional capital to fund property adtjaiss, repay outstanding debt or fund other stiiataitiatives and to lessen the ownership
risks typically associated with owning 100.0% qdfraperty. When we create a joint venture with atetyic partner, we usually contribute one
or more properties that we own to a newly formetiteim which we retain an interest of 50.0% ordek exchange for an equal or minority
interest in the joint venture, we generally recaiash from the partner and frequently retain theaagament income relating to the properties
in the joint venture. For financial reporting puses, certain assets we sold have been accounted fiolmncing arrangements.

As of June 30, 2005, our unconsolidated joint viezginads 820.8 million of total assets and $604.2 milliortatal liabilities as
reflected in their financial statements. At JuneBW05, our weighted average equity interest basettie total assets of these unconsolidated
joint ventures was 40.7%. During the six monthseehdune 30, 2005, these unconsolidated joint vestearned $9.3 million of total r
income of which our share, after appropriate puseraccounting and other adjustments, was $4.%milkor additional information about
our unconsolidated joint venture activity, see Ndte the Condensed Consolidated Financial Stattmen
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As of June 30, 2005, our unconsolidated joint vergidnad $574.9 million of outstanding mortgage d&btof this joint venture debt is
non-recourse to us except (1) in the case of cumtpexceptions pertaining to such matters as mistitends, environmental conditions and
material misrepresentations and (2) those guaratee loans described in the following paragraphs.following table sets forth the
scheduled maturities of our share of the outstandabt of our unconsolidated joint ventures asuoeJ30, 2005 ($ in thousands):

Remainder of 200 $ 1,64¢
2006 5,544
2007 12,62:
2008 10,26¢
2009 14,67¢
Thereaftel 198,91

$243,67:

For information regarding our off-balance sheetagements as of December 31, 2004, see “Managenigistussion and Analysis of
Financial Condition and Results of Operations —Bdfance Sheet Arrangements” in our 2004 AnnualoRegn Form 10-K.

Financing Arrangements

For information regarding sales transactions therevaccounted for as financing arrangements atrbleee31, 2004, see
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations — Financing Rrufit-Sharing Arrangements” in
our 2004 Annual Report on Form 10-K.

Interest Rate Hedging Activities

To meet, in part, our long-term liquidity requiremt® we borrow funds at a combination of fixed &adable rates. Borrowings under
our revolving credit facility bear interest at \asle rates. Our long-term debt, which consistsofised and unsecured long-term financings
and the issuance of unsecured debt securitiegaiypbears interest at fixed rates although sayaad bear interest at variable rates. In
addition, we have assumed fixed rate and variattedebt in connection with acquiring propertiesr terest rate risk management
objectives are to limit the impact of interest rab@nges on earnings and cash flows and to lowenvarall borrowing costs. To achieve th
objectives, from time to time, we may enter inteenast rate hedge contracts such as collars, swaps,and treasury lock agreements in ordetr
to mitigate our interest rate risk with respectamious debt instruments. We do not hold or isbesé derivative contracts for trading or
speculative purposes.

The interest rate on all of our variable rate delatdjusted at one and three month intervals, stiljesettlements under these interest
rate hedge contracts. We also enter into treasalydgreements from time to time in order to limit exposure to an increase in interest 1
with respect to future debt offerings. During tleeand quarter of 2005, $0.07 million was receivednfcounter parties under interest rate
hedge contracts. The interest rate swap that nthanmedune 1, 2005 was not renewed or extended.Wyently have no outstanding interest
rate hedge contracts.

As further described below under “- Related PargnBactions,” we had an embedded derivative aop#re land purchase
arrangement with GAPI, Inc. that expired in Aug2805 upon closing of the final land parcel underdhrangement.
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Related Party Transactions

We have previously reported that we had a contoaatquire development land in the Bluegrass Vaiffige development project from
GAPI, Inc., a corporation controlled by Gene H. Argbn, an executive officer and director of the @any. Under the terms of the contract,
the development land was purchased in phaseshamltchase price for each phase or parcel wadsdsattcash and/or Common Units. The
price for the various parcels was based on aralnitilue for each parcel, adjusted for an intefiastbr, applied up to the closing date and also
for changes in the value of the Common Units. Qmuudey 17, 2003, we acquired an additional 23.5sacf¢his land from GAPI, Inc. for
85,520 shares of Common Stock and $384,000 infcagbtal consideration of $2.3 million. In May 2004.0 acres of the remaining acres
yet acquired by us was taken by the Georgia Deganttiof Transportation to develop a roadway intemgeafor consideration of $1.8 millio
The Department of Transportation took possessiartitlia of the property in June 2003. As part af thrms of the contract between us and
GAPI, Inc., we were entitled to and received in 2@@e $1.8 million proceeds from the condemnatinrduly 2003, we appealed the
condemnation and are currently seeking additioaginent from the state; the recognition of any digis been deferred pending resolution of
the appeal process. In April 2005, we acquireccésh an additional 12.1 acres of the Bluegras®Yddind from GAPI, Inc. and also settled
for cash the final purchase price with GAPI, Ine.the 4.0 acres that were taken by the Georgia frapat of Transportation, which
aggregated approximately $2.7 million, of which@fillion was recorded as a payable to GAPI, Imcoar financial statements as of
March 31, 2005. In August 2005, we acquired 12résaepresenting the last parcel of land to baeieed, for cash of $3.2 million. We
believe that the purchase price with respect th émwd parcel was at or below market value. Thesesactions were unanimously approved
by the full Board of Directors with Mr. Andersonsaining from the vote. The contract provided thatland parcels could be paid in
Common Units or in cash, at the option of the sellbis feature constituted an embedded derivativsuant to SFAS No. 133, “Accounting
for Derivative Instruments and Hedging ActivitieShe embedded derivative feature was accounteskfoairately and adjusted based on
changes in the fair value of the Common Units. Tasulted in a decrease to other income of $0.Romiin the first six months of 2005 and
an increase to other income of $0.4 million infing six months of 2004. In the remainder of 20$6,02 million in expense was recorded
related to the embedded derivative, which expimgahuthe closing of the final land transaction ingiat 2005.

On February 28, 2005 and April 15, 2005, we sotdugh a third party broker three non-core indusbialdings in Winston-Salem,
North Carolina to John L. Turner and certain ofdffdiates for a gross sales price of approxima&7.0 million, of which $20.3 million we
paid in cash and the remainder from the surrenfi26® 508 Common Units. We recorded a gain of agprately $4.8 million upon the
closing of these sales. Mr. Turner, who was a threat the time of these transactions, retired ftbenBoard of Directors effective
December 31, 2005. We believe that the purchase paid for these assets by Mr. Turner and hiaaéfs was equal to their fair market
value. The sales were unanimously approved byulh&®bard of Directors with Mr. Turner not beinggsent to discuss or vote on the matter.

C RITICAL A CCOUNTING E STIMATES

There were no changes to the critical accountidigips and estimates made by management in theainths ended June 30, 2005. For
a detailed description of our critical accountisgjrmates, see “Management’s Discussion and Anapfdisnancial Condition and Results of
Operations - Critical Accounting Estimates” in @204 Annual Report on Form 10-K.
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F unDsF Rom O PERATIONS

We believe that FFO and FFO per share are benlgficcaanagement and investors and are importaitatats of the performance of
any equity REIT. Because FFO and FFO per sharelesilens exclude such factors as depreciation amattization of real estate assets and
gains or losses from sales of operating real eatdets (which can vary among owners of identise in similar conditions based on
historical cost accounting and useful life estirsptéhey facilitate comparisons of operating perfance between periods and between other
REITs. Our management believes that historical aosbunting for real estate assets in accordanteGAAP implicitly assumes that the
value of real estate assets diminishes predictaldy time. Since real estate values have histdyiciaen or fallen with market conditions,
many industry investors and analysts have considie presentation of operating results for re@tescompanies that use historical cost
accounting to be insufficient by themselves. Assuit, management believes that the use of FFG-B@dper share, together with the
required GAAP presentations, provide a more coreplederstanding of our performance relative toommpetitors and a more informed and
appropriate basis on which to make decisions inkgleperating, financing and investing activities.

FFO and FFO per share as disclosed by other RE&ysnot be comparable to our calculation of FFORRO per share as described
below. However, you should be aware that FFO ar@ pér share are non-GAAP financial measures andftre do not represent net
income or net income per share as defined by GAR income and net income per share as definedddFGare the most relevant
measures in determining our operating performaecatse FFO and FFO per share include adjustmetsttestors may deem subjective,
such as adding back expenses such as depreciaticanzortization. Furthermore, FFO per share doedeict the amount that accrues
directly to the stockholders’ benefit. Accordinghf-O and FFO per share should never be consideraliesinatives to net income or net
income per share as indicators of our operatinfppaance.

Our calculation of FFO, which we believe is coresistwith the calculation of FFO as defined by ttagibhal Association of Real Estate
Investment Trusts (“NAREIT”) and which appropriagteixcludes the cost of capital improvements aratedl capitalized interest, is as
follows:

. Net income (loss) computed in accordance with GA
. Less dividends to holders of Preferred Stc
. Plus depreciation and amortization of assets uhjcgignificant to the real estate indust

. Less gains, or plus losses, from sales of depriec@i®rating properties (but excluding impairmesses) and excluding itel
that are classified as extraordinary items undeAB¢

. Plus minority interest

. Plus or minus adjustments for unconsolidated peshigs and joint ventures (to reflect funds froneigtions on the same
basis); anc

. Plus or minus adjustments for depreciation and &imation and gains/(losses) on sales and minamnigrést related to
discontinued operation

Other REITs may not define FFO in accordance withdurrent NAREIT definition or may interpret therent NAREIT definition
differently than we do.
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FFO and FFO per share for the three and six mamttied June 30, 2005 and 2004 are summarized foltbeing table ($ in

thousands, except per share amounts):

Three Months Ended June 30,

Six Months Ended June 30,

2005 2004 2005 2004
Per Per Per
Amount Share Amount Share Amount Amount Share
Funds from operations:
Net income $11,43¢ $ 6,46¢ $ 32,58¢ $ 12,60¢
Dividends to preferred sharehold (7,719 7,718 (15,426 (15,426
Net income applicable to/(loss attributable
common shareholde 3,721  $0.07 (1,24%) $(0.02) 17,16 (2,820 $(0.0%)
Add/(Deduct):
Depreciation and amortization of real estate
asset: 29,27¢ 0.4¢ 29,48¢ 0.4¢ 60,53: 57,68¢ 0.9¢
(Gain)/loss on disposition of depreciable real
estate asse (55¢ (0.01) (17,029 (0.27) (80%) (16,882) (0.27)
Minority interest from the Operating
Partnership in income/(loss) from operati 134 — (73 — (15€) (929 —
Unconsolidated affiliates
Depreciation and amortization of real
estate asse 2,62t 0.04 2,03¢ 0.0¢ 5,26¢ 4,051 0.0€
Discontinued operation:
Depreciation and amortization of real
estate asse 2,167 0.04 3,77¢ 0.0¢ 5,48( 8,02t 0.1:
(Gain)/loss on sal (1,340 (0.02 — — (17,069 (3,74 (0.06)
Minority interest from the Operating
Partnership in income from
discontinued operatior 273 — (39 — 2,111 682 —
Funds from operatior $36,30: $0.6( $16,91° $0.2¢ $72,52¢ $ 46,07« $0.77
Dividend payout data:
Dividends paid per common share/ common
unit $ 0.42¢ $ 0.42¢ $ 0.85C $ 0.85(
As a percentage of funds from operati 70.8% 146.6€% 70.8% 110./%
Weighted average shares outstanding (. 60,35 59,79: 60,28¢ 59,94(

(1) Includes assumed conversion of all potentiallytdikicommon stock equivalen

44




Table of Contents

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes “forward-looking statements”
and represents an estimate of possible changes walue or future earnings that would occur asegrhypothetical future movements in
interest rates. These disclosures are not prewiesitors of expected future effects, but only éadibrs of reasonably possible effects. As a
result, actual future results may differ materidftymn those presented. See “Management’s DiscussidrAnalysis of Financial Condition
and Results of Operations — Liquidity and Capitab8urces” and the Notes to Condensed Consolidataddtal Statements for a description
of our accounting policies and other informatiotated to these financial instruments.

To meet in part our lonterm liquidity requirements, we borrow funds atoanbination of fixed and variable rates. Borrowingsler ou
revolving credit facility bear interest at variabédes. Our long-term debt, which consists of sed¢@nd unsecured long-term financings and
the issuance of unsecured debt securities, typibalhrs interest at fixed rates although some lbaas interest at variable rates. In addition,
we have assumed fixed rate and variable rate dedmrinection with acquiring properties. Our intérege risk management objectives are to
limit the impact of interest rate changes on eaymiand cash flows and to lower our overall borrgndnsts. To achieve these objectives, f
time to time we enter into interest rate hedgeremt$ such as collars, swaps, caps and treasuoatFeements in order to mitigate our
interest rate risk with respect to various debtrimaents. We do not hold or issue these derivatingracts for trading or speculative purpo
We had no interest rate hedge contracts in eftetiirze 30, 2005.

As of June 30, 2005, we had approximately $1,190omiof fixed rate debt outstanding. The estimadggdregate fair market value of
this debt at June 30, 2005 was approximately $1n2i@ibn. If interest rates increase by 100 basimts, the aggregate fair market value of
our fixed rate debt as of June 30, 2005 would deerdy approximately $55.9 million. If interesteatiecrease by 100 basis points, the
aggregate fair market value of our fixed rate debof June 30, 2005 would increase by approxim&@ly6 million.

As of June 30, 2005, we had approximately $389anilbf variable rate debt outstanding. If the weégghaverage interest rate on this
variable rate debt is 100 basis points higher weloduring the 12 months ended June 30, 2006 nberrest expense would be increased or
decreased approximately $3.9 million.

At June 30, 2005, we had an embedded derivatipad®f a land purchase arrangement, as descridel iManagement’s Discussion
And Analysis Of Financial Condition And Results Operations — Liquidity And Capital Resources — RaladParty Transactions.” This
embedded derivative expired in August 2005 uposietpof the final land parcel under the arrangement
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ITEM 4. CONTROLS AND PROCEDURES
G ENERAL

The purpose of this section is to discuss the tffercess of our disclosure controls and procedanelsrecent changes in our internal
control over financial reporting. The statementthis section represent the conclusions of EdwakFditkch, our President and Chief
Executive Officer, and Terry L. Stevens, our Vigedtdent and Chief Financial Officer.

The CEO and CFO evaluations of our controls andqmtores include a review of the controls’ objectiaad design, the controls’
implementation by us and the effect of the contosighe information generated for use in this QarrtReport. We seek to identify data
errors, control problems or acts of fraud and aamnthat appropriate corrective action, includinggass improvements, is undertaken. Our
controls and procedures are also evaluated ongoiranbasis by or through the following:

» activities undertaken and reports issued by employe our internal audit departme

« quarterly sub-certifications by representativesrfrappropriate business and accounting functiossipport the CEO and CFQO'’s
evaluation of our controls and procedui

« other personnel in our finance and accounting degdion;
« members of our internal disclosure committee;
 members of the audit committee of our Board of €wes.

Our management, including our CEO and CFO, do xyp¢et that our controls and procedures will prexaingérrors and all fraud. A
control system, no matter how well conceived anerafed, can provide only reasonable, not absastrance that the objectives of the
control system are met. Further, the design ofrotgind procedures must reflect the fact thaktlee resource constraints, and the benefits
of controls must be considered relative to thegtsoBecause of the inherent limitations in alltoarsystems, no evaluation of controls can
provide absolute assurance that all control isanésinstances of fraud, if any, have been deteGieelse inherent limitations include the
realities that judgments in decision-making carfiedty, and that breakdowns can occur becauseshple error or mistake. Additionally,
controls can be circumvented by the individual aftsome persons, by collusion of two or more peppt by management override of the
control. The design of any system of controls @éddmased in part upon certain assumptions abodikiéléhood of future events, and there can
be no assurance that any design will succeed iieaol its stated goals under all potential futcoaditions.

C HANGES IN | NTERNAL C ONTROL O VER F INANCIAL R EPORTING

Our management is required to establish and maim#grnal control over financial reporting desigrie provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for exdepurposes in accordance with GAAP. As
defined in Rule 13a-15(f) under the Exchange Adgrnal control over financial reporting includesse policies and procedures that:

» pertain to the maintenance of records that in re@sle detail accurately and fairly reflect our sactions and dispositions of ass

» provide reasonable assurance that transactione@vaded as necessary to permit preparation ofi¢iahstatements in accordance
with GAAP, and that receipts and expenditures airgomade only in accordance with authorizationsiahagement and directors;
and

e provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, osealisposition of our assets
that could have a material effect on the finansiatements
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As reported in Item 9A of our 2004 Annual ReportFrm 10-K, our management reported that the Cogipamternal control over
financial reporting was not effective as of Decen®i 2004 due to material weaknesses that exésted such date in: (1) our accounting
processes for capitalizing interest and carryinggcduring lease-up and internal leasing, develop@yed construction costs; (2) our fixed
asset and lease incentive accounting processe¢3padr financial statement close process. Ttst fivo material weaknesses could also
affect the equity in earnings of unconsolidatediafés in our Consolidated Financial StatementgHose joint ventures for which we are
primarily responsible for the preparation of tHelancial statements.

In Item 9A of our 2005 Annual Report on Form 10ekiy management will report that the Company’s imaécontrol over financial
reporting was not effective as of December 31, 2D0&to material weaknesses that existed as ofdatehin: (1) our real estate asset and
lease incentive accounting processes, which indauld affect the equity in earnings of unconsabdaaffiliates in our Consolidated Finan
Statements for those joint ventures for which we@aimarily responsible for the preparation of thgiancial statements; and (2) our journal
entry approval and financial statement close peEes

To mitigate or remediate specified material weakasgeported in our 2004 Annual Report, during 20@5formed a permanent
committee to monitor and oversee the ongoing reatiedi of all deficiencies identified in our annaaisessment of our internal control over
financial reporting. This committee consists of @FO, COO and representatives from appropriatenessiand accounting functions within
the Company. Second, we designed, implementedesteddtnew and enhanced accounting processes ftaliziiy interest and carrying
costs during lease-up and internal leasing, dewedsp and construction costs. As a result, the nadtseakness reported in our 2004 Annual
Report relating to capitalizing interest and cargycosts during lease-up and internal leasing,ldpweent and construction costs no longer
existed as of December 31, 2005. Third, we designgalemented and tested new and enhanced fixed asd lease incentive accounting
processes to reasonably assure the timely stdepkciation on certain building improvements, éffectiveness of fixed asset account
reconciliations, the proper allocation of cost$ated parcels, the proper classification and deptiei of depreciable infrastructure costs and
the proper depreciation of newly constructed boddiduring the lease-up phase. While these chdrayesremediated various aspects of our
real estate asset accounting during 2005, wehstillmaterial weaknesses with respect to our réatleeasset and lease incentive accounting
processes as of December 31, 2005.

During the second quarter of 2006, to remediatenuaterial weakness regarding the use of and depeadgon manually prepared
spreadsheets in accumulating and consolidatingtezaent adjustments recorded in connection witth@torical financial statements, we
began to record in our general ledger and fixedtasscounting systems all of the restatement adprsts related to our amended 2003 An
Report and our 2004 Annual Report on FormKl@vhich should reduce the likelihood of errorsoimr future consolidated financial stateme
by lessening our reliance upon such manually pezpapreadsheets in the financial statement claseps. We expect to complete this
project before December 31, 2006.

We also plan to undertake the following overalhaties to improve our internal control over finaakreporting. First, we are
developing and implementing a Company-wide poliegt procedures manual for use by our divisional@swbunting staff, intended to
reasonably assure consistent and appropriate assetsand application of GAAP. The first phase o firocess has focused on the
preparation of formal written policies and procestuwith respect to accounting for building and teém@aprovements. Second, we plan to
provide training for our accounting staff and enygles in our various divisional operating officegthucate our personnel with respect to the
accounting adjustments that were made to the Ristdinancial statements in our 2004 Annual Repod in our amended 2003 Annual
Report and to the material weaknesses and oth#rotadeficiencies in our internal control over fir@al reporting that existed as of
December 31, 2004 and as of December 31, 2005d, W@ plan to implement improvements to our jousrgty review and approval
processes and to limit the ability of users to rd@nd delete journal entries in our general ledgsetem which should reduce the likelihoot
potential errors in future financial statementsuifio, we plan to implement revised approval proceslwver signing of

a7



Table of Contents

construction contracts and change orders to praeidsonable assurance that such matters are agdgveanagement at appropriate levels
in the Company. Fifth, we engaged a search firasgist us with the process of hiring a Chief Ac¢mgnOfficer (new position).

We have developed and implemented or are in theepsoof developing and implementing remediationgpfar the material
weaknesses described above. Our management isngalkisely with the audit committee to monitor tmgoing remediation of these
material weaknesses.

D iscLoSURE C ONTROLS A ND P ROCEDURES

SEC rules also require us to maintain disclosurgrots and procedures that are designed to enisatrénformation required to be
disclosed in our annual and periodic reports fikéith the SEC is recorded, processed, summarizedepudted within the time periods
specified in the SEC's rules and forms. As defimeRule 13a-15(e) under the Exchange Act, discisontrols and procedures include,
without limitation, controls and procedures desijt@ensure that information required to be disaliolsy us is accumulated and
communicated to our management, including our CR@GFO, to allow timely decisions regarding reqdidésclosure. Based solely on the
material weaknesses described above, our CEO a@ddOmot believe that our disclosure controls amat@dures were effective at the enc
the quarterly period covered by this Quarterly Repo
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SIGNATURES

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

H IGHWOODSP ROPERTIES, | NC.

By: / s/ EbwARD J. FRITSCH
Edward J. Fritsch
President and Chief Executive Officer

By: / s/ TERRYL. STEVENS
Terry L. Stevens
Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: June 2, 2006
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Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

I, Edward J. Fritsch, certify that:
1. | have reviewed this quarterly report on Forn-Q of Highwoods Properties Inc

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the Registesntf, and for, the periods
presented in this quarterly repc

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the Registrant and we ha

€)) designed such disclosure controls and procedareaused such disclosure controls and procedaoitee designed under
our supervision, to ensure that material informatielating to the Registrant, including its condated subsidiaries, is me
known to us by others within those entities, pattidy during the period in which this quarterhpoet is being preparei

(b)  designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(©) evaluated the effectiveness of the Registrati§slosure controls and procedures and presentesi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

(d) disclosed in this report any change in the Regt’s internal control over financial reportitigat occurred during the
Registrant’s most recent fiscal quarter that hateraly affected, or is reasonably likely to maadly affect, the
Registrar’s internal control over financial reportir

5.  The Registrant’s other certifying officer anldave disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the Registrant’s auditors and the iAGdmmittee of Registrant’s Board of Directors farsons performing the
equivalent functions)

€)) all significant deficiencies and material weesses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affect Registrant’s ability to record, process, summaaiaé report financial
information; anc

(b)  any fraud, whether or not material, that ineshmanagement or other employees who have a sigmifiole in the
Registrar’s internal control over financial reportir

Date: June 2, 2006

/s/ EbwARD J. FRITSCH
Edward J. Fritscl
President and Chief Executive Offic




Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

I, Terry L. Stevens, certify that:
1. | have reviewed this quarterly report on Forn-Q of Highwoods Properties Inc

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material f:
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the Registesntf, and for, the periods
presented in this quarterly repc

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the Registrant and we ha

€)) designed such disclosure controls and procedareaused such disclosure controls and procedaoitee designed under
our supervision, to ensure that material informatielating to the Registrant, including its condated subsidiaries, is me
known to us by others within those entities, pattidy during the period in which this quarterhpoet is being preparei

(b)  designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(©) evaluated the effectiveness of the Registrati§slosure controls and procedures and presentesi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

(d) disclosed in this report any change in the Regt’s internal control over financial reportitigat occurred during the
Registrant’s most recent fiscal quarter that hateraly affected, or is reasonably likely to maadly affect, the
Registrar’s internal control over financial reportir

5.  The Registrant’s other certifying officer anldave disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the Registrant’s auditors and the iAGdmmittee of Registrant’s Board of Directors farsons performing the
equivalent functions)

€)) all significant deficiencies and material weesses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affect Registrant’s ability to record, process, summaaiaé report financial
information; anc

(b)  any fraud, whether or not material, that ineshmanagement or other employees who have a sigmifiole in the
Registrar’s internal control over financial reportir

Date: June 2, 2006

/s/ TERRY L. STEVENS
Terry L. Steven:
Vice President and Chief Financial Offic




Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfe period ended
June 30, 2005 as filed with the Securities and Brge Commission on the date hereof (the “RepdrtBdward J. Fritsch, President and
Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@b of the Sarbanes-Oxley Act of
2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

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

/s/ EDwARD J. FRITSCH

Edward J. Fritscl

President and Chief Executive Offic
June 2, 200!




Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfe period ended
June 30, 2005 as filed with the Securities and Brgk Commission on the date hereof (the “RepdrtTerry L. Stevens, Vice President and
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

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

/s/ TERRY L. STEVENS

Terry L. Steven:

Vice President and Chief Financial Offic
June 2, 200!




