HIGHWOODS PROPERTIES INC

FORM S-3/A

(Securities Registration Statement (simplified form))

Filed 11/4/1996

Address 3100 SMOKETREE CT STE 600
RALEIGH, North Carolina 27604
Telephone 919-872-4924
CIK 0000921082
Industry Real Estate Operations
Sector Services
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



SECURITIESAND EXCHANGE COMMISSION
Washington, DC 20549

AMENDMENT NO. 1
to

FORM S-3

Registration Statement
Under the
Securities Act of 1933

HIGHWOODS PROPERTIES, INC.

(Exact Name of Registrant as Specified in Its Ghrart

MARYLAND 56-1871668
(State of Incorporation) (I.R.S. Employer
Identification No.)
3100 Smoketree Court, Suit e 600
Raleigh, North Carolina 2 7604

(919) 872-4924

(Address, Including Zip Code, and Telephone Numimetuding Area Code,
of Registrant's Principal Executive Offices)

Copies to:
Ronald P. Gibson, Pres dent Brad S. Markoff
Highwoods Properties, Inc. Smith Helm s Mulliss & Moore, L.L.P.
3100 Smoketree Court, Suite 600 316 W. Edenton Street
Raleigh, North Carolina 27604 Raleigh , North Carolina 27603
(919) 872-4924 (919) 755-8700

(Name, Address, Including Zip Code, and Telephoaomber, Including
Area Code, of Agent For Service)

Approximate date of commencement of proposed sateet public: From time to time after the effectdate of this registration statement.

If the only securities being registered on thisrfare being offered pursuant to dividend or intereisvestment plans, please check the
following box. ()

If any of the securities being registered on thisf are to be offered on a delayed or continuogshaursuant to Rule 415 under the
Securities Act of 1933, other than securities @ffeonly in connection with dividend or interesirastment plans, check the following box.

X)

If this Form is filed to register additional sedi@$ for an offering pursuant to Rule 462(b) unither Securities Act, please check the following
box and list the Securities Act registration staaatmumber of the earlier effective registratiatestnent for the same offering. ()

If this Form is a post-effective amendment filedquant to Rule 462(c) under the Securities Actckhke following box and list the
Securities Act registration statement number ofetdier effective registration statement for thene offering. ()

If delivery of the prospectus is expected to be enauksuant to Rule 434, please check the followimg ()

The Registrant hereby amends this Registratiore®tt on such date or dates as may be necessialayoits effective date until the
Registrant shall file a further amendment whichc#fpmlly states that this Registration Stateménalisthereafter become effective in
accordance with Section 8(a) of the Securitiesdhd933 or until the Registration Statement shatidme effective on such date as the
Commission, acting pursuant to said Section 8(a)y, determine.



PROSPECTUS
89,609 Shares

HIGHWOODS PROPERTIES, INC.
COMMON STOCK
(par value $.01 per share)

This Prospectus relates to the possible issuanétidiywoods Properties, Inc. (the "Company") of a89,609 shares (the "Redemption
Shares") of common stock, par value $.01 per sfthee’'Common Stock"), if, and to the extent thatders of up to 89,609 units of
partnership interest ("Units") in the Highwoods/gyh Limited Partnership (the "Operating Partngrhiof which the Company is the sole
general partner, exercise their right to redeenh &lrats and the Company elects to satisfy suchmgden right through the issuance of
Common Stock. The Units redeemable for Redemptiares registered hereby were issued in connectithnprivate placements on
September 21, 1995, October 10, 1995 and Octohelr9B5. The registration of the shares of CommaeiSto which this Prospectus relates
does not necessarily mean that any of such shaltdsevissued by the Company as Redemption Sharssld by the Selling Shareholders.

The Common Stock is listed on the New York Stocktange (the "NYSE") under the symbol "HIW." The Gramy will cause the
Redemption Shares to be listed on the NYSE prithéd issuance. To insure that the Company reftsrstatus as a real estate investment
trust ("REIT"), ownership by any person is limited9.8% of the outstanding shares of Common Stwitk, certain exceptions.

See "Risk Factors" for certain factors relevardriadnvestment in the Common Stock.

The Company will receive no proceeds from the eibmy of the shares in this offering; however, @@nmpany has agreed to bear certain
expenses of registration of the Common Stock utideFederal and state securities laws. The Compéhgcquire additional Units in the
Operating Partnership in exchange for any shar&€ofmon Stock the Company issues to holders ofsUnitsuant to this Prospectus.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPRED BY THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION NOR HAS THE SE®UIIES AND EXCHANGE COMMISSION OR ANY STATE
SECURITIES COMMISSION PASSED UPON THE ACCURACY OPEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION
TO THE CONTRARY IS A CRIMINAL OFFENSE.

THE ATTORNEY GENERAL OF THE STATE OF NEW YORK HASNOT PASSED ON OR ENDORSED THE MERITSOF THIS
OFFERING. ANY REPRESENTATION TO THE CONTRARY ISUNLAWFUL.

No person has been authorized to give any infoomair to make any representations other than thastined in this Prospectus anc

given or made, such information or representatioost not be relied upon as having been authoritieid. Prospectus does not constitute an
offer to sell or solicitation of an offer to buyyagecurities other than the securities to whiaklétes or any offer or solicitation of an offer to
buy such securities in any circumstances in whigthoffer or solicitation is unlawful. Neither tdelivery of this Prospectus nor any sale
made hereunder shall, under any circumstanceseaeg implication that there has been no changeermaffairs of the Company since the
date hereof or that the information contained hmeiecorrect as of any time subsequent to its date.

The date of this Prospectus is November 4, 1



AVAILABLE INFORMATION

The Company is subject to the information requinetm®f the Securities Exchange Act of 1934, as amérithe "Exchange Act"), and in
accordance therewith files reports, proxy statesant other information with the Securities andiaxge Commission (the "Commission™).
Such reports, proxy statements and other informatiay be inspected and copied, at prescribed raitéise public reference facilities of the
Commission at 450 Fifth Street, N.W., Washingto@, 26049, Room 1024, and at the Commission's New ¥&gional office at Seven
World Trade Center, New York, New York 10048 anthat Commission's Chicago regional office at CiticGenter, 500 W. Madison Street,
Chicago, Illinois 60661. Copies of such material atso be obtained at prescribed rates by writrttpé public reference section of the
Commission at 450 Fifth Street, N.W., Washingto@, 20549. The Common Stock of the Company is listethe NYSE, and such material
can also be inspected and copied at the officéiseolNYSE, 20 Broad Street, New York, New York 10005

The Company has filed with the Commission a regfigtn statement on Form3$(the "Registration Statement") under the Seasifict, witt
respect to the Common Stock registered hereby.drbispectus ("Prospectus"), which constitutes agiahe Registration Statement, does
not contain all of the information set forth in tRegistration Statement and in the exhibits an@dales thereto. For further information with
respect to the Company and such Common Stockereferis hereby made to such Registration Statemembits and schedules. The
Registration Statement may be inspected withoutgehat, or copies obtained upon payment of presdrbes from, the Commission and its
regional offices at the locations listed above. Attements contained herein concerning a providi@my document are not necessarily
complete, and, in each instance, reference is neatlee copy of such document filed as an exhibtheoRegistration Statement or otherwise
filed with the Commission. Each such statementialiied in its entirety by such reference.

INCORPORATION OF CERTAIN DOCUMENTSBY REFERENCE

The following documents filed by the Company witle Commission pursuant to the Exchange Act arejiocated herein by reference and
made a part hereof:

a. The Company's Annual Report on Form 10-K forytsar ended December 31, 1995 (as amended on FKfAlon June 3, 1996 and Ju
18, 1996);

b. The description of the Common Stock of the Comypacluded in the Company's Registration Stateroarfform 8A, dated May 16, 199

c. The Company's Quarterly Reports on Form 10-Qierquarter ended March 31, 1996 (as amended ion F&-Q/A on June 3, 1996 and
June 18, 1996) and for the quarter ended Juned®®, And

d. The Company's Current Reports on Form 8-K, dabdg12, 1995 (as amended on Form 8-K/A on Sepeerp1995 and June 3, 1996),
December 18, 1995, April 1, 1996 (as amended omFK/A on June 3, 1996 and June 18, 1996), A®jl1D96 (as amended on Form 8-
K/A on June 3, 1996 and June 18, 1996) and SepiteA1hd 996.

All documents filed by the Company with the Comnaagpursuant to Sections 13(a) and 13(c) of thehBrge Act and any definitive proxy
statements so filed pursuant to Section 14 of tteh&nge Act and any reports filed pursuant to $actb(d) of the Exchange Act after the
date of this Prospectus and prior to the termimaticthe offering of the Common Stock shall be deéro be incorporated by reference into
this Prospectus and to be a part hereof from tkee afdiling of such documents. Any statement corgd in a document incorporated by
reference herein shall be deemed to be modifieiperseded for the purposes of this Prospectiretextent that a statement contained
herein or in any other subsequently filed documwdrith is incorporated by reference herein modifiesupersedes such earlier statement.
Any such statements modified or superseded shabhedeemed, except as so modified or supersealednstitute a part of this Prospectus.



The Company will furnish without charge upon writter oral request to each person to whom a coplyi®frospectus is delivered, includi
any beneficial owner, a copy of any or all of tleedments specifically incorporated herein by rafeeg(not including the exhibits to such

documents, unless such exhibits are specificatlgriporated by reference in such documents). Regjsbsuld be made to: Investor Relatic
3100 Smoketree Court, Suite 600, Raleigh, Northolte 27604.



PROSPECTUS SUMMARY

The following summary is qualified in its entirdty the more detailed descriptions and the finariofafrmation and statements appearing
elsewhere in this Prospectus or incorporated héngieference. Unless the context otherwise reguihe term (i) "Company" or
"Highwoods" shall mean Highwoods Properties, Ipcedecessors of Highwoods Properties, Inc. ancetbosties owned or controlled by
Highwoods Properties, Inc., including Highwoods&yoh Limited Partnership (the "Operating Partngr§hi(ii) "Crocker" shall mean
Crocker Realty Trust, Inc. and its predecessaiy, lighwoods Properties” shall mean the 103 sbhuroffice and 98 industrial (including
service center) properties owned by the Compadyré 30, 1996, (iv) "Crocker Properties" shall mémn58 suburban office and 12 service
center properties formerly owned by Crocker and'Rrpperties” shall mean the Highwoods Propertiesthe Crocker Properties combined.

The Company

The Company is a self-administered and self-managgcestate investment trust ("REIT") that begperations through a predecessor in
1978. At June 30, 1996, the Company owned a p@tt§l201 in-service office and industrial propesti(the "Properties"), together with
approximately 221 acres of land (the "Developmemd.) for future development. At June 30, 1996 Hiighwoods Properties consisted of
103 suburban office properties and 98 industriapprties (including 62 service centers), locateRateigh-Durham, Winston-Salem,
Greensboro, and Charlotte, North Carolina, Naghyvilennessee, and Richmond, Virginia. As of Jund. 3896, the Highwoods Properties
consisted of approximately 10.4 million square fegtich were approximately 95% leased to approxéhyat,100 tenants.

The Company conducts substantially all of its atéis through, and all of the Properties are héldatly or indirectly by, Highwoods/Forsyth
Limited Partnership (the "Operating Partnershipfje Company is the sole general partner of the &ipey Partnership and as of June 30,
1996, owned 88% of the partnership interests (thats") in the Operating Partnership. The remairlihdts are owned by limited partners
(including certain officers and directors of thengmany). Each Unit may be redeemed by the holdeedfidor cash or, at the Company's
option, one share (subject to certain adjustmeritd)e Common Stock. With each such exchange, tingber of Units owned by the
Company and, therefore, the Company's percentagest in the Operating Partnership, will increase.

The only businesses of the Company which are nodwtted through the Operating Partnership arerthieebage and property management
business and related assets recently acquired oh1Af996 through the Company's merger with N@ihvlennessee-based Eakin & Smith,
Inc.(the "Eakin & Smith Transaction"). In addititmowning the Properties and the Development L#re&lOperating Partnership also
provides services associated with leasing, propaetgagement, real estate development, construatidmmiscellaneous tenant services for
the Properties as well as for third parties. ThenGany conducts its third-party fee-based servieesigh two subsidiaries of the Operating
Partnership, Highwoods Services, Inc. and Forsybipétties Services, Inc. (the "Service Companiesiy, Forsyth-Carter Brokerage L.L.C.
("Forsyth-Carter Brokerage"), a joint venture w@hrter Oncor International.

On September 20, 1996, the Company acquired Crdd&alty Trust, Inc.("Crocker") through a mergeiGefdar Acquisition Corporation, a
wholly owned subsidiary of the Company, into Cracftbe" Merger"). The various entities holding tBecker Properties were subsequently
absorbed into various subsidiaries of the Compaaythe Operating Partnership through a seriesaobtctions finalized on September 26,
1996 (the "Merger Transactions"). The Merger wasdbnsummation of a merger agreement entered @tteelen the Company and Crocker
on April 29, 1996 (the "Merger Agreement"). As auk of the Merger, the Company acquired 58 subudifice properties and 12 service
center properties (the "Crocker Properties”) logatel5 Southeastern markets in Florida, North @aapSouth Carolina, Tennessee, Geo
Virginia and Alabama. The Crocker Properties encassfb.7 million rentable square feet and, at JOn& 6, were 94% leased. As a result
of the Merger, the Company has established itsetfree of the largest real estate operating compamitne Southeastern United States
specializing in the ownership, management, acgoisdand development of suburban office and indalspioperties. In accordance with the
terms of the Merger Agreement, the Company acquiteaf the outstanding capital stock of Crockeekthange for a cash payment of
$11.05243 per share and also cashed out certatinegxoptions and warrants to purchase Crocker comm
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stock. The total purchase price was approximat@B298 million plus the assumption of approximate®43 million of Crocker's
indebtedness. The Company is accounting for thedtarnder the purchase method of accounting inrdaase with Accounting Principles
Board Opinion No. 16, "Business Combinations,"memaded. Under this method of accounting, the pweipaice will be allocated to assets
acquired and liabilities assumed based on thdimagtd fair value on September 20, 1996.

The Company is a Maryland corporation that wasripoated in 1994. The Operating Partnership is @iN®@arolina limited partnership
formed in 1994. The Company's and the OperatinghBieship's executive offices are located at 3100K&tnee Court, Suite 600, Raleigh,
North Carolina 27604, and their telephone numbé®18) 87:.- 4924. The Company maintains offices in eachopiimary markets.

Risk Factors

Unit holders should carefully consider the mattissussed under "Risk Factors" prior to makingre@stment decision regarding the
redemption of their Units.

Tax Status of the Company

The Company has elected to be taxed as a REIT sedtons 856 through 860 of the Internal Revenoe®f 1986, as amended (the
"Code"). As a REIT, the Company generally will het subject to federal income tax on net incomeitlthstributes to its stockholders.
REITs are subject to a number of organizational @etational requirements, including a requirentleat they currently distribute at least
95% of their taxable income. Even if the Companglifies for taxation as a REIT, the Company maybleject to certain Federal, state and
local taxes on its income and property and to Fddecome and excise tax on its undistributed ineo8ee "Certain Federal Tax
Considerations."

Securities to be Offered

This Prospectus relates to the possible issuanteeb@ompany of up to 89,609 Redemption Sharesd,to the extent that, holders of up to
89,609 Units exercise their right to redeem suchidand the Company elects to satisfy such redempight through the issuance of
Common Stock. The Company will receive no procdema the sale of the shares in this offering.

The Units redeemable for Redemption Shares wenedss connection with private placements on Sep&rdl, 1995, October 10, 1995 ¢
October 12, 1995. All such Units were issued ifarele on an exemption from registration under $act(2) of the Securities Act.

All of the Units (other than those held by the Camyp) are subject to certain agreements (the "Reagjiish Rights Agreements") pursuant to
which the Company is required to register the shesguable upon redemption of the Units if the Canypelects to satisfy such redemption
right through the issuance of Common Stock. Theistegion Rights Agreements also prohibit the hodd#f Units from disposing of (except
in limited situations) such securities for a peradcne year from their issuance. The lock-up pgifor the Units redeemable for the
Redemption Shares offered by this registratiorestant ended September 21, 1995, October 10, 13b6atober 12, 1995.

Pursuant to the amended and restated agreemeémitefd partnership of the Operating Partnership (fPartnership Agreement"), each Unit
(other than Units held by the Company or thosésibject to lock-up restrictions) may be tenddvgdts holder to the Operating Partnership
for cash equal to the fair market value of a sleii@ommon Stock at the time of redemption. Alteively, at the option of the Company, as
general partner of the Operating Partnership, thigsinay be redeemed for an equivalent numberareshof Common Stock, and the
Company will become the owner of the redeemed Units



The Company anticipates that it generally will €kecacquire directly Units tendered for redempigor to issue shares of Common Stock
pursuant to this Prospectus in exchange therefloershan allowing the Operating Partnership to gash. As a result, the Company may
from time to time issue up to 89,609 Redemptionr&hapon the acquisition of Units tendered for nepliéion. With each such redemption,
Company's interest in the Operating Partnershipimdtease.

The Company is registering the Redemption Sharesafe to provide the holders thereof with freehdeable securities, but the registration
of such shares does not necessarily mean thatfaugclo shares will be issued by the Company oreff@r sold by the holders thereof.
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RISK FACTORS

This Prospectus contains forward-looking statemettual results may differ significantly from thegrojected in the forward-looking
statements. Factors that might cause such a differimclude, but are not limited to, those discddsslow under "Risk Factors." An
investment in the Common Stock involves variouksidJnit holders should carefully consider thedaling information in conjunction with
the other information contained in this Prospetief®re seeking to redeem their Units.

Tax Consequences of Redemption of Units

The exercise by a Unit holder of the right to reguhe redemption of his or her Units will be texhfor tax purposes as a taxable sale or
exchange of the Units by the limited partner. Tédeeming limited partner will be treated as reatjziroceeds in an amount equal to the sum
of the cash (or the value of the Common Stock)iveckin the exchange plus the amount of the redndti any Operating Partnership
liabilities allocable to the redeeming limited peat. It is possible that the amount of gain recogghior even the tax liability resulting from
such gain could exceed the amount of cash or thewd Common Stock received upon such dispositsae "Redemption of Units--Tax
Consequences of Redemption.” In addition, thetgtofi the limited partner to raise cash throughghake of his or her Common Stock to pay
tax liabilities associated with the redemption ofits may be limited because, as a result of fluaina in the stock price, the price the limited
partner receives for such shares may not equalaiue of his or her Units at the time of redemptiSee "--Effect on Common Stock Price of
Shares Available for Future Sale Upon Conversiodmfs" below.

Potential Changein I nvestment Upon Redemption of Units

If a limited partner exercises the right to require redemption of his or her Units, such limitedtper may receive, at the option of the
Company as general partner of the Operating Patiigrcash or shares of Common Stock of the Comaeychange for the Units. If the
limited partner receives cash, the limited partméirno longer have any interest in the Company wailtinot benefit from any subsequent
increases in share price and will not receive amyré distributions from the Company (unless thetéd partner currently owns or acquire:
the future additional shares of Common Stock ott$)nif the limited partner receives shares of CamrBtock, the limited partner will
become a stockholder of the Company rather thasidehof Units in the Operating Partnership. Seed&mnption of Units--Comparison of
Ownership of Units and Shares of Common Stock."

Risks Associated with Rapid Growth

The Company is currently experiencing a periodapid growth. After giving effect to the Eakin & SimiTransaction and the Merger, the
Company's property portfolio increased from 193perties, consisting of approximately 9.4 milliomt&ble square feet, to 271 properties,
consisting of approximately 16.1 million rentabtpiare feet. The Company's ability to manage itsvtfreffectively will require it to

integrate successfully the Eakin & Smith managerntearn and those members of the Crocker managepmntwho have continued with the
Company after the Merger into its existing managams&ucture. In connection with the Eakin & Snilttansaction, the Company retained
of Eakin & Smith's 46 employees. Furthermore, inrerction with the Merger, the Company has retaamgaoximately 50 administrative,
property management, leasing, marketing and mantmpersonnel employed by Crocker. There can lssurance that the Company will
be able to integrate these additional employee@siigiorganization or to manage the combined omeraieffectively. Furthermore, the
inability of the Company to integrate the Properiiea timely and efficient manner could have avessk effect on the Company's business.

Upon completion of the Merger, four former officefsCrocker joined the Company as vice presidéfttemas F. Cochran will manage the
Charlotte division, which includes Greenville, So@arolina and Atlanta, Georgia; Michael E. Hawil manage the Memphis division;
Scott I. Peek, Jr. will manage the Tampa divisighich includes Jacksonville and Orlando; and TimpdthVallace will manage the Boca
Raton division. Thomas J. Crocker, the former ehair of the board and chief executive officer of¢ker, Richard S. Ackerman, the former
president and chief operating officer of Crockerd &obert E. Onisko, the former vice president @mdf financial officer of Crocker, will n
join the Company. There can be no assuranceshtb&@dampany will be able to integrate successfliéy@rockel
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Properties into its portfolio without them. Furthware, it is expected that Messrs. Crocker, AckerarahOnisko will continue to engage in
the commercial real estate business. As part af $egerance agreements, Messrs. Crocker, AckeamdrOnisko agreed not to compete v
the Company within the city limits of Boca Ratomgda for periods ranging from 12 months (Mr. k@isto 18 months (Messrs. Crocker
and Ackerman), except with respect to certain @mtsrthat Mr. Crocker has to manage certain offiogects owned by third parties and with
respect to mixedsse retail and office complex known as Mizner Paitich is owned by Mr. Crocker. Otherwise, Mesghocker, Ackermal
and Onisko will be able to compete with the Compiangll of its markets. See "Recent Developmen#scquisition of Crocker Realty Trust,
Inc. -- Management of Crocker Properties."

Geographic Concentration

The Company's revenues and the value of its Pliepertay be affected by a number of factors, inclgdhe local economic climate (which
may be adversely affected by business layoffs, @@img, industry slowdowns, changing demographia @ther factors) and local real es
conditions (such as oversupply of or reduced denfianaiffice, industrial and other competing comnigrproperties). As of June 30, 1996,
the Properties were located in the following ar@éth the number of Properties noted parenthefall

Raleigh-Durham, North Carolina (60); Greensboron$tn-Salem and High Point, North Carolina (100)afotte, North Carolina (22);
Richmond, Virginia (11); and Nashville, Tennessge (Using March 1996 base rent totals, the Norttolliza properties represented 87.5% of
the annualized base rent of the Properties, witkigfaDurham Properties alone constituting 53.1%h@ugh the Merger has broadened the
Company's geographic focus by adding 11 new matkatsighout the Southeastern United States, bas&tiboch 1996 rent rolls, the North
Carolina Properties would still represent 56.4%hef Company's annualized rental revenue, with ptigsdocated in Raleigh-Durham
accounting for 31.8% following the Merger. The Canp's performance and its ability to make distiilng to stockholders is therefore
dependent on the economic conditions in these markas. There can be no assurance as to the weditgnowth of the economy in these
markets.

Limitationson Acquisition and Changein Control

Ownership Limit. The Company's Articles of Incoration prohibit ownership of more than 9.8% of thiestanding Common Stock by any
person. Such restriction is likely to have the effef precluding acquisition of control of the Coamy by a third party without consent of the
Board of Directors even if a change in control wiarthe interest of stockholders.

Required Consent of the Operating Partnership fergdr or Other Significant Corporate Action. Ther@any may not merge, consolidate
engage in any combination with another person bbaler substantially all of its assets unlessistransaction includes the merger of the
Operating Partnership, which requires the approf/éiie holders of a majority of the outstanding tdnShould the Company ever own less
than a majority of the outstanding Units, this mgtrequirement might limit the possibility for adsjtion or change in the control of the
Company. As of June 30, 1996, the Company ownetbajpately 88% of the Units.

Staggered Board. The Board of Directors of the Camgphas three classes of directors, the terms whwhill expire in 1996, 1997 and 19¢
Directors for each class will be chosen for a thyear term. The staggered terms for directors nff@gtathe stockholders' ability to change
control of the Company even if a change in contrete in the stockholders' interest.

Adverse Impact on Distributions of Failureto Qualify asaREIT

The Company and the Operating Partnership interpéoate in a manner so as to permit the Compargntain qualified as a REIT under
the Internal Revenue Code of 1986, as amended@bae"). Although the Company believes that it witlerate in such a manner, no
assurance can be given that the Company will rexpaatified as a REIT. If in any taxable year then@any were to fail to qualify as a RE
the Company would not be allowed a deduction fstritiutions to stockholders in computing taxableome and would be subject to Federal
income tax (including any applicable alternativenimum tax) on its taxable income at regular corpmrates.
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Real Estate | nvestment Risks

General Risks. Real property investments are sute@rying degrees of risk. The yields availdioten equity investments in real estate
depend in large part on the amount of income geée@i@nd expenses incurred. If the Company's priegetb not generate revenues sufficient
to meet operating expenses, including debt sertecant improvements, leasing commissions and atiygital expenditures, the Company
may have to borrow additional amounts to coverdigests and the Company's cash flow and abilitpa&e distributions to its stockholders
will be adversely affected.

The Company's revenues and the value of its priegartay be adversely affected by a number of factocluding the national economic
climate; the local economic climate; local reahésiconditions; the perceptions of prospectivertenaf the attractiveness of the property; the
ability of the Company to provide adequate managenmeaintenance and insurance; and increased operatsts (including real estate taxes
and utilities). In addition, real estate values armme from properties are also affected by sackofs as applicable laws, including tax laws,
interest rate levels and the availability of finemgc

Competition. Numerous office and industrial projgsricompete with the Company's properties in dttrg¢enants to lease space. Some of
these competing properties are newer or bettetdddhan some of the Company's properties. Sigmfidevelopment of office or industrial
properties in a particular area could have a malteffect on the Company's ability to lease spadesiproperties and on the rents charged.

Bankruptcy and Financial Condition of Tenants. Ay ime, a tenant of the Company's properties neak she protection of the bankruptcy
laws, which could result in the rejection and teration of such tenant's lease and thereby causguation in the cash flow available for
distribution by the Company. Although the Compaag hot experienced material losses from tenantroptdies, no assurance can be given
that tenants will not file for bankruptcy protectio the future or, if any tenants file, that theyl affirm their leases and continue to make
rental payments in a timely manner. In additiotersant from time to time may experience a downiarits business, which may weaken its
financial condition and result in the failure to keaental payments when due. If tenant leasesatraffirmed following bankruptcy or if a
tenant's financial condition weakens, the Compangsme may be adversely affected.

Renewal of Leases and Reletting of Space. The Coynp#l be subject to the risks that upon expirataf leases for space located in its
properties, the leases may not be renewed, the spag not be relet or the terms of renewal or tiake{including the cost of required
renovations) may be less favorable than curreseléarms. If the Company were unable to promptbt i@ renew the leases for all or a
substantial portion of this space or if the renééds upon such renewal or reletting were signifigdower than expected rates, then the
Company's cash flow and ability to make expectsttidutions to stockholders may be adversely adfibct

llliquidity of Real Estate. Equity real estate istments are relatively illiquid. Such liquidity Wiend to limit the ability of the Company to
vary its portfolio promptly in response to changesconomic or other conditions. In addition, thed€ limits the Company's ability to sell
properties held for fewer than four years, whictyratect the Company's ability to sell propertigthaut adversely affecting returns to
holders of Common Stock.

Changes in Laws. Because increases in incomegsapvitransfer taxes are generally not passedghrtutenants under leases, such
increases may adversely affect the Company's éashand its ability to make distributions to stocktters. The Properties are also subject to
various Federal, state and local regulatory requéirgs, such as requirements of the Americans wighHtilities Act and state and local fire
and life safety requirements. Failure to complyhvitese requirements could result in the impositibfines by governmental authorities or
awards of damages to private litigants. The Comimatigves that the Properties are currently in dampe with all such regulatory
requirements. However, there can be no assuraatéhise requirements will not be changed or teat requirements will not be imposed
which would require significant unanticipated exgitures by the Company and could have an advefsetein the Company's cash flow and
expected distributions.

Consequences of Inability to Service Mortgage DBhtsuant to loan agreements with the Company’s leaders, a portion of the Properties
are mortgaged to secure payment of such indebtedard if the Company were to
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be unable to meet such payments, a loss couldstaiised as a result of foreclosure on the Propebiyethe bank lenders.
Risk of Development, Construction and Acquisition Activities

The Company intends to actively continue develograed construction of office and industrial propest including development on the
Development Land. Risks associated with the Compatgrvelopment and construction activities, inaligdactivities relating to the
Development Land, may include:

abandonment of development opportunities; constmictosts of a property exceeding original estimab@ssibly making the property
uneconomical; occupancy rates and rents at a neavhpleted property may not be sufficient to maleeptoperty profitable; financing may
not be available on favorable terms for developnoéiat property; and construction and lease-up nuya completed on schedule, resulting
in increased debt service expense and construobists. In addition, new development activitiesardtess of whether or not they are
ultimately successful, typically require a subgtrgortion of management's time and attention.éd@ment activities are also subject to
risks relating to the inability to obtain, or detaiy obtaining, all necessary zoning, land-usdding, occupancy, and other required
governmental permits and authorizations.

The Company intends to actively continue to acqoifiee and industrial properties. Acquisitionsasfice and industrial properties entail ri
that investments will fail to perform in accordamnveih expectations. Estimates of the costs of impnoents to bring an acquired property up
to standards established for the market posititenited for that property may prove inaccurate daitéon, there are general investment risks
associated with any new real estate investment.

Although the Company has limited its developmeoguésition, management and leasing business piiyrtarmarkets with which
management is familiar, the Company has begunpgarexits business to new geographic markets. Mamagebelieves that much of its past
success has been a result of its local expertlse Company may not initially possess the same lefvieimiliarity with new markets, which
could adversely affect its ability to develop, aicgumanage or lease properties in any new loealiti

Conflicts of Interestsin the Business of the Company

Tax Consequences Upon Sale or Refinancing of PiiepeHolders of Units may suffer different and madverse tax consequences than the
Company upon the sale or refinancing of any ofRh@perties and, therefore, such holders, includartpin of the Company's officers and
directors, and the Company may have different abjes regarding the appropriate pricing and timifigny sale or refinancing of such
Properties. Although the Company, as the sole gépartner of the Operating Partnership, has tlstusive authority as to whether and on
what terms to sell or refinance an individual Propghose members of the Company's managemerBaant! of Directors of the Company
who hold Units may influence the Company not td setefinance the Properties even though suchraaat otherwise be financially
advantageous to the Company, or may influence trepg@ny to refinance Properties with a high level elft.

Policies with Respect to Conflicts of InterestseT@ompany has adopted certain policies relatirapidlicts of interest. These policies incl

a bylaw provision requiring all transactions in athiexecutive officers or directors have a conftigtinterest to be approved by a majority of
the independent directors of the Company or a ritgjof the shares of capital stock held by disiegéed stockholders. There can be no
assurance that the Company's policies will be ssfakin eliminating the influence of such conflicand if they are not successful, decisions
could be made that might fail to reflect fully timerests of all stockholders.

Competitive Real Estate Activities of ManagemeahrJW. Eakin, who became an officer and directahefCompany in connection with t
Eakin & Smith Transaction, maintains an ownershipriest in an office building in the central busiméistrict of Nashville, Tennessee, wt
building may compete for potential tenants with @@mpany's Nashville office properties.
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Dependence on Distributions from Operating Partnership in order to Qualify asa
REIT

To obtain the favorable tax treatment associated REITSs, the Company generally will be requiredhegear to distribute to its stockholders
at least 95% of its net taxable income. Becaus€trapany conducts substantially all of its busired#vities through the Operating
Partnership, the ability of the Company to makehatistributions is dependent upon the receipt sirifliutions or other payments from the
Operating Partnership.

Effect on Common Stock Price of Shares AvailableHature Sale Upon Conversion of Units

Sales of a substantial number of shares of ComnmekSor the perception that such sales could gomuld adversely affect prevailing
market prices of the Common Stock. In connectiath wie Company's initial formation and public offgy and certain subsequent
acquisitions, as of the date hereof, approximatedymillion Units have been issued to various hdmcluding certain officers and directors
of the Company. In connection with the issuancemits, each holder thereof agreed not to sell bewtise dispose of such Units or shares of
Common Stock received upon exchange of such Umita period of one year. At the conclusion of spehod, any shares of Common Stock
issued upon exchange of Units may be sold in tidippmarkets upon registration or available exeomifrom registration. No prediction ¢

be made about the effect that future sales of Com&tock will have on the market price of sharesofthe date hereof, the one-year lagk-
period with respect to 3.7 million Units will haegpired.

Possible Environmental Liabilities

Under various Federal, state and local laws, ordiea and regulations, such as the ComprehensivieoBmental Response Compensation
and Liability Act or "CERCLA," and common laws, awner or operator of real estate is liable ford¢bsts of removal or remediation of
certain hazardous or toxic substances on or in ptmberty as well as certain other costs, includjagernmental fines and injuries to persons
and property. Such laws often impose such liabililhout regard to whether the owner or operat@vkiof, or was responsible for, the
presence of such hazardous or toxic substancegrélence of such substances, or the failure tedie such substances properly, may
adversely affect the owner's or operator's ahititgell or rent such property or to borrow usingtsproperty as collateral. Persons who
arrange for the disposal or treatment of hazardotsxic substances may also be liable for thescoStemoval or remediation of such
substances at a disposal or treatment facility thdreor not such facility is owned or operated bgtsperson. Certain environmental laws
impose liability for release of ashestusataining materials ("ACM") into the air, and thiparties may seek recovery from owners or opes
of real property for personal injuries associatétth W CM. In connection with its ownership and op@ra of its properties, the Company may
be potentially liable for these costs. In additithre presence of hazardous or toxic substancesit adjacent to or in the vicinity of a
property could require the property owner to pgséte in remediation activities in certain casesauld have an adverse effect on the valt
such property.

All but one of the Highwoods Properties have bagrjected to a Phase | environmental assessmerge @esessments have not revealed, nol
is management of the Company aware of, any envieotah liability that it believes would have a makadverse effect on the Company's
results of operations, liquidity or financial pasit taken as a whole, nor is the Company awar@pfsach material environmental liability.
Nevertheless, it is possible that the Company'ssassents do not reveal all environmental liabdlite that there are material environme
liabilities of which the Company is unaware. In #itth, assumptions regarding the existence andxistece of contamination and
groundwater flow are based on available samplirig,dand there are no assurances that the datalsledn all cases. Moreover, there can be
no assurance that (i) future laws, ordinancesgulagions will not impose any material environmétitbility or (ii) the current

environmental condition of the Properties will het affected by tenants, by the condition of landmerations in the vicinity of the Properties
(such as the presence of underground storage tamkdsy third parties unrelated to the Company.

All of the Crocker Properties have been subjeabeassessments by independent environmental contsuitethe last three years. The
environmental assessments of the Crocker Propérdies not revealed any environmental liability ttet Company believes would have a
material adverse effect on the Company's resultpefations, liquidity or financial position takaa a whole, nor is the Company aware of
any such material environmental liability. Nevet#ss, it is possible that the assessments do nealrall environmental liabilities or that
there are material



environmental liabilities of which the Company isaware. In addition, assumptions regarding the@xi® and nonexistence of
contamination and groundwater flow are based oilabla sampling data, and there are no assurahaethie data is reliable in all cases.
Moreover, there can be no assurance that (i) fuawve, ordinances or regulations will not imposg araterial environmental liability or (i)
the current environmental condition of the CrodResperties will not be affected by tenants, bydbadition of land or operations in the
vicinity of the Crocker Properties (such as thespree of underground storage tanks), or by thirtigsaunrelated to the Company. The
environmental assessments have revealed the folipwi

o A property located southwest of the Sabal VI propis listed on EPA's National Priority List (NRIGroundwater at the site contains
elevated levels of inorganic metals and the sifeags to be hydraulically upgradient from the Sabadroperty. Sampling at the
southwestern boundary of the Sabal VI propertydatdid levels of inorganic metals in the groundwateve the cleanup standards, while
levels of such constituents in the soil were nor@#éan-up is ongoing at the NPL site, funded Ispomsible parties. Based on information
known to date, there is no indication that the S&baroperty is a source of this contaminationdainis unlikely that EPA or any other party
would seek to impose liability on the Company fog presence of such contaminants.

o Contamination exists in groundwater at two NRessadjacent to and upgradient from the Grassmrepepties. Due to the geology of the
area, the consultant advised that sampling onribygepty would not definitively determine whethentamination from off-site had reached
the Grassmere properties; therefore, no on-sitekagmwas performed. Funded clean-ups are ongdibgth NPL sites. Based on
information known to date, there is no indicatibattthe Grassmere properties are a source of titaramation, and it is unlikely that EPA or
any other party would seek to impose liability be Company for the presence of such contamination.

o Lead was detected above the Federal action ileekinking water from limited outlets at seventlb& Crocker Properties. Federal law only
requires that public water suppliers take actioemvthis level is exceeded and requires no dirdairaby the Company. Sampling was limi
and more thorough sampling would be required tai@tely determine the sources and levels of leaddse buildings. However, if elevated
lead levels do exist, it could present the potéfiaallegations of liability from third parties.

Some tenants use or generate hazardous substarbesordinary course of their respective busiresbBleese tenants are required under their
leases to comply with all applicable laws and hageeed to indemnify the Company for any claims ltegufrom noncompliance, and the
Company is not aware of any environmental problegsslting from tenants' use or generation of hamasdubstances. There are no
assurances that all tenants will comply with thenteof their leases or remain solvent and thaCthimpany may not at some point be
responsible for contamination caused by such tenant



RECENT DEVELOPMENTS
Acquisition of Crocker Realty Trust, Inc.

General. On April 29, 1996, the Company enterea &m Agreement and Plan of Merger (the "Merger Agrent") with Crocker Realty
Trust, Inc., a Maryland corporation ("Crocker").eltnerger of Crocker with a subsidiary of the Conypaas completed on September 20,
1996, and the various Merger Transactions were tetagby September 16, 1996. As a result of thegereHighwoods acquired 58
suburban office properties and 12 service centmpepties (the "Crocker Properties") located in bbtBeastern markets in Florida, North
Carolina, South Carolina, Tennessee, Georgia, Maigind Alabama. The Crocker Properties encompa@snilion rentable square feet and,
at June 30, 1996, were 94% leased.

Through the Merger, the Company has establishell &s one of the largest real estate operatingoamies in the Southeastern United States,
specializing in the ownership, management, acgaisdand development of suburban office and indalspioperties. The Company now has
offices in North Carolina's three major marketg, Research Triangle, the Piedmont Triad and Charylas well as in Richmond, Virginia;
Nashville and Memphis, Tennessee; and Boca Ratoridk. The Company owns 161 suburban office prisggeand 110 industrial (includir
74 service center) properties (the "Propertiestgling 16.1 million rentable square feet. At J8@¢ 1996, the Properties were 94% leased.
The Company believes that the Merger provides Haghog a unique investment opportunity for futurengtoby allowing the Company to
expand and diversify its operations to growth-aeemmarkets throughout the Southeast. Seventetne @¥rocker Properties are located in
existing Company markets, and the Company's sutistamal estate experience in these markets stadldd for management and operatic
cost savings due to economies of scale. In additienCrocker transaction enhances the Compangsriymities to engage in single accrel
acquisitions and developments in each of the Cogipamarkets due to the inherent cost savings ofipusly established local real estate
management and infrastructure.

The Company acquired all of the outstanding capitatk of Crocker in exchange for a cash payme#tL.4{05243 per share and also cashed
out certain existing options and warrants to puseh@rocker common stock. The total cash purchaseapproximately $322.8 million. In
addition, the Company also assumed approximatedd $2illion of Crocker's outstanding indebtedness.

As part of the Merger, for a period of one yealdwing the closing, the Company has agreed to peogll employees of Crocker who
continue with the Company with cash compensati@heanployee benefits at least equal to what wagistence at the closing date. In
addition, for a period of six years following thieging, the Company has agreed to provide offiaes directors of Crocker with
indemnification coverage and liability insurancdte same level as existed prior to the Merger.

Under Maryland law, Crocker's stockholders do ratehdissenters' rights in connection with the MeAgreement and the consummation of
the transactions contemplated thereby. To datawsuits have been filed by any of the former shaldkdrs of Crocker.

Management of Crocker Properties. Prior to compietif the Merger, Crocker's three senior officétsgmas J. Crocker, Richard S.
Ackerman and Robert E. Onisko, resigned as offiaacsdirectors of Crocker. In connection with thresignation, they received certain
severance benefits, totaling in the aggregate cappately $5.1 million, which included paymentsateld to the cashing out of their respec
stock options and warrants. As part of the severaigceements, the three senior officers have agreteid compete with the Company within
the city limits of Boca Raton, Florida, for periogmging from 12 months (Mr. Onisko) to 18 monthteésrs. Crocker and Ackerman), exc
with respect to contracts that Mr. Crocker has émage certain office projects owned by third paréied with respect to a mixed-use retail
and office complex known as Mizner Park, whichvusmed by Mr. Crocker. See "Risks Factors - Riskso&gged with Rapid Growth."

Following the consummation of the Merger, Highwooelsined the services of several key Crocker eysas who will be responsible for
managing a significant portion of the Crocker Prtips. Thomas F. Cochran will manage the Compdnyéiness in Charlotte, North
Carolina, Greenville, South Carolina, and Atlait@aorgia and will serve
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as vice president. Mr. Cochran served as senierpiesident for NationsBank from 1987 to 1993 whmezevas responsible for development
and asset management of 47 of the properties iG@tbeker portfolio. In 1993 he joined Patriot Antam Asset Management Corporation
where he was a senior vice president and managequbtttfolio. He became senior vice president withdger after the merger in 1995
between Crocker Realty Investors, Inc., and Soasiteen Realty Corp., which owned the 47 propertiishael E. Harris will manage the
Company's business in the Memphis, Tennesseear@ayill serve as vice president. Mr. Harris joir@ebcker in January 1996 in connect
with Crocker's acquisition of a portfolio of proies owned by Towermarc Corporation. While at Cevche managed the Memphis region.
From 1981 to 1996, he served as senior vice pmisideneral counsel and chief financial officeTofvermarc Corporation where he
developed and managed approximately 2.0 milliorasgjfeet of properties. Scott I. Peek, Jr. will eigsthe Company's business in the
Tampa, Orlando and Jacksonville, Florida areasnhderve as vice president. Mr. Peek served as president with Towermarc
Corporation from 1992 to 1996 prior to Crocker'gusition of Towermarc's real estate holdings inuzay 1996. While with Towermarc, he
was responsible for the leasing, property managearahdevelopment activities of its Tampa and Jawkile regions. After joining Crocker,
he held a similar role in the Tampa region. TimdEhy allace will manage the Boca Raton division. Mallace has served as an assistant
vice president at Crocker since 1993. His dutietuthe asset management, leasing, construction rearexg and marketing for Crocker's
Boca Raton operations.

Transaction Structure. In accordance with the tesfitke Merger Agreement, Cedar Acquisition Corgiora("Cedar"), a wholly owned
subsidiary of Highwoods, merged with and into Cexgkvith Highwoods becoming the sole shareholdeErotker. Following this merger,
Crocker itself was merged into the Company, andXbmpany contributed the acquired assets to thedfipg Partnership. In exchange, the
Operating Partnership issued new Units to the CompBhe Merger has been accounted for under thehpae method of accounting in
accordance with Accounting Principles Board Opirlitm 16, "Business Combinations," as amended. Utiiemethod of accounting, the
purchase price has been allocated to assets adguickliabilities assumed based on their respetdivenarket values as of September 20,
1996.

The Crocker Properties. The Crocker PropertiesisboE58 suburban office buildings and 12 serdeater properties located in 15
metropolitan areas in seven states in the Soutrealdhited States encompassing a total of apprdeign&.7 million rentable square feet.
Sixty-three of the properties are located in suborbffice parks and comprise approximately 4.7iamlsquare feet of rentable space. The
remaining seven properties are also located inrbalouareas in the Southeast.

The Crocker Properties were developed between 4880991 and have a weighted average age of nars.yehe majority of the Crocker
Properties were acquired by Crocker or its predsrsesn 1993, near the end of a downturn in comialereal estate markets that resulted
from the over-building of the 1980s. Most of theo€ker Properties are used for more than one busawwity. The Crocker Properties are
similar in quality to that of the Highwoods Propest They are primarily of brick or concrete coustion, having one to ten stories, with lush
landscaped areas and sufficient parking for tmeémded use. The Crocker Properties are well magdeand strategically located near
transportation corridors. All of the Crocker Prapes have been inspected by independent engineees September 1993 and are in good to
excellent physical condition. Other than regulaintemance operations and routine tenant improvesném: Company does not anticipate the
necessity of undertaking any significant renovatioiconstruction projects at any of the Crockerperties in the near term. Certain of the
Crocker Properties are encumbered by mortgage iedeéss. See "Recent Developments--Financing Aievand Liquidity."

Management of the Crocker Properties is supenbyedrocker's asset managers in regional officessi@management is conducted by
Crocker at 55 of its Properties. Highwoods hasmethsubstantially all of Crocker's on-site managerd intends to reduce the reliance on
third-party property managers and leasing agerts nespect to the Crocker Properties.
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Eakin & Smith Transaction

On April 1, 1996, the Company completed a mergéh ®akin & Smith and its affiliates ("Eakin & Smi)hcombining their property
portfolios, management teams and business opesafitmough the combination, the Com pany succetmlfite ownership of seven suburt
office buildings totaling 848,000 square feet, & 000-square-foot suburban office development ptpji8 acres of development land and
Eakin & Smith's brokerage and property managempetations. All the properties and development laredlocated in Nashville, Tennessee.
At June 30, 1996, the properties acquired in thedaction were approximately 98% leased.
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The aggregate cost to the Company of the Eakin &Shransaction, assuming the completion of thepiocess development project, was
approximately $98.5 million payable through theiasce of 537,138 limited partnership units of theefating Partnership and 489,421 sh
of Common Stock, the assumption of $37 millionrafébtedness (with a weighted average fixed ra8e086), and cash payments of
approximately $33 million. The cost excludes defdrmpayments of up to 54,056 shares of Common Stdukh are attributable to Eakin &
Smith's brokerage and property management operaitotal payment of 13,514 shares of Common Steikbe made to the three
principals of Eakin & Smith, Inc. for each of thesf four 12-month periods following the combinatim which third-party service revenue
attributable to the Eakin & Smith brokerage andpgrty management operations exceeds $2,000,000.

As part of the Eakin & Smith Transaction, the thpeicipals of Eakin & Smith, Inc. received optiaimspurchase 105,000 shares of common
stock at $27.50 per share. Such options vest indqual annual installments beginning with the secanniversary of the date of grant. Such
principals also received warrants to purchase T&0shares of Common Stock for $28.00 per sharaddition, John W. Eakin and Thomas
S. Smith were added to the Company's Board of BirecMr. Smith has since resigned as a directordiaains an officer of the Company.
The third principal, W. Brian Reames, has also iestwith the Company.

Development Activity

The following table summarizes the seven developmpegjects placed in service by the Company duti®g6:

Rentable

Property Property Type Lo cation Square Feet Initial Cost
Hewlett Packard Office Pi edmont Triad 15,000 $ 1,700,000
Global Software Office Re search Triangle 93,000 7,600,000
Regency One Industrial Pi edmont Triad 128,000 3,300,000
Healthsource Office Re search Triangle 180,000 14,400,000
Highwoods One Office Ri chmond 128,000 12,800,000
Situs One Office Re search Triangle 58,000 5,100,000
Inacom Office Pi edmont Triad 12,000 900,000
Total 614,000 $54,800,000

The Company has 13 suburban office properties lanee tindustrial property under development totali@million square feet of space. The
following table summarizes these projects:
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Office Properties

MSA

One Shockoe Plaza

Highwoods Plaza |

Centerpoint Il

Hewlett Packard
North Park

Sycamore

Clintrials
Highwoods Plaza Il
Highwoods Two
Two Airport East
Simplex
Centerpoint V
Industrial Property

R.F. Micro Devices

Location

Research Triangle

Richmond

Nashville

Columbia, SC

Charlotte
Research Triangle

Research Triangle

Research Triangle
Nashville
Richmond

Piedmont Triad
Piedmont Triad
Columbia, SC

Piedmont Triad
Richmond

Piedmont Triad

Rentable
Square Feet

55,000

120,000

103,000

81,000

35,000
43,000

70,000

185,000
103,000
74,000
57,000
12,000
19,000

96,000
145,000

45,000
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Estimated
Cost
Com

$ 6,200,000

15,400,000

11,500,000

7,600,000

$ 3,100,000
4,000,000

6,400,000

21,500,000
10,300,000
7,000,000
4,600,000
900,000
1,700,000

2,800,000
5,500,000

7,000,000

Estimated
pletion Date

4Q96

4Q96

4Q96

4Q96

4Q96

1Q97

2Q97

2Q98
3Q97
3Q97
2Q97
2Q97
2Q97

4Q96
2Q97

4Q97



Rentable Estimated

Office Properties Location Square Feet Cost
Estimated
Com pletion Date
Total 1,243,000 $115,500,000
Recent Acquisitions
The following charts summarize the Company's adgipis since June 30, 1996 and the Company's pgratiquisitions:
Rentable
Recent Acquisition Property Type Location Square Feet Cost
Century City | Office Nashville 56,000 $4,500,000
Westshore Office Richmond 46,500 4,400,000
Ayers Portfolio "~ Office Nashville 138,000 6,200,000
(Woproperties) T
leéo‘;\k —————— Office Charlotte 86,000 6,800,000
Tool 326,500 $21,900,000
%;B-&ing Acquisiions
UC-BP-Iaza: ------- Office Research Triangle 132,000 $15,400,000
Harpeth llland IV Office Nashville 160,000 16,800,000
(woproperties) T
Tot-al ----------- 292,000 $32,200,000

Financing Activitiesand Liquidity
Set forth below is a summary description of the @any's recent financing activities:

Financing of the Eakin & Smith Transaction. The Qamy financed the Eakin & Smith Transaction throtlghissuance of 537,138 Units of
the Operating Partnership and 489,421 shares oh@onstock, the assumption of $37.0 million of madg indebtedness and a $26.6
million draw on the Credit Facility. The mortgagelebtedness assumed has an average fixed ratprokapately 8% and an average
remaining life of approximately six years. Approxtaly $5.5 million of the mortgage indebtednedixisd at a rate of 7.7% to the maturity
date of the underlying debt through the use ohtéerést rate swap. Further, the Company enteredifive-year, $7.0 million interest rate
swap agreement that commences in January 199 7factiwely fixes $7.0 million of the Company's vabie rate debt at 8.0%.
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July 1996 Offerings. The Company recently complétea offerings in July 1996 (the "July 1996 OffagsY) selling 11,500,000 and 250,000
shares of Common Stock, respectively. Before déayestimated expenses of $760,000, the Compasgd#299,691,250 in the July 1996
Offerings. As described below, the proceeds obfiferings were used to fund the acquisition of ®eac

Revolving Loan. On September 27, 1996, the Opeag&®ertnership obtained a $280 million revolvinglof credit (the "Revolving Loan")
from NationsBank , First Union National Bank of ftoCarolina and other lenders. The Revolving Loafudes a $10 million letter of credit
facility and replaced the Company's $140 millioadit facility.

The Mortgage Note. Also in connection with the Marghe Company assumed approximately $239.5 mibfdandebtedness at an average
rate of 8.57%. This indebtedness included: (i) 40billion mortgage note (the "Mortgage Note") wétliixed rate of 7.9%, (ii) variable rate
mortgage loans in the aggregate amount of $69 ibmilith a weighted average interest rate of 9at%larch 31, 1996 and (iii) fixed rate
mortgage loans in the amount of $30.1 million vattveighted average interest rate of 9.8%. Substhnéill of such debt, other than the
Mortgage Note, was repaid by the Company follovitmgy Merger.

The Mortgage Note is a conventional, monthly pagt mortgage note in the principal amount of $idilion issued by the Financing
Partnership. The Mortgage Note is a limited recewisligation of the Financing Partnership as tociwhin the event of a default under the
Indenture or the Mortgage, recourse may be had agdynst the specific 46 Properties (the "Mortgilgée Properties") and other assets that
have been pledged as security therefor. The Ma ddote was issued to Kidder Peabody Acceptancpdtation | pursuant to an Indenture,
dated March 1, 1994 (the "Indenture"), among tmakc¢ing Partnership, Bankers Trust Company of @ali&, N.A., and Bankers Trust
Company.

The Mortgage Note bears interest on its outstangingipal balance at the rate of 7.88% per anrauhject to increase in the event of a
default in the payment of any amount due, and reatan January 3, 2001. The Mortgage Note provigiescheduled monthly payments of
interest only, which are due on the first busirgsg of each calendar month.

The Mortgage Note is secured by a blanket, firsttgame lien on the Mortgage Note Properties (thertyage™). The Mortgage Note is
further secured by (i) a first priority assignmengll present and future leases encumbering pwstid those Properties, (ii) a security interest
in any personal property owned by Financing Pastriprand (iii) a collateral assignment of the righite and interest of the Financing
Partnership in and rights to all management agraeswelating to those Properties. As an additieealrity for the Mortgage Note, the
Financing Partnership
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maintains with the Banker's Trust Company variagygeep accounts,” a central cash collateral acqthumt'Cash Collateral Account”) and a
contingency reserve account (the "Contingency Res&ccount”). All rents with respect to the Mortgalgote Properties are made payabl
and deposited directly in, the sweep accounts, lwhie then transferred to the Cash Collateral Aat@and all other property income and
capital event proceeds are deposited into the Cafiateral Account promptly upon receipt therechs@ of at least $7 million (the
"Contingency Reserve") is maintained in the Corgimgy Reserve Account.

The Indenture provides for a lockout period whicbhibits optional redemption payments in respegirafcipal of the Mortgage Note (other
than the premium-free redemption payment desciilgdalv) prior to November 22, 1998. Thereafter, Bieancing Partnership may make
optional redemption payments in respect of prirloipéhe Mortgage Note on any distribution datehjsat to the payment of a yield
maintenance charge in connection with such paymeate prior to August 1, 2000. Notwithstandingfitregoing, the Financing Partners|
may be required to make payments in respect gbttineipal of the Mortgage Note in certain limiteidocemstances and the Financing
Partnership has a one-time right, exercisable yatiare during the term of the Mortgage Note, to méke premium-free redemption payment
in a principal amount not to exceed $7 million,heiit any applicable yield maintenance charges.

Covenants in the Indenture restrict the Financiagriership from, among other things, engaging inlarsiness or activity other than that in
connection with or relating to the ownership andragion of the Mortgage Note Properties, incurrtrgating or assuming any indebtedness
or encumbrance other than the Mortgage Note awndhaswise expressly permitted under the Indenturéquidating or dissolving or enteri
into any consolidation or merger. The Indenture a¢stricts the Financing Partnership's right tmteate any of its leases, and requires the
Financing Partnership to maintain or cause thentsrna maintain specified insurance coverage, dinlyrental loss insurance covering
annual gross rentals net of noncontinuing expefwses period of not less than two years.

Under the terms of the purchase agreement reltditite Mortgage Note Properties, the Financingrieaship may be obligated to pay
NationsBank a deferred contingent purchase pribe dontingent payment, which will in no event es@&4.4 million, is due on April :

1998 if the actual four-year cumulative cash fldvsach Properties exceeds the projected four-yemutative cash flow. Based on Crocker's
estimates of future operations, the Company doebel®ve that any deferred contingent purchaseepwill be payable.

Organizational Changes

On May 20, 1996 the Company announced certain @sategits organizational structure, which will alithe Company to utilize its existing
senior management for overall leadership whilenglddvantage of certain members of Crocker's managkto integrate Crocker into the
Highwoods organization. These changes will proyidmperty and market specific experience to the dnatbportfolio. As a result of this
reorganization approximately 85% of the Compangtifplio is being managed and leased on a day-yobdais by personnel that have
previously managed, leased or developed the piepddr which they are responsible.

In connection with the organizational changes, Ml T. Wilson, 11l was appointed to the newly cezhposition of executive vice president
and chief operating officer. Mr. Wilson will assumesponsibility for all aspects of the Companyissional operations and the Company's
acquisition group. Prior to this appointment, heved as executive vice president and was resp@fblthe operations of the Forsyth
division, which included the operations of the Pi@iht Triad and Charlotte area properties. JohndecR, Il will assume Mr. Wilson's
responsibilities with respect to the Piedmont Tiaagla properties and will serve the Company asapiesident. Mr. Reece was previously
responsible for the leasing, marketing and devetpractivities of the Forsyth division. In additjialohn W. Eakin has been appointed as
senior vice president and will be responsible foerations in Tennessee (Nashville and Mem phisib&ina and Florida (Tampa, Boca Ra
Orlando and Jacksonville). Since joining the ConyparApril 1996 in connection with the Eakin & SiiTransaction, Mr. Eakin has been
responsible for the Company's Nashville operations.

Messrs. Cochran, Harris, Peek and Vallace havej@itsed the Company from Crocker as vice presidetitts specific regional responsibility.
See " - Acquisition of Crocker Realty Trust, Inc."
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DESCRIPTION OF CAPITAL STOCK OF THE COMPANY
General

The authorized capital stock of the Company inctuti@0,000,000 shares of Common Stock, $.01 paeyaushare. Each outstanding share
of Common Stock entitles the holder to one votalbmatters presented to shareholders for a vatéddsis of Common Stock have no
preemptive rights. As of the date hereof, theresvegaproximately 32 million shares of Common Stogtstanding and approximately 4.5
million shares reserved for issuance upon exchahgatstanding Units.

Shares of Common Stock currently outstanding atedifor trading on the New York Stock Exchange (tRYSE"). The Company will app
to the NYSE to list the additional shares of Comr&tock to be sold pursuant to this Prospectustle€ompany anticipates that such sh
will be so listed.

All shares of Common Stock issued will be duly awitred, fully paid, and non-assessable. Distrimgimay be paid to the holders of
Common Stock if and when declared by the boardrettbrs of the Company out of funds legally avalgatherefor. The Company intends to
continue to pay quarterly dividends.

Under Maryland law, shareholders are generallyliabte for the Company's debts or obligationshd Company is liquidated, subject to the
right of any holders of preferred stock, if anyyréoeive preferential distributions, each outstagdihare of Common Stock will be entitled to
participate pro rata in the assets remaining gtyment of, or adequate provision for, all knowbtdeand liabilities of the Company.

The Articles of Incorporation of the Company pravidr the board of directors to be divided intcethclasses of directors, each class to
consist as nearly as possible of one-third of thectbrs. At each annual meeting of shareholdbesclass of directors to be elected at such
meeting will be elected for a three-year term dradirectors in the other two classes will contiueffice. The overall effect of the
provisions in the Articles of Incorporation withspeect to the classified board may be to render miifiieult a change of control of the
Company or removal of incumbent management. Holoe®ommon Stock have no right to cumulative votiogthe election of directors.
Consequently, at each annual meeting of sharelslthex holders of a plurality of the shares of CamrBtock are able to elect all of the
successors of the class of directors whose ternnesxat that meeting. Directors may be removed @orlgause and only with the affirmative
vote of the holders of two-thirds of the sharesagital stock entitled to vote in the election otdtors.

Certain Provisions Affecting Change of Control

General. Pursuant to the Company's Articles ofipa@ation and the Maryland general corporation (the "MGCL"), the Company cannot
merge into or consolidate with another corporatioenter into a statutory share exchange transattiovhich it is not the surviving entity or
sell all or substantially all of the assets of @@mpany unless the Board of Directors adopts dutso declaring the proposed transaction
advisable and a majority of stockholders entitteddte thereon (voting together as a single clagpjove the transaction. In addition, the
agreement of limited partnership of the Operatiagtership (the "Operating Partnership Agreemeaetjuires that any such merger or sal
all or substantially all of the assets of the OfirgaPartnership be approved by a majority of thklérs of Units (including Units owned by
the Company).

Maryland Business Combination and Control Shareu&ts. The MGCL establishes special requiremerits espect to business
combinations between Maryland corporations andésted stockholders unless exemptions are appdicAbhong other things, the law
prohibits for a period of five years a merger atfteo specified or similar transactions betweenragany and an interested stockholder and
requires a supermajority vote for such transactaites the end of the five-year period. The Commayticles of Incorporation contain a
provision exempting the Company from the requiret®@md provisions of the Maryland business comhinattatute. There can be no
assurance that such provision will not be amendedpealed at any point in the future.

The MGCL also provides that control shares of ayNéend corporation acquired in a control share agitjoh have no voting rights except to
the extent approved by a vote of two-thirds ofibtes entitled to be cast on the matter,
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excluding shares owned by the acquiror or by office directors who are employees of the Compahg. control share acquisition statute
does not apply to shares acquired in a mergerptidation or share exchange if the Company is &garthe transaction, or to acquisitions
approved or exempted by the Articles of Incorparatr bylaws of the Company. The Company's bylasvgain a provision exempting from
the control share acquisition statute any andcgjlssitions by any person of the Company's stotler@ can be no assurance that such
provision will not be amended or repealed, in whml@n part, at any point in the future.

The Company's Articles of Incorporation (includitng provision exempting the Company from the Marglldusiness combination statute)
may not be amended without the affirmative votatdeast a majority of the shares of capital simaistanding and entitled to vote thereon
voting together as a single class, provided thaateprovisions of the Articles of Incorporatioragnnot be amended without the approval of
the holders of twdhirds of the shares of capital stock of the Conypautstanding and entitled to vote thereon votoggether as a single cla
The Company's bylaws may be amended by the Bodbirectors or a majority of the shares cast of @dgitock entitled to vote thereupon at
a duly constituted meeting of stockholders.

If either of the foregoing exemptions in the Argislof Incorporation or bylaws is amended, the Margllbusiness combination statute or the
control share acquisition statute could have tfecebf discouraging offers to acquire the Compang of increasing the difficulty of
consummating any such offer.

Ownership Limitations and Restrictions on Transfée the Company to remain qualified as a REITaurile Code, not more than 50% in
value of its outstanding shares of Common Stock beagwned, directly or indirectly, by five or fewiadividuals (defined in the Code to
include certain entities) during the last half dagable year, and such shares must be beneficwaited by 100 or more persons during at
least 335 days of a taxable year of 12 months ongwa proportionate part of a shorter taxable y€arensure that the Company remains a
qualified REIT, the Articles of Incorporation proka that no holder (other than persons approvetidgirectors at their option and in their
discretion) may own, or be deemed to own by vidlithe attribution provisions of the Code, morentl8a8% (the "Ownership Limit") of the
issued and outstanding capital stock of the Compa@hg Board of Directors may waive the Ownershimitif evidence satisfactory to the
Board of Directors and the Company's tax counsgtésented that the changes in ownership will @opgrdize the Company's status as a
REIT.

If any stockholder purports to transfer shares pe@on and either the transfer would result inGbenpany failing to qualify as a REIT, or
stockholder knows that such transfer would causdrtinsferee to hold more than the Ownership Litié,purported transfer shall be null :
void, and the stockholder will be deemed not toehmansferred the shares. In addition, if any petsadds shares of capital stock in excess of
the Ownership Limit, such person will be deemetadlul the excess shares in trust for the Compariiynaii receive distributions with respect
to such shares and will not be entitled to votéhssiwares. The person will be required to sell sinares to the Company for the lesser of the
amount paid for the shares and the average clgsiog for the 10 trading days immediately precedimgredemption or to sell such shares at
the direction of the Company, in which case the gany will be reimbursed for its expenses in conpaatith the sale and will receive any
amount of such proceeds that exceeds the amoumipguson paid for the shares. If the Company réyases such shares, it may pay for the
shares with Units. The foregoing restrictions @msferability and ownership will not apply if the&d of Directors and the stockholders (by
the affirmative vote of the holders of two-thirdstioe outstanding shares of capital stock entittedote on the matter) determine that it is no
longer in the best interests of the Company toinartto qualify as a REIT.

All certificates representing shares of Common Stuear a legend referring to the restrictions dbedrabove.

Every beneficial owner of more than 5% (or suchdopercentage as required by the Code or regutati@reunder) of the issued and
outstanding shares of capital stock must file dteminotice with the Company no later than Jan@argf each year, containing the name and
address of such beneficial owner, the number afeshaf Common Stock and/or Preferred Stock owneldeagtescription of how the shares
are held. In addition, each stockholder shall logiired upon demand to disclose to the Company itingrsuch information as the Company
may request in order to determine the effect ohstockholder's direct, indirect and constructiweership of such shares on the Company's
status as a REIT.
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These ownership limitations could have the effégrecluding acquisition of control of the Compadnya third party unless the Board of
Directors and the stockholders determine that reaarice of REIT status is no longer in the bestésteof the Company.

Registrar and Transfer Agent
The Registrar and Transfer Agent for the CommormrlSts First Union National Bank, Charlotte, NortarGlina.

Preferred Stock

Preferred Stock may be issued from time to tim@rie or more series, as authorized by the Boarettors. Prior to issuance of shares of
each series, the Board of Directors is requiretheyMGCL and the Company's Articles of Incorponatio fix for each series the terms,
preferences, conversion or other rights, voting gmwrestrictions, limitations as to distributiogsalifications and terms or conditions of
redemption, as are permitted by Maryland law. Sigtits, powers, restrictions and limitations couldude the right to receive specified
distribution payments and payments on liquidatidorgo any such payments being made to the holofettse shares of Common Stock. The
Board of Directors could authorize the issuancBreferred Stock with terms and conditions that @édave the effect of discouraging a
takeover or other transaction that holders of shaf€€ommon Stock might believe to be in their liefgtrests. As of the date hereof, no sh
of Preferred Stock are outstanding, and the Compasyno present plans to issue any shares of Rr@fStock.
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REDEMPTION OF UNITS
General

Each limited partner may, subject to certain litnitas, require that the Operating Partnership nedak or a portion of such partner's Units
beginning one year from the date of issuance biyelahg a notice to the Operating Partnership. Upgslemption, a limited partner will
receive, at the option of the Company, as genendihpr of the Operating Partnership, either

(i) a number of shares of Common Stock equal tonthmber of Units redeemed or

(i) cash in an amount equal to market value ofrthmber of shares of Common Stock the partner wioale received pursuant to (i) above.
The market value of the Common Stock for this paepwill be equal to the average of the closingitrggrice of the Company's Common
Stock for the 10 trading days before the day orctvithhe redemption notice was received by the Ojpgr&artnership.

In lieu of the Operating Partnership redeeming &Jrike Company, as general partner, in its sot@atisn, has the right to assume directly
and satisfy the redemption right of the limitedtpar. The Company anticipates that it generally @éct to assume directly and satisfy any
redemption right exercised by a limited partneotlgh the issuance of the shares of Common Stodupnt to this Prospectus, whereupon
the Company will acquire the Units being redeenradiwaill become the owner of the Units. Such an &itjon by the Company will be
treated as a sale of the Units to the CompanyddeFal income tax purposes. See "--Tax Consequehé&sdemption” below. Upon
redemption, such limited partner's right to recalistributions with respect to the Units redeemétogase. However, the limited partner v
then have rights as a stockholder of the Compaom the time of his or her acquisition of Commonc&tancluding the payment of
dividends.

A limited partner must notify the Company, as gehpartner of the Operating Partnership, of suatnpés desire to require the Operating
Partnership to redeem Units by sending a noti¢kdrform attached as an exhibit to the Partner&biieement, a copy of which is available
from the Company. A limited partner must requestrédemption of at least 1000 Units (or all of thets held by such holder, if less). A
redemption generally will occur on the 10th businday after the notice is delivered by the limipedtner, except that no redemption can
occur if the delivery of Redemption Shares woulghzhibited under the provisions of the Articledméorporation to protect the Company's
qualification as a REIT.

Tax Consequences of Redemption

The following discussion summarizes certain Fede@me tax considerations that may be relevaatlimited partner who exercises his
right to require the redemption of his Units.

Tax Treatment of Redemption of Units. If a limitedrtner exercises his or her right to require gaemption of Units, the Partnership
Agreement provides that the redemption will beteddy the Company, the Operating Partnership la@dedeeming limited partner, for tax
purposes, as a sale of Units. Such sale will Hg fakable to the redeeming limited partner. Suetitéd partner generally will be treated as
realizing for tax purposes an amount equal to time af either the cash or the value of the CommariSteceived plus the amount of any
Operating Partnership liabilities allocable to tedeemed Units at the time of the redemption. Téterdhination of the amount of gain or loss
is discussed more fully below.

If the Company elects not to issue shares of Com&took in exchange for a limited partner's Unitg] ¢he Operating Partnership redeems
such Units for cash to effect the redemption, #xeconsequences would be as described in the piepiragraph. However, if the Operating
Partnership redeems less than all of a limitedneait Units, the limited partner would not be peteai to recognize any loss occurring on the
transaction and would recognize taxable gain amhé extent that the cash, plus the amount ofGpsrating Partnership liabilities allocable
to the redeemed Units, exceeded the limited pdstadjusted basis in all of such limited partnenis immediately before the redemption.
The methodology used by the Operating Partnershatidcate its liabilities to its partners will &ky result in a varying amount of such
liabilities being allocated to different partnesider that methodology, which is based on prinsigat forth in Treasury Regulations, it is
possible that partners who hold an identical nunalb&fnits are allocated different amounts of ligkdb of the Operating Partnership for
Federal income tax purposes.
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Tax Treatment of Disposition of Units by Limitedriteer Generally. If a Unit is redeemed in a marthat is treated as a sale of the Unit, or a
limited partner otherwise disposes of a Unit, theednination of gain or loss from the sale or otfisposition will be based on the difference
between the amount considered realized for taxgaapand the tax basis in such Unit. See "--Bddimits" below. Upon the sale of a Unit,
the "amount realized" will be measured by the s@ith® cash or fair market value of Common Stocleiesd plus the reduction in the ama

of any Operating Partnership liabilities allocatiighe Unit holder. To the extent that the amodrdash or property received plus the
reduction in the allocable share of any Operatiagrfership liabilities exceeds the limited partégsis in his or her interest in the Operating
Partnership, such limited partner will recognizeng#t is possible that the amount of gain recogdipr even the tax liability resulting from
such gain could exceed the amount of cash or the wd Common Stock received upon such disposition.

Except as described below, any gain recognized apaie or other disposition of Units will be texhiis gain attributable to the sale or
disposition of a capital asset. To the extent, harehat the amount realized upon the sale ofiaafimibutable to a limited partner's share of
"unrealized receivables" of the Operating Partripréds defined in Section 751 of the Code) excéleeldbasis attributable to those assets,
excess will be treated as ordinary income. Unredlizceivables include, to the extent not previpimiluded in Operating Partnership
income, any rights to payment for services renderdd be rendered. Unrealized receivables aldadecamounts that would be subject to
recapture as ordinary income if the Operating Rastrip had sold its assets at their fair markaievak the time of the transfer of a Unit.

Basis of Units. In general, a limited partner whasvdeemed at the time of the Formation Transact@ohave received his or her Units upon
liquidation of a partnership, had an initial taxsksain the Units ("Initial Basis") equal to histoer basis in the partnership interest at the tif
such liquidation. Similarly, in general, a limitpdrtner who at the time of the Formation Transasticontributed a partnership interest in
exchange for his or her Units had an Initial Basithe Units equal to his or her basis in the dboted partnership interest. A limited partn
Initial Basis in his or her Units generally is irased by (i) such limited partner's share of Opgy®artnership taxable and tax-exempt
income and (ii) increases in such partner's shiatieediabilities of the Operating Partnership (uding any increase in his or her share of
liabilities occurring in connection with the Forrmat Transactions). Generally, such partner's badiss or her Units is decreased (but not
below zero) by (A) his or her share of Operatingfraship distributions, (B) decreases in his ardiare of liabilities of the Operating
Partnership (including any decrease in his or haresof liabilities of the Operating Partnershigwting in connection with the Formation
Transactions),

(C) his or her share of losses of the Operatingneeship and (D) his or her share of nhondeducgllgenditures of the Operating Partnership
that are not chargeable to capital account.

Potential Application of the Disguised Sale Regala to a Redemption of Units. There is a risk the#demption of Units issued in the
Formation Transactions may cause the original tear§ property to the Operating Partnership intetgye for Units in connection with the
Formation Transactions to be treated as a "disdigake" of property. Section 707 of the Code amrdTiteasury Regulations thereunder (the
"Disguised Sale Regulations") generally providd,tbaless one of the prescribed exceptions is eqple, a partner's contribution of property
to a partnership and a simultaneous or subseqgursfer of money or other consideration (includimg assumption of or taking subject to a
liability) from the partnership to the partner vk presumed to be a sale, in whole or in paguoh property by the partner to the partner:
Further, the Disguised Sale Regulations provideegly that, in the absence of an applicable exeepif money or other consideration is
transferred by a partnership to a partner withio ywars of the partner's contribution of propettig, transactions are presumed to be a sale of
the contributed property unless the facts and nmistances clearly establish that the transfers tloorstitute a sale. The Disguised Sale
Regulations also provide that if two years havespddetween the transfer of money or other coraidarand the contribution of property,
the transactions will be presumed not to be awalless the facts and circumstances clearly eshatblat the transfers constitute a sale.

Accordingly, if a Unit is redeemed, the InternaM@eue Service could contend that the Disguised Begrilations apply because the limited
partner will thus receive cash or shares of Com@imek subsequent to his previous contribution opprty to the Operating Partnership. In
that event, the IRS could contend that the Formaliansactions themselves were taxable as a desygae under the Disguised Sale
Regulations. Any gain recognized thereby may hgiteéé for installment reporting under Section 453h® Code, subject to certain
limitations.
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Comparison of Ownership of Unitsand Shares of Common Stock

Generally, the nature of any investment in shafé&ommon Stock of the Company is substantially eajeint economically to an investment
in Units in the Operating Partnership. A holdeaafhare of Common Stock receives the same digtribthat a holder of a Unit receives, and
stockholders and Unit holders generally shareéritks and rewards of ownership in the enterfrédeg conducted by the Company
(through the Operating Partnership). However, tlaeesome differences between ownership of Unisoamership of Common Stock, some
of which may be material to investors.

The information below highlights a number of thgrsficant differences between the Operating Pastriprand the Company relating to,
among other things, form of organization, permiitecestments, policies and restrictions, managersieatture, compensation and fees,
investor rights and Federal income taxation andpares certain legal rights associated with the osimp of Units and Common Stock.
These comparisons are intended to assist limitedgra of the Operating Partnership in understantow their investment will be change:
their Units are redeemed for Common Stock. Thisudision is summary in nature and does not consttubmplete discussion of these
matters, and holders of Units should carefully eewthe balance of this Prospectus and the Regstr&tatement of which this Prospectus is
a part for additional important information abou¢ tCompany.

Form of Organization and Assets Owned. The Opag@®artnership is organized as a North Carolinanpaship. All of the Company's
operations are conducted through the Operatingn&asittip, except that the Eakin & Smith brokerage third-party property management
operations are conducted at the Company level.

The Company is a Maryland corporation. The Comgaas/elected to be taxed as a REIT under the Callengends to maintain its
qualification as a REIT. The Company's only ass#tdr than the Eakin & Smith third-party brokerage property management business) is
its interest in the Operating Partnership, whicregithe Company an indirect investment in the ptaseand other assets owned by the
Operating Partnership.

Length of Investment. The Operating Partnershipahsigted termination dated of December 31, 209®ywegh it may be terminated earlier
under certain circumstances. The Company has @jp@igerm and intends to continue its operationgh indefinite time period.

Purpose and Permitted Investments. The purposeddperating Partnership includes the conduct phasiness that may be lawfully
conducted by a limited partnership formed undertiN@arolina law, except that the Partnership Age@mequires the business of the
Operating Partnership to be conducted in such anerahat will permit the Company to be classifisdaaREIT for Federal income tax
purposes. The Operating Partnership may, subjeébetéoregoing limitation, invest or enter into fparships, joint ventures or similar
arrangements and may own interests in any othéyent

Under its Articles of Incorporation, the Companyyneagage in any lawful activity permitted under Mand law. Under the Partnership
Agreement, however, the Company may not conducbasiness other than the business of the OperBanmership and cannot own any
assets other than its interest in the OperatinthB=ship and such bank accounts or similar instnisas are necessary to carry out its
responsibilities under the Partnership Agreemeitsarrganizational documents, except that theneeship Agreement allows for the
ownership of the Eakin & Smith third-party busineggctly.

Additional Equity. The Operating Partnership ishaized to issue Units and other partnership istsro the partners or to other persons for
such consideration and on such terms and condiéisiise Company, in its sole discretion, may deppnapriate. In addition, the Company
may cause the Operating Partnership to issue tGdnepany additional Units or other partnershipriegés in different series or classes which
may be senior to the Units in conjunction with dffering of securities of the Company having subs#dly similar rights, in which the
proceeds thereof are contributed to the OperatartnBrship. No limited partner has any preemptiveferential or similar rights with respect
to additional capital contributions to the OpergtiPartnership or the issuance or sale of any isttetherein.
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The Board of Directors of the Company may issudsidiscretion, additional equity securities catisig of Common Stock or Preferred
Stock; provided, however, that the total numbeshaires issued does not exceed the authorized narhdleaires of capital stock set forth in
the Company's Articles of Incorporation. As longlas Operating Partnership is in existence, thegeds (or a portion thereof) of all equity
capital raised by the Company will be contributedhte Operating Partnership in exchange for Unitstioer interests in the Operating
Partnership, provided that the General Partneribation will be deemed to be an amount equahénet proceeds of any such offering
any underwriter's discount or other expenses ieclim connection with such issuance.

Borrowing Policies. The Operating Partnership hasastrictions on borrowings, and the Company asigg partner has full power and
authority to borrow money on behalf of the Opemftartnership. The Company (as general partneoyigi its Board of Directors, has
adopted a policy that currently limits total boriag to 50% of the total market capitalization o tBompany and the Operating Partnership,
but this policy may be altered at any time by tloail of Directors. The foregoing reflects the Compmgeneral policy over time and is not
intended to operate in a manner that inappropyiaistricts the Company's ability to raise addaiorapital, including additional debt, to
implement its planned growth, to pursue attractizquisition opportunities that may arise or to othige act in a manner that the Board of
Directors believes to be in the best interesthief@ompany and its stockholders. The Board of Brscwith the assistance of management
of the Company, may reevaluate from time to tirsedtbt and other capitalization policies in lightleen current economic conditions,
including the relative costs of debt and equityitzdpthe market value of its properties, growtll @equisition opportunities, the market value
of its equity securities in relation to the Compangew of the market value of its properties, attter factors, and may modify its debt pol
Such modification may include increasing or dedrepis general ratio of debt to total market cal@tion or substituting another measuti
standard.

The Company is not restricted under its governirsgruments from incurring borrowings.

Other Investment Restrictions. Other than restidiprecluding investments by the Operating Pastreithat would adversely affect the
qualification of the Company as a REIT, there areastrictions on the Operating Partnership's aitthtm enter into certain transactions,
including, among others, making investments, legdperating Partnership funds, or reinvesting tper@ting Partnership's cash flow and
net sale or refinancing proceeds.

Neither the Company's Articles of Incorporation itertbylaws impose any restrictions upon the tygfidavestments made by the Comp:
except that under the Articles of Incorporatiore Board of Directors is prohibited from taking amgtion that would terminate the Company's
REIT status, unless a majority of the stockhold@te to terminate such REIT status.

Management Control. All management powers ovebtigness and affairs of the Operating Partnersiéiyested in the general partner of
the Operating Partnership, and no limited partfieh® Operating Partnership has any right to pigiie in or exercise control or management
power over the business and affairs of the Opeg&rtnership. The general partner may not be rethby the limited partners for any
reason.

The Board of Directors has exclusive control oler Company's business and affairs subject onlyaadstrictions in the Articles of
Incorporation, the bylaws and the Partnership Ageg. The Board of Directors is classified intcethclasses of directors. At each annual
meeting of the stockholders, the successors afltfes of directors whose terms expire at that meetill be elected. The policies adopted by
the Board of Directors may be altered or eliminatgttiout advice of the stockholders. Accordinglycept for their vote in the elections of
directors, stockholders have no control over thignarry business policy of the Company.

Fiduciary Duties. Under North Carolina law, the gext partner of the Operating Partnership is actzdle to the Operating Partnership as a
fiduciary and, consequently, is required to exergeod faith in all of its dealings with respecptrtnership affairs. However, under the
Partnership Agreement, the general partner is umal@bligation to take into account the tax conseges to any partner of any action taken
by it. The general partner will have no liability & limited partner as a result of any liabilitewsdamages incurred or suffered by, or benefits
not derived by, a limited partner as a result of action or inaction of the general partner so lasghe general partner acted in good faith.

24



Under Maryland law, the directors must perform tlaeities in good faith, in a manner that they baito be in the best interests of the
Company and with the care an ordinarily prudensgemvould exercise under similar circumstancesdars of the Company who act in
such a manner generally will not be liable to tlempany for monetary damages arising from theivais.

Management Liability and Indemnification. The Parship Agreement generally provides that the gémparaner will incur no liability to the
Operating Partnership or any limited partner fasks sustained or liabilities incurred as a redidtrors in judgment or of any act or
omission if the general partner acted in good fdittaddition, the general partner is not respdaditr any misconduct or negligence on the
part of its agents provided the general partneoiped such agents in good faith. The general partray consult with legal counsel,
accountants, appraisers, management consultamstiment bankers and other consultants and adv&oysaction the general partner takes
or omits to take in reliance upon the opinion aftspersons, as to matters which the general pasasonably believes to be within their
professional or expert competence, shall be coivellyspresumed to have been done or omitted in daitkl and in accordance with such
opinion. The Partnership Agreement also providesnidemnification of the general partner, the dioes and officers of the general partner,
and such other persons as the general partnernoraytime to time designate, against any and afldesclaims, damages, liabilities, exper
judgments, fines, settlements and other amourgggrirom any and all claims, demands, actionds sriproceedings that relate to
operations of the Operating Partnership in whiathguerson may be involved, or is threatened tobelved, to the fullest extent permitted
under North Carolina law.

As permitted by Maryland law, the Articles of Inporation include a provision limiting the liabiligf the Company's directors and officer:
the corporation and its stockholders for money dggsasubject to specified restrictions. The lawsdoat, however, permit the liability of
directors and officers to the corporation or itsckholders to be limited to the extent that

(i) it is proved that the person actually receiaedmproper benefit or profit in money, propertyservices or (ii) a judgment or other final
adjudication is entered in a proceeding basedfordang that the person's action, or failure to, as the result of active and deliberate
dishonesty and was material to the cause of aatijudicated in the proceeding. This charter provigloes not limit or eliminate the rights of
the Company or any stockholder to seek non-monegdisf such as an injunction or rescission ingkient of a breach of a director's duty of
care. Insofar as indemnification for liabilitiessing under the Securities Act may be permitteditectors, officers or persons controlling the
Company pursuant to the foregoing provisions, thenany has been informed that in the opinion ofSkeurities and Exchange
Commission such indemnification is against pubbtiqy as expressed in the Securities Act and isefoee unenforceable.

Anti-takeover Provisions. Except in limited circuiarsces, the general partner of the Operating Rahipehas exclusive management power
over the business and affairs of the Operatingneeship. The general partner may not be removeatdlimited partners with or without
cause. Under the Partnership Agreement the gepariaer may, in its sole discretion, prevent ati@ahipartner from transferring his interes
any rights as a limited partner except in certaiitéd circumstances. The general partner may éeethis right of approval to deter, delay or
hamper attempts by persons to acquire an intaréseiOperating Partnership.

The Articles of Incorporation and bylaws of the Guany contain a number of provisions that may hheeeffect of delaying or discouraging
an unsolicited proposal for the acquisition of @@mpany or the removal of incumbent management!'Bis& Factors -- Limits on Changes
in Control."

Voting Rights. Under the Partnership Agreement|ithéed partners generally do not have voting tigfelating to the operation and
management of the Operating Partnership. Limitethpes do have the right to vote on certain amemdsn® the Partnership Agreement. "
ownership of Units does not entitle the holder ¢loéto vote on any matter to be voted upon by tbekbiolders of the Company.

Stockholders of the Company have the right to woteamong other things, a merger or sale of alutastantially all of the assets of the
Company, amendments to the Articles of Incorporaté@rtain amendments to the bylaws and dissolatisghe Company. The Company is
managed and controlled by a Board of Directors isting of three classes having staggered term#ficEoEach class is to be elected by the
stockholders at annual meetings of the Companysidres of Common Stock have one vote, and theléstof Incorporation permit the
Board of
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Directors to classify and issue Preferred Stoakria or more series having voting power which méfgdfrom that of the Common Stock.

Amendment of the Partnership Agreement or the legiof Incorporation. Amendments to the Partnerslgpeement may be proposed by
general partner or by any limited partners holdifgpercent or more of the Partnership interestpréyal of such an amendment requires the
vote of the general partner and the holders of janityaof the Units, including those Units held the general partner. Certain amendments
may be approved solely by the general partner, aschmong other things, amendments that wouldatie obligations of the general
partner, reflect the admission, substitution, tewation or withdrawal of partners, or satisfy angderequirements. Certain amendments that
affect the fundamental rights of a limited partmarst be approved by each affected limited partner.

The Company's Articles of Incorporation may noebsended without the affirmative vote of at leastagority of the shares of capital stock
outstanding and entitled to vote thereon votingetbgr as a single class, provided that certainigians of the Articles of Incorporation may
not be amended without the approval of the holdéte/o-thirds of the shares of capital stock of @@mpany outstanding and entitled to vote
thereon voting together as a single class. The @oxip bylaws may be amended by the Board of Direcoa majority of the shares cast of
capital stock entitled to vote thereupon at a awalystituted meeting of stockholders.

Vote Required to Dissolve the Operating Partnershifhe Company. Under North Carolina law, the @pirg Partnership may be dissolved,
other than in accordance with the terms of thereaship Agreement, only upon the unanimous votéefimited partners.

Under Maryland law, the Company may be dissolvei)he affirmative vote of a majority of the emtiBoard of Directors declaring such
dissolution to be advisable and directing thatgraposed dissolution be submitted for consideradioan annual or special meeting of
stockholders, and (ii) upon proper notice, stockeohpproval by the affirmative vote of the holdefs majority of the total number of sha
of Stock outstanding and entitled to vote thereaoting as a single class.

Vote Required to Sell Assets or Merge. Under theneeship Agreement, the sale, exchange, transfether disposition of all or substantic
all of the Operating Partnership's assets or thgener consolidation of the Operating Partnersbfquires the consent of the general partner
and holders of a majority of the outstanding Ufiitsluding Units held by the general partner).

Under the MGCL, a corporation generally cannot selistantially all of its assets or merge withdwat approval of the holders of tvtbirds of
the shares entitled to vote on the matter unldssser percentage is set forth in the corporatichrester. The Company's charter contains such
a provision and provides that such actions maykert if approved by a majority of the shares ontfitey and entitled to vote thereon. The
MGCL establishes special requirements with resfetusiness combinations" between Maryland cotjimma and “interested stockholders"
unless exemptions are applicable. Among other #itige law prohibits for a period of five years arger and other specified or similar
transactions between a company and an interesiekhstider and requires a supermajority vote fohsuansactions after the end of the five-
year period. The Company's Articles of Incorponationtain a provision exempting the Company fromréguirements and provisions of
Maryland business combination statute. There camtassurance that such charter provisions wilbecdmended at any point in the future.

Compensation, Fees and Distributions. The genaréh@r does not receive any compensation for itdc®s as general partner of the
Operating Partnership. As a partner in the Opeag&iartnership, however, the general partner hasaime right to allocations and
distributions as other partners of the Operatingrieéaship. In addition, the Operating Partnerskimburses the general partner for all
expenses incurred relating to the ongoing operatidhe Company and any offering of partnershipiiests in the Operating Partnership or
capital stock of the Company.

The directors and officers of the Company recetmapensation for their services.

Liability of Investors. Under the Partnership Agremt and applicable North Carolina law, the liapibf the limited partners for the
Operating Partnership's debts and obligationsnigigdly limited to the amount of their investmemtlie Operating Partnership.
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Under Maryland law, stockholders are not person&lyle for the debts or obligations of the Company

Nature of Investment. The Units constitute equitygiests entitling each limited partner to a pta shbare of cash distributions made to
limited partners of the Operating Partnership. Operating Partnership generally intends to retathrainvest proceeds of the sale of
property or excess refinancing proceeds in itsiass.

The shares of Common Stock constitute equity isteri@ the Company. The Company is entitled toivecis pro rata share of distributions
made by the Operating Partnership with respedtadnits, and each stockholder will be entitlethigopro rata share of any dividends or
distributions paid with respect to the Common Stddie dividends payable to the stockholders ardixed in amount and are only paid if,
when and as declared by the Board of Directorerdier to qualify as a REIT, the Company must disitie 95% of its taxable income
(excluding capital gains), and any taxable incomel{ding capital gains) not distributed will bebgect to corporate income tax.

Potential Dilution of Rights. The general partnétte Operating Partnership is authorized, indie sliscretion and without limited partner
approval, to cause the Operating Partnership teeiagditional limited partnership interests andeotiquity securities for any partnership
purpose at any time to the limited partners ortteeopersons on terms established by the genentalgra

The Board of Directors of the Company may issuésidiscretion, additional shares of Common Stac#t have the authority to issue from
the authorized capital stock a variety of otherigogecurities of the Company with such powersfgmances and rights as the Board of
Directors may designate at the time. The issuaheéditional shares of either Common Stock or ofiilar equity securities may result in
the dilution of the interests of the stockholders.

Liquidity. The limited partners generally may tréersall or a portion of their interests in the Ogténg Partnership to a transferee, subject to
the one-year lock-up provisions in the RegistrafRights Agreements. No transferee, however, wilhbmitted to the Operating Partnership
as a substitute limited partner having the riglita imited partner without the consent of the Campas the general partner and provided
certain other conditions are met, including an egrent to be bound by the terms and conditionsefperating Partnership Agreement.

Upon the effectiveness of the Registration Statérmewhich this Prospectus is a part, the Redempiibares will be freely transferable as
registered securities under the Securities Act. Chmmon Stock is listed on the NYSE and the Compatends to cause the Redemption
Shares to be so listed. The breadth and strengtfisofnarket will depend, among other things, usmnumber of shares outstanding, the
Company's financial results and prospects, thergémderest in the Company's and other real estatstments and the Company's dividend
yield compared to that of other debt and equitysges.
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REGISTRATION RIGHTS

The registration of the Redemption Shares pursigatiie Registration Statement of which this Progpeis a part will discharge the
Company's obligations under the terms of the Redish Rights Agreements for the benefit of holdghe "Holders") of Units issued in
transactions dated September 21, 1995, October98®, and October 12, 1995. The following summargsdoot purport to be complete an
qualified in its entirety by reference to the Régison Rights Agreements.

Under the Registration Rights Agreements, the Campjsobligated to use its reasonable effortsleodind cause to be declared effective
under the Securities Act a "shelf registrationtestaent covering the Redemption Shares. The Comigaalgo required to use its reasonable
efforts to keep the shelf registration statementiooously effective for a period expiring on tregleer of (i) the sale of all shares of Common
Stock covered by the Registration Rights Agreemantk(ii) the date on which (A) none of the Uniesified in the Registration Rights
Agreements are outstanding and (B) all such Redemfhares would be eligible for sale pursuantiuteR44. Any Redemption Shares that
have been issued pursuant to the RegistrationrSeatizof which this Prospectus is a part, or whiatehbeen otherwise transferred and
subject to the issuance of new certificates withegal restriction on further transfer of such gisamwill no longer be entitled to the benefits
the Registration Rights Agreements.

Pursuant to the Registration Rights AgreementsCthapany has agreed to pay all expenses in coonegtth the registration of the
Redemption Shares (other than underwriting disant commissions, fees and disbursements of cdoemsesenting the Holders, and
transfer taxes, if any). The Company has also @g@edemnify each Holder and its officers andkdiors and any person, if any, who
controls any Holder against certain losses, cladamages and expenses arising from any untruerstater alleged untrue statement or
omission or alleged omission, provided that suakestent or omission cannot be traced back to thedddn addition, each Holder has
agreed to indemnify the Company and other Holderd,each of their respective directors and offidershe same extent as discussed above.
However such indemnification shall be provided diolyany loss, claim, damage or expense arisingbutritten information furnished to ti
Company by such Holder expressly for use in theifegion Statement or Prospectus, or any amendarentpplement thereto.
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FEDERAL INCOME TAX CONSIDERATIONS

The following summary of certain Federal income ¢arsiderations to the Company is based on culaentis for general purposes only, and
is not tax advice. The summary addresses the rabE&deral income tax considerations relating #oGompany's REIT status, as well as
material Federal income tax considerations relatindpe Operating Partnership. The tax treatmeattodlder of any of the Securities will vi
depending upon the terms of the specific securdgegiired by such holder, as well as his particsitaiation, and this discussion does not
attempt to address any aspects of Federal incaxaéda relating to holders of Securities. Certaguéral income tax considerations relevant
to holders of the Securities will be provided ie tipplicable Prospectus Supplement relating thereto

EACH INVESTOR IS ADVISED TO CONSULT HIS OWN TAX ADVOR REGARDING THE TAX CONSEQUENCES TO HIM OF
THE PURCHASE, OWNERSHIP AND SALE OF THE OFFERED SHRATIES, INCLUDING THE FEDERAL, STATE, LOCAL,
FOREIGN AND OTHER TAX CONSEQUENCES OF SUCH PURCHASBNNERSHIP AND SALE AND OF POTENTIAL CHANGES
IN APPLICABLE TAX LAWS.

Taxation of the Company asa REIT

General. Commencing with its taxable year endeceBéer 31, 1994, the Company has elected to be txadeal estate investment trust
under sections 856 through 860 of the Code. Thegaombelieves that, commencing with its taxable yealed December 31, 1994, it has
been organized and is operating in such a manrterqglify for taxation as a REIT under the Coalej the Company intends to continue to
operate in such a manner, but no assurance camdretbat it has operated or will operate in a neargo as to qualify or remain qualified.

These sections of the Code are highly technicalcanaplex. The following sets forth the materialess of the sections that govern the
Federal income tax treatment of a REIT and itsedthaders. This summary is qualified in its entireyythe applicable Code provisions, rules
and regulations promulgated thereunder, and adtratiise and judicial interpretation thereof.

Smith Helms Mulliss & Moore, L.L.P. has acted as¢aunsel to the Company in connection with therifig of the Securities and the
Company's election to be taxed as a REIT and impir@on of Smith Helms Mulliss & Moore, L.L.P., monencing with the Company's
taxable year ended December 31, 1994, the Compmiden organized and operated in conformity Wwighréquirements for qualification

and taxation as a REIT under the Code, and the @oyscurrent organization and proposed methogefation will enable it to continue to
meet the requirements for qualification and taxatie a REIT under the Code. This opinion is basetthe factual representations of the
Company concerning its business and propertiesedar, such qualification and taxation as a REIpetels upon the Company's ability to
meet the various qualification tests imposed utigeCode discussed below on a continuing basisutjtr actual annual operating results,
distribution levels and diversity of stock ownegshhccordingly, no assurance can be given thaatteal results of the Company's operations
for any particular taxable year will satisfy suelguirements.

Federal Income Taxation of the Company

If the Company qualifies for taxation as a REITgenerally will not be subject to Federal corpoiat®me tax on that portion of its ordinary
income or capital gain that is currently distritiite stockholders. The REIT provisions of the Cgdaerally allow a REIT to deduct
distributions paid to its stockholders substantialiminating the Federal "double taxation" on éags (once at the corporate level when
earned and once again at the stockholder level whstributed) that usually results from investmenta corporation. Nevertheless, the
Company will be subject to Federal income tax #lsvis: First, the Company will be taxed at regudarporate rates on its undistributed R
taxable income, including undistributed net capisihs. Second, under certain circumstances, thep@oy may be subject to the "alternative
minimum tax" as a consequence of its items of t@tgpence. Third, if the Company has net incommftbe sale or other disposition of
"foreclosure property” that is held primarily fale to customers in the ordinary course of businesgher non-qualifying income from
foreclosure property, it will be subject to taxla highest corporate rate on such income. Foiiitthe Company has net income from
prohibited transactions (which are,
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in general, certain sales or other dispositiongroperty other than foreclosure property held pritpdor sale to customers in the ordinary
course of business), such income will be subjeat100% tax. Fifth, if the Company should fail &disfy either of the 75% or 95% gross
income tests (discussed below) but has nonethelasgained its qualification as a REIT becauseageidther requirements have been met, it
will be subject to a 100% tax on the net incomgelaitable to the greater of the amount by whichGloenpany fails either the 75% or 95%
test, multiplied by a fraction intended to refldoé Company's profitability. Sixth, if the Compdiiayls to distribute during each year at least
the sum of (i) 85% of its ordinary income for sy@ar, (ii) 95% of its capital gain net income forch year and (iii) any undistributed taxable
income from prior periods, the Company will be sabjto a 4% excise tax on the excess of such medjdistribution over the amounts
actually distributed. Seventh, if the Company stadquire any asset from a C corporation (i.eqrparation generally subject to full
corporate-level tax) in a carryover-basis transacéind the Company subsequently recognizes gdineodisposition of such asset during the
10-year period (the "Recognition Period") beginnimgthe date on which the asset was acquired bgonepany, then, to the extent of the
excess of (a) the fair market value of the assef &% beginning of the applicable Recognitioni&&over (b) the Company's adjusted basis
in such asset as of the beginning of such RecagnReriod (the "Built-In Gain"), such gain will kebject to tax at the highest regular
corporate rate, pursuant to guidelines issued &yRI$ (the "Built-In Gain Rules").

Requirementsfor Qualification

To qualify as a REIT, the Company has elected tedoeeated and must meet the requirements, disgidow, relating to the Company's
organization, sources of income, nature of assetglestributions of income to stockholders.

Organizational Requirements. The Code defines & REla corporation, trust or association: (i) teahanaged by one or more trustees or
directors,

(i) the beneficial ownership of which is evidendadtransferable shares or by transferable ceatéig of beneficial interest, (iii) that would
taxable as a domestic corporation but for the REefuirements, (iv) that is neither a financial itngton nor an insurance company subject to
certain provisions of the Code, (v) the benefioiahership of which is held by 100 or more persamsg] (vi) during the last half of each
taxable year not more than 50% in value of thetanting stock of which is owned, directly or inditlg, through the application of certain
attribution rules, by five or fewer individuals (dsfined in the Code to include certain entiti&s)addition, certain other tests regarding the
nature of its income and assets, described belew naust be satisfied. The Code provides that dimmdi (i) through (iv), inclusive, must be
met during the entire taxable year and that coonlifr) must be met during at least 335 days okalie year of 12 months, or during a
proportionate part of a taxable year of less tHambnths. For purposes of conditions (v) and @énsion funds and certain other tax-exempt
entities are treated as individuals or persongestio a "look-through™ exception in the case afdition (vi). In addition, the Company's
Articles of Incorporation currently include certagstrictions regarding transfer of its Common 8fa¢hich restrictions are intended (among
other things) to assist the Company in continumgatisfy conditions (v) and (vi) above.

In the case of a REIT that is a partner in a pastrip, Treasury Regulations provide that the REITlve deemed to own its proportionate
share of the assets of the partnership and willdened to be entitled to the income of the partigittributable to such share. In addition,
the character of the assets and gross income @fitttieership retain the same character in the hafti® REIT for purposes of Section 85¢
the Code, including satisfying the gross incoméstaad asset tests. Thus, the Company's propaetishare of the assets, liabilities and it

of income of the Operating Partnership (including ©Operating Partnership's share of the assetiaduildies and items of income with
respect to any partnership in which it holds asriest) will be treated as assets, liabilities aaohs of income of the Company for purposes of
applying the requirements described herein.

Income Tests. In order to maintain qualificatioredREIT, the Company annually must satisfy thresgincome requirements. First, at least
75% of the Company's gross income (excluding grassme from prohibited transactions) for each té&gear must be derived directly or
indirectly from investments relating to real prageincluding investments in other REITs, or modgga on real property (including "rents
from real property” and, in certain circumstandéeterest) or from certain types of temporary inmestts. Second, at least 95% of the
Company's gross income (excluding gross income fyoohibited transactions) for each taxable yeartrhaglerived from such real property
investments, dividends, interest and gain fromstide or disposition of stock or securities (or frany combination of the foregoing). Third,
short-term gain from the sale or other dispositibstock or securities, gain from
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prohibited transactions and gain on the sale aradisposition of real property held for less tii@ur years (apart from involuntary
conversions and sales of foreclosure property) magsesent less than 30% of the Company's grossi@gincluding gross income from
prohibited transactions) for each taxable year.

Rents received by the Company will qualify as "sgfinom real property” in satisfying the gross in@raquirements for a REIT described
above only if several conditions are met. First, dmount of rent must not be based in whole oaih @n the income or profits of any person.
However, an amount received or accrued generallynai be excluded from the term "rents from reaperty” solely by reason of being
based on a fixed percentage or percentages opteawisales. Second, the Code provides that recé$ved from a tenant will not qualify as
“rents from real property" in satisfying the grassome tests if the REIT, or an owner of 10% of enof the REIT, directly or constructively
owns 10% or more of such tenant (a "Related Pahamt"). Third, if rent attributable to personabperty, leased in connection with a lease
of real property, is greater than 15% of the togak received under the lease, then the portioemdfattributable to such personal property
not qualify as "rents from real property." Finallgr rents received to qualify as "rents from neaperty,” the REIT generally must not
operate or manage the property or furnish or resdriices to the tenants of such property, otrer through an independent contractor from
whom the REIT derives no revenue, provided, howether Company may directly perform certain servited are "usually or customarily
rendered" in connection with the rental of spageofcupancy only and are not otherwise considemeadered to the occupant” of the

property.

The Company does not currently charge and doeantimipate charging rent that is based in wholm qgrart on the income or profits of any
person. The Company also does not anticipate aifigiéving rent attributable to personal properysied in connection with real property that
exceeds 15% of the total rents or receiving remhfRelated Party Tenants.

The Operating Partnership does provide certainseswith respect to the Properties. The Compaligyes that the services with respect to
the Properties that are and will be provided diyeste usually or customarily rendered in connettigth the rental of space for occupancy
only and are not otherwise rendered to particélaants and therefore that the provision of suchices will not cause rents received with
respect to the Properties to fail to qualify agsdrom real property. Services with respect toRheperties that the Company believes may
be provided by the Company or the Operating Pastgdirectly without jeopardizing the qualificatief rent as "rents from real property"
will be performed by independent contractors.

The Operating Partnership and the Company recee®ih consideration of the performance of propadpagement and brokerage and
leasing services with respect to certain Propentigowned entirely by the Operating PartnershimhSees will not qualify under the 75% or
the 95% gross income tests. The Operating Partipeatdo may receive certain other types of inconté vespect to the properties it owns
that will not qualify for either of these tests.dddition, distributions on the Operating Partngrststock in the Service Companies and its
allocable portion of the income earned by Forsy#nt€r Brokerage will not qualify under the 75% grascome test. The Company believes,
however, that the aggregate amount of such feestied non-qualifying income in any taxable yealnjch represents approximately 3.6% of
the Company's gross income on a pro forma basid £9d of the Company's income on an actual basithéyear ended December 31, 1!
will not cause the Company to exceed the limit;ion-qualifying income under either the 75% or tb&69gross income test.

If the Company fails to satisfy one or both of #%6 or 95% gross income tests for any taxable yearay nevertheless qualify as a REIT
that year if it is eligible for relief under cengprovisions of the Code. These relief provisionislve generally available if (i) the Company's
failure to meet these tests was due to reasonabkeand not due to willful neglect,

(if) the Company attaches a schedule of the sowftigs income to its Federal income tax return éidany incorrect information on the
schedule is not due to fraud with intent to evade It is not possible, however, to state whethelli circumstances the Company would be
entitled to the benefit of these relief provisioRer example, if the Company fails to satisfy thesg income tests because non-qualifying
income that the Company intentionally incurs exsetb@ limits on such income, the IRS could conclidé the Company's failure to satisfy
the tests was not due to reasonable cause. Assdest@bove in " -- Federal Income Taxation of tam@any," even if these relief provisions
apply, a tax would be imposed with respect to ttiess net income. No similar mitigation provisianydes relief if the Company fails the
30% income test, and in such case, the Companydwmase to qualify as a REIT.
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Asset Tests. At the close of each quarter of kalike year, the Company also must satisfy thrds tekating to the nature and diversification
of its assets. First, at least 75% of the valutefCompany's total assets must be representeshbgstate assets, including shares in other
REITs, cash, cash items and government securgsond, no more than 25% of the Company's totatassay be represented by securities
other than those in the 75% asset class. Thirtheofnvestments included in the 25% asset classyalue of any one issuer's securities owned
by the Company may not exceed 5% of the valuesfdbmpany's total assets, and the Company maywohwre than 10% of any one
issuer's outstanding voting securities.

The 5% test must generally be met for any quantertiich the Company acquires securities of an isguaus, this requirement must be
satisfied not only on the date on which the Compatuired the securities of the Service Compabigisalso each time the Company
increases its ownership of their respective sdesr{tncluding as a result of increasing its inséie the Operating Partnership as limited
partners exercise their redemption rights). AltHotlge Company plans to take steps to ensure thatigfies the 5% value test for any quarter
with respect to which retesting is to occur, theaa be no assurance that such steps will alwagsidmessful or will not require a reduction in
the Company's overall interest in either of thevi8er Companies.

The Operating Partnership owns 100% of the nongattock and 1% of the voting stock of each of teevi8e Companies, and by virtue of
ownership of Units, the Company will be considet@dwn its pro rata share of such stock. NeitherGompany nor the Operating
Partnership, however, will own more than 1% oftb#ng securities of either of the Service Companie addition, the Company and its
senior management do not believe that the Comppny'sata share of the value of the securitiedtbee of the Service Companies exceeds
5% of the total value of the Company's assets.ddrapany's belief is based in part upon its analykike estimated value of the securitie:
each of the Service Companies owned by the OpgrBtimtnership relative to the estimated value efotiher assets owned by the Operating
Partnership. No independent appraisals will beinbthto support this conclusion, and Smith Helmdliski& Moore, L.L.P., in rendering its
opinion as to the qualification of the Company &E4T, is relying on the conclusions of the Compang its senior management as to the
value of the securities of each of the Service Caomgs. There can be no assurance, however, thiR&hmight not contend that the value of
such securities held by the Company (through ther&@jmg Partnership) exceeds the 5% value limitatio

After initially meeting the asset tests at the elo any quarter, the Company will not lose itsustaas a REIT for failure to satisfy the asset
tests at the end of a later quarter solely by reaf@hanges in asset values. If the failure tsfathe asset tests results from an acquisition of
securities or other property during a quarter féilere can be cured by disposition of sufficienhrqualifying assets within 30 days after the
close of that quarter. The Company intends to mairadequate records of the value of its assetagare compliance with the asset tests and
to take such other actions within 30 days afterctbee of any quarter as may be required to cuyenancompliance.

Annual Distribution Requirements. In order to besthas a REIT, the Company is required to distelulividends (other than capital gain
dividends) to its stockholders in an amount attlegsial to (a) the sum of (i) 95% of the CompahREIT taxable income" (computed withc
regard to the dividends-paid deduction and the Gays capital gain) and (ii) 95% of the net incormhany, from foreclosure property in
excess of the special tax on income from foreclguoperty, minus (b) the sum of certain itemsari-eash income. Such distributions must
be paid in the taxable year to which they relaten ahe following taxable year, if declared beftine Company timely files its Federal income
tax return for such year and if paid on or beftwefirst regular dividend payment after such dedian. Even if the Company satisfies the
foregoing distribution requirements, to the extdatt the Company does not distribute all of itsasgtital gain or "REIT taxable income" as
adjusted, it will be subject to tax thereon at tagaapital gains or ordinary corporate tax rakegthermore, if the Company should fail to
distribute during each calendar year at leasttine af (a) 85% of its ordinary income for that year,

(b) 95% of its capital gain net income for thatiyaad (c) any undistributed taxable income fronoipperiods, the Company would be subject
to a 4% excise tax on the excess of such requistdiiition over the amounts actually distributedaddition, during its Recognition Period,
if the Company disposes of any asset subject t8tfile In Gain Rules, the Company will be required, pundda guidance issued by the IF

to distribute at least 95% of the Built-In Gaintéaftax), if any, recognized on the dispositiorthef asset.

The Company intends to make timely distributiorlicient to satisfy the annual distribution requirents. In this regard, the Operating
Partnership Agreement authorizes the Company, rerglepartner, to take such steps as
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may be necessary to cause the Operating Partneestiigtribute to its partners an amount sufficienpermit the Company to meet these
distribution requirements.

It is expected that the Company's REIT taxablenmeavill be less than its cash flow due to the allose of depreciation and other non-cash
charges in computing REIT taxable income. Accorljinthe Company anticipates that it will generdigve sufficient cash or liquid assets to
enable it to satisfy the 95% distribution requiredt is possible, however, that the Company, ftone to time, may not have sufficient ce
or other liquid assets to meet the 95% distributeguirement or to distribute such greater amoamhay be necessary to avoid income and
excise taxation, due to timing differences between

(i) the actual receipt of income and the actuahpent of deductible expenses and (ii) the inclusibsuch income and the deduction of such
expenses in arriving at taxable income of the Campar as a result of nondeductible cash experebtauch as principal amortization or
capital expenditures in excess of noncash dedwgctiarthe event that such timing differences octhe,Company may find it necessary to
arrange for borrowings or, if possible, pay taxaditeek dividends in order to meet the distributiequirement.

Under certain circumstances, the Company may hketabectify a failure to meet the distribution ueg@ment for a year by paying "deficier
dividends" to shareholders in a later year, whigyne included in the Company's deduction for @imigs paid for the earlier year. Thus, the
Company may be able to avoid being taxed on amadalisiisbuted as deficiency dividends. The Compailly thowever, be required to pay
interest based upon the amount of any deductiamtéd deficiency dividends.

Failureto Qualify

If the Company fails to qualify for taxation as &IR in any taxable year and the relief provisionsndt apply, the Company will be subjec
tax (including any applicable alternative minimuaston its taxable income at regular corporatestddéstributions to shareholders in any
year in which the Company fails to qualify will no¢ deductible by the Company nor will they be regfito be made. In such event, to
extent of current or accumulated earnings and tstddll distributions to stockholders will be dieitds, taxable as ordinary income, except
that, subject to certain limitations of the Coderporate distributees may be eligible for the dividsreceived deduction. Unless the Comg.

is entitled to relief under specific statutory pions, the Company also will be disqualified frtamation as a REIT for the four taxable years
following the year during which qualification wasst. It is not possible to state whether in akteimstances the Company would be entitle
such statutory relief. For example, if the Compéails to satisfy the gross income tests becauseguatifying income that the Company
intentionally incurs exceeds the limit on such imeo the IRS could conclude that the Company'sraiio satisfy the tests was not due to
reasonable cause.

Taxation of U.S. Stockholders

As used herein, the term "U.S. Stockholder" meamsl@er of Common Stock that (for Federal incomeparposes) (a) is a citizen or resic
of the United States, (b) is a corporation, paghigr or other entity created or organized in orartle laws of the United States or of any
political subdivision thereof or (c) is an estatdrast, the income of which is subject to Fedarabme taxation regardless of its source. For
any taxable year for which the Company qualifiestéxation as a REIT, amounts distributed to tagdhlS. Stockholders will be taxed as
discussed below.

Distributions Generally. Distributions to U.S. Stbolders, other than capital gain dividends diseddselow, will constitute dividends up to
the amount of the Company's current or accumulededings and profits and, to that extent, will éeable to the stockholders as ordinary
income. These distributions are not eligible far tfividends-received deduction for corporationstiiemextent that the Company makes a
distribution in excess of its current or accumudagarnings and profits, the distribution will bedted first as a tax-free return of capital,
reducing the tax basis in the U.S. Stockholdersi@on Stock, and the distribution in excess of daadis will be taxable as gain realized
from the sale of its Common Stock. Dividends desddry the Company in October, November or Decerobany year payable to a
stockholder of record on a specified date in arghsuonth shall be treated as both paid by the Cagnpad received by the stockholders on
December 31 of the year, provided that the dividear@ actually paid by the Company during Januftigeofollowing calendar year.
Stockholders are not allowed to include on theind¥@deral income tax returns any tax losses o€trapany.
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The Company will be treated as having sufficiemhesys and profits to treat as a dividend any itigtion by the Company up to the amount
required to be distributed in order to avoid impiosi of the 4% excise tax discussed in " -- Federadme Taxation of the Company" above.
Moreover, any "deficiency dividend" will be treatad an ordinary or capital gain dividend, as tteegaay be, regardless of the Company's
earnings and profits. As a result, stockholders beyequired to treat certain distributions thatildaotherwise result in a tax-free return of
capital as taxable dividends.

Capital Gain Distributions. Distributions to U.So8kholders that are properly designated by the [@2om as capital gain distributions will be
treated as long-term capital gains (to the extegy o not exceed the Company's actual net cayata) for the taxable year without regard to
the period for which the stockholder has held tosls However, corporate stockholders may be reguio treat up to 20% of certain capital
gain dividends as ordinary income. Capital gaind#inds are not eligible for the dividends-receideduction for corporations.

Passive Activity Loss and Investment Interest Latiitns. Distributions from the Company and gaimfritne disposition of Common Stock
will not be treated as passive activity income, Hradefore stockholders will not be able to apply gassive losses" against such income.
Dividends from the Company (to the extent they dbaonstitute a return of capital) will generally treated as investment income for
purposes of the investment interest limitation; aagiital gain from the disposition of Common Stockcapital gain dividends generally will
be excluded from investment income.

Certain Dispositions of Shares. Losses incurrethersale or exchange of Common Stock held fortess six months (after applying certain
holding period rules) will be deemed long-term taldoss to the extent of any capital gain divideneceived by the selling stockholder from
those shares.

Treatment of Tax-Exempt Stockholders. Distributifnasn the Company to a tax-exempt employee pertsitt or other domestic taaxempt
shareholder generally will not constitute "unrethlbeisiness taxable income" ("UBTI") unless the lgtodder has borrowed to acquire or carry
its Common Stock. Qualified trusts that hold mdrant 10% (by value) of the shares of certain REIay be required to treat a certain
percentage of such a REIT's distributions as UBTls requirement will apply only if (i) the REIT wiéd not qualify as such for Federal
income tax purposes but for the application ofa@Kithrough" exception to the five or fewer reqoient applicable to shares held by
qualified trusts and (ii) the REIT is "predominanitield" by qualified trusts. A REIT is predomingntield if either (i) a single qualified trust
holds more than 25% by value of the REIT interest§i) one or more qualified trusts, each owningrenthan 10% by value of the REIT
interests, hold in the aggregate more than 50%eREIT interests. The percentage of any REIT éiviltreated as UBTI is equal to the ri
of (a) the UBTI earned by the REIT (treating thelREs if it were a qualified trust and therefordjgat to tax on UBTI) to (b) the total gross
income (less certain associated expenses) of thi€. REde minimis exception applies where the ra forth in the preceding sentence is
than 5% for any year. For these purposes, a ge@lifust is any trust described in Section 40b{ahe Code and exempt from tax under
Section 501(a) of the Code. The provisions reqgigunalified trusts to treat a portion of REIT distitions as UBTI will not apply if the REIT
is able to satisfy the five or fewer requirementhwut relying upon the "look-through" exception.eTitestrictions on ownership of Common
Stock in the Articles of Incorporation generallyliprevent application of the provisions treatingation of REIT distributions as UBTI to
tax-exempt entities purchasing Common Stock, aleevdiver of the restrictions by the Board of Dices.

Special Tax Considerationsfor Non-U.S. Stockholders

The rules governing United States income taxatfamoa-resident alien individuals, foreign corpooats, foreign partnerships and foreign
trusts and estates (collectively, "Non-U.S. Stodt#trs") are complex, and the following discussi®imiended only as a summary of these
rules. Prospective Non-U.S. Stockholders shoulaalbnvith their own tax advisors to determine timpact of Federal, state and local income
tax laws on an investment in the Company, inclug@ing reporting requirements.

In general, Non-U.S. Stockholders will be subjeatdgular Federal income tax with respect to tieiestment in the Company if the
investment is "effectively connected" with the NOrs. Stockholder's conduct of a trade or busines$isé United States. A corporate Non-
U.S. Stockholder that receives income that isgdrdated as) effectively connected with a U.Sldrar business may also be subject to the
branch profits tax under Section 884 of the Code,
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which is payable in addition to regular United S8taFederal corporate income tax. The followinguson will apply to Non-U.S.
Stockholders whose investment in the Company isoaffectively connected.

A distribution by the Company that is not attrithleato gain from the sale or exchange by the Compé@a United States real property
interest and that is not designated by the Compargy capital gain distribution will be treated a®adinary income dividend to the extent 1

it is made out of current or accumulated earnimgs@ofits. Generally, any ordinary income dividemidl be subject to a Federal income tax
equal to 30% of the gross amount of the dividendamthis tax is reduced by an applicable taxyre&ich a distribution in excess of the
Company's earnings and profits will be treated &issa return of capital that will reduce a Non-Us®ckholder's basis in its Common Stock
(but not below zero) and then as gain from theafigfpn of such shares, the tax treatment of whidescribed under the rules discussed
below with respect to dispositions of Common Stock.

Distributions by the Company that are attributablgain from the sale or exchange of a United Stedal property interest will be taxed to a
Non-U.S. Stockholder under the Foreign InvestmentaalfProperty Tax Act of 1980 ("FIRPTA"). Under FIR®, such distributions are
taxed to a Non-U.S. Stockholder as if the distiing were gains "effectively connected” with a @diStates trade or business. Accordingly,
a Non-U.S. Stockholder will be taxed at the norozdital gain rates applicable to a U.S. Stockholgebject to any applicable alternative
minimum tax and a special alternative minimum takhie case of non-resident alien individuals).

Although tax treaties may reduce the Company'shwitting obligations, the Company generally willfeguired to withhold from
distributions to Non-U.S. Stockholders, and remitite IRS, (i) 35% of designated capital gain divids (or, if greater, 35% of the amount of
any distributions that could be designated as abgéin dividends) and (ii) 30% of ordinary dividkenpaid out of earnings and profits. In
addition, if the Company designates prior distridns as capital gain dividends, subsequent didtabs, up to the amount of such prior
distributions, will be treated as capital gain damds for purposes of withholding. A distributionexcess of the Company's earnings and
profits will be subject to 30% dividend withholdini§ the amount of tax withheld by the Company wiéspect to a distribution to a Non-U.S.
Stockholder exceeds the stockholder's United Stakeability with respect to such distributiomet Non-U.S. Stockholder may file for a
refund of such excess from the IRS.

Unless the Common Stock constitutes a "United Stagtal property interest" within the meaning of IR\, a sale of Common Stock by a
Non-U.S. Stockholder generally will not be subjecFderal income taxation. The Common Stock will cmistitute a United States real
property interest if the Company is a "domesticatintrolled REIT." A domestically controlled REIF @& REIT in which at all times during a
specified testing period less than 50% in valuisoghares is held directly or indirectly by NonSUStockholders. It is currently anticipated
that the Company will be a domestically controlRHEIT and therefore that the sale of Common Stodknet be subject to taxation under
FIRPTA. However, because the Common Stock will bieliply traded, no assurance can be given thaCtirapany will continue to be a
domestically controlled REIT. Notwithstanding theedgoing, capital gains not subject to FIRPTA Wil taxable to a Nob-S. Stockholder i
the Non-U.S. Stockholder is a non-resident aligividual who is present in the United States faB #i@ys or more during the taxable year
and certain other conditions apply, in which cédmerion-resident alien individual will be subjectt80% tax on his or her U.S. source capital
gains. If the Company were not a domestically ailed REIT, whether a Non-U.S. Stockholder's sél€a@ammon Stock would be subject to
tax under FIRPTA as a sale of a United Statespregderty interest would depend on whether the Com8tock were "regularly traded" on
an established securities market (such as the Na Stock Exchange) on which the Common Stock béllisted and on the size of the
selling stockholder's interest in the Companyhé gain on the sale of Common Stock were subjeetdation under FIRPTA, the Non-U.S.
Stockholder would be subject to the same treatme@t U.S. Stockholder with respect to the gainjéstibo applicable alternative minimum
tax and a special alternative minimum tax in theeaaf non-resident alien individuals). In additidistributions that are treated as gain from
the disposition of Common Stock and that are stitjetax under FIRPTA also may be subject to a 8d&mch profit tax when made to a
foreign corporate stockholder that is not entitieeither a reduced rate or an exemption undezaytrin any event, a purchaser of Common
Stock from a Non-U.S. Stockholder will not be regdito withhold under FIRPTA on the purchase pifitke purchased Common Stock is
“regularly traded" on an established securitiesketaor if the Company is a domestically controlREIT. Otherwise, under FIRPTA the
purchaser of Common Stock from a Non-U.S. Stockérofday be required to withhold 10% of the purcharsee and remit this amount to the
IRS.
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Information Reporting Requirements and Backup Withholding Tax

Under certain circumstances, U.S. Stockholders Imeasubject to backup withholding at a rate of 3i¥%payments made with respect to, or
cash proceeds of a sale or exchange of, Commok.Backup withholding will apply only if the hold¢i) fails to furnish his or her taxpayer
identification number ("TIN") (which, for an indigial, would be his or her Social Security Number),

(i) furnishes an incorrect TIN, (iii) is notifieby the IRS that he or she has failed to report @rggpayments of interest and dividends or is
otherwise subject to backup withholding or (iv) endertain circumstances, fails to certify, undemgdties of perjury, that he or she has
furnished a correct TIN and (a) that he or sherfeabeen notified by the IRS that he or she isextlip backup withholding for failure to
report interest and dividend payments or (b) tleadhshe has been notified by the IRS that he ®issho longer subject to backup
withholding. Backup withholding will not apply wittespect to payments made to certain exempt rextgisuch as corporations and tax-
exempt organizations.

U.S. Stockholders should consult their own tax soid regarding their qualifications for exemptiooni backup withholding and the
procedure for obtaining such an exemption. Backitphelding is not an additional tax. Rather, theoaimt of any backup withholding with
respect to a payment to a U.S. Stockholder withltlved as a credit against the U.S. Stockholdémised States Federal income tax liability
and may entitle the U.S. Stockholder to a refumdyiped that the required information is furnishedhe IRS.

Additional issues may arise pertaining to inforratreporting and backup withholding for Non-U.So&holders. Non-U.S. Stockholders
should consult their tax advisors with regard t8 Unformation reporting and backup withholding.

Tax Aspects of the Operating Partner ship

General. Substantially all of the Company's investta are held through the Operating Partnershigeiheral, partnerships are "pakssugh”
entities which are not subject to Federal income Rather, partners are allocated their proporteshares of the items of income, gain, loss,
deduction and credit of a partnership, and arenpiaity subject to tax thereon, without regard tether the partners receive a distribution
from the partnership. The Company includes inrit®me its proportionate share of the foregoing @p®y Partnership items for purposes of
the various REIT income tests and in the computatitits REIT taxable income. Moreover, for purppséthe REIT asset tests, the
Company includes its proportionate share of agsdtsby the Operating Partnership.

Entity Classification. The Company's interest ia @perating Partnership involves special tax camaiibns, including the possibility of a
challenge by the IRS of the status of the Operd®@agdnership as a partnership (as opposed to aniassn taxable as a corporation) for
Federal income tax purposes. If the Operating Beship is treated as an association, it would kahig as a corporation and therefore sut

to an entity-level tax on its income. In such aaiion, the character of the Company's assetstams iof gross income would change, which
would prevent the Company from qualifying as a RE3&e " -- Failure to Qualify" above for a discossof the effect of the Company's
failure to meet such tests for a taxable yeardihiteon, any change in the Operating Partnersisipis for tax purposes might be treated as a
taxable event in which case the Company might imdax liability without any related cash distriiouts.

An organization formed as a partnership will batee as a partnership for Federal income tax pespeher than as a corporation only if it
has no more than two of the four corporate charitits that the Treasury Regulations use to dislish a partnership from a corporation for
tax purposes. These four characteristics are (jirwaity of life, (ii) centralization of managemefii) limited liability and (iv) free
transferability of interests. The Operating Parsh@y has not requested, and does not intend t@sgga ruling from the IRS that it will be
treated as a partnership for Federal income tapga@s. Instead, in connection with the filing af Registration Statement of which this
Prospectus is a part, Smith Helms Mulliss & Modr,.P. has delivered its opinion dated August 2@ to the effect that based on the
provisions of the Operating Partnership's partripragreement (the "Partnership Agreement"), cefetual assumptions and certain
representations described in the opinion, the Qipgr&artnership will be treated as a partnershig-ederal income tax purposes. Smith
Helms Mulliss & Moore, L.L.P. undertakes no obligatto update this opinion subsequent to such datéke a private letter ruling, an
opinion of counsel is not binding on the IRS, and
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no assurance can be given that the IRS will nollexge the status of the Operating Partnershipetaership for Federal income tax
purposes.

Tax Allocations with Respect to the Properties.sBant to Section 704(c) of the Code, income, dags and deduction attributable to
appreciated or depreciated property (such as thgelfies) that is contributed to a partnershipxichange for an interest in the partnership,
must be allocated in a manner such that the carinidp partner is charged with, or benefits frongpectively, the unrealized gain or
unrealized loss associated with the property atithe of the contribution. The amount of such utized gain or unrealized loss in generally
equal to the difference between the fair markatealf contributed property at the time of contribnf and the adjusted tax basis of such
property at the time of contribution (a "Book-TakfBrence"). Such allocations are solely for Fetigr@ome tax purposes and do not affect
the book capital accounts or other economic orllagangements among the partners. The Operatirigé?ship was formed by way of
contributions of appreciated property (including #roperties). Consequently, the Partnership Ageeénequires such allocations to be made
in a manner consistent with

Section 704(c) of the Code.

In general, the partners who have contributed peship interests in the Properties to the Operdiagnership (the "Contributing Partners™)
will be allocated lower amounts of depreciation wgwns for tax purposes than such deductions woelifl determined on a pro rata basis
addition, in the event of the disposition of anytied contributed assets (including the Propertigsth have a Book-Tax Difference, all
income attributable to such Book-Tax Differencel wénerally be allocated to the Contributing Partnand the Company will generally be
allocated only its share of capital gains attribigao appreciation, if any, occurring after thesthg of any offering of Securities. This will
tend to eliminate the BooKax Difference over the life of the Operating Parship. However, the special allocation rules afttda 704(c) d«
not always entirely eliminate the Book-Tax Diffeceron an annual basis or with respect to a spedaif@ble transaction such a sale. Thus, the
carryover basis of the contributed assets in tmelfaf the Operating Partnership will cause the amy to be allocated lower depreciation
and other deductions, and possibly amounts of taxabome in the event of a sale of such contrith@ssets in excess of the economic or
book income allocated to it as a result of such.SHhis may cause the Company to recognize taxatdene in excess of cash proceeds,
which might adversely affect the Company's abilityomply with the REIT distribution requirements.

See " -- Requirements for Qualification -- Annuastibution Requirements."

Treasury Regulations under Section 704(c) of theéeQarovide partnerships with a choice of severahous of accounting for Book-Tax
Differences, including retention of the "traditidmaethod" under current law, or the election oftaer methods which would permit any
distortions caused by a Bodkax Difference to be entirely rectified on an arriesis or with respect to a specific taxable taatisn such as
sale. The Operating Partnership and the Company tietermined to use the "traditional method" farcamting for Book-Tax Differences
with respect to the Properties contributed to thdrfership. As a result of such determinationyithistions to shareholders will be comprised
of a greater portion of taxable income rather thaaturn of capital. The Operating PartnershipthedCompany have not determined whic
the alternative methods of accounting for Book-Défferences will be elected with respect to Projsrtontributed to the Partnership in the
future.

With respect to any property purchased by the Qipgr&artnership, such property will initially hasdax basis equal to its fair market value
and
Section 704(c) of the Code will not apply.

Basis in Operating Partnership Interest. The Coiyipadjusted tax basis in its interest in the OgegaPartnership generally (i) will be equal
to the amount of cash and the basis of any otregrepty contributed to the Operating PartnershiphigyCompany, (ii) will be increased by (a)
its allocable share of the Operating Partnersimp@me and (b) its allocable share of indebtedné#ise Operating Partnership and (jii) will
be reduced, but not below zero, by the Companigsablle share of (a) losses suffered by the Operdartnership, (b) the amount of cash
distributed to the Company and

(c) by constructive distributions resulting fromealuction in the Company's share of indebtednesiseoDperating Partnership.

If the allocation of the Company's distributive shaf the Operating Partnership's loss exceedadfusted tax basis of the Company's
partnership interest in the Operating Partnerghiprecognition of such excess loss will be detetnatil such time and to the extent that the
Company has an adjusted tax basis in its partneistarest. To the extent that the Operating Peshig's distributions, or any decrease in the
Company's share of the indebtedness of the Opgratrtnership (such decreases being considereshalsdribution to the partners), exceed
the Company's
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adjusted tax basis, such excess distributionsu@icty such constructive distributions) constitateatble income to the Company. Such tax
income will normally be characterized as a cagjth, and if the Company's interest in the Opegaflartnership has been held for longer
than the long-term capital gains. Under current leapital gains and ordinary income of corporatiaresgenerally taxed at the same marginal
rates.

Sale of the Properties. The Company's share ofrgalized by the Operating Partnership on the sisgdey property held by the Operating
Partnership as inventory or other property helcharily for sale to customers in the ordinary cowfkthe Operating Partnership's trade or
business will be treated as income from a protdhitensaction that is subject to a 100% penalty$ae " -- Federal Income Taxation of the
Company -- Income Tests." Such prohibited traneadticome may also have an adverse effect upo@dnepany's ability to satisfy the
income tests for qualification as a REIT. Undeisérg law, whether property is held as inventorpomarily for sale to customers in the
ordinary course of the Operating Partnership'sstadousiness is a question of fact that dependsl dine facts and circumstances with res

to the particular transaction. The Operating Pastnip intends to hold the Properties for investnveith a view to long-term appreciation, to
engage in the business of acquiring, developingimgy and operating the Properties (and other ptigs¢ and to make such occasional sales
of the Properties, including peripheral land, asamsistent with the Operating Partnership's itmwest objectives.

Other Tax Considerations

Service Companies. A portion of the amounts tosesluo fund distributions to stockholders is expdd¢b come from the Operating
Partnership from distributions on stock of the $8nCompanies held by the Operating PartnershifihBieof the Service Companies will
qualify as a REIT, and the Service Companies vaill pederal, state and local income taxes on tagatiie incomes at normal corporate re
Any Federal, state or local income taxes that #wiSe Companies are required to pay will redueectish available for distribution by the
Company to its stockholders.

As described above, the value of the securitiesach of the Service Companies held by the Compangat exceed 5% of the value of the
Company's assets at a time when a Unit holdereitOgperating Partnership exercises his or her reiempght (or the Company otherwise is
considered to acquire additional securities ofegithf the Service Companies). See " -- Federalnmcdaxation of the Company.” This
limitation may restrict the ability of each of tBervice Companies to increase the size of its otisgebusiness unless the value of the assets
of the Company is increasing at a commensurate rate

State and L ocal Tax

The Company and its stockholders may be subjestbte and local tax in various states and localitiecluding those in which it or they
transact business, own property, or reside. Théréatment of the Company and the stockholderaéh gurisdictions may differ from the
Federal income tax treatment described above. Qoesdly, prospective stockholders should conselir thwn tax advisors regarding the
effect of state and local tax laws on an investnrethie Common Stock of the Company.
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PLAN OF DISTRIBUTION

This Prospectus relates to the possible issuanteeb@ompany of 86,609 Redemption Shares if, antldg@xtent that, holders of up to 89,t
Units exercise their right to redeem such Units tiedCompany elects to satisfy such redemptiortsitiirough issuance of Common Stock.
The Company has registered the Redemption Shaprs\ae the holders thereof with freely tradeagdeurities, but registration of such
shares does not necessarily mean that any of sachsswill be issued by the Company. The Compafiynai receive any proceeds from the
issuance of the Redemption Shares to holders déWpbn receiving a notice of redemption (but ityraaquire from such holders the Units
tendered for redemption).

The Company may from time to time issue up to 89 @itares of Redemption Shares upon the acquisititire Units tendered for
redemption. The Company will acquire the exchangjmged partner's Units in exchange for the RedgéompShares issued in connection
with these acquisitions. Consequently, with eaclemgption, the Company's interest in the Operatengrérship will increase.

EXPERTS

The consolidated financial statements and schexfiiighwoods Properties, Inc., incorporated hetsinmeference from the Company's
Annual Report (Form 10-K) for the year ended Decendi, 1995, the Combined Statement of Revenue€antdin Expenses of TBC
Parkway Plaza, Inc. for the year ended Decembet @34, incorporated herein by reference from them@any's Current Report on Fornkg-
dated December 18, 1995, the Combined Statemd¥¢wfnue and Certain Expenses of the Acquired Piepdor the year ended December
31, 1994, incorporated herein by reference fromabmpany's Current Report on Form 8-K, dated JAly1995 (as amended on Form 8-K/A
on September 6, 1995 and June 3, 1996), the comkimencial statements and schedule of Eakin & Bifut the year ended December 31,
1995, incorporated by reference from the Compayisent Report on Form 8-K/A dated April 1, 1996aasended on June 3, 1996 and June
18, 1996 and the Historical Summary of Gross Incame Direct Operating Expenses for certain progeriwned by Towermarc Corporati
for the year ended December 31, 1995, incorpottaéeein by reference from the Company's Current RepoForm 8-K/A, dated April 29,
1996 as amended on June 3, 1996 and June 18, 4966hen audited by Ernst & Young LLP, independeuitors, as set forth in their
reports thereon included therein and incorporatedih by reference. Such financial statementsra@ porated herein by reference in
reliance upon such reports given upon the authofiguch firm as experts in accounting and auditing

The consolidated financial statements of CrockealtRdrust, Inc. as of December 31, 1995 and feryar then ended, the financial
statements of Crocker & Sons, Inc. as of Decembel 894 and for the year then ended, and the finbsimtements of Crocker Realty
Investors, Inc. as of December 31, 1994 and 1988fa the two years ended December 31, 1994, beee incorporated by reference hel
from the Company's Current Report on Form 8-K/Aedapril 29, 1996 as amended on June 3, 1996 amal 18, 1996, in reliance upon the
reports of KPMG Peat Marwick LLP, independent éiedi public accountants, incorporated by referémaein, and upon the authority of <
firm as experts in accounting and auditing.

The combined financial statements of SoutheasttiR€alrp., AP Southeast Portfolio Partners, L.P. ARdFontaine Il Partners, L.P. as of
December 31, 1994 and for the year ended Decenihdi984, and the financial statements of AP FoetHinPartners, L.P. for the period
from October 28, 1993 (date of inception) througitc®mber 31, 1993 incorporated herein by referemmee the Company's Current Report
Form 8-K/A dated April 29, 1996 as amended on Br996 and June 18, 1996, have been audited mjti@et. Touche LLP, independent
auditors, as set forth in their reports thereoiuithed therein and incorporated herein by refereamckare included in reliance upon the reports
of such firm given upon their authority as expémtaccounting and auditing.

The financial statements of AP Southeast Portfeaatners, L.P. for the period from its date of ptaen (November 17, 1993) through
December 31, 1993 incorporated herein by referéooe the Company's Current Report on Form 8-K/Aedapril 29, 1996 as amended on
June 3, 1996 and June 18, 1996, have been so étcindeliance
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on the reports of Price Waterhouse LLP, independecuntants, given on the authority of said fisre&perts in auditing and accounting.
LEGAL MATTERS

Certain legal matters have been passed upon f&@@dhgany by Smith Helms Mulliss & Moore, L.L.P.,IBgh, North Carolina. In addition,
Smith Helms Mulliss & Moore, L.L.P. has renderegldpinion with respect to certain Federal inconxematters relating to the Company.
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PART 11
SUPPLEMENTAL INFORMATION
Item 14. Other Expenses of | ssuance and Distribution

The following table sets forth estimates of theimas expenses to be paid by Highwoods Properties,in connection with the registration of
the Registerable Securities.

Securities and Exchange Commission Registration Fee ... $ 913
Fees and Expenses of Counsel........cccccceveeeeee. L 7,500
NYSE listing fee.....ccocovvvvvvveveveenene. 1,500
Miscellaneous...........cccocovviviinicienees L 4,087
TOTALueiiiiiiiiiiii st $14,000

Item 15. Indemnification of Directors and Officers

The Company's officers and directors are and wilifdemnified against certain liabilities in accamde with the MGCL, the Articles of
Incorporation and bylaws of the Company and ther@pey Partnership Agreement. The Articles of Ipmoation require the Company to
indemnify its directors and officers to the fullestent permitted from time to time by the MGCL.€eTMGCL permits a corporation to
indemnify its directors and officers, among othaigainst judgments, penalties, fines, settlemards@asonable expenses actually incurre
them in connection with any proceeding to whictytheay be made a party by reasons of their sermitledse or other capacities unless it is
established that the act or omission of the direat@fficer was material to the matter giving risghe proceeding and was committed in bad
faith or was the result of active and deliberathdnesty, or the director or officer actually ree€i an improper personal benefit in money,
property or services, or in the case of any crifimaceeding, the director or officer had reasoealsiuse to believe that the act or omission
was unlawful.

The Operating Partnership Agreement also providemtiemnification of the Company and its officarsl directors to the same extent
indemnification is provided to officers and direst@f the Company in its Articles of Incorporatiand limits the liability of the Company al
its officers and directors to the Operating Paghgr and its partners to the same extent liabdlftgfficers and directors of the Company to
Company and its stockholders is limited under tben@any's Articles of Incorporation.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to dines;tofficers or persons controlling the
Company pursuant to the foregoing provisions, thenany has been informed that in the opinion ofSkeurities and Exchange
Commission such indemnification is against pubbtiqy as expressed in the Securities Act and iszfoee unenforceable.

Item 16. Exhibits

Exhibit No. Descrip tion

3.1* Articles of Incorporation of Registrant (inc orporated by reference to
Exhibit 3.1 to Registrant's registration sta tement on Form S-11 (File No.
33-76952))

3.2* Bylaws of Registrant (incorporated by refere nce to Exhibit 3.2 to
Registrant's registration statement on Form S-11 (File No. 33-76952))

5.1 Opinion of Smith Helms Mulliss & Moore, L.L. P. regarding the legality of

the shares of Common Stock being registered
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8.1 Opinion of Smith Helms Mulliss & Moore, L.L. P. regarding certain federal
tax matters

10.1* Form of Registration Rights and Lock-up Agre ement between the Company and
the Unit holders (incorporated by reference to Exhibit 10.2 to
Registrant's 10-K for the fiscal year ended December 31, 1995)

23.1 Consent of Smith Helms Mulliss & Moore, L.L. P. (included as part of

Exhibits 5.1 and 8.1)

23.2*
Consent of Ernst & Young LLP
23.3* Consent of Deloitte & To uche LLP
23.4* Consent of KPMG Peat Mar wick LLP
23.5* Consent of Price Waterho use LLP
24.1 Power of Attorney

* Previously filed.

I[tem 17. Undertakings

(a) The undersigned registrant hereby undertakes:

(1) To file, during any period in which offers ales are being made, a post-effective amendmehistoegistration statement:
(i) To include any prospectus required by Sectida)(3) of the Securities Act;

(i) To reflect in the prospectus any facts or @sarising after the effective date of the RegtairaStatement (or the most recent post-
effective amendment thereof) which, individuallyimthe aggregate, represent a fundamental chanpe iinformation set forth in the
registration statement; provided, however, thatiangease or decrease in volume of securities edféif the total dollar value of securities
offered would not exceed that which was registessu) any deviation from the low or high end of #stimated maximum offering range rr
be reflected in the form of prospectus filed witle Commission pursuant to Rule 424(b) if, in thgragate, the changes in volume and price
represent no more than a 20% change in the maxiaggregate offering price set forth in the "Caldolabf Registration Fee" table in the
effective registration statement; and

(iii) To include any material information with resgt to the plan of distribution not previously dised in the Registration Statement or any
material change to such information in the RedismaStatement; provided, however, that the uné@erts set forth in paragraphs (i) and (ii)
also shall not apply if the information requiredoincluded in a post-effective amendment by thp@sagraphs is contained in periodic
reports filed by the registrant pursuant to Secti8ror Section 15(d) of the Securities Exchangedkdt934 that are incorporated by reference
in this registration statement.

(2) That, for the purpose of determining any lipiinder the Securities Act of 1933, each such-ptfective amendment shall be deemed to
be a new registration statement relating to thersies offered therein, and the offering of suebgities at that time shall be deemed to be
the initial bona fide offering thereof.

(3) To remove from registration by means of a pditetive amendment any of the securities beingsteged which remain unsold at the
termination of the offering.
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(b) The undersigned registrant hereby undertalas fibr purposes of determining any liability undee Securities Act of 1933, each filing of
the registrant's annual report pursuant to Sedi8fa) or Section 15(d) of the Securities ExchangeoA 1934 (and, where applicable, each
filing of an employee benefit plan's annual regantsuant to Section 15(d) of the Securities Excbaket of 1934) that is incorporated by
reference in the registration statement shall leendel to be a new registration statement relatirigesecurities offered therein, and the
offering of such securities at that time shall kemed to be the initial bona fide offering thereof.

(c) Insofar as indemnification for liability arigirunder the Securities Act may be permitted toatines, officers and controlling persons of the
Registrant pursuant to the foregoing provisionsdieed under Item 15 of this Registration Statemenbtherwise, the Registrant has been
advised that in the opinion of the Commission sademnification is against public policy as expessi the Securities Act and is, therefore,
unenforceable. In the event that a claim for indéication against such liabilities (other than {heyment by the Registrant of expenses
incurred or paid by a director, officer or contiiofj person of the Registrant in the successfulriefef any action, suit or proceeding) is
asserted by such director, officer or controllirgggon in connection with the securities being tegésl, the Registrant will, unless in the
opinion of its counsel the matter has been seftjecontrolling precedent, submit to a court of ampiate jurisdiction the question whether
such indemnification by it is against public poliay expressed in the Securities Act and will beeguaed by the final adjudication of such
issue.
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&033, the registrant certifies that it has readde grounds to believe that it meets all of
the requirements for filing on Form S-3 and haydalused this registration statement to be sigmeitsdehalf by the undersigned, thereunto
duly authorized, in the City of Raleigh, State afrth Carolina, on November 4, 1996.

HIGHWOODS PROPERTIES, INC.

By: /s/ RONALD P. G BSON*

Pursuant to the requirements of the SecuritiesoA&B33, this registration statement has been diggehe following persons in the capaci

and on the dates indicated:

Name

/s/ O. TEMPLE SLOAN, JR.*

O. Temple Sloan, Jr.

/s/ RONALD P. GIBSON*

Ronald P. Gibson

/s/ WILLIAM T. WILSON, llI*

William T. Wilson, lll

/s/ JOHN L. TURNER*

John L. Turner

/s/ JOHN W. EAKIN*

John W. Eakin

Ronal d P. G bson
Presi dent

Title D

Chairman of the Board of Directors

President, Chief Executive Officer and

Director

Executive Vice President and Director

and Chief Operating Officer

Chief Investment Officer and Vice

Chairman of the Board of Directors

Vice President and Director

ate

November 4, 1996

November 4, 1996

November 4, 1996

November 4, 1996

November 4, 1996

/sl THOMAS W. ADLER* Director November 4, 1996
Thomas W. Adler
/s/ WILLIAM E. GRAHAM, JR.* Director November 4, 1996

William E. Graham, Jr.



/s ROBERT L. KIRBY* Director November 4, 1996

Robert L. Kirby

/s/ L. GLENN ORR, JR.* Director November 4, 1996

L. Glenn Orr, Jr.

/s/ WILLARD H. SMITH, JR.* Director November 4, 1996

Willard H. Smith, Jr.

/s/ STEPHEN TIMKO* Director November 4, 1996

Stephen Timko

/s CARMAN J. LIUZZO Vice President, Chief Financial Officer November 4, 1996
Carman J. Liuzzo and Treasurer (Principal Accounting
Officer)

*/s/ CARMAN J. LIUZZO November 4, 1996



Carman J. Liuzzo, Attor ney-in-fact
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EXHIBIT 5.1
November 4, 1996

Highwoods Properties, Inc.
3100 Smoketree Court

Suite 600

Raleigh, North Carolina 27604

Ladies and Gentlemen:

This opinion is furnished in connection with thgisgration pursuant to the Securities Act of 1988amended (the "Securities Act"), of
89,609 shares (the "Shares") of common stock, plaev$.01 per share, of Highwoods Properties, lbaryland corporation (the
"Company").

In connection with rendering this opinion, we haxamined the Articles of Incorporation and Bylavishe Company, each as amended to
date; such records of the corporate proceedinggeofompany as we deemed material; a registratawersent on Form S-3 under the
Securities Act relating to the Shares and Amendriventl thereto (the "Registration Statement"), tiedprospectus contained therein (the
"Prospectus"), and such other certificates, resefptords and documents as we considered necdss#rg purposes of this opinion.

We are attorneys admitted to practice in the Sthidorth Carolina. We express no opinion concerrrgglaws of any jurisdiction other than
the laws of the United States of America and ttegeSof North Carolina.

Based upon the foregoing, we are of the opiniobwleen the Shares have been issued in accordatit¢heiterms of the Prospectus, the
Shares will be legally issued, fully paid and naessable shares.

The foregoing assumes that all requisite stepshwillaken to comply with the requirements of theugiies Act and applicable requirements
of state laws regulating the offer and sale of gtes.

We consent to your filing this opinion as an exhibithe Registration Statement and to the referéaour firm under the caption "Legal
Matters" in the Prospectus included therein.

Very truly yours,
SMITHHELMSMULLISS& MOORE, L.L.P.

/sl Smith Helms Mulliss & Moore, L.L.P.



EXHIBIT 8.1
November 4, 1996

Highwoods Properties, Inc.
3100 Smoketree Court, Suite 600
Raleigh, North Carolina 27604

Ladies and Gentlemen:

In connection with the registration statement omi8-3 (the "Registration Statement") being filgdylou on or about November 4, 1996
with the Securities and Exchange Commission reggrttie registration of 89,609 shares of CommonlkStocler the Securities Act of 1933,
as amended, you have requested our opinion congeeritain of the federal income tax consequeraéset Company of its election to be
taxed as a real estate investment trust. This apiisibased on various assumptions, and is condiimpon certain representations made by
the Company as to factual matters through a aeatéi of an officer of the Company (the "Officerrtfficate”). In addition, this opinion is
based upon the factual representations of the Coynpancerning its business and properties as g#tifothe Registration Statement.

In our capacity as counsel to the Company, we haage such legal and factual examinations and iiegiincluding an examination of
originals or copies certified or otherwise idemtifito our satisfaction of such documents, corporaterds and other instruments, as we have
deemed necessary or appropriate for purposessobginion.

In our examinations, we have assumed the authgntitall documents submitted to us as origindls,denuineness of all signatures thereon,
the legal capacity of natural persons executingy slecuments and the conformity to authentic origiteuments of all documents submitted
to us as copie!



Highwoods Properties, Inc.
November 4, 199

Page 2

We are opining herein as to the effect on the sultjansaction only of the federal income tax lafthe United States and we express no
opinion with respect to the applicability theredo the effect thereon, of other federal laws, thed of any other jurisdiction, the laws of any
state or as to any matters of municipal law oralwes of any other local agencies within any state.

Based on the facts in the Registration Statemedhttan Officer's Certificate, it is our opinion that

1. Commencing with the Company's taxable year enBiecember 31, 1994, the Company has been orgainizethformity with the
requirements for qualification as a "real estategtment trust," and its proposed method of opmratis described in the representations of
the Company referred to above, will enable it teettbe requirements for qualification and taxatsra "real estate investment trust" under
the Internal Revenue Code of 1986, as amendedQiee").

2. The Operating Partnership will be treated aartnprship, and not as a corporation or as an a$gwctaxable as a corporation, for federal
income tax purposes.

3. The statements in the Registration Statemeribgbtunder the caption "Certain Federal Incomg Cansiderations" to the extent such
information constitutes matters of law, summariekegal matters, or legal conclusions, have begeveed by us and are accurate in all
material respects.

No opinion is expressed as to any matter not désrliberein

This opinion is based on various statutory provisjaegulations promulgated thereunder and intepoas thereof by the Internal Revenue
Service and the courts having jurisdiction overhsmmatters, all of which are subject to change eitinespectively or retroactively. Also, any
variation or difference in the facts from thosefseth in the Registration Statement or the Offie@ertificate may affect the conclusions
stated herein. Moreover, the Company's qualificaéiod taxation as a real estate investment trygrdis upon the Company's ability to meet
(through actual annual operating results, distidvutevels and diversity of stock ownership) theimas qualification tests imposed under the
Code, the results of which have not and will notdgewed by Smith Helms Mulliss & Moore, L.L.P. éardingly, no assurance can be gi
that the actual results of the Company's operdtioany one taxable year will satisfy such requieeis.
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Highwoods Properties, Inc.
November 4, 199

Page 3

This opinion is furnished only to you, and is sglfdr your use in connection with the Registrat®tatement. We hereby consent to the filing
of this opinion as an exhibit to the Registratidat&ment and to the use of our name under theorafitegal Matters" in the Registration
Statement.

Very truly yours,
SMITHHELMSMULLISS& MOORE, L.L.P.
/sl Smith Helms Mulliss & Moore, L.L.P.
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EXHIBIT 24.1

KNOW ALL MEN BY THESE PRESENTS, that we, the undgred officers and directors of Highwoods Propsrtlac. hereby severally
constitute Ronald P. Gibson and Carman J. Liuzzbeath of them singly, our true and lawful attorméh full power to them, and each of
them singly, to sign for us and in our names indhgacities indicated below, the Registration $tat& filed herewith and any and all
amendments to said Registration Statement, anda@gnt® do all such things in our names and oyrac#ies as officers and directors to
enable Highwoods Properties, Inc. to comply with piovisions of the Securities Act of 1933, and-edjuirements of the Securities and
Exchange Commission, hereby ratifying and configrmiar signature as they may be signed by our stichays, or any of them, to said
Registration Statement and any and all amendmbetstb.

Name Title D ate

/s/ O. Temple Sloan, Jr. Chairman of the Board of Directors October 4, 1996

O. Temple Sloan, Jr.

/s/ Ronald P. Gibson President, Chief Executive Officer and October 4, 1996
- Director
Ronald P. Gibson

/s/ William T. Wilson, Il Executive Vice President and Director October 4, 1996
- and Chief Operating Officer
William T. Wilson, 11l

/s/ John L. Turner Chief Investment Officer and Vice October 4, 1996
- Chairman of the Board of Directors
John L. Turner

/s/ John W. Eakin Vice President and Director October 4, 1996
John W. Eakin
/s/ Thomas W. Adler Director October 4, 1996

Thomas W. Adler

/sl William E. Graham, Jr. Director October 4, 1996

William E. Graham, Jr.

/sl Robert L. Kirby Director October 4, 1996

Robert L. Kirby

/s/ L. Glenn Orr, Jr. Director October 4, 1996

L. Glenn Orr, Jr.

/s/ Willard H. Smith, Jr. Director October 4, 1996

Willard H. Smith, Jr.



/sl Stephen Timko Director October 4, 1996

Stephen Timko
/sl Carman J. Liuzzo Vice President, Chief Financial Office r October 4, 1996
- and Treasurer (Principal Accounting
Carman J. Liuzzo Officer)
2
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