Table of Contents

As filed with the Securities and Exchange Commissioon April 17, 2007
Registration No. 333-

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM S-11

REGISTRATION STATEMENT UNDER
THE SECURITIES ACT OF 1933

HIGHWOODS PROPERTIES, INC.

(Exact name of registrant as specified in its cheu}

Maryland 6798 56-187166¢
(State or other jurisdiction of (Primary Standard Industrial (I.LR.S. employer
incorporation or organization) Classification Code Number) identification number)

3100 Smoketree Court, Suite 600
Raleigh, North Carolina 27604
(919) 872-4924

(Address, including zip code, and telephone numbiecluding area code, of the registrant’s principalxecutive offices)

Copy to:
Jeffrey D. Miller Robert H. Bergdolt, Esq.
Vice President, General Counsel and Secretary DLA Piper US LLP
Highwoods Properties, Inc. 4141 Parklake Avenue, Suite 300
3100 Smoketree Court, Suite 600 Raleigh, NC 27612
Raleigh, NC 27604 Phone: (919) 786-2000
Phone: (919) 872-4924 Facsimile: (919) 786-2200

(Name, address, including zip code, and telephomenber, including area code
of agent for service)

Approximate date of commencement of proposed sale the public: As soon as practicable after the effectiveneshefegistration statement.

If this form is filed to register additional sedigs for an offering pursuant to Rule 462(b) untther Securities Act of 1933, check the following
box and list the Securities Act registration staatmumber of the earlier effective registraticatestnent for the same offerind]

If this form is a post-effective amendment filedquant to Rule 462(c) under the Securities Actckhie following box and list the Securities
Act registration number of the earlier effectivgistration statement for the same offeringl

If this form is a post-effective amendment filedguant to Rule 462(d) under the Securities Actckhbe following box and list the Securities
Act registration number of the earlier effectivgistration statement for the same offeringl

If delivery of the prospectus is expected to be enauarsuant to Rule 434, please check the followimg [
CALCULATION OF REGISTRATION FEE

Proposed
Proposed Maximum Amount of
Amount Maximum Aggregate Registration
Title of Each Class of To Be Offering Price Offering
Securities to be Registered Registered Per Note (1) Price (1) Fee

Common Stock, $.01 par value per sk 4,139,94. $  40.3¢ $167,170,898.3 $5,132.1!




(1) Estimated solely for purposes of determining thgsteation fee pursuant to Rule 457(f) under theusiges Act.

The registrant hereby amends this registration stament on such date or dates as may be necessarylday its effective date until
the registrant shall file a further amendment whichspecifically states that this registration statemat shall thereafter become effective ii
accordance with Section 8(a) of the Securities Aof 1933 or until the registration statement shall Bcome effective on such date as the
Commission, acting pursuant to said Section 8(a), ay determine.




Table of Contents

The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration
statement filed with the SEC is effective. This prospectus is not an offer to sell these securities and we are not soliciting an offer to
buy these securities in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED APRIL 17, 2007
4,139,943 Shares

i Highwoods

Common Stock

This prospectus relates to up to 4,139,943 shdr€smmon Stock of Highwoods Properties, Inc. that $elling stockholders named in
this prospectus may offer for sale from time toginihe selling stockholders named in this prospgectay acquire these shares by exercising
warrants or by redeeming units of limited partngrsh Highwoods Realty Limited Partnership, whishthie operating partnership through
which we conduct substantially all of our busindesshares of our Common Stock. All of the Comnumits and warrants were issued in
transactions that were consummated more than éaesyago.

The purchase price of any shares offered by thimgettockholders will be the market price of arghaf Common Stock at that time
unless otherwise indicated in an accompanying asig supplement. We will not receive any procées the sale of any of the shares
offered by the selling stockholders. See “Sellingcgholders.”

Our Common Stock is listed on the New York Stocklange under the symbol “HIW.” On April 16, 200fe flast reported sale price of
our Common Stock was $41.47 per share.

The selling stockholders and any agents or brokateds that participate with the selling stockhodda the distribution of Common
Stock may be deemed to be “underwriters” undefStheurities Act of 1933. See “Plan of Distribution.”

Investing in our Common Stock involves risks. Yooosild carefully read and consider the risk factobgginning on page 8 of thi
prospectus for a discussion of these risks befougibhg our securities

Neither the Securities and Exchange Commission n@ny state securities commission has approved or disproved of our
Common Stock or determined if this prospectus is trithful or complete. Any representation to the contary is a criminal offense.

The date of this prospectusis , 2C
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SUMMARY

This is only a summary and does not contain athefinformation that you should consider beforeesting in shares of our Common
Stock. You should read this entire prospectusudinl “Risk Factors,” our financial statements arelated notes appearing elsewhere in this
prospectus, before deciding to invest in sharesuofCommon Stock. We refer to (1) Highwoods Praggrtnc. as th
“Company,” (2) Highwoods Realty Limited Partnerstsdp the “Operating Partnership,” (3) the Compangsmmon stock as “Common
Stock,” (4) the Company’s preferred stock as “Predd Stock,” (5) the Operating Partnership’s comnpartnership interests as “Common
Units,” (6) the Operating Partnership’s preferre@mnership interests as “Preferred Units” and (#)-&ervice properties (excluding rental
residential units) to which the Company and/or @perating Partnership have title and 100.0% owngrsights as the “Wholly Owned
Properties”

Overview

The Company is a fully integrated, self-administeaad self-managed equity real estate investmesit ¢fREIT”) that began operations
through a predecessor in 1978. The Company contpisténitial public offering in 1994 and its Comm&tock is traded on the New York
Stock Exchange (“NYSE”) under the symbol “HIW.” Videe one of the largest owners and operators ofreahbuwoffice, industrial and retail
properties in the southeastern and midwestern tiditates. At December 31, 2006, we:

. wholly owned 322 irservice office, industrial and retail propertiescempassing approximately 26.9 million rentableasq
feet, and 109 rental residential un

. owned an interest (50.0% or less) in 70 in-sereffiee and industrial properties, encompassing exiprately 7.4 million
rentable square feet, and 418 rental residentitd.Ufive of these in-service office properties emesolidated at
December 31, 2006 as more fully described in Nbtasd 3 to the Consolidated Financial Statem:

. wholly owned 719 acres of undeveloped land, appnaiely 435 acres of which are considered core hg&dand which are
suitable to develop approximately 5.3 million rén¢asquare feet of office and industrial sp¢

. were developing or re-developing 16 wholly ownedparties comprising approximately 2.7 million squéget and 139 for-
sale condominiums that were under constructionereveompleted but had not achieved 95% stabilizedmancy; an

. were developing through 50.0% owned joint ventg@sn office property of approximately 31,000 sguzet that wa
completed in 2006 but had not achieved 95% stahilaccupancy and (b) a for-rent residential pragechprising 332 units
in three buildings

The Company conducts substantially all of its afi&is through the Operating Partnership. Other 82# acres of undeveloped land, 13
rental residential units and the Company’s inteiregihe Kessinger/Hunter, LLC and 4600 Madison Asstes, LLC joint ventures (see Note 2
to the Consolidated Financial Statements), alhef€ompany’s assets are owned directly or indiydmtithe Operating Partnership. The
Company is the sole general partner of the Opeydartnership. At December 31, 2006, the Compameovall of the Preferred Units and
92.2% of the Common Units in the Operating Partmprd.imited partners (including certain officenscadirectors of the Company) own the
remaining Common Units. Generally, the Operatingrieaiship is obligated to redeem each Common Unhiearequest of the holder thereof
for cash equal to the value of one share of Com8tonk based on the average of the market pricéhé10 trading days immediately
preceding the notice date of such redemption pealitiat the Company at its option may elect to mequny such Common Units presentec
redemption for cash or one share of Common Stolek.Gommon Units owned by the Company are not redbkmPreferred Units in the
Operating Partnership were issued to the Compangrinection with the Company’s Preferred Stockraffgs that occurred in 1997 and 1998.
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The Company was incorporated in Maryland in 199% Dperating Partnership was formed in North Cagoiln 1994. Our executive
offices are located at 3100 Smoketree Court, 846 Raleigh, North Carolina 27604 and our teleghammber is (919) 872-4924. We
maintain offices in each of our primary markets.

Our business is the acquisition, development amdatipn of rental real estate properties. We opestiice, industrial, retail and
residential properties. There are no material isegment transactions. See Note 17 to the Consatdidanancial Statements for a summary of
the rental income, net operating income and a$setach reportable segment.

In addition to this prospectus, we file or furntpharterly and current reports, proxy statementsadhelr information with the Securities
and Exchange Commission (“SEC”). All documents thatfile or furnish with the SEC are made availaddesoon as reasonably practicable
free of charge on our corporate website, whichtjs:#www.highwoods.com. The information on thishsée is not and should not be
considered part of this prospectus and is not pm@ted by reference in this document. This welisitaly intended to be an inactive textual
reference. You may also read and copy any docuthattve file or furnish at the public referenceilities of the SEC at 100 F. Street, N.E.,
Room 1580, Washington, D.C. 20549. Please calbte€ at (800) 732-0330 for further information abthe public reference facilities. These
documents also may be accessed through the SECsalic data gathering, analysis and retrievatesyg“EDGAR”) via electronic means,
including the SEC’s home page on the Internet (tprw.sec.gov). In addition, since some of ounsg@s are listed on the NYSE, you can
read similar information about us at the officeshef NYSE at 20 Broad Street, New York, New Yorlo@s.

Operating Strategy

Efficient, Customer Service-Oriented Organization. We provide a complete line of real estate sesvioeour customers and third
parties. We believe that our euse development, acquisition, construction mamage, leasing and property management services akoto
respond to the many demands of our existing aneinpial customer base. We provide our customers eaisit-effective services such as build-
to-suit construction and space modification, inaghgdenant improvements and expansions. In additenbreadth of our capabilities and
resources provides us with market information restegally available. We believe that the operatiffigiencies achieved through our fully
integrated organization also provide a competitisieantage in setting our lease rates and pricingrervices.

Capital Recycling Program.Our strategy has been to focus our real estateitzgsiin markets where we believe our extensiwalo
knowledge gives us a competitive advantage ovesratial estate developers and operators. Througbagpital recycling program, we
generally seek to:

. selectively dispose of n-core properties in order to use the net proceetspoove our balance sheet by reduc
outstanding debt and Preferred Stock balancesat@mew investments or for other purpo:

. engage in the development of office and induspiajects in our existing geographic markets, pritpan suburban ixfill
business parks; ar

. acquire selective suburban office and industriapprties in our existing geographic markets atgsricelow replacement c
that offer attractive return

Our capital recycling activities benefit from oochl market presence and knowledge. Because oigiativofficers have significant real
estate experience in their respective markets,elieve that we are in a better position to evalgatgtal recycling opportunities than many of
our competitors. In addition, our relationshipshwitur customers and those tenants at propertiegtimh we conduct third-party fee-based
services may lead to development projects wheretteesmnts seek new space.

Conservative and Flexible Balance SheetWe are committed to maintaining a conservatiwe flgxible balance sheet that allows us to
capitalize on favorable development and acquisibipportunities as they arise. We expect to meetsbart- and long-term liquidity
requirements through a combination of any one areno
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» cash flow from operating activitie

* borrowings under our credit facilitie

» theissuance of unsecured de¢

» theissuance of secured de

» the issuance of equity securities by both the Comad the Operating Partnerst
» the selective disposition of n-core land and other assets; i

» private equity capital raised from unrelated joiahture partners involving the sale or contributddrour Wholly Owned Properties,
development projects or development lg

Geographic Diversification. We do not believe that our operations are sigaiftly dependent upon any particular geographiketar
Today, including our various joint ventures, ourtfmio consists primarily of office and industripfoperties throughout the Southeast, retail
and office properties in Kansas City, Missouri liming one significant mixed retail and office pesty, and office properties in Des Moines,
lowa.

Summary Risk Factors

You should carefully consider the matters discussdle “Risk Factors” section beginning on pagaidr to deciding to invest in shares
of our Common Stock. These risks include:

* The market price and trading volume of our CommtmtiEmay be volatile

» Future offerings of debt securities, which wouldseaior to our Common Stock upon liquidation, aniggsecurities, which woul
dilute the holdings of our existing stockholdersl amay be senior to our Common Stock for the purpaselividend distributions «
distributions upon liquidation, may adversely affé market price of our Common Sto

» We have not established a minimum dividend payresm and there are no assurances of our abilipatodividends in the futur
»  Our performance is subject to risks associated reitth estate investmet

» Future acquisitions and development properties faigyo perform in accordance with our expectatiansl may require renovation
and development costs exceeding our estim

» llliquidity of real estate investments and the édfect of dispositions could significantly impeder@bility to sell assets or to
respond to favorable or adverse changes in thenpeahce of our propertie

» Because holders of our Common Units may suffer edvimx consequences upon the sale of some ofopenpies, the ownersh
of Common Units by our officers and directors coctinpromise their independent judgment, which coetdilt in actions that are
not in the best interests of our common stockhslc

» The success of our joint venture activity depertsnuour ability to work effectively with financigllsound partner:
« Ourinsurance coverage on our properties may lmemnzsate

3
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» Our use of debt to finance our operations coulcchamaterial adverse effect on our cash flow ailiyato make distributions
* We may be subject to taxation as a regular corfporétwe fail to maintain our REIT statu

» Because provisions contained in Maryland law, dwarter and our bylaws may have an-takeover effect, investors may
prevented from receiving“control premiur” for their shares

» Material weaknesses in our internal control oveafficial reporting could directly or indirectly caus material misstatement of ¢
financial statement:

Tax Status

The Company has elected to be treated as a REf€deral income tax purposes. To qualify as a REI& Company must meet various
tax law requirements, including, among others, irequents relating to the nature of our assetsstlueces of our income, the timing and
amount of distributions that we make and the contiposof the Company’s stockholders. As a REIT, @@mpany is generally not subject to
federal income tax on income that it distributesttickholders. If the Company fails to qualify @BEIT in any taxable year, it will be subject
to federal income tax at regular corporate rated,raay be precluded from qualifying as a REIT fa subsequent four taxable years during
which it lost its qualification. Further, even toetextent that the Company qualifies as a REWijlitbe subject to tax at normal corporate rates
on net income or capital gains not distributechiits stockholders, and may be subject to oth@stancluding payroll taxes, and state and
local income, franchise, property, sales and dtirezs. Moreover, we may have subsidiary entitias dhe subject to federal income taxation
and to various other taxes. Any dividends receivenh us will generally, with limited exceptions, trige eligible for taxation at the preferred
capital gain rates that currently apply to dividemeceived by individuals from taxable corporatiddse “Material Federal Income Tax
Considerations.”

Restrictions on Ownership of Stock

In order for the Company to maintain its qualifioatas a REIT under the Internal Revenue Codemuoe than 50% (by value) of the
Company'’s outstanding shares of capital stock neagvbned, directly, or indirectly, by five or fewiadividuals (as defined in the Internal
Revenue Code to include certain entities). Foptimpose of preserving the Company’s REIT qualifaratits charter generally prohibits direct
or indirect ownership of more than 9.8% of the tartding shares of capital stock by any person tityeithe Company’s Board of Directors
may, however, in its discretion, exempt a persomfthis ownership limitation, and, as a conditiorstich exemption, may require a
satisfactory ruling from the Internal Revenue Segyr IRS, an opinion of counsel (as to our cargthREIT status) and/or certain
representations and undertakings from such person.

Distribution Policy

To maintain the Company’s qualification as a REA€, must distribute to stockholders at least 90.0%uo REIT taxable income,
excluding capital gains. REIT taxable income, thkglation of which is determined by the federal s, does not equal net income under
GAAP. We generally expect to use our cash flow fimerating activities for dividends to stockholdarsl for payment of recurring capital
expenditures. Future dividends and distributioniflvé at the discretion of the Board of Directorslavill depend on our actual funds from
operations, our financial condition, capital regaients, the annual dividend requirements undeREl& provisions of the Internal Revenue
Code and such other factors as the Board of Directeems relevant. See “Management’s Discussiorhaatysis of Financial Condition and
Results of Operations — Liquidity and Capital Reses —Stockholder Dividends.”

During 2006, cash dividends on Common Stock totéled0 per share, $0.97 of which represented retucapital for income tax
purposes. The minimum dividend per share of ComB8togk required for the Company to maintain its REfdtus (excluding any net capital
gains) was $0.24 per share in 2005. Aggregate eliid paid on Preferred Stock exceeded REIT taxatdene (excluding capital gains) in
2006, which resulted in no required dividend on @Gamn Stock in 2006 for REIT qualification purposes.

4
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Selling Stockholders

This prospectus relates to up to 4,139,943 shdrésmmon Stock that the selling stockholders naimetlis prospectus may offer for
sale from time to time.
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Common Stock offere

Offering price

Use of proceed

Risk factors

New York Stock Exchange Symk

THE OFFERING

The selling stockholders may, from time to timél 46.39,943 shares of our Common Stc

The selling stockholders are offering, from timeitoe, the shares of Common Stock being offered by
this prospectus at the then current market p

We will not receive any of the proceeds from thie s Common Stock offered by the selli
stockholders named in this prospectus. In conneetith the issuance of the shares offered by us
through this prospectus, we will receive one wartcarone Common Unit for each of the shares issuabl
upon exercise or redemption of the same numbeutstanding warrants or unit

Investing in our Common Stock involves a high degrérisk. Se¢Risk Factor” beginning on page
and other information in this prospectus for a déston of factors you should consider carefullyobef
investing in our Common Stoc

uHIWH
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SUMMARY SELECTED FINANCIAL DATA

The following summary selected financial data aBe€ember 31, 2006 and 2005 and for each of tlee thears in the period ended
December 31, 2006 is derived from the Company’stedcConsolidated Financial Statements includeeveere herein. The selected financial
data as of December 31, 2004, 2003 and 2002 arehfir of the two years in the period ended Dece®be?003 is derived from previously
issued financial statements and, as required bySSR& 144, “Accounting for the Impairment or Dispbef Long-Lived Assets,” (“SFAS
No. 14¢"), results and balance sheet data for the yeatedeBDecember 31, 2005, 2004, 2003 and 2002 welassi#fied from previously
reported amounts to reflect in discontinued opersatithe operations for those properties sold at foglsale in 2006 which qualified for
discontinued operations presentation. The inforomaith the following table should be read in confime with the Company’s audited
Consolidated Financial Statements and related matisded herein ($ in thousands, except per stiatra):

Years Ended December 31

2006 2005 2004 2003 2002
Rental and other revenues $ 416,79¢ $ 396,070 $ 389,58° $ 414,74¢ $ 424,35
Income from continuing operations $ 36468 $ 27,728 $ 21,044 $ 7,90¢€ $ 32,78(
Income/(loss) from continuing operations availabléor common
stockholders $ 1759¢ $ (3,78) $ (9,808 $ (22,946 $  1,92¢
Net income $ 53,74 $ 6245¢ $ 41577 $ 42,64¢ $ 80,05:
Net income available for common stockholder $ 3487¢ $ 3094¢ $ 10,728 $ 11,797 $ 49,20(
Net income per common shar+ basic:
Income/(loss) from continuing operatia $ 03z $ (0.07) $ (0.1¢) $ (049 $ 0.04
Net income $ 064 $ 0.5¢ $ 02C $ 02z % 0.9:
Net income per common shar+ diluted:
Income/(loss) from continuing operatic $ 031 $ (0.07) $ (0.19) $ (043 % 0.04
Net income $ 0.6z $ 05¢ $ 02C $ 02z % 0.9
Dividends declared per common shar $ 1.7C $ 1.7C % 1.7C  $ 186 $ 2.3¢
December 31,
2006 2005 2004 2003 2002
Balance Sheet Data
Total asset $2,844,85. $2,908,97¢ $3,239,65! $3,513,22: $3,745,26!
Total mortgages and notes paya $1,465,12! $1,471,611 $1,572,57. $1,718,27- $1,796,16
Financing obligation $ 3553( $ 34,15« $ 6530¢ $ 125,770 $ 122,66t
Co-venture obligatior $ —  $ — — 3 — $ 4351
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RISK FACTORS

An investment in our Common Stock involves varisls. All investors should carefully consider fbBowing risk factors in conjunctic
with the other information contained in this prospes before trading in our securities. If any oédhk risks actually occur, our business,
operating results, prospects and financial conditamuld be harmed.

Risks Related to the Sale of Common Stock by the Iieg Stockholders

The market price and trading volume of our Common $ock may be volatile.In 1994, we completed an initial public offeringair
Common Stock, which is listed on the New York Stéoichange. Although there has been active tradgirayir Common Stock since the initial
public offering, we cannot assure you that an adtigding market in our Common Stock will be susdi Even if active trading of our
Common Stock continues, the market price of our @om Stock may be highly volatile and be subjeatie fluctuations. In addition, you
may be unable to resell shares of our Common Sibok above the purchase price you paid to acdjuéne. We cannot assure you that the
market price of our common shares will not fluceuat decline significantly in the future.

Future offerings of debt securities, which would besenior to our Common Stock upon liquidation, or eqity securities, which
would dilute the holdings of our existing stockholérs and may be senior to our Common Stock for theysposes of dividend
distributions or distributions upon liquidation, may adversely affect the market price of our Common ®ck. In the future we may attem
to increase our capital resources by making additiofferings of debt or equity securities. Upaquidation, holders of our debt securities and
shares of Preferred Stock and lenders with regpeather borrowings will receive a distributionair available assets prior to the holders of
our Common Stock. Additional equity offerings maluté the holdings of our existing stockholderseduce the market price of our Common
Stock, or both. If we decide to issue additionaf@mred Stock, it could have a preference on ligtindy distributions or a preference on
dividend payments that could limit our ability take a dividend distribution to the holders of own@non Stock. Because our decision to
issue securities in any future offering will depemdmarket conditions and other factors beyondcoutrol, we cannot predict or estimate the
amount, timing or nature of our future offeringfwi, our stockholders bear the risk of our futdfermgs reducing the market price of our
Common Stock and diluting their stock holdings & u

We have not established a minimum dividend paymenével and there are no assurances of our ability tpay dividends in the
future. We intend to pay quarterly dividends and to maletritiutions to our stockholders in an amount she &ll or substantially all of our
taxable income in each year, subject to certainstjents, is distributed. We have not establisheihémum dividend payment level and our
ability to pay dividends may be adversely affedigdhe risk factors described in this prospectukdiatributions will be made at the discreti
of our Board of Directors and will depend on oumirags, our financial condition, maintenance of REIT status and such other factors as our
Board of Directors may deem relevant from timeittet There are no assurances of our ability togiggends in the future. In addition, some
of our distributions may include a return of cabita

General Real Estate Risks

Our performance is subject to risks associated witheal estate investment We are a real estate company that derives masirof
income from the ownership and operation of our prbes. There are a number of factors that mayradiyeaffect the income that our
properties generate, including the following:

» Economic Downturns. Downturns in the national economy, particulanythe Southeast, generally will negatively impaet t
demand and rental rates for our proper

» Oversupply of Space. An oversupply of space in our markets would taficcause rental rates and occupancies to dectliaking
it more difficult for us to lease space at attnaetiental rates

» Competitive Properties. If our properties are not as attractive to teadim terms of rent, services, condition or locatias
properties owned by our competitors, we could tesants to those properties or receive lower reatak.
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» Renovation Costs. In order to maintain the quality of our propestand successfully compete against other propgeviie
periodically must spend money to maintain, repad eenovate our propertie

» Customer Risk. Our performance depends on our ability to colteot from our customers. Our financial conditi@uld be
adversely affected by financial difficulties expmarced by a major customer, or by a number of smalistomers, including
bankruptcies, insolvencies or general downturrisusiness

» Reletting Costs. As leases expire, we try to either relet the sgadhe existing customer or attract a new custdameccupy the
space. In either case, we likely will incur sigo#int costs in the process, including potentiallyssantial tenant improvement
expense or lease incentives. In addition, if mar&ets have declined since the time the expiriagdenvas executed, the terms of
new lease likely will not be as favorable to ustesterms of the expiring lease, thereby redudiegéntal revenue earned from that
space

* Regulatory Costs. There are a number of government regulationgydtg zoning, tax and accessibility laws, thatlgpp the
ownership and operation of our properties. Compkanith existing and newly adopted regulations meguire us to incur
significant costs on our properti

» Rising Operating Costs. Costs of operating our properties, such as gatetaxes, utilities, insurance, maintenanceocdmer
costs, can rise faster than our ability to incraasgal income. While we do receive some additisaat from our tenants that is
based on recovering a portion of operating expemgaerally increased operating expenses will megjgtimpact our net operating
income. Our revenues and expense recoveries gecstdplonger term leases and may not be quicidygased sufficient to recon
an increase in operating costs and expel

» Fixed Nature of Costs. Most of the costs associated with owning and aijirey a property are not necessarily reduced when
circumstances such as market factors and competifiase a reduction in rental revenues from thpgstg. Increases in such fixed
operating expenses, such as increased real estatedr insurance costs, would reduce our net iac

« Environmental Problems. Federal, state and local laws and regulatiorsing to the protection of the environment may rexja
current or previous owner or operator of real propt investigate and clean up hazardous or teulistances or petroleum product
releases at the property. The clean up can beycds$té presence of or failure to clean up contationamay adversely affect our
ability to sell or lease a property or to borrowmdig using a property as collatel

« Competition . A number of other major real estate investor$ wignificant capital compete with us. These colibmetinclude
publicly-traded REITs, private REITSs, private real estatestors and private institutional investment fur

Future acquisitions and development properties magail to perform in accordance with our expectationsand may require
renovation and development costs exceeding our estites.In the normal course of business, we typically eatd potential acquisitions,
enter into non-binding letters of intent, and matyany time, enter into contracts to acquire addéi properties. Our acquisition investments
may fail to perform in accordance with our expdota due to lease up risk, renovation cost riskbaher factors. In addition, the renovation
and improvement costs we incur in bringing an aeglproperty up to market standards may exceeésiimates. We may not have the
financial resources to make suitable acquisitian®poovations on favorable terms or at all.

In addition to acquisitions, we periodically coresidleveloping and constructing properties. Riskseated with development and
construction activities include:

» the unavailability of favorable financin
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» construction costs exceeding original estime
» construction and lea-up delays resulting in increased debt service esgp@nd construction costs; ¢
» lower than anticipated occupancy rates and rerasnatvly completed property causing a propertyetaityprofitable

If new developments are financed through consioadthans, there is a risk that, upon completionarfstruction, permanent financing
newly developed properties will not be availablewil be available only on disadvantageous termesvédopment activities are also subject to
risks relating to our ability to obtain, or delagsobtaining, all necessary zoning, lanse, building, occupancy and other required goventai
and utility company authorizations.

llliquidity of real estate investments and the taxeffect of dispositions could significantly impede ar ability to sell assets or to
respond to favorable or adverse changes in the penimance of our properties.Because real estate investments are relativedpiti our
ability to promptly sell one or more propertiesour portfolio in response to changing economicfiicial and investment conditions is limited.
In addition, we have a significant amount of mogegaebt under which we could incur significant ayapent penalties if such loans were paid
off in connection with the sale of the underlyimgkestate assets. Such loans, even if assumetiyearather than being paid off, could
reduce the sale proceeds we receive if we sold asméts.

We intend to continue to sell some of our propstitiethe future. However, we cannot predict whethewill be able to sell any property
for the price or on the terms set by us, or whetherprice or other terms offered by a prospeqtivehaser would be acceptable to us. We also
cannot predict the length of time needed to fidling purchaser and to close the sale of a prigper

Certain of our properties have low tax bases raat their fair value, and accordingly, the sdlsuch assets would generate significant
taxable gains unless we sold such propertiesax-drée exchange under Section 1031 of the IntdReaknue Code or another tax-free or tax-
deferred transaction. For an exchange to qualifyae-deferred treatment under Section 1031, thereeeeds from the sale of a property must
be held by an escrow agent until applied towardptivehase of real estate qualifying for gain defe®iven the competition for properties
meeting our investment criteria, there could belaylin reinvesting such proceeds. Any delay imgishe reinvestment proceeds to acquire
additional income producing assets would reducdérmame from operations.

In addition, the sale of certain properties acqliirethe J.C. Nichols Company merger in July 1988uding assets acquired in
connection with Section 1031 exchanges with prageudriginally acquired in the J.C. Nichols Compamgrger, would require us to pay
corporate-level tax under Section 1374 of the hakRevenue Code on the built-in gain relatinguchsproperties unless we sold such
properties in a tax-free exchange under Sectiod Bd3he Internal Revenue Code or another tax-dreax-deferred transaction. This tax will
no longer apply after July 2008 because we willhawned the assets for 10 years or more. As atregiimay choose not to sell these
properties even if management determines that swsetle would otherwise be in the best interestaipktockholders. We have no current p
to dispose of any properties in a manner that weedgiire us to pay corporakevel tax under Section 1374. However, we wouldsgaer doing
so if our management determines that a sale abgepty would be in our best interests based onideretion of a number of factors, including
the price being offered for the property, the oprgaperformance of the property, the tax consegesmof the sale and other factors and
circumstances surrounding the proposed sale.

Because holders of our Common Units may suffer adwge tax consequences upon the sale of some of owoperties, the ownershig
of Common Units by our officers and directors coulccompromise their independent judgment, which couldesult in actions that are no
in the best interests of our common stockholdersdolders of Common Units may suffer adverse tax eqnences upon our sale of certain
properties. Therefore, holders of Common Unitsluding certain of our officers and directors, mayé different objectives than our
stockholders regarding the appropriate pricing tanthg of a property’s sale. The ownership of Conmnnits by our officers and directors
could compromise their independent judgment, whimhid result in actions that are not in the befgrigsts of our common stockholders.
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The success of our joint venture activity dependspon our ability to work effectively with financiall y sound partners.Instead of
owning properties directly, we have in some casessted, and may continue to invest, as a partn&ico-venturer with one or more third
parties. Under certain circumstances, this typew#stment may involve risks not otherwise presietuding the possibility that a partner or
co-venturer might become bankrupt or that a pamneon-venturer might have business interests atsgaconsistent with ours. Also, such a
partner or cosenturer may take action contrary to our instrutdior requests or contrary to provisions in ountjgenture agreements that cc
harm us.

Our insurance coverage on our properties may be irdequate.We carry comprehensive insurance on all of our @riigs, including
insurance for liability, fire, windstorms, flood éibusiness interruption. Insurance companies, hewdimit coverage against certain types of
losses, such as losses due to terrorist acts, namedtorms and toxic mold. Thus, we may not hasgeiiance coverage, or sufficient insurance
coverage, against certain types of losses andéoe thhay be decreases in the insurance coveradetdgaShould an uninsured loss or a loss in
excess of our insured limits occur, we could ldseraa portion of the capital we have investe@iproperty or properties, as well as the
anticipated future revenue from the property opprties. If any of our properties were to expereeacatastrophic loss, it could disrupt our
operations, delay revenue and result in large esggeto repair or rebuild the property. Such eveotsd adversely affect our financial
condition. Our existing property, casualty andiligbinsurance policies are scheduled to expireJone 30, 2007.

Financing Risks

Our use of debt to finance our operations could hava material adverse effect on our cash flow and dity to make distributions.
We are subject to risks normally associated witht ieancing, such as the sufficiency of cash flowmeet required payment obligations,
difficulty in complying with financial ratios andiloer covenants and the ability to refinance existirdebtedness. Increases in interest rates on
our variable rate debt would increase our integgpense. If we fail to comply with the financiatios and other covenants under our credit
facilities, we would likely not be able to borrowwyafurther amounts under such facilities, whichldadversely affect our ability to fund our
operations, and our lenders could accelerate outistg debt.

We generally do not intend to reserve funds toeetkisting secured or unsecured debt upon mat¥kgymay not be able to repay,
refinance or extend any or all of our debt at mtwr upon any acceleration. If any refinancingiane at higher interest rates, the increased
interest expense could adversely affect our cast éind ability to pay dividends to stockholdersy/Auch refinancing could also impose
tighter financial ratios and other covenants tleatrict our ability to take actions that could athise be in our stockholders’ best interest, such
as funding new development activity, making oppuoidtic acquisitions, repurchasing our securitiepaying distributions. If we do not meet
our mortgage financing obligations, any propersiesuring such indebtedness could be foreclosed/uinh would have a material adverse
effect on our cash flow and ability to make digitibns.

Tax and Other Risks

We may be subject to taxation as a regular corporan if we fail to maintain our REIT status . Our failure to qualify as a REIT for
income tax purposes would have serious adverseeqarsces to our stockholders. Many of the requirésnfer taxation as a REIT are highly
technical and complex and depend upon variousdhatatters and circumstances that may not be gntiighin our control. For example, to
qualify as a REIT, at least 95.0% of our gross ineanust come from certain sources that are iteniizéte REIT tax laws. We are also
required to distribute to stockholders at leas09®of our REIT taxable income, excluding capitahgaThe fact that we hold substantially all
of our assets through the Operating Partnershiptasdibsidiaries further complicates the applaatf the REIT requirements. Even a
technical or inadvertent mistake could jeopardizeREIT status. Furthermore, Congress and therlaté&evenue Service (“IRS”) might
change the tax laws and regulations and the coigist issue new rulings that make it more difficalt impossible, for us to remain qualified
as a REIT. If we fail to qualify as a REIT, we wdude subject to federal income tax at regular aateorates. Also, unless the IRS granted us
relief under certain statutory provisions, we wordchain disqualified as a REIT for four years fallog the year we first failed to qualify. If
we failed to qualify as a REIT, we would have tg ganificant income taxes and would, thereforejehl@ss cash available for investments or
to pay dividends to stockholders. This would likebve a significant adverse effect on the valueunfsecurities. In addition, if we lost our
REIT status, we would no longer be required to giaidends to stockholders.
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Because provisions contained in Maryland law, ourttarter and our bylaws may have an anti-takeover efict, investors may be
prevented from receiving a “control premium” for th eir shares.Provisions contained in our charter and bylaws el a8 Maryland general
corporation law may have aritikeover effects that delay, defer or prevent adakr attempt, and thereby prevent stockholders fexeiving |
“control premium” for their shares. For exampleggh provisions may defer or prevent tender offer®fir Common Stock or purchases of
large blocks of our Common Stock, thus limiting gpportunities for our stockholders to receive engium for their Common Stock over then-
prevailing market prices. These provisions incltitefollowing:

Ownership limit . Our charter prohibits direct, indirect or constive ownership by any person or entity of morentBa8% of our
outstanding capital stock. Any attempt to own angfer shares of our capital stock in excess obreership limit without the
consent of our Board of Directors will be vo

Preferred Stock. Our charter authorizes our Board of Directorisswue Preferred Stock in one or more classes aestablish the
preferences and rights of any class of Preferredkdssued. These actions can be taken withouklstdder approval. The issuance
of Preferred Stock could have the effect of delgyon preventing someone from taking control ofexgn if a change in control
were in our stockholde’ best interest

Staggered board. Our Board of Directors is divided into three sles. As a result, each director generally serves foree-year
term. This staggering of our Board may discourdfgrefor us or make an acquisition of us moreiclifit, even when an
acquisition is in the best interest of our stockleos.

Maryland control share acquisition statute. Marylanc' s control share acquisition statute applies townéch means that persor
entities or related groups that acquire more tha# Bf our Common Stock may not be able to vote sxcless shares under certain
circumstances if such shares were acquired in bngoce transactions not approved by at least tvirdghof our outstanding
Common Stock held by disinterested stockholc

Maryland unsolicited takeover statute.Under Maryland law, our Board of Directors couldptivarious an-takeover provision
without the consent of stockholders. The adoptiosuch measures could discourage offers for usakenan acquisition of us more
difficult, even when an acquisition is in the biegérest of our stockholder

Anti -takeover protections of Operating Partnership agrement . Upon a change in control of the Company, thetéuhi
partnership agreement of the Operating Partnershjpires certain acquirers to maintain an umbgalanership real estate
investment trust (“UPREIT”) structure with termsledst as favorable to the limited partners acareently in place. For instance,
the acquirer would be required to preserve thetdichpartner’s right to continue to hold tax-defdrpartnership interests that are
redeemable for capital stock of the acquirer. Soh@ange of control transactions involving the Conypeould require the approval
of two-thirds of the limited partners of the OpargtPartnership (other than the Company). Theseisioms may make a change of
control transaction involving the Company more cbogped and therefore might decrease the likelihobslch a transaction
occurring, even if such a transaction would benaltiest interest of the Compi’s stockholders

Dilutive effect of stockholder rights plan. We have a stockholder rights plan, which is aufyescheduled to expire ¢

October 6, 2007, pursuant to which our existingldtolders would have the ability to acquire addiibCommon Stock at a
significant discount in the event a person or gratipmpts to acquire us on terms that our Boaiigfctors does not approve.
These rights are designed to deter a hostile taltdmywincreasing the takeover cost. As a resutty sights could discourage offers
for us or make an acquisition of us more difficelten when an acquisition is in the best interéstio stockholders. The rights plan
should not interfere with any merger or other basghcombination the Board of Directors approvesesime may generally
terminate the plan at any time at nominal ¢

12
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Material weaknesses in our internal control over fnancial reporting could directly or indirectly cause a material misstatement of
our financial statements. Additionally, no assurane can be provided that we will be able to preventraletect material misstatements to
our financial statements in the future.Material weaknesses in our internal control oveaficial reporting could cause a material misstaté
of our financial statements. Our internal contreéofinancial reporting was not effective at Decem®1, 2006 due to material weaknesses as
of such date in the internal control environmesbagated with accounting for real estate assetsaleiscussion of these material weaknesses
that existed as of December 31, 2006, see “CoatrdIProcedures.” A material weakness is a sigmifidaficiency, or a combination of
significant deficiencies, that results in more tlaaremote likelihood that a material misstateméithe annual or interim financial statements
will not be prevented or detected. Although we hiken various measures to improve our internalrobaver financial reporting, we have |
yet completed all of our planned remediation atiiginor been required to undertake an evaluaficuointernal control over financii
reporting since December 31, 2006. Therefore, waaa@provide any assurances that the material veessses described above have been
sufficiently remediated as of the date of this pexgus. In addition, no assurance can be proviugtdate will be able to prevent or detect
material misstatements to our financial statemintise future.
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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

Some of the information in this prospectus may awntorward-looking statements. Such statementsidigs in particular, statements
about our plans, strategies and prospects undeséiction and under the heading “Business.” Youdanmtify forward-looking statements by
our use of forward-looking terminology such as “nidwill,” “expect,” “anticipate,” “estimate,” “coniinue” or other similar words. Although
we believe that our plans, intentions and expeamtatreflected in or suggested by such forward-loglstatements are reasonable, we cannot
assure you that our plans, intentions or expectatiall be achieved. When considering such forwlaaking statements, you should keep in
mind the following important factors that could sewur actual results to differ materially fromsbeaontained in any forward-looking
statement:

”ou ” o ”ou

» speculative development activity by our competiiarsur existing markets could result in an excessupply of office, industrial
and retail properties relative to tenant dems

» the financial condition of our tenants could detmte;

* we may not be able to complete development, adgprisreinvestment, disposition or joint venturejpcts as quickly or on ¢
favorable terms as anticipate

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

* we may not be able to meet our liquidity requiretaer obtain capital on favorable terms to fund working capital needs ar
growth initiatives or to repay or refinance outstiag debt upon maturity

* we could lose key executive officers; &
» our southeastern and midwestern markets may aufitxpected declines in economic grov

This list of risks and uncertainties, however, @ imtended to be exhaustive. You should also vevfee other cautionary statements we
make in “Risk Factors” set forth elsewhere in higspectus.

Given these uncertainties, you should not placeiamdliance on forward-looking statements. We uiadterno obligation to publicly
release the results of any revisions to these faaoking statements to reflect any future evemtsircumstances or to reflect the occurrence
of unanticipated events.
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USE OF PROCEEDS

We will not receive any of the proceeds from thie sé Common Stock offered by the selling stockleotdnamed in this prospectus. In
connection with the issuance of the shares offbyeds through this prospectus, we will receive wagrant or Common Unit for each of the
shares issuable upon exercise or redemption cfahree number of outstanding warrants or units.
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MARKET PRICE OF AND DIVIDENDS ON THE REGISTRANT'S C OMMON EQUITY
AND RELATED STOCKHOLDER MATTERS

Our Common Stock is traded on the NYSE under thebsy “HIW.” The following table sets forth the quarterly higiddow stock price
per share reported on the NYSE for the quarterisételd and the dividends paid per share during guelnter.

2006 2005
Quarter Ended High Low Dividend High Low Dividend
March 31 $34.71  $29.2C $ .42t  $27.82 $24.27 $ .42%
June 3( 36.1¢ 29.5¢ 428 30.5¢ 26.1¢ 428
September 3 38.1¢ 35.3¢ A2t 31.8¢ 28.4: A2t
December 3: 41.31 36.4( A2t 29.91 26.72 A2t

On April 16, 2007, the last reported stock pric@of Common Stock on the NYSE was $41.47 per sinadeve had 1,528 common
stockholders of record.

We intend to continue to pay quarterly dividendbadders of shares of Common Stock and make digtoibs to holders of Common
Units. Future dividends and distributions will kefee discretion of the Board of Directors and wipend on our actual funds from operations,
our financial condition, capital requirements, #mual dividend requirements under the REIT prowsiof the Internal Revenue Code and
such other factors as the Board of Directors daeheyant. See “Management’s Discussion and Anabysisnancial Condition and Results of
Operations — Liquidity and Capital Resources —Stotder Dividends.”

During 2006, cash dividends on Common Stock tot&éled0 per share, $0.97 of which represented retlcapital for income tax
purposes. The minimum dividend per share of ComB8togk required for the Company to maintain its REfdtus (excluding any net capital
gains) was $0.24 per share in 2005. Aggregate elivid paid on Preferred Stock exceeded REIT taxatdene (excluding capital gains) in
2006, which resulted in no required dividend on @Gan Stock in 2006 for REIT qualification purposes.

During the fourth quarter of 2006, we did not isamg Common Stock that was not registered undegéuairities Act of 1933 nor did we
repurchase any Common Stock or Preferred Stock.

The Company has a Dividend Reinvestment and Staoth@se Plan under which holders of Common Stogketect to automatically
reinvest their dividends in additional shares ofrfiwon Stock and may make optional cash paymengsdaitional shares of Common Stock.
The administrator of the Dividend Reinvestment Stack Purchase Plan has been instructed by the &onip purchase Common Stock in
open market for purposes of satisfying the Compmo¥pligations thereunder. However, the Company imélye future elect to satisfy such
obligations by issuing additional shares of Comr8twck.

The Company has an Employee Stock Purchase Plati fortive employees, under which participants maytribute up to 25.0% of
their compensation for the purchase of Common StGekerally, at the end of each three-month offeperiod, each participant’s account
balance is applied to acquire newly issued shdr€mmon Stock at a cost that is calculated at®500the lower of the average closing price
on the NYSE on the five consecutive days precetliedirst day of the quarter or the five days pdeg the last day of the quarter.
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SELECTED FINANCIAL DATA

The following selected financial data as of Decenie 2006 and 2005 and for each of the three yindre period ended
December 31, 2006 is derived from the Company’staddConsolidated Financial Statements includeeveere herein. The selected financial
data as of December 31, 2004, 2003 and 2002 arehfir of the two years in the period ended Dece®be?003 is derived from previously
issued financial statements and, as required bySSRé& 144, “Accounting for the Impairment or Dispbef Long-Lived Assets,” (“SFAS
No. 14¢"), results and balance sheet data for the yeatedeBDecember 31, 2005, 2004, 2003 and 2002 welassi#fied from previously
reported amounts to reflect in discontinued opersatithe operations for those properties sold at foglsale in 2006 which qualified for
discontinued operations presentation. The inforomaith the following table should be read in confime with the Company’s audited
Consolidated Financial Statements and related matisded herein ($ in thousands, except per stiatra):

Years Ended December 31

2006 2005 2004 2003 2002
Rental and other revenues $ 416,79¢ $ 396,07! $ 389,58° $ 414,74! $ 424,35
Income from continuing operations $ 36468 $ 27,728 $ 21,044 $ 7,90¢€ $ 32,78(
Income/(loss) from continuing operations availabléor common
stockholders $ 1759¢ $ (3,78) $ (9,808 $ (22,946 $  1,92¢
Net income $ 53,74 $ 6245¢ $ 41577 $ 42,64¢ $ 80,05:
Net income available for common stockholder $ 3487¢ $ 3094¢ $ 10,728 $ 11,797 $ 49,20(
Net income per common shar+ basic:
Income/(loss) from continuing operatia $ 03z $ (0.07) $ (0.1¢) $ (049 $ 0.04
Net income $ 064 $ 0.5¢ $ 02C $ 02z % 0.9:
Net income per common shar+ diluted:
Income/(loss) from continuing operatic $ 031 $ (0.07) $ (0.19) $ (043 % 0.04
Net income $ 0.6z $ 05¢ $ 02C $ 02z % 0.9
Dividends declared per common shar $ 1.7C $ 1.7C % 1.7C  $ 186 $ 2.3¢
December 31,
2006 2005 2004 2003 2002
Balance Sheet Data
Total asset $2,844,85. $2,908,97¢ $3,239,65! $3,513,22: $3,745,26!
Total mortgages and notes paya $1,465,12! $1,471,611 $1,572,57. $1,718,27- $1,796,16
Financing obligation $ 3553( $ 34,15« $ 6530¢ $ 125,770 $ 122,66t
Co-venture obligatior $ —  $ — — 3 — $ 4351
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

You should read the following discussion and arnslysconjunction with the accompanying Consolidafénancial Statements and
related notes contained elsewhere in this prosgectu

O VERVIEW

We are a fully integrated, self-administered arlirm@anaged equity REIT that provides leasing, mamagnt, development, construction
and other customer-related services for our pragseand for third parties. As of December 31, 200§ owned or had an interest in 392 in-
service office, industrial and retail propertiescempassing approximately 34.3 million square fedich includes seven in-service office and
industrial development properties that had notrgathed 95% stabilized occupancy aggregating appataly 953,000 square feet, and 527
rental residential units. As of that date, we alamed development land and other properties unelegldpment as described under “Business”
below. We are based in Raleigh, North Carolina, @andproperties and development land are locatédarida, Georgia, lowa, Kansas,
Maryland, Missouri, North Carolina, South Carolii@nnessee and Virginia.

Results of Operations

Approximately 82% of our rental and other revermaeenf continuing operations in 2006 was derived fiaum office properties. As a resi
while we own and operate a limited number of indaktretail and residential properties, our opatesults depend heavily on successfully
leasing our office properties. Furthermore, singeraximately 65% of our annualized revenues frofiteforoperties come from properties
located in Florida, Georgia, North Carolina and dessee, economic growth in those states is andevilinue to be an important determina
factor in predicting our future operating results.

The key components affecting our rental revenweastrare dispositions, acquisitions, new developsglated in service, average
occupancy and rental rates. Average occupancy gnarcreases during times of improving econonmavgh, as our ability to lease space
outpaces vacancies that occur upon the expiratibazgisting leases. Average occupancy generalljirdecduring times of slower economic
growth, when new vacancies tend to outpace ouityabil lease space. Asset acquisitions, dispositaomd new developments placed in service
directly impact our rental revenues and could inbjpac average occupancy, depending upon the occypate of the properties that are
acquired, sold or placed in service. A further @ador of the predictability of future revenueshie expected lease expirations of our portfolio.
As a result, in addition to seeking to increaseamgrage occupancy by leasing current vacant spacalso must concentrate our leasing
efforts on renewing leases on expiring space. Faerimformation regarding our lease expirations, ‘$&roperties — Lease Expirations.”

Whether or not our rental revenue tracks averagapmancy proportionally depends upon whether remtieunew leases signed are hig
or lower than the rents under the previous leaBes.average rental rate per square foot on secemergtion and renewal leases signed in our
Wholly Owned Properties compared to the rent utigeprevious leases (based on straight line reatas) was 2.5% higher in 2006, 2.2%
lower in 2005 and 1.5% lower in 2004. The annudlimmntal revenues from second generation leaseediguring any particular year is
generally less than 15% of our total annual remaénues.

Our expenses primarily consist of rental propexiyemses, depreciation and amortization, generabhdministrative expenses and inte
expense. Rental property expenses are expensesaasdavith our ownership and operation of rentabgrties and include expenses that vary
somewhat proportionately to occupancy levels, ssscbommon area maintenance and utilities, and ergehat do not vary based on
occupancy, such as property taxes and insurangegeBiation and amortization is a non-cash expessecéated with the ownership of real
property and generally remains relatively consiséarth year, unless we buy or sell assets, sinaeweciate our properties and related
building and tenant improvement assets on a strdilgh basis over a fixed life. General and adntmiive expenses, net of amounts
capitalized, consist primarily of management angleyee salaries and other personnel costs, cogporegrhead and long-term incentive
compensation. Interest expense depends upon thenamioour borrowings, the weighted average inter@gs on our debt and the amount of
interest capitalized on development projects.
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Liquidity and Capital Resources

We incur capital expenditures to lease space t@astomers and to maintain the quality of our proge to successfully compete against
other properties. Tenant improvements are the cegtsred to customize the space for the specdads of the customer. Lease commissions
are costs incurred to find the customer for theeaphease incentives are costs paid to or on beh&hants to induce them to enter into leases
and that do not relate to customizing the spacéhmtenant’s specific needs. Building improvememesrecurring capital costs not related to a
customer to maintain the buildings. As leases expwe either attempt to relet the space to aniegisustomer or attract a new customer to
occupy the space. Generally, customer renewalsreelpuver leasing capital expenditures than raigtto new customers. However, market
conditions such as supply of available space omtaket, as well as demand for space, drive ngt cutomer rental rates but also tenant
improvement costs. Leasing capital expendituresuarertized over the term of the lease and buil@imgrovements are depreciated over the
appropriate useful life of the assets acquiredhBoé included in depreciation and amortizatioresults of operations.

Because we are a REIT, we are required under therdetax laws to distribute at least 90.0% of R T taxable income, excluding
capital gains, to our stockholders. We generallynesits received from customers and proceeds fades sf non-core development land to
fund our operating expenses, recurring capital edjperes and stockholder dividends. To fund prgpacdquisitions, development activity or
building renovations, we may sell other assetsraayg incur debt from time to time. As of Decembey 3006, we had $741.6 million of
secured debt outstanding and $723.5 million of cmssd debt outstanding. Our debt generally conefstsortgage debt, unsecured debt
securities and borrowings under our credit faeiiti

As of December 31, 2006 and March 31, 2007, weampgaoximately $113.0 million and $396.3 millionspectively, of additional
combined borrowing availability under our existimgsecured credit facility and under our securedlxéwvg construction credit facility.

Our credit facilities and the indenture governing outstanding long-term unsecured debt securiéiggire us to satisfy various operating
and financial covenants and performance ratiosa Aesult, to ensure that we do not violate the igions of these debt instruments, we may
from time to time be limited in undertaking certaictivities that may otherwise be in the best gséeof our stockholders, such as repurchasing
capital stock, acquiring additional assets, indrepthe total amount of our debt or increasing ldhadder dividends. We review our current and
expected operating results, financial condition plathned strategic actions on an ongoing basith®purpose of monitoring our continued
compliance with these covenants and ratios. Anyaived event of default could result in an accelenadf some or all of our debt, severely
restrict our ability to incur additional debt tonfi short- and long-term cash needs or result ihdrignterest expense.

To generate additional capital to fund our growtt ather strategic initiatives and to lessen theership risks typically associated with
owning 100.0% of a property, we may sell some afroperties or contribute them to joint ventuhden we create a joint venture with a
strategic partner, we usually contribute one orammoperties that we own and/or vacant land tovdynarmed entity in which we retain an
interest of 50.0% or less. In exchange for our equaninority interest in the joint venture, we geally receive cash from the partner and re
some or all of the management income relating égttoperties in the joint venture. The joint vestiiself will frequently borrow money on its
own behalf to finance the acquisition of, and/melage the return upon, the properties being aeduiy the joint venture or to build or acquire
additional buildings. Such borrowings are typically a non-recourse or limited recourse basis. \ergdly are not liable for the debts of our
joint ventures, except to the extent of our equntyestment, unless we have directly guaranteedétiyat debt. In most cases, we and/or
strategic partners are required to guarantee cagtoaxceptions to non-recourse liability in n@tourse loans. See Note 15 to the Consolil
Financial Statements for additional informationcaentain debt guarantees. We have historically stéo additional Common Stock or Prefer
Stock or issued Common Units to fund additionalghoor to reduce our debt, but we have limited éheBorts since 1998 because funds
generated from our capital recycling program irergg/ears have provided sufficient funds to satisfyliquidity needs. In addition, we have
recently used funds from our capital recycling peag to redeem Common Units and Preferred Stockédsh.
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R ESuULTS oF O PERATIONS

Comparison of 2006 to 2005

The following table sets forth information regamliour results of operations for the years endecebéer 31, 2006 and 2005 ($ in
millions). As noted above and as more fully dessmliin Note 1 to the Consolidated Financial Statémexs required by SFAS No. 144, results
for the year ended December 31, 2005 were rediddibm previously reported amounts to reflectliscontinued operations the operation:s
those properties sold or held for sale in 2006 Wigjgalified for discontinued operations presentatio

Years Ended December 31 2006 to 200t
2006 2005 $ Change % Change
Rental and other revenues $ 416.¢ $ 396.1 $ 20.7 5.2%
Operating expenses
Rental property and other expen 153.t 141.¢ 11.¢ 8.4
Depreciation and amortizatic 115.C 109.¢ 5.4 4.¢
Impairment of assets held for L 2.6 7.€ (5.0 (65.¢)
General and administrati\ 37.5 33.C 4.3 13.C
Total operating expens 308.¢ 291.¢ 16.€ 5.7
Interest expense:
Contractua 94.2 98.7 (4.5) (4.€)
Amortization of deferred financing cos 2.4 3.4 (2.0 (29.9
Financing obligation 4.2 5.C (0.8 (16.0
100.¢ 107.1 (6.9) (5.9
Other income/(expense)
Interest and other incon 7.C 7.1 (0.2) 1.9
Settlement of bankruptcy clai 1.6 — 1.€ 100.C
Loss on debt extinguishmer (0.5) (0.5) — —
8.1 6.€ 1kt 22.7
Income/(loss) before disposition of property, minaty interest and equity in
earnings of unconsolidated affiliates 15.7 3.8 11.¢ 313.2
Gains on disposition of property, r 16.2 14.1 2.1 14.€
Minority interest (2.2 0.t (2.7) (540.0
Equity in earnings of unconsolidated affilia 6.8 9.3 (2.5) (26.9)
Income from continuing operations 36.5 27.7 8.8 31.¢
Discontinued operations:
Income from discontinued operations, net of miryanteresi 3.4 11. (8.2 (70.9
Gains, net of impairments, on sales of discontinyggtations, net ¢
minority interest 13.€ 23.2 (9.3 (40.7)
17.2 34.7 (17.4) (50.2)
Net income 53.¢ 62.4 (8.6) (13.9)
Dividends on preferred stot (17.1) (27.2) 10.1 37.1
Excess of preferred stock redemption cost oveyoayvalue (1.8 (4.9 2.E 58.1
Net income available for common stockholder $ 34.c¢ $ 30 $ 4cC 12.€%

Rental and Other Revenue

The increase in rental and other revenues fromimaing operations was primarily the result of highgerage occupancy in 2006 as
compared to 2005, the contribution from developexperties placed in service in the latter part@2and in 2006 and the consolidation ol
Markel joint venture effective January 1, 2006dessussed in Note 1 to the Consolidated Finandatke$ients. These increases were partly
offset by a decrease in lease termination fees #0685 to 2006 and the recognition of Eastshore@srgleted sale which occurred in the third
quarter of 2005.

As of the date of this filing, we continue to seedest improvements in employment trends in mosuofmarkets and an improving
economic climate in the Southeast. There has beslest but steady positive absorption of office sgaanost of our markets during the past
year. Also, we expect to deliver approximately rhillion
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square feet of new office and industrial developnpeaperties by the end of 2007, which are 38%lpased (weighted based on investmen
of December 31, 2006. We have sold and expectltadditional non-core properties in 2007 that wilbbably be classified as discontinued
operations.

Rental Property and Other Expens

The increase in rental and other operating expgmsesirily was a result of general inflationary ieases in certain operating expenses,
such as salaries, benefits, utility costs andestdte taxes, expenses of developed propertiesduiaservice in the latter part of 2005 and 2006
and the consolidation of the Markel joint ventufieetive January 1, 2006, as discussed in NotethhddConsolidated Financial Statements.
These increases were partly offset by a decreaspdrating expenses as a result of the recogrifi@astshore as a completed sale which
occurred in the third quarter of 2005.

Operating margin, defined as rental and other negdess rental property and other expenses expressa percentage of rental and other
revenues, decreased from 64.3% in 2005 to 63.22006. This decrease in margin was primarily calsedperating expenses increasing fr
inflationary pressures at a higher rate than ootateevenues and operating cost recoveries.

We expect rental and other operating expensestease in 2007 as compared to 2006 from anticigafdionary increases in certain
fixed operating expenses, particularly higher wytitiosts, and by operating expenses of the devedapproperties placed in service during 2
and 2007.

The increase in depreciation and amortizationiimarily a result of the contribution from developeaperties placed in service in the
latter part of 2005 and in 2006 and the consolitatif the Markel joint venture effective Januan2@06, as discussed in Note 1 to the
Consolidated Financial Statements. These incramsespartly offset by a decrease related to thegmition of Eastshore as a completed sale
which occurred in the third quarter of 2005.

For 2006, one office property had indicators of @inment where the carrying value exceeded the dutrecestimated undiscounted
future cash flows. Therefore, an impairment of tsskeld for use of $2.6 million was recorded in year ended December 31, 2006. For 2005,
one land parcel and one office property had indisadf impairment where the carrying value excedtledsum of estimated undiscounted
future cash flows. Therefore, impairments of asketd for use aggregating $7.6 million were recdrifethe year ended December 31, 2005.

The increase in general and administrative expamasrimarily related to higher annual and Idegn incentive compensation costs
from deferred compensation, a portion of whicheisognized based on increases in the total retuosuo@€ommon Stock, which was 50.6% in
2006, higher salary and fringe benefit costs fromual employee wage and salary increases, inflatjoeffects on other general and
administrative expenses and costs related to thremeent of a certain officer at June 30, 2006.

In 2007, general and administrative expenses greated to decrease slightly as the total returedbasgjuity incentive compensation and
deferred compensation costs are expected to be tbae in 2006, partly offset by anticipated infiaary increases in non-equity
compensation, benefits and other costs.

Interest Expenst

The decrease in contractual interest was primdrily to a decrease in average borrowings from $Inillibn in the year ended
December 31, 2005 to $1,441 million in the yeareehDecember 31, 2006, partially offset by an ineeeia weighted average interest rates on
outstanding debt from 6.80% in the year ended Dbeerdl, 2005 to 6.92% in the year ended Decemhe2®)6. In addition, capitalized
interest in 2006 was approximately $2.1 milliontrég compared to 2005 due to increased developneéwityand higher average construction
and development costs. Interest allocated to disaoed operations was $1.2 million in 2005 compace$i0.6 million in 2006.

The decrease in amortization of deferred financiogts was primarily related to obtaining the newoheing credit facility in May 2006,
as discussed further in the Note 5 to the CongaliiRinancial Statements, resulting in a reduabioamortization of deferred financing cost:
approximately $1.0 million from 2005 to 2006.
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The decrease in interest from financing obligatisas primarily a result of the completed sale oé¢hbuildings in Richmond, Virginia
(the Eastshore transaction) in the third quart&0ffs and the elimination of the related finanadagjgation. Partly offsetting this decrease was
an increase in 2006 related to SF-HIW HarborvieazRILP primarily from amortization of the optiorscibunt, as described in Note 3 to the
Consolidated Financial Statements.

Total interest expense is expected to decline 0v3@rimarily from lower average interest rates assalt of completed and planned debt
refinancings in late 2006 and early 2007 at rdtasdre lower than the prior debt and higher cipéd interest from increased development
project costs in 2007 compared to 2006. Average liglances are not expected to vary materially f2O®6 in 2007 since we generally expect
to fund costs associated with our development iégtiv 2007 with proceeds from property disposigon

Settlement of Bankruptcy Clair

In 2006, we received a settlement of a bankrupl@yrcin the amount of $1.6 million related to lesgdth a former tenant that were
terminated in 2003. See Note 18 to the Consolidabedncial Statements for further discussion.

Loss on Debt Extinguishment

In 2006, we had $0.5 million from losses on eaxiirgguishments of debt, including our old revolvieigdit facility and bank term loan,
which were paid off in the second quarter of 20p6ruthe closing of our new revolving credit fagiliThe $0.5 million of loss in 2005 relates
to loans that were paid off early in 2005 from m@eds raised from disposition activities.

Gains on Disposition of Property; Minority InteresEquity in Earnings of Unconsolidated Affiliates

Net gains on dispositions of properties not clésdifis discontinued operations were $16.2 milliothe year ended December 31, 2006
compared to $14.1 million for the year ended Decandd, 2005; the components of net gains are dextin Note 4 to the Consolidated
Financial Statements. Gains are dependent on #wfigpassets sold, their historical cost basis @hér factors, and can vary significantly fr
period to period.

Minority interest changed from $0.5 million of inoe in the year ended December 31, 2005 to $2.2omitif expense in the year ended
December 31, 2006. In 2005, the Operating Partiehstd a loss from continuing operations after &refd Unit distributions which caused
minority interest income. In 2006, the Operatingt®ership had income from continuing operationsraftreferred Unit distributions, resulting
in minority interest expense related to the OprgaRartnership. In addition, minority interest B0B includes $0.6 million from the
consolidation of the Markel joint venture, the ameting for which changed from equity method to adigstion effective January 1, 2006, as
described in Note 1 to the Consolidated Finandiale®nents.

The decrease in equity in earnings of unconsoliatliates primarily resulted from the consoliet of the Markel joint venture in
2006, and from $0.7 million of our share of a lossearly debt extinguishment from refinancing @frie in the Des Moines joint ventures in
third quarter of 2006. The Markel joint venture gdsuted $0.8 million to equity in earnings of umsolidated affiliates during the year ended
December 31, 2005. In addition, capitalizationrtérest ceased and full depreciation commencecdhbigj December 2005 for the office
property in the Plaza Colonnade, LLC joint ventwigch caused an approximate $0.6 million reductibequity in earnings of unconsolidated
affiliates in 2006 compared to 2005.

Discontinued Operation:

In accordance with SFAS No. 144, we classifiedimedme of $17.3 million and $34.7 million as distinned operations for the year
ended December 31, 2006 and 2005, respectivelyseTamounts relate to 7.6 million square feet dteféind industrial properties and 202
residential units sold during 2005 and 2006 andhilBon square feet of property held for sale @c®mber 31, 2006. These amounts include
net gains on the sale of these properties of $hdl®n and $23.2 million in the year ended DecemBg, 2006 and 2005, respectively.
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Preferred Stock Dividends and Excess of Preferrddc& Redemption Costs in Excess of Carrying Va

The decreases in Preferred Stock dividends andsexafePreferred Stock redemption costs over cagryalue were due to the
redemptions of $130.0 million of Preferred Stockha third quarter of 2005 and $50.0 million of flereed Stock in the first quarter of 2006.
Net Income and Net Income Allocable to Common Stholders

We recorded net income of $53.8 million in 2006 pamed to $62.4 million in 2005, and net incomealde to common stockholders of
$34.9 million in 2006 compared to $30.9 million2005; these changes resulted from the variousradescribed above.
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Comparison of 2005 to 2004

The following table sets forth information regamliour results of operations for the years endece®Béer 31, 2005 and 2004 ($ in
millions). As noted above and as more fully dessiiin Note 1 to the Consolidated Financial Statémexs required by SFAS No. 144, results
for the years ended December 31, 2005 and 2004 reelassified from previously reported amountsatibect in discontinued operations the
operations for those properties sold or held fte 822006 which qualified for discontinued opeoat presentation.

Years Ended December 31, 2005 to 2004
2005 2004 $ Change % Change
Rental and other revenues $ 396.1 $ 3896 $ 6. 1.7%
Operating expenses
Rental property and other expen 141.¢ 137.¢ 3.7 2.7
Depreciation and amortizatic 109.€ 108.¢ 0.8 0.7
Impairment of assets held for L 7.6 — 7.€ 100.C
General and administrati 33.C 41.F (8.5 (20.5)
Total operating expens: 291.¢ 288.2 3.€ 1.2
Interest expense:
Contractua 98.7 104.¢ (6.2) (5.9
Amortization of deferred financing cos 34 3.7 (0.2 (8.2
Financing obligation 5.C 10.C (5.0 (50.0
107.1 118.f (11.9 (9.6)
Other income/(expense)
Interest and other incon 7.1 6.1 1.C 16.4
Settlement of bankruptcy clai — 14.4 (14.9 (200.0
Loss on debt extinguishmer (0.5) (12.9) 11.¢ 96.C
6.6 8.1 (1.5) (18.5)
Income/(loss) before disposition of property, minaty interest and equity in
earnings of unconsolidated affiliates 3.8 (9.0 12.¢ 142.2
Gains on disposition of property, r 14.1 21.€ (7.5) (34.9)
Minority interest 0.5 1.C (0.5 (50.0
Equity in earnings of unconsolidated affilia 9.3 7.4 1.6 25.7
Income from continuing operations 27.1 21.C 6.7 31.¢
Discontinued operations:
Income from discontinued operations, net of miryariteresi 11.t 17.7 (6.2 (35.0
Gains, net of impairments, on sales of discontimygeations, net of
minority interes! 23.2 2.8 20.2 728.€
34.7 20.t 14.2 69.2
Net income 62.4 41.F 20.¢ 50.4
Dividends on preferred stot (27.2) (30.9) 3.€ 11.7
Excess of preferred stock redemption cost oveyayivalue (4.3 — (4.3 (100.0)
Net income available for common stockholder $ 30.¢ $ 107 $ 20.2 188.8%

Rental and Other Revenue

The $6.5 million increase in rental and other rexenfrom continuing operations was primarily theufeof higher average occupancy in
2005 compared to 2004, revenues contributed fromderelopment properties placed in service dutiregsecond half of 2005, and higher
termination fee income in 2005. These positivedases were patrtially offset by a reduction in rexssnfrom sold properties that were not
classified as discontinued operations.

Operating Expenses

Rental and other operating expenses from continojragations (real estate taxes, utilities, insusanepairs and maintenance and other
property-related expenses) increased $3.7 millic2005 compared to 2004, primarily as a resultighiér average occupancy in 2005 and
general inflationary increases in certain operaéirgenses, such as salaries, benefits, utilitysasd real estate taxes. These increases were
partially offset by a reduction in operating expeshfrom sold properties that were not classifiedissontinued operations.
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Operating margin, defined as rental and other reedess rental property and other expenses exprassa percentage of rental and other
revenues, decreased from 64.7% in 2004 to 64.320058. This decrease in margin was primarily calmsedperating expenses increasing fr
inflationary pressures at a higher rate than ontateevenues and operating cost recoveries.

Depreciation and amortization from continuing opierss increased slightly in 2005. This slight irese primarily resulted from a
relatively higher proportion in 2005 of leasing etss(tenant improvements and deferred leasing )oesish have shorter lives compared to
buildings which are depreciated over 40 years. Wais partially offset by a reduction in depreciatamd amortization from sold properties that
were not classified as discontinued operations.

Impairments on assets held for use were $7.6 milhdi2005 compared to none in 2004. In 2005 one fmrcel and one office property,
which are classified as held for use, had indicatdimpairment where the carrying value exceetledstim of projected undiscounted future
cash flows. Accordingly, we recognized impairmerssles of $7.6 million during the year ended Decer@bhe2005.

The $8.5 million decrease in general and admirisgraxpenses in 2005 as compared to 2004 primaailtes to (1) $4.6 million
recognized in 2004 in connection with a retiremmantkage for our former chief executive officer (dkxe 18 to the Consolidated Financial
Statements) and (2) a $5.4 million decrease in 2@03pared to 2004 primarily relating to costs afspanel, consultants and our independent
auditors in connection with (a) the initial implentation of Section 404 of the Sarbanes-Oxley A@004, (b) evaluation of a strategic
transaction in 2004, and (c) the preparation artit @f the restated Consolidated Financial Stateémigrtluded in our 2004 Annual Report on
Form 10-K. These decreases were partially offseibg million net increase primarily related tolég long-term incentive compensation
costs, salary and fringe benefit costs and othstisco

Interest Expenst

The $6.1 million decrease in contractual interess$ wrimarily due to a decrease in average borrairgn $1,657 million in 2004 to
$1,508 million in 2005, partially offset by an ieaise in weighted average interest rates on outstaddbt from 6.46% in 2004 to 6.76% in
2005. The decrease in average debt balances aditegan 2005 was primarily due to the debt redutdicnade during 2005 as described in
Note 5 to the Consolidated Financial Statementadttition, capitalized interest in 2005 was apprately $1.9 million higher compared
2004 due to increased development activity anddrigherage construction and development costs.

The $5.0 million decrease in interest expense mamfiing obligations was primarily a result of theghase of our partner’s interest in the
Orlando City Group properties in MG-HIW, LLC on M#r2, 2004 which eliminated the requirement to reédmancing obligation interest
expense with respect to the Orlando City Group eridgs after that date (see Note 3 to the Condelitleinancial Statements).

Other Income/Expense
In 2004, we received net proceeds of $14.4 miltisra result of the settlement of the bankruptcyofldCom (See Note 18 to our
Consolidated Financial Statements for further dis@n on this settlement).

Loss on debt extinguishments decreased $11.9 miilmm $12.4 million in 2004 to $0.5 million in 280In 2004, a $12.3 million loss
was recorded related to the retirement of the Esalote Put Option Notes described in Note 5 toQbasolidated Financial Statements. The
$0.5 million of loss in 2005 relates to certairoof loans that were paid off early in 2005 fromgaeds raised from disposition activities.

Gains on Disposition of Property; Minority InteresEquity in Earnings of Unconsolidated Affiliates

Net gains on dispositions of properties not clésgifis discontinued operations were $14.1 milliA005 compared to $21.6 million
in 2004; the components of net gains are desciibdibte 4 to the Consolidated Financial Statemeagsns and impairments are dependent on
the specific assets sold, their historical costsbaisd other factors, and can vary significantbnfrperiod to period.
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Minority interest decreased from $1.0 million of@me in the year ended December 31, 2004 to $0li®modf income in the year ended
December 31, 2005 due to a corresponding decredbe Operating Partnership’s loss from continuwpgrations after Preferred Unit
distributions.

The $1.9 million increase in equity in earningsiiroontinuing operations of unconsolidated affiliateas primarily a result of an incre:
related to the formation of the HIW-KC Orlando, Lli@nt venture in late June 2004, which contribuaggroximately $1.4 million of
additional equity in earnings from continuing openas of unconsolidated affiliates in 2005. In &, the Plaza Colonnade, LLC joint
venture, which was placed in service in the foguhrter of 2004, contributed approximately $0.3iorilmore to equity in earnings in 2005
compared to 2004.

Discontinued Operation:

In accordance with SFAS No. 144, we classifiedimedme of $34.7 million and $20.5 million, net ofnarity interest, as discontinued
operations for the years ended December 31, 2002604, respectively. These assets classifiedsasuliinued operations comprise
8.9 million square feet of office and industriabperties and 290 residential units sold during 2@085 and 2004 and 0.3 million square fe:
property held for sale at December 31, 2006. Theseunts include gains, net of impairments, of diticaed operations of $23.2 million and
$2.8 million, net of minority interest, in the yeaanded December 31, 2005 and 2004, respectiiy}cdmponents of net gains are set out in
Note 4 to the Consolidated Financial Stateme

Preferred Stock Dividends and Excess of Preferradck Redemption Costs in Excess of Carrying Va

We recorded $27.2 million and $30.8 million in FRreéd Stock dividends in 2005 and 2004, respegtividie reduction was due to the
redemption of $130.0 million of Preferred Stockhe third quarter of 2005. In connection with tedemption of Preferred Stock, the $4.3
million excess of the redemption cost over theaagtying amount of the redeemed shares was recasladeduction to net income available
for common shareholders in 2005 in accordance Rt Topic D-42.

Net Income and Net Income Allocable to Common Stholders

We recorded net income of $62.4 million in 2005 pamed to $41.5 million in 2004, and net incomealae to common stockholders of
$30.9 million in 2005 compared to $10.7 million2004; these changes resulted from the variousradescribed above.
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L 1QuiDiTy AND C APITAL R ESOURCES

Statement of Cash Flows

As required by GAAP, we report and analyze our dksiis based on operating activities, investingwvitaes and financing activities. Tt
following table sets forth the changes in our démhis from 2005 to 2006 ($ in thousands):

Years Ended December 31

2006 2005 Change
Cash Provided by Operating Activiti $ 145,52! $ 154,13: $ (8,609
Cash Provided by Investing Activitit 64,73¢ 200,92! (136,19)
Cash Used in Financing Activiti¢ (194,78) (378,329 183,54
Total Cash Flow: $ 15,47¢ $ (23,270 $ 38,74¢

In calculating cash flow from operating activitie®gpreciation and amortization, which are non-eagkenses, are added back to net
income. As a result, we have historically generatstynificant positive amount of cash from opemgtactivities. From period to period, cash
flow from operations depends primarily upon changesur net income, as discussed more fully abowdet“Results of Operations,” changes
in receivables and payables, and net additiongore@ses in our overall portfolio, which affect #mount of depreciation and amortization
expense.

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

Cash used in financing activities generally relatestockholder dividends, distributions on Comnunits, incurrence and repayment of
debt and sales, repurchases or redemptions of Candtoek, Common Units and Preferred Stock. As dised previously, we use a signific
amount of our cash to fund stockholder dividends @ammon Unit distributions. Whether or not we hanereases in the outstanding balances
of debt during a period depends generally upométeffect of our acquisition, disposition, devetagnt and joint venture activity. We use our
revolving credit facility for working capital purges, which means that during any given periodrdemoto minimize interest expense, we will
likely record significant repayments and borrowingsler our revolving credit facility.

The decrease of $8.6 million in cash provided bgrapng activities in the year ended December 806Zompared to the same period in
2005 was primarily the result of lower cash flowenfi net income adjusted for changes in depreciatimhgains and impairments, partially
offset by a $1.8 million increase from net chanigesperating assets and liabilities.

The decrease of $136.2 million in cash providedhlgsting activities in the year ended December2BD6 compared to the same period
in 2005 was primarily a result of a $110.7 millidecrease in proceeds from dispositions of reateestssets and a $54.3 million increase in
additions to real estate assets and deferred tpassts. Partly offsetting these decreases wascaedse of $24.2 million in other investing
activities that resulted from a collateral subsiitn on a secured note pursuant to which the lerefanded $11.8 million in restricted cash in
2006, which had been paid in 2005, and an incre$&.1 million in distributions of capital from oansolidated affiliates as a result of a
refinancing of debt in 2006, as described in Note the Consolidated Financial Statements.

The decrease of $183.5 million in cash used imifiirag activities in the year ended December 316208s primarily a result of a
decrease of $80.0 million in redemptions of Pref@i$tock from 2005 to 2006, a $70.7 million redutiin net paydowns on our revolving
credit facility and mortgages and notes payabtie@ease of $10.2 million in Preferred Stock dindieresulting from our Preferred Stock
redemptions, and an increase of $41.2 million inpmeceeds from the sale of Common Stock due t@xieecise of stock options during 2006,
as described in Note 6 to the Consolidated Fina&t&tements.
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During 2007, we expect to have positive cash fléns operating activities. The net cash flows frimvesting activities in 2007 are
expected to be negative as cash inflows from ptgmispositions and joint ventures are expectdaettess than cash used for development,
capitalized leasing and tenant improvement costs.csh flows from operating and investing actgittcombined in 2007 are expected to be
positive and, together with positive financing célsivs from new debt borrowings or other sourced, ve used to pay stockholder and
unitholder distributions, scheduled debt maturjt@cipal amortization payments and any otheucidns of debt and Preferred Stock
balances (see Note 9 to the Consolidated FinaStééments).

Capitalization

The following table sets forth our capitalizatichat December 31, 2006 and December 31, 2005 ¢stinds, except per share
amounts):

December 31 December 31

2006 2005
Mortgages and notes payable, at recorded book $1,465,120 $1,471,61
Financing obligation $ 3553( $ 34,15
Preferred Stock, at liquidation val $ 197,44! $ 247,44!
Common Stock and Common Units outstanc 60,94« 59,47¢
Per share stock price at period ¢ $ 40.7¢ $ 28.4f
Market value of Common Stock and Common U $2,484,07  $1,692,17
Total market capitalization with de $4,182,18.  $3,445,39

Based on our total market capitalization of appreately $4.2 billion at December 31, 2006 (at thedhber 31, 2006 per share stock
price of $40.76 and assuming the redemption foreshaf Common Stock of the approximate 4.7 mill@smmon Units not owned by the
Company), our mortgages and notes payable repezb86t0% of our total market capitalization. Mogga and notes payable at
December 31, 2006 was comprised of $741.6 milliosecured indebtedness with a weighted averageestteate of 6.78% and $723.5 million
of unsecured indebtedness with a weighted averdgeest rate of 6.79%. As of December 31, 2006 patstanding mortgages and notes
payable and financing obligations were securecehy estate assets with an aggregate undepreciadédvalue of approximately $1.2 billion.

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

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

Amounts due during years ending December 31,

Total 2007 2008 2009 2010 2011 Thereafter
Mortgages and Notes Payable (1
Principal payment $1,465,12! $ 86,70¢ $110,34. $564,65¢ $ 9,057 $ 9,811 $684,55!
Interest payments (: 461,17¢ 93,50: 85,90¢ 66,04t 46,59¢ 45,84t 123,27¢
Financing Obligations:
SF-HIW Harborview Plaza, LP financing obligatior
3) (9) 20,00¢ — — — — — 20,00¢
Tax Increment Financing obligation (4) | 28,36¢ 2,182 2,182 2,18 2,18 2,18 17,45t
Capitalized ground lease obligation 2,00z 52 52 52 52 52 1,743
Capitalized lease obligations (5 481 252 18¢ 41 — — —
Purchase Obligations:
Completion contracts (1( 133,86: 104,90: 28,96( — — — —
Operating Lease Obligations:
Land leases (€ 51,19 1,06: 1,07¢ 1,11¢ 1,13% 1,15% 45,63¢
Other Long Term Liabilities Reflected on the Balane
Sheet:
Plaza Colonnade lease guarantee 37 — — 37 — — —
Highwoods DLF 97/26 DLF 99/32 LP lease guarai
(6) 41¢ — 41¢ — — — —
RRHWoods and Dallas County Partners lease
guarantee (6 49 — — — — — 49
RRHWoods, LLC (6; 28 — — 28 — — —
Industrial environmental guarantee 12t — — — — — 12t
Eastshore lease guarantee 4,084 4,084 — — — — —
DLF payable (8 3,551 52€ 53€ 54€ 55€ 567 82C
KC Orlando, LLC lease guarantee 42C 97 97 97 97 32 —
KC Orlando, LLC accrued lease commissions, te
improvements and building improvements 35€ — — — — — 35€
RRHWoods, LLC (6 403 — — — 403 — —
Total $2,171,68 $293,37( $229,76: $634,80: $60,08: $59,64¢ $894,02:

(1) See Note 5 to the Consolidated Financial Statenfentsirther discussior

(2) These amounts represent interest paymentsrdoeagage and notes payable, based on the stateifor the fixed rate debt and on the

December 31, 2006 rates for the variable rate défet.weighted average interest rate on the variaedebt as of December 31, 2006
was 6.15%

(3) This liability represents a financing obligatito our joint venture partner as a result of aatiog for this transaction as a financing
arrangement. See Note 3 to the Consolidated FiabBtatements for further discussi

(4) In connection with tax increment financing for ctrostion of a public garage related to an officdding constructed by us, we a
obligated to pay fixed special assessments ovOryeadr period. The net present value of these sisssds, discounted at 6.93%, which
represents the interest rate of the underlying pisnshown as a financing obligation in the Cordated Balance Sheet. We also receive
special tax revenues and property tax rebatesdedan interest and other income which are intentdatnot guaranteed, to provide
funds to pay the special assessme

(5) Included in accounts payable, accrued expensestaad liabilities.

(6) See Note 15 to the Consolidated Financial Statesxfenfurther discussior

(7) This represents our maximum exposure to contingsstunder our Eastshore guarantee. See Notes Boaindhe Consolidated Financ
Statements for further discussic

(8) Represents a fixed obligation we owe our partmélighwoods DLF 98/29, LP. This obligation ardeem an excess contribution from

our partner at the formation of the joint ventuaed the net present value of the fixed obligatisealnted at 9.62% which represents the

interest rate derived from the agreement, is resmbid other liabilities. See Note 2 to the Consathdl Financial Statements for further
discussion

(9) Interest components of the contractual obligatemesbased on the stated fixed rates in the institsnEor floating rate debt, interes
computed using the current rate in effect at Deerth, 2006

(10) This amount represents our estimate of contractolidations as of December 31, 2006 related toowarconstruction project
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Refinancings and Preferred Stock Redemptions in 2@and 2006

During 2005, 2006 and through February 15, 2007paid off $490 million of outstanding loans, exdhglany normal debt amortizatic
which included $260 million of secured debt witlvaighted average interest rate of 7.27% and $28mof unsecured floating rate debt
with a weighted average interest rate of 6.13%.répimately $531 million of real estate assets (Ham® undepreciated cost basis) became
unencumbered after paying off the secured debtalMteused some of the proceeds from our disposiiitimity to redeem, in August 2005 and
February 2006, all of our outstanding Series Ddtretl Shares and 3.2 million of our outstandingeSeB Preferred Shares, aggregating $180
million plus accrued dividends. These reductionsutstanding debt and Preferred Stock balances mvade primarily from proceeds from
property dispositions that closed in 2005, 2006 eady 2007, a $270 million increase in outstandingrowings under our revolving and non-
revolving credit facilities and by approximately@illion of additional loan proceeds on an exigtgecured loan. In connection with the
redemption of Preferred Stock, the excess of themgption cost over the net carrying amount of dueemed shares was recorded as a
reduction to net income available for common shalagrs. These reductions amounted to $4.3 milliwch $1.8 million for the third quarter
2005 and first quarter 2006, respectively.

Unsecured Indebtedness

On May 1, 2006, we obtained a new $350 millione&year unsecured revolving credit facility froomBaf America, N.A. We used
$273 million of proceeds from the new revolvingditéacility, together with available cash, to paf§ the remaining outstanding balance of
$178 million under our previous revolving creditifidy and a $100 million bank term loan. In contien with these payoffs, we wrote off
approximately $0.5 million in unamortized deferfedhncing costs in the second quarter of 2006 lasson debt extinguishment.

On August 8, 2006, this revolving credit facilitageamended and restated as part of a syndicattbravgroup of 15 banks. The revolv
credit facility was also upsized from $350 milliam$450 million. Our revolving credit facility isitially scheduled to mature on May 1, 2009.
Assuming no default exists, we have an option terekthe maturity date by one additional year ab@ny time prior to May 1, 2008, may
request increases in the borrowing availabilityemtthe credit facility by up to an additional $5@limn. The interest rate is LIBOR plus 80
basis points and the annual base facility fee ibd@ls points. As of December 31, 2006 and Marct2827, we had $373.5 million and $65.0
million, respectively, borrowed on this revolvingedit facility.

On March 22, 2007, the Operating Partnership sé@D$®00,000 aggregate principal amount of 5.85%e8ldue March 15, 2017. The
notes were issued under the indenture, dated Beadmber 1, 1996, among the Operating Partner$f@gCompany, and U.S. Bank National
Association (as successor in interest to WachowiakBN.A.), the trustee, and pursuant to resolstiofithe Company’s Board of Directors and
an officers’ certificate dated as of March 22, 2@87ablishing the terms of the notes. We usedé¢hpnoceeds from the sale of the notes to
repay borrowings outstanding under an unsecuredempiving credit facility that we obtained on Janp 31, 2007 (which was subsequently
terminated) and our $450 million unsecured revagwredit facility. In connection with the complatiof the offering, we entered into a
registration rights agreement dated as of Marct2@@7 with the initial purchasers of the notes. Tdgistration rights agreement requires the
Operating Partnership to file, within 90 days after closing date of the sale of the notes, a tregign statement with respect to an offer to
exchange the notes for other freely tradable ribitsare registered under the Securities Act oB1&8 to cause such exchange offer
registration statement to become effective witt80 #lays after the closing date. The Operating Bestip is required to complete the exche
offer within 210 days after the closing date. If faé to comply with the provisions of the regigtoa rights agreement, the interest rate will be
increased by 0.25% per annum during the 90-dayg@émmediately following the default and will ine®e by 0.25% per annum at the end of
each subsequent 90-day period, but in no eventslet increase exceed 0.50% per annum.

Our credit facilities and the indenture that goweonr outstanding notes require us to comply witst@mary operating covenants and
various financial and operating ratios. We areentty in compliance with all such requirements.haligh we expect to remain in compliance
with these covenants and ratios for at least tié year, depending upon our future operating peréorce, property and financing transactions
and general economic conditions, we cannot assaurehat we will continue to be in compliance.
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If any of our lenders ever accelerated outstanditg due to an event of default, we would not e sbborrow any further amounts
under our credit facilities, which would adversaffect our ability to fund our operations. If owlit cannot be paid, refinanced or extended at
maturity or upon acceleration, in addition to aaitufre to repay our debt, we may not be able toerdi&tributions to stockholders at expected
levels or at all. Furthermore, if any refinancisgione at higher interest rates, the increasetesttexpense would adversely affect our cash
flows and ability to make distributions to stockdheis. Any such refinancing could also impose tigfitencial ratios and other covenants that
would restrict our ability to take actions that vebotherwise be in our stockholders’ best interegth as funding new development activity,
making opportunistic acquisitions, repurchasing seeurities or paying distributions.

In May, July, August and September 2005 and Fehr2@06, we obtained waivers from the lenders undeiprevious revolving credit
facility and our previous bank term loans relattirnely reporting to the lenders of annual andrtgrly financial statements and to covenant
violations that could arise from future redemptiof®referred Stock due to the reclassificatioRPferred Stock from equity to a liability
during the period of time from the announcemerthefredemption until the redemption is completdue aforementioned modifications did
change the economic terms of the loans. In cormeetith these modifications, we incurred certaian@osts that are capitalized and amort
over the remaining terms of the loans. In Noven2885, we amended the $100.0 million bank term toaaxtend the maturity date to
July 17, 2006 and reduce the spread over the LIBM#Rest rate from 130 basis points to 100 basistpolhese loans were paid off in May
2006 in connection with the closing of our new rgirgy credit facility, as described above.

Current and Future Cash Needs

Rental and other revenues are our principal soofréends to meet our short-term liquidity requirertse which primarily consist of
operating expenses, debt service, stockholderetind, any guarantee obligations and recurring aagipenditures. In addition, we could
incur tenant improvement costs and lease commissilated to any releasing of vacant space.

As of March 31, 2007, other than principal amotitza on certain secured loans, we have no outstgraiebt that matures prior to the
of 2007. We expect to fund our short-term liquidigeds through a combination of available workiagital, cash flows from operations and
the following:

» the selective disposition of n-core land and other asse
e borrowings under our unsecured credit facility ander our existing $50.0 million secured revolvaggstruction loan

» the sale or contribution of some of our Wholly Owrigroperties, development projects and developfaadtto strategic joint
ventures to be formed with unrelated investorscihvould have the net effect of generating addétimapital through such sale or
contributions;

» the issuance of secured debt;
» the issuance of unsecured de¢

Our long-term liquidity needs generally include fhading of capital expenditures to lease spaatacustomers, maintain the quality of
our existing properties and build new propertiegpi@l expenditures include tenant improvement#ding improvements, new building
completion costs and land infrastructure costsamhemprovements are the costs required to custspace for the specific needs of first-
generation and second-generation customers. Bgiidiprovements are recurring capital costs notedl#o a specific customer to maintain
existing buildings. New building completion coste axpenses for the construction of new buildihgsd infrastructure costs are expenses to
prepare development land for future developmeriticthat is not specifically related to a singddeilding. Excluding recurring capital
expenditures for leasing costs and tenant impromsrend for normal building improvements, our expdduture capital expenditures for
started and/or committed new development projeet®wpproximately $260 million at December 31, 2806 were approximately $250
million at February 15, 2007. A significant portiohthese future expenditures are currently suligebinding contractual arrangements.
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Our long-term liquidity needs also include the fungdof development commitments, selective asseatiaitipns and the retirement of
mortgage debt, amounts outstanding under our diggiities and long-term unsecured debt. Our go#&b maintain a conservative and flexible
balance sheet. Accordingly, we expect to meetang-term liquidity needs through a combinationfthe issuance by the Operating
Partnership of additional unsecured debt securigBshe issuance of additional equity securitigghe Company and the Operating
Partnership, (3) borrowings under other securedtcoction loans that we may enter into, as we(dshe sources described above with
respect to our short-term liquidity. We expect $& such sources to meet our long-term liquidityirnents either through direct payments or
repayments of borrowings under our revolving créalitlity. As mentioned above, we do not intenaeserve funds to retire existing secure
unsecured indebtedness upon maturity. Instead, ilveagk to refinance such debt at maturity oreetiuch debt through the issuance of equity
or debt securities or from proceeds from salegopgrties.

We anticipate that our available cash and cashvelguits and cash flows from operating activitieghwash available from borrowings
and other sources, will be adequate to meet outata@md liquidity needs in both the short and leegn. However, if these sources of funds
insufficient or unavailable, our ability to pay dlends to stockholders and satisfy other cash patsweay be adversely affected.

Stockholder Dividends

To maintain our qualification as a REIT, we mustbute to stockholders at least 90.0% of our R&kable income, excluding capital
gains. REIT taxable income, the calculation of hig determined by the federal tax laws, does qoaknet income under GAAP. The
minimum dividend per share of Common Stock requicedhe Company to maintain its REIT status (edalg any net capital gains) was
$0.24 per share in 2005. Aggregate dividends paiBreferred Stock exceeded REIT taxable incomdydiy capital gains) in 2006, which
resulted in no required dividend on Common Stockd@6 for REIT qualification purposes. We generabyect to use our cash flow from
operating activities for dividends to stockholdarsl for payment of recurring capital expendituFagure dividends will be made at the
discretion of our Board of Directors. The followifartors will affect our cash flows and, accordinghfluence decisions of the Board of
Directors regarding dividends:

. debt service requirements after taking into accdeht covenants and the repayment and restructafiogrtain
indebtednes:

. scheduled increases in base rents of existingde

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

. changes in occupancy rates at existing properntidseaecution of leases for newly acquired or deyedboproperties
. operating expenses and capital replacement ne®digding tenant improvements and leasing costs

. sales of properties and r-core land

Off Balance Sheet Arrangements

We have several off balance sheet joint venturegaraglantee arrangements. The joint ventures weneefd with unrelated investors to
generate additional capital to fund property adtjaiss, repay outstanding debt, fund other straté@ytiatives and lessen the risks typically
associated with owning 100.0% of a property. Wherncreate a joint venture with a strategic partwerusually contribute one or more
properties that we own to a newly formed entityvimch we retain an equal or minority interest. ktkeange for an equal or minority interest in
the joint venture, we generally receive cash frompartner and frequently retain the managementneaelating to the properties in the joint
venture. For financial reporting purposes, certagisets we sold have been accounted for as finaaniaggements. See Notes 1, 2 and 3 to the
Consolidated Financial Statements.
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As discussed in Note 1, we generally account foriroeestments in less than majority owned jointtueas, partnerships and limited
liability companies under the equity method of astting. As a result, the assets and liabilitietheke joint ventures are not included on our
balance sheet and the results of operations o lo® ventures are not included on our incomeestent, other than as equity in earnings of
unconsolidated affiliates. Generally, we are nabli for the debts of our joint ventures, exceghtextent of our equity investment, unless we
have directly guaranteed any of that debt. In mases, we and/or our strategic partners are rehtdgrguarantee customary limited exceptions
to non-recourse liability in non-recourse loans.

As of December 31, 2006, our unconsolidated joamitures had $776.8 million of total assets and $604llion of total liabilities as
reflected in their financial statements. At Decentiie 2006, our weighted average equity interesetian the total assets of these
unconsolidated joint ventures was 40.5%. During&®ese unconsolidated joint ventures earned $hillion of total net income, of which
our share, after appropriate purchase accountidg#rer adjustments, was $6.8 million. For addaidanformation about our unconsolidated
joint venture activity, see Note 2 to the ConsdkdiaFinancial Statement

As of December 31, 2006, our unconsolidated joamtures had $575.5 million of outstanding mortgdejet. All of this joint venture de
is non-recourse to us except (1) in the case dbmary exceptions pertaining to such matters asseisf funds, environmental conditions and
material misrepresentations and (2) those guarsuated loans described in the following paragraphs. following table sets forth the
scheduled maturities of our proportionate shathebutstanding debt of our unconsolidated joimtuees as of December 31, 2006 ($ in
thousands):

2007 $ 3,81%
2008 4,717
2009 8,34:
2010 23,517
2011 6,117
Thereaftel 198,46!

$ 244,97!

In connection with our Des Moines joint ventureg, guaranteed certain debt. The maximum potentialiawtrof future payments that we
could be required to make under the guarantee®.@rillion at December 31, 2006. This amount eddb housing revenue bonds that require
credit enhancements in addition to the real estategages. The bonds bear a floating interest vettesh at December 31, 2006 averaged
3.65%, and mature in 2015. If the joint venturesamable to repay the outstanding balance undse theusing revenue bonds, we will be
required to repay our maximum exposure under tlwEses. Recourse provisions exist that enable vsdmver some or all of such payments
from the joint ventures’ assets. The joint venttmerently generates sufficient cash flow to cover debt service required by the loan. On
July 31, 2006, $6.0 million in other loans relatedour office buildings that had been previoushatanteed by us were refinanced with no
guarantee. An additional guarantee of $5.4 milkapired upon an industrial building becoming 95%skxd prior to the end of 2006.

In connection with the RRHWoods, LLC joint ventunee guaranteed $3.1 million relating to a letteci&dit and corresponding master
lease, which expires in August 2010. The guararggeires us to pay under a contingent master iéfse cash flows from the building
securing the letter of credit do not cover at |1&86 of the minimum debt service. The letter ofidralong with the building secure the
industrial revenue bonds used to finance the ptgpp&hese bonds mature in 2015. Recourse provigriss such that we could recover some
or all of the payments made under the letter aficiguarantee from the joint venture’s assets. At&mber 31, 2006, we recorded a $0.4
million deferred charge included in other assetslabilities on our Consolidated Balance Sheehwiéspect to this guarantee. Our maximum
potential exposure under this guarantee was $3libmat December 31, 2006.

The Plaza Colonnade, LLC joint venture has a $3baminon+ecourse mortgage that bears a fixed interesofeier %, requires month
principal and interest payments and matures onalgrl, 2017. We and our joint venture partner tsgeed a contingent master lease lim
to 30,772 square feet, which expires in Decemb8820Qur maximum exposure under this master leasedpda8 million at December 31, 20!
However, the current occupancy level of the buddmsufficient to cover all debt service requirense
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In the Highwoods DLF 97/26 DLF 99/32, LP joint verg, a single tenant currently leases an entirelingi under a lease scheduled to
expire on June 30, 2008. The tenant also leases spather buildings owned by us. In conjunctiathvan overall restructuring of the tenant’s
leases with us and with this joint venture, we adr® certain changes to the lease with the jantwre in September 2003. The modifications
included allowing the tenant to vacate the premisedanuary 1, 2006, reducing the rent obligatipBb®0% and converting the “ndtase to i
“full service” lease with the tenant liable for B of these costs at that time. In turn, we agteedmpensate the joint venture for any
economic losses incurred as a result of these leasifications. As of December 31, 2006, we havgraximately $0.4 million in other
liabilities and $0.4 million as a deferred chamg®iher assets recorded on our Consolidated Bafneet to account for the lease guarantee.
However, should new tenants occupy the vacatecegmaar to the end of the guarantee period, in R88, our liability under the guarantee
would diminish. Our maximum potential amount ofuitet payments with regard to this guarantee as oé®éer 31, 2006 was $0.7 million.
recourse provisions exist to enable us to recomgraanounts paid to the joint venture under thiséeguarantee arrangement. During 2006, we
expensed $0.1 million related to the lease guaeante

RRHWOODS, LLC and Dallas County Partners finandeddonstruction of two buildings with a $7.4 mitliten-year loan. As an
inducement to make the loan at a 6.3% long-term va¢ and our partner agreed to master lease tantvapace and each guaranteed $0.8
million of the debt with limited recourse. As leagiimproves, the guarantee obligations under the &greement diminish. As of
December 31, 2006, no master lease payments weessay. We currently have recorded $0.05 millioather liabilities and $0.05 million as
a deferred charge included in other assets on oos@idated Balance Sheet with respect to thisaguee. The maximum potential amount of
future payments that we could be required to malset on the current leases in place was approXin&e2 million as of December 31, 20
The likelihood of us paying on our $0.8 million gaatee is remote since the joint venture curresdlysfies the minimum debt coverage ratio
and should we have to pay our portion of the guammwe would be entitled to recover the $0.8 orillirom other joint venture assets.

On June 28, 2004, Kapital-Consult, a European invest firm, bought a 60.0% interest in HIW-KC Ondan LLC. We own the
remaining 40.0% interest. HIW-KC Orlando, LLC owfhe in-service office properties, encompassingrhiion rentable square feet, located
in the central business district of Orlando, Flayidshich were valued under the joint venture ageydgrat $212.0 million. The joint venture
borrowed $143.0 million under a ten-year fixed na@rtgage loan from a third party lender at theetiofi its formation. In connection with this
transaction, we agreed to guarantee rent to thé yenture for 3,248 rentable square feet commericiiugust 2004 and expiring in April
2011. In connection with this guarantee, as of Bhe2004, we included $0.6 million in other lidiés and reduced the total amount of gain to
be recognized by the same amount. Additionallyageeed to guarantee re-tenanting costs for appeigign11% of the joint venture’s total
square footage. We recorded a $4.1 million contibgability with respect to such guarantee aswfe)30, 2004 and reduced the total amount
of gain to be recognized by the same amount. Ihifee year period ended December 31, 2006, we§@akimillion in re-tenanting costs
related to this guarantee. The contribution wasaeted for as a partial sale as defined by SFASSE@nd we recognized a $16.3 million gain
in June 2004. Since we have an ongoing 40.0% finhimterest in the joint venture and since weeamgaged by the joint venture to provide
management and leasing services for the joint vepfar which we receive customary managementdeedeasing commissions, the
operations of these properties were not reflecsediscontinued operations consistent with SFASIMd. and the related gain on sale was
included in continuing operations in the secondriguaf 2004.

On September 27, 2004, we and an affiliate of @rasl Inc. (“Crosland”) formed Weston Lakeside, LIi€which we have a 50.0%
ownership interest. On June 29, 2005, we contrb@®24 acres of land at an agreed upon value 8fi&8lion to this joint venture, and
Crosland contributed approximately $2.0 milliorcash. Immediately thereafter, the joint venturéritisted approximately $1.9 million to us
and we recorded a gain of $0.5 million. Croslanchageed and operated this joint venture, which caosd approximately 332 rental
residential units in three buildings, at a totalreated cost of approximately $33 million. Croslaedeived 3.25% of all project costs other t
land as a development fee and 3.5% of the grogsitevof the joint venture in management fees. dim yenture financed the development
with a $28.4 million construction loan guarantegddrosland. We provided certain development sesvioethe project and received a fee
equal to 1.0% of all project costs excluding
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land. We have accounted for this joint venture gisive equity method of accounting. On February2®®,7, the joint venture sold the 332 re
residential units to a third party for gross prateef $45.0 million. Mortgage debt in the amoun$a¥.1 million was paid off and various
development related costs were paid. We receiveat distribution of $6.1 million and may receivéugther small and final distribution. A ge

of approximately $5 million will be recognized by in the first quarter of 2007 related to this sAle of February 28, 2007, the joint venture is
dormant pending the final distribution to the pars

On December 22, 2004, we and Easlan InvestmentgGina. (“Easlan”) formed The Vinings at Univers@enter, LLC. We contributed
7.8 acres of land at an agreed upon value of $ill®mto the joint venture in December 2004 inuet for a 50.0% equity interest. Easlan
contributed $1.1 million in the form of non-intetéearing promissory notes for a 50.0% equity egem the joint venture. Upon formation,
the joint venture entered into a $9.7 million secuconstruction loan to complete the constructioh56 rental residential units on the 7.8 ac
of land. Easlan guaranteed this construction [@&e. construction of the residential units was catgd in the first quarter of 2006. Easlan was
the manager and leasing agent for these residemiitsl and received customary management feeseaisthh commissions. We received
development fees throughout the construction ptoj#e consolidated this joint venture from inceptimnder the provisions of FASB
Interpretation No. 46 (revised December 2003) “@tidation of Variable Interest Entities” (“FIN 46§ because Easlan had no at-risk equity
and we would absorb the majority of the joint veatsi expected losses. On November 1, 2006, théyeimture sold the residential units to a
third party for gross proceeds of $14.3 millionidpeff the construction note payable and made césthibutions to the partners. We received a
distribution of $2.9 million and recorded a gain$df4 million during the fourth quarter of 2006.

Financing Arrangements

The following summarizes significant sale trangatdiin 2000 and 2002 that were or continue to bewted for as financing
arrangements under paragraphs 25 through 29 of $AS6 during the years ended December 31, 20W#E, and 2004.

—SF-HIW Harborview Plaza, LP

On September 11, 2002, we contributed Harborvieaz#lan office building located in Tampa, FloridaSFHIW Harborview Plaza, Ll
(“Harborview LP"), a newly formed entity, in exchgmfor a 20.0% limited partnership interest and.&38illion in cash. The other partner
contributed $12.6 million of cash and a new loars whtained by the partnership for $22.8 millioncémnection with this disposition, we
entered into a master lease agreement with HamwerlzP for five years on the then vacant spacearbthilding (approximately 20% of the
building); occupancy was 99.6% at December 31, 2@ also guaranteed to Harborview LP the paymetgrmant improvements and lease
commissions of $1.2 million. Our maximum exposuréoss under the master lease agreement was $ltidnmai September 11, 2002 and was
$0.3 million at December 31, 2006. Additionallyrgartner in Harborview LP was granted the righptio its 80.0% equity interest in
Harborview LP to us in exchange for cash at an tituring the one-year period commencing Septemhe2d14. The value of the 80.0%
equity interest will be determined at the time thath partner elects to exercise its put righgyér, based upon the then fair market value of
Harborview LP’s assets and liabilities, less 3.08ich amount was intended to cover the normal cafséssale transaction.

Because of the put option and the master leasemgm, this transaction is accounted for as a Gimgrntransaction, as described in Note
1 to the Consolidated Financial Statements. Acoglglji the assets, liabilities and operations relateHarborview Plaza, the property owned
by Harborview LP, including any new financing by thartnership, remain on our consolidated finarstetements. As a result, we have
established a financing obligation equal to theaagiity contributed by the other partner. At thd eheach reporting period, the balance of the
financing obligation is adjusted to equal the geeaf the original financing obligation or the cemt fair value of the put option discussed
above. The value of the put option was $20.0 nmilldd December 31, 2006. This amount is offset Blated discount account, which is being
amortized prospectively through September 2014tasdst expense on financing obligation. The amotittie financing obligation, net of the
discount amount, related to Harborview LP was $h6ilon at December 31, 2006. Additionally, thet mcome from the operations before
depreciation of Harborview Plaza allocable to tBeD860 partner is recorded as interest expense anding obligation. We continue to
depreciate the property and record all of the d=2atien on our consolidated financial
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statements. Any payments made under the master &gmeement were expensed as incurred ($0.1 millamexpensed during each of the
years ended December 31, 2006, 2005 and 2004)mnanaounts paid under the tenant improvement aaskleommission guarantee
capitalized and amortized to expense over the m@ngiease term. At such time as the put optioriregpor is otherwise terminated, we will
record the transaction as a sale and recognizeogasale.

—Eastshore

On November 26, 2002, we sold three buildings kedat Richmond, Virginia (the “Eastshore” transajifor a total price of $28.5
million in cash, which was paid in full by the buya closing. Each of the sold properties was glsitenant building leased on a tripiet basi
to Capital One Services, Inc., a subsidiary of @4@ne Financial Services, Inc. In connection itk sale, we entered into a rental guarantee
agreement for each building for the benefit ofltager to guarantee any shortfalls that may be neclin the payment of rent and re-tenanting
costs for a five-year period from the date of gtieough November 2007). Our maximum exposure $8 llmder the rental guarantee
agreements was $18.7 million at the date of sadenaas $4.1 million as of December 31, 2006. No payswere made during 2003 or 200
respect of these rent guarantees. However, in 2004, we began to make monthly payments to therbayan annual rate of $0.1 million, &
result of the existing tenant renewing a leasenia louilding at a lower rental rate. We began makidditional payments in June 2006 of
approximately $0.1 million per month due to theatenvacating space in one of the three buildingsf &ay 31, 2006. These payments will
continue until the earlier of the end of the guéearperiod or until replacement tenants are ingpéad paying amounts equal to or more than
the current tenant.

These rent guarantees are a form of continuinghwewoent as discussed in paragraph 28 of SFAS NdBBé6ause the guarantees cover
the entire space occupied by a single tenant umdigple-net lease arrangement, our guarantees seesdered a guaranteed return on the
buyer’s investment for an extended period of tifiteerefore, the transaction had been accountedsfarfmancing transaction following the
accounting method described in Note 1 to the Cauaigld Financial Statements through July 2005. Adiogly, through July 2005, the assets,
liabilities and operations were included in the €alidated Financial Statements, and a financinggatbn of $28.8 million was recorded,
which represented the amount received from the haygkusted for subsequent activity. The incomenftbe operations of the properties, other
than depreciation, was allocated 100.0% to the oaaénterest expense on financing obligationsnigas made under the rent guarantees
were charged to expense as incurred. This transasts recorded as a completed sale transactidqulyr2005 when the maximum exposure to
loss under the guarantees became less than thedrdisferred gain; accordingly, $1.7 million inma&ias recognized in the last six months of
2005, $3.6 million in gain was recognized in 2006 additional gain will be recognized in 2007 as tilaximum exposure under the guarar
is reduced. Payments made under rent guaranteesialy 2005 are recorded as a reduction of thercif gain.

Interest Rate Hedging Activities

To meet, in part, our longerm liquidity requirements, we borrow funds atenbination of fixed and variable rates. Borrowinggler ou
revolving credit facility bear interest at varial&es. Our long-term debt, which consists of sed@nd unsecured long-term financings and the
issuance of unsecured debt securities, typicaldydmterest at fixed rates although some loansihtsxest at variable rates. Our interest rate
risk management objectives are to limit the immddhterest rate changes on earnings and cash #iodgo lower our overall borrowing costs.
To achieve these objectives, from time to timema&y enter into interest rate hedge contracts ssdoldars, swaps, caps and treasury lock
agreements in order to mitigate our interest riatewith respect to various debt instruments. Wadohold or issue these derivative contracts
for trading or speculative purposes.

The interest rate on all of our variable rate delstdjusted at one and three month intervals, stiljesettiements under these interest rate
hedge contracts. We also enter into treasury lgegeanents from time to time in order to limit oMpesure to an increase in interest rates with
respect to future debt offerings. We currently hageoutstanding interest rate hedge contracts.
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C RITICAL A CCOUNTING E STIMATES

The preparation of financial statements in confoymiith GAAP requires us to make estimates andragsions that affect the reported
amounts of assets and liabilities and the discsficontingent assets and liabilities at the datée financial statements and the reported
amounts of revenues and expenses for the repqréirigd. Actual results could differ from our esties

The policies and estimates used in the preparafionr Consolidated Financial Statements are desdrin Note 1 to our Consolidated
Financial Statements for the year ended Decemhe2@)6. However, certain of our significant accangpipolicies contain an increased leve
assumptions used or estimates made in determin@igitnpact on our Consolidated Financial Statesevianagement has reviewed our
critical accounting policies and estimates with éluelit committee of the Company’s Board of Direstand the Company’s independent
auditors.

We consider our critical accounting estimates ttéhiose used in the determination of the reportedusnts and disclosure related to the
following:

* Real estate and related ass

» Sales of real estat

» Allowance for doubtful accounts; a
» Property operating expense recover

Real Estate and Related Assets

Real estate and related assets are recorded atrmbstated at cost less accumulated depreci®emovations, replacements and other
expenditures that improve or extend the life ohaset are capitalized and depreciated over thinaed useful lives. Expenditures for
ordinary maintenance and repairs are charged t@atipg expense as incurred. Depreciation is contbusing the straight-line method over the
estimated useful life of 40 years for buildings aegreciable land infrastructure costs, 15 yeardtidding improvements and five to seven
years for furniture, fixtures and equipment. Teriargrovements are amortized using the stre-line method over initial fixed terms of the
respective leases, which generally are from troekdtyears.

Expenditures directly related to the developmewt @nstruction of real estate assets are includeet real estate assets and are stated &
cost in the Consolidated Balance Sheets. Our digpiti@an policy on development properties is in@ctance with SFAS No. 67, “Accounting
for Costs and the Initial Rental Operations of Resthte Properties,” SFAS No. 34, “Capitalizatiémnberest Costs,” and SFAS No. 58,
“Capitalization of Interest Cost in Financial Staents That Include Investments Accounted for byBhfaity Method.” Development
expenditures include pre-construction costs esadotithe development of properties, developmedtamstruction costs, interest costs, real
estate taxes, salaries and related costs andaberincurred during the period of developmerterist and other carrying costs are capitalized
until the building is ready for its intended usee bnsider a construction project as substantialiypleted and held available for occupancy
upon the completion of tenant improvements, buiater than one year from cessation of major consitrn activity. We cease capitalization
the portion substantially completed and occupiededd available for occupancy, and capitalize gahfyse costs associated with the portion
under construction.

Expenditures directly related to the leasing ofgerties are included in deferred leasing costsaaadtated at cost in the Consolidated
Balance Sheets. We capitalize initial direct coslated to our leasing efforts in accordance wiAS No. 91, “Accounting for Nonrefundable
Fees and Costs Associated with Originating or AdagiLoans and Initial Direct Costs of LeaseAll'leasing commissions paid to third part
for new leases or lease renewals are capitalinéeknal leasing costs include primarily compensatienefits and other costs such as legal
related to leasing activities that are incurredonnection with successfully securing leases optbperties. Capitalized leasing costs are
amortized on a straight-line basis over initiakfixterms of the respective leases, which generally
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are from three to 10 years. Estimated costs retatedsuccessful activities are expensed as indulireur assumptions regarding the
successful efforts of leasing are incorrect, tisilterg adjustments could impact earnings.

We record liabilities under FASB Interpretation M@. “Accounting for Conditional Asset Retirementli@htions, an interpretation of
SFAS No. 143,” (“FIN 47”) for the performance ofsas retirement activities when the obligation tofen such activities is unconditional,
whether or not the timing or method of settlemdtrthe obligation may be conditional on a future ve

Upon the acquisition of real estate, we assestthealue of acquired tangible assets such as lamitdings and tenant improvements,
intangible assets such as above and below madstdeacquired in-place leases and other identiftadgible assets and assumed liabilities in
accordance with SFAS No. 141, “Business CombinatioiWe allocate the purchase price to the acquiredsaase assumed liabilities basec
their relative fair values. We assess and consaevalue based on estimated cash flow projecttbas utilize appropriate discount and/or
capitalization rates as well as available markitrination. The fair value of the tangible assetammficquired property considers the value of
the property as if it were vacant.

Above and below market leases acquired are recondetther assets at their fair value. Fair valuesigulated as the present value of the
difference between (1) the contractual amountsetpdid pursuant to each in-place lease and (2) geament’'s estimate of fair market lease
rates for each corresponding in-place lease, wsitigcount rate that reflects the risks associatddthe leases acquired and measured over a
period equal to the remaining term of the leaseafmve-market leases and the initial term plugegh®m of any below-market fixed rate renewal
options for below-market leases. The capitalizeavebmarket lease values are amortized as a reduzfioase rental revenue over the
remaining term of the respective leases and thigatiapd below-market lease values are amortizeahascrease to base rental revenue over
the remaining term of the respective leases andalow market option periods. If a tenant vacatespace prior to its contractual expiration
date, any unamortized balance is adjusted throegtalrevenue.

In-place leases acquired are recorded at theiv&ire in real estate and related assets and avdiaed to depreciation and amortization
expense over the remaining term of the respeatiaed. The value of in-place leases is based oevaluwation of the specific characteristics of
each tenant’s lease. Factors considered includeast of carrying costs during hypothetical expddease-up periods, current market
conditions and costs to execute similar leasesstimating carrying costs, we include real estamted, insurance and other operating expenses
and estimates of lost rentals at market rates duhie expected lease-up periods, depending onheaedet conditions. In estimating costs to
execute similar leases, we consider tenant imprewntsnleasing commissions and legal and otheregtktpenses. The value of in-place leases
is amortized to depreciation and amortization espasver the remaining term of the respective ledsagenant vacates its space prior to its
contractual expiration date, any unamortized badasfdts related asset is expensed.

The value of a tenant relationship is based orowarall relationship with the respective tenantctbes considered include the tenant’s
credit quality and expectations of lease renewldig. value of a tenant relationship is amortizedepreciation and amortization expense over
the initial term and any renewal periods definethimrespective leases. Based on our acquisitions the adoption of SFAS No. 141 and
SFAS No. 142, we have deemed tenant relationsbipe immaterial and have not allocated any amadoritss intangible asset. We will
evaluate these items in future transactions.

Real estate and leasehold improvements are cksi§i long-lived assets held for sale or as loregtlassets to be held for use. Real
estate is classified as held for sale when ther@iset forth in SFAS No. 144, “Accounting for tinepairment or Disposal of Long-Lived
Assets,” are satisfied; this determination requimemagement to make estimates and assumptionsdinglassessing the probability that
potential sales transactions may or may not ocsetual results could differ from those assumptidnsaccordance with SFAS No. 144, we
record assets held for sale at the lower of theyirey amount or estimated fair value. Fair valuasdéets held for sale is equal to the estimated
or contracted sales price with a potential buyss [eosts to sell. The impairment loss is the ambynthich the carrying amount exceeds the
estimated fair value. With respect to assets dladsas held for use, if events or changes in airstances, such as a significant decline in
occupancy and change in use, indicate that thgingrvalue may be impaired, an impairment analigsifgerformed. Such analysis consists of
determining
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whether the asset’s carrying amount will be recestdrom its undiscounted estimated future operatasgh flows, including estimated residual
cash flows. These cash flows are estimated basechamber of assumptions that are subject to ecmnama market uncertainties including,
among others, demand for space, competition fartsn changes in market rental rates and cosisei@ate each property. If the carrying
amount of a held for use asset exceeds the suts whidiscounted future operating and residual lagls, an impairment loss is recorded for
the difference between estimated fair value ofasset and the net carrying amount. We generaliyats the fair value of assets held for use
by using discounted cash flow analysis; in som&imes, appraisal information may be availableisnged in addition to the discounted cash
flow analysis. As the factors used in generatirgséhcash flows are difficult to predict and argettito future events that may alter our
assumptions, the discounted and/or undiscountedefuperating and residual cash flows estimatedshbin our impairment analyses or those
established by appraisal may not be achieved anthayebe required to recognize future impairmengédésson our properties held for sale and
held for use.

Sales of Real Estate

We account for sales of real estate in accordariteS#FAS No. 66. For sales transactions meetingdfjgirements of SFAS No. 66 for
full profit recognition, the related assets andiliies are removed from the balance sheet anddbeltant gain or loss is recorded in the period
the transaction closes. For sales transactionglthabt meet the criteria for full profit recogoiti, we account for the transactions in accord:
with the methods specified in SFAS No. 66. Fors#élansactions with continuing involvement aftex Hale, if the continuing involvement w
the property is limited by the terms of the salestract, profit is recognized at the time of sald & reduced by the maximum exposure to loss
related to the nature of the continuing involvem&atles to entities in which we have or receivénéerest are accounted for in accordance with
partial sale accounting provisions as set fortSHAS No. 66.

For sales transactions that do not meet saleierésrset forth in SFAS No. 66, we evaluate thaneadf the continuing involvement,
including put and call provisions, if present, amtount for the transaction as a financing arramgenprofit-sharing arrangement, leasing
arrangement or other alternate method of accoumditiger than as a sale, based on the nature amsut @ftthe continuing involvement. Some
transactions may have numerous forms of continimglvement. In those cases, we determine whicthotkts most appropriate based on the
substance of the transaction.

If we have an obligation to repurchase the propatty higher price or at a future indeterminableedsuch as fair market value), or we
guarantee the return of the buyer’s investmentretan on that investment for an extended persaccount for such transaction as a
financing transaction. If we have an option to repase the property at a higher price and it islyikve will exercise this option, the transac
is accounted for as a financing transaction. Fwrdactions treated as financings, we record theiataoeceived from the buyer as a financing
obligation and continue to keep the property amated accounts recorded on our consolidated firdistatements. The results of operations of
the property, net of expenses other than deprenidtiet operating income), will be reflected adéiest expense” on the financing obligation.

If the transaction includes an obligation or optiomepurchase the asset at a higher price, addltinterest is recorded to accrete the liabilit
the repurchase price. For options or obligationgpurchase the asset at fair market value atrti@teach reporting period, the balance of the
liability is adjusted to equal the current fair walto the extent fair value exceeds the origimaricing obligation. The corresponding debit or
credit will be recorded to a related discount act@nd the revised debt discount is amortized tweexpected term until termination of the
option or obligation. If it is unlikely such optiomill be exercised, the transaction is accountedifaer the deposit method or profit-sharing
method. If we have an obligation or option to reyaise at a lower price, the transaction is accduioteas a leasing arrangement. At such time
as these repurchase obligations expire, a saldwilecorded and gain recognized.

If we retain an interest in the buyer and provideain rent guarantees or other forms of suppodresthe maximum exposure to loss
exceeds the gain, we account for such transacti@npmofit-sharing arrangement. For transacticeetéd as profit-sharing arrangements, we
record a profit-sharing obligation for the amouhequity contributed by the other partner and cumito keep the property and related
accounts recorded on our consolidated financi&stants. The results of operations of the propeey of expenses other than depreciation
operating income), will be allocated to the othartper for their percentage interest and refleaetetto-venture expense” in our Consolidated
Financial Statements. In future periods, a satederded and profit is recognized when the remginigximum exposure to loss is reduced
below the amount of gain deferred.
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Properties that are sold or classified as held#&be are classified as discontinued operationséordance with SFAS No. 144 and EITF
Issue No. 03-13, “Applying the Conditions of Paeggr 42 of FASB Statement No. 144 in Determining ¥Weeto Report Discontinued
Operations,” (effective beginning in 2005) providedt (1) the operations and cash flows of the @rigpwill be eliminated from our ongoing
operations and (2) we will not have any significamhtinuing involvement in the operations of thepaerty after it is sold. Interest expense is
included in discontinued operations if the reldteth securing the sold property is paid off or assd by the buyer in connection with the sale.
If the property is sold to a joint venture in whisfe retain an interest, the property will not beamted for as discontinued operations due to
our significant ongoing interest in the operatitmough our joint venture interest. If we are neéal to provide property management, leasing
and/or other services for the property owner dftersale, the property generally will be accouriteds discontinued operations because the
expected cash flows related to these managemeréasidg activities will generally not be signifidtdn comparison to the cash flows from the
property prior to sale.

Allowance for Doubtful Accounts

Accounts receivable are reduced by an allowancarfunts that may become uncollectible in the &ut@ur receivable balance is
comprised primarily of rents and operating cosbweties due from tenants as well as accrued stréiighrents receivable. We regularly
evaluate the adequacy of our allowance for doulaifabunts. The evaluation primarily consists ofe@ing past due account balances and
considering such factors as the credit qualitywftenant, historical trends of the tenant andfbendebtor, current economic conditions and
changes in customer payment terms. Additionallyhwéspect to tenants in bankruptcy, we estimaeipected recovery through bankruptcy
claims and increase the allowance for amounts déemeollectible. If our assumptions regarding tbectibility of accounts receivable and
accrued straight-line rents receivable prove iredifrwe could experience write-offs of account&iegble or accrued straight-line rents
receivable in excess of our allowance for doukdftdounts.

Property Operating Expense Recoveries

We receive additional rent from tenants in the fafrproperty operating cost recoveries (or coshleirsements) which are determined
on a lease-by-lease basis. The most common typassbfeimbursements in our leases are commomaaigdenance (“CAM”) and real estate
taxes, where the tenant pays its pro rata shasperfiting and administrative expenses and redkestees, as determined in each lease.

The computation of such additional rent due fromatgs is complex and involves numerous judgmentdyding the interpretation of
terms and other tenant lease provisions. Leasesoargiform in dealing with such cost reimbursetseand there are many variations in the
computations. Many tenants make monthly fixed payef CAM, real estate taxes and other cost reisguent items. We record these
payments as income each month. We also make adjo&npositive or negative, to cost recovery incéonadjust the recorded amounts to our
best estimate of the final amounts to be billed esitbcted with respect to the cost reimbursemeiiter the end of the calendar year, we
compute each tenant’s final cost reimbursementsaftet considering amounts paid by the tenaningduttie year, issue a bill or credit for the
appropriate amount to the tenant. The differenetwden the amounts billed less previously recepadanents and the accrual adjustment are
recorded as increases or decreases to cost redagerge when the final bills are prepared, usuadlginning in March and completed by mid-
year.
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F unDs F rRoM O PERATIONS

We believe that FFO and FFO per share are bendficrmanagement and investors and are importaitatars of the performance of &
equity REIT. Because FFO and FFO per share calonkaexclude such factors as depreciation and &atidn of real estate assets and gains
or losses from sales of operating real estateaésbich can vary among owners of identical assesimilar conditions based on historical ¢
accounting and useful life estimates), they fatditcomparisons of operating performance betwegadseand between other REITs. Our
management believes that historical cost accoutingeal estate assets in accordance with GAARi@itlp assumes that the value of real
estate assets diminishes predictably over timeeSieal estate values have historically risen kerfavith market conditions, many industry
investors and analysts have considered the presentd operating results for real estate compattias use historical cost accounting to be
insufficient by themselves. As a result, managerbetieves that the use of FFO and FFO per shagether with the required GAAP
presentations, provide a more complete understgrafiour performance relative to our competitord anmore informed and appropriate basis
on which to make decisions involving operatingafining and investing activities.

FFO and FFO per share as disclosed by other RE&lsnot be comparable to our calculation of FFO BR® per share as described
below. However, you should be aware that FFO ard pér share are non-GAAP financial measures arrdftire do not represent net income
or net income per share as defined by GAAP. Nairimeand net income per share as defined by GAAEhareost relevant measures in
determining our operating performance because FEF&O per share include adjustments that investagsdeem subjective, such as adding
back expenses such as depreciation and amortiz&iothermore, FFO per share does not depict treiahthat accrues directly to the
stockholders’ benefit. Accordingly, FFO and FFO gleare should never be considered as alternativesttincome or net income per share as
indicators of our operating performance.

Our calculation of FFO, which we believe is coraistwith the calculation of FFO as defined by tragidbhal Association of Real Estate
Investment Trusts (“NAREIT”) and which approprigtelxcludes the cost of capital improvements anateel capitalized interest, is as follows:
* Netincome (loss) computed in accordance with GA
» Less dividends to holders of Preferred Stock aas éxcess of Preferred Stock redemption cost @reying value
» Plus depreciation and amortization of assets uhjcgignificant to the real estate indust

» Less gains, or plus losses, from sales of depriec@ierating properties (but excluding impairmesses) and excluding items that
are classified as extraordinary items under GA

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

» Plus or minus adjustments for depreciation and &raion and gains/(losses) on sales and minanigrést related to discontinu
operations

Further, in calculating FFO, we add back minonitierest in the income from our Operating Partnersiihich we believe is consistent
with standard industry practice for REITs that @perthrough an UPREIT structure. We believe thigtiinportant to present FFO on an as-
converted basis since all of the Common Units motex by the Company are redeemable on a one-fobasis for shares of our Common
Stock.

Other REITs may not define FFO in accordance withdurrent NAREIT definition or may interpret therent NAREIT definition
differently than we do.

FFO and FFO per share for the years ended Dece3ib2006, 2005 and 2004 are summarized in thevillg table ($ in thousands,
except per share amounts):
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2006 2005 2004
Per Per Per
Amount Share Amount Share Amount Share
Funds from operations:
Net income $ 53,74« $ 62,45¢ $ 41,577
Dividends to preferred stockholde (17,069 (27,239 (30,857)
Excess of Preferred Stock redemption cost oveyicayvalue (1,809 (4,272) —
Net income applicable to common stockholc 34,87¢ $0.62Z 30,94¢ $ 0.5¢ 10,72t $ 0.2C
Add/(Deduct):
Depreciation and amortization of real estate a 111,84¢ 1.82 106,98: 1.77 105,967 1.77
(Gains) on disposition of depreciable proper (4,119 (0.0¢) (7,692 (0.15) (18,880 (0.3])
Minority interest from the Operating Partnershiprinome/(loss
from operation: 1,621 — (47%) — (1,026 —
Unconsolidated affiliates
Depreciation and amortization of real estate a: 11,19! 0.1¢ 10,98¢ 0.1¢ 9,04¢ 0.1t
Discontinued operation
Depreciation and amortization of real estate a: 3,38¢ 0.0¢€ 16,84: 0.2¢ 25,33¢ 0.4z
(Gains) on disposition of depreciable proper (15,087 (0.2%)  (34,12¢( (0.57) (9,380 (0.16)
Minority interest from the Operating Partnershiprinome
from discontinued operatior 1,557 — 3,75¢ — 2,371 —
Funds from operatior $145,28¢ $2.37 $127,22: $2.11 $124,16( $ 2.07
Weighted average shares outstanding 61,36 60,30 60,02«

(1) Includes assumed conversion of all potentiallytdieiCommon Stock equivalen

Q UANTITATIVE AND Q UALITATIVE D ISCLOSURESA BOUT M ARKET R ISK

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludtes “forward-looking statements”
and represents an estimate of possible change# ivelue or future earnings that would occur asagrhypothetical future movements in
interest rates. These disclosures are not prauieaitors of expected future effects, but only ¢gatlbrs of reasonably possible effects. As a
result, actual future results may differ materidftym those presented. See “Management’s Discussidrnalysis of Financial Condition and
Results of Operations — Liquidity and Capital Reses”and the Notes to Consolidated Financial Statenfents description of our accounti
policies and other information related to thesafficial instruments.

To meet in part our long-term liquidity requiremgnive borrow funds at a combination of fixed andalde rates. Borrowings under our
revolving credit facility bear interest at varial&es. Our long-term debt, which consists of sed@nd unsecured long-term financings and the
issuance of unsecured debt securities, typicallydmterest at fixed rates although some loansibeaest at variable rates. Our interest rate
risk management objectives are to limit the immddhterest rate changes on earnings and cash #iodgo lower our overall borrowing costs.
To achieve these objectives, from time to time weeinto interest rate hedge contracts such darspbwaps, caps and treasury lock
agreements in order to mitigate our interest rigtewith respect to various debt instruments. Wendbhold or issue these derivative contracts
for trading or speculative purposes. We had naoésterate hedge contracts in effect at Decembe2@16.

As of December 31, 2006, we had $1,080.7 milliofixad rate debt outstanding. The estimated aggecfgir market value of this debt
December 31, 2006 was $1,122.3 million. If interasts increase by 100 basis points, the aggrégjatmarket value of our fixed rate debt as
of December 31, 2006 would decrease by approxim&eh.2 million. If interest rates decrease by b@6is points, the aggregate fair market
value of our fixed rate debt as of December 316206uld increase by approximately $49.7 million.

As of December 31, 2006, we had $384.4 millionarfiable rate debt outstanding. If the weighted agerinterest rate on this variable
rate debt is 100 basis points higher or lower dutire 12 months ended December 31, 2007, our gitekpense would be increased or
decreased approximately $3.8 million.
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C ONTROLS A ND P ROCEDURES
G ENERAL

The purpose of this section is to discuss the ffecess of our disclosure controls and procedangsour internal control over financial
reporting. The statements in this section repretentonclusions of Edward J. Fritsch, our Pregided Chief Executive Officer, and Terry L.
Stevens, our Vice President and Chief Financiaicorf

The CEO and CFO evaluations of our disclosure otsiend procedures and our internal control overfcial reporting include a review
of the objectives, design and operation of therodsand the effect of the controls on the inforimrapgenerated for use in this prospectus. We
seek to identify data errors, control problemsats &f fraud and confirm that appropriate corrextaetion, including process improvements, is
undertaken. Our disclosure controls and procedamdsour internal control over financial reportirrg also evaluated on an ongoing basis by or
through the following:

» activities undertaken and reports issued by emg®ye our internal audit departme

» qguarterly su-certifications by representatives from appropriaisiness and accounting functions to support théations of ou
controls and procedure

» other personnel in our finance and accounting drgdion;
 members of our internal disclosure committee;
 members of the audit committee of our Board of Etives.

Our management, including our CEO and CFO, do xpeet that our disclosure controls and procedunesoair internal control over
financial reporting will prevent all errors and &thud. A control system, no matter how well comeéiand operated, can provide only
reasonable, not absolute, assurance that the g the control system are met. Further, thegiteof disclosure controls and procedures
and internal control over financial reporting mreftect the fact that there are resource constaatd the benefits of controls must be
considered relative to their costs. Because ofrtherent limitations in all control systems, no lexaion of controls can provide absolute
assurance that all control issues and instanckawd, if any, have been detected. These inheiritations include the realities that judgments
in decision-making can be faulty and that breakdoeam occur because of a simple error or mistallditidnally, controls can be
circumvented by the individual acts of some persbgsollusion of two or more people, or by managatroverride of the control. The design
of any system of controls also is based in parhugesumptions about the likelihood of future eveautsl there can be no assurance that any
design will succeed in achieving its stated goal$eu all potential future conditions.

M ANAGEMENT ' SA NNUAL R EPORT ON | NTERNAL C ONTROL O VER F INANCIAL R EPORTING

Our management is required to establish and maiimggrnal control over financial reporting desidrie provide reasonable assurance
regarding the reliability of financial reportingdithe preparation of financial statements for exdepurposes in accordance with generally
accepting accounting principles. As defined in RiBa-15(f) under the Exchange Act, internal conbradr financial reporting includes those
policies and procedures that:

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

» provide reasonable assurance that transactionreeoeded as necessary to permit preparation ofidiadstatements in accordar
with generally accepting accounting principles, #mat receipts and expenditures are being madeiom@igcordance with
authorizations of management and directors;
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» provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, os&lisposition of our asse
that could have a material effect on the finansiatements

Under the supervision of our CEO and CFO, in cotiaeavith the filing on March 1, 2007 of our 2006 #ual Report, our management
conducted an evaluation of the effectiveness ofiternal control over financial reporting as ofd@enber 31, 2006 based on the criteria
established in Internal Control — Integrated Framewssued by the Committee of Sponsoring Orgaiumatof the Treadway Commission.

A material weakness is a significant deficiencya@mombination of significant deficiencies, thatuks in more than a remote likelihood
that a material misstatement of the annual orimténancial statements will not be prevented aied&ed.

In managemens' report included in the 2006 Annual Report filed\darch 1, 2007, our management determined thatnmhtveaknesse
existed as of December 31, 2006 in the internalrobenvironment associated with accounting folt estiate assets. Specifically, the following
material weaknesses were identified as of Dece®be?006:

First, the design and operation of our controlsenrest effective to reasonably assure compliance génerally accepting accounting
principles related to the proper accrual of in-gssctenant improvements, building improvementsreevd development completion costs that
were incurred as of the reporting date but for Wwhiee related invoices were received after thentempdate. This could result in material
errors in balance sheet accounts in our consolidatancial statements such as understatementsildirg and tenant improvements,
development in process, accounts payable, accwpmhses and other liabilities.

Second, the design and operation of our controte wet effective to reasonably assure compliantle generally accepting accounting
principles related to the proper accrual of tefaprovements that were constructed by tenantsdsutvhich we are required to reimburse such
tenants upon submission of proper documentatioeriie terms of the lease. This could result inem@lt errors in our consolidated financial
statements, such as understatements of buildingesatht improvements, accounts payable, accrueeherg, other liabilities and depreciation
expense.

Third, the controls related to the consistent prafien and timely review of real estate asset actoeconciliations were not operating
effectively to reasonably assure the discoveryatéptial errors. This could result in material esrim real estate assets and depreciation and
amortization expense in our consolidated finarstialements.

As a result of these identified material weaknessesmanagement concluded that, as of Decemb&(RB, our internal control over
financial reporting was not effective. Deloitte &0che LLP, our independent registered public actiegrfirm, issued their attestation report,
which was included in the 2006 Annual Report fitsdMarch 1, 2007 and is set forth below, on managegin assessment of our internal
control over financial reporting and the effectiesa of our internal control over financial repagtas of December 31, 2006.

44



Table of Contents

R EPORT OF | NDEPENDENT R EGISTERED P UBLIC A CCOUNTING F IRM

To the Board of Directors and Stockholders of
Highwoods Properties, Inc.
Raleigh, North Carolina

We have audited management’s assessment, incloded accompanying Management’s Annual Report tertial Control Over Financial
Reporting, that Highwoods Properties, Inc. and slidses (the “Company”) did not maintain effectiveernal control over financial reporting
as of December 31, 2006, because of the effetieoftaterial weaknesses identified in managemesssssment based on criteria established
in Internal Control—Integrated Frameworgsued by the Committee of Sponsoring Organizatioribe Treadway Commission. The
Company’s management is responsible for maintaieffertive internal control over financial repogiand for its assessment of the
effectiveness of internal control over financigboeting. Our responsibility is to express an opinim managemergt’assessment and an opir
on the effectiveness of the Company’s internal mdmver financial reporting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordv@r financial reporting, evaluating
management’s assessment, testing and evaluatirg#ign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the ctanoes. We believe that our audit provides a redse basis for our opinions.

A company’s internal control over financial repogiis a process designed by, or under the supenvigi the company’s principal executive
and principal financial officers, or persons pemfiorg similar functions, and effected by the compaipard of directors, management, and
other personnel to provide reasonable assuraneediag the reliability of financial reporting anltet preparation of financial statements for
external purposes in accordance with generallygedeaccounting principles. A company’s internaitcol over financial reporting includes
those policies and procedures that (1) pertaiheataintenance of records that, in reasonableldataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactionre@reded as necessary to permit preparation
of financial statements in accordance with gengiadcepted accounting principles, and that recaiptsexpenditures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) pewésonable assurance regarding
prevention or timely detection of unauthorized astjion, use, or disposition of the company’s assleat could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the positl of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltomrover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditibtigt the degree of compliance with the policeprocedures may deteriorate.

A material weakness is a significant deficiencycambination of significant deficiencies, that résin more than a remote likelihood that a
material misstatement of the annual or interimriiial statements will not be prevented or detected.

Management has determined that material weaknesgsted as of December 31, 2006 in the internalrobanvironment associated with
accounting for real estate assets. Specifically folowing material weaknesses were identifiedfesuch date:

First, the design and operation of the Comparygntrols were not effective to reasonably assamepliance with generally accepted accour
principles related to the proper accrual of in-gssctenant improvements, building improvementsreevd development completion costs that
were incurred as of the reporting date but for Whiee related invoices were received after thentempdate. This could result in material
errors in balance sheet accounts in the Compawyisatidated financial statements such as undenséatts of building and tenant
improvements, development in process, accountshp@yaccrued expenses and other liabilities.
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Second, the design and execution of the Compamyigas were not effective to reasonably assureptiamce with generally accepted
accounting principles related to the proper acoofig¢nant improvements that were constructed bgries but for which the Company is
required to reimburse such tenants upon submisgiproper documentation under the terms of theele@his could result in material errors in
the Company’s consolidated financial statementsh s1s understatements of building and tenant imgim@ants, accounts payable, accrued
expenses, other liabilities and depreciation expens

Third, the controls related to the consistent prafien and timely review of real estate asset actoeconciliations were not operating
effectively to reasonably assure the discoveryatéptial errors. This could result in material esrin real estate assets and depreciation and
amortization expense in the Company’s consolidétethcial statements.

These material weaknesses were considered in detegithe nature, timing, and extent of audit tegiplied in our audit of the consolidated
financial statements and financial statement sdesdas of and for the year ended December 31, 20@6e Company and this report does not
affect our report on such financial statementsfarahcial statement schedules.

In our opinion, management’s assessment that tingp@oy did not maintain effective internal contrgeofinancial reporting as of
December 31, 2006, is fairly stated, in all mategapects, based on the criteria establishédtérnal Control—Integrated Frameworksued
by the Committee of Sponsoring Organizations offtteadway Commission. Also in our opinion, becaafsthe effect of the material
weaknesses described above on the achievemerd objéctives of the control criteria, the Compaag hot maintained effective internal
control over financial reporting as of December &106, based on the criteria establishebhiarnal Control—Integrated Framewoiksued by
the Committee of Sponsoring Organizations of treg@ivay Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
financial statements and financial statement sdiesdcas of and for the year ended December 31, 20@be Company and our report dated
March 1, 2007 expressed an unqualified opinionhmsé financial statements and financial statenwrgdules and includes an explanatory
paragraph relating to the Company’s change in @thod of accounting for share-based payments,teféedanuary 1, 2006, to conform to
Statement of Financial Accounting Standards No(R23Share-Based Paymemind the Company’s change in its method of accogritin

joint ventures, effective January 1, 2006, to comfto Emerging Issues Task Force Issue N5, Determining Whether a General Partner or
the General Partners as a Group, Controls a Limigadtnership or Similar Entity When the Limited Bears Have Certain Rights

/s/ Deloitte & Touche LLF

Raleigh, North Carolin
March 1, 2007
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C HANGES IN | NTERNAL C ONTROL O VER F INANCIAL R EPORTING

In our Annual Report on Form 10-K for the year eh@=cember 31, 2005, we reported the existenceatdénmal weaknesses as of
December 31, 2005 in the design of our real efitetd asset and lease incentive accounting prosetise design of our journal entry approval
process and relating to our use of and dependeyme manually prepared spreadsheets in accumulatidgonsolidating our prior restatement
adjustments. In our Quarterly Report on Form 103Xie three months ended September 30, 2006, peeteel the discovery of an additional
control deficiency relating to the proper classifion of assets held for sale under SFAS No. 1dddkisted at September 30, 2006 that could
have resulted in a material misstatement of owarfaial statements had it not been discovered fwitire filing of such Quarterly Report.
Although we were not required to, nor did we, utaes the procedures necessary to include a managsmeport on the effectiveness of our
internal control over financial reporting as of &smber 30, 2006, we reported that management leelighat such a control deficiency
constituted a material weakness.

We implemented various changes and improvemerdanaternal control over financial reporting in(0 We designed and
implemented a quarterly process to reasonably @aseat amounts spent on completed tenant improvejoles are accrued, classified and
closed at the lease start date. Additionally, wprimed our written policies by including a morealietd and formal description of which
tenantrelated costs should be accounted for as leasatines and educated relevant accounting and divigezsonnel to reasonably assure
proper identification and classification of leasedntive costs. We also eliminated our use of apkddence upon manually prepared
spreadsheets in accumulating and consolidatingteseent adjustments recorded in connection witthaitorical financial statements by
recording in our general ledger all of the restaetradjustments related to our amended 2003 AriRepbrt and our 2004 Annual Report on
Form 10-K (including ongoing effects of such adjoshts to balances subsequent to December 31, 200} eliminated the likelihood of
errors in our consolidated financial statements$ itsulted from our reliance upon such manuallypared spreadsheets in the financial
statement close process. We also implemented ireprexits to our journal entry review and approvatesses and enhanced controls over the
recording and deleting of journal entries in oungyal ledger system to reduce the likelihood oéptial material errors in our financial
statements. We also implemented revised approeakpiures over signing of construction contractscahge orders to provide reasonable
assurance that such matters are approved by maragatappropriate levels in the Company. We atseelbped and implemented additional
procedures to ensure the proper classificatiorseéta held for sale under SFAS No. 144 prior tatimpletion of our fourth quarter financial
statement close process.

We determined that, as a result of the foregoiniyities, we have remediated as of December 316208 following material weaknes:
that existed as of December 31, 2005: (a) mateéaknesses in the design of our fixed asset acoguptocesses with regard to completed
tenant improvement jobs and our lease incentivelating processes; (b) material weaknesses relatiogr use of and dependence upon
manually prepared spreadsheets in accumulating@mgblidating our prior restatement adjustmenjsin@terial weaknesses in the design of
our journal entry approval process; and (d) matereaknesses in controls to ensure the signingosituction contracts and change orders by
management at appropriate levels. Additionally determined that we have remediated as of Decenih@0B6 the control deficiency that
management believed constituted a material wealaswest September 30, 2006 relating to the progessdication of assets held for sale under
SFAS No. 144.

During 2007, we plan to undertake additional atigito improve the internal control environmerdagated with accounting for real
estate assets and remediate the remaining matex@kinesses described above that existed as of bec&h, 2006. First, we are currently
converting from a supplemental software packagd tsealculate depreciation to the depreciation ul®dontained within our general ledger
package. This conversion will eliminate the neecetmncile the supplemental system to the genedgldr and enhance the effectiveness of our
fixed asset account reconciliations. Second, we faise our centralized lease approval softwargeiatify and properly account for all tenant
improvements undertaken by tenants. Third, we fdarse our centralized invoice approval softwarprticess all invoices related topneces:
building improvements, tenant improvements and devwelopment completion costs to reasonably askatestich expenses are identified and
properly accrued in our consolidated financialestagnts on a timely basis. Fourth, we are developimbgimplementing a Company-wide
policy and procedures manual for use by our dimigi@and accounting staff, intended to reasonaldyrasconsistent and appropriate assess
and application of generally accepting accountinggiples. Fifth, we are continuing our searchilicofur newly created Chief Accounting
Officer position. Our management is working closeith the audit committee to monitor our ongoingpék to improve our internal control
over financial reporting.
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D 1scLOSURE C ONTROLS A ND P ROCEDURES

SEC rules also require us to maintain disclosurgrots and procedures that are designed to ensaténformation required to be
disclosed in our annual and periodic reports filétth the SEC is recorded, processed, summarizedegaited within the time periods
specified in the SEC'’s rules and forms. As defimeRule 13a-15(e) under the Exchange Act, disclsontrols and procedures include,
without limitation, controls and procedures desijt®ensure that information required to be disadogy us is accumulated and communicated
to our management, including our CEO and CFO,lawetimely decisions regarding required disclos#e.described above, since our intel
control over financial reporting was not effectateDecember 31, 2006, our CEO and CFO do not keetieat our disclosure controls and
procedures were effective as of December 31, 2006.
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BUSINESS

General

The Company is a fully integrated, self-administeaad self-managed equity real estate investmesit (fREIT”) that began operations
through a predecessor in 1978. The Company contpisténitial public offering in 1994 and its Comm&tock is traded on the New York
Stock Exchange (“NYSE”) under the symbol “HIW.” Videe one of the largest owners and operators ofreahuwoffice, industrial and retail
properties in the southeastern and midwestern Widitates. At December 31, 2006, we:

. wholly owned 322 i-service office, industrial and retail propertiescempassing approximately 26.9 million rentableasg
feet, and 109 rental residential un

. owned an interest (50.0% or less) in 70 in-sereifiee and industrial properties, encompassing exiprately 7.4 million
rentable square feet, and 418 rental residentitd.Ufive of these in-service office properties emesolidated at
December 31, 2006 as more fully described in Nbtasd 3 to the Consolidated Financial Statem:

. wholly owned 719 acres of undeveloped land, appnatély 435 acres of which are considered core hg&dand which ar
suitable to develop approximately 5.3 million rdri¢gasquare feet of office and industrial sp¢

. were developing or re-developing 16 wholly ownedparties comprising approximately 2.7 million squéget and 139 for-
sale condominiums that were under constructionereveompleted but had not achieved 95% stabilizedmancy; an

. were developing through 50.0% owned joint ventgdsn office property of approximately 31,000 sguaet that was
completed in 2006 but had not achieved 95% sta&hilaccupancy and (b) a for-rent residential pragechprising 332 units
in three buildings

The Company conducts substantially all of its ati&i® through the Operating Partnership. Other @2# acres of undeveloped land, 13
rental residential units and the Company’s inteirettie Kessinger/Hunter, LLC and 4600 Madison Asstes, LLC joint ventures (see Note 2
to the Consolidated Financial Statements), alhef€ompany’s assets are owned directly or indidwtithe Operating Partnership. The
Company is the sole general partner of the Opeydartnership. At December 31, 2006, the Compameovall of the Preferred Units and
92.2% of the Common Units in the Operating Partmprd.imited partners (including certain officenscadirectors of the Company) own the
remaining Common Units. Generally, the Operatingrieaiship is obligated to redeem each Common Unhiearequest of the holder thereof
for cash equal to the value of one share of Com8tonk based on the average of the market pricthéot0 trading days immediately
preceding the notice date of such redemption pealitiat the Company at its option may elect to mequny such Common Units presentec
redemption for cash or one share of Common Stolek.Gommon Units owned by the Company are not redbkmPreferred Units in the
Operating Partnership were issued to the Compangrnnection with the Company’s Preferred Stockraffgs that occurred in 1997 and 1998.

The Company was incorporated in Maryland in 199% Dperating Partnership was formed in North Cagoiln 1994. Our executive
offices are located at 3100 Smoketree Court, ite Raleigh, North Carolina 27604 and our teleghammber is (919) 872-4924. We
maintain offices in each of our primary markets.

Our business is the acquisition, development amdatipn of rental real estate properties. We opes#fice, industrial, retail and
residential properties. There are no material isegment transactions. See Note 17 to the Consatdidanancial Statements for a summary of
the rental income, net operating income and a$setach reportable segment.

In addition to this prospectus, we file or furntpharterly and current reports, proxy statementsadhelr information with the Securities
and Exchange Commission (“SEC”). All documents theatfile or furnish with the
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SEC are made available as soon as reasonablygataletifree of charge on our corporate website, visidttp://www.highwoods.com. The
information on this website is not and should netbnsidered part of this prospectus and is natrpurated by reference in this document.
This website is only intended to be an inactivaéuekreference. You may also read and copy anyreat that we file or furnish at the public
reference facilities of the SEC at 100 F. StreeE.NRoom 1580, Washington, D.C. 20549. PleasetalSEC at (800) 732-0330 for further
information about the public reference faciliti#hese documents also may be accessed through @is 8lEctronic data gathering, analysis
and retrieval system (“EDGAR”) via electronic meaingluding the SEC’s home page on the Interngp(titvww.sec.gov). In addition, since
some of our securities are listed on the NYSE, ganuread similar information about us at the offioéthe NYSE at 20 Broad Street, New
York, New York 10005.

Customers

The following table sets forth information concemithe 20 largest customers of our Wholly OwnedBrties (including properties
classified as held for sale) as of December 316200

Percent of Total Weighted Average
Rental Annualized Cash Annualized Cash Remaining Lease

Customer Square Fee Rental Revenue (1 Rental Revenue (1 Term in Years

(in thousands)

Federal Governmel 1,532,00! $ 26,48¢ 6.7<% 8.1
AT&T 672,98t 12,70! 3.2t 2.1
PricewaterhouseCoope 332,93: 8,47t 2.13 3.3
State of Georgi 360,68 7,252 1.8¢ 3.2
T-Mobile USA 205,85! 5,287 1.3€ 7.C
Syniverse Technologies, In 198,75( 4,581 1.17 9.8
US Airways 293,007 3,99 1.0z 0.8
Volvo 278,94( 3,97¢ 1.0z 3.3
Lockton Companie 151,07¢ 3,71: 0.9t 8.2
Northern Telecon 246,00( 3,651 0.94 1.2
SCI Services, Inc 162,78 3,49¢ 0.9C 10.¢€
Metropolitan Life Insuranc 174,94 3,431 0.8¢ 7.C
BB&T 209,23° 3,131 0.8C 5.€
Fluor Enterprises, Inc 147,04 2,65¢ 0.6¢ 4.8
Jacol's Engineering Group, In 181,79 2,53t 0.6% 9.C
Vanderbilt University 126,61° 2,38¢ 0.61 8.8
Lifepoint Corporate Service 122,70 2,351 0.6C 4.t
Wachovia 97,79: 2,10¢ 0.54 3.3
Icon Clinical Researc 101,24¢ 2,06¢ 0.5¢ 6.1
The Martin Agency 118,51¢ 2,03¢ 0.52 10.:
Total (2) 5,714,91. $ 106,32¢ 27.2%% 5.8

(1) Annualized Cash Rental Revenue is cash rental tev@iyase rent plus additional rent based on tted thoperating expenses, exclud
straigh-line rent) for the month of December 2006 multigley 12.
(2) Excludes customers that may lease space in joimtxe properties that are consolidated but aréVailly Owned Propertie:

Operating Strategy

Efficient, Customer Service-Oriented Organization. We provide a complete line of real estate sesvioeour customers and third
parties. We believe that our euse development, acquisition, construction mamagé leasing and property management services akoto
respond to the many demands of our existing aneinpial customer base. We provide our customers eaisit-effective services such as build-
to-suit construction and space modification, inaghgdenant improvements and expansions. In additenbreadth of our capabilities and
resources provides us with market information restegally available. We believe that the operatiffigiencies achieved through our fully
integrated organization also provide a competitisieantage in setting our lease rates and pricingrervices.

Capital Recycling Program.Our strategy has been to focus our real estatetéedtiin markets where we believe our extensivallo
knowledge gives us a competitive advantage ovesratial estate developers and operators. Througbagpital recycling program, we
generally seek to:
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. selectively dispose of n-core properties in order to use the net proceedspgoove our balance sheet by reduc
outstanding debt and Preferred Stock balancesat@mew investments or for other purpo:

. engage in the development of office and induspiajects in our existing geographic markets, pritman suburban in-fill
business parks; ar

. acquire selective suburban office and industriapprties in our existing geographic markets atgsriselow replacement ¢
that offer attractive return

Our capital recycling activities benefit from oochl market presence and knowledge. Because osiativofficers have significant real
estate experience in their respective markets,alieve that we are in a better position to evaleagtal recycling opportunities than many of
our competitors. In addition, our relationshipshwatur customers and those tenants at propertieshich we conduct third-party fee-based
services may lead to development projects wherettesgnts seek new space.

The following table summarizes the changes in sgjf@tage in our in-service Wholly Owned Propertlasing the past three years:

2006 2005 2004
(rentable square feet in thousands

Office, Industrial and Retail Properties:

Dispositions (2,982 (4,647 (1,269
Contributions to Joint Venture — — (1,270)(2)
Developments Placed-Service(2) 33 718 141
Redevelopment/Othe (74) (239 (22)
Acquisitions 70 — 1,35%(1)
Net Change of Ir-Service Wholly Owned Properties (2,959 (4,06]) (1,05€)

(1) Includes 1,270,000 square feet of properties ia@b, Florida acquired from N-HIW, LLC in March 2004 and contributed to H-KC
Orlando, LLC in June 200«

(2) We consider a development project to be stabiligazh the earlier of the original projected stabifian date or the date such project i
least 95% occupiet

Conservative and Flexible Balance SheetWe are committed to maintaining a conservatiwe feexible balance sheet that allows us to
capitalize on favorable development and acquisitipportunities as they arise. We expect to meesbart- and long-term liquidity
requirements through a combination of any one arenod:

» cash flow from operating activitie

* borrowings under our credit facilitie

» theissuance of unsecured de¢

» theissuance of secured de

» the issuance of equity securities by both the Comad the Operating Partnerst
» the selective disposition of n-core land and other assets; i

» private equity capital raised from unrelated joiahture partners involving the sale or contributddrour Wholly Owned Propertie
development projects or development lg

Geographic Diversification. We do not believe that our operations are sigaiftly dependent upon any particular geographiketar
Today, including our various joint ventures, ourtfio consists primarily of office and industriptoperties throughout the Southeast, retail
and office properties in Kansas City, Missouri liing one significant mixed retail and office pesfy, and office properties in Des Moines,
lowa.
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Competition

Our properties compete for tenants with similampemties located in our markets primarily on theida$location, rent, services provided
and the design and condition of the facilities. 8i& compete with other REITSs, financial institaso pension funds, partnerships, individual
investors and others when attempting to acquireglde and operate properties.

Insurance

Our properties are generally covered by compreheriibility, casualty, flood and rental loss insnce with policy specifications and
insured limits are appropriate given the relatig& of loss, the cost of coverage and industry firac

Employees
As of December 31, 2006, the Company had 476 erapky

Legal Proceedings

We are from time to time a party to a variety afdeproceedings, claims and assessments arisihg iardinary course of our business.
We regularly assess the liabilities and contingemai connection with these matters based on tastlemformation available. For those matters
where it is probable that we have incurred or imitlur a loss and the loss or range of loss caragonably estimated, reserves are recorded in
the Consolidated Financial Statements. In otheairces, because of the uncertainties related tothetprobable outcome and amount or range
of loss, a reasonable estimate of liability, if aognnot be made. Based on the current expectedroatof such matters, none of these
proceedings, claims or assessments is expecte/eoedhmaterial adverse effect on our businesspdinhcondition and results of operations.

In June, August, September and October 2006, vwesvet assessments for state excise taxes anddrétédeest amounting to
approximately $4.5 million, related to periods 2@Bbugh 2004. We believe that we are not subgestith taxes and have vigorously disputed
the assessment. Based on the advice of counsetreimg the status of settlement discussions amslolwn analysis, we currently believe i
probable that all excise tax assessments, inclyginential assessments for 2005 and 2006, canttbedsey the payment of franchise taxes of
approximately $0.5 million, and in the fourth qearof 2006 such amount was accrued and chargegoet@iing expenses. Legal fees related to
this matter were nominal and were charged to oppgraixpenses as incurred in 2006.

As previously disclosed, the SEC’s Division of Erement issued a confidential formal order of itigggtion in connection with the
Company’s previous restatement of its financialitss In November 2006, the Company was informed the SEC’s Division of Enforcement
had closed its investigation and was not takingagtion with respect to this matter.
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OUR PROPERTIES

Wholly Owned Properties

As of December 31, 2006, we owned all of the owmiprinterests in 322 in-service office, industiaald retail properties, encompassing
approximately 26.9 million rentable square feet] 409 rental residential units, including 0.3 roitlirentable square feet with a net book value
of $19.8 million that was classified as held folesd@he following table sets forth information abour Wholly Owned Properties (including
properties classified as held for sale) and oueligment properties as of December 31, 2006 an8:200

December 31, 200 December 31, 200!
Percent Percent
Rentable Leased/ Rentable Leased/
Square Feet Pre-Leasec Square Feet Pre-Leasec
In-Service:
Office (1) 19,244,00 89.(% 21,412,00 87.5%
Industrial 6,281,00! 91.7 6,977,00! 92.4
Retail (2) 1,327,001 95.7 1,416,001 97.t
Total or Weighted Average 26,852,00(3) 90.(% 29,805,00(3) 89.1%
Development:
Completec—Not Stabilized (4)
Office (1) 504,00( 62.£% — —
Industrial 418,00( 44.C — —
Retail — — 9,60( 87.(%
Total or Weighted Average 922,00( 54.2% 9,60( 87.(%
In Process (5)
Office (1) 1,357,00! 55.2% 533,00( 37.2%
Industrial 383,00( — — —
Retail — — — —
For Sale Residentii(6) 139 unit: — — —
Total or Weighted Average (3) 1,740,001 43.1% 533,00( 37.2%
Total:
Office (1) 21,105,00 21,945,00!
Industrial 7,082,00! 6,977,00!
Retail (2) 1,327,00! 1,425,601
Total or Weighted Average (3) (5) (7 29,514,00 30,347,60

(1) Substantially all of our office properties are Iltszhin suburban market

(2) Excludes 430,000 square feet of basement spabe i@duntry Club Plaza and other Kansas City rptaijberties

(3) Rentable square feet excludes the 109 residemtits.

(4) We consider a development project to be stadiliupon the earlier of the original projected #itediion date or the date such project is at
least 95% occupiet

(5) December 31, 2005 excludes a -unit multi-family residential property under development tlvas 50.0% owned and which w
consolidated (see Notes 1, 2 and 4 to the Congetidginancial Statements). This development comeiclate 2004 and was sold in
late 2006

(6) InJanuary 2007, we executed a joint venture ageaefor this development. We now have a 93% intexed will consolidate this joir
venture. As of March 31, 2007, there were approiefge800 reservations for the 139 units. Resernatiare fully refundable until mid
2007 at which time binding sales contracts willdoeepted and non-refundable deposits will be rethiResidential units and reservation
numbers are not part of the-Process total or weighted average for square fekpa-leasing percentag

(7) Excludes the following joint venture propertiestthee consolidated but are not Wholly Owned Praggr{1) one office property that w
sold to SF-HIW Harborview Plaza, LP, a 20% ownedtjgenture, but which is accounted for as a finagander SFAS No. 66 and thus
remains consolidated as described in Note 3 t€tivesolidated Financial Statements, and (2) foucefbroperties owned by Highwoods-
Markel Associates, LLC, a 50% owned joint ventuvhijch is consolidated beginning January 1, 200@lessribed in Notes 1 and 2 to
Consolidated Financial Statemer
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The following table sets forth geographic informatabout our in service Wholly Owned propertiesl(iding properties classified as
held for sale) at December 31, 2006

Percentage of Annualized Cash Rental Revenue (

Rentable

Market Square Feet Occupancy Office Industrial Retail Total
Raleigh, NC(2) 3,810,00 86.1% 14.€% — — 14.€%
Atlanta, GA 5,515,00! 94.C 10.: 4.C% — 14.
Kansas City, MC 2,225,00((3) 90.1 4.3 — 9.7% 14.C
Tampa, FL 2,332,001 97.7 13.2 — — 13.2
Nashville, TN 2,876,00! 91.€ 13.C — — 13.C
Piedmont Triad, N((4) 5,195,00! 88.7 7.C 3.7 — 10.7
Richmond, VA 2,024,00! 89.¢ 8.9 — — 8.¢
Memphis, TN 1,197,001 91.¢ 5.6 — — 5.€
Greenville, SC 1,108,001 75.5 34 0.1 — 385
Orlando, FL 218,00( 100.C 1.2 — — 1.2
Columbia, SC 252,00( 48.7 0.5 — — 0.5
Other 100,00( 73.€ 0.5 — — 0.5
Total (5) 26,852,00 90.(% 82.5% 7.8% 9.7% 100.(%

(1) Annualized Cash Rental Revenue is cash reatanue (base rent plus additional rent based oletle¢ of operating expenses, excluding
straigh-line rent) for the month of December 2006 multigllzy 12.

(2) The Raleigh market encompasses the Raleigh, DurGany,and Research Triangle metropolitan &

(3) Excludes 430,000 square feet of basement spabe i@duntry Club Plaza and other Kansas City rptaiperties

(4) The Piedmont Triad market encompasses the GreemahdrWinsto-Salem metropolitan are

(5) Excludes the following joint venture propertiestthee consolidated but are not Wholly Owned Prager{1) one office property that w
sold to SF-HIW Harborview Plaza, LP, a 20% ownedtjgenture, but which is accounted for as a finlageainder SFAS No. 66 and thus
remains consolidated as described in Note 3 t&€tresolidated Financial Statements, and (2) foucefbroperties owned by Highwoods-
Markel Associates, LLC, a 50% owned joint ventuvlich is consolidated beginning January 1, 200@lessribed in Notes 1 and 2 to
Consolidated Financial Statemer

Development Land

We wholly owned 719 acres of development land eBexfember 31, 2006. We estimate that we can dewagpmximately 5.3 million
square feet of office and industrial space on fiEr@imately 435 acres that we consider core lengp tholdings for our future development
needs. Our development land is zoned and avaifableffice and industrial development, and neatly&the land has utility infrastructure in
place. We believe that our commercially zoned amehaumbered land in existing business parks gisesdevelopment advantage over other
commercial real estate development companies iryrobaur markets. Any future development, howeigedependent on the demand for
office and industrial space in the area, the abiditg of favorable financing and other factorsdamo assurance can be given that any
construction will take place on the developmentldn addition, if construction is undertaken oa thevelopment land, we will be subject to
the risks associated with construction activitiesluding the risks that occupancy rates and rangsnewly completed property may not be
sufficient to make the property profitable, constion costs may exceed original estimates and naet&in and lease-up may not be completed
on schedule, resulting in increased debt servipemrse and construction expense. We may also depedperties other than office and
industrial on certain parcels with unrelated joiahture partners. We consider approximately 28dsacf our development land at
December 31, 2006 to be non-core assets becasdarilliis not necessary for our foreseeable futavelopment needs. We are actively
working to dispose of such non-core developmerd tAnough sales to other parties or contributianint ventures. Approximately 108 acres
with a net book value of $14.4 million are undentract to be sold and are included in “Real esaat® other assets, net, held for sale” in our
Consolidated Balance Sheet at December 31, 2006.
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Other Properties

As of December 31, 2006, we owned an interest ¢6@0less) in 70 in-service properties. These ptaeinclude primarily office and
industrial buildings encompassing approximatelyridion rentable square feet and 418 rental regideunits. The following table sets forth
information about the stabilized in-service joieiture properties by segment and by geographititecat December 31, 2006:

Percentage of Annualized Cash Rental Revenue (

Market S(? 3.::: kIjzlge QOccupancy Office Industrial Retail Multi -Family Total
Des Moines, lowi 2,475,00((2) 93.6% (3) 28.%% 4.2% 1.C% 3.4% 37.(%
Orlando, Floride 1,686,001 94 27.2 — — — 27.2
Atlanta, Georgit 835,00( 95.C 11.4 — — — 11.4
Kansas City, Missoul 721,00( 82.2 8.8 — — — 8.8
Richmond, Virginia(4) 413,00( 100.( 5.C — — — 5.C
Raleigh, North Carolin(5) 455,00( 99.¢ 3.7 — — — 3.7
Piedmont Triad, North Carolir(6) 364,00( 100.( 3.€ — — — 3.€
Tampa, Floride(7) 205,00( 100.( 2.C — — — 2.C
Charlotte, North Carolin 148,00( 100.( 0.8 — — — 0.8
Other 110,00( 100.( 0.E — — — 0.E
Total 7,412,00 94.5% 91.4% 4.2% 1.C% 3.4% 100.%

(1) Annualized Cash Rental Revenue is cash rental tevéyase rent plus additional rent based on tred foperating expenses, exclud
straigh-line rent) for the month of December 2006 multigley 12.

(2) Excludes 418 residential uni

(3) Excludes residential occupancy percentage of 95

(4) We own a 50.0% interest in this joint ventutghwoods-Markel Associates, LLC) which is consatield (see Notes 1 and 2 to the
Consolidated Financial Statemen

(5) The Raleigh market encompasses the Raleigh, DurGany,and Research Triangle metropolitan &

(6) The Piedmont Triad market encompasses the GreemahdrWinsto-Salem metropolitan are

(7) We own a 20.0% interest in this joint venture -HIW Harborview Plaza, LP) which is consolidatede($éotes 1 and 3 to tt
Consolidated Financial Statemen

In addition to the properties described above f&eaember 31, 2006, two joint ventures in whichivedd 50.0% interests were
developing a 332-unit residential property and tedeloped a 31,000 square foot office building thas completed but had not yet achieved
stabilized occupancy. The following table setstanformation about these properties at Decembe2BQa6 ($ in thousands):

Actual or
Anticipated  Investment Estimated Estimated
Rentable Completion Stabilization
% Square Total at
Property Ownership Market Feet Investment ~ 12/31/200¢  Pre-leasinc Date Date
Brickstone 50.(% Des Moine 31,000 $ 5,14¢ $ 4,34 35% 4Q0¢€ 4Q0'
Weston Lakesid 50.(% Raleigh 332 unit: 33,20( 31,10¢ 43% 1Q07%(1) 1Q0¢
Total 31,000 $ 38,34¢ $ 35,44:

(1) Estimated Completion Date is the date the lastiar@kpected to be delivered; currently there && units leased. In 2006, the Wes
Lakeside joint venture entered into a contracielbte a third party all of the assets, which sateurred in February 2007, as described in
more detail in Note 2 to the Consolidated FinanStatements
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Lease Expirations

The following tables set forth scheduled lease ragipins for existing leases at our Wholly Ownedgerties (including properties
classified as held for sale but excluding resiggntnits) as of December 31, 2006. The tables declll) expirations of leases in properties that
are completed but not yet stabilized and (2) tlieces of any early renewals exercised by tenants Becember 31, 2006.

Office Properties (1):

Percentage of Average Percent of
Leased Annual Annualized Cast
Rentable Square Footagt Annualized Cast Rental Rate
Square Feet Rental Revenue
Subject to Represented by Rental Revenue Per Square Represented by
Expiring Under Expiring Foot for Expiring
Lease Expiring Leases Expiring Leases Leases (2) Expirations Leases (2)
($ in thousands)
2007(3) 1,554,02! 9.C% $ 28,027 $ 18.0¢ 8.7%
2008 2,145,07. 12.4 39,79 18.5¢ 12.¢
2009 2,799,32 16.1 53,37t 19.0% 16.5
2010 2,323,59. 13.4 46,88¢ 20.1¢ 14.¢
2011 2,804,72. 16.2 51,22( 18.2¢ 15.¢
2012 1,731,14 10.C 30,33’ 17.52 9.4
2013 838,92¢ 4.8 15,14¢ 18.0¢ 4.7
2014 550,00¢ 3.2 10,66¢ 19.4( 3.3
2015 667,41: 3.8 13,421 20.1z2 4.2
2016 729,11 4.2 13,88: 19.0¢ 4.3
Thereaftel 1,198,96. 6.9 19,25 16.0¢€ 6.C
17,342,30 100.(% $ 322,01 $ 18.5i 100.(%
Industrial Properties:
Percentage of Average Percent of
Rentable Leased Annual Annualized Cast
Square Fee Square Footage Annualized Cast Rental Rate
Rental Revenue
Subject to Represented by Rental Revenue Per Square Represented by
Expiring Under Expiring Foot for Expiring
Lease Expiring Leases Expiring Leases Leases (2) Expirations Leases (2)
($ in thousands)
2007(4) 1,011,15! 17.(% $ 5,80 $ 574 19.1%
2008 1,214,38I 20.2 5,58¢ 4.6C 18.c
2009 961,85¢ 16.2 5,22¢ 5.4: 17.1
2010 558,58: 9.4 3,004 5.3¢ 9.8
2011 639,02/ 10.€ 3,12 4.8¢ 10.2
2012 257,89t 4.3 1,28i 4.9¢ 4.2
2013 166,28¢ 2.8 1,032 6.21 34
2014 212,96! 3.6 1,151 5.4C 3.8
2015 169,88: 2.9 69t 4.0¢ 2.3
2016 264,59 4.5 88: 3.34 2.6
Thereaftel 486,15( 8.2 2,72¢ 5.6( 8.S
5,942,78. 100.(% $ 30,52: $ 514 100.(%

(1) Excludes the following joint venture propertiestthee consolidated but are not Wholly Owned Prager{1) one office property that w
sold to SF-HIW Harborview Plaza, LP, a 20% ownedtjgenture, but which is accounted for as a finagander SFAS No. 66 and thus
remains consolidated as described in Note 3 t€thesolidated Financial Statements and (2) fouceffiroperties owned by Highwoods-
Markel Associates, LLC, a 50% owned joint ventuvlich is consolidated beginning January 1, 200@lessribed in Notes 1 and 2 to
Consolidated Financial Statemer

(2) Annualized Cash Rental Revenue is cash rental tev@yase rent plus additional rent based on tted thoperating expenses, exclud
straigh-line rent) for the month of December 2006 multigllzy 12.

(3) Includes 68,000 square feet of leases that arenoordt-to-month basis, which represent 0.2% of total annedlizash rental revent

(4) Includes 86,000 square feet of leases that arenoordt-to-month basis, which represent 0.1% of total annadlizash rental revent
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Retail Properties:

Percentage ol

Rentable Leased
Square Fee Square Footagt
Subject to Represented by
Expiring
Lease Expiring Leases Expiring Leases
2007(2) 65,25¢ 5.1%
2008 126,55( 10.C
2009 142,86¢ 11.c
2010 98,94 7.8
2011 71,00¢ 5.6
2012 143,79: 11.c
2013 55,90: 4.4
2014 86,27« 6.8
2015 130,12° 10.2
2016 67,22¢ 5.3
Thereaftel 281,83 22.2
1,269,78: 100.(%
Total (3):
Percentage o'
Leased
Rentable Square Footage
Square Feet
Subject to Represented by
Expiring
Lease Expiring Leases Expiring Leases
2007(4) 2,630,43! 10.7%%
2008 3,486,01! 14.Z
2009 3,904,05! 16.C
2010 2,981,11 12.1
2011 3,514,75! 14.:
2012 2,132,83! 8.7
2013 1,061,11° 4.3
2014 849,24° 3.5
2015 967,42 3.9
2016 1,060,933 4.3
Thereaftel 1,966,94! 8.C
24,554,87. 100.(%

Average Percent of
Annual Annualized Cast
Annualized Cast Rental Rate
Rental Revenue
Rental Revenue Per Square Represented by
Under Expiring Foot for Expiring
Leases (1) Expirations Leases (1)
($ in thousands)
$ 1,771 $ 27.1¢ 4.7%
3,65¢ 28.91 9.7
4,032 28.2: 10.7
3,43¢ 34.7¢ 9.1
2,07t 29.2¢ 5.5
4,32 30.0¢ 11.t
2,174 38.8¢ 5.8
1,67: 19.3¢ 44
4,232 32.52 11.2
2,63¢ 39.2¢ 7.C
7,65 27.1¢ 20.4
$ 37,66 $ 29.6¢ 100.(%
Average Percent of
Annual Annualized Cast
Annualized Cast Rental Rate
Rental Revenue
Rental Revenue Per Square Represented by
Under Expiring Foot for Expiring
Leases (1) Expirations Leases (1)
($ in thousands)
$ 35,60¢ $ 13.5¢ 9.1%
49,04( 14.0% 12.€
62,63 16.0¢ 16.C
53,33 17.8¢ 13.7
56,41¢ 16.0¢ 14.£
35,94¢ 16.8¢ 9.2
18,35! 17.2¢ 4.7
13,49: 15.8¢ 3.t
18,35¢ 18.97 4.7
17,40¢ 16.4( 4.5
29,63( 15.0¢€ 7.€
$ 390,20« $ 15.8¢ 100.(%

(1) Annualized Cash Rental Revenue is cash rental tevérase rent plus additional rent based on tred operating expenses, exclud
straigh-line rent) for the month of December 2006 multigllzy 12.

(2) Includes 3,000 square feet of leases that arerordt-to-month basis or less than 0.1% of total annualizesth cental revenu

(3) Excludes the following joint venture propertiestthee consolidated but are not Wholly Owned Prager{1) one office property that w
sold to SF-HIW Harborview Plaza, LP, a 20% ownedtjgenture, but which is accounted for as a finagander SFAS No. 66 and thus
remains consolidated as described in Note 3 t€thesolidated Financial Statements and (2) fouceffiroperties owned by Highwoods-
Markel Associates, LLC, a 50% owned joint ventuvhijch is consolidated beginning January 1, 200@lessribed in Notes 1 and 2 to

Consolidated Financial Statemer

(4) Includes 157,000 square feet of leases that aserantl-to-month basis, which represent 0.3% of total annedlizash rental revent
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MANAGEMENT

Our Directors and Executive Officers

Our directors are divided into three classes, afthroximately one-third of the directors electedhtsy stockholders annually. The Board
of Directors currently consists of nine memberse Térms of office for Edward J. Fritsch, Lawrencé&8plan and F. William Vandiver, Jr. w
expire at the annual meeting to be held May 1872&fective as of the date of the meeting, Mr. Wfiaer will retire from the Board of
Directors and the size of the Board will be redufrech nine to eight. Messrs. Fritsch and Kaplanehbgen nominated for election at the
meeting as directors to hold office until the 2@HMhual meeting of stockholders and until their sgsors are elected and qualified. Sherry A.
Kellett, whose term is currently scheduled to expit the 2008 annual meeting, has been nominatedefction at the meeting as a director to
hold office until the 2010 annual meeting of stoalklers and until her successor is elected andfipdaliThe three-year term of office for
Thomas A. Adler and Kay N. Callison will expiretae annual meeting in 2008. The three-year teroffafe for Gene H. Anderson, L. Glenn
Orr, Jr. and O. Temple Sloan, Jr. will expire & #mnual meeting in 2009.

The following table sets forth information about alirectors and executive officers.

NAME AGE POSITION

Edward J. Fritscl 48 President, Chief Executive Officer and Direc

Terry L. Steven: 58 Vice President and Chief Financial Offic

Michael E. Harris 57 Executive Vice President and Chief Operating
Officer

Jeffrey D. Miller 36 Vice President, General Counsel and Secre

Gene H. Anderso 61 Senior Vice President and Direc

Michael F. Beale 53 Senior Vice President and Regional Mang

W. Brian Reame 43 Senior Vice President and Regional Mang

O. Temple Sloan, J 68 Chairman of the Board of Directa

Thomas W. Adle 66 Independent Directc

Kay N. Callison 63 Independent Directc

Lawrence S. Kapla 64 Independent Directc

Sherry A. Kelleti 62 Independent Directc

L. Glenn Orr, Jr 66 Independent Directc

F. William Vandiver, Jr 65 Independent Directc

Information for each of our executive officers aticectors is set forth below.

Edward J. Fritsch 48, has been a director since January 2001. Msch became our Chief Executive Officer in Jub02 and our
president in December 2003. Prior to that, Mr.detitwas our chief operating officer from Januar98L&® July 2004 and was a vice president
and secretary from June 1994 to January 1998. Msch joined our predecessor in 1982 and was m@@aof that entity at the time of our
initial public offering in June 1994. Mr. Fritsch Chairman of the University of North Carolis8oard of Visitors and also serves on the B
of Trustees of St. Timothy’s Episcopal School amelBoard of Directors of the Triangle Chapter & ¥MCA.

Terry L. Stevens58, has been our Vice President and Chief Fish@fficer since December 2003. Prior to joiningmu®ecember 200:
Mr. Stevens was executive vice president, chiefrfoial officer and trustee for Crown American Redltust, a public REIT. Before joining
Crown American Realty Trust, Mr. Stevens was doeof financial systems development at AlliedSigmiat., a large multi-national
manufacturer. Mr. Stevens was also an audit pavtiterPrice Waterhouse for approximately seven yelslir. Stevens currently serves as
trustee, chairman of the Audit Committee and menalb¢e Investment and Finance Committee of FicdbMac Realty Trust, a public REIT.
Mr. Stevens is a member of the American and the&dwvania Institutes of Certified Public Accountant
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Michael E. Harris, 57, has been our Executive Vice President andf@mperating Officer since July 2004. Prior to thdt. Harris was a
senior vice president and was responsible for perations in Memphis, Nashville, Kansas City andu@itte. Mr. Harris was executive vice
president of Crocker Realty Trust prior to its margith us in 1996. Before joining Crocker Realtyi3t, Mr. Harris served as senior vice
president, general counsel and chief financiateffiof Towermarc Corporation, a privately owned esdate development firm. Mr. Harris is a
member of the Advisory Board of Directors of Southdt Bank of Memphis and Allen & Hoshall, Inc.

Jeffrey D. Miller, 36, has been our Vice President, General CommseSecretary since March 2007. Mr. Miller was drpa with the
law firm of DLA Piper US LLP, where he has practicgnce 2005. Previously, he was a partner witHathefirm of Alston & Bird LLP, where
he practiced from 1997. Mr. Miller received a Bffam Pennsylvania State University and a J.D. anB.®M from Wake Forest University. He
is admitted to practice in North Carolina.

Gene H. Anderson61, has been a director and senior vice pres&lroé our combination with Anderson Properties, In February
1997, and in July 2006 became Executive Vice Peasidf Highwoods Development, LLC, a taxable subsjdformed to pursue the
development of office and industrial propertiesdaisting customers, such as the GSA, in core andcore markets. Additionally,

Mr. Anderson oversees our Atlanta and Triad openati Mr. Anderson served as president of Andersopérties, Inc. from 1978 to February
1997. Mr. Anderson was past president of the Gaaryapter of the National Association of Industaiatl Office Properties and is a national
board member of the National Association of Indakand Office Properties.

Michael F. Beale 53, has been our Senior Vice President and RabManager since 2000. Mr. Beale manages our Ooland overse:
our Tampa operations. Prior to joining us in 2000, Beale served as vice president of Koger Equity,, where he was responsible for
Koger’s acquisitions and developments throughoaitSbutheast. Mr. Beale is currently the presidétiie Central Florida Chapter of the
National Association of Industrial and Office Prajpes and also serves on various committees foMia-Florida Economic Development
Commission.

W. Brian Reames43, has been our Senior Vice President and RabManager since August 2004. Mr. Reames manageNashville
and oversees our Memphis, Greenville and Columpéations. Prior to that, Mr. Reames was vice gesgiresponsible for the Nashville
division, a position he held since 1999. Mr. Reamas a partner and owner at Eakin & Smith, IndNashville-based office real estate firm,
from 1989 until its merger with us in 1996. Mr. Rees is a past Nashville chapter President of theh& Association of Industrial and Offi
Properties. He is currently serving on the Boar®iéctors of H.G. Hill Realty and the Nashville@Zand as President of the Board of Trustees
at Harding Academy in Nashville, Tennessee.

O. Temple Sloan, Jr.68, is chairman of the Board of Directors, a fiosihe has held since March 1994. Mr. Sloan igroten and chief
executive officer of General Parts Internationat,. IHe is also the lead outside director of BanRiferica Corporation and is a director of
Lowe’s Companies, Inc.

Thomas W. Adler66, has been a director since June 1994. Mr.rAsliehairman of PSF Management Co. in ClevelafdoQMr. Adler
formerly served on the board of directors of theiddeal Association of Realtors and the boards afegoors of the American Society of Real
Estate Counselors and the National Associationeall Estate Investment Trusts. He is a past natigmeaident of the Society of Industrial and
Office Realtors. Mr. Adler is currently active inet Urban Land Institute.

Kay N. Callison 63, has been a director since our merger withNi€hols Company in July 1998. Ms. Callison hacosed as a director
of J.C. Nichols Company since 1982. Ms. CallisoadBve in charitable activities in the Kansas Qitgtropolitan area.

Lawrence S. Kaplan64, has been a director since November 2000K&iplan is a certified public accountant and retired000 as a
partner from Ernst & Young LLP where he was theama director of that firm’s REIT Advisory Servisgroup. Mr. Kaplan has served on the
board of governors of the National Association eBR
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Estate Investment Trusts and has been activelyjniadan REIT legislative and regulatory matters doer 20 years. Mr. Kaplan is a director of
Maguire Properties, Inc., a publicly traded offREIT based in California, and Feldman Mall Progetinc., a publicly traded mall REIT
based in Arizona.

Sherry A. Kellett62, has been a director since November 2005. Mietkis a certified public accountant. Ms. Kellsérved as corpore
controller of BB&T Corporation from 1995 until hegtirement in August 2003. Ms. Kellett had servedarporate controller of Southern
National Corporation from 1991 until 1995 when énged with BB&T Corporation. Ms. Kellett previousdgrved in several positions at Artl
Andersen & Co. Ms. Kellett is a director of Medi€xoperties Trust, Inc., a publicly traded medaféice REIT based in Alabama, and
MidCountry Financial Corp., a private financial\dees holding company based in Macon, GA. Ms. Keléerm is currently scheduled to
expire at the 2008 annual meeting, but the Boafldictors, upon the recommendation of our comp@msand governance committee, has
nominated Ms. Kellett for election at the meetisgaadirector to hold office until the 2010 annuaating of stockholders and until her
successor is elected and qualified.

L. Glenn Orr, Jr., 66, has been a director since February 19950vtrhas been president and chief executive offi@rr Holdings
since 2006. Mr. Orr had served as president aref eliecutive officer of The Orr Group from 19952@06. Mr. Orr was chairman of the board
of directors, president and chief executive offisESouthern National Corporation from 1990 untslmerger with BB&T Corporation in 1995.
He previously served as president and chief exezwificer of Forsyth Bank and Trust Co., presidgh€ommunity Bank in Greenville, S.C.
and president of the North Carolina Bankers AsdmziaMr. Orr is a member of the boards of direstof Medical Properties Trust, Inc., a
publicly traded medical office REIT based in Alatmr®eneral Parts International, Inc., Village Tayénc. and Broyhill Management Fund,
and he is chairman of the Wake Forest Universigréé@f trustees.

F. William Vandiver, Jr, 65, has been a director since July 2002. Mr. eardserved as corporate risk management execatiBank of
America Corporation from 1998 until his retirem&nf002. Mr. Vandiver is Chairman of the Board ofitees of Queens University of
Charlotte. He also serves on the President’s Adyi€omuncil of Clemson University, the Board of Tiess of Presbyterian Hospital in
Charlotte and the Board of Directors of Generat$lmternational, Inc. and as a Senior Advisor wQdll Partners. Mr. Vandiver will retire
from the Board of Directors effective as of theedat the 2007 annual meeting of stockholders.

CORPORATE GOVERNANCE

Director Independence

Under New York Stock Exchange rules, at least aritgjof our directors and all of the members af Hudit committee and the
compensation and governance committee must be éndept. The New York Stock Exchange standards geaviat to qualify as an
independent director, in addition to satisfyingtar bright-line criteria, the Board of Directoraust affirmatively determine that a director has
no material relationship with us (either directlyas a partner, shareholder or officer of an ogtion that has a relationship with us). The
Board of Directors has determined that Messrs. Adlaplan, Orr, Sloan and Vandiver and Mses. Gatliand Kellett each satisfies the bright-
line criteria and that none has a relationship wihhat would interfere with such person’s abil@yexercise independent judgment as a
member of the Board. In addition, none of thesedlars has ever served as (or is related to) atogegof our Company or any of our
predecessors or acquired companies or receivedangensation from us or any such other entitieggxdor compensation directly related to
service as a director. Therefore, we believe thatf dhese directors, or more than three-fourththe Board, are independent.

Compensation and Governance Committee

Our compensation and governance committee curreatigists of Messrs. Orr and Sloan and Ms. Callisém Orr serves as chairman of
the compensation and governance committee. Eactberdman independent director.

The compensation and governance committee detesrorapensation for our executive officers and immaets our non-equity and
equity incentive plans. The committee also makesmanendations concerning board member qualificattandards, director nominees, board
responsibilities and compensation, board accessmttagement and independent advisors and managsugesission. On an annual basis, the
compensation and
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governance committee assesses the appropriate akdl characteristics of existing and new board bees This assessment includes
consideration as to the members’ independencerditiyeage, skills and experience in the contexhefneeds of the Board. The same criteria
are used by the compensation and governance cogenitevaluating nominees for directorship. Thevélstor Relations/Governance
Documents” section of our website includes an @iarsion of our compensation and governance camargharter. Our website is located at
www.highwoods.com.

Compensation and Governance Committee Interlocksldnsider Participation. None of the members of our compensation and
governance committee is a current or past emplofeer Company or any of our predecessors or aeduiompanies and each was and is an
independent director. None of our executive ofcaurrently serves, or in the past three years@asd, as a member of the board of directors
or compensation committee of another entity thatdree or more executive officers serving on ourrBad Directors or compensation and
governance committee.

Audit Committee

Our audit committee currently consists of Mess@pldn and Vandiver and Ms. Kellett. Upon Mr. Varetig retirement as a director
effective as of the date of the meeting, Mr. Oriif jwin the audit committee. Mr. Kaplan serves haioman of the audit committee. Each of the
foregoing directors is an independent director mmde has accepted any consulting, advisory or aitrapensatory fee from us other than as
set forth below under “Compensation of Directord &xecutive Officers — Director Compensation in 0@-urther, the Board has determined
that each of the foregoing directors is financidilgrate and at least two members, Mr. Kaplan ldisdKellett, both of whom are certified
public accountants, are financial experts.

The audit committee approves the engagement ahdependent registered public accounting firm, e the plans and results of the
audit engagement with such firm, approves profesdiservices provided by such firm, reviews theepehdence of such firm, approves audit
and non-audit fees and reviews the adequacy aohtennal control over financing reporting. The “gstor Relations/Governance Documents”
section of our website includes an online versibthe audit committee charter.

Investment Committee

Our investment committee currently consists of Mesadler, Anderson, Fritsch and Sloan. The investhtommittee oversees the
acquisition, new development, redevelopment anetakisposition process. The investment committéeclvheld 28 conference calls in 2006,
generally meets on call to review new opportuniéied to make recommendations to the Board of Direatoncerning such opportunities.

Executive Committee

Our executive committee currently consists of Mesadler, Orr, Sloan and Vandiver. Mr. Fritschcas Chief Executive Officer, serves
as an ex-officio member of the committee. Upon Whandiver’s retirement as a director effective athef date of the meeting, the size of the
executive committee will be reduced from five toaifdincluding the ex-officio member of the comméleThe executive committee meets on
call by the Chairman of the Board of Directors amaly exercise all of the powers of the Board of Etives, subject to the limitations imposed
by applicable law, the bylaws or the Board of Dices. Each member (other than the Chief Executiffie®) is independent. During 2006, the
executive committee held four in-person meetings Ehconference calls.
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COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS

Compensation Discussion and Analysis

The following sets forth a discussion and analg§ithe compensation of our principal executiveasfi our principal financial officer at
the next three most highly compensated executifieeo$ during 2006, which we collectively referas the “Named Executive Officers”:

Edward J. Fritscl President and Chief Executive Offic

Michael E. Harris Executive Vice President and Chief Operating Of
Terry L. Steven: Vice President and Chief Financial Offic

Mack D. Pridgen, Il (1 Vice President, General Counsel and Secre
Gene H. Anderso Senior Vice Presidel

(1) Mr. Pridger's last day of employment with us was March 16, 2

Compensation Decision-MakingOur compensation and governance committee géyeris our compensation philosophy and makes
specific compensation decisions with respect todamed Executive Officers. Our compensation ancegmance committee currently consists
of Messrs. Orr and Sloan and Ms. Callison. Mr. €mves as chairman of the committee. Each memlaeriisdependent director. For
additional information about our compensation aodegnance committee, see “Corporate Governancenp€osation and Governance
Committee.” Actual compensation decisions with e$go Mr. Fritsch are made solely by the commitfestual compensation decisions with
respect to our other Named Executive Officers amdearby the committee after receiving input from Fhitsch. Named Executive Officers do
not recommend or determine any element or compasfehtir own pay package or total compensationarmo

Our current executive compensation program is baped extensive input from Mercer Human Resources@hing, which the
compensation and governance committee retained8,22004 and 2007 to review our existing compémsathilosophy and suggest design
changes based on recent trends and developmerdstingpexecutive officer compensation and its peattices knowledge. Based on a rev
recently conducted by Mercer, we believe that dyecampensation in 2006 for our Named Executivei€ifs was in the 28to 50" percentile
of our peer group (which is described below).

Amounts earned in 2006 from incentive awards ghptér to 2006 generally were not considered ttirsgg compensation elements for
2006.

Other than Mr. Harris, none of our Named Execu@fficers has an employment agreement with us. Wered into a three-year
employment contract with Mr. Harris on July 1, 200#e contract is thereafter extended automatidatyadditional three-year periods unless
we give notice to Mr. Harris during the 60-day pdrending one year prior to expiration of the cacitr Mr. Harris may terminate the contract
at any time upon 30 days’ prior written notice & Tihe contract provides for a minimum annual Isadary of $305,000 for Mr. Harris, which
may be increased by the Board of Directors.

Notwithstanding the foregoing, we have entered im@e change in control contracts effective as ofilAB, 2007 with Messrs. Fritsch,
Harris, Stevens and Anderson that provide for paytmand benefits to such officers upon certain irgations of employment or diminishing
responsibilities within 36 months from the dateaafhange in control. For additional information atthese arrangements, see “Change in
Control Arrangements” in this Compensation Discossind Analysis and “—Post-Employment Compensdtion.

Section 162(m) of the Internal Revenue Code gelyedahies a deduction for compensation in excesglofillion paid to certain
executive officers, unless certain performancegldsire and stockholder approval requirements &te @ption grants and certain other aw:
are intended to qualify as “performance-based” camsption not subject to the Section 162(m) dedunditmitation. The committee believes
that a substantial portion of compensation earmetuour compensation program would be exempted fhe $1 million deduction limitation.
The committee’s intention is to qualify, to the exttreasonable, a substantial portion of each g¢ixecofficer's compensation for deductibility
under applicable tax laws.
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Compensation Objectives and Componen@ompensation for Named Executive Officers is tdaggely on the following principles:
» variable compensation is a significant part of cemgation with the percentagerisk increasing at higher levels of responsibil

» employee stock ownership aligns the interests ah&thExecutive Officers and stockholders and resuliéamed Executiv
Officers sharing financially in the successes dmttsomings of our Company based in part upon fesition responsibility,
overall impact and assessed contribut

« performancebased compensation focuses Named Executive Officecsitical business objectives as reflected inQtwategic Plar
controls fixed costs and aligns pay with performatirough performan-leveraged incentive opportunitie

« compensation must be competitive with that offdrgather companies that compete with us to ataadtretain the best possible
executive talent; an

« differences in executive compensation should refidtering levels of responsibility and performanwith our organizatior

A key factor in determining levels of compensatiemains the pay practices of public equity REIT§hwiomparable revenues. As of
January 1, 2007, our peer group included the faligwpublic equity REITSs:

* Brandywine Realty Trus

» Corporate Office Properties Tru
* Duke Realty Corp.

» Kilroy Realty Corp.;

» Liberty Property Trust

* Mack-Cali Realty Corp.; an

» Parkway Properties, In

Publicly available data from the peer group wass@ered in determining the proportions of basergat®nuses, annual non-equity
incentive compensation and equity incentive comams, as well as targeted total compensation.dgtia from our peer group is adjusted to
take into account differences in market capitalimabetween the peer group companies and our Comgarerall compensation is intended to
be at, above or below competitive levels dependjpan our performance relative to our targeted parémce and the performance of our peer

group.

Base SalaryBase salaries for all of our employees are detexthby position, which takes into considerationgbepe of job
responsibilities and competitive market compensagpiaid by other companies for similar positionss®aalaries are also driven by market
competition to attract and retain high-quality eaygles. Our overall approach to setting base salari® create and sustain stockholder value
by balancing our need to retain highality employees while controlling the annual gtowf our general and administrative expenses.bEse
salaries earned by our Named Executive Officer&w8e5% higher in 2006 as compared to 2005, sirtol#éine average increases for all of our
salaried employees. In determining to increase balsgies, the compensation and governance conengittesidered, among other things, our
planned operating budget for 2006, cost of livingréases in our various divisional markets andiplytdvailable data regarding the pay
practices of other public REITs and similarly stedipublic companies. Base salaries are revieweadjostment annually and adjustments, if
any, are effective in April. Individual base satsrifor Messrs. Fritsch, Harris, Stevens and Andease 3.5% higher in 2007 as compared to
2006.
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Annual Non-Equity Incentive Programin 2006, our Named Executive Officers participatedur annual non-equity incentive program
pursuant to which they were eligible to earn camympents (which were paid in March 2007) based peraentage of their annual base sala
effect for December 2006. Under this componentusfexecutive compensation program, our Named Ekex@ifficers are eligible to earn
additional cash compensation to the extent spep#fiflormance-based metrics are achieved duringhtis recently completed year. The
position held by each Named Executive Officer héarget annual incentive percentage, which hasrgépeemained consistent since 2000,
ranging from 65% to 85% of base salary dependintherexecutive’s position. For 2006, the targetahincentive percentage was 85% for
Mr. Fritsch, 75% for Messrs. Harris, Stevens ariddgem and 65% for Mr. Anderson. In addition to ddesing the pay practices of our peer
group in determining each Named Executive Officarisual incentive percentage, the committee alasiders the individual officer’s ability
to influence our overall performance. The more gettie position within the Company, the greatergbgion of compensation that varies with
performance.

The actual amount a Named Executive Officer map eader the annual na@guity incentive compensation program is the prodéithe
target annual incentive percentage times an “ageidbrmance factor,” which can range from zer@@06%. The actual performance factor
depends upon the relationship between how varietfepnance criteria compare with predetermined gdar Messrs. Fritsch, Harris, Stev
and Pridgen, who served as corporate executivéisgiR@06, the actual performance factor was basetti®@ same goals and criteria applied to
our performance as a whole. For Mr. Anderson, wérges as a corporate executive and is responsibteuf Atlanta division, his actual
performance factor is equally weighted betweerpérdormance of the Atlanta division and our perfanoe as a whole. Participants in our
annual non-equity incentive program receive quirtatements throughout the year that illustrateto-date performance under the varying
criteria, which we believe is an important tookigeping our employees focused on achieving theaks gmd delivering measurable results that
create stockholder value.

The components and weighting of each year’s metnibich are set by the compensation and governemmenittee prior to or near the
beginning of each year as part of our budgetingsaradegic planning process, are intended to ¢laselich the operating and financial goals of
our Strategic Plan and to provide our Named Exeeuifficers with direct “line of sight” to focuseir individual efforts to the achievement of
the metrics. The performance criteria for Nameddaee Officers during 2006, which were equally giged, were the following:

e average occupancy rates relative to budgeted |

* net operating income relative to budgeted amot

* average payback on leases relative to a fixed goal

» the dollar value weighted average lease term velati a fixed goal

The compensation and governance committee setthicedarget and maximum levels with respect tdhezcahe four factors. The
following table sets forth information about thetries and actual performance factors under our anmen-equity incentive program for 2006:

Factor Threshold (50%) Target (100%) Maximum (200%)
Average Occupanc 99.6% of Budgeted Averag 100.1% of Budgeted Averay 101.5% of Budgeted Averal
Occupancy Occupancy Occupancy
Net Operating Incom 97% of Budgeted Net 103% of Budgeted Net 110% of Budgeted Net
Operating Incomu Operating Incom Operating Incom

Average Payback on Leases (1) 60 Basis Points Worse Than the 100.0% of Prior 3-Year 150 Basis Points Better Than
Prior Z-Year Average Average the Prior :-Year Average

Dollar Value Weighted Prior 3-Year Average Prior 3-Year Average Plus 0.5 Prior 3Year Average Plus 1

Average Lease Teri Years Years

(1) “Average payback on leases” means the ratib@investment we make in a particular lease dd/tolethe total cash rent receivable
under the fixed term of the lease. For this facdgwer number means improved operating performafor purposes of calculating this
actual performance factor, the compensation anémawice committee from time to time approves tlwdusion of leases that are
executed for important business purposes but thleguk of which is not representative of the leasiffgrts of our personnel nor
appropriate upon which to base compensation deds
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If the threshold level is not satisfied with resipteca particular factor, the actual performanagdawould be zero with respect to that
factor. If performance exceeds the threshold leutldoes not satisfy the target level, the actealgpmance factor would range on a sliding
scale between 50% and 100% with respect to thaarfd€ performance is between the target level grgdmaximum level, the actual
performance factor would range on a sliding scatevben 100% and 200% with respect to that factioe. Jerformance factor used to
determine the amount an executive could earn i® 20@er the annual non-equity incentive program tivasqually weighted average of the
four factors. Notwithstanding the formulas desatilbdove, our compensation and governance comrhi¢teeetained the discretion and
flexibility to increase or decrease the actual penfance factor with respect to any particular yaat/or any particular officer to more
appropriately reflect, in the committee’s sole jodmt, actual performance, market conditions, uograted circumstances and other factors.
The compensation and governance committee didxaustise its right to modify the actual performafeetor for any of the Named Executive
Officers in 2006. For 2006, the actual performafactor under the non-equity incentive program wasraximately 108% for Messrs. Fritsch,
Harris, Stevens and Pridgen and approximately 1fad%I1r. Anderson. As a result, under the non-eqirityentive program for 2006,

Mr. Fritsch earned $397,089, Mr. Harris earned $288, Mr. Stevens earned $209,737, Mr. Pridgeneeb$196,768 and Mr. Anderson ear
$156,378.

The committee has adopted the following performaniteria for officers during 2007:
» growth in core funds from operatior‘FFC") (36% weighting for corporate executives and 24% tiaig for divisional officers)

* net operating income relative to budgeted amo&@%o(weighting for corporate executives and 30% tvéng for divisional
officers);

» cash available for distributiol* CAD”) payout ratio (24% weighting for corporate execwiaad 16% weighting for division
officers);

e average occupancy rates relative to budgeted (h286 weighting for corporate executives and 18%gweng for divisional
officers); anc

* average payback on leases relative to a fixed @8&lweighting for corporate executives and 12% Wwieng for divisional officers

The compensation and governance committee halrsshbld, target and maximum levels with respeetith of the five factors. The
following table sets forth information about thetnes and actual performance factors under our anmen-equity incentive program for 2007:

Factor Threshold (50%) Target (100%) Maximum (200%)

Core FFO Growth Projected Threshold Increase  Projected Target Increase over  Projected Maximum Increase
over Prior Yea Prior Year over Prior Yeal

Net Operating Incom 97% of Budgeted Net 103% of Budgeted Net 110% of Budgeted Net Operating

Operating Incomu Operating Incom Income

CAD Payout Ratic Projected Threshold Decree Projected Target Decrease o Projected Maximum Decrea
over Prior Yea Prior Year over Prior Yea

Average Occupanc 99.6% of Budgeted Avera 100.1% of Budgeted Averag 101.5% of Budgeted Averag

Occupancy Occupancy Occupancy

Average Payback on Leases (1) 60 Basis Points Worse Than the 100.0% of Prior 3-Year Average 150 Basis Points Better Than the
Prior :-Year Average Prior z-Year Average
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(1) “Average payback on lea” means the ratio of the investment we make in aquéat lease divided by the total cash rent redsy
under the fixed term of the lease. For this facdgwer number means improved operating performafor purposes of calculating this
actual performance factor, the compensation anémewice committee from time to time approves tlodusion of leases that are
executed for important business purposes but thleguk of which is not representative of the leasiffgrts of our personnel nor
appropriate upon which to base compensation dews

It is the annual expectation of the compensatiahgovernance committee that the estimated prolabiliachievement of the threshold
levels is 80%, the estimated probability of achiaeet of the target levels is 60% and the estimptetability of achievement of the maximt
levels is 20%.

Amounts Earned in 2006 for Grants in 2004 under th899 Shareholder Value PlanThe 1999 Shareholder Value Plan is intended to
reward our executive officers when the total shalddr returns measured by increases in the magteéwof Common Stock plus dividends
exceeds a comparable index of our peers over a-frear period. A payout for this program, whiclnigash or shares of Common Stock at the
election of the officer, is determined by the petege change in our shareholder return index coeap@rthe composite index of our peer
group. If our performance is not at least 100%hefpeer group, no payout is earned. As with ounahmon-equity incentive program,
notwithstanding the specific payout criteria ddsed above, our compensation and governance corerhidie retained the discretion and
flexibility to increase or decrease the payouarif, under the 1999 Shareholder Value Plan to mppeopriately reflect, in the committee’s
sole judgment, actual performance, market conditionanticipated circumstances, absolute performahour Common Stock and other
factors. No new grants have been made under th& 3B8reholder Value Plan since 2004. Prior to 2866ayouts had been earned for grants
under this plan.

The closing price of our Common Stock as reportethe New York Stock Exchange increased from $2pef0share on January 1, 2(
to a 30-day trailing average of $40.02 per shamf &ecember 31, 2006, which resulted in an 88.684 stockholder return over that period
assuming the reinvestment of dividends. Becaus#othéreturn index of our Common Stock over thpl@able period was 106% of a
comparable index of our peers, Named Executivecxf§i were entitled to earn an aggregate of $350rBBayouts for awards granted in 2004
under the 1999 Shareholder Value Plan (includiegviidlue of the discount attributable to the isseasfaCommon Stock to Messrs. Pridgen
Stevens, who elected at the beginning of the thiesg-period to receive shares of Common Stockl@®a discount in lieu of a cash payout, if
any, with respect to grants in 2004 under the 1518&reholder Value Plan). In recognition of the #igant absolute total stockholder return
over the three-year period, the compensation amdrgance committee increased the payout ratio t66%6 to 130%, which resulted in our
Named Executive Officers earning an additional $828 in the aggregate, including the value of tisealint attributable to the issuance
Common Stock to Messrs. Pridgen and Stevens.

Equity Incentive Compensation — Overvie®ur officers, including our Named Executive Offisgare eligible to receive equity incent
compensation that promotes our long-term succesdidpying their interests with the interests of stockholders. The equity incentive awards
provide the executive officers with an ownershifgiast in our Company and a direct and demonststhle in our success to the extent of
their position, responsibility, overall impact aasksessed contribution. We have adopted stock ohipegsidelines for our Named Executive
Officers. For additional information, see “Corp@&&overnance — Security Ownership of Certain Ber@fDwners and Management and
Related Stockholder Matters.”

Our compensation and governance committee auttsogizeix of stock options and restricted stock awaodur Named Executive
Officers valued at amounts ranging in the aggrefyata 100% to 295% of their annual base salary déjpg upon level of responsibility
within our Company. For the grant date fair valfiswch awards in 2006 calculated in accordance WAt 123(R), see the “Grant Date Fair
Value of Stock and Option Awards” column in thelgabnder “—Grants of Plan-Based Awards in 2006.2 Eempensation and governance
committee retains the ability to alter the equitgentive percentage or the mix of equity incentiweards from year to year. Equity incentive
awards in 2006 were allocated as follows:

Type of Grant Percentage of Tote
Stock Options 20%
Time-Based Restricted Stor 40%
Performanc-Based Restricted Stou 20%
Total Retur-Based Restricted Stos 20%
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Dividends are paid on all restricted stock, whetiremot vested, at the same rate and on the sare@asl@n shares of Common Stock, and
such dividends are non-forfeitable.

Equity Incentive Compensation — Stock Option$he compensation and governance committee bsligng stock option awards are an
important and useful component of our equity intentompensation program. Like restricted stoobclsbptions offer the potential to realize
additional compensation in the future upon increasehe price of our Common Stock. Stock optioiffedfrom restricted stock in several key
areas. First, the receipt of stock options is galhenot taxable to holders until exercise, at vihtiene there is typically cash available to the
holder as a result of the sale of shares acquiped exercise to pay the tax. Second, unless wég @leaur sole discretion, to net share settle an
option upon exercise by issuing an amount of shegesl to the in-the-money value of the optiong¢lstoption exercises have a positive impact
on our cash flows from financing activities. Thikdhlders of stock options, unlike restricted staale not entitled to receive dividends except
upon exercise. Stock options issued in 2006 véablaon an annual basis over four years and rematstanding for seven years. The value of
such options as of the date of grant was calculasaty the Black-Scholes option-pricing model.

Equity Incentive Compensation — Time-Based Res#g@iStock The compensation and governance committee bsliéat the issuance
of time-based restricted stock is an important retentiacdeand serves to deter our Named Executive Offifrem seeking other employme
opportunities. Shares of time-based restrictedkstegresented half of the total number of sharagsificted stock issued to our Named
Executive Officers in 2006. Time-based restrictexatls issued in 2006 will vest ratably on an anrhsasis over a four-year term. If a Named
Executive Officer leaves our employ at any timeobefthe fourth anniversary of the date of grantested shares generally are forfeited except
as otherwise provided under our retirement plan.

In addition to the ordinary grant in 2007 of timasked restricted stock in amounts consistent wigh jpeactice, our compensation and
governance committee wanted to reward Messrs chritdarris and Anderson for individual excellentfpemance over the past several years.
Accordingly, the committee in 2007 authorized aditnal grant of time-based restricted stock i®2@f 100,000 shares for Mr. Fritsch,
31,000 shares for Mr. Harris and 12,500 shareMforAnderson. Such shares issued to Messrs. HamdsAnderson will vest ratably over th
years. Such shares issued to Mr. Fritsch will vatstbly over four years. If any such officer leavess employ at any time during the vest
period, unvested shares will be forfeited regasitefsvhether such officer is eligible for benefitsder our retirement plan.

Equity Incentive Compensation — Total Return-BasRestricted Stock The compensation and governance committee bsligee
issuance of total returbased restricted stock directly aligns the intere§our Named Executive Officers with stockholagerests. One of ot
principal goals is to provide our stockholders wéttractive riskadjusted returns on their investment through thesistent payment of quarte
dividends and stock price appreciation. Sharestaf teturn-based restricted stock generally vabt tw the extent our total return index over a
three-year period is at least 100% of our peermgrdotal return is defined as the sum of stockepappreciation plus reinvested dividends over
the stock value at the beginning of the applicgieiéod. The peer companies with the highest an@$bwotal return are eliminated from the
calculation to avoid any one outlier from distogtithe overall comparison. In addition, the totalire of each company in the peer group is
weighted to reflect the relative market capitalimatof each company. The 2005 Shareholder Value $dts forth more information about the
amounts and vesting schedules with respect to sloditetal return-based restricted stock issue2DiDe.

Our compensation and governance committee seladiaee-year cycle to match the grants of totalrmrebased restricted stock in 2006
generally with the three-year goals set duringtthégeting process for our Strategic Plan. The thieze performance period begins on
January 1 of the year of the grant. The percerfg®al return-based restricted stock that vesiBemember 31, 2008 will be equal to the sum
of 50% plus 2.5% for each percentage point thatatai return index exceeds 100% of the peer gindex. Accordingly, if our total return
index is not at least 100% of the peer group indébaf the total return-based restricted stockiéskin 2006 will be forfeited on December 31,
2008, except as otherwise described below. If otal teturn index ranges between 100% and 120%eopéer group index, the percentage of
total return-based restricted stock issued in 28@6vests on December 31, 2008 will range betvi®8a and 100%. If our total return index
ranges between 120% and 160% of the peer group,imagewill issue on December 31, 2008 an amouidalitional shares up to 100% of
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the original total return-based restricted stoclaayThese additional shares, if any, would beyfulisted when issued. If a Named Executive
Officer leaves our employ at any time before the efithe three-year cycle, all of the total rettiased restricted stock issued in 2006 gene
will be forfeited except to the extent vested @<@eh in the next paragraph.

Notwithstanding the foregoing, even if our totaura index over the three-year period is less 206 of the peer group index, one-
sixth of the total return-based restricted stoskiésl in 2006 will nonetheless vest at the end dlf gaar during the three-year cycle if our total
return index exceeds 9% during such applicable. yigse purpose of this additional vesting critesad reward Named Executive Officers w
we deliver in any particular year what the compéineaand governance committee believes is an ditteaabsolute level of return to our
stockholders. Assuming the reinvestment of dividehohg-term holders of our Common Stock realiz&@ &% total stockholder return during
2006. As a result, one-sixth of the total retursdzhrestricted stock issued in 2006 vested as oémber 31, 2006.

Equity Incentive Compensation — Performance-BaseédsiRicted Stock The compensation and governance committee bslitnee
issuance of performance-based restricted stoak isiportant motivational tool designed to reward Named Executive Officers with
additional equity incentive compensation to theeekspecific performance-based metrics are achieveda three-year period. The
components and weighting of the metrics for thentgraf performance-based restricted stock in 200fch are set by the compensation and
governance committee prior to or near the beginnirgach year as part of our Company’s budgetioggss, are intended to closely match
certain three-year goals of our Strategic Plan. ddmpany-wide performance criteria for performabesed restricted stock issued during
2006, which are equally weighted, are the followfimgncial and operating measures as of and foyélae ended December 31, 2008:

» overall occupancy
» ratio of debt plus Preferred Stock to adjustedtas

« cumulative three-year FFO per diluted share (adflit eliminate certain debits and credits in tiserétion of the compensation
and governance committee); &

» cash available for distribution payout rai

At the beginning of 2006, the compensation and gauece committee set the following threshold, taegel maximum levels with
respect to each of the four factors:

Factor Threshold (50%) Target (100%) Maximum (150%)

Overall Occupancy at December 31, 2! 98.9% of interna 100.0 % of interna 101.1% of interna
strategic goa strategic goa strategic goa

Ratio of Debt plus Preferred Stock to Adjusted Asst 95.7% of interna 100.0% of interna 103.2% of interna
strategic goal strategic goal strategic goal

December 31, 200

Cumulative Three-Year FFO Per Share 98.7% of internal 100.0% of internal 101.3% of internal
strategic goa strategic goa strategic goa

Cash Available for Distribution Payout Ratio forQ& 92.0% of interna 100.0% of interna 105.7% of interna
strategic goa strategic goa strategic goa

It is the expectation of the compensation and guaece committee that the estimated probabilitycbfevement of the threshold levels is
80%, estimated probability of achievement of thigetlevels is 60% and estimated probability ofi@eement of the maximum levels is 20%.
If the threshold level is not satisfied as of Debem31, 2008 with respect to a particular factiog, testing percentage would be zero with
respect to that factor. If performance is betwdwmnthreshold level and the target level, the vggtiercentage would range on a sliding scale
between 50% and 100% with respect to that fact@eitformance is between the target level and the
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maximum level, the vesting percentage would ranga sliding scale between 100% and 150% with reégpebat factor. The number of she
of performance-based restricted stock that vedbeaember 31, 2008 will be based on the overaltageof these vesting percentages.
Unvested shares of performance-based restrictell gtould be forfeited at December 31, 2008. We isglue an amount of additional shares
up to 50% of the original total performance-basestricted stock award to the extent the overaltaye of the vesting percentages exceeds
100%. These additional shares, if any, would bly ftésted when issued. If a Named Executive Offleawes our employ at any time before
the end of the three-year cycle, all of the perfamoe-based restricted stock issued in 2006 gepevillbe forfeited.

Named Executive Officers receive quarterly statasm#roughout the three-year period that speclfighilistrate our to-date performance
under the varying criteria. We believe this is maportant tool in keeping our officers focused diatng the higher levels of the criteria and
delivering tangible and concrete results that eréaig-term, sustainable stockholder value.

The company-wide performance criteria for perforoebased restricted stock issued during 2007, wdrietequally weighted, are the
following financial and operating measures as af fam the year ended December 31, 2009:
» overall occupancy

« cumulative thre-year FFO per diluted share (adjusted to eliminatéat debits and credits in the discretion ofdbmpensatiol
and governance committe:

« cumulative thre-year free cash flow; ar
» average thre-year operating expense rat

At the beginning of 2007, the compensation and gmce committee set the following threshold, taegel maximum levels with
respect to each of the four factors:

Factor

Threshold (50%)

Target (100%)

Maximum (150%)

Overall Occupancy ¢
December 31, 200

Cumulative Three-Year FFO Per
Share

Cumulative Threefear Free Cas
Flow

Average Three-Year Operating
Expense Ratii

98.4% of interna
strategic goa

98.1% of internal
strategic goa

77.8% of internal
strategic goa

95.6% of internal
strategic goa

100.0% of interna
strategic goa

100.0% of internal
strategic goa

100.0% of internal
strategic goa

100.0% of internal
strategic goa

101.1% of interna
strategic goa

105.1% of internal
strategic goa

133.3% of internal
strategic goa

103.8% of internal
strategic goa

Employee Benefits and PerquisiteSach Named Executive Officer receives the same eogwide benefits as are generally availabl
all other salaried employees, such as short- amghierm disability insurance, basic life insurance ahgibility for supplemental health and |
insurance, flexible health care reimbursement amisoand 401(k) matching. Named Executive Officendipipate in the same company-wide
health insurance program, except that we pay a Ndamecutive Officer’s family premium. Additionallfjyamed Executive Officers are
entitled to receive a nominal amount of additicen@hual perquisites not widely available to all sahemployees, including a car allowance
and, subject to limitations, reimbursement for paed financial consulting services and the cosis pliysical exam not otherwise covered by
our health insurance. We also paid the life inscegoremiums for additional coverage on behalf of84s. Fritsch and Pridgen during 2006.
Named Executive Officers may also elect to defeorion of their base salary and/or annual bonusghvis then invested in various unrela
mutual funds on behalf of the Named Executive @ffic
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Like all employees, each Named Executive Officaal$® eligible to contribute up to 25% of his pay the purchase of Common Stock
under our employee stock purchase plan. Geneedlie end of each three-month offering periodhgeaticipant’s account balance is applied
to acquire newly issued shares of Common Stoclcattthat is calculated at 85% of the lower ofakierage closing price on the NYSE on
five consecutive days preceding the first day efdharter or the five days preceding the last ddgeoquarter. The value of the discount from
the market price for Common Stock acquired underetimployee stock purchase plan is not deemed ¢admmutive compensation under SEC
rules since all of our salaried employees are gdiyezligible to participate in the plan.

Change in Control ArrangementsWe entered into new change in control agreemeffegstive as of April 13, 2007 with Messtrs. Fritsch
Harris, Stevens and Anderson that provide bentefissich officers in the event of certain voluntarynvoluntary terminations of employment
within a three-year period after a change in cdritneolving our Company. A review of our compensatplans for all employees, including
our change in control agreements for these exexofficers, was part of the initial thregear goals of our Strategic Plan. Our compensatic
governance committee believes the benefits payatider these new agreements upon a termination pliogment during the thregear perioc
following a change in control are reasonable re¢atd similar arrangements involving executive adfs of our peer companies and are
important to ensure the retention and focus ofémaployees in the event our board determines thatumg a potential change in control is in
our stockholders’ best interest. The form of thevipusly effective change in control agreementsctvhad been first prepared and
implemented in 1998, had originally applied to passerving as our principal executive officerthat time. Those agreements were
terminated in connection with the execution ofle& agreements.

Retirement Plan In 2006, the compensation and governance coneratieroved the adoption of a retirement plan aabléecto all
employees, including Named Executive Officers, watdhe time of retirement, have (1) at least 3@ry®f continuous qualified service or
(2) are at least 55 years old and have at leageafs of continuous qualified service. Subjectdwamce retirement notice and execution of a
non-compete agreement with us, eligible retireesldvbe entitled to receive a pro rata amount ofameual non-equity incentive compensation
earned during the year of retirement. Stock opteaomd time-based restricted stock granted to suglblkd retiree during his or her employment
would be non-forfeitable and vest according totdrens of their original grants. Eligible retireeswid also be entitled to receive a pro rata
amount of any performance-based and total retusedeestricted stock originally granted to sucbikle retiree during his or her employment
that subsequently vests after the retirement daterding to the terms of their original grants. Hemefits of this retirement plan apply only to
restricted stock and stock option grants beginmr2006 and are being phased in 25% on March 16 20@ 25% on each anniversary thereof.
Grants made prior to 2006 are unaffected. Messrdefson and Harris are currently eligible to reedienefits under this plan in the event of
retirement.

Incentive Plans Applicable to Regional Manager$/r. Anderson is also eligible to participate grtain compensation plans not
generally available to corporate officers. In 200@& compensation and governance committee adepdegtelopment cash incentive plan
pursuant to which certain of our regional and dorial managers, such as Mr. Anderson, and othésmaband divisional operations personnel
can receive a cash payout from a development ineepbol. The purpose of this plan is to motivatelsemployees to pursue accretive
development opportunities that are consistent withStrategic Plan and that would create long-teatae for our stockholders. The amount of
funds available to be earned under the plan depgpais the timing and cash yields of a qualifyingelepment project, but can be up to
$50,000 per project. Our Executive Vice Presidext @hief Operating Officer, Mr. Harris, is authaikzto determine actual payouts made to
individual employees under this plan based on tmeribution of employees in securing new, accretigeelopment projects. The plan only
applies to new development projects approved byrugstment committee on or after January 1, 280tce more than 12 months typically
elapses between investment committee approvaliremtion and stabilization, no payouts have yernbesgrned under the plan.

In July 2006, Mr. Anderson became Executive VicesiRtent of Highwoods Development, LLC, a taxablessdiary formed to pursue t
development of office and industrial propertiesédaisting customers, such as the GSA, in core andcore markets. Beginning in 2007,
Mr. Anderson will be eligible to receive an approxgite 30-50% interest in a pool that consists of d¥%e cumulative net after-tax profits of
Highwoods Development, LLC. For 2007, Mr. Andersdgh earn a cash payment equal to the greater fiiclinterest in the Highwoods
Development, LLC pool or (2) the amount he woulddeemed to have earned under our annual non-equity
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incentive program. Beginning in 2008, it is antatipd that Mr. Anderson’s target annual incentivegetage under our annual non-equity

incentive program would be reduced from 65% to apipnately 20% and he would continue to be eligiolepayouts under the Highwoods
Development, LLC pool.
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Summary Compensation Table

The following table sets forth information concemithe compensation of the Named Executive Offige2006 (in dollars):

Nongqualified
Deferred
Compensatior Non-Equity
Stock Option Incentive Plan All Other
Name and Principal Position Salary Bonus (1) Awards (2) Awards (3) Earnings (4) Compensation (6 Compensation (6 Total
Edward J. Fritsch
President and CE! $428,317 $135,00( $678,330 $216,47: $ 55C $ 543,33¢ $ 199,57¢ $2,201,58
Michael E. Harris
Executive Vice President and
COO $323,75( $ 60,60 $394,39( $124,80¢ $ 1,18 $ 330,48t $ 107,45¢ $1,342,67
Terry L. Steven:
Vice President and CF $256,39: — $310,38¢ $ 71,31 $ 1,05: $ 209,73 $ 65,97. $ 914,85t
Mack D. Pridgen, llI
Vice President, General Coun
and Secretar $240,53° — $415,80: $ 90,28! $ 5,62¢ $ 196,76¢ $ 107,45¢ $1,056,47.
Gene H. Anderso

Senior Vice Presidel $238,83. $ 27,000 $176,31° $ 54,64( $ 2,93C $ 185,62¢ $ 53,13« $ 738,48(

1)

(@)

3)

Consists of a portion of the cash payouts ehim@006 for awards granted in 2004 under the 19&eholder Value Plan. Because the
total return index of our Common Stock over theligpple period was 106% of a comparable index ofpmers, for awards granted in
2004 under the 1999 Shareholder Value Plan, Misé¢hiwas entitled to earn $146,250, Mr. Harris esiitled to earn $65,650 and

Mr. Anderson was entitled to earn $29,250. Suchuart®are included in the “Non-Equity Incentive P@ompensation” column. In
recognition of the significant absolute total steckier return over the three-year period, the caraggon and governance committee
increased the payout ratio from 106% to 130%. Ayslired by SEC rules, such additional earnings fessfs. Fritsch, Harris and
Anderson are reported under the “Bonus” columnhQes/outs earned in 2006 for the 2004 grant urtael999 Shareholder Value Plan
were paid in the following year. In lieu of castypats, Messrs. Stevens and Pridgen elected toveesbares of Common Stock, which
are reflected in the “Stock Awards” column. For @iddal information, see Note 2 and “—Compensafibscussion and Analysis —
Earnings for Grants in 2004 under the 1999 Shadendfalue Plar”

Consists of compensation expense recognized bynirsgd2006 in accordance with FAS 123(R) with respe all outstanding restricte
stock, including restricted stock granted prio2@®6. Other than shares of Common Stock issuedessM. Stevens and Pridgen in
connection with the 2004 grant under the 1999 Stwdder Value Plan, such stock awards consistetiarfes of restricted stock that are
subject to varying vesting criteria and includedirased restricted stock, performance-based restritock and total return-based
restricted stock. For information regarding ouruasgtions in the valuation of outstanding restricsemtk and restricted stock forfeitures
during 2006, see Note 6 to the Consolidated FirdiStatements. For additional information, inclglthe grant date fair value of
restricted stock granted in 2006, “—Grants of Pla-Based Award”

For Mr. Stevens, such amount includes 2,327 stairesr Common Stock earned in 2006 for the 2004tgnader the 1999 Shareholder
Value Plan. Such shares were valued at $94,84%iaggregate as of the date of issuance, whicadaslthe value attributable to

Mr. Stevens’ election at the beginning of the thyear period to receive shares of Common Stockl@a discount in lieu of a cash
payout. For Mr. Pridgen, such amount includes 2 @##res of our Common Stock earned in 2006 fo2@= grant under the 1999
Shareholder Value Plan. Such shares were valugtllt 125 in the aggregate as of the date of isgyaviuch includes the value
attributable to Mr. Pridgen’s election at the bexiig of the thregrear period to receive shares of Common Stockl@9a discount in lie
of a cash payout. All of the shares of Common Stsslied to Messrs. Stevens and Pridgen for the g% under the 1999 Shareholder
Value Plan were fully vested upon issuance. Foitiada@l information, see “—Compensation Discussému Analysis — Earnings for
Grants in 2004 under the 1999 Shareholder Value.Pla

Consists of compensation expense recognized bynirsgi2006 in accordance with FAS 123(R) with retpe all outstanding stoc

option awards, including stock option awards grdmteor to 2006. Options granted to Named Execulifécers are incentive stock
options or nonqualified stock options and vesthigtan an annual basis over a four-year periodiddptgranted prior to 2005 have a 10-
year term and options granted in 2005 and thereladtee a seve-year
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(4)

(5)

(6)

term. For information regarding our assumptionghavaluation of outstanding stock options andkstiation forfeitures during 2006, s
Note 6 to the Consolidated Financial StatementsaBditional information, including the grant déa# value of stock options granted
2006, se¢‘—Grants of Pla-Based Award”

Prior to 2006, officers could elect to defer bamlary and annual nequity incentive compensation for investment insinf phanton
stock. At the end of each calendar quarter, arigaffvho deferred compensation into phantom stoa& gvedited with units of phantom
stock at a 15% discount. Dividends on the phantoits are assumed to be issued in additional ufiphantom stock at a 15% discount.
Beginning in 2006, deferrals in the form of unifpbantom stock are no longer permitted. Officehmwleferred compensation prior to
2006 in this manner, however, continue to be ceeditith additional units of phantom stock at a 1di%count upon the declaration of
dividends. The amount set forth in the table cdaagi§the value attributable to the 15% discountt@nassumed issuance of additional
phantom stock upon the declaration of a dividentthSamounts do not take into account fluctuationthé implied value of such
phantom stock based on changes in the value ad€oommon Stock. Such fluctuations in implied value ieflected in the “Aggregate
Earning” column in the table undNonqualified Deferred Compensation Ta”

Consists of amounts earned under our annuakqaity incentive program for 2006. Under such paog, Mr. Fritsch earned $397,089,
Mr. Harris earned $264,836, Mr. Stevens earned $3F9 Mr. Pridgen earned $196,768 and Mr. Andeesoned $156,378. Consists ¢
of amounts Messrs. Fritsch, Harris and Andersoreweeatitled to earn in 2006 for awards granted idd20nder the 1999 Shareholder
Value Plan. See Note 1. All such cash payouts dam2006 were paid in the following yei

Consists of amounts contributed by us under tharg@eferral and Profit Sharing Plan and other pisites. Such amount also incluc
dividends received in 2006 on outstanding restlisteck, which consisted of $148,904 for Mr. Fiits$65,461 for Mr. Harris, $43,801
for Mr. Stevens, $61,411 for Mr. Pridgen and $38,6@ Mr. Anderson. Such dividends are non-forfeliteand are paid at the same rate
and on the same date as on shares of our Commok, 8tbether or not vested. For Mr. Fritsch, sucloant also includes $13,862 for
term life insurance premiums and 11,360 for persand business use of a vehicle. For Mr. Harrishsamount also includes $13,795
club memberships not used exclusively for busieessrtainment purposes. For Mr. Pridgen, such atralgo includes $18,088 for term
life insurance premium:
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Grants of Plan-Based Awards in 2006

The table below sets forth information with resgegplan-based awards granted in 2006 to the Ndfwedutive Officers. The grant date
for all equity incentive plan awards was March Q0@.

. . . Aggitgr? r Grant Date
Estimated Possible Payouts Estimated Future Payouts All Other Awards: Per Share
Under Non-Equity Under Equity Incentive Stock Number of Fair Value
Incentive Plan Awards (1) Plan Awards (2) Awards; Securities Exercise of Stock
Shares o Underlying Price of and
Option Option
Threshold Target Maximum Threshold Target Maximum Stock Options Awards Awards
Name and Type of Award ($) %) ($) #) (#) (#) (#) #) ($/sh) (%) 3)
Edward J. Fritscl
Annual Nor-Equity
Incentive Progran $183,70¢ $367,41! $734,82!
Performanc-Basec
Restricted Stoc 3,94C 7,87¢ 11,81¢ $257,32¢
Total Return-Based
Restricted Stoc 3,94C 7,87¢ 15,75¢ $224,31:
Time-Based Restricted
Stock 15,75¢ $514,68¢
Stock Options 72,86F $ 32.37 $290,00:
Michael E. Harris
Annual Nor-Equity
Incentive Prograr $122,52. $245,04: $490,08¢
Performanc-Basec
Restricted Stoc 1,817 3,63¢ 5,451 $118,68t¢
Total Return-Based
Restricted Stoc 1,817 3,63¢ 7,26¢ $103,45¢
Time-Based Restricted
Stock 7,26¢ $237,37:
Stock Options 33,60¢ $ 32.37 $133,75:.
Terry L. Steven:
Annual Non-Equity
Incentive Progran $ 97,037 $194,06! $388,12!
Performanc-Basec
Restricted Stoc 1,43¢ 2,87¢ 4,317 $ 93,99¢
Total Retur-Based
Restricted Stoc 1,43¢ 2,87¢ 5,75¢ $ 81,93¢
Time-Based Restricted
Stock 5,75¢€ $187,99:
Stock Options 26,61: $ 32.37 $105,92-
Mack D. Pridgen, llI
Annual Non-Equity
Incentive Prograr $ 91,03. $182,06! $364,12!
Performanc-Basec
Restricted Stoc 1,35 2,70C 4,05( $ 88,18:
Total Retur-Based
Restricted Stoc 1,35C 2,70C 5,40( $ 76,86¢
Time-Based Restricted
Stock 5,40( $176,36:
Stock Options 24,96¢ $ 32.37 $ 99,37°
Gene H. Anderso
Annual Non-Equity
Incentive Progran $ 78,33 $156,66¢ $313,33:
Development Cash
Incentive Plar 4 4 4
Performanc-Basec
Restricted Stoc 745 1,48¢ 2,23¢ $ 48,63
Total Return-Based
Restricted Stoc 745 1,48¢ 2,97¢ $ 42,39.

Time-Based Restricted



(1)

(2)

3)

(4)

Stock 2,97¢ $ 97,29
Stock Options 13,77 $ 32.37 $ 54,81}

The“Estimated Possible Payouts Under -Equity Incentive Plan Awar( columns in the table reflect the threshold, tasget

maximum cash amounts that our Named Executive &fiwere eligible to earn in 2006 under our annoalequity incentive program
and, with respect to Mr. Anderson, under our dgwalent incentive plan. The “Non-Equity Incentive iP@ompensation” column in the
table under “—Summary Compensation” includes aataah amounts earned under these plans by our Naresaitive Officers for

2006. For additional information, s“—Compensation Discussion and Analy- Annual Nor-Equity Incentive Prograr’

The “Estimated Future Payouts Under Equity itise Plan Awards” columns in the table reflect thember of shares of performance-
based restricted stock and total return-basedct=strstock that will vest in the future assumihgeshold, target and maximum levels are
satisfied. The number of shares of restricted sgatKorth in the target column reflects the actuahber of shares of restricted stock
granted to such Named Executive Officer in 2006:dpx for one-sixth of the total return-based res#d stock, which vested because our
absolute total shareholder return exceeded 9%06,2@one of the restricted stock granted in 20@bvested as of December 31, 2006.
For additional information, se‘—Compensation Discussion and Analy- Equity Incentive Compensatic’

Reflects the fair value of each applicable grargtotk options and restricted stock, in accordavite FAS 123(R). For a description

our accounting policies and information regarding ¢alculation of the fair value of awards of stogkions, total return-based restricted
stock and time-based restricted stock, see Nabeobit Consolidated Financial Statements. For deténgnthe fair value of awards of
performanc-based restricted stock, we have assumed that taxgds of performance will be achieve

For a description of the development cash itigcerplan, see “Compensation Discussion and Analydncentive Plans Applicable to
Regional Manager’
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Outstanding Equity Awards at 2006 Fiscal Year-End
The following table sets forth information with pest to outstanding equity awards held by the NaBeztutive Officers as of

December 31, 2006:

Option Awards Stock Awards
Number of Number of Equity Incentive  Equity Incentive
Securities Number of Market Value Plan Awards: Plan Awards:
Underlying Securities Shares of Number of Market or Payout
Unexercisec  Underlying Option Stock That  of Shares of Unearned Share Value of
Unexercised  Option Expiration Stock That Unearned Share:
Options Options Exercise Have Not Have Not That Have Not That Have Not

Name Exercisable Unexercisable Price Date Vested (1) Vested (1) Vested (2) Vested (2)

Edward J. Fritscl 102,40( —  $22.1¢ 3/25/0¢

Edward J. Fritscl 81,98¢ —  $20.6¢ 2/28/1(

Edward J. Fritscl 33,33( —  $11.63(27) 2/28/1(

Edward J. Fritscl 89,31¢ —  $24.9¢ 2/28/11

Edward J. Fritscl 84,98¢ —  $27.0¢ 2/29/1z

Edward J. Fritsch (Z 84,14¢ 28,05( $21.01 2/28/1:

Edward J. Fritsch (4 85,88’ 85,88t $26.1¢ 2/28/1+¢

Edward J. Fritsch (& 48,88¢ 146,66t $26.27 2/29/1:

Edward J. Fritsch (€ — 72,86 $32.3i 2/28/1:

Edward J. Fritsch (7 58,43¢ $2,381,77 33,200 $ 1,353,35

Michael E. Harris 35,15¢ —  $22.1¢ 3/25/0¢

Michael E. Harris 19,58¢ —  $20.6¢ 2/28/1(

Michael E. Harris 10,10¢ —  $11.63(27) 2/28/1(

Michael E. Harris 34,09¢ —  $24.9¢ 2/28/11

Michael E. Harris 32,44 —  $27.0¢ 2/29/1:

Michael E. Harris (8 32,125 10,71C $21.01 2/28/1:

Michael E. Harris (9 38,68¢ 38,68t $26.1¢ 2/28/1¢

Michael E. Harris (10 22,54¢ 67,64¢ $26.27 2/29/1%

Michael E. Harris (11 — 33,60¢ $32.37 2/28/1:

Michael E. Harris (12 25,25¢ $1,029,55 15,31+ $ 624,19¢

Terry L. Stevens (1< 12,69¢ 25,69¢ $26.1¢ 2/28/1¢

Terry L. Stevens (14 35¢& 53,57. $26.27 2/29/1z

Terry L. Stevens (15 — 26,61« $32.3i 2/28/1:

Terry L. Stevens (1€ 16,03t $ 653,58 12,12¢ $ 494,33

Mack D. Pridgen, IlI 70,85! $22.1¢ 3/25/0¢

Mack D. Pridgen, Il 46,45 $20.6¢ 2/28/1(

Mack D. Pridgen, llI 33,33( $11.63(27) 2/28/1(

Mack D. Pridgen, Il 61,80 $24.9¢ 2/28/11

Mack D. Pridgen, Il (17 19,41: $21.01 2/28/1:

Mack D. Pridgen, Il (18 — 31,19 $26.1¢ 2/28/1¢

Mack D. Pridgen, Il (19 — 50,257 $26.27 2/29/1%

Mack D. Pridgen, Il (20 — 24,96¢ $32.3i 2/28/1:

Mack D. Pridgen, Il (21 25,25¢ $1,029,31. 11,37¢ $ 463,76

Gene H. Anderso 7,45¢ —  $22.1¢ 3/25/0¢

Gene H. Anderso 19,58¢ —  $20.6¢ 2/28/1(

Gene H. Anderso 20¢ —  $11.63(27) 2/28/1(

Gene H. Anderso 34,09 —  $24.9¢ 2/28/11

Gene H. Anderso 32,44 —  $27.0¢ 2/29/1:

Gene H. Anderson (2: 32,127 10,71C $21.01 2/28/1:

Gene H. Anderson (2 17,20¢ 17,20¢ $26.1¢ 2/28/1¢

Gene H. Anderson (2: 9,241 27,72¢ $26.27 2/29/1%

Gene H. Anderson (2! — 13,77 $32.3i 2/28/1:

Gene H. Anderson (2t 12,84: $ 523,52: 6,27¢ $ 255,81(
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(1)
(2)
(3)
(4)
(5)

(6)

(7)

(8)
(9)

(10)

(11)

(12)

(13)
(14)

(15)

(16)

(17)
(18)

(19)

(20)

Consists of tim-based restricted stoc

Consists of performan-based restricted stock and total re-based restricted stoc

With respect to unexercisable stock options, @lsoheduled to become exercisable on March 1, :

With respect to unexercisable stock options, 42 @&#4scheduled to become exercisable on MarchQl, 20d 42,944 are schedulec
become exercisable on March 1, 20

With respect to unexercisable stock options888 are scheduled to become exercisable on Mar2dQl7, 48,889 are scheduled to
become exercisable on March 1, 2008 and 48,888cheduled to become exercisable on March 1, 2

With respect to unexercisable stock options218 are scheduled to become exercisable on Mar2bQlr, 18,216 are scheduled to
become exercisable on March 1, 2008, 18,216 aredsdtd to become exercisable on March 1, 2009 81L& are scheduled to become
exercisable on March 1, 201

With respect to shares of time-based restristedk, 16,778 shares are scheduled to vest onfMar2007, 784 shares are scheduled to
vest on April 16, 2007, 14,240 shares are scheduoledst on March 1, 2008, 17,219 shares are stdrbtiuvest on March, 1, 2009, 785
shares are scheduled to vest on April 16, 200Ba62B shares are scheduled to vest on March, D, 28ith respect to shares of
performance-based restricted stock and total rdtased restricted stock, up to 18,758 shares aerlated to vest on December 31, 2007
and 14,445 shares are scheduled to vest on Dec&hp2008 if and to the extent the vesting critegisatisfied

With respect to unexercisable stock options, @lsoheduled to become exercisable on March 1, :

With respect to unexercisable stock options34® are scheduled to become exercisable on Mar2®Qll and 19,343 are scheduled to
become exercisable on March 1, 20

With respect to unexercisable stock optioi2s528 are scheduled to become exercisable on Mar2007, 22,548 are scheduled to
become exercisable on March 1, 2008 and 22,548cheduled to become exercisable on March 1, 2

With respect to unexercisable stock options, 8 @&@2scheduled to become exercisable on March T, B)02 are scheduled to becc
exercisable on March 1, 2008, 8,401 are scheduoleétome exercisable on March 1, 2009 and 8,404chreduled to become exercisi
on March 1, 201C

With respect to shares of ti-based restricted stock, 7,308 shares are schetiules$t on March 1, 2007, 6,122 shares are sche:ti
vest on March 1, 2008, 7,849 shares are schedubeest on March, 1, 2009 and 3,980 shares are slgdtethb vest on March, 1, 2010.
With respect to shares of performance-based resddrgtock and total return-based restricted stopgko 8,652 shares are scheduled to
vest on December 31, 2007 and 6,662 shares ardiudetldo vest on December 31, 2008 if and to thergxhe vesting criteria is
satisfied.

With respect to unexercisable stock options, 12 849%cheduled to become exercisable on MarchQl, 20d 12,849 are schedulec
become exercisable on March 1, 20

With respect to unexercisable stock optio@s847 are scheduled to become exercisable on Mar2d07, 17,857 are scheduled to
become exercisable on March 1, 2008 and 17,853cheduled to become exercisable on March 1, 2

With respect to unexercisable stock option854 are scheduled to become exercisable on Mar20Ql, 6,654 are scheduled to become
exercisable on March 1, 2008, 6,653 are scheduoleédtome exercisable on March 1, 2009 and 6,658ckieduled to become exercisi
on March 1, 201C

With respect to shares of time-based resttisteck, 4,009 shares are scheduled to vest oniMar2007, 3,152 shares are scheduled to
vest on March 1, 2008, 5,722 shares are schedubeest on March, 1, 2009 and 3,152 shares are slgdtetb vest on March, 1, 2010.
With respect to shares of performance-based resdrgtock and total return-based restricted stogkp 6,852 shares are scheduled to
vest on December 31, 2007 and 5,276 shares ardidetldo vest on December 31, 2008 if and to thergxhe vesting criteria is
satisfied.

With respect to unexercisable stock options, @lsoheduled to become exercisable on March 1, :

With respect to unexercisable stock optioss598 are scheduled to become exercisable on Mar2B07 and 15,597 are scheduled to
become exercisable on March 1, 20

With respect to unexercisable stock optiolis7d2 are scheduled to become exercisable on Mar2007, 16,752 are scheduled to
become exercisable on March 1, 2008 and 16,758cieduled to become exercisable on March 1, 2

With respect to unexercisable stock options, 6 243scheduled to become exercisable on March T, H)R42 are scheduled to becc
exercisable on March 1, 2008, 6,242 are scheduoleétome exercisable on March 1, 2009 and 6,248chreduled to become exercisi
on March 1, 201C
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(21) With respect to shares of ti-based restricted stock, 7,410 shares are schettLvest on March 1, 2007, 984 shares are scheduleekst
on April 16, 2007, 6,840 shares are scheduled sb e March 1, 2008, 6,077 shares are schedulegistoon March, 1, 2009, 985 shares
are scheduled to vest on April 16, 2009 and 2,9&res are scheduled to vest on March, 1, 2010. &#bect to shares of performance-
based restricted stock and total return-basedatstrstock, up to 6,428 shares are scheduledstooveDecember 31, 2007 and 4,950
shares are scheduled to vest on December 31, 28086 to the extent the vesting criteria is satibi

(22) With respect to unexercisable stock options, @&lsheduled to become exercisable on March 1, .

(23) With respect to unexercisable stock options, 8 @@4scheduled to become exercisable on March T, 200 8,605 are schedulec
become exercisable on March 1, 20

(24) With respect to unexercisable stock options, 9@4l1scheduled to become exercisable on March 77, 20241 are scheduled to becc
exercisable on March 1, 2008 and 9,241 are schedalbecome exercisable on March 1, 2(

(25) With respect to unexercisable stock option$48 are scheduled to become exercisable on Mar2dQl/, 3,443 are scheduled to become
exercisable on March 1, 2008, 3,443 are scheduoleétome exercisable on March 1, 2009 and 3,448céweduled to become exercisi
on March 1, 201C

(26) With respect to shares of time-based resttisteck, 4,088 shares are scheduled to vest oniMar2007, 3,774 shares are scheduled to
vest on March 1, 2008, 3,352 shares are schedulbegst on March, 1, 2009 and 1,630 shares are glgteth vest on March, 1, 2010.
With respect to shares of performance-based resdrgtock and total return-based restricted stopgko 3,546 shares are scheduled to
vest on December 31, 2007 and 2,730 shares ardudelleo vest on December 31, 2008 if and to thergxhe vesting criteria is
satisfied.

(27) The per share exercise price of such stodegbn the date of grant was $20.69. In 1997, dopted the 1997 Performance Award Plan
under which nonqualified stock options grantederain executive officers were accompanied by &divd equivalent right (‘DER”).

No other options granted since 1997 have been guaoied by a DER. The plan provided that if theltcgturn on a share of Comm
Stock exceeded certain thresholds during the fea-yesting period ending in 2002, the exerciseepof such options with a DER would
be reduced under a formula based on dividends #sd distributions made with respect to such aesbaring the period beginning on

the date of grant and ending upon exercise of staitk option. At the end of the five-year vestimgipd, the total return performance
resulted in a reduction in the option exercisegpdt$6.098 per share. The exercise price perogtiare was further reduced by $2.96 as
of December 31, 2004 as a result of the dividenaingats on Common Stock from January 1, 2003 thré@sgember 31, 2004. In
December 2004, we entered into an agreement watpdkticipants to cease the additional reductichénoption exercise price, which
fixed the exercise price per share reduction 06!

Option Exercises and Stock Vested in 2006

The following table sets forth information with pext to the exercise of stock options and vestfrrggiricted stock by the Named
Executive Officers during 2006:

Option Awards Stock Awards
Value Realizec

Number of Shares Number of Shares Value Realizec
Name Acquired on Exercise (1 on Exercise Acguired on Vesting (2 on Vesting
Edward J. Fritscl 10,00( $ 120,00( 11,38¢ $ 382,60(
Michael E. Harris 42,60¢ $ 403,03t 4,45; $ 150,31:
Terry L. Steven: 30,50( $ 329,43 48C $ 19,56
Mack D. Pridgen, llI 126,77. $ 1,696,311 7,422 $ 246,04¢
Gene H. Anderso — — 4,094 $ 135,71

(1) All of the stock options exercised by Messrs. Efitand Harris during 2006 were scheduled to exgir®ecember 31, 200
(2) None of our Named Executive Officers elected tbaay of the shares of restricted stock upon vgdither than shares transferred tc
in satisfaction of their applicable individual imoe tax liabilities) in 200€

Nonqualified Deferred Compensation in 2006

In 2006, each Named Executive Officer could eleaéfer a portion of his base salary, bonus aratfayunts paid under our annual non-
equity incentive plan, which is then invested imi@as unrelated mutual funds in separate accountsedalf of each Named Executive Officer.
The investment options under this deferred

77



Table of Contents

compensation plan are similar to the investmenbaptgenerally available to all of our employeedemour Salary Deferral and Profit Sharing
Plan. Prior to January 1, 2006, executive offi@arg directors also could elect to defer cash cosgt@n for investment in units of phantom
stock. At the end of each calendar quarter, angugiee officer and director who deferred compermsatnto phantom stock was credited with
units of phantom stock at a 15% discount. Dividemalshe phantom stock are assumed to be issuedttliticmal units of phantom stock at a
15% discount. If an officer that deferred compeiosatinder this plan leaves our employ voluntarilffar cause within two years after the end
of the year in which such officer deferred compéinsafor units of phantom stock, at a minimum, %% discount and any deemed dividends
are forfeited.

The following table sets forth information with pext to nonqualified deferred compensation of thenld Executive Officers during
2006:

Aggregate
Aggregate Balance ¢ Withdrawals / Aggregate Balance ¢
Executive Company Aggregate
Name December 31, 2005 Contributions (1) Contributions Earnings (2) Contributions December 31, 2006
Edward J. Fritscl $ 495587 $ 300,000 $ 3926 $116,71« — $ 916,23(
Michael E. Harris $ 128,89¢ % 19,87« — $ 68,94« — $ 217,71
Terry L. Steven: $ 114,61° $ 87,22¢ — $ 65,24( — $ 267,08:
Mack D. Pridgen, IlI $ 1,226,41. $ 61,63¢ — $103,38¢ $ 266,51: $ 1,657,94
Gene H. Anderso $ 319,03° — — $166,37( — $ 485,40t

(1) With respect to Messrs. Fritsch, Harris andi@eh, such amounts consist of base salary earr@Dihthat is also reported in the “Salary”
column under “—Summary Compensation Table.” Witkpext to Mr. Stevens, such amounts consist of dmwmequity incentive
compensation earned in 2005 but paid in 2!

(2) Consists of changes in the value of deferrals it@ges unrelated mutual funds and units of phangtmok and includes the val
attributable to the assumed issuance of additiphahtom stock at a 15% discount upon the declarafi@a dividend. The value
attributable to the assumed issuance of additiphahtom stock at a 15% discount upon the declarafi@ dividend is also reflected in
the“Nonqualified Deferred Compensation Earn” column unde“—Summary Compensation Tal”

Post-Employment Compensation

Post-Employment Benefits for Mr. HarrisOur employment contract with Mr. Harris includesyisions restricting him from competing
with us during employment and, except in certainwnstances, for a one-year period after terminatfcemployment. His employment
contract provides for, among other things, sevexgrayments in the event of termination by us witltawse or termination by Mr. Harris for
good reason equal to his base salary then in dffethe greater of one year from the date of teation or the remaining term of the contract.

The following scenarios assume the employment ofHiirris had been terminated as of December 316.400he event of his death, in
addition to the benefits payable under his termilisurance policy, the estate of Mr. Harris wawdde been entitled to receive a cash payment
of $418,315, all of his unvested time-based restistock would have vested immediately, a propattion of his total return-based restricted
stock and performance-based restricted stock #ealate of his death would have been non-forfitabhd continue to vest according to the
terms of their original grants and his stock opgiexercisable as of December 31, 2006 would hanénued to be exercisable for a six-month
period thereafter. In the event of his disabilldr, Harris would have been entitled to receive shcpayment of $163,375, all of his unvested
restricted stock would have been non-forfeitable would have continued to vest according to theseof their original grants and stock
options exercisable as of December 31, 2006 woaMe ltontinued to be exercisable for a six-montiopahereafter. In the event of
termination by us without cause or by him with geedson, Mr. Harris would have been entitled t@nexa cash payment of $591,586,
continuing benefits valued at $11,162 and all sfunvested restricted stock and outstanding stptikres, whether or not then exercisable,
would have been noforfeitable and would have vested automaticallythie event of termination by Mr. Harris without goason, Mr. Harr
would have been entitled to receive a cash paywfed27,229, continuing benefits valued at $930 laisdstock options exercisable as of
December 31, 2006 would have continued to be esadvtz for a three-month period thereafter. Forrmfttion regarding his outstanding
restricted stock and stock options as of DecembgRB306, see “—Qutstanding Equity Awards at 206&&li Year-End.”
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Post-Employment Benefits for Messrs. Fritsch, Steseand Anderson Under the terms of the applicable equity awairdthe event the
employment of any of Messrs. Fritsch, Stevens aitekson had been terminated as of December 31, @896 his death, in addition to the
benefits payable under his term life insuranceqyolall of his unvested time-based restricted stwolld have vested immediately, all of his
total return-based restricted stock and performdrased restricted stock would have been non-fatfgtand continue to vest according to the
terms of their original grants and his stock optiexercisable as of December 31, 2006 would hanénued to be exercisable for a six-month
period thereafter. In the event the employmentngfaf Messrs. Fritsch, Stevens or Anderson had bexaninated as of December 31, 2006
to his disability, all of his unvested restricteédck would have been non-forfeitable and contiraeest according to the terms of their original
grants and stock options exercisable as of DeceBhe2006 would have continued to be exercisabla f&ix-month period thereafter.

Mr. Pridgen, whose last day of employment with @éswWlarch 16, 2007, would have been entitled testtme benefits had his employment
been terminated for any of these reasons at Deae®db@006. For information regarding outstandiestricted stock and stock options as of
December 31, 2006, see “—Outstanding Equity Awatd2006 Fiscal Year-End.”

Benefits Upon a Change in ControWWe entered into new change in control agreemefestafe as of April 13, 2007 with each of
Messrs. Fritsch, Harris, Stevens and Andersonpittatide benefits to such officers in the eventertain voluntary or involuntary terminations
of employment within a three-year period after arge in control involving our Company. A reviewaafr compensation plans for all
employees, including our change in control agreasnfem these executive officers, was part of thiahthree-year goals of our Strategic Plan.
Our compensation and governance committee beli&eelsenefits payable under these new agreemenisaifgmination of employment
during the three-year period following a changeantrol are reasonable relative to similar arrang@siinvolving executive officers of our
peer companies and are important to ensure thetigieand focus of key employees in the event @marth determines that pursuing a potential
change in control is in our stockholders’ bestriese

The new agreements generally provide that, if wiB6 months from the date of a change in contmbgfined below), the employment
of the executive officer is terminated without cauiscluding a voluntary termination because su@tetive officer’s responsibilities are
changed, salary is reduced or responsibilitieslaménished or because of a voluntary terminatiangfioy reason in months 13, 14 or 15
following the change in control, such executivaasf will be entitled to receive 2.99 times a bas®unt. An executive’s base amount for
these purposes is equal to 12 times the highesthiyssalary paid to the executive during the 12-thqreriod ending prior to the change in
control plus the greater of (1) the average ameamed under our annual non-equity incentive pradga the preceding three years or (2) the
amount earned under such program during the moshtly completed fiscal year. Each executive offiweuld also be entitled upon any such
termination to receive an additional stay bonugmntiise payable on the first anniversary of the gleain control in an amount equal the base
amount referred to in the preceding sentence. Audilly, our equity incentive plans provide for tinemediate vesting of all options, restricted
stock and benefits upon a change in control. Irethent of a change in control, Messrs. FritschridaBtevens and Anderson are each also
entitled to receive a gross-up payment to pay fgrapplicable excise taxes on excess parachuteqragnwhether or not their employment is
terminated.

The current expiration date of the new change mrobagreements is April 13, 2010, but will be@ustically extended for one
additional year on each anniversary date unlesgiveenotice at least 60 days prior to such annaugrdate that the term will not be extended.
For purposes of these agreements, “change in dogeoerally means any of the following events:
» the acquisition by a third party of 20% or moreoaf ther-outstanding Common Stoc

« the individuals who currently constitute the BoafdDirectors (or individuals who subsequently beeadirectors whose elections
nominations were approved by at least a majoritthefdirectors currently constituting the Boardifectors) cease for any reason
to constitute a majority of the Board of Directc
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« approval by our stockholders of a reorganizatioaerger or consolidation in which we are not the simg entity; or

» approval by our stockholders of a complete liquaabr dissolution or the sale or other dispositidrll or substantially all of ot
assets

The table set forth below describes the benefitsdvke Fritsch, Harris, Stevens and Anderson woane: leach received under our new
change in control agreements assuming the emplayofisnch officers had been terminated in connectith a change in control that
occurred as of December 31, 2006. For purposdsofable, we assume that the per share pricerafommon Stock was $40.76, which was
the closing price on the New York Stock Exchang®esember 29, 2006, the last business day of Z@6 value of stock options and
restricted stock that vested prior to the changmintrol and other benefits that are payable imatance with their terms, regardless of the
occurrence of a change in control, such as benefider our deferred compensation plan and retiréplan, are not deemed under SEC rule
be payments upon a termination following a chamgeointrol.

Value of Vesting of Performanc-

Value of Vesting of Value of Vesting o Excise Tax

Cash Value of Time-Based Based and Total Return-Based Gross-Up

Name Payment (1) Benefits (2! Restricted Stock (3 Restricted Stock (4) Stock Options (5) Payments

(rounded to the nearest thousanc

Edward J. Fritscl $3,706,000  $310,00¢ $ 2,382,000 $ 1,203,000 $ 4,545,000 $2,890,00!
Michael E. Harris $2,625,000 $ 93,00 $ 1,030,000 $ 514,00 $ 2,039,000 $1,624,00
Terry L. Steven: $2,079,000 $ 32,00 $ 654,000 $ 407,00 $ 1,375,000 $1,286,00!
Gene H. Anderso $1,742,000 $ 43,000 $ 524,000 $ 211,000 % 980,00 $ 876,00(

(1) Includes amounts earned under our annual naityeigcentive program for 2006 but unpaid as ot®maber 31, 2006. The change in
control agreements require the payment to our NaExedutive Officers of amounts earned but unpaidfdle date of the change in
control. Such amounts, which are deemed to have &éaeed in 2006, are also reflected ur*—Summary Compensation Tal”

(2) Consists of the present actuarial benefits of oamtig health care and other benefits. Upon a tetioin in connection with a change
control, Messrs. Fritsch, Harris and Anderson walth be entitled to receive continuing health iaeae coverage until such officer
becomes eligible for standard medical benefits uikicare.

(3) Consists of all outstanding shares of I-based restricted stock held by such Named ExecQtifieer that had not vested as
December 31, 2001

(4) Consists of all outstanding shares of perforrednased and total return-based restricted stddkdyesuch Named Executive Officer that
had not vested as of December 31, 2!

(5) Consists of all outstanding stock options held lighsNamed Executive Officer that had not vestedfd&ecember 31, 200!

In the event the employment of Messrs. FritschridaBtevens and Anderson had not been terminatedrinection with a change in
control that occurred as of December 31, 200&fale outstanding restricted stock and unexertgsstiock options (the in-the-money values
of which are set forth in the table above) woulaetheless have vested as of such date. Additiqresdiyh such officer would have been elig
to receive a stay bonus on the first anniversathefchange in control in an amount equal to 12sithhe highest monthly salary paid to the
executive during the 12-month period ending priothie change in control plus the greater of (1)aerage amount earned under our annual
non-equity incentive program for the preceding ¢hyears or (2) the amount earned under such produaimg the most recently completed
fiscal year.

Assuming a change in control had occurred as okEBéer 31, 2006, the stay bonus payable on DeceBihb@007 would have been
$829,000 for Mr. Fritsch, $592,000 for Mr. Hari$68,000 for Mr. Stevens and $397,000 for Mr. Asder Under the terms of the 1999
Shareholder Value Plan, upon a change in contitwétiaer or not their employment is terminated, ant®earned but unpaid as of
December 31, 2006 for grants in 2004 under the Blggeholder Value Plan would have become immeddiptgyable. Such amounts, which
are deemed to have been earned in 2006 but apaitbuntil 2007, are also reflected under “—Summn@oynpensation Table.” Because
Messrs. Fritsch, Stevens, Harris and Andersonlaceemtitled to receive a gross-up payment to payfiy applicable excise taxes on excess
parachute payments in the event of a change inalpmthether or not their
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employment is terminated, in the event of contineagloyment, we estimate that the tax gross-up paymould have been $1,424,000 for
Mr. Fritsch, $646,000 for Mr. Harris and $533,000 fMr. Stevens. In the event of continued employinee do not believe Mr. Anderson
would have been subject to excise tax.

The form of the previously effective change in eohagreements, which had been first prepared rmupteimented in 1998, had originally
applied to persons serving as our principal exeeutificers at that time. Those agreements wemitated in connection with the execution of
the new agreements. Generally, the terminated agnets provided for the same benefits as underagheagreements, except that the
terminated agreements also provided that Messitscky Harris and Anderson would have been entitergtceive a lump sum cash payment
equal to a stated multiple of the value of alllef £xecutive’s unexercised stock options uponraitettion of their employment in connection
with a change in control. The multiple was threees for Mr. Fritsch, two times for Mr. Harris andeotime for Mr. Anderson. Had the
employment of each of such officers been terminatennection with a change in control as Decen3ie2006, under the terminated
agreements, this additional lump sum cash paymentdihave been $45.8 million for Mr. Fritsch, $1in8lion for Mr. Harris and $3.5 millio
for Mr. Anderson. These payments would have alsalted in an additional excise tax gross-up payroés23.8 million for Mr. Fritsch, $6.1
million for Mr. Harris and $1.8 million for Mr. Anerson. Had Mr. Stevens’ terminated agreement beplace at December 31, 2006 and
assuming Mr. Stevens had been terminated in coilmneweith a change in control as of such date, Mev8ns’ cash payment would have been
$468,000 lower than under his new agreement aneXaise tax gross-up payment would have been $2@0¢@ver than under his new
agreement. In the event the employment of Messitsch, Harris, Stevens and Anderson had not berenihated in connection with a change
in control that occurred as of December 31, 2086hesuch officer would have received the same lisrdgscribed above upon continued
employment after a change in control under thecblghge in control agreements, except that Mr. $eweuld not have been entitled to
receive a stay bonus payable on December 31, 230d result, in the event of continued employmest do not believe that Mr. Stevens
would have been subject to excise tax under hisgtdement.

Mr. Pridgen, whose last day of employment with @éswWlarch 16, 2007, had a change in control agreetihanhwas substantively
identical to Mr. Anderson’s terminated agreement. Rtidgen’s rights under this agreement automiiterminated as of his last day of
employment. Had Mr. Pridgen’s employment been teateid in connection with a change in control asdbdwer 31, 2006, under this
terminated agreement, Mr. Pridgen would have bettiesl to receive a cash payment of $2.0 millioontinuing health care and other benefits
valued at $96,000, accelerated vesting of restristeck valued at $1.4 million, accelerated vestihgnexercisable stock options valued at
million, an additional lump sum payment of the \eabf all of his unexercised stock options, or $@ibion, and an excise tax grosg paymer
of $4.7 million. In the event the employment of Mridgen had not been terminated in connection aithange in control that occurred as of
December 31, 2006, all of the outstanding restilisteck and unexercisable stock options (the irrtib@ey values of which are set forth in the
immediately preceding sentence) would nonethelass hiested as of such date. Additionally, Mr. Reidgvould have been eligible to receiv
stay bonus on the first anniversary of the changmntrol in an amount equal to 12 times the highemnthly salary paid to him during the 12-
month period ending prior to the change in conptot the greater of (1) the average amount earnddrour annual non-equity incentive
program for the preceding three years or (2) thewarhearned under such program during the moshtigaeompleted fiscal year. Assuming a
change in control had occurred as of December @16,2he stay bonus payable to Mr. Pridgen on Déeerdl, 2007 would have been
$440,000. Under the terms of the 1999 Shareholdéreé/Plan, upon a change in control, whether ohisoémployment was terminated,
amounts earned but unpaid as of December 31, 20@fdnts in 2004 under the 1999 Shareholder Valae would have become immediat
payable. Such amounts, which are deemed to havedagaed in 2006 but are not paid until 2007, e i@flected under “—Summary
Compensation Table.” Because Mr. Pridgen was aititiezl to receive a gross-up payment to pay forapplicable excise taxes on excess
parachute payments in the event of a change inalpmthether or not his employment had been tertaohan the event of continued
employment, we estimate that the tax gross-up payfoe Mr. Pridgen would have been $533,000.

Director Compensation in 2006

During 2006, the Chairman of the Board of Direct@seived a base retainer at an annual rate 0088@&nd other non-employee
directors received base retainers at an annuabf&t®5,000. Non-employee directors do not recailditional fees for attendance at meetings
or participation in conference calls of the Boardt® committees.
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Members of the audit, executive and compensatiodnganernance committees received additional retsiaean annual rate of $5,000 for each
committee, except that the additional annual reraiate was $10,000 for the chairman of the comgt@rsand governance committee and
$20,000 for the chairman of the audit committeenfdmployee directors on the investment committeeivedeadditional retainers at an ann
rate of $10,000 plus $500 per day for propertytsisihe table set forth below provides informatmmcerning the compensation of persons

serving as non-employee directors during 2006:

Nongqualified
Deferred
Fees Earned o Compensatior
All Other
Name Paid in Cash Stock Awards (1. Earnings (2) Compensation (3 Total
Thomas W. Adle $ 50,00( $ 16,757 — $ 2,157 $ 68,90¢
Kay N. Callison $  40,00( $ 16,751 — $ 2,151 $ 58,90¢
Lawrence S. Kapla $ 55,00( $ 16,75’ $ 13€ $ 2,151 $ 74,04¢
Sherry A. Kelleti $  40,00( $ 5,211 — $ 95€ $ 46,16°
L. Glenn Orr, Jr $ 50,00( $ 16,757 — $ 2,151 $ 68,90¢
O. Temple Sloan, J $ 70,00( $ 36,72( $ 2,25¢ $ 4,53¢ $113,51°
$  45,00( $ 16,48( $ 1,23¢ $ 2,151 $ 64,86¢

F. William Vandiver, Jr

1)

Consists of compensation expense recognized bynisgd2006 in accordance with FAS 123(R) with respe all outstanding restricte

stock, including restricted stock granted prio2@®6. Restricted stock issued in 2006 to directolissest ratably on an annual basis over
a four-year term. Dividends received on restrictegtk are non-forfeitable and are paid at the satgeand on the same date as on shares
of our Common Stock, whether or not vested. Thiefohg sets forth information about restricted &tgcanted to our non-employee
directors in 2006 and all outstanding equity inoenawards held by such directors at December @26 Zwhich include stock options

issued to such directors in prior yea

Shares of FAS 123(R) Weighted

Restricted Grant Date Fair Total Shares of Average Exercis:
Stock Granted Value of Stock Restricted Stock Stock Options
Awards Outstanding at Outstanding at Price Per Stock
in 2006 Granted in 200¢ December 31, 20C December 31, 20C Option
Name #) (6] #) #) %

Thomas W. Adle 75C $ 22,74( 1,68i 79,82¢ $ 22.9¢
Kay N. Callison 75C $ 22,74( 1,681 26,00( $ 22.6(
Lawrence S. Kapla 75C $ 22,74( 1,681 17,22¢ $ 21.2¢
Sherry A. Kelleti 75C $ 22,74( 75C 10,00( $ 27.6:
L. Glenn Orr, Jr 75C $ 22,74( 1,681 26,00( $ 22.6(
O. Temple Sloan, J 1,50( $ 45,48( 3,56( 218,05¢ $ 22.3¢
75C $ 22,74( 1,68i 10,00( $ 25.8:

F. William Vandiver, Jr

(@)

3)

Prior to 2006, nc-employee directors could elect to defer cash cosgdén for investment in units of phantom stockilf end of eac
calendar quarter, any director who deferred comgt@msinto phantom stock was credited with unitpleintom stock at a 15% discount.
Dividends on the phantom units are assumed todoedsin additional units of phantom stock at a h86ount. Directors who deferred
compensation prior to 2006 in this manner, howesentinue to be credited with additional units bptom stock at a 15% discount
upon the declaration of dividends. The amountaehfin the table consists of the value attribugablassumed issuance of additional
phantom stock at a 15% discount upon the declarafi@ dividend, but such amounts do not take awount fluctuations in the implied
value of such phantom stock based on changes wetbe of our Common Stoc

Consists of dividends received in 2006 on @mging restricted stock. Such dividends are foofeitable and are paid at the same rate
on the same date as on shares of our Common Stbelther or not veste
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POLICIES AND OBJECTIVES WITH RESPECT TO CERTAIN ACT IVITIES

The following is a discussion of our investmentigek and our policies with respect to certain pdivities, including financing matte
and conflicts of interest. These policies may befded or revised from time to time at the discretdour Board of Directors, without a vote
of our stockholders. Any change to any of theséjed by our Board of Directors, however, wouldrbade only after a thorough review and
analysis of that change, in light of then-existingsiness and other circumstances, and then ontytlie exercise of its business judgment, our
Board of Directors believes that it is advisableltoso in our and our stockholders’ best interddfts.cannot assure you that our investment
objectives will be attained.

Investments in Real Estate or Interests in Real Eate

We conduct substantially all of our investment\atis through our Operating Partnership. Our itwet objectives are to provide
quarterly cash distributions and achieve Ieegn capital appreciation through increases inviliee of our Company. We have not establist
specific policy regarding the relative priority thiese investment objectives. For a discussion opmperties, see “Business” and “Our
Properties.”

We expect to pursue our investment objectives priynorough the ownership by our Operating Parshgy of our properties. We
currently intend to invest primarily in developmeiof office properties and acquisitions of existimproved properties or properties in need of
redevelopment and acquisitions of land which wéelelhas development potential. Future investmedeselopment activities will not be
limited to any geographic area, product type aa specified percentage of our assets. While we dnegrsify in terms of property locations,
size and market, we do not have any limit on thewmor percentage of our assets that may be ied@stany one property or any one
geographic area. We intend to engage in such finuestment or development activities in a manhat ts consistent with the maintenance of
our status as a REIT for federal income tax purpolseaddition, we may purchase or lease incomdymiong commercial and other types of
properties for long-term investment, expand andrawe the properties we presently own or other aegyproperties, or sell such properties, in
whole or in part, when circumstances warrant.

We may also participate with third parties in pmdp@wnership, through joint ventures or other typé co-ownership. These types of
investments may permit us to own interests in laagsets without unduly restricting our diversifioa and, therefore, provide us with
flexibility in structuring our portfolio. We do nabtend, however, to enter into a joint venturetiver partnership arrangement to make an
investment that would not otherwise meet our inwesit policies.

Equity investments in acquired properties may ligesat to existing mortgage financing and other btddness or to new indebtedness
which may be incurred in connection with acquirorgefinancing these investments. Debt serviceumh $inancing or indebtedness will hay
priority over any dividends with respect to our Goon Stock and Preferred Stock. Investments aresalsigct to our policy not to be treate:
an investment company under the Investment Compangf 1940, as amended, or the 1940 Act.

Investments in Mortgages, Structured Financings an®ther Lending Policies

We have no current intention of investing in logasured by properties or making loans to persoasigder, we do not have a policy
limiting our ability to invest in loans secured psoperties or to make loans to other persons. Weaunasider offering purchase money
financing in connection with the sale of propertidsere the provision of that financing will increase value to be received by us for the
property sold. We may make loans to joint ventimeshich we may participate in the future. Howewee, do not intend to engage in
significant lending activities.

Investments in Securities of or Interests in PersanPrimarily Engaged in Real Estate Activities and @her Issuers

Subiject to the percentage of ownership limitatiang gross income tests necessary for REIT quaificawe may, but do not intend to,
invest in securities of other REITs, other entitegaged in real estate activities or securitiestlodr issuers, including for the purpose of
exercising control over such entities. In any eyvesat do not
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intend that our investments in securities will reguws to register as an “investment company” uiideinvestment Company Act of 1940, as
amended, and we intend to divest securities befoyeregistration would be required. We do not idtemengage in trading, underwriting,
agency distribution or sales of securities of oiksuers.

Disposition Policy

Our strategy has been to focus our real estateitéediin markets where we believe our extensiwal&nowledge gives us a competitive
advantage over other real estate developers amdtope Through our capital recycling program, welksto selectively dispose of non-core
properties in order to use the net proceeds todgour balance sheet by reducing outstandingalebPreferred Stock balances, to make new
investments or for other purposes. Factors thaGaumpany considers when determining to sell a ptg@ee the price being offered for the
property, the historical and anticipated operapegormance of the property, the tax consequentcégsgeaale and other factors and
circumstances surrounding the proposed sale. @atigctors and executive officers who hold Comrhmits may have their decision as to
desirability of a proposed disposition influencedthe tax consequences to them resulting from igggodition of a certain property.

Highwoods Development, LLC, a taxable subsidiargsiormed to pursue the development of office anddstrial properties for existing
customers, such as the GSA, in core and non-corketsa Highwoods Development, LLC may sell one arendeveloped properties if we
determine that the sale of the properties woulthlike best interest of our stockholders.

Financing Policies

We are committed to maintaining a conservativefigxdble balance sheet that allows us to capitabadavorable development and
acquisition opportunities as they arise. We expeateet our short- and long-term liquidity requients through a combination of any one or
more of cash flow from operating activities, borings under our credit facilities, the issuance mgacured debt, the issuance of secured debt,
the issuance of equity securities by both the Camw@ad the Operating Partnership, the selectiyeogdition of non-core land and other assets,
and private equity capital raised from unrelatadtjeenture partners involving the sale or conttitm of our Wholly Owned Properties,
development projects or development land.

We consider a number of factors when evaluatingexel of indebtedness and making financial deoisjancluding, among others, the
following:
. the interest rate of the proposed financi
. the extent to which the financing impacts the ity with which we manage our propertie
. prepayment penalties and restrictions on refinag
. the purchase price of properties we acquire orsanfstievelopment properties we construct with dielincing;
. our lon¢-term objectives with respect to the financi
. our target investment returr

. the ability of particular properties, and our Compas a whole, to generate cash flow sufficierddeer expected del
service paymentt

. overall level of consolidated indebtedne
. timing of debt and lease maturitie

84



Table of Contents

. provisions that require recourse and c-collateralization
. corporate credit ratios including debt service cage and debt to undepreciated assets
. the overall ratio of fixe- and variabl-rate debt

Equity Capital Policies

Subject to applicable law and the requirementdigted companies on the NYSE, our Board of Direstoas the authority, without furtr
stockholder approval, to issue additional authari@Zemmon Stock and Preferred Stock or otherwisereapital, including through the
issuance of senior securities, in any manner artti@terms and for the consideration it deems ap@i®, including in exchange for property.
Existing stockholders will have no preemptive righhticquire additional stock issued in any offeriagd any subsequent offering might cau
dilution of your investment. We may in the futussie Common Stock in connection with acquisitit¥e.also may issue additional Common
Units in connection with acquisitions.

We may, under certain circumstances, repurchaseagpital stock in the open market or in privatesactions with our stockholders, if
those purchases are approved by our Board of DirdDur Board of Directors has no present intentibcausing us to repurchase any stock,
and any action would only be taken in conformityhaapplicable federal and state laws and the agiplicrequirements for qualifying as a
REIT.

Conflict of Interest Policy

Generally, we expect that any transaction, agreeorarlationship in which any of our directorsficérs or employees has an interest
must be approved by a majority of our disinteresliegictors. However, we cannot assure you thattbeficies will be successful in
eliminating the influence of these conflicts.

The Maryland General Corporation Law, or MGCL, pd®s that a contract or other transaction betwessrgoration and any of that
corporations directors or any other entity in which that dioeds also a director or has a material finantitdrest is not void or voidable sols
on the grounds of the common directorship or irgigithe fact that the director was present at thetimg at which the contract or transaction is
approved or the fact that the director’s vote wasnted in favor of the contract or transaction, if:

. the fact of the common directorship or interestisslosed to the board or a committee of the baand,the board or th
committee authorizes the contract or transactiothbyaffirmative vote of a majority of the disirgsted directors, even if the
disinterested directors constitute less than awqug

. the fact of the common directorship or interestisslosed to stockholders entitled to vote on thetract or transaction, and
the contract or transaction is approved by a migjofithe votes cast by the stockholders entitteddte on the matter, other
than votes of stock owned of record or beneficibiijthe interested director, corporation, firm ey entity; ol

. the contract or transaction is fair and reasontabtee corporatior

Reporting Policies

Generally speaking, we intend to make availableutostockholders audited annual financial statemant annual reports. We are suk
to the information reporting requirements of the8eies Exchange Act of 1934, as amended. Purdoahtse requirements, we file periodic
reports, proxy statements and other informatiocluising audited financial statements, with the SEC.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matters
Stock Ownership GuidelinesOur compensation and governance committee hablissted the following stock ownership guidelines:

Position Multiple (in dollars)
Corporate Executive Office 5x Base Salar
Regional Managet 3x Base Salar
Divisional Vice Presidents and Other Offic 2x Base Salar
Directors 3x Base Annual Retain

Shares of Common Stock acquired through our emplay@ck purchase plan or otherwise, operating eestip units and shares of
restricted stock issued pursuant to our equityritice plans all count toward the suggested stockership guidelines. The compensation and
governance committee believes that all participahtauld satisfy the guidelines by the later of AR, 2008 or three years from the original
date of employment or election as a director, gdicgble.

Beneficial Ownership Table The following table sets forth the beneficial @sship of our Common Stock as of December 31, 2006
each person or group known to us to be holding rttae 5% of our Common Stock, each person curreetlying as a director, each Named
Executive Officer (as defined above) and our doesand executive officers as a group. The numbsghares shown represents the number of
shares of Common Stock the person “beneficially ©iivas determined by the rules of the SEC, inclgdire number of shares currently
issuable upon redemption of units of limited parsh@ interest in Highwoods Realty Limited Partigps our Operating Partnership.

Percent of All
Number of Shares

Name of Beneficial Owner Beneficially Ownec Shares (1)
O. Temple Sloan, J 586,56: 1.C%
Edward J. Fritscl 897,97: 1.€%
Michael E. Harris 343,30! *
Terry L. Steven: 104,98( *
Mack D. Pridgen, Ili(2) 380,56 *
Gene H. Anderso 1,078,00! 1.%
Thomas W. Adle 101,66 *
Kay N. Callison 547,64¢ 1.C%
Lawrence S. Kapla 23,89( *
Sherry A. Kelleti 3,55( *
L. Glenn Orr, Jr 43,31( *
F. William Vandiver, Jr 13,50( *
AEW Capital Management, L.P3) 3,802,82. 6.8%
Barclays Global Investors, N(4) 3,581,871 6.4%
Cohen & Steers, In(5) 3,535,60! 6.2%
ING Groep N.V.(6) 5,989,16. 10.7%
The Vanguard Group, In(7) 2,814,14. 5.C%
All executive officers and directors as a group [fg4sons 4,342,51. 7.2%

* Less than 19

(1) The total number of shares outstanding used irukzlog this percentage assumes that no operatirtggrship units, stock options

warrants held by other persons are exchanged &oeslof Common Stoc
(2) Mr. Pridger's last day of employment with us was March 16, 2!

(3) AEW Capital Management, L.P. is located at Wdrtade Center East, Two Seaport Lane, Boston, RIX02021. Information obtaine

from Schedule 13G filed with the SE

(4) Barclays Global Investors, NA is located at 45 FoatrStreet, San Francisco, CA 94105. Informatiotaioled from Schedule 13G file

with the SEC
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(5)
(6)

(7)

Cohen & Steers, Inc. is located at 280 Park AvetQé& Floor, New York, New York 10017. Information obtathfrom Schedule 13G
filed with the SEC.

ING Groep N.V. is located at Amstelveenseweg 50811KL Amsterdam, The Netherlands. Information oigd from Schedule 13

filed with the SEC. To ensure that such holder igndffiliates do not violate the 9.8% ownershipitiunder our charter, the executive
committee of the Board of Directors has agreedjestto limitations, to permit such holder andsiffiliates to acquire up to an aggregate
of 12.0% of our outstanding Common Stock withoutHar Board approva

The Vanguard Group, Inc. is located at 100 \Wemd Blvd., Malvern, PA 19355. Information obtairfesim Schedule 13G filed with the
SEC.

Equity Compensation PlansThe following table provides information as ofd@enber 31, 2006 with respect to shares of CommaockSt

that may be issued under our existing equity corsaion plans:

Number of Securities tc

be Issued upon Exercis Weighted Average Number of Securities Remaining
Exercise Price of Available for Future Issuance
Plan Category of Qutstanding Options Outstanding Options under Equity Compensation Plan
Equity Compensation Plans Approved by
Stockholders(1) 2,975,07. $ 24.61 1,481,86:
Equity Compensation Plans Not Approved by

Stockholder«(2) — — 138,79

1)

(2)

Consists of the Amended and Restated Stock Optamm Bnder which the compensation and governancerittee generally grants stc
options and restricted stock, and has the abdityrant phantom stock and stock appreciation rigbteur employees, officers and
directors.

Consists of the 2000 Employee Stock Purchase Biater which all employees may contribute up to 2% eir compensation 1
acquire shares of our Common Stock at a 15% disc
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DESCRIPTION OF CAPITAL STOCK

General

This section contains a discussion of the mategrahs of our capital stock as set forth in our tdvaaind applicable law. As of March 9,
2007, our authorized capital stock was as follows:

Number of Share: Number of Share:

Class of Stock Authorized Outstanding
Common Stocl 200,000,00 56,726,64
Preferred Stoc 50,000,00 3,804,64!
Total 250,000,00 60,531,29

Common Stock

The Company is authorized under its charter toeigXd0 million shares of Common Stock. Each outstenshare of Common Stock
entitles the holder to one vote on all mattersgméxd to stockholders for a vote. Unless applickverequires otherwise, and except in limited
circumstances as our charter may provide with @speany series of Preferred Stock that we mayeisthe holders of Common Stock will
possess exclusive voting power. See “—Ownershiptaiions and Restrictions on Transfers.”

All shares of Common Stock issued will be duly autred, fully paid and non-assessable. Distribigtioray be paid to the holders of
Common Stock if and when declared by the CompaBgard of Directors out of legally available fundfie Company intends to continue to
pay quarterly dividends.

Under Maryland law, stockholders are generallyliadtie for the Company’s debts or obligations hié tCompany is liquidated, subject to
the right of any holders of Preferred Stock to ree@referential distributions, each outstandingretof Common Stock will participate pro r.
in any remaining assets.

Holders of Common Stock have no conversion, sinkimgl or redemption rights or preemptive rightsc@xversion feature permits a
stockholder to convert shares to a different sgcusuch as debt or preferred stock. A redemptigint ppermits a stockholder to redeem such
holder’s shares (for cash or other securitiespatespoint in the future. Sometimes a redemptiohtrig paired with an obligation of the
company to create an account into which such cognparst deposit money into to fund the redemptian (a sinking fund). Preemptive rights
are rights granted to stockholders to subscribéhieir pro rata percentage of any other secuntiesnay offer in the future.

We furnish our stockholders with annual reportstaming audited consolidated financial statemefite financial statements contain an
opinion of our independent public accountants. W8e &urnish our stockholders with quarterly repdaisthe first three quarters of each year.
These reports contain unaudited financial infororati

Our Common Stock is listed on the NYSE under thatsyl “HIW.” The transfer agent and registrar for @ommon Stock is American
Stock Transfer & Trust.

Preferred Stock

We are authorized to issue 50 million shares ofeéPred Stock, $.01 par value. As of the date of thbspectus, 143,750 of such shares
have been designated as 8 5/8% Series A CumuRédeemable Preferred Shares and 6,900,000 of kaoksshave been designated as 8%
Series B Cumulative Redeemable Preferred SharesP@terred Stock may be issued in one or moresettie terms of which may be
determined at the time of issuance by our Boardirdctors, without further action by our stockhalsleand may include voting rights,
preferences as to dividends and liquidation, casigar redemption rights and sinking fund provisiodsr Board of Directors could authorize
terms that could discourage a takeover or othes&etion that might be in the common stockholdeest interests.

As of the date of this prospectus, there are 1®3eties A Preferred Shares outstanding. The Sarireferred Shares have a liquida
preference of $1,000.00 per share. DistributiontherSeries A Preferred Shares

88



Table of Contents

are payable quarterly at the rate of 8 5/8% ofithedation preference per annum, or $86.25 pereshiehe Series A Preferred Shares are not
redeemable until February 12, 2027, on and aftéchviiate we may redeem such shares at a redenpgpteanof $25.00 per share, plus any
accrued and unpaid dividends through the dateddimption. The Series A Preferred Shares have narityatlate and will remain outstanding
indefinitely unless redeemed. The Series A PredfeBteares are listed on the NYSE. The transfer ageohtegistrar for the Series A Preferred
Shares is American Stock Transfer & Trust.

As of the date of this prospectus, there are 300@0Series B Preferred Shares outstanding. ThesSBrPreferred Shares have a
liguidation preference of $25.00 per share. Distitns on the Series B Preferred Shares are pagablterly at the rate of 8% of the
liguidation preference per annum, or $2.00 perestiine Series B Preferred Shares were redeemal8emember 25, 2002, at a redemption
price of $25.00 per share, plus any accrued andidrgividends through the date of redemption. TéeeS B Preferred Shares have no
maturity date and will remain outstanding inde®hjtunless redeemed. The Series B Preferred Sheedisted on the NYSE. The transfer
agent and registrar for the Series A PreferrededhiasrAmerican Stock Transfer & Trust.

Ownership Limitations and Restrictions on Transfers

To maintain our REIT qualification, not more thad®® in value of our outstanding stock may be owrieectly or indirectly by five or
fewer individuals (including certain entities tredtas individuals for these purposes) during teeHalf of a taxable year and at least 100
persons must beneficially own our outstanding sfoclat least 335 days per 12-month taxable yead{dng a proportionate part of a shorter
taxable year). To help ensure we meet these mstgharter provides that no person or entity miagctly or constructively own more than
9.8% in value or number of our issued and outstap@iommon Stock or more than 9.8% in value of ssuéd and outstanding capital stock,
without obtaining a written waiver from our Boarfi@irectors. For purposes of this provision, weatreorporations, partnerships, “groups”
within the meaning of Section 13(d)(3) of the Sé&ms Exchange Act of 1934 and other entities aglsipersons. The Board of Directors has
discretion to waive this ownership limit if the hdaeceives evidence that ownership in excesselitttit will not jeopardize our REIT status.

The restrictions on transferability and ownershif mot apply if the Board of Directors and the gtholders holding two-thirds of our
outstanding shares of capital stock determineitlisino longer in our best interest to be a RBMe have no current intention to seek to change
our REIT tax status.

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

Holders of more than 5% of our Common Stock or é&refl Stock must file a written response to ouuest|for stock ownership
information, which will be mailed to you no latéran January 30 of each year. This notice shoulthoogour name and address, the numb:
shares of Common Stock or Preferred Stock you awdnsadescription of how you hold the shares. Intamd you will be required, if we ask,
to disclose to us in writing any information we dée order to determine the effect of your ownegusifi such shares on our status as a REIT.

These ownership limitations could have the effégrecluding a third party from obtaining contrales our Company unless our Boart
Directors and our stockholders determine that raaiinig REIT status is no longer desirable.

Limitations of Liability and Indemnification of Dir ectors and Officers

Maryland general corporation law and our charteugpate each director and officer in actions bywuby stockholders in derivative
actions from liability unless the director or offichas received an improper personal benefit inepoproperty or services or has acted
dishonestly, as established by a final judgmerat oburt.

The charter also provides that we will indemnifgrasent or former director or officer against exggear liability in an action to the fulle
extent permitted by Maryland law. Maryland law pésna corporation to indemnify its present and fermirectors and officers, among others,
against judgments, penalties, fines, settlemerdg@asonable expenses they incur in connectionamyhproceeding to which they are a party
because of their service as an officer, directartber similar capacity. However, Maryland law plits indemnification if it is established th
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. the act or omission of the director or officer waaterial to the matter giving rise to the procegdind was committed in b
faith or was the result of active and deliberashdnesty

. the director or officer actually received an impeopersonal benefit in money, property or servioe

. in the case of any criminal proceeding, the dineotoofficer had reasonable cause to believe tieatt or omission w
unlawful.

We believe that the exculpation and indemnificapoovisions in the charter help induce qualifiediiduals to agree to serve as officers
and directors of our Company by providing a degregrotection from liability for alleged mistakes making decisions and taking actions.
You should be aware, however, that these providioosir charter and Maryland law give you a moneitiéd right of action than you otherwise
would have in the absence of such provisions. We adaintain a policy of directors and officers ligypinsurance covering certain liabilities
incurred by our directors and officers in connettidgth the performance of their duties.

The above indemnification provisions could opetatandemnify directors, officers or other persortsovexert control over us against
liabilities arising under the Securities Act of BOdnsofar as the above provisions may allow thae tof indemnification, we have been
informed that, in the SEC’s opinion, such indenwaifion is against public policy as expressed inbeurities Act and is therefore
unenforceable.

Control Share Acquisitions

The Maryland general corporation law also provithed control shares of a Maryland corporation aeglin a control share acquisition
have no voting rights except to the extent apprdwed vote of two-thirds of the votes entitled odast on the matter, excluding shares owned
by the acquiror or by officers or employee direstdrhe control share acquisition statute does pyplyao shares acquired in a merger,
consolidation or share exchange if the corporasanparty to the transaction, or to acquisitiopgraved or exempted by the corporation’s
charter or bylaws. Our bylaws contain a provisimarepting from the control share acquisition statutg stock acquired by any person.
However, we cannot assure you that this bylaw growmiwill not be amended or repealed at any poithé future.

Classification of Board of Directors, Vacancies andRemoval of Directors

The directors on our Board of Directors are diviitgd three classes, and each of these directorsrglty serves for a three-year term. A
director may only be removed for cause by the rafiitive vote of two-thirds vote of the Company’sstanding Common Stock. These
staggered terms of the Company’s board may disgeurffers for the Company or make an acquisitiothefCompany more difficult, even
when an acquisition is in the best interest ofdfoekholders

Our charter and bylaws provide that a majorityhef temaining directors or the stockholders mayafiy vacancy on the Board of
Directors. However, under Maryland law, only theaBbof Directors can fill vacancies though the tdraand bylaws provide otherwise. In
addition, our bylaws provide that only the BoardDafectors may increase or decrease the numbegrsbps serving on the Board of Directors.
These provisions preclude stockholders from renmgincumbent directors, except for cause and upsubatantial affirmative vote, and filling
the vacancies created by such removal with their p@minees until the next annual meeting of stolddrs.

Amendment of Charter and Bylaws

Except as set forth below, our charter can be aswodly by the affirmative vote of holders of nes$ than a majority of the outstanding
shares of Common Stock. However, the provisiorteéncharter relating to the removal of directorgspervation of our REIT status and
amendment of the charter may only be amended baftlmmative vote of holders of not less than tvirds of our outstanding shares of
Common Stock.
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Operating Partnership Agreement

Upon a change in control of the Company, the paship agreement of the Operating Partnership reguiertain acquirers to maintain an
umbrella partnership real estate investment tfWPREIT”) structure with terms at least as favoeatd the limited partners as are currently in
place. For instance, the acquirer would be requivgateserve the limited partner’s right to conérta hold tax-deferred partnership interests
that are redeemable for capital stock of the aequBome change of control transactions involvirg@ompany could require the approval of
two-thirds of the limited partners of the OperatiP@rtnership (other than the Company). These pgomdsnay make a change of control
transaction involving the Company more complicaad therefore might decrease the likelihood of sutfansaction occurring, even if such a
transaction would be in the best interest of thenfany’s stockholders.

Stockholder Rights Plan

We have a stockholder rights plan, which is cuiyestheduled to expire on October 6, 2007, pursteawnthich our existing stockholders
would have the ability to acquire additional Comn&iock at a significant discount in the event ssperor group attempts to acquire us on
terms that our Board of Directors does not apprétvese rights are designed to deter a hostile tegtduy increasing the takeover cost. As a
result, such rights could discourage offers fooumake an acquisition of us more difficult, evelmem an acquisition is in the best interest of
our stockholders. The rights plan should not irterfwith any merger or other business combinatierBioard of Directors approves since we
may generally terminate the plan at any time atinahtost.
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DESCRIPTION OF THE PARTNERSHIP AGREEMENT

Management of Our Operating Partnership

Our Operating Partnership, Highwoods Realty Limidtnership, is a North Carolina limited partngrghat was formed on March 23,
1994. We are the sole general partner of our Opegr&artnership and conduct substantially all aflmusiness in or through it. As sole general
partner, we exercise exclusive and complete redipiitysand discretion over the Operating Partngrshday-to-day management and control.
We can cause our Operating Partnership to enteicgrtain major transactions including acquisitiatispositions and refinancings, subject to
certain limited exceptions. The limited partnersof Operating Partnership may not transact busifegsor participate in the management
activities or decisions of, our Operating Partngrséxcept as provided in the partnership agreemmedtas required by applicable law. Certain
restrictions under the partnership agreement c¢stur ability to engage in a business combinagismore fully described in “Fransferability
of Interests” below.

The limited partners of our Operating Partnerskipehexpressly acknowledged that we, as generalgrast our Operating Partnership,
are acting for the benefit of the Operating Paghigr, the limited partners and our stockholdertectizely. The Company is generally undel
obligation to give priority to the separate intesedf the limited partners or our stockholderséciding whether to cause our Operating
Partnership to take or decline to take any actiéfes.are not liable under the partnership agreenoeotir Operating Partnership or to any
partner for monetary damages for losses sustdiiladdities incurred, or benefits not derived bgnlted partners in connection with such
decisions; provided, that we have acted in goati fad with due care and loyalty.

The partnership agreement provides that substirgithlour business activities, including all adties pertaining to the acquisition and
operation of properties, must be conducted thraughOperating Partnership, and that our Operatargn@rship must be operated in a manner
that will enable us to satisfy the requirementshfeing classified as a REIT.

Transferability of Interests

We may not voluntarily withdraw from the OperatiRgrtnership or sell, transfer or otherwise dispafsa! or substantially all of the
partnership’s assets in a single transaction eriasof transactions (including by way of mergensolidation or other combination) unless we
receive the consent of partners holding 50% of nobtee partnership interests. Some change of abinansactions involving the Company
could require the approval of two-thirds of theitied partners of the Operating Partnership (othan the Company). Upon a change in control
of our Company, the partnership agreement requggsin acquirers to maintain an UPREIT structuith ¥erms at least as favorable to the
limited partners as are currently in place. Fotanse, the acquirer would be required to presdredimited partner’s right to continue to hold
tax-deferred partnership interests that are redbknfiar capital stock of the acquirer.

Amendments of the Partnership Agreement

Amendments to the partnership agreement may beopeaiby us, as general partner, or by limited pastowning at least 10% of the
Common Units held by limited partners.

As general partner, we generally have the powentlaterally make amendments to the partnershipeagent without obtaining the
consent of the limited partners. For instance, va¢ amend the partnership agreement without linptadher consent to:

. add to our obligations as general partner or sdegeany right or power granted to us as generaheafor the benefit of the
limited partners

. reflect the admission, substitution, terminatiomdthdrawal of partners in accordance with the teohthe partnership
agreement
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. set forth the designations, rights, powers, dwigs preferences of the holders of any additionghpaship interests issus
pursuant to the partnership agreem

. reflect a change of an inconsequential naturedbas not adversely affect the limited partnersniy material respect, or cL
any ambiguity, correct or supplement any provigibthe partnership agreement not inconsistent laithor with other
provisions of the partnership agreement, or makerathanges concerning matters under the partipeaghnéement that will
not be inconsistent with the partnership agreeraetew; or

. satisfy any requirements, conditions or guidelio@stained in any order directive, opinion, rulingregulation of a federal
state agency or contained in federal or state

Amendments that would, among other things, coravdirhited partner’s interest into a general parsigiterest, modify the limited
liability of a limited partner, alter a limited gaer’s right to receive any distributions or alltoas of profits or losses or materially alter or
modify the redemption rights described below m@sapproved by each limited partner that would beseskly affected by such amendment.

In addition, without the written consent of 75%tloé interests of the limited partners (other tharitéd partners interests owned, directly
or indirectly, by us as general partner), we, asegal partner, may not amend the partnership agreeto, among of things:

. add to our rights granted to us as general paitintéie partnership agreement to issue additionahpeship interests

. enter into or conduct any business other than imeotion with our role as general partner of thei@png Partnership and
our operation as a REIT;

. withdraw from the Operating Partnership or transigy portion of our general partnership interestépt under the limite
circumstances set forth abov

Redemption Rights

Generally, the Operating Partnership is obligateetleem each Common Unit at the request of theehtihereof for cash equal to the
value of one share of Common Stock based on thegeef the market price for the 10 trading daysadiately preceding the notice date of
such redemption provided that the Company at it®opnay elect to acquire any such Common Unitsgméed for redemption for cash or one
share of Common Stock. The Common Units owned eyCtbmpany are not redeemable.

Capital Contributions

No limited partner is required under the termshef partnership agreement to make additional cagitatributions to the Operating
Partnership. Under the partnership agreement, timep@ny is obligated to make additional capital dbations to the Operating Partnership
() as described below in connection with the is&gaof additional partnership interests to the Camyp

The partnership agreement authorizes the Compaisgue on behalf of the Operating Partnership aufdit partnership interests in the
Operating Partnership to any person other thaiCtdmpany for any partnership purpose from timerteetfor such capital contributions and
other consideration and on such terms and with desfgnations, preferences and rights as the Coyrgiaail determine. Such additional
interests in the Operating Partnership may nosbedd to the Company except in connection wittssimance of capital stock by the Company
with designations, preferences and rights simdahe additional partnership interests which asaesl, and the Company must make a capital
contribution to the Operating Partnership in an ami@qual to the proceeds received by the Compangrinection with the issuance of such
stock. If additional partnership interests areéskuhe partnership interests of all existing pentrof the Operating Partnership, including the
Company, will be diluted proportionately.

93



Table of Contents

Except in connection with redemption rights desatlilabove, the Company may not issue additionatalagiock except on a pro rata
basis to all stockholders, unless the proceedsevissuance are contributed to the Operating Ratipeas an additional capital contribution.

Tax Matters

We are the tax matters partner of our OperatingnBeship. We have authority to make tax electiamden the Internal Revenue Code on
behalf of our Operating Partnership.

Allocations of Net Income and Net Losses to Partnsr

The partnership agreement provides that the nettipg cash of the Operating Partnership avail&dielistribution, as well as net sales
and refinancing proceeds, will be distributed friime to time as determined by the Company (buless frequently than quarterly), pro rati
accordance with the partners’ percentage interBstdits and losses for tax purposes will also galhebe allocated among the partners in
accordance with their percentage interests, sutgjezmpliance with the provisions of Section 7Q&bd 704(c) of the Code and the Treasury
Regulations thereunder. See “Material Federal Irediaix Considerations.”

Operations

The partnership agreement requires the Operatirtgd?ahip to be operated in a manner that will &die Company to satisfy the
requirements for being classified as a REIT anavimid any federal income tax liability. Pursuanthie partnership agreement, the Operating
Partnership will assume and pay when due, or reiggbiine Company for payment of, all expenses itrgicelating to the ownership and
operation of, or for the benefit of, the OperatiPaytnership and all costs and expenses relatitigetoperation of the Company.

Term

Our Operating Partnership will continue in full éerand effect until December 31, 2092, or untilreyalissolved in accordance with its
terms or as otherwise provided by law.

Indemnification and Limitation of Liability

To the extent permitted by applicable law, the penthip agreement indemnifies us, as general pagtnd our officers, directors,
employees and any other persons we may desigmetesaind against any and all claims arising from apens of our Operating Partnership in
which any indemnitee may be involved, or is threatkto be involved, as a party or otherwise, uriteéssestablished that:

. the act or omission of the indemnitee was mat¢oitthe matter giving rise to the proceeding andegitvas committed in bz
faith or was the result of active and deliberaghdnesty

. the indemnitee actually received an improper peakbanefit in money, property or services
. in the case of any criminal proceeding, the indéeenhad reasonable cause to believe that the actigsion was unlawfu

Similarly, we, as general partner of our Operafagtnership, and our officers, directors, agentsngployees, are not liable for monetary
damages to our Operating Partnership for losseaised or liabilities incurred as a result of esror judgment or any act or omission so lon
we acted in good faith and with due care and lgyalt
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MATERIAL FEDERAL INCOME TAX CONSIDERATIONS

The following discussion describes the materiaéfatlincome tax consequences relating to the taxati the Company as a REIT and
the ownership and disposition of the Company’skstoc

If the Company offers one or more additional seoeBreferred Stock or the Operating Partnershigrefone or more additional series of
debt securities, the prospectus supplement wilugeinformation about any additional material fedéncome tax consequences to holders of
those shares of Preferred Stock or debt securities.

Because this summary is intended only to addressriabfederal income tax consequences relatirthemwnership and disposition of
the Company'’s stock, it may not contain all theinfation that may be important to you. As you rewvthis discussion, you should keep in
mind that:

» the tax consequences to you may vary depending ypanparticular tax situatiot

» special rules that we do not discuss below mayyaifior example, you are a tax-exempt organizatio broker-dealer, a non-U.S.
person, a trust, an estate, a regulated investooampany, a financial institution, an insurance campor otherwise subject to
special tax treatment under the Internal Revenuie(

» this summary generally does not address statd, docer-U.S. tax consideration

» this summary deals only with the Comp’s stockholders that hold Common Stocl“capital asse” within the meaning ¢
Section 1221 of the Internal Revenue Code;

« we do not intend this discussion to be, and yowlshonot construe it as, tax advic

You should both review the following discussion aodsult with your own tax advisor to determine éfiect of ownership and
disposition of the Company’s stock on your indivatitax situation, including any state, local or id18. tax consequences.

We base the information in this section on theentrinternal Revenue Code, current, final, tempoaaud proposed Treasury regulations,
the legislative history of the Internal Revenue €aclrrent administrative interpretations and peastof the IRS, including its practices and
policies as endorsed in private letter rulings,clibare not binding on the IRS, and existing coadisions. Future legislation, regulations,
administrative interpretations and court decisiomsld change current law or adversely affect axisinterpretations of current law. Any
change could apply retroactively. The Company l®htained any rulings from the IRS concerningtthetreatment of the matters discussed
below. Thus, it is possible that the IRS could Eraje the statements in this discussion, whichaldimd the IRS or the courts, and that a ¢
could agree with the IRS.

Taxation of the Company as a REIT

The Company believes that, commencing with itshi&xgear ended December 31, 1994, it has been iaeghand has operated in such a
manner as to qualify for taxation as a REIT underlhternal Revenue Code, and the Company intendgritinue to be organized and to
operate in such a manner. However, we cannot agsurthat the Company has operated or will operagemanner so as to qualify or remain
qualified as a REIT.

Federal Income Taxation of the Company

If the Company has qualified and continues to dyédir taxation as a REIT, it generally will not babject to federal corporate income
tax on that portion of its ordinary income or capgain that is currently distributed to stockhoklérhe REIT provisions of the Internal
Revenue Code generally allow a REIT to deductidistions paid to its stockholders, substantialijn@lating the federal “double taxation” on
earnings (once at the corporate level when earnéaace again at the stockholder level when disteith) that usually results from investments
in a corporation. Nevertheless, the Company wilsbleject to federal income tax as follows:
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First, the Company will be taxed at regular corporates on its undistributed “REIT taxable incohiegluding undistributed net capital
gains.

Second, under some circumstances, the Company ensytiject to the “alternative minimum tax” as asamuence of its items of tax
preference.

Third, if the Company has net income from the salether disposition of “foreclosure property” thhé Company holds primarily for
sale to customers in the ordinary course of businesther non-qualifying income from foreclosuregerty, it will be subject to tax at the
highest corporate rate on such income.

Fourth, if the Company has net income from “praofeithitransactions’which are, in general, certain sales or other digjpms of propert
other than foreclosure property held primarily $afe to customers in the ordinary course of busipesich income will be subject to a 100%
tax.

Fifth, if the Company should fail to satisfy eititae 75% gross income test or the 95% gross indestddiscussed below) but has
nonetheless maintained its qualification as a Rigdause it has met other requirements, the Compiinye subject to a 100% tax on the
gross income attributable to (1) the greater oflifa)amount by which the Company fails the 75%degb) the amount by which the Company
fails the 95% income test, multiplied by (2) a fian intended to reflect the Company’s profitalyilit

Sixth, if the Company fails to distribute duringchayear at least the sum of
. 85% of its ordinary income for such ye
. 95% of its capital gain net income for such yead
. any undistributed taxable income from prior peric

then the Company will be subject to a 4% exciseotathe excess of this required distribution amawetr the amounts actually distributed.

Seventh, if the Company should acquire any assat & “C” corporation (i.e., a corporation generallipject to full corporate-level tax)
in a carryover-basis transaction and provided eotiln is made for the transaction to be curretatkable, and the Company subsequently
recognizes gain on the disposition of such assitglthe 10-year period beginning on the date oitlwthe Company acquired the asset, the
Company generally will be subject to tax at thehlefst regular corporate rate on the lesser of thmuatrof gain that the Company recognizes at
the time of the sale or disposition and the amafigiain that the Company would have recognizedeéf€ompany had sold the asset at the time
it acquired the asset, the “Built-in Gains Tax".

The Company owns direct or indirect interests number of taxable REIT subsidiaries. A “taxable REubsidiary”of the Company is
corporation in which the Company directly or inditg owns stock and that elects, together withGoepany, to be treated as a taxable REIT
subsidiary of the Company. In addition, if a taxaBIEIT subsidiary of the Company owns, directlynalirectly, securities representing 35% or
more of the vote or value of a subsidiary corporatthat subsidiary will also be treated as a tBxREIT subsidiary of the Company. A taxa
REIT subsidiary is subject to federal income taxd atate and local income tax where applicable, r@gular “C” corporation.

Generally, a taxable REIT subsidiary may perforrmeampermissible tenant services without causieg@bmpany to receive
impermissible tenant services income under the REd®me tests. However, several provisions reggrtlie arrangements between a REIT
and its taxable REIT subsidiaries ensure that ali@xREIT subsidiary will be subject to an appragilevel of federal income taxation. For
example, the Internal Revenue Code limits the tghili a taxable REIT subsidiary to deduct intepestments in excess of a certain amount
made to the Company. In addition, the Company mpagta 100% tax on some payments that it receives certain
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expenses deducted by the taxable REIT subsididingieconomic arrangements between the Compangdimpany’s tenants and the taxable
REIT subsidiary are not comparable to similar ageanents among unrelated parties. The Company’sleREIT subsidiaries make interest
and other payments to the Company and to thirdgsairi connection with activities related to then@any’s properties. We cannot assure you
that the Company’s taxable REIT subsidiaries woll be limited in their ability to deduct interestyments made to the Company. In addition,
we cannot assure you that the IRS might not seekpgose the 100% tax on services performed by {@fBIT subsidiaries for tenants of the
Company, or on a portion of the payments receiwethb Company from, or expenses deducted by, tlmep@ay’s taxable REIT subsidiaries.

Requirements for Qualification
To qualify as a REIT, the Company must elect térbated as a REIT and must meet the requiremestzjssed below, relating to the
Company’s organization, sources of income, andreaitiassets.
The Internal Revenue Code defines a REIT as a catipa, trust or association:
. that is managed by one or more trustees or dirg
. the beneficial ownership of which is evidenced taysferable shares or by transferable certificatégneficial interest
. that would be taxable as a domestic corporatiorfdrapplication of the REIT rule:
. that is neither a financial institution nor an ireuce company subject to certain provisions oftbernal Revenue Cod
. that has at least 100 persons as beneficial ow

. during the last half of each taxable year, not ntbas 50% in value of the outstanding stock of Whgowned, directly or
indirectly, through the application of certain trtion rules, by five or fewer individuals (as ohefd in the Internal Revenue
Code to include certain entitie:

. that files an election or continues such electmhe taxed as a REIT on its return for each taxpbde;
. that uses the calendar year as its taxable yed
. that satisfies the income tests, the asset tesdshe distribution tests, described bel

The Internal Revenue Code provides that REITs maussfy all of the first four preceding requiremredtiring the entire taxable year.
REITs must satisfy the fifth requirement durindestst 335 days of a taxable year of 12 months andwa proportionate part of a taxable year
of less than 12 months. For purposes of the segliirement, the beneficiaries of a pension or pseifaring trust described in Section 401(a) of
the Internal Revenue Code, and not the pensionadit4gharing trust itself, are treated as REITc&twlders. Neither the fifth nor sixth
requirement is applicable to a REIT’s first taxajpéar. The Company will be treated as having mestkth requirement if the Company
complies with certain Treasury Regulations for asdeing the ownership of the Company’s stock fatsyear and if the Company did not
know (or after the exercise of reasonable diligemoald not have known) that the sixth condition was satisfied for such year. The
Company’s charter currently includes restrictiomgarding transfer of its stock that, among othengh, assist the Company in continuing to
satisfy the fifth and sixth of these requirements.

If a REIT owns a corporate subsidiary that is adlfied REIT subsidiary,” the separate existenc¢hat subsidiary will be disregarded
for federal income tax purposes. Generally, a §j@dlREIT subsidiary is a corporation, other tha@axable REIT subsidiary, all of the capital
stock of which is owned by the REIT. All assets,
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liabilities and items of income, deduction and drefithe qualified REIT subsidiary will be treated assets, liabilities and items of income,
deduction and credit of the REIT itself. A qualfiREIT subsidiary of the Company will not be subjecfederal corporate income taxation,
although it may be subject to state and local tardh some states.

A REIT that is a partner in a partnership is deemoealvn its proportionate share of the assetseptrtnership and to earn its
proportionate share of the partnership’s incomégith cases being based on its relative capitatest in the partnership. The character of the
assets and gross income of the partnership rétaisdme character in the hands of the REIT forgaap of the gross income and asset tests.
Thus, the Company’s proportionate share of thetgskabilities and items of income of the OpergtiPartnership (including the Operating
Partnership’s share of the assets, liabilitiesitards of income with respect to any partnershig/ich it holds an interest) is treated as assets,
liabilities and items of income of the Company fairposes of applying the requirements describeeimer

Income Tests In order to maintain qualification as a REIT, thempany must satisfy two gross income requireméiitst, the
Company must derive, directly or indirectly, atde@5% of its gross income (excluding gross incéram prohibited transactions) for each
taxable year from investments relating to real propor mortgages on real property, including “seinbm real property,” gains on disposition
of real estate, dividends paid by another REIT iatetest on obligations secured by real propertgrointerests in real property, or from ceri
types of temporary investments. Second, the Comparst derive at least 95% of its gross income (edioly gross income from prohibited
transactions) for each taxable year from any coatlin of income qualifying under the 75% test aivildénds, interest, and gain from the sale
or disposition of stock or securities.

Rents received by the Company will qualify as “sefnbm real propertyih satisfying the gross income requirements folEdTRlescribet
above only if several conditions are met. First, dmount of rent must not be based in whole oaih gn the income or profits of any person
but can be based on a fixed percentage of grosfpte®r gross sales. Second, “rents from realgrtghbgenerally excludes any amount
received directly or indirectly from any tenanthe Company, or an owner of 10% of more of the Camyj{s outstanding stock, directly or
constructively, owns 10% or more of such tenaninginto consideration the applicable attributiotes, which we refer to as a “related party
tenant.” Third, “rents from real property” excludest attributable to personal property except wiserch personal property is leased in
connection with a lease of real property and tin¢ agfributable to such personal property is lbssitor equal to 15% of the total rent received
under the lease. Finally, amounts that are attuitdetto services furnished or rendered in conneatith the rental of real property, whether or
not separately stated, will not constitute “remésyf real property” unless such services are cusibmmovided in the geographic area.
Customary services that are not considered to dédwd to a particular tenant (e.qg., furnishingtteea light, the cleaning of public entrances,
and the collection of trash) can be provided diyday the Company. Where, on the other hand, sectices are provided primarily for the
convenience of the tenants or are provided to seredints, such services must be provided by an eratlmt contractor from whom the
Company does not receive any income or a taxablé Ribsidiary. Non-customary services that arepagstormed by an independent
contractor or taxable REIT subsidiary in accordanith the applicable requirements will result ingermissible tenant service income to the
Company to the extent of the income earned (or édezarned) with respect to such services. If theeimissible tenant service income
exceeds 1% of the Company’s total income from aenty, all of the income from that property wililfeo qualify as rents from real property.
If the total amount of impermissible tenant sersidees not exceed 1% of the Company’s total incivpome the property, the services will not
cause the rent paid by tenants of the propertgitad qualify as rents from real property, but thgpermissible tenant services income will not
qualify as rents from real property.

The Company does not currently charge and doeamimipate charging rent that is based in wholegrart on the income or profits of
any person. The Company also does not anticiptiteraderiving rent attributable to personal propégtised in connection with real property
that exceeds 15% of the total rents or receivimg frem related party tenants.

The Operating Partnership does provide some sarwiih respect to the properties. The Company betdi¢hat the services with respect
to the properties that are and will be provide@dly are usually or customarily rendered in cominacwith the rental of space for occupancy
only and are not otherwise considered rendereatticplar tenants and, therefore, that the promisibsuch services will not cause rents
received with respect to the
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properties to fail to qualify as rents from reabjperty. Services with respect to the propertiesttieCompany believes may not be providet
the Company or the Operating Partnership direcitiiout jeopardizing the qualification of rent agtits from real property” are and will be
performed by independent contractors or taxableTRiabsidiaries.

The Operating Partnership and the Company recei® for property management and brokerage andhéeasivices provided with
respect to some properties not owned entirely byQherating Partnership. These fees, to the ertargaid with respect to the portion of these
properties not owned, directly or indirectly, bgt@ompany, will not qualify under the 75% grossime test or the 95% gross income test.
Operating Partnership also may receive other tgp@some with respect to the properties it owres thill not qualify for either of these tests.
The Company believes, however, that the aggregateiat of these fees and other non-qualifying incameny taxable year will not cause the
Company to exceed the limits on non-qualifying imeounder either the 75% gross income test or the @®ss income test.

If the Company fails to satisfy the 75% gross inedwst or the 95% gross income test for any taxgdde, it may nevertheless qualify as
a REIT for that year if it is eligible for relieihdler the Internal Revenue Code. This relief provigienerally will be available if:
» the Compan’s failure to meet these tests was due to reasonabke and not due to willful negle
« the Company attaches a schedule of the natureraadrd of each item of income to its federal incdarereturn; anc
» the inclusion of any incorrect information on tlehedule is not due to fraud with intent to evade
We cannot state whether in all circumstances thagamy would be entitled to the benefit of thisekfprovision. For example, if the
Company fails to satisfy the gross income testabge non-qualifying income that the Company interatily incurs exceeds the limits on such

income, the IRS could conclude that the Comparaijlgrie to satisfy the tests was not due to readercuse. Even if this relief provision
applies, the Internal Revenue Code imposes a 188%ith respect to a portion of the non-qualifyingome, as described above.

Asset Tests At the close of each quarter of its taxable y#a,Company also must satisfy four tests relatindpé nature and
diversification of its assets:

» Atleast 75% of the value of the Company'’s totaleds must be represented by real estate assdtqr@dsash items (including
receivables) and government securit

* No more than 25% of the value of the Com(’s total assets may be represented by securitiess than those in the 75% asset
class.

» Except for equity investments in REITs, qualifieHIR subsidiaries or taxable REIT subsidiaries dieotsecurities that qualify
“real estate ass” for purposes of the 75% asset cl:

. the value of any one isst's securities owned by the Company may not exceedf3#e value of the Compa’s total asset
. the Company may not owmore than 10% of any one iss’s outstanding voting securities; a
. the Company may not own more than 10% of the vafubke outstanding securities of any one issuet;

* No more than 20% of the Comp¢'s total assets may be represented by securiti@seobr more taxable REIT subsidiari
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Securities for purposes of the asset tests maydeatiebt securities. However, debt of an issudmatl count as a security for purpose:
the 10% value test if the debt securities are igttadebt” securities. “Straight debt” securitiadyich is defined as a written unconditional
promise to pay on demand or on a specified dateracertain in money if (i) the debt is not convglgj directly or indirectly, into stock, and (i
the interest rate and interest payment dates dreomtingent on profits, the borrower’s discretionsimilar factors. “Straight debt” securities
do not include any securities issued by a partmgisha corporation in which we or any controllegdble REIT subsidiary (i.e., a taxable R
subsidiary in which we own directly or indirectlyone than 50% of the voting power or value of theek} hold non-"straight debt” securities
that have aggregate value of more than 1% of theeiss outstanding securities. However, “straigdtitt securities include debt subject to the
following contingencies:

* acontingency relating to the time of payment ¢éiiest or principal, as long as either (i) theradschange to the effective yield of
the debt obligation other than a change to the anyiald that does not exceed the greater of 0.26%% of the annual yield, or
(i) neither the aggregate issue price nor the egape face amount of the issuer’s debt obligatiaid by us exceeds $1 million and
no more than 12 months of unaccrued interest odéehé obligations can be required to be prepaid;

» acontingency relating to the time or amount ofmeaxt upon a default or prepayment of a debt obtigags long as the
contingency is consistent with customary commergiattice.

Straight debt securities also generally include:
* Any loan to an individual or an esta
* Any “section 467 rental agreem” other than an agreement with a related party te
» Any obligation to pay‘rents from real propert”
» Certain securities issued by governmental enti
* Any security issued by a REI

* Any debt instrument of an entity treated as a asimp for federal income tax purposes to the @éxdkour interest as a partner
the partnershiy

» Any debt instrument of an entity treated as a atimp for federal income tax purposes not desdribe¢he preceding bullet poin
if at least 75% of the partnership’s gross incoexejuding income from prohibited transaction, iglifying income for purposes of
the 75% gross income test described ab

The Company believes that the aggregate valueeadehurities issued by its taxable REIT subsidiagimes not exceed 20% of the
aggregate value of its gross assets. As of eaelamel testing date prior to the election to treathecorporate subsidiary of the Company or any
other corporation in which the Company owns anrege(other than another REIT or a qualified REIDsdiary) as a taxable REIT subsidit
which election first became available on Januarg0D1, the Company believes it did not own mora th@% of the voting securities of any
such entity. In addition, the Company believes #sabf each relevant testing date prior to thetieledo treat each corporate subsidiary of the
Company or any other corporation in which the Conypawns an interest (other than another REIT aualified REIT subsidiary) as a taxable
REIT subsidiary of the Company, the Company’s jata share of the value of the securities, includielgt, of any such corporation or other
issuer owned (or treated as owned) by the Compahgal exceed 5% of the total value of the Compamgsets.

With respect to each issuer in which the Compamgeatly owns an interest that does not qualify &E4T, a qualified REIT subsidiary
or a taxable REIT subsidiary, the Company belig¢hasits pro rata share of the value of the sdesriincluding debt, of any such issuer owned
(or treated as owned) does not exceed 5% of thévalue of the Company’s assets and that it caspliith the 10% voting securities
limitation and 10% value limitation with respectaach such issuer. In this regard, however, weatgmovide any assurance that the IRS
might not disagree with the Company’s determination
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After initially meeting the asset tests at the elo§ any quarter, the Company will not generalgeldts status as a REIT for failure to
satisfy the asset tests at the end of a later gusotely by reason of changes in asset valudise lfailure to satisfy the asset tests results faoi
acquisition of securities or other property duringuarter, the Company can cure the failure byodigyy of a sufficient amount of non-
qualifying assets within 30 days after the clos¢hat quarter. The Company intends to maintain aaexrecords of the value of its assets to
ensure compliance with the asset tests and tostadte other actions within 30 days after the cldsang quarter as necessary to cure any
noncompliance.

Annual Distribution Requirements

To qualify for taxation as a REIT, the Internal Raue Code requires the Company to make distribsi{jother than capital gain
distributions) to its stockholders in an amouneast equal to (a) the sum of: (1) 90% of the Camg{s=a“REIT taxable income” (computed
without regard to the dividends paid deduction tredCompany’s net capital gain), and (2) 90% ofrteéeincome, if any, from foreclosure
property in excess of the special tax on incommfforeclosure property, minus (b) the sum of cart@ms of non-cash income.

The Company must pay distributions in the taxalelaryto which they relate. Dividends paid in thesaguent year, however, will be
treated as if paid in the prior year for purposkethe prior year's distribution requirement if tderidends satisfy one of the following two sets
of criteria:

» the Company declares the dividends in October, Nilpeg or December, the dividends were payable tkbtidders of record on a
specified date in such a month, and the CompamaHgipaid the dividends during January of the egpent year; ¢

» the Company declares the dividends before it tirfildg its federal income tax return for such yehe Company pays the divider
in the 12month period following the close of the prior yeaud not later than the first regular dividend pagtredter the declaratio
and the Company elects on its federal income taxndor the prior year to have a specified amafrthe subsequent dividend
treated as if paid in the prior ye

Even if the Company satisfies the foregoing disttitn requirements, the Company will be subjedttothereon to the extent that it does
not distribute all of its net capital gain or “REtd@xable income” as adjusted. Furthermore, if tbenany fails to distribute at least the sum of
85% of its ordinary income for that year, 95% sfdtapital gain net income for that year, and argistributed taxable income from prior
periods, the Company would be subject to a 4% exeis on the excess of the required distributioer die amounts actually distributed.

In addition, if during the 10-year recognition ] if the Company disposes of any asset subjetietbuilt-in gain rules described
above, the Company must, pursuant to guidanceddsy¢he IRS, distribute at least 90% of the binilain (after tax), if any, recognized on
the disposition of the asset.

The Company may elect to retain rather than disteilall or a portion of its net capital gains amag the tax on the gains. In that case, the
Company may elect to have its stockholders incthéé proportionate share of the undistributedaagtital gains in income as longrm capite
gains and receive a credit for their share of txepaid by the Company. For purposes of the 4%sexeix described, any such retained amt
would be treated as having been distributed.

The Company intends to make timely distributionficient to satisfy the annual distribution requirents. In this regard, the partnership
agreement of the Operating Partnership authorime€bmpany, as general partner, to take such atepsy be necessary to cause the
Operating Partnership to distribute to its partr@ramount sufficient to permit the Company to ntieese distribution requirements.

We expect that the Company’s REIT taxable inconlkegenerally be less than its cash flow due toahewance of depreciation and
other non-cash charges in computing REIT taxalderire. Accordingly, the
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Company anticipates that it generally will havefisignt cash or liquid assets to enable it to $atise 90% distribution requirement. It is
possible, however, that the Company, from timent@t may not have sufficient cash or other liqusdeds to meet the 90% distribution
requirement or to distribute such greater amoumag be necessary to avoid income and excise taxdti this event, the Company may find
it necessary to arrange for borrowings or, if polssipay taxable stock dividends in order to meetdistribution requirement or avoid such
income or excise taxation.

In the event that the Company is subject to ansadient to its REIT taxable income (as defined ioti®a 860(d)(2) of the Internal
Revenue Code) resulting from an adverse deterroimaty either a final court decision, a closing agnent between the Company and the IRS
under Section 7121 of the Internal Revenue Codagagement as to tax liability between the Compary an IRS district director, or a
statement by us attached to an amendment or suppteémour federal income tax return, the Compaany iye able to rectify any resulting
failure to meet the 90% annual distribution requieat by paying “deficiency dividends” to stockhalsl¢hat relate to the adjusted year but that
are paid in a subsequent year. To qualify as @idefty dividend, the Company must make the distigbuwvithin 90 days of the adverse
determination and the Company also must satisfgrqihocedural requirements. If the Company satigfie statutory requirements of
Section 860 of the Internal Revenue Code, a destu@iallowed for any deficiency dividend subsedlygpaid by the Company to offset an
increase in the Company’s REIT taxable income tegufrom the adverse determination. The Companwedver, must pay statutory interest
on the amount of any deduction taken for deficietieydends to compensate for the deferral of thxditebility.

Failure to Qualify

If the Company fails to qualify for taxation as &IR in any taxable year and the relief provisionsndt apply, the Company will be
subject to tax (including any applicable alternatiminimum tax) on its taxable income at regulapooate rates. Distributions to stockholders
in any year in which the Company fails to qualifyaaREIT will not be deductible by the Company wdl they be required to be made. In that
event, to the extent of positive current and acdated earnings and profits, distributions to staillbrs will be dividends, generally taxable at
long-term capital gains tax rates (as describedvbelsubject to certain limitations of the InterfRdvenue Code, corporate distributees may be
eligible for the dividends received deduction. Wsléhe Company is entitled to relief under speseifatutory provisions, the Company also will
be disqualified from taxation as a REIT for therftaxable years following the year during which @@mpany lost the qualification. We can
state whether in all circumstances the Company avbalentitled to such statutory relief. For examilthe Company fails to satisfy the gross
income tests because non-qualifying income thaCi@pany intentionally incurs exceeds the limitsoigch income, the IRS could conclude
that the Company’s failure to satisfy the tests naisdue to reasonable cause.

Taxation of U.S. Stockholders
As used in this prospectus, the term “U.S. Stodkdidimeans a holder of the Company’s stock thatfefderal income tax purposes:
* is acitizen or resident of the United Sta

* is a corporation or partnership (including an grttitated as a corporation or partnership for fa@ldacome tax purposes) createc
organized in or under the laws of the United Statesf any political subdivision therec

* is an estate, the income of which is subject tefadincome taxation regardless of its source

* isany trust if a court within the United Stateslide to exercise primary supervision over the adstration of the trust, and one
more United States persons have the authorityrntraloall substantial decisions of the trt

For any taxable year for which the Company qualifee taxation as a REIT, amounts distributed @alde U.S. Stockholders will be
taxed as discussed below.
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Distributions Generally. Distributions to U.S. Stockholders, other thanitzdgain dividends discussed below, will consttdividends
up to the amount of the Company’s positive curestdt accumulated earnings and profits and, to tttahg will be taxable to the U.S.
Stockholders. These distributions are not eligibtethe dividends received deduction for corponadioOn May 28, 2003, President Bush sic
into law the Jobs Growth Tax Relief Reconciliatidet of 2003. Under this new law, as subsequentlgified, certain “qualified dividend
income” received by U.S. non-corporate shareholitetaxable years 2003 through 2010 is subjecitat the same tax rates as long-term
capital gain (generally, under the new law, a maximrate of 15% for such taxable years). Dividerd®ived from REITs, however, generally
are not eligible for these reduced rates and, therewill continue to be subject to tax at ordinarcome rates (generally, a maximum rate of
35% for taxable years 2003-2010), subject to twoavaexceptions. Under the first exception, dividemeceived from a REIT may be treated
as “qualified dividend income” eligible for the ngzkd tax rates to the extent that the REIT itsedf teceived qualified dividend income from
other corporations (such as taxable REIT subsgBirUnder the second exception, dividends paid BEIT in a taxable year may be treate
qualified dividend income in an amount equal toghe of (i) the excess of the REIT’s “REIT taxalsleome” for the preceding taxable year
over the corporate-level federal income tax payapléhe REIT for such preceding taxable year aidh@ excess of the REIT’s income that
was subject to the Built-in Gains Tax in the prengdaxable year over the tax payable by the REIBuch income for such preceding taxable
year. We do not anticipate that a material portibour distributions will be treated as qualifieididend income

To the extent that the Company makes a distributiaxcess of its positive current and accumulatathings and profits, the distribution
will be treated first as a tax-free return of capiteducing the tax basis in the U.S. Stockho&i&mmon Stock, and then the distribution
excess of such basis will be taxable to the U.&cktolder as gain realized from the sale of itslst®ividends declared by the Company in
October, November or December of any year payabéeU.S. Stockholder of record on a specified datny such month will be treated as
both paid by the Company and received by the smldins on December 31 of that year, provided th@iGompany actually pays the divide
during January of the following calendar year.

Capital Gain Distributions. Distributions to U.S. Stockholders that the Compproperly designates as capital gain dividendthveil
treated as long-term capital gains (to the exteey tlo not exceed the Company’s actual net cagtial) for the taxable year without regard to
the period for which the U.S. Stockholder has Hnéddor her stock. However, corporate stockholdeag be required to treat up to 20% of
certain capital gain dividends as ordinary inco@apital gain dividends are not eligible for theidends received deduction for corporations.

The Company may elect to retain and pay incomeienet long-term capital gain that it received dgrihe tax year. In this instance,
U.S. Stockholders will include in their income thpioportionate share of the undistributed longrteapital gains as designated by the
Company. The U.S. Stockholders will also be deetodthve paid their proportionate share of thewhich would be credited against such
stockholders’ U.S. income tax liability (and ref@uidto the extent it exceeds such liability). Initidd, the basis of the U.S. Stockholders’
shares will be increased by the excess of the ahwfuwrapital gain included in its income over theaunt of tax it is deemed to have paid.

Any capital gain with respect to capital assetsl lief more than one year that is recognized orratise properly taken into account
before January 1, 2011, generally will be taxed tmn-corporate taxpayer at a maximum rate of 16%e case of capital gain attributable to
the sale of real property held for more than orer yguch gain will be taxed at a maximum rate ¢626 the extent of the amount of
depreciation deductions previously claimed witlpees to such property. With respect to distribusiclesignated by the Company as capital
gain dividends (including any deemed distributiohgetained capital gains), subject to certaintémihe Company may designate, and will
notify its shareholders, whether the dividend iatde to non-corporate shareholders at regular-teng capital gains rates (currently at a
minimum rate of 15%) or at the 25% rate applicablanrecaptured depreciation.

Passive Activity Loss and Investment Interest Liatibns. Distributions from the Company and gain from tligpdsition of stock will
not be treated as passive activity income andefbes, U.S. Stockholders will not be able to apgphy “passive losses” against such income.
Dividends from the Company (to the extent they dbaonstitute a return of capital) generally wil tieated as investment income for purp
of the investment interest
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limitation. Net capital gain from the dispositiohstock or capital gain dividends generally will &@ecluded from investment income unless the
U.S. Stockholder elects to have the gain taxeddihary income rates. Stockholders are not alloteeidclude on their own federal income tax
returns any tax losses of the Company.

Dispositions of Shares In general, U.S. Stockholders will realize capgain or loss on the disposition of stock equahtdifference
between the amount of cash and the fair markeevafiiany property received on the disposition dnad $tockholders’ adjusted basis in the
common stock. This gain or loss will be a capitgihgor loss if the U.S. Stockholder has held theret as a capital asset. The applicable tax
rate will depend on the stockholder’s holding périlo the asset (generally, if the stockholder held the asset for more than one year, it will
produce long-term capital gain) and the stockhddax bracket (the maximum rate for non-corpotaig@ayers currently being 15%). The IRS
has the authority to prescribe, but has not yetguileed, regulations that would apply a capitahdak rate of 25% (which is generally higher
than the long-term capital gain tax rates for norporate stockholders) to a portion of capital gemlized by a non-corporate stockholder on
the sale of stock that would correspond to the Gowis “unrecaptured Section 1250 gain.” Stockhadgrould consult with their own tax
advisors with respect to their capital gain tabiligy. In general, any loss recognized by a U.@®c8holder upon the sale or other disposition of
stock that the stockholder has held for six moothigss, after applying the holding period rulesl be treated as a lontgrm capital loss, to tl
extent of distributions received by the U.S. Stailler from the Company that were required to batée as long-term capital gains.

Treatment of Tax-Exempt StockholdersDistributions from the Company to a tax-exempt Eyge pension trust or other domestic tax-
exempt stockholder generally will not constitutefelated business taxable income,” which we refexst“UBT]I,” unless the stockholder has
borrowed to acquire or carry its stock or has ubedshares in a trade or business.

However, for tax-exempt stockholders that are $atidns, voluntary employee benefit associationppéemental unemployment benefit
trusts and qualified group legal services plansmptdrom federal income taxation under Sectionsg(&Q1), (c)(9), (c)(17) and (c)(20) of the
Internal Revenue Code, respectively, income frormaeastment in the Company will constitute UBTI esd the organization properly sets
aside or reserves such amounts for purposes sgkoifihe Internal Revenue Code. Theseeeempt stockholders should consult their own
advisors concerning these “set aside” and resexy@nements.

Qualified trusts that hold more than 10% (by valokthe shares of pension-held REITs may be reduoéreat a certain percentage of
such a REIT’s distributions as UBTI. A REIT is aefgsion-held REIT” only if the REIT would not qualiés such for federal income tax
purposes but for the application of a “look-throtigkception to the five or fewer requirement apalile to shares held by qualified trusts and
the REIT is “predominantly held” by qualified trestA REIT is predominantly held if either at lease qualified trust holds more than 25% by
value of the REIT interests or qualified trusts;ieawning more than 10% by value of the REIT int&seholds in the aggregate more than !
of the REIT interests. The percentage of any REViddnd treated as UBTI is equal to the ratio Qftfee UBTI earned by the REIT (treating
the REIT as if it were a qualified trust and therefsubject to tax on UBTI) to (b) the total grossome (less certain associated expenses)
REIT. In the event that this ratio is less thanf¥any year, then the qualified trust will nottibeated as having received UBTI as a result of
the REIT dividend. For these purposes, a qualifiest is any trust described in Section 401(aheflhternal Revenue Code and exempt from
tax under Section 501(a) of the Internal RevenugeCdhe restrictions on ownership of Common Stadké Companyg charter generally wi
prevent application of the provisions treating atipa of REIT distributions as UBTI to taexempt entities purchasing stock, absent a wailv
the restrictions by the Board of Directors.

Special Tax Considerations for Non-U.S. Stockholdsr

In general, non-U.S. Stockholders will be subjeatetgular federal income tax with respect to tieiestment in the Company if the
income from the investment is “effectively conneiterith the non-U.S. Stockholder’s conduct of adgar business in the United States. A
corporate non-U.S. Stockholder that receives inctiraeis (or is treated as) effectively connectéithwa U.S. trade or business also may be
subject to the branch profits tax under Section &8#e Internal Revenue Code, which is imposealddition to regular federal income tax at
the rate of 30%, subject to reduction under ar@aty, if applicable. Effectively connected incothat meets various certification requirements
will generally be exempt from withholding. The f@lling discussion will apply to non U.S. Stockhoklethose income from their investments
in the Company is not so effectively connected ¢pkdo the extent that the FIRPTA rules discussdadvibtreat such income as effectively
connected income).
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A distribution by the Company that is not attrithieato gain from the sale or exchange by the Compéma United States real property
interest and that the Company does not designaeapital gain distribution will be treated asoadinary income dividend to the extent that
the Company pays the distribution out of currerd@rumulated earnings and profits of the Compamyne@ally, any ordinary income dividend
will be subject to a federal income tax, requiredbé withheld by the Company, equal to 30% of tlesg amount of the dividend, withheld by
the Company, unless an applicable tax treaty redtinge tax. Such a distribution in excess of thenBGany’s earnings and profits will be treated
first as a return of capital that will reduce a fld1s. Stockholder’s basis in its Common Stock (mttbelow zero) and then as gain from the
disposition of such stock, the tax treatment ofclilis described under the rules discussed belownegpect to dispositions of Common Stock.

Distributions by the Company that are attributablgain from the sale or exchange of a United Steteal property interest will be taxed
to a non-U.S. Stockholder under the Foreign Investnn Real Property Tax Act of 1980, or “FIRPT/&Uch distributions are taxed to a non-
U.S. Stockholder as if the distributions were gdeféectively connected” with a United States tramebusiness. Accordingly, a non-U.S.
Stockholder will be taxed at the normal capitahgaites applicable to a U.S. Stockholder (subfeeinty applicable alternative minimum tax
and a special alternative minimum tax in the cdsearesident alien individuals). Such distribuaiso may be subject to a 30% branch
profits tax when made to a foreign corporation thatot entitled to an exemption or reduced braurdfits tax rate under a tax treaty.

Although the law is not clear on this matter, ipaprs that amounts designated by the Company astrilated capital gains in respect of
stock generally should be treated with respecbtod.S. Stockholders in the same manner as acistabdtions by the Company of capital
gain dividends. Under that approach, the non-Ut&k®older would be able to offset as a credit agatheir resulting federal income tax
liability an amount equal to their proportionat@ashof the tax paid by the Company on the undisteith capital gains, and to receive from the
IRS a refund to the extent its proportionate sladuthis tax paid by the Company were to exceeddtsal federal income tax liability.

Although tax treaties may reduce the Company’shattiing obligations, the Company generally willdeguired to withhold from
distributions to non-U.S. Stockholders, and remithe IRS, 35% of designated capital gain dividejodsif greater, 35% of the amount of any
distributions that could be designated as capdal dividends) and 30% of ordinary dividends paitl @f earnings and profits. In addition, if
the Company designates prior distributions as ahgéin dividends, subsequent distributions, uhéoamount of such prior distributions that
the Company designated as capital gains dividemitldye treated as capital gain dividends for pusg® of withholding. In addition, the
Company may be required to withhold 10% of disttitms in excess of the Company’s current and actated earnings and profits. If the
amount of tax withheld by the Company with resgect distribution to a non-U.S. Stockholder excebdsstockholder’s United States tax
liability with respect to such distribution, themtJ.S. Stockholder may file for a refund of sucleess from the IRS.

The Company expects to withhold federal incomestathe rate of 30% on all distributions (includiigtributions that later may be
determined to have been in excess of current acuhadated earnings and profits) made to a non-8t&kholder unless:

* alower treaty rate applies and the non-U.S. Stolckdr files with the Company an IRS Form 88EN evidencing eligibility for the
reduced treaty rat

» the noi-U.S. Stockholder files with the Company an IRS FoW-8ECI claiming that the distribution is income etfeely
connected with the n-U.S. Stockhold¢' s trade or business so that no withholding tardgiired; ol

» the distributions are treated for FIRPTA withholglitax purposes as attributable to a sale of a td&® property interest, in whic
case tax will be withheld at a 35% re
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Unless the stock constitutes a “U.S. real propietgrest” within the meaning of FIRPTA, a sale tufck by a non-U.S. Stockholder
generally will not be subject to federal incomeatidon. The stock will not constitute a U.S. reagerty interest if the Company is a
“domestically-controlled REIT.” A domestically-cantled REIT is a REIT in which at all times duriagspecified testing period less than 50%
in value of its shares is held directly or inditgdty non-U.S. Stockholders. We currently anticgttat the Company will be a domestically-
controlled REIT and, therefore, that the sale o€lstwill not be subject to taxation under FIRPTAwever, because the Company’s Common
Stock will be publicly traded, we cannot assure it the Company will be a domestically-controlREIT. If the Company were not a
domestically-controlled REIT, a non-U.S. Stockholsisale of stock would be subject to tax underfFTR as a sale of a U.S. real property
interest unless the stock were “regularly traden’an established securities market (such as theNelv Stock Exchange) on which the
Common Stock will be listed and the selling stoddro owned no more than 5% of the Common Stockutinout the applicable testing peri
If the gain on the sale of stock were subject xatian under FIRPTA, the non-U.S. Stockholder wdmdsubject to the same treatment as a
U.S. Stockholder with respect to the gain (subieepplicable alternative minimum tax and a spedit@rnative minimum tax in the case of
nonresident alien individuals). However, even & ompany’s Common Stock is not a U.S. real prgpetérest, a nonresident alien’s gains
from the sale of stock will be taxable if the nasident alien individual is present in the Unitedt8s for 183 days or more during the taxable
year and certain other conditions apply, in whiakecthe nonresident alien individual will be subfea 30% tax on his or her U.S. sou
capital gains.

A purchaser of stock from a non-U.S. Stockholdédl mat be required to withhold under FIRPTA on thechase price if the purchased
stock is “regularly traded” on an established siéiesrmarket or if the Company is a domesticallyirolled REIT. Otherwise, the purchaser of
stock from a non-U.S. Stockholder may be requicedithhold 10% of the purchase price and remit #msunt to the IRS. The Company’s
Common Stock currently is traded on the New YordcEtExchange. We believe that the Company qualifiefer both the regularly traded ¢
the domestically-controlled REIT exceptions to \witkding but we cannot provide any assurance todfiatt.

On May 17, 2006, the Tax Increase Prevention ammbiReliation Act of 2005 (“TIPRA”) was enacted. R requires any distribution
that is made by a REIT that would otherwise beexttlip FIRPTA because the distribution is attriblggo the disposition of a United States
real property interest to retain its character [&PH A income when distributed to any regulated staeent company or other REIT, and to be
treated as if it were from the disposition of a tddiStates real property interest by that regulateelstment company or other REIT. This
provision of TIPRA applies to distributions withsgect to taxable years beginning after Decembe2@15. A “wash sale” rule is also included
in TIPRA for transactions involving certain dispimis of REIT stock to avoid FIRPTA tax on dispasits of United States real property
interests. These wash sale rules are applicalttarieactions occurring on or after the thirtietly éi@lowing the date of enactment of TIPRA.

Upon the death of a nonresident alien individua} individual's stock will be treated as part & or her U.S. estate for purposes of the
U.S. estate tax, except as may be otherwise prdvidan applicable estate tax treaty.

Information Reporting Requirements and Backup Withholding Tax

U.S. Stockholders In general, information reporting requirementd ajiply to payments of distributions on the Compasyock and
payments of the proceeds of the sale of the Conipatgyck, unless an exception applies. Furtherpthyer will be required to withhold backup
withholding tax if:

» the payee fails to furnish a taxpayer identificatirmumber to the payer or to establish an exemit@n backup withholding
» the IRS notifies the payer that the taxpayer idigation number furnished by the payee is incorr

« anotified payee has been undeporting with respect to interest, dividends agioial issue discount described in Section 3406{
the Internal Revenue Code;

» the payee has failed to certify under the pendlfyenjury that the payee is not subject to backithlwelding under the Intern:
Revenue Code
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Some stockholders, including corporations, willdxempt from backup withholding. Any amounts witlthehder the backup withholdi
rules from a payment to a stockholder will be akolvas a credit against the stockholder’s fedecalrite tax and may entitle to stockholder to a
refund, provided that the stockholder furnishesréftpiired information to the IRS.

Non-U.S. Stockholders Generally, information reporting will apply to pagnts of distributions on the Company'’s stock, backup
withholding may apply, unless the payee certiffest it is not a U.S. person or otherwise estaldisireexemption.

The payment of the proceeds from the dispositiothefCompany’s stock to or through the U.S. ofti€a U.S. or foreign broker will be
subject to information reporting and, possibly, bhgrwithholding unless the non-U.S. Stockholdetifies as to its non-U.S. status or
otherwise establishes an exemption, provided teabtoker does not have actual knowledge thatttiokisolder is a U.S. person or that the
conditions of any other exemption are not, in faatjsfied. The proceeds of the disposition by @-0ddS. Stockholder of the Company’s stock
to or through a foreign office of a broker generalill not be subject to information reporting cadkup withholding. However, if the broker is
a U.S. person, a controlled foreign corporationdds. tax purposes or a foreign person 50% or mtr@se gross income from all sources for
specified periods is from activities that are effifiggly connected with a U.S. trade or businessrimfation reporting generally will apply unless
the broker has documentary evidence as to the nS8n&iockholder’s foreign status and has no agn@lvledge to the contrary.

Applicable Treasury regulations provide presumgicegarding the status of stockholders when paysrerthe stockholders cannot be
reliably associated with appropriate documentapicvided to the payer. Under these Treasury reiguist some stockholders are required to
have provided new certifications with respect tgrpants made after December 31, 2000. Because fHieatpn of these Treasury regulations
varies depending on the stockholder’s particulerurnstances, you should consult your tax advisganding the information reporting
requirements applicable to you.

Tax Aspects of the Operating Partnership

General. The Operating Partnership holds substantiallpfathe Company’s investments. In general, partripssére “pass-through”
entities that are not subject to federal income Rather, partners are allocated their proportesatares of the items of income, gain, loss,
deduction and credit of a partnership, and arernpiaiéy subject to tax thereon, without regard toether the partners receive a distribution 1
the partnership. The Company includes in its incisproportionate share of these Operating Pastigitems for purposes of the various
REIT income tests and in the computation of its Rfalxable income. Moreover, for purposes of the R&set tests, the Company includes its
proportionate share of assets held by the Oper&@mnership.

Tax Allocations with Respect to the Propertie®ursuant to Section 704(c) of the Internal Revedoge, income, gain, loss and
deduction attributable to appreciated or depredipteperty that is contributed to a partnershipxnhange for an interest in the partnership,
must be allocated in a manner such that the catinidp partner is charged with the unrealized gairhenefits from the unrealized loss,
associated with the property at the time of thetriloution. The amount of the unrealized gain oraatized loss is generally equal to the
difference between the fair market value of coniiédol property at the time of contribution and tbpisted tax basis of the property at the time
of contribution, which we refer to as a “book-taietence.” These allocations are solely for fetl@raome tax purposes and do not affect the
book capital accounts or other economic or legarmements among the partners. The Operating Pstiipevas formed by way of
contributions of appreciated property. Consequetty partnership agreement of the Operating Pattigerequires allocations to be made in a
manner consistent with Section 704(c) of the IraeRevenue Code.

In general, the partners who have contributed @stsrin the appreciated properties to the Oper&artnership will be allocated lower
amounts of depreciation deductions for tax purpdsas such deductions would be if determined oroagta basis. In addition, in the event of
the disposition of any of the contributed asseds iflave a book-tax difference, all taxable incomtgbaitable to the book-tax difference
generally will be allocated to the contributing to&rs, and the Company generally will be allocately its share of capital gains attributable to
appreciation, if any, occurring after the closirigtee acquisition of the properties. This will tetwdeliminate the
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book-tax difference over the life of the OperatPayrtnership. However, the special allocation rofeSection 704(c) of the Internal Revenue
Code do not always entirely eliminate the bookd#ference on an annual basis or with respectdpeific taxable transaction such as a sale.
Thus, the carryover basis of the contributed asedte hands of the Operating Partnership willseathe Company to be allocated lower
depreciation and other deductions and possibly amsoef taxable income in the event of a sale ofcthr@ributed assets in excess of the
economic or book income allocated to it as a redulie sale. This may cause the Company to rezegakable income in excess of cash
proceeds, which might adversely affect the Compaaility to comply with the REIT distribution reigegments.

Treasury Regulations under Section 704(c) of theriral Revenue Code provide partnerships with é&ehaf several methods of
accounting for book-tax differences, including ttraditional method” that may leave some of the lb¢ax differences unaccounted for, or the
election of certain methods which would permit aistortions caused by a botdkx difference to be entirely rectified on an arrbasis or witl
respect to a specific taxable transaction suchsadea The Operating Partnership and the Compavyy thetermined to use the “traditional
method” for accounting for book-tax differencestwiespect to the properties contributed to the @tpey Partnership. As a result of this
determination, distributions to stockholders wil tomprised of a greater portion of taxable incame less return of capital than if another
method for accounting for book-tax differences badn selected. The Operating Partnership and thep&uy have not determined which of
the alternative methods of accounting for booketdferences will be elected with respect to projesrtontributed to the Operating Partnership
in the future.

With respect to any property purchased by the Qper&artnership, this property initially will haeetax basis equal to its fair market
value and Section 704(c) of the Internal RevenudeGaill not apply.

Basis in Operating Partnership Interest The Company’s adjusted tax basis in its interesthé Operating Partnership generally:
» will equal the amount of cash and the basis of@hgr property contributed to the Operating Padhigrby the Compan)

« willincrease by its allocable share of the Opa@gfPartnershig income and its allocable share of debt of ther&jpey Partnershiy
and

« will decrease, but not below zero, by the Com|'s allocable share of losses suffered by the Opey&artnership, the amount
cash distributed to the Company, and constructistildutions resulting from a reduction in the Cang’s share of debt of the
Operating Partnershi

If the allocation of the Company’s distributive shaf the Operating Partnership’s loss exceedadiiested tax basis of the Company’s
partnership interest in the Operating Partnerghigprecognition of the excess loss will be defetretll such time and to the extent that the
Company has an adjusted tax basis in its intenetbisi Operating Partnership. To the extent thaOtperating Partnershipdistributions, or an
decrease in the Company’s share of the debt dDtie¥ating Partnership (such decreases being coadidecash distribution to the partners)
exceed the Company’s adjusted tax basis, the egggsibutions (including such constructive distriions) constitute taxable income to the
Company. This taxable income normally will be cleéegsized as a long-term capital gain if the Complaay held its interest in the Operating
Partnership for longer than one year, subjectdoced tax rates described above for non-corporeie &tockholders, to the extent designated
by the Company as a capital gain dividend. Underect law, capital gains and ordinary income ofpcoations generally are taxed at the same
marginal rates.

Sale of the Properties The Company’s share of gain realized by the Opeyd&artnership on the sale of any property helthiey
Operating Partnership as inventory or other prgpeetd primarily for sale to customers in the oadincourse of the Operating Partnership’s
trade or business will be treated as income frggroaibited transaction that is subject to a 100¥gftg tax. Prohibited transaction income also
may have an adverse effect upon the Company'syatilisatisfy the income tests for qualificationeaREIT. Under existing law, whether the
Operating Partnership holds its property as inugnto primarily for sale to customers in the ordinaourse of its
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trade or business is a question of fact that dependill the facts and circumstances with respetite particular transaction. The Operating
Partnership intends to hold the properties for stweent with a view to long-term appreciation, tga&ge in the business of acquiring,
developing, owning and operating the propertiestarmdake such occasional sales of the propertiekjding peripheral land, as are consistent
with the Operating Partnership’s investment objesti

State and Local Tax

The Company and its stockholders may be subjestate and local tax in various states and localitiecluding those in which it or they
transact business, own property or reside. Théréamtment of the Company and the stockholderséh gurisdictions may differ from the
federal income tax treatment described above. Guesely, prospective stockholders should conseilir twn tax advisors regarding the effect
of state and local tax laws on an investment inGhmpany’s stock.
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SELLING STOCKHOLDERS

The shares of Common Stock included in this offgdre 4,139,943 shares that may be sold by seitockholders. We refer to these
shares as the “resale shares.” None of the relsatesare currently outstanding. We may issue thessde shares to the selling stockholders
upon the exercise of 25,000 outstanding warrardstta® redemption of 4,114,943 outstanding CommoitsUSee “Plan of Distribution.”

The selling stockholders may offer and sell frometito time under this prospectus any and all ofélsale shares. There are currently no
agreements, arrangements or understandings witleceto the sale of any of the resale shares titlabevheld by the selling stockholders.
None of the selling stockholders are br-dealers or affiliates of broker-dealers.

The following table sets forth, for each sellingcitholder, the amount of our Common Stock ownegl nlmber of shares of Common
Stock offered hereby and the percentage of the Gamftock owned after completion of the offeringuasing all of the offered shares are
sold:

Number of Shares

Beneficially Ownec Percentage
Number of Shares Number of Ownership

Name of Selling Stockholder (1 Beneficially Owned (2 Shares Offerec Following Resale Following Resale (3
A.T. Williams Qil Co * 8,571 * * 04
Alan Schwart:z * 4,25¢ * * 04
Alfus Family Limited Partnershi * 35,16: * * 0%
Anne S. Sove' * 47¢% * * 0%
Ardent Management, L.L.C * 35,16 * * 0%
Ariel Associates, LLC * 14,92 * * 04
Arthur Laub * 9,03t * * 04
Audri May Tendler Trus * 2,92¢ * * 0%
Bahama Mami * 941 * * 0
Bennett Family Revocable Tru * 2,092 * * 0%
Bennie Auerbacl * 30,83¢ * * 04
Bissell Family Limited Partnersh * 19,20: * * 0%
C. Hamilton Sloar * 24,54 * * 04
C. Hamilton Sloan Trus * 44,87( * * 04
C.S. Henline Trus * 3,87¢ * * 04
Carolina Capital Corporatic * 3,79¢ * * 0%
Catherine D. Raine * 50 * * 04
Charles E. Mueller, ML * 16C * * 04
Charpat Propertie * 42,00( * * 0%
CMS Oakbrook Summit, L.F * 104 * * 0f
Crawly F. Joyner, Il * 30,00( * * %
Daniel C. Austir * 91,88’ * * 04
Daniel C. Brown, Jr * 2,37t * * 0f
David L. Gordor * 1,04¢ * * 04
David Smith * 61,02: * * 04
Deborah Laut * 1,04¢ * * 0f
Dennis L. Olive * 4,12 * * 0f
Donald L. Harley * 5,23¢ * * 0%
Easlan Capital, Inc * 19C * * 0%
Edward J. Fritsch (4 897,97: 8,64 889,32¢ 1.€%
Edward W. & Kathleen Haye * 1,53t * * 0%
Eugene M. Langley, Jr. Revocable Trust, d:

December 5, 200 * 16,19¢ * * 04
Fox Run Developmer * 32¢ * * 0%
G.M. Hock * 10C * * 04
Gary T. Bake! * 150,00( * * 0%
Glenn Weather * 5,34¢ * * 04
GT Investment Corporatic * 12,04: * * %
H. Jack Leiste * 89,77( * * 0f
Harrison A. Underwood, I * 2,63t * * 04
Henry F. Stenr * 38,47: * * %
Henry P. Royster, J * 1,211 * * 0%
Henry K Solomon Rks Tru: * 4,85( * * 0%

Henry F. Stern Cleveland Clinic
Foundation, Cleveland, Ohio Charitable
Remainder Annuity Trust (200! * 2,40( * * 0%
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Name of Selling Stockholder (1
Henry F. Stern Tredegar National Civil War

Center Foundation Remainder Annuity Trust

(2006)

Hyman Auerbacl

Innsbrook North Associate

J. Rex Thoma

J. Roger Edwards, .

J.T. Hobby & Son, Inc

James A. Kleeman, M|

James F. Marshe

Jamile J. Francis, J

Jaw Holdings I, LLC

Jeffrey Hymes

Jerome and Linda Janger Revocable T

Jerome Silve

Jim Ayers

Jim Campbel

John Raine)

John S. Rainey & Mary Belser, Tr U/W C
Rainey F/B/O J. Raine

John S. Rainey, Jr., Tru

John S. Rainey, Tr U/W C.S. Rainey F/E
Mary R. Belsel

John S. Rainey, Tr U/W C.S. Rainey F/B/O
Nancy Crowley

John S. Rainey, Tr U/W C.S. Rainey F/B/O |
Rainey

John S. Rainey, Trustee F/B/O Nancy
Crowley

John Turner (5

Jonathan Eiliai

Karen Blakely

Keith R. Harroc

Kenneth M. Weis:

Kennington Ltd., Inc

Kyle Woolfolk

L. Terrell Sovey

L.B.M. Family Limited Partnershi

Lambster Partnel

Leon Auerbact

Leonard Barrie

Linda Jange

Louise Bahnsol

Lowell D. Kraff

LPK Investments, LL(

Lujac Partners, L.L.L.I

Margaret Smitt

Mark Hamilton Sloar

Mark Hamilton Sloan Trus

Mark Walsh

Marmor Living Trust

Mary R. Belsel

Mike Fann

Neal S. Johnsto

Newman Enterprise

Nuptaie Terminus Associat:

Nussbaum Family Tru:

O. Temple Sloan I

O. Temple Sloan Il Trus

O. Temple Sloan Jr. (t

O. Temple Sloan Jr. Trust (

Number of Shares
Beneficially Owned (2

Number of
Shares Offerec

Number of Shares
Beneficially Ownec

Following Resale

Percentage
Ownership
Following Resale (3

o T S I I R

* X

586,5

*Q***>(->(->(->(->(->(->(->(->(->(->(->(->(->(—>(—>(—>(—>(—>(—>(—>(—>(—>(—>(—>(—>(—>(—>(—

61:
46,75¢
30,56
28,41¢

5,70¢
8,311

162

28,10¢
2,32¢
9,621
5,50¢
198,06:
1,53¢
280,04«
5,34:
2,61(

237
45

95
3,00C
13,66¢
10,00(
3,04/
22¢
503,94
13,09¢
47¢
25,68
2,31
32,82¢
7,26(
4,39¢
1,32:
23¢
33,72(
735,72(
54,32¢
2,261
2,57¢
15,00(
26,82(
47¢
29,85
5,38t
12,36¢
2,32¢
85¢€

1
2,57¢
216,76!
44,87(

L I R I S I T

* %

[ T I R SR S R I R R R T T R R R R

©

369,79¢

*

* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %

* %
* %

* %

* %

* %

* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %
* %



Paul Kreckman (7 * 19¢ * * 0%
Paul S. Bennett Family Tru * 1,71z * * 0%
Ralph W. Mullins, Jr * 82,21: * * 0%
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Name of Selling Stockholder (1

Number of Shares
Beneficially Owned (2

Richard Fabe

Ridley Wills

Ridley Wills (Mrs.)

Robert E. Cole

Robert Fabe

Robert Faber Profit Sharir

Robert Goldmai

Robert M. Raine

Roderick T. White

Roger G. White

Ronald P. Gibson (¢

Royall Brown

Sandra H. Taylo

Secc Partner

Semoran Trus

Sheridan Trus

Stanley and Audri Tendler Family Trt

Stephen Ros

Stephen Timko Revocable Trt

Steve Goldmai

Susan Kellet

Suzanne B. Ros

Suzanne H. Karnai

Thomas A. Hunter, Il

Thomas C. Browi

Thomas H. Davit

Thomas T. Crumple

Victoria Martin Langley Revocabl
Trust, dated December 5, 20

Wendy's of North Alabama, Inc

William A. White, Jr.

William E. Salter

William T. Wilson

Winstor-Salem Foundation, In

Total

* Less than 1%

Lo S I N S I I SR R R

* % Sk k Ok

Number of

Shares Offerec

7,871
11,86¢
7,871
98¢
15,95¢
3,741
77,61¢
47t
124,54(
50,00(
891
2,00(
3,57(
75,88:
23,11¢
3,00(
7,811
19¢
193,90°
2,104
38,52:
11C
3,571
4,96¢
2,32¢
3,56¢
967

27,12:
21,16
9,80¢
10,72
28,20
15,78(
4,139,94:

Number of Shares
Beneficially Ownec

Following Resale

*

L T T S R R N N N N N N N R S

L S R

Percentage
Ownership

Following Resale (3
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0
* 0

* %
* %
* %
* %
* %
* %

(1) Selling stockholders that are entities may distelshares of Common Stock prior to sale undemtiiaspectus. The selling stockhold
may also include persons who are donees, pledgergoessors-in-interest of the listed selling ldtotders. Any such persons not
specifically named in the foregoing table will benmed in a supplement to this prospectus if sucpleopent is required by the rules and

regulations of the SE(

(2) The shares of Common Stock include warrantsGomdmon Units held by a selling stockholder andiaes that such warrants will be
exercised and units will be redeemed for sharesipfCommon Stock. The number of shares of CommookSissumes that no stock
options are exchanged for shares of Common S

(3) This percentage is calculated assuming thdt selting stockholder sells all of the shares @ffeby this prospectus. It is difficult to
estimate with any degree of certainty the amoudtmercentage of shares of Common Stock that woeildetid by each selling
stockholder after completion of the offering. Finse have the option to satisfy unit redemptioruesis by paying the cash value of the
units rather than issuing shares of our CommonkSttiee number of shares offered hereby assumedeaestete satisfy all redemption
requests by issuing shares. Second, assumingragsstthckholder receives shares of Common Stock @poexercise of warrants or a
redemption of such hold’'s Common Units, such holder may offer all, somaare of such share

(4) Edward J. Fritsch is our President and Chief Exeeufficer.

(5) John Turner was a director on the Board of Directdrithe Company until December 31, 20

(6) O. Temple Sloan Jr. is the Chairman of the BoarDicéctors of the Compan

(7) Paul Kreckman is a Vice President of the Comp

(8) Ronald P. Gibson was the Chief Executive Officethef Company until June 30, 20(
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PLAN OF DISTRIBUTION

This prospectus relates to the offer and sale bé#lling stockholders of 4,139,943 shares of mm@on Stock, which shares we may
issue upon the exercise of a like number of wasranthe redemption of a like number of Common §lr@ur Common Stock is listed on the
New York Stock Exchange under the sym“HIW.”

We have not and will not receive any proceeds ftieenoffering by the selling stockholders.

As used in this prospectus, “selling stockholdémstudes donees, pledgees, transferees or otheessmrs-in-interest selling shares
received after the date of this prospectus frorllng stockholder as a gift, pledge, partnershgtribution or other non-sale related transfer.
All costs, expenses and fees in connection withréléstration of the shares of Common Stock offérexeby will be borne by us. Brokerage
commissions and similar selling expenses, if attyibatable to the sale of shares of Common Stdfdeed hereby will be borne by the selling
stockholders. Sales of shares of Common Stock reasffected by selling stockholders from time todiim one or more types of transactions
(which may include block transactions) on the NYBBRhe over-the-counter market, in negotiatedgaations, through put or call options
transactions relating the shares of Common Stbe&ugh short sales of shares of Common Stock outiir a combination of such methods of
sale, at market prices prevailing at the time ¢¢ sa at negotiated prices. Such transactions mayay not involve brokers or dealers. The
selling stockholders have advised us that they haventered into any agreements, understandinggamgements with any underwriters or
brokerdealers regarding the sale of their shares, nibiei® an underwriter or coordinating broker actmgonnection with the proposed sale
shares of Common Stock by the selling stockholders.

The selling stockholders may effect such transastlay selling shares of Common Stock directly tcchasers or to or through broker-
dealers, which may act as agents or principalsh Bucker-dealers may receive compensation in tha fif discounts, concessions or
commissions from the selling stockholders and/erghrchasers of shares of Common Stock for whorhn Brakerdealers may act as agents
to whom they sell as principal, or both (which cangation as to a particular broker-dealer mighihkexcess of customary commissions).

The selling stockholders and any broker-dealersatiain connection with the sale of shares of Cami8tock might be deemed to be
“underwriters” within the meaning of Section 2(If)the Securities Act of 1933, and any commissiateived by such broker-dealers and any
profit on the resale of the shares of Common Ssod#t by them while acting as principals might berded to be underwriting discounts or
commissions under the Securities Act. We have d@geademnify each selling stockholder againstaietiabilities, including liabilities
arising under the Securities Act. The selling statlers may agree to indemnify any agent, dealbraker-dealer that participates in
transactions involving sales of shares of CommaiSagainst certain liabilities, including liabiéis arising under the Securities Act.

Because selling stockholders may be deemed tormetfwriters” within the meaning of Section 2(11}tloé Securities Act, the selling
stockholders will be subject to the prospectusveei requirements of the Securities Act, which rimyude delivery through the facilities of
the NYSE pursuant to Rule 153 under the Secuiit@sWe have informed the selling stockholders thatanti-manipulative provisions of
Regulation M promulgated under the Exchange Act apply to their sales in the market.

Selling stockholders also may resell all or a poridf the shares of Common Stock in open markaséetions in reliance upon Rule 144
under the Securities Act, provided the requiremehtich rule are met.

Upon being notified by a selling stockholder thay anaterial arrangement has been entered intoantittoker-dealer or underwriter for
the sale of shares of Common Stock through a ttade, special offering, exchange distributionexandary distribution or a purchase by a
broker or dealer, we will file a supplement to thisspectus, if required, pursuant to Rule 424igden the Securities Act, disclosing (i) the
name of each such selling stockholder and of ticfzating broker-dealer(s) or underwriter(s)) {he number of shares of Common Stock
involved, (iii) the price at which such shares werevill be sold, (iv) the commissions paid or ® faid or discounts or concessions allowed to
such broker-dealer(s) or underwriter(s), whereiapple, (v) that, as applicable, such broker-désjesr underwriter(s) did not conduct any
investigation to verify the information set out
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or incorporated by reference in this prospectus(afather facts material to the transaction. dididion, upon notification by a selling
stockholder that a donee, pledgee, transfereeher sticcessor-in-interest intends to sell more tdhshares of Common Stock, we will file a
supplement to this prospectus, if required.

LEGAL MATTERS

The validity of the securities offered hereby hasrbpassed upon for us by DLA Piper US LLP, Raldigirth Carolina. In addition,
DLA Piper US LLP has rendered an opinion with respe certain federal income tax matters relatmghe Company. Two partners of DLA
Piper US LLP beneficially own an aggregate of ks 0.01% of the Common Stock of the Company.

EXPERTS

The consolidated financial statements and thea@lfihancial statement schedules for the yearscebgeember 31, 2006 and 2005 and
managemens report on the effectiveness of internal contra@rdinancial reporting included in this prospechase been audited by Deloitte
Touche LLP, an independent registered public achogifirm, as stated in their reports appearingehefwhich reports (1) express an
unqualified opinion on the financial statements findncial statement schedules and includes areagpbry paragraph relating to the
Company’s change in its method of accounting farstbased payments, effective January 1, 200@&rfwom to Statement of Financial
Accounting Standards No. 123(FBhare-Based Paymemtnd the Company’s change in its method of accogritinjoint ventures, effective
January 1, 2006, to conform to Emerging Issues Fas&e Issue No. 04-Retermining Whether a General Partner or the Geh®artners as
a Group, Controls a Limited Partnership or Simikantity When the Limited Partners Have Certain Rig(®) express an unqualified opinion
on management’s assessment regarding the effeeigeasf internal control over financial reportingdg3) express an adverse opinion on the
effectiveness of internal control over financighoeting because of material weaknesses), and hese $0 included in reliance upon the reports
of such firm given upon their authority as expémtaccounting and auditing.

The consolidated financial statements and scheddildgghwoods Properties, Inc. for the year endedd@nber 31, 2004, appearing in
this Prospectus and Registration Statement have duggdited by Ernst & Young LLP, independent regedepublic accounting firm, as set fo
in their report thereon appearing elsewhere heagid,are included in reliance upon such reportrgve the authority of such firm as experts in
accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

Information that we file with the SEC is availaltitethe public on the Internet at the SEC’s web afteww.sec.gov. You may also read
and copy any document that we file with the SE@sgbublic reference room at Room 100 F Street, WBshington, D.C. 20549. Please call
the SEC at 1-800-SEC-0330 for further informationtloe public reference room and their copy charges.

You may request a copy of these filings and theletehattached thereto at no cost by writing oepéloning us at the following address:
Highwoods Properties, Inc., 3100 Smoketree Cowite$500, Raleigh, North Carolina 27604, Attentibruestor Relations, Telephone
Number: (919) 43-1529.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Highwoods Properties, Inc.
Raleigh, North Carolina

We have audited the accompanying consolidated balgineets of Highwoods Properties, Inc. and sudr#di (the “Company”) as of
December 31, 2006 and 2005, and the related colasedl statements of income, stockholders’ equitgt,aash flows for each of the two years
in the period ended December 31, 2006. Our aulditsiacluded the financial statement scheduled &eoember 31, 2006 and 2005 and for
each of the two years in the period ended DeceBbe2006 listed in the Index at page F-1. Thesanfiml statements and financial statement
schedules are the responsibility of the Companyaagement. Our responsibility is to express aniopian the financial statements and
financial statement schedules based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlioUnited States). Those
standards require that we plan and perform thetsitmbbtain reasonable assurance about whethéintiveial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinaficial position of Highwoods
Properties, Inc. and subsidiaries as of Decembg2@16 and 2005, and the results of their operatnd their cash flows for each of the two
years in the period ended December 31, 2006, ifoomity with accounting principles generally acapin the United States of Americ
Also, in our opinion, such financial statement stifles, when considered in relation to the basiscbdated financial statements taken as a
whole, present fairly, in all material respectg thformation set forth therein.

As discussed in Note 1 to the consolidated findrste&ements, effective January 1, 2006, the Comphanged its method of accounting
for share-based payments to conform to Statemefinahcial Accounting Standards No. 123(Bhare-Based Paymermind changed its
method of accounting for joint ventures to confamEmerging Issues Task Force Issue No. 0@edermining Whether a General Partner or
the General Partners as a Group, Controls a Limiadtnership or Similar Entity When the Limited Bears Have Certain Rights

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the
effectiveness of the Company’s internal controlrdirgancial reporting as of December 31, 2006, Hamethe criteria establishedlimernal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatidribe Treadway Commission and our report dated
March 1, 2007 expressed an unqualified opinion anagement’s assessment of the effectiveness @fdhgany’s internal control over
financial reporting and an adverse opinion on tiiecéveness of the Company’s internal control ofieancial reporting.

/s/ Deloitte & Touche LLF

Raleigh, North Carolin
March 1, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Highwoods Properties, Inc.

We have audited the accompanying consolidatednsates of income, stockholderjuity, and cash flows of Highwoods Properties,
for the year ended December 31, 2004. Our auditiatduded the financial statement schedules &egctmber 31, 2004 and for the year then
ended listed in the Index at page F-1. These filmhstatements and schedules are the responsibilitye Company’s management. Our
responsibility is to express an opinion on thesaritial statements and schedules based on our audit

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightiq&@nited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, the financial statements referr@dtbove present fairly, in all material respedis,¢onsolidated results of operations and
cash flows of Highwoods Properties, Inc. for tharyended December 31, 2004, in conformity with di&herally accepted accounting
principles. Also, in our opinion, the related firéad statement schedules, when considered in oel&ti the basic financial statements taken
whole, present fairly in all material respects itifermation set forth therein.

/s/ Ernst & Young LLF

Raleigh, North Carolina
March 1, 2007
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HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheets
(in thousands, except share and per share data)

December 31,

2005 2006
Assets:
Real estate and related assets, at "
Land $ 345,54 $ 341,09:
Buildings and tenant improvemet 2,573,03 2,499,41!
Development in proces 101,89¢ 28,721
Land held for developme! 112,76( 142,71
Furniture, fixtures and equipme 23,69¢ 22,46
3,156,93. 3,034,42.
Less— accumulated depreciatic (608,617) (555,50¢)
Net real estate ass¢ 2,548,32: 2,478,91
Real estate and other assets, net, held fol 34,16¢ 177,23!
Cash and cash equivalel 16,69( 1,212
Restricted cas 2,02i 16,22:
Accounts receivable, net of allowance of $1,253 $h@&18, respectivel 23,347 24,20!
Notes receivable, net of allowance of $786 and $8¥€pectively 7,871 9,232
Accrued straigt-line rents receivable, net of allowance of $301 $6d9, respectivel 68,36« 60,34¢
Investments in unconsolidated affilial 60,35¢ 69,24%
Deferred financing and leasing costs, 66,35 59,05¢
Prepaid expenses and other as 17,35¢ 13,30:
Total Asset: $2,844,85. $2,908,97
Liabilities, Minority Interest and Stockholders’ Equity:
Mortgages and notes payal $1,465,12° $1,471,61
Accounts payable, accrued expenses and otheritiied 156,73 127,45!
Financing obligation 35,53( 34,15¢
Total Liabilities 1,657,39 1,633,22!
Commitments and contingencies (see Note
Minority interest 79,72¢ 94,13«
Stockholder’ Equity:
Preferred stock, $.01 par value, 50,000,000 autbdrshares
8 5/8% Series A Cumulative Redeemable PreferredeSt#quidation preference $1,000 per she
104,945 shares issued and outstanding at Decerib2036 and 200 104,94! 104,94!
8% Series B Cumulative Redeemable Preferred Sllagelation preference $25 per share), 3,700,(
and 5,700,000 shares issued and outstanding athibece31, 2006 and 2005, respectiv 92,50( 142,50(
Common stock, $.01 par value, 200,000,000 authdshares; 56,211,148 and 54,028,507 shares issued
and outstanding at December 31, 2006 and 2005%¢ctgely 562 54C
Additional paic-in capital 1,449,33 1,419,68:
Distributions in excess of net earnir (538,099 (479,90)
Accumulated other comprehensive | (1,515 (2,217)
Deferred compensatic — (3,936)
Total Stockholder Equity 1,107,73 1,181,61!
Total Liabilities, Minority Interest and Stockhold’ Equity $2,844,85.  $2,908,97

See accompanying notes to consolidated finanassients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income
(in thousands, except per share amounts)

Rental and other revenues

Operating expenses
Rental property and other expen
Depreciation and amortizatic
Impairment of assets held for L
General and administrati\

Total operating expens

Interest expense:
Contractua
Amortization of deferred financing cos
Financing obligation

Other income/(expense)
Interest and other incon
Settlement of tenant bankruptcy clai
Loss on debt extinguishmer

Income/(loss) before disposition of property, mindty interest and equity in earnings of
unconsolidated affiliates
Gains on disposition of property, r
Minority interest
Equity in earnings of unconsolidated affilia

Income from continuing operations

Discontinued operations:
Income from discontinued operations, net of miryariteresi
Gains, net of impairments, on sales of discontinygglations, net of minority intere
including a gain from related party transaction$4{816 in 200!

Net income

Dividends on preferred stot

Excess of preferred stock redemption cost oveyrayivalue
Net income available for common stockholder

Net income per common shar~ basic:
Income/(loss) from continuing operatic
Income from discontinued operatic

Net income
Weighted average common shares outstan- basic

Net income per common shar+ diluted:
Income/(loss) from continuing operatic
Income from discontinued operatic

Net income

Weighted average common shares outstan- diluted

Dividends declared per common sh

See accompanying notes to consolidated financigstents.
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Years Ended December 31,

2006 2005 2004
$416,79¢ $396,07° $389,58°
153,59;  141,57¢ 137,87t
114,93' 109,61t 108,84
2,60( 7,581 —
37,30¢ 33,06 41,48
308,43 29184, 28821
9422¢ 98,677 104,76
2,37¢ 3,37: 3,69¢
4,162 5,032 9,99¢
100,76(  107,08: 118,46
7,01( 7,07¢ 6,09¢
1,581 — 14,43t
(494) (453  (12,45)
8,097 6,62¢ 8,072
15,69: 3,77¢ (9,016)
16,15’ 14,17: 21,63t
(2,226) 47E 1,02€
6,841 9,30: 7,39¢
36,46  27,72¢ 21,04
3,421 11,50  17,75(
13,85¢  23,22¢ 2,78¢
17,27¢  34,73( 20,53
53,74«  62,45¢ 41,57
(17,069 (27,239 (30,85
(1,809 (4,279 —
$ 34,87¢ $30,94¢ $ 10,72t
$ 03z $ (007 $ (0.1¢
0.3 0.6t 0.3¢
$ 06/ $ 056 $ 0.2
5448  5373; 53,32
$ 031 $ (007 $ (0.19
0.31 0.6¢ 0.3¢
$ 06: $ 056 $ 0.2
61,36. 53,73 53,32
$ 17C $ 17¢C $ 1.7C
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Number of Common
Common

Shares Stock

Series A
Preferred

HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Stockholders’ Equity

(in thousands, except share amounts)

For the Years Ended December 31, 2006, 2005 andl 200

Series B
Preferred

Series D
Preferred

Additional
Paid-In
Capital

Accumulated  Distributions
Other
Comprehensive  in Excess of
Net

Earnings

Deferred

Compensatior Loss Total

Balance at
December 31,
2003

Issuance o
Common Stocl

Conversion o
Common Units
to Common
Stock

Common Stock
dividends

Preferred Stoc
dividends

Adjustment to
minority
interest of
unitholders in
the Operating
Partnershiy

Issuance o
restricted stoc}
net

Fair market valut
of options
grantec

Amortization of
restricted stoc}
and stock
options

Other
comprehensive
income

Net income

53,474,40 $ 53t

173,31 2

54,30¢

111,39¢ 1

$104,94!

$172,50(

$ 100,00(

$1,408,27

3,27(C

1,40

(882)

2,80¢

1,25¢

$ (4469 $ (3,650 $(338,60%) $1,439,53:

— — 3,27:

1,404

(91,199 (91,199

(30,857)

(30,85:)

(882)

(2,807)

(1,256)

4,421 4,421

83¢€ 83¢

41,57,

41,57,

Balance at
December 31,
2004

Issuance of
Common Stoc|

Common Stock
dividends

Preferred Stoc
dividends

Adjustment tc
minority
interest of
unitholders in
the Operating
Partnershiy

Issuance o
restricted stoc}
net

Redemption o
Preferred Stoc

Fair market valut
of options

53,813,42

109,52¢ 1

105,55 1

104,94t

172,50(

(30,000)

100,00(

(100,000

1,416,13

1,64¢

(4,916)

1,31¢

4,272

(4,117) (2,814 (419,079 1,368,11

1,65(C

(91,779  (91,77)

(27,239 (27,239

(4,916)

(1,317 — —

(4,279  (130,00()



granted

Amortization of
restricted stock
and stock
options

Other
comprehensive
income

Net income

Balance at
December 31,
2005

Reversal of
unvested
deferred
compensation
as a result of
the adoption of
SFAS No. 123
(R)

Issuance o
Common Stoc|

Conversion o
warrants to
shares

Common Stocl
dividends

Preferred Stock
dividends

Adjustment to
minority
interest of
unitholders in
the Operating
Partnershiy

Issuance of
restricted stoc}
net

Redemption of
Preferred Stoc

Amortization of
restricted stock
and stock
options

Other
comprehensive
income

Net income

Balance at
December 31,
2006

— — — — — 1,237 (1,237) — — —

— — — — — — 2,72¢ — — 2,72¢

_ _ _ _ — — — 602 — 602

_ _ _ _ _ — — — 62,45¢ 62,45¢
54,028,50  54C 104,94 142,50 —  1,419,68 (3,936) (2,217 (479,90 1,181,61!
— — — — — (3,936) 3,93¢ — — —
1,975,62: 21 — — — 42,78 — — — 42,80
83,94, — — — — — — — — —

— — — — — — — — (93,075 (93,079

— — — — — — — — (17,069 (17,069

— — — — — (14,726) — — — (14,726
123,07. — — — — — — — — —

— — — (50,000 — 1,80: — — (1,809 (50,000

— 1 — — — 3,72¢ — — — 3,73(

— — — — — — — 697 — 697

— — — — — — — — 53,74 53,74
56,211,14 $ 562 $104,94! $ 92,50( —  $144933 $ — $ (1,519 $(538,09) $1,107,73

See accompanying notes to consolidated financisstents.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flows
(in thousands)

Years Ended December 31,

2006 2005 2004
Operating activities:
Net income $ 53,74« $ 62,45¢ $ 41,577
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciatior 103,77¢ 110,85: 117,60!
Amortization of lease commissio 14,54¢ 15,60¢ 16,58(
Amortization of lease incentive 82¢ 87¢ 96€
Impairment of assets held for L 2,60(C 7,581 1,77C
Amortization of stoc-based compensati 3,73(C 2,72¢ 4,421
Amortization of deferred financing cos 2,37¢ 3,37 3,69¢
Amortization of accumulated other comprehensivs 697 702 757
Loss on debt extinguishmer 494 452 12,45%
Gains, net of impairments, on disposition of prop (31,239 (39,926 (24,747
Minority interest 3,78¢ 3,281 1,34t
Equity in earnings of unconsolidated affilia (6,841 (9,3079) (7,399
Change in financing obligatior 1,191 21z 2,71¢
Distributions of earnings from unconsolidated &ifiés 7,74¢ 8,96¢ 6,77¢
Changes in operating assets and liabilil
Accounts receivable, n 2,80¢ (8,76 32
Prepaid expenses and other as (3,626 (1,495 481
Accrued straigl-line rents receivabl (8,592 (7,49¢) (7,407
Accounts payable accrued expenses and other liag (2,497 4,03( 94C
Net cash provided by operating activit 145,52¢ 154,13: 172,58:
Investing activities:
Additions to real estate assets and deferred lgasists (222,030) (167,762 (126,999
Proceeds from disposition of real estate as 260,22: 370,93: 174,13:
Distributions of capital from unconsolidated affties 11,88¢ 4,81¢ 9,15¢
Net repayments of notes receiva 1,361 4,39¢ 1,39¢
Cash assumed upon consolidation of unconsoliddfitidtas 64t — —
Contributions to unconsolidated affiliat (100) — (9,86€)
Other investing activitie 12,74¢ (11,46)) 362
Net cash provided by investing activiti 64,73¢ 200,92! 48,18¢
Financing activities:
Distributions paid on common stock and common t (201,78 (101,48 (101,64
Dividends paid on preferred sto (17,069) (27,239 (30,857
Distributions paid to minority interest partr (737) — —
Net proceeds from the sale of common st 42,80¢ 1,65( 3,27z
Repurchases of common ur (26,487 (112,319 (1,165
Redemptions of preferred sto (50,000 (130,000 —
Borrowings on revolving credit facilit 662,00( 152,50( 403,50(
Repayments of revolving credit facili (479,000 (132,000 (288,500)
Borrowings on mortgages and notes payi: 68,62¢ 38,28 15,49(
Repayments of mortgages and notes pay (289,189 (167,079 (140,379
Payments on financing obligatio (8693 (775) (63,18))
Additions to deferred financing cos (3,85%) (621) (2,067)
Contributions from minority interest partn 76C — —
Payments on debt extinguishme — (255) (12,45
Net cash used in financing activiti (194,78)) (378,329) (217,989
Net increase/(decrease) in cash and cash equis. 15,47¢ (23,270 2,78¢
Cash and cash equivalents at beginning of the 1,212 24,48: 21,69¢
Cash and cash equivalents at end of the $ 16,69( $ 1,217 $ 24,48

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

Supplemental disclosure of cash flow information:

Years Ended December 31
2006 2005 2004

Cash paid for interest, net of amounts capitalizedludes cash distributions to owners of sold proes
accounted for as financings of $1,614, $3,454 &»dgh for 2006, 2005 and 2004, respectiv $96,28¢ $100,76. $106,44!

Supplemental disclosure of non-cash investing anthincing activities:

The following table summarizes the net asset attopris and dispositions subject to mortgage notaaple and other non-cash
transactions:

Years Ended December 31

2006 2005 2004
Assets:
Net real estate asst $34,85. $(20,67¢) $(147,20)
Restricted cas (1,86%) 2,50( —
Accounts receivabl 10z 10 —
Notes receivabl — — 1,05t
Accrued straigl-line rents receivabl 962 (434 —
Investment in unconsolidated affiliat (1,939 1,55:¢ 11,13
Deferred leasing costs, r 287 (62) 26C
Prepaid and othe — (26¢) (104)
$32,40C $(17,37¢9) $(134,86()
Liabilities:
Mortgages and notes payal $31,07¢ $ 7,33C $(135,81Y
Accounts payable, accrued expenses and otheiitiied (1,652 12,27: 95E
Financing obligatior 1,04¢ (30,219 —
$30,47: $(10,617) $(134,86()
Minority Interest and Stockholders’ Equity: $ 1,92t $ (6,767 $ —

See accompanying notes to consolidated finanassients.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(tabular dollar amounts in thousands, except parestiata)

1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P OLICIES
Description of Business

Highwoods Properties, Inc., together with its cdidsted subsidiaries (the “Company”), is a fulltégrated, self-administered and self-
managed equity real estate investment trust (“RJEl&dt operates in the southeastern and midwebkeited States. The Company conducts
substantially all of its activities through HighwdoRealty Limited Partnership (the “Operating Penship”). Other than 22.4 acres of
undeveloped land, 13 rental residential units &eddompany’s interest in the Kessinger/Hunter, ld@d 4600 Madison Associates, LLC joint
ventures (see Note 2 to the Consolidated Finastakbments), all of the Company’s assets are odinedtly or indirectly by the Operating
Partnership.

The Company is the sole general partner of the &jpgr Partnership. At December 31, 2006, the Compamed all of the preferred
partnership interests (“Preferred Units”) and 92 @%he common partnership interests (“Common Uhitsthe Operating Partnership.
Limited partners (including certain officers andeditors of the Company) own the remaining CommoitdJBach Common Unit is redeeme
for the cash value of one share of the Companyisngon stock, $.01 par value (the “Common Stock”) abthe Company’s option, one share
of Common Stock. In 2006, the Company redeemed886Common Units in cash, which increased the pgage of Common Units owned
by the Company from 90.8% at December 31, 200212% at December 31, 2006. In 2005, the Compargemeéd 395,148 Common Units
cash and 256,508 Common Units in connection wighstile of property (see Note 8), which increaseg#rcentage of Common Units owned
by the Company from 89.8% at December 31, 200018% at December 31, 2005. Preferred Units in ther&ting Partnership were issued to
the Company in connection with the Company’s PreféStock offerings in 1997 and 1998 (the “Pref@i®¢ock”). The net proceeds raised
from each of the Preferred Stock issuances wergibated by the Company to the Operating Partnprshexchange for the Preferred Units.
The terms of each series of Preferred Units partaketerms of the respective Preferred Stock abvidends, liquidation and redemption rights
as more fully described in Note 9.

As of December 31, 2006, the Company directly antthimugh the Operating Partnership wholly owne2R gh-service office, industrial
and retail properties; 109 rental residential ynif® acres of undeveloped land suitable for futleeelopment, of which 435 acres are
considered core holdings; and an additional 16 gntggs under development. In addition, the Compamged interests (50.0% or less) in 70 in-
service office and industrial properties and 4X8akresidential units, 50% interests in an officeperty developed in 2006 that had not yet
achieved stabilized occupancy and a for-rent resialeproject comprising 332 units. Five of theservice office properties are consolidated at
December 31, 2006 as more fully described belowimmbte 3 to the Consolidated Financial Statements

Basis of Presentation

The Consolidated Financial Statements of the Compaa prepared in accordance with U.S. Generallyefted Accounting Principles
(“GAAP™). As more fully described below and in Netd and 12, as required by SFAS No. 144, “Accogritim the Impairment or Disposal of
Long-Lived Assets,” (“SFAS No. 144”"), the Consolied Balance Sheet at December 31, 2005 and theo{itated Statements of Income for
the years ended December 31, 2005 and 2004 wdassdied from previously reported amounts to reffie real estate and other assets held
for sale and in discontinued operations the assetperations for those properties sold or heldgdte in 2006 which qualified for
discontinued operations presentation.

The Consolidated Financial Statements include tiseunts of the Company, the Operating Partnersiptizeir majority and wholly
owned subsidiaries. In accordance with EITF Issae(Md-5, “Determining Whether a General PartngherGeneral Partners as a Group,
Controls a Limited Partnership or Similar Entity @hthe Limited Partners Have Certain Rights” (“EI04-5"), the Company also consolida
less than majority-owned partnerships, joint veaduand limited liability companies when the Compeostrols the major operating and
financial policies of the entity in its capacity gasneral partner or managing member and the linpggthers or non-managing members do not
have substantive rights. In addition, the Compamsolidates those entities, if any, where the Compsdeemed to be the primary benefic
in a variable interest entity (as defined by FASEtpretation No. 46 (revised December 2003) “Chdation of Variable Interest
Entities” (“FIN 46(R)")). All intercompany transdons and accounts have been eliminated.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLIcCIES —C ONTINUED
Use of Estimates

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

Real Estate and Related Assets

Real estate and related assets are recorded atrubstated at cost less accumulated depreci®emovations, replacements and other
expenditures that improve or extend the life obtsare capitalized and depreciated over theimestid useful lives. Expenditures for ordinary
maintenance and repairs are charged to operatjpense as incurred. Depreciation is computed usi@gtraight-line method over the
estimated useful life of 40 years for buildings aegreciable land infrastructure costs, 15 yearbtidding improvements and five to seven
years for furniture, fixtures and equipment. Teriargrovements are amortized using the streline method over initial fixed terms of the
respective leases, which generally are from tloekOtyears.

Expenditures directly related to the developmewdt @mstruction of real estate assets are incluteet real estate assets and are stated &
cost in the Consolidated Balance Sheets. The Coygeaapitalization policy on development propertigg accordance with SFAS No. 67,
“Accounting for Costs and the Initial Rental Opéas of Real Estate Properties,” SFAS No. 34, “@diziation of Interest Costs,” and SFAS
No. 58,“Capitalization of Interest Cost in Financial Statnts That Include Investments Accounted for byEhaity Method.” Development
expenditures include pre-construction costs esaldntihe development of properties, developmedta@mstruction costs, interest costs, real
estate taxes, salaries and related costs andaberincurred during the period of developmerterist and other carrying costs are capitalized
until the building is ready for its intended us@éeTCompany considers a construction project asautisly completed and held available for
occupancy upon the completion of tenant improves)dnit no later than one year from cessation obn@gnstruction activity. The Company
ceases capitalization on the portion substant@iypleted and occupied or held available for ocoapand capitalizes only those costs
associated with the portion under construction.

Expenditures directly related to the leasing ofgerties are included in deferred leasing costsaaadtated at cost in the Consolidated
Balance Sheets. The Company capitalizes initigatlicosts related to its leasing efforts in accoecdavith SFAS No. 91 “Accounting for
Nonrefundable Fees and Costs Associated with Cxiigig or Acquiring Loans and Initial Direct Costsl@ases” All leasing commissions
paid to third parties for new leases or lease rafeare capitalized. Internal leasing costs includmarily compensation, benefits and other
costs, such as legal fees related to leasing tieiythat are incurred in connection with sucagdistecuring leases on the properties.
Capitalized leasing costs are amortized on a $itdiige basis over the initial fixed terms of the resjive leases, which generally are from tt
to 10 years. At December 31, 2006 and 2005, grefesred leasing costs were $95.8 million and $8illfon, respectively, and accumulated
amortization was $37.0 million and $34.4 millioaspectively. Estimated costs related to unsuccesstivities are expensed as incurred. If the
Company’s assumptions regarding the successfuttefd leasing are incorrect, the resulting adj@sita could impact earnings.

The Company records liabilities under FASB Intetation No. 47 “Accounting for Conditional Asset Retment Obligations, an
interpretation of SFAS No. 143" (“FIN 47”) for theerformance of asset retirement activities wherothlggation to perform such activities is
unconditional, whether or not the timing or metluddettlement of the obligation may be conditiomala future event.

Upon the acquisition of real estate, the Compasgsses the fair value of acquired tangible assetsas land, buildings and tenant
improvements, intangible assets such as aboveelod Imarket leases, acquired in-place leases drat mentified intangible assets and
assumed liabilities in accordance with SFAS No.,IBlsiness Combinations.” The Company allocatesptrchase price to the acquired
assets and assumed liabilities based on theiivelir values. The Company assesses and condaexalue based on estimated cash flow
projections that utilize appropriate discount andépitalization rates as well as available maikigtrmation. The fair value of the tangible
assets of an acquired property considers the \dltree property as if it were vacant.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued

Above and below market leases acquired are recandeither assets at their fair value. Fair valuesailgulated as the present value of the
difference between (1) the contractual amountsetpdid pursuant to each in-place lease and (2) geament’s estimate of fair market lease
rates for each corresponding in-place lease, wsitigcount rate that reflects the risks associattdthe leases acquired and measured over a
period equal to the remaining term of the leaseablmve-market leases and the initial term plugeha of any below-market fixed rate renewal
options for below-market leases. The capitalizeasvabmarket lease values are amortized as a redustibase rental revenue over the
remaining term of the respective leases and thitadiapd below-market lease values are amortizeghascrease to base rental revenue over
the remaining term of the respective leases andaloyw market option periods. If a tenant vacatespace prior to its contractual expiration
date, any unamortized balance is adjusted throewgtalrrevenue.

In-place leases acquired are recorded at theivédire in real estate and related assets and adized to depreciation and amortization
expense over the remaining term of the respeatiaed. The value of in-place leases is based cd@idhgany’s evaluation of the specific
characteristics of each tenant’s lease. Factorsidgered include estimates of carrying costs dunyjpthetical expected lease-up periods,
current market conditions and costs to executdain@ases. In estimating carrying costs, the Compacludes real estate taxes, insurance and
other operating expenses and estimates of losdlseat market rates during the expected legsperiods, depending on local market conditi
In estimating costs to execute similar leasesCiiapany considers tenant improvements, leasing éssions and legal and other related
expenses. If a tenant vacates its space prios tittractual expiration date, any unamortizedrzaaf its related asset is expensed.

The value of a tenant relationship is based orCitniapany’s overall relationship with the respectimeant. Factors considered include the
tenant’s credit quality and expectations of leasewals. The value of a tenant relationship is #imeat to depreciation and amortization
expense over the initial term and any renewal peritefined in the respective leases. Based ondhg@ny’s acquisitions since the adoption
of SFAS No. 141 and SFAS No. 142, the Company kaséd tenant relationships to be immaterial anchbeallocated any amounts to this
intangible asset. The Company will evaluate thesas in future transactions.

Real estate and leasehold improvements are cksi§i long-lived assets held for sale or as loregtlassets to be held for use. Real
estate is classified as held for sale when ther@iset forth in SFAS No. 144 are satisfied; tegermination requires management to make
estimates and assumptions, including assessingraability that potential sales transactions magnay not occur. Actual results could differ
from those assumptions. In accordance with SFASING, the Company records assets held for sakedbwver of the carrying amount or
estimated fair value. Fair value of assets helgébe is equal to the estimated or contracted gales with a potential buyer, less costs to sell.
The impairment loss is the amount by which theysagramount exceeds the estimated fair value. \Wiipect to assets classified as held for
use, if events or changes in circumstances, suatsagificant decline in occupancy and changesm indicate that the carrying value may be
impaired, an impairment analysis is performed. Saurdlysis consists of determining whether the &sesatrying amount will be recovered
from its undiscounted estimated future operatirghdéows, including estimated residual cash floWsese cash flows are estimated based on a
number of assumptions that are subject to econandamarket uncertainties including, among othezmahd for space, competition for
tenants, changes in market rental rates and aosiserate each property. If the carrying amourat béld for use asset exceeds the sum of its
undiscounted future operating and residual casisfl@an impairment loss is recorded for the diffeeehetween estimated fair value of the ¢
and the net carrying amount. The Company geneeatiynates the fair value of assets held for usesliyg discounted cash flow analysis; in
some instances, appraisal information may be aailand is used in addition to the discounted fiashanalysis. As the factors used in
generating these cash flows are difficult to preditd are subject to future events that may diteiGompany’s assumptions, the discounted
and/or undiscounted future operating and residasth dlows estimated by the Company in its impaimagralyses or those established by
appraisal may not be achieved and the Company magduired to recognize future impairment lossegoproperties held for sale and held
for use.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued
Sales of Real Estate

The Company accounts for sales of real estatedardance with SFAS No. 66, “Accounting for SaleRRefal Estate” (“SFAS No. 66”).
For sales transactions meeting the requiremer&afS No. 66 for full profit recognition, the reldtassets and liabilities are removed from the
balance sheet and the resultant gain or loss @sded in the period the transaction closes. Fassaansactions that do not meet the criteria for
full profit recognition, the Company accounts foe transactions in accordance with the methodsfgmkon SFAS No. 66. For sales
transactions with continuing involvement after ade, if the continuing involvement with the prayes limited by the terms of the sales
contract, profit is recognized at the time of sabel is reduced by the maximum exposure to losgeckta the nature of the continuing
involvement. Sales to entities in which the Comphay or receives an interest are accounted fardardance with partial sale accounting
provisions as set forth in SFAS No. 66.

For sales transactions that do not meet sale ierésrset forth in SFAS No. 66, the Company evehitite nature of the continuing
involvement, including put and call provisionspiesent, and accounts for the transaction as ading arrangement, profit-sharing
arrangement, leasing arrangement or other altematkod of accounting, rather than as a sale, basdioe nature and extent of the continuing
involvement. Some transactions may have numercussfof continuing involvement. In those cases,Gbenpany determines which methoc
most appropriate based on the substance of theairtan.

If the Company has an obligation to repurchasetbperty at a higher price or at a future indeteable value (such as fair market
value), or it guarantees the return of the bug/awvestment or a return on that investment foex@ended period, the Company accounts for
transaction as a financing transaction. If the Canyphas an option to repurchase the property @teehprice and it is likely it will exercise
this option, the transaction is accounted for &isancing transaction. For transactions treatefin@ncings, the Company records the amounts
received from the buyer as a financing obligatind aontinues to keep the property and related atsaecorded on its books. The results of
operations of the property, net of expenses ottaer tepreciation (net operating income), are reftas “interest expense” on the financing
obligation. If the transaction includes an obligator option to repurchase the asset at a highes,@dditional interest is recorded to accrete
the liability to the repurchase price. For option®bligations to repurchase the asset at fair etarélue at the end of each reporting period, the
balance of the liability is adjusted to equal thierent fair value to the extent fair value excethdsoriginal financing obligation. The
corresponding debit or credit will be recorded telated discount account and the revised debbdigds amortized over the expected term
until termination of the option or obligation. tfis unlikely such option will be exercised, thartsaction is accounted for under the deposit
method or profit-sharing method. If the Company &a®bligation or option to repurchase at a lowarep the transaction is accounted for as a
leasing arrangement. At such time as these repseabialigations expire, a sale will be recorded gaid recognized.

If the Company retains an interest in the buyernodides certain rent guarantees or other fornsupport where the maximum
exposure to loss exceeds the gain, the Companyatctor such transaction as a profit-sharing ajeament. For transactions treated as profit-
sharing arrangements, the Company records a fstudittng obligation for the amount of equity contitdd by the other partner and continue
keep the property and related accounts recordetd dooks. The results of operations of the properet of expenses other than depreciation
(net operating income), are allocated to the ogplaemer for its percentage interest and reflecgetta-venture expense” in the Company’s
Consolidated Financial Statements. In future periadsale is recorded and profit is recognized whememaining maximum exposure to loss
is reduced below the amount of gain deferred.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued
Lease Incentives

The Company accounts for lease incentive costg;wédnie payments made to or on behalf of a tenaau &scentive to sign the lease, in
accordance with FASB Technical Bulletin (FTB) 884ssues Relating to Accounting for Leases.” Thessts are capitalized in deferred
leasing costs and amortized on a straight-linesbager the respective lease terms as a reductieentdl revenues.

Discontinued Operations

Properties that are sold or classified as held&te are classified as discontinued operationsdnrdance with SFAS No. 144 and EITF
Issue No. 03-13, “Applying the Conditions of Pasggr 42 of FASB Statement No. 144 in Determining Wéeto Report Discontinued
Operations,” (effective beginning in 2005) providbdt (1) the operations and cash flows of the erypwill be eliminated from the ongoing
operations of the Company and (2) the Companynaiilhave any significant continuing involvementlie operations of the property after it is
sold. Interest expense is included in discontinpekations if the related loan securing the sotgberty is paid off or assumed by the buyer in
connection with the sale. If the property is s@dtjoint venture in which the Company retainsrdariest, the property will not be accountec
as a discontinued operation due to the Compangtsfgiant ongoing interest in the operations thitoitg joint venture interest. If the Company
is retained to provide property management, leaaimijor other services for the property owner dfiersale, the property generally will be
accounted for as discontinued operations becagsexibected cash flows related to these managemdméeasing activities will generally not
be significant in comparison to the cash flows fribva property prior to sale.

Minority Interest

Minority interest in the accompanying Consolidakédancial Statements relates primarily to the owhigr by various individuals and
entities other than the Company of Common UnithéOperating Partnership and, beginning Janua2@d6 as described below, the 50.0%
interest in a consolidated affiliate, Highwoods-kerAssociates, LLC (“Markel”), and the 7.0% equiityerest in two consolidated ventures
formed during 2006 with Real Estate Exchange Ses/{tREES”) as described below. As of Decembe2B0g, the minority interest in the
Operating Partnership consisted of approximatétyrdillion Common Units. Minority interest in thetiacome of the Operating Partnership is
computed by applying the weighted average percerté@ommon Units not owned by the Company duriveggteriod (as a percent of the ti
number of outstanding Common Units) to the Opegalartnership’s net income after deducting distiins on Preferred Units. The result is
the amount of minority interest expense (or incoreeprded for the period. In addition, when a mityarnitholder redeems a Common Unit
for a share of Common Stock or cash, the minonitgrest is reduced and the Company’s share in ega@ing Partnership is increased. At the
end of each reporting period, the Company detersnine amount that represents the minority unithsldghare of the net assets (at book ve
of the Operating Partnership and compares this atrtoithe minority interest balance that resulte transactions during the period
involving minority interest. The Company adjuste thinority interest liability to the computed shafenet assets with an offsetting adjustment
to the Company’s paid in capital.

Beginning January 1, 2006, the Company began twrdeninority interest upon consolidation of Markal50.0% owned affiliate, as a
result of the Company’s adoption of EITF Issue B-5. Accordingly, the Consolidated Balance Shéedaauary 1, 2006 included
approximately $44 million of real estate assets pf@ccumulated depreciation, and other assetsapproximately $39 million in mortgages
and notes payable and other liabilities, with tmaining effects primarily to investments in unaditated affiliates and to minority interest.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued

The organizational documents of Markel requireehtty to be liquidated through the sale of itseéssipon reaching December 31, 2!
As controlling partner, the Company has an oblarato cause this property-owning entity to disttéproceeds of liquidation to the minority
interest partner in these partially owned propsrtiely if the net proceeds received by the entiiynfthe sale of its assets warrant a distribution
as determined by the agreement. In accordancethdttisclosure provisions of SFAS No. 150, “Accanmtfor Certain Financial Instruments
with Characteristics of both Liabilities and Equi{§SFAS No. 150”), the Company estimates the vafieninority interest distributions would
have been approximately $12.1 million had the egen liquidated as of December 31, 2006. Thisastd settlement value is based on
estimated third party consideration realizablet®y entity upon a hypothetical disposition of thegarties and is net of all other assets and
liabilities. The amount of any actual distributiciesthe minority interest holder in this entitydsficult to predict due to many factors, includi
the inherent uncertainty of real estate salefidfentity’s underlying assets are worth less tharunderlying liabilities on the date of such
liguidation, the Company would have no obligatiomgmit any consideration to the minority interesider.

In the fourth quarter of 2006, the Company entémemlan agreement with REES to ground lease cediwelopment land to special
purpose entities owned by REES. Under the agreerR&ES will contribute 7% of the costs of constingtproperties on this land not to
exceed $4.0 million outstanding at any time. REESgenerally earn an agreed fixed return for kemomic investment in these entities. The
balance of development costs will be funded bydtparty construction loans. Until such third partnstruction loans are obtained, the
remaining 93% of costs are being loaned by the Gompo the entities. Subject to the exercise adfiralpase option, it is expected that the
properties will be acquired by the Company in tiieife at an amount generally equal to the actualdpment costs incurred plus the fixed
return earned by REES for its economic investmetitése entities. As the Company is consideregtingary beneficiary, the Company
consolidates these entities in accordance with48{R). These entities will be re-evaluated for @iynbeneficiary status when the entities
undertake additional activity, such as placingdbeelopment projects in-service. REES’s investnirettie entities is included in minority
interest as shown in the tables below. All cost®tm the entities and other related fees have leapansed as incurred.

Following is minority interest as reflected in tBempany’s Consolidated Statements of Income and@iniated Balance Sheets:

Years Ended December 31,

2006 2005 2004
Amount shown as minority interest in continuing @®ns (1) $(2,22¢) $ 475  $1,02¢
Amount related to income from discontinued operst (339) (1,229 (2,049
Amount related to gain on sale of discontinued apens (1,229  (2,52%) (323)

Total minority interes $(3,78Y)  $(3,280) $(1,345

(1) 2006 includes $0.6 million related to the consdbdeentities other than the Operating Partner:

December 31,

2006 2005
Minority interest in the Operating Partners $76,84¢ $94,13¢
Minority interest in Marke 2,11¢ —
Minority interest in REES 76C —
Total minority interes $79,72¢ $94,13:
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued
Investments in Joint Ventures

The Company accounts for its investments in leas thajority owned joint ventures, partnerships lémded liability companies under
the equity method of accounting when, in accordavitte EITF 04-5, the Company’s interests represegéneral partnership interest but
substantive participating rights or substantivelaat rights have been granted to the limited gagmor when the Company’s interests do not
represent a general partnership interest and thep@oy does not control the major operating anchfired policies of the entity. These
investments are initially recorded at cost, as $tiwents in unconsolidated affiliates, and are sylsetly adjusted for the Company’s share of
earnings and cash contributions and distributidiesthe extent the Company’s cost basis at formasfdhe joint venture is different than the
basis reflected at the joint venture level, thasd#dference is amortized over the life of theatetl asset and included in the Compargyiare ¢
equity in earnings of unconsolidated affiliates.

From time to time, the Company contributes readtesassets to a joint venture in exchange for abawation of cash and an equity
interest in the venture. The Company assesses atietias continuing involvement in the joint veretas defined in SFAS No. 66 and
accounts for the transaction according to the eadad extent of such involvement. If substantiallythe risks and rewards of ownership have
transferred and there are no other activities whiohld represent continuing involvement with thegerty, a gain is recognized to the extel
the third party investor’s interest and the Compacogounts for its interest in the joint venture emnthe equity method of accounting as an
unconsolidated affiliate as described in the prempgaragraph. If substantially all the risks aadiards of ownership of the property have not
transferred or there are activities which wouldrespnt continuing involvement with the property thansaction is accounted for as a finan
or profit-sharing arrangement, leasing arrangement or otteenate method of accounting other than as a aalegquired by SFAS No. 66. ¢
also “Sales of Real Estate” above.

Additionally, the joint ventures will frequently bmw money on their own behalf to finance the asijioin of, and/or leverage the return
upon, the properties being acquired by the joimtwees or to build or acquire additional buildin§sich borrowings are typically on a non-
recourse or limited recourse basis. The Compangrgély is not liable for the debts of its joint wares, except to the extent of the Company’s
equity investment, unless the Company has dirgetiranteed any of that debt (see Note 15 for fudisgussion). In most cases, the Comg
and/or its joint venture partners are requireduargntee customary limited exceptions on non-resslorans.

Rental and Other Revenues

In accordance with GAAP, rental revenue is recogghian a straight-line basis over the terms of éspective leases. This means that,
with respect to a particular lease, actual amobifiesd in accordance with the lease during any gigeriod may be higher or lower than the
amount of rental revenue recognized for the peisirchight-line rental revenue is commenced wheneahant assumes possession of the leasec
premises. Accrued straight-line rents receivabpeagents the amount by which straight-line rer@aénue exceeds rents currently billed in
accordance with lease agreements. Terminationdi@egecognized as revenue when the following fomddions are met: a fully executed
lease termination agreement has been deliveredetiamt has vacated the space; the amount of éhis teeterminable; and collectibility of the
fee is reasonably assured.

Property operating cost recoveries from tenantggst reimbursements) are determined on a leadedsg- basis. The most common
types of cost reimbursements in the Company’s feas common area maintenance (“CAM”) and reatestxes, where the tenant pays its
pro-rata share of operating and administrative egpe and real estate taxes.
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1. D ESCRIPTION OF B USINESS ANDS IGNIFICANT A CCOUNTING P oLicies —Continued

The computation of property operating cost recowecgme from tenants is complex and involves numejadgments, including the
interpretation of terms and other tenant leaseipi@mvs. Leases are not uniform in dealing with scast reimbursements and there are many
variations in the computation. Many tenants makatimy fixed payments of CAM, real estate taxes athebr cost reimbursement items. The
Company records these payments as income each nidgr&lCompany makes adjustments, positive or negat cost recovery income to
adjust the recorded amounts to the Company’s Iséist&e of the final amounts to be billed and aibfe with respect to the cost
reimbursements. After the end of the calendar ytharCompany computes each tenant’s final costlr@isements and, after considering
amounts paid by the tenants during the year, isaum or credit for the appropriate amount to teeant. The differences between the amounts
billed less previously received payments and tloeust adjustment are recorded as increases orais¢o cost recovery income when the
final bills are prepared, usually beginning in Maend completed by mid-year.

Allowance for Doubtful Accounts

Accounts receivable are reduced by an allowancarfaunts that may become uncollectible in the &utlihe Company’s receivable
balance is comprised primarily of rents and opagatiost recoveries due from tenants as well asiadcstraight-line rents receivable. The
Company regularly evaluates the adequacy of itsvahce for doubtful accounts. The evaluation pritpaonsists of reviewing past due
account balances and considering such factorseasdidit quality of the tenant, historical trendishe tenant and/or other debtor, current
economic conditions and changes in customer payteems. Additionally, with respect to tenants imkauptcy, the Company estimates the
expected recovery through bankruptcy claims anckases the allowance for amounts deemed uncolkectilthe Company’s assumptions
regarding the collectibility of accounts receivablel accrued straight-line rents receivable pragerrect, the Company could experience
write-offs of accounts receivable or accrued stralme rents receivable in excess of its allowafaredoubtful accounts.

Cash Equivalents
The Company considers highly liquid investmentsaih original maturity of three months or less wperchased to be cash equivale

Restricted Cash

Restricted cash includes security deposits fobmpany’s commercial properties and constructidated escrows. In addition, the
Company maintains escrows and reserves, debt egreial estate taxes and property insurance esteblipursuant to certain mortgage
financing arrangements and to un-encumber a sequogerty.

Income Taxes

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of
1986, as amended (the “Code”). A corporate REE lisgal entity that holds real estate assets analjgh the payment of dividends to
stockholders, is generally permitted to reducevoidaithe payment of federal and state income takxéise corporate level. To maintain
qualification as a REIT, the Company is requiredidribute to its stockholders at least 90.0%®fnhnual REIT taxable income, excluding
capital gains. The minimum dividend per share off@wn Stock required for the Company to maintaifREST status (excluding any net
capital gains) was $0.24 per share in 2005. Aggeedi@idends paid on Preferred Stock exceeded R&E{d@ble income (excluding capital
gains) in 2006, which resulted in no required divid on Common Stock in 2006 for REIT qualificatiprposes. Continued qualification as a
REIT depends on the Company’s ability to satis& dividend distribution tests, stock ownership rsgaents and various other qualification
tests prescribed in the Code. The Company condectain business activities through a taxable R&ifsidiary, as permitted under the Code.
The taxable REIT subsidiary is subject to fedenal state income taxes on its net taxable incometem@ompany records provisions for such
taxes, to the extent required, based on its incaoegnized for financial statement purposes, iriolyithe effects of temporary differences
between such income and the amount recognizeafgrurposes.
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The tax basis of the Compasyassets (net of accumulated tax depreciation madtization) and liabilities was approximately $biftion
and $1.6 billion, respectively, at December 31,8280d was approximately $2.2 billion and $1.5 dillirespectively, at December 31, 2005.

No provision has been made pursuant to SFAS Naq.“P@@ounting for Income Taxes” (“SFAS No. 109")rffederal and state income
taxes during the years ended December 31, 2006, &0 2004 because the Company qualified as a REdfFibuted the necessary amount of
taxable income and, therefore, incurred no incameskpense during the periods. The taxable REITididsy has operated at a cumulative
taxable loss through December 31, 2006 of appraeiyn&9.3 million and has paid no income taxessesiite formation. In addition to the $3.6
million deferred tax asset for these cumulativeltess carryforwards, the taxable REIT subsidiaspdiad net deferred tax liabilities of
approximately $1.0 million comprised primarily @ixtversus book basis differences in certain investmiand depreciable assets held by the
taxable REIT subsidiary. Because the future taxebeof all of the cumulative losses is not assutbd approximate $2.6 million net deferred
tax asset position of the taxable REIT subsidiay Ibeen fully reserved as management does novédhiat it is more likely than not that the
net deferred tax asset will be recognized. Accaigimo tax benefit has been recognized in the mpamying Consolidated Financial
Statements. The tax benefit of the cumulative lwsseild be recognized for financial reporting pwgmin future periods to the extent the
taxable REIT subsidiary generates sufficient tagd@ttome. If the Company decided to sell certaopprties acquired in prior years, the
Company would incur a corporate-level tax undettiSecd 374 of the Internal Revenue Code on the {iigain relating to such properties
unless such properties were sold in a tax-freeaxgd under Section 1031 of the Internal Revenue @odnother tax-free or tax-deferred
transaction. This situation only applies to aseeifinally acquired through the merger with J.CciNils Company in July 1998 or from like-
kind exchanges of those assets. The tax under&ek3i74 will not apply to any of such assets stithed by the Company after July 2008.

See Impact of Newly Adopted and Issued Accountitegn@ards below for discussion of the effect of FAB®&rpretation No. 48 (“FIN
48"), “Accounting for Uncertainty in Income Taxesih the Company’s future accounting for income taxes

Concentration of Credit Risk

Management of the Company performs ongoing creitluations of its tenants. As of December 31, 2006 properties (excluding
residential units) to which the Company and/or@perating Partnership directly or indirectly hotide and has all of the ownership rights (the
“Wholly Owned Properties”) were leased to 1,95&it&s in 12 geographic locations. The Company'srtenangage in a wide variety of
businesses. No single tenant of the Company’s Wilned Properties generated more than 6.8% dftmpany’s consolidated revenues
during 2006. In addition, as described in Noteid&onnection with various real estate sales tretitgas, the Company has guaranteed to the
buyers the rental income during various futureqasidue from Capital One Services, Inc., a subsidibCapital One Financial Services, Inc.
The maximum exposure under these guarantees réta€@apital One Services, Inc. aggregated $4.Janikit December 31, 2006.
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Employee Benefit Plans and Stock-Based Compensation

On January 1, 2003, the Company adopted the faievaethod of accounting for stock-based compemsatnder SFAS No. 123,
“Accounting for Stock-Based Compensation.” Priottat time, the Company followed Accounting PriegppBoard Opinion No. 25,
“Accounting for Stock Issued to Employees” (“APB"R&Nd related interpretations.

Under SFAS No. 123, the fair value of a stock apt®estimated using an optignicing model that takes into account as of thengdate
the exercise price and expected life of the optilba,current price of the underlying stock anceitpected volatility, expected dividends on the
stock and the riskree interest rate for the expected term of théopSFAS No. 123 provides examples of possibleipgi models and includ
the Black-Scholes pricing model, which the Comphay elected to use. The Black-Scholes model waslajged for use in estimating the fair
value of traded options that have no vesting r&gtns and are fully transferable rather than fag in estimating the fair value of employee
stock options subject to vesting and transferahiéstrictions. The Company applied the prospeatie¢hod of accounting and expenses all
employee stock options (and similar awards) issaredr after January 1, 2003 over the vesting pdvamkd on the fair value of the award on
the date of grant using the Black-Scholes valuatiodel.

In December 2004, the FASB issued SFAS No. 123@tare-Based Paymentyhich revised SFAS No. 123. SFAS No. 123(R) res
compensation costs related to share-based payraesattions to be recognized in the financial statgs and forfeitures to be estimated at the
grant date rather than as they occur. The Compasgdits estimated forfeiture rate on historicdifitures of all stock option grants. The
Company adopted SFAS No. 123(R) effective Janua@p@6 using the modified-prospective method argliep the provisions of SFAS
No. 123(R) to all sha-based compensation. The adoption of SFAS No. 12@i(Rnot have any material effects on the Compsngsults of
operations for the year ended December 31, 2006.

Had the compensation cost for options issued befaneary 1, 2003 accounted for under APB 25 betrdined based on the fair vali
at the grant dates for awards granted between dahua995 and December 31, 2002, consistent Witptrovisions of SFAS No. 123(R), the
Company’s net income and net income per sharef@b 2nd 2004 would have decreased to the pro famaunts indicated below. Because
options issued prior to January 1, 2002 were veatedfully expensed by December 31, 2005, and lsecaptions issued in 2002 were granted
on March 1 and had only two months of expense 062€he impact on 2006 net income of adopting dlsect of SFAS No. 123(R) is not
material.

Years Ended December 31,

2005 2004
Net income available for common stockhold- as reportes $ 30,94¢ $ 10,72¢
Add: Stock option expense included in reportedimaime 484 341y
Deduct: Total stock option expense determined ufadevalue recognition method for all awal (727) (784) o

Pro forma net income available for common stockérd 30,70¢ 10,28:

$ $
Basic net income per common sh- as reportel $ 0.5¢ $ 0.2
Basic net income per common sh- pro forma $ 0.57 $ 0.1¢
$ $
$ $

Diluted net income per common shi- as reportes 0.5¢ 0.2C
Diluted net income per common shi- pro forma 0.57 0.1¢

(1) Amounts include the effects of accounting for dend equivalent right:

Dividends paid on all outstanding restricted stank non-forfeitable to the recipient and are paith@ same rate and on the same date as
on shares of Common Stock, whether or not vestedd@&hds on shares that are forfeited are accouoteals compensation expense with a
corresponding credit to retained earnings.
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Awards denominated in cash amounts granted in gdars under the Company’s Shareholder Value Rlenaccounted for as liability
awards.

Derivative Financial Instruments

The Company’s interest rate risk management olestare to limit the impact of interest rate change earnings and cash flows and to
lower overall borrowing costs. To achieve thesectiyes, from time to time the Company may ent&y interest rate hedge contracts such as
collars, swaps, caps and treasury lock agreememtisier to mitigate its interest rate risk withpest to various debt instruments. The Comg
does not hold these derivatives for trading or sfaive purposes.

SFAS No. 133, “Accounting for Derivative Instrumemind Hedging Activities” (“SFAS No. 133”), as anded by SFAS No. 149,
“Amendment of Statement 133 on Derivative Instrutaeamd Hedging Activities,” requires the Companyegoognize all derivatives on the
balance sheet at fair value. Derivatives that atehedges must be adjusted to fair value througbnre. If the derivative is a hedge, depending
on the nature of the hedge, changes in the fairevaf the derivative will either be offset agaitie change in fair value of the hedged assets,
liabilities or firm commitments through earningsvaitl be recognized in Accumulated Other Comprelsntoss (“AOCL”") until the hedged
item is recognized in earnings. The ineffectivetiporof a derivative’s change in fair value is rgonized in earnings.

To determine the fair value of derivative instrunsethe Company uses a variety of methods and ggsms that are based on market
conditions and risks existing at each balance sfetet For the majority of financial instruments;luding most derivatives, standard market
conventions and techniques such as discountedfloaslanalysis, option pricing models, replacemesgt@nd termination cost are used to
determine fair value. All methods of assessingValue result in a general approximation of valhrd such value may never actually be
realized.

On the date that the Company enters into a deviyatntract, the Company designates the derivasvd) a hedge of the variability of
cash flows that are to be received or paid in cotiore with a recognized liability (a “cash flow” tige), (2) a hedge of changes in the fair value
of an asset or a liability attributable to a parkie risk (a “fair value” hedge) or (3) an instrumi¢hat is held as a non-hedge derivative. Change:
in the fair value of highly effective cash flow tge, to the extent that the hedges are effectreaegorded in AOCL, until earnings are
affected by the hedged transaction (i.e., untilquic settlements of a variable-rate liability aeeorded in earnings). Any hedge ineffectiveness
(which represents the amount by which the chang#sei fair value of the derivative exceed the \liig in the cash flows of the transaction)
is recorded in current-period earnings. For derregtdesignated as fair value hedges, changeeg ifathvalue of the derivative and the hedged
item related to the hedged risk are recognizediireat-period earnings. Changes in the fair vafugon-hedging instruments are reported in
current-period earnings.

The Company formally documents all relationshipsveen hedging instruments and hedged items asawétb risk-management
objective and strategy for undertaking various feetignsactions. This process includes linking @thdtives that are designated as cash flow
hedges to (1) specific assets and liabilities enblance sheet or (2) forecasted transactionsCohgany also assesses and documents, t
the hedging instrument’s inception and on an ongbiasis, whether the derivatives that are use@digimg transactions are highly effective in
offsetting changes in cash flows associated wighhttbdged items. When the Company determines tiextvaative is not (or has ceased to be)
highly effective as a hedge, the Company discorsrhedge accounting prospectively.

The Company is exposed to certain losses in thetefenonperformance by the counter party underatgtanding hedge contracts. The
Company expects the counter parties, which aremfiagncial institutions, to perform fully underysuch contracts. However, if any counter
party was to default on its obligation under arrest rate hedge contract, the Company could héresbjto pay the full rates on its debt, eve
such rates were in excess of the rate in the atintra
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Earnings Per Share

The Company computes earnings per share in acamedeith SFAS No. 128, “Earnings per Share” (“SFA& 128”).Basic earnings p:
share is computed by dividing net income availdtecommon stockholders by the weighted averagelmuraf shares of Common Stock
outstanding. Diluted earnings per share is complyedividing net income available for common staoklers plus minority interest in the
Operating Partnership by the weighted average nuoftehares of Common Stock plus the dilutive dffefaoptions, warrants and convertible
securities outstanding, including Common Unitspgghe “treasury stock” method. Earnings per siate is required for all periods for which
an income statement or summary of earnings is ptedeincluding summaries outside the basic fir@rstatements.

Impact of Newly Adopted and Issued Accounting Stanards

In May 2005, the FASB issued SFAS No. 154, “AccingnChanges and Error Corrections” (SFAS No. 15#g Statement replaces
Accounting Principles Board Opinion No. 20, “Acctimg Changes” (APB Opinion No. 20) and Statemerfiafincial Accounting Standard
No. 3,“Reporting Accounting Changes in Interim Finan@#htements” and changes the requirements for dwuating for and reporting of a
change in accounting principle. APB Opinion No.®28viously required that most voluntary changeadoounting principle be recognized by
including in net income of the period of the chatige cumulative effect of changing to the new aatimg principle. This Statement requires
retrospective application to prior periods’ finaalcdtatements of changes in accounting principi&ess it is impracticable to determine either
the period-specific effects or the cumulative effefcthe change. The Statement was effective fgrameounting changes and corrections of
errors made on or after January 1, 2006 and hadfact on the Company’s 2006 Consolidated Finarigiatements.

In June 2006, the FASB issued FASB Interpretation48 (“FIN 48”), “Accounting for Uncertainty in tome Taxes, an interpretation of
SFAS No. 109,” which clarifies the accounting farcertainty in income taxes recognized in an enisgw financial statements in accordance
with SFAS No. 109. FIN 48 prescribes a comprehensiodel for how companies should recognize, meapuesent and disclose in their
financial statements uncertain tax positions takeexpected to be taken in an income tax returnttiase benefits recognized, a tax position
must be more-likely-than-not to be sustained baséely upon the technical merits of the positionclStax positions shall initially and
subsequently be measured as the largest amouwsnt b&nhefit that, on a cumulative basis, is gretien 50% likely of being realized upon
ultimate settlement with the tax authority assunihmgt the taxing authority has full knowledge of thosition and all relevant facts. FIN 48 is
effective for the Company’s fiscal year beginniaguJary 1, 2007. The Company has preliminarily asskthe effect of adopting FIN 48 and
expects to record a liability for approximately $illion as of January 1, 2007 with an offsettognulative effect adjustment recorded to the
beginning balance of retained earnings, which gest to revision as management completes its aisaly

In September 2006, the FASB issued SFAS No. 155y Value Measurements” (“SFAS No. 157”). SFAS N7 defines fair value,
establishes a framework for measuring fair valu expands disclosures about fair value measurem@h#fsS No. 157 becomes effective for
the Company on January 1, 2008. The Company igwmtlyrevaluating the impact SFAS No. 157 may havéofinancial condition and resu
of operations.

In September 2006, the SEC released Staff Accogitiriletin No. 108 (“SAB 108"), which addresses htne effects of prior year
uncorrected misstatements should be considered gunemtifying misstatements in current year finahsiatements. SAB 108 requires
companies to quantify misstatements using bottbéh@nce sheet and income statement approaches amdltiate whether either approach is
material. If, in transition, in evaluating misstaents following an approach not previously usedhgyCompany, the effect of initial adoptiot
determined to be material, SAB 108 allows compatdescord that effect as a cumulative effect adjest to beginning retained earnings.
requirements of initially applying this guidance &ffective for annual financial statements cowgtime first fiscal year ending after
November 15, 2006. The adoption of SAB 108 in 2@i@6not have an effect on the Comp’s financial condition and results of operations.
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In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finandabilities” (“SFAS
No. 15¢"), which permits all entities to choose to measeligible items at fair value at specified electitates. SFAS No. 159 becomes
effective for the Company on January 1, 2008. Tam@any is currently evaluating the impact SFAS Mg may have on its financial
condition and results of operations.

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

The Company has various joint ventures with uneglatvestors and has retained minority equity egts ranging from 12.5% to 50.0%
in these joint ventures. The Company generally aetofor its unconsolidated joint ventures using ehuity method of accounting. As a res
the assets and liabilities of the joint venturasWbich the Company uses the equity method of attog are not included on the Company’s
consolidated balance sheet.

The Company has had four consolidated joint vestu8&-HIW Harborview Plaza, LP is accounted foa &isancing arrangement
pursuant to SFAS No. 66, as described in Note 3:IM@&, LLC was accounted for as a financing arrangehpursuant to SFAS No. 66 as
described in Note 3; The Vinings at University Gent.LC was consolidated pursuant to FIN 46(R) escdbed further below until late 2006
upon the sale of the venture’s assets and disimibaff its net cash assets to its partners; anck®lds consolidated beginning January 1, 2006
pursuant to EITF 04-5, as discussed in Note 1.

Investments in unconsolidated affiliates consistethe following as of December 31, 2006:

Ownership
Total Rentable

Joint Venture Location of Properties Square Feet (00C Interest
Board of Trade Investment Compa Kansas City, MC 16€ 49.(%
Dallas County Partners I, L Des Moines, IA 641 50.(%
Dallas County Partners II, L Des Moines, IA 272 50.(%
Dallas County Partners Ill, L Des Moines, 1A 7 50.(%
Fountain Thre Des Moines, |A 78t 50.(%
RRHWoods, LLC Des Moines, IA 80C(1) 50.(%
Kessinger/Hunter, LL( Kansas City, MC — © 26.5%
4600 Madison Associates, LL Kansas City, MC 262 12.5%
Plaza Colonnade, LL! Kansas City, MC 29C 50.(%
Highwoods DLF 98/29, LP Atlanta, GA; Charlotte, NC;

Greensboro, NC; Raleigh,

NC; Orlando, FL; Baltimore, ML 1,19¢ 22.8%
Highwoods DLF 97/26 DLF 99/32, LP Atlanta, GA; Greensboro, NC;

Orlando, FL 822 42.%
Highwoods KC Glenridge Office, L Atlanta, GA 18t 40.(%
Highwoods KC Glenridge Land, L Atlanta, GA — 40.(%
HIW-KC Orlando LLC Orlando, FL 1,27: 40.(%
Concourse Center Associates, L Greensboro, N( 11€ 50.(%
Weston Lakeside, LL( Raleigh, NC — 50.(%
Total 6,82((a)

(1) This joint venture also owns 418 rental residentiats.

(2) This joint venture provides property managemeiisileg, construction and brokerage services to Wtialned Propertie:

(3) This joint venture was constructing 332 renggidential units at December 31, 2006. These a8s=t sold in February 2007 as

described below

(4) Excludes properties held by consolidated joint uegg totaling 618,000 square fe
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Combined summarized financial information for then@pany’s unconsolidated joint ventures is as folow

December 31,

2006 2005
Balance Sheets
Assets:
Real estate, net of accumulated deprecic $672,86¢ $710,43:
Other asset 103,97( 106,38:
Total asset $776,83¢ $816,81:
Liabilities and Partners’ and Shareholder’ Equity:
Mortgage deb() $575,45. $573,42!
Other liabilities 29,43( 34,51
Partner’ and sharehold€e’ equity 171,957 208,87!
Total Liabilities and Partne’ and Shareholde’ Equity Assets $776,83¢ $816,81:
The Compan’s share of historical partn’ and shareholde’ equity $ 43,047 $ 58,40(
Net excess of cost of investments over the net vabke of underlying net assets (net of accumuldegateciation o
$2,049 and $1,814, respective() 10,78; 10,84
Carrying value of investments in unconsolidatedtjeientures(3) $ 53,83« $ 69,24
The Compan’s share of unconsolidated t-recourse mortgage de() $244,97F  $243,24°
(1) The Compan’s share of the mortgage debt through maturity &eaember 31, 2006 is as follov
2007 $ 3,817
2008 4,717
2009 8,34
2010 23,517
2011 6,117
Thereaftel 198,46!
$244,97!

(2)

3)

The Company generally is not liable for any of ttebt, except to the extent of its investment, ssthe Company has directly guaran
any of the debt (see Note 15). In most cases, timep@ny and/or its strategic partners are requoegliarantee customary limited
exceptions on non-recourse loans.

This amount represents the aggregate differeneecleatthe Compar's historical cost basis and the basis reflectédeafoint venture

level, which is typically amortized over the lifethe related asset. In addition, certain acquisitiransaction and other costs may not be
reflected in net assets at the joint venture le

During the third quarter of 2006, three of the Camy's joint ventures located in Des Moines, lowa maakhdlistributions aggregatil
$17.0 million in connection with a debt refinanciffidne Company received 50.0% of such distributiéssa result of these distributions,
the Company’s investment account in these jointwes became negative. Although the new debt isracourse, the Company and its
partner have guaranteed other debt and have cardtadbligations to support the joint ventures, evhare included in the Guarantees and
Other Obligations table in Note 15. Therefore,éna@dance with SOP 78-9 “Accounting for InvestméntReal Estate Ventures,” the
Company recorded the distributions as a reductigdheoinvestment account and included the resuliegative investment balances of
$6.5 million in accounts payable, accrued expeasésother liabilities in the Consolidated Balanbe& at December 31, 20(
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Years Ended December 31

2006 2005 2004
Income Statements
Revenues $139,51. $141,77% $115,82¢
Expenses:
Operating expenst 60,63¢ 58,69: 48,01¢
Depreciation and amortizatic 29,00 29,73¢ 24,357
Interest expense and loan cost amortize 33,76¢ 34,68: 27,76«
Loss on debt extinguishme 1,44¢ — —
Total expense 124,86. 123,11. 100,13¢
Net income $ 14,65( $ 18,66: $ 15,68¢
The Company's share of:
Net income $ 6841 $ 930 $ 7,39¢
Depreciation and amortization (real estate rele $ 11,190 $ 10,98¢ $ 9,04«
Interest expense and loan cost amortize $ 14,17C $ 1457 $ 11,46¢
Loss on debt extinguishme $ 7248 — ¢ —

The following summarizes the formation and printigetivities of the Company’s unconsolidated joiehtures.

Board of Trade Investment Company; Kessinger/Huntey LLC; 4600 Madison Associates, LP

The Company has a 49.0% interest in Board of Thadestment Company, a 26.5% interest in Kessingertet, LLC and a 12.5%
interest in 4600 Madison Associates, L.P. The Camipsithe property manager for the Board of Tradeestment Company and 4600 Madi
Associates, L.P. joint ventures, for which it rees property management fees. In addition, KessiHgeter, LLC, which is managed by the
Company’s partner, provides property managemeasjrg and brokerage services and provides centaistiziction related services to certain
Wholly Owned Properties of the Company. Kessingentidr, LLC received $2.3 million, $1.2 million a8.7 million from the Company for
these related services in 2006, 2005, and 200gectsely.

Des Moines Joint Ventures

The Company has a 50.0% ownership interest iniassef joint ventures with R&R Investors (the “Didsines Joint Ventures”) relating
to properties in Des Moines, lowa.

Highwoods DLF 98/29, L.P.

The Company has a 22.81% interest in a joint venfilie “DLF | Joint Venture”) with Schweiz-DeutsahtdUSA Dreilander Beteiligun
Objekt DLF 98/29-Walker Fink-KG (“DLF”). The Compwris the property manager and leasing agent obttfe | Joint Venture’s properties
and receives customary management and leasingAetge formation of this joint venture, the amoitF contributed in cash to the venture
was determined to be in excess of the amount redjbiased on its ownership interest and on the figeded-upon value of the real estate
assets. The Company agreed to repay this amoitRmver 14 years. The payments of $7.2 millionevdiscounted to net present value of
$3.8 million using a discount rate of 9.62% spedifin the agreement. Payments of $0.5 million wea€ele in each of the years ended
December 31, 2006, 2005 and 2004, of which $0.Bamiin each year represented imputed interestresgaeThe balance at December 31, 2
is $2.6 million, which is included in other liahiés.

Highwoods DLF 97/26 DLF 99/32, L.P.

The Company has a 42.93% interest in a joint ventilre “DLF 1l Joint Venture”) with Dreilander-Foa®7/26 and 99/32 (“DLF II").
The Company is the property manager and leasingtadé¢he DLF 1l Joint Venture's properties ande®es customary management and
leasing fees.
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Concourse Center Associates, LLC and Plaza ColonnadLLC

The Company has 50.0% interests in Concourse CAsgzrciates, LLC and Plaza Colonnade, LLC. Unrdlatgestors own the
remaining 50.0% ownership interest in the jointtuees. The Company is the manager and leasing &yetite properties and receives
customary management fees and leasing commissions.

MG-HIW Development Joint Ventures

On July 29, 2003, the Company entered into an n@tgreement with its joint venture partner, Mil&obal, to acquire Miller Global’s
50.0% interest in the assets encompassing 87,8&2es€eet of property and 7.0 acres of developraent (zoned for the development of
90,000 square feet of office space) of MG-HIW Metest |, LLC and MG-HIW Metrowest Il, LLC for $3.2illion. On March 2, 2004, the
Company exercised its option to acquire its palsrad.0% equity interest in the assets of MG-HIWtMwest |, LLC and MGHIW Metrowes
I, LLC for $3.2 million, to bring its ownership terest in these entities to 100.0%. At that tirhe, Eompany consolidated the assets and
liabilities and recorded revenues and expensdsesktentities on a consolidated basis. A $7.4aniltionstruction loan to fund the developn
of this property, of which $7.3 million was outstiimg at December 31, 2003, was paid in full byG@wenpany at closing.

Highwoods KC Glenridge Office, LP and Highwoods KCGlenridge Land, LP

On February 25, 2004, the Company and Kapital-ClorstEuropean investment firm, formed these twotwees, which on
February 26, 2004 acquired from a third party Giige Point Office Park, consisting of two officeildings aggregating 185,100 square feet
and 2.9 acres of development land, located in #&r@l Perimeter sub-market of Atlanta. The Compaomtributed $10.0 million to the joint
ventures in return for 40.0% equity interests ithbeentures and Kapital-Consult contributed $14iian for 60.0% equity interests. In 2004
Highwoods KC Glenridge Office, LP entered into & $lmillion ten-year secured loan on the officepamies, and upon funding of the loan,
the venture distributed cash of $6.5 million andB%8illion to the Company and to Kapital-Consuttispectively. The Company is the manager
and leasing agent for the office properties andives customary management fees and leasing corongs#t December 31, 2006, the
buildings were 96.6% occupied.

HIW -KC Orlando, LLC

On June 28, 2004, Kapital-Consult, a European tnveist firm, bought a 60.0% interest in HIW-KC Ondian LLC. The Company owns
the remaining 40.0% interest. HIW-KC Orlando, LL@rs five in-service office properties, encompasdirgymillion rentable square feet,
located in the central business district of Orlgrfelorida, which were valued under the joint veatagreement at $212.0 million. The joint
venture borrowed $143.0 million under a ten-yesedirate mortgage loan from a third party lendeéhatime of its formation. In connection
with this transaction, the Company agreed to guagarent to the joint venture for 3,248 rentablgasq feet commencing in August 2004 and
expiring in April 2011. In connection with this gaatee, as of June 30, 2004, the Company inclu@eirillion in other liabilities and reduc
the total amount of gain to be recognized by timesamount. Additionally, the Company agreed to gotee re-tenanting costs for
approximately 11% of the joint venture’s total saqutbotage. The Company recorded a $4.1 milliortingent liability with respect to such
guarantee as of June 30, 2004 and reduced theatotaint of gain to be recognized by the same ambuttte three year period ended
December 31, 2006, the Company paid $3.7 millioreitenanting costs related to this guarantee.cbhéibution was accounted for as a
partial sale as defined by SFAS No. 66 and the Gompecognized a $16.3 million gain in June 20Gdc&the Company has an ongoing
40.0% financial interest in the joint venture aimtte the Company is engaged by the joint ventugrdeide management and leasing services
for the joint venture, for which it receives custmpmanagement fees and leasing commissions, gratigns of these properties were not
reflected as discontinued operations consistertit AS No. 144 and the related gain on sale wadgdad in continuing operations in the
second quarter of 2004.
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2. | NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES —Continued
Weston Lakeside, LLC

On September 27, 2004, the Company and an affdifa@rosland, Inc. (“Crosland”) formed Weston Lakies LLC, in which the
Company has a 50.0% ownership interest. On Jun2(®%, the Company contributed 22.4 acres of ldrathagreed upon value of $3.9 mill
to this joint venture, and Crosland contributedragpmately $2.0 million in cash. Immediately theftes, the joint venture distributed
approximately $1.9 million to the Company and tf@pany recorded a gain of $0.5 million. Croslandhaged and operated this joint vent
which constructed approximately 332 rental resi@énmits in three buildings, at a total estimatedt of approximately $33 million. Crosland
received 3.25% of all project costs other than las@ development fee and 3.5% of the gross revafithe joint venture in management fees.
The joint venture financed the development witt28.8 million construction loan guaranteed by Cmdlarhe Company provided certain
development services for the project and receivied &qual to 1.0% of all project costs excludiagd. The Company has accounted for this
joint venture using the equity method of accounti@g February 22, 2007, the joint venture sold3B2 rental residential units to a third pe
for gross proceeds of $45.0 million. Mortgage delihe amount of $27.1 million was paid off andivas development related costs were .
The Company received a net distribution of $6.liamland may receive a further small and finalriisttion. A gain of approximately $5
million will be recognized by the Company in thesfiquarter of 2007 related to this sale. As ofrbaty 28, 2007, the joint venture is dormant
pending the final distribution to the partners.

Consolidated Joint Ventures:
The following summarizes the formation and printigetivities of the Company’s consolidated joinhtres.

Highwoods-Markel Associates, LLC

In 1999 and 2003, the Company contributed to thi®% owned joint venture a total of four in-servaféce properties located in
Richmond, Virginia aggregating approximately 418,8Qquare feet. Our partner, Markel Corporationupées substantially all of this space for
its own use. The Company is the manager and leasgjegt for the properties and receives customanagement fees and leasing
commissions. As further described in Note 1, thenfany began consolidating the Markel joint veniardanuary 2006 under the provision:
EITF No. 04-5.

SF-HIW Harborview Plaza, LP and MG-HIW, LLC

As further described in Note 3, the Company contell assets to these joint ventures which wereusited for as financing arrangeme
under SFAS No. 66. Accordingly, the assets wermoatinue to be consolidated in the Company’s cadatdd financial statements.

The Vinings at University Center, LLC

On December 22, 2004, the Company and Easlan meestGroup, Inc. (“Easlan”) formed The Vinings atitkrsity Center, LLC. The
Company contributed 7.8 acres of land at an aguped value of $1.6 million to the joint ventureecember 2004 in return for a 50.0%
equity interest. Easlan contributed $1.1 milliorthe form of non-interest bearing promissory ndtes 50.0% equity interest in the joint
venture. Upon formation, the joint venture entargd a $9.7 million secured construction loan tanpdete the construction of 156 residential
units on the 7.8 acres of land. Easlan guarantésd¢donstruction loan. The construction of thedestial units was completed in the first
quarter of 2006. Easlan was the manager and leagimgt for these residential units and receivetbouary management fees and leasing
commissions. The Company has received developraentthroughout the construction project. The Compansolidated this joint venture
from inception under the provisions of FIN 46(Rxhese Easlan had no at-risk equity and the Companid absorb the majority of the joint
venture’s expected losses. On November 1, 2006othieventure sold the residential units to adtparty for gross proceeds of $14.3 million,
paid off the construction note payable and madk désdributions to the partners. The Company resebiv distribution of $2.9 million and
recorded a gain of $1.4 million in the fourth geamf 2006.
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Development, Leasing and Management Fees

As discussed above, the Company receives develdpmanagement and leasing fees for services provmeertain of its joint venture
These fees are recognized as income to the extémt other joint venture partner’s interest angl strown in rental and other revenues, as
follows:

Years Ended December 31,

2006 2005 2004
Development fee $ 98 ¢ 42 $ 171
Management and leasing fe 1,92C 1,96 1,631

Total fees $2,01¢ $2,008 $1,80:

3. F INANCING A RRANGEMENTS

The following summarizes sale transactions in 288 2002 that were or continue to be accountedddinancing arrangements under
paragraphs 25 through 29 of SFAS No. 66 during/dss ended December 31, 2006, 2005 and 2004.

SF-HIW Harborview Plaza, LP

On September 11, 2002, the Company contributeddteidw Plaza, an office building located in Tampkrida, to SFHIW Harborview
Plaza, LP (“Harborview LP"), a newly formed entitig,exchange for a 20.0% limited partnership irdeend $35.4 million in cash. The other
partner contributed $12.6 million of cash and a tean was obtained by the partnership for $22.&anil In connection with this disposition,
the Company entered into a master lease agreenitbnitiarborview LP for five years on the then vacgpéce in the building (approximately
20% of the building); occupancy was 99.6% at Decam®i, 2006. The Company also guaranteed to HagwhP the payment of tenant
improvements and lease commissions of $1.2 millidre Company’s maximum exposure to loss under th&ten lease agreement was $2.1
million at September 11, 2002 and was $0.3 milibBDecember 31, 2006. Additionally, the Companyeiper in Harborview LP was granted
the right to put its 80.0% equity interest in Hardew LP to the Company in exchange for cash attamg during the one-year period
commencing September 11, 2014. The value of tH&8@quity interest will be determined at the tiftattsuch partner elects to exercise it:
right, if ever, based upon the then fair marketigadf Harborview LP’s assets and liabilities le€¥@, which amount was intended to cover the
normal costs of a sale transaction.

Because of the put option and the master leasemgm, this transaction is accounted for as a €imgntransaction as described in Note
1. Accordingly, the assets, liabilities and openadi related to Harborview Plaza, the property owmetlarborview LP, including any new
financing by the partnership, remain in the cortaikd financial statements of the Company. As @treee Company has established a
financing obligation equal to the net equity cdmited by the other partner. At the end of eachntémpperiod, the balance of the financing
obligation is adjusted to equal the greater ofdtiginal financing obligation or the current faialue of the put option discussed above. The
value of the put option was $20.0 million at Decem®1, 2006. This amount is offset by a relatedalist account, which is being amortized
prospectively through September 2014 as intergstrese on financing obligation. The amount of tharficing obligation, net of the discount
amount, related to Harborview LP was $16.2 mill@ariDecember 31, 2006. Additionally, the net incdroen the operations before
depreciation of Harborview Plaza allocable to tBeD86 partner is recorded as interest expense anding obligation. The Company contini
to depreciate the property and record all of ther@l@ation on its books. Any payments made undentaster lease agreement were expensed
as incurred ($0.1 million was expensed during eddhe years ended December 31, 2006, 2005 and 20@4any amounts paid under the
tenant improvement and lease commission guarantegagitalized and amortized to expense over timairgng lease term. At such time as
put option expires or is otherwise terminated,@eenpany will record the transaction as a sale endgnize gain on sale.
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3. FINANCING A RRANGEMENTS —Continued
Eastshore

On November 26, 2002, the Company sold three mgkllocated in Richmond, Virginia (the “Eastshar@hsaction) for a total price of
$28.5 million in cash, which was paid in full byetbuyer at closing. Each of the sold properties avamgle tenant building leased on a triple-
net basis to Capital One Services, Inc., a subsidibCapital One Financial Services, Inc. In cartien with the sale, the Company entered
a rental guarantee agreement for each buildinghiobenefit of the buyer to guarantee any shosttatht may be incurred in the payment of
and re-tenanting costs for a five-year period ftbmdate of sale (through November 2007). The Caoryipanaximum exposure to loss under
the rental guarantee agreements was $18.7 miltidmeadate of sale and was $4.1 million as of Ddiem31, 2006. No payments were madke
the Company during 2003 and 2002 in respect oktherst guarantees. However, in June 2004, the Cayripegan to make monthly payments
to the buyer at an annual rate of $0.1 million assalt of the existing tenant renewing a leaseni@ building at a lower rental rate. The
Company began to make additional payments in J0A6 &f approximately $0.1 million per month duette tenant vacating space in one of
the three buildings as of May 31, 2006. These paysneill continue until the earlier of the end bétguarantee period or until replacement
tenants are in place and paying amounts equalrwoe than the current tenant.

These rent guarantees are a form of continuinghwewoent as discussed in paragraph 28 of SFAS NdBé&6ause the guarantees cover
the entire space occupied by a single tenant uatigsle-net lease arrangement, the Company’s gtea were considered a guaranteed returr
on the buyer’s investment for an extended periothoé. Therefore, through July 2005 the transachiad been accounted for as a financing
transaction, following the accounting method ddsatiin Note 1. Accordingly, through July 2005 tlssets, liabilities and operations were
included in these Consolidated Financial Statemeamis a financing obligation of $28.8 million wazorded, which represented the amount
received from the buyer, adjusted for subsequeititgc The income from the operations of the pndjgs, other than depreciation, was
allocated 100.0% to the owner as interest expengmancing obligations. Payments made under thegearantees were charged to expense
as incurred. This transaction was recorded as Pleted sale transaction in July 2005 when the mawirexposure to loss under the guarar
became less than the related deferred gain; acapydi$1.7 million in gain was recognized in thstlaix months of 2005, $3.6 million in gain
was recoghized in 2006 and additional gain wiltdésognized in 2007 as the maximum exposure uneeguharantees is reduced. Payments
made under rent guarantees after July 2005 aredet@s a reduction of the deferred gain.

MG-HIW, LLC

On December 19, 2000, the Company formed MG-HIWC L& joint venture with Miller Global. As of Deceet31, 2003, the assets in
this joint venture consisted of five properties@mpassing 1.3 million square feet located in there¢ business district of Orlando. The
Company assumed obligations to make improvemeritetassets as well as master lease obligationguardntees on certain vacant space.
Additionally, the Company guaranteed a leveragsetimal rate of return (“IRR”) of 20.0% on Miller @bal’s equity. The contribution in 2000
of these Orlando properties was accounted forfemacing arrangement under SFAS No. 66. Consetyehe assets, liabilities and
operations related to the properties remained ebtioks of the Company and a financing obligatiais established for the amount of equity
contributed by Miller Global related to the Orlan@ity Group. The income from operations of the gmies, excluding depreciation, was
allocated 80.0% to Miller Global and reported agéiest on financing obligations.” This financingligation was also adjusted each period by
accreting the obligation up to the 20.0% guarantetminal rate of return by a charge to interegtegse, such that the financing obligation
equaled at the end of each period the amount diiller Global including the 20.0% guaranteed raturhe Company recorded interest
expense on financing obligations in 2004 of $3.Riom, which includes amounts related to this IRRaantee and payments made under the
rental guarantees. The Company continued to degtesttie Orlando properties and record all of theelgation in its financial statements.
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3. FINANCING A RRANGEMENTS —Continued

On July 29, 2003, the Company also entered intopdion agreement to acquire Miller GlolsB0.0% interest in the Orlando City Gro
On March 2, 2004, the Company exercised its omimhacquired its partner’'s 80.0% equity intereshenOrlando City Group of MG-HIW,
LLC. At the closing of the transaction, the Compgiayd its partner, Miller Global, $62.5 million,saasned the existing $136.2 million loan and
a $7.5 million letter of credit previously deliveréo the seller in connection with the option wasaelled. Since the initial contribution of the
assets was accounted for as a financing arrangeandrgince the financing obligation was adjustesthgeeriod for the IRR guarantee, no gain
or loss was recognized upon the extinguishmertiefinancing obligation. In June 2004, the Compeanytributed these assets to HIW-KC
Orlando, LLC as described in Note 2.

4. A sSeTD ISPOSITIONS

Gains and impairments on disposition of properties, included in continuing operations (excludimgpairments of assets held for use
which are recorded in operating expenses as desciibNote 12 consisted of the following:

Years Ended December 31,

2006 2005 2004

Gains on disposition of lar $12,04: $ 8,60/ $ 4,72¢
Impairments on lan — (2,129 (1,9772)
Gains on disposition of depreciable proper 4,114 7,692 18,88(
Total $16,157 $14,17. $21,63¢

Net gains on sale and impairments of discontinyetations, net of minority interest, consistedhaf tollowing:

Years Ended December 31

2006 2005 2004

Gains on sales of depreciable proper $15,08: $34,12¢ $9,38(
Impairments of depreciable propert — (8,379 (6,279
Allocable minority interes (1,224 (2,52¢) (323
Total $13,85¢  $23,22¢ $2,78:

2007 Dispositions

In January 2007, the Company sold six office priggrencompassing 69,000 rentable square feethwintre no longer in-service in
Atlanta, Georgia for gross proceeds of approxinya$8l5 million and a gain of approximately $5.6liail. In February 2007, the Company
sold four office properties encompassing 256,00@atde square feet in Raleigh, North Carolina farsg proceeds of approximately $30.4
million and a gain of approximately $14.0 millichhese 10 properties were classified as discontiopedations in the fourth quarter of 2006.
In January 2007, the Company sold 42 acres ofilakdnsas City, Missouri for gross proceeds of agjnately $16.5 million and a gain of
approximately $12.4 million. The land and propextieere classified as held for sale at Decembe2@Q6.

2006 Dispositions

During 2006, the Company sold approximately 3.Qiamilsquare feet of office and industrial propesti¢7 rental residential units and the
Vinings residential project for aggregate grosspauls of approximately $241 million. The resuligains, including recognition of certain
gains deferred in prior years, are shown in theguang table. The significant 2006 transactionsdascribed below, all of which except land
sales were recorded as discontinued operationtai@@ther properties and development land were @bssified as held for sale as of
December 31, 2006.
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4. A ssetD isposiTions —Continued

In the first quarter of 2006, the Company solda&fand industrial properties encompassing 1,867@&0@ble square feet located in
Atlanta, Georgia, Columbia, South Carolina and Tankgorida in a single transaction for gross prdses approximately $141 million. These
properties were classified as held for sale aseafediber 31, 2005 and an impairment loss of $7.[fomilvas recorded in the fourth quarter of
2005. The properties subject to this sale wererdstbas discontinued operations in the fourth guaft 2005. Also, in the first quarter of 20!
the Company sold an office property encompassirlydD® rentable square feet located in Raleigh,iNGetrolina for gross proceeds of
approximately $12.9 million. A gain of approximat&l1.4 million was recorded in the first quarter2006. This property was classified as
discontinued operations in the first quarter of 200

In the third quarter of 2006, the Company sold fifiice and industrial properties aggregating 200,8entable square feet located in
Raleigh, North Carolina for gross proceeds of apipnately $22.8 million. A gain of approximately 82million was recorded in the third
guarter of 2006. This property was classified asaltinued operations in the third quarter of 2006.

In the fourth quarter of 2006, the Company soldfthlewing assets: a retail property aggregating,000 rentable square feet located in
Kansas City, Missouri for gross proceeds of appraxely $10.5 million, with a gain of approximatéy.5 million; two office properties and
12 industrial properties aggregating 393,000 rdataguare feet in Winston-Salem and GreensborahNearolina for gross proceeds of
approximately $16.5 million, with a gain of appnardtely $3.5 million; and three office propertiegeggating 193,000 rentable square feet in
Tampa, Florida for gross proceeds of approxime$@® million, with a gain of approximately $3.7 riokh.

During 2006, the Company also sold 220.7 acre®nfaore land for gross sale proceeds of $34.5anillind gains of $12.0 million.

2005 Dispositions

During 2005, the Company sold approximately 4.9iamilsquare feet of office and industrial propesténd 29 residential units for gross
proceeds of approximately $386 million (includimg tEastshore transaction recognized as a compatedn 2005 — see Note 3) and also sold
or contributed to a joint venture approximately 2@®es of development land for gross proceeds ®fl%aiillion. The resultant gains and
impairments, including recognition of certain gaileferred in prior years, are shown in the preaggthible. The significant 2005 transactions
are described below, all of which except the Eastskransaction were recorded as discontinued tipesa Certain other properties and
development land were also classified as helddls as of December 31, 2005.

In the first quarter of 2005, the Company sold Hite building in Raleigh, North Carolina to an ognfuser for gross proceeds of
approximately $27.3 million. In the first and sedajuarters, the Company sold industrial buildinggJinston-Salem, North Carolina for gross
proceeds of approximately $27.0 million, as motlyfdescribed in Note 8. In the second quarter,Gbenpany sold two vacant buildings in
Highwoods Preserve, Tampa, Florida to an ownerfigsegross proceeds of approximately $24.5 millisnthe third quarter, the Company s
all of its operating properties and certain vadantl in Charlotte, North Carolina and certain ofingaproperties in Tampa, Florida in a single
transaction for gross proceeds of approximately8$alion. In connection with this sale, the Companosed its division office in Charlotte
and incurred employee severance costs of approgiyn®®.6 million, which were charged to general addinistrative expenses during the
second and third quarters. In the third quarte2Qdf5, the Company also recognized as a completedhsadisposition of three office buildings
in Richmond, Virginia (the Eastshore transacti&gstshore had been accounted for as a financingpdusignificant guarantee of rent under
leases in the sold properties that was made bgdmepany when the sale occurred in 2002, as molsedabkcribed in Note 3.
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2004 Dispositions

During 2004, the Company sold approximately 1.3iamilrentable square feet of office, industrial aathil properties and 88 residential
units for gross proceeds of $96.5 million and aislol 213.7 acres of development land for grossqeds of $35.7 million. The Company also
contributed approximately 1.3 million square fekebuildings and land to joint ventures. The resutitgains and impairments, including
recognition of certain gains deferred in prior yeare shown in the preceding table. The larged 2@hsactions are described below, all of
which except the HIW-KC Orlando, LLC transactionreseecorded as discontinued operations. Certaier @toperties and development land
were also classified as held for sale as of Dece@bg2004.

Late in the second quarter 2004, the Company sbldlding located in Highwoods Preserve, Tampariéiéoto an owner/user for
approximate gross proceeds of $20.2 million. Then@Gany recognized an impairment loss of $3.0 milliodiscontinued operations in April
2004 when the planned sale met the criteria tddssitied as held for sale. As more fully descriretllote 2, in the second quarter of 2004,
Company sold a 60% interest in HIW-KC Orlando, Liv@hich owns five office buildings in Orlando, Flda. The contribution was accounted
for as a partial sale, and the Company recogniZgtba8 million gain in June 2004. The operationtheke properties were not reflected as
discontinued operations consistent with SFAS Nd, &hd the related gain on sale was included itirma@ing operations in the second quarter
of 2004. In the fourth quarter of 2004, the Compsolg office and industrial buildings in four of imarkets and one 88 unit residential buils
in Kansas City, Missouri for gross proceeds of $37illion. In the fourth quarter of 2004, the Compaalso sold a building located in Orlan
Florida for gross proceeds of approximately $6.Bioni, and an impairment loss of approximately $8\#lion was recognized in the fourth
quarter 2004 prior to the closing of the sale. Bgi2004, the Company also contributed 7.8 acrésnofto The Vinings at University Center,
LLC in which the Company had a 50.0% equity inter8gse Note 2 for further discussion of this joiahture.

5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS
The Company’s consolidated mortgages and notesfeagansisted of the following at December 31, 2806 2005:

December 31 December 31
2006 2005
Mortgage loans payable:
8.17% mortgage loan due 20 $ 61,42¢ $ 63,40(
7.77% mortgage loan due 20 82,62: 84,67
7.87% mortgage loan due 20 52,12¢ 65,17¢
7.05% mortgage loan due 2012 190,00( 135,22¢
6.03% mortgage loan due 20 137,81( 139,89°
5.68% mortgage loan due 20 123,27: 125,44¢
5.74% to 9.00% mortgage loans due between 2002@bd (2), (4 83,47: 53,31%
Variable rate mortgage loan due 2( — 3,47¢
Variable rate construction loans due 2007 10,89: 50,49¢
741,62 721,11¢
Unsecured indebtedness

7.00% notes due 20( — 110,00(
7.13% notes due 20( 100,00( 100,00(
8.13% notes due 20( 50,00( 50,00(
7.50% notes due 20: 200,00t 200,00t
Term loan due 2006 (* — 100,00(
Revolving credit facility due 2006 (! — 190,50(

Revolving credit facility due 200 373,50( —
723,50( 750,50(
Total $1,465,120  $1,471,61i

(1) In December 2006, the Company and the lender agoegdban modification pursuant to which an adaiéil approximate $5
million in loan proceeds were provided to the Compdhe interest rate was reduced from 7.79% t6%.@nd the remaining term
was increased by approximately one y:
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Amount at both December 31, 2006 and 2005 incl$@@s8 million of mortgage debt related to-HIW Harborview Plaza, LP. See Nc

Amount at December 31, 2005 includes a $7.#anitonstruction loan held by The Vinings at Unisiey Center, LLC, a consolidated
50.0% owned joint venture. During the fourth quadi2006, this joint venture sold its assets aaid pff the related mortgage debt. See

Amount at December 31, 2006 includes $38.1 milbdbmortgage debt related to Markel, a consolid&@®% owned joint venture. S

5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS —Continued
(2)
3
3)
Note 2.
4)
Notes 1 and 2
)

In May, July, August and September 2005 andusaly 2006, the Company obtained waivers from émelérs under its previous $250
million unsecured revolving credit facility and itarious bank term loans related to timely reportimthe lenders of annual and quarterly
financial statements and to covenant violations ¢bald arise from future redemptions of Prefet®dck due to the reclassification of
Preferred Stock from equity to a liability durirtetperiod of time from the announcement of the mgat®n until the redemption is
completed. The aforementioned modifications didai@nge the economic terms of the loans. In coforeutith these modifications, the
Company incurred certain loan costs that were aligéid and amortized over the remaining term oflda@s. In November 2005, the
Company amended its previous $100 million bank tern to extend the maturity date to July 17, 2806 reduce the spread over the
LIBOR interest rate from 130 basis points to 108idpoints. These loans were paid off in May 2006dnnection with the closing of the
Compan’s new revolving credit facility described belc

The following table sets forth the principal payrseimncluding amortization, due on the Company’stgeges and notes payable as of

December 31, 2006:

Amounts due during years ending December 3.

Total 2007 2008 2009 2010 2011 Thereafter
Fixed Rate Debit:
Unsecurecq):
Notes $ 350,00 $ — $100,00C $ 50,00 $ — $ —  $200,00(
Securec:
Mortgage loans payab(2) 730,73. 75,81: 10,34: 141,15¢ 9,057 9,811 484,55!
Total Fixed Rate Det 1,080,73. 75,81: 110,34: 191,15¢ 9,057 9,811 684,55!
Variable Rate Debt:
Unsecured
Revolving credit facility 373,50( — — 373,50( — — —
Secured
Construction loan 10,897 10,89 — — — — —
Total Variable Rate Del 384,39° 10,89 — 373,50( — — —
Total Mortgages and Notes Payabl $1,465,12! $86,70¢ $110,34. $564,65¢ $9,057 $9,811 $684,55!

(1) The $350 million of unsecured notes bear interesitas ranging from 7.125% to 8.125% with intepestable ser-annually in arrears
Any premium and discount related to the issuandbeiinsecured notes, together with other issuepsts, is being amortized to interest
expense over the life of the respective notes aslparstment to interest expense. All of the unsstumotes are redeemable at any time
prior to maturity at the Company’s option, subjectertain conditions including the payment of makele amounts. Under the
indenture, the notes may be accelerated if théeteusr 25% of the holders provide written noticaafefault and such default remains
uncured after 60 days. The Operating Partnershipdsmpliance with all covenants under the indemfand is current on all payments

required thereunde

(2) The mortgage loans payable are secured by red¢ estsets with an aggregate undepreciated book vékapproximately $1.2 billion i
December 31, 2006. The Company’s fixed rate moedagns generally are either locked out to prepayre all or a portion of their
term or are prepayable subject to certain conditinnluding prepayment penaltit
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5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS —Continued

On May 1, 2006, the Company obtained a new $35Bomjithree-year unsecured revolving credit fagiftom Bank of America, N.A.
The Company used $273 million of proceeds fronmiie revolving credit facility, together with availa cash, to pay off the remaining
outstanding balance of $178 million under its poergi revolving credit facility and a $100 millionridaterm loan, both of which were
terminated. Loss on debt extinguishments of appnaieély $0.5 million was recorded in the second taasf 2006.

On August 8, 2006, the Company’s revolving credldlity was amended and restated as part of a sgtidh with a group of 15 banks.
The revolving credit facility was also upsized fré&350 million to $450 million. The Company’s reviolg credit facility is initially scheduled
to mature on May 1, 2009. Assuming no default exigte Company has an option to extend the matdaity by one additional year and, at any
time prior to May 1, 2008, may request increasebénborrowing availability under the credit fatilby up to an additional $50 million. The
interest rate is LIBOR plus 80 basis points andatmeual base facility fee is 20 basis points. Twolving credit facility had $74.3 million of
availability at December 31, 2006 and had $88.3anilof availability as of February 15, 2007.

On January 31, 2007, the Company obtained a $1Bi@minsecured non-revolving credit facility. THeility has an initial term of six
months and can be extended at the Company'’s ofstidwo additional three-month periods provided @@mpany is not in default. This
facility has identical interest rate terms and ficial covenants as the Company’s revolving creitlity. The Company currently intends to
repay all amounts outstanding under the non-remglfacility with proceeds from newly issued secupedinsecured debt. As of February 15,
2007, there was $60.0 million borrowed on this mevelving facility.

Other Information

The Company’s credit facilities and the indentdnat governs the Company’s outstanding notes reduimecomply with customary
operating covenants and various financial and apeyaatios. The Company is currently in compliamgéh all such requirements.

In 1997, the Operating Partnership issued $100li@mof Exercisable Put Option Notes due June2d,1 (the “Put Option Notes"The
Put Option Notes bore an interest rate of 7.19%nftlee date of issuance through June 15, 2004. Aitee 15, 2004, the interest rate to
maturity on the Put Option Notes was required t6 139% plus the applicable spread determined dareé 10, 2004. In connection with the
initial issuance of the Put Option Notes, a couptaty was granted an option to purchase the Ptib@plotes on June 15, 2004 at 100.0% of
the principal amount. The counter party exercidésldption and acquired the Put Option Notes ore i) 2004. On that same date, the
Company exercised its option to acquire the Putdbptiotes from the counter party for a purchaseepeiqual to the sum of the present value
of the remaining scheduled payments of principal iaterest (assuming an interest rate of 6.39%herPut Option Notes, or $112.3 million.
The difference between the $112.3 million and th@d$0 million was charged to loss on extinguishnértebt in the quarter ended
June 30, 2004. The Company borrowed funds fromeitelving credit facility to make the $112.3 milligpayment.

Total interest capitalized to development projegas $5.0 million, $2.9 million and $1.1 million fdre years ended December 31, 2006,
2005 and 2004, respectively.
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5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS —Continued

Deferred Financing Costs

As of December 31, 2006 and 2005, deferred financosts were $11.7 million and $12.5 million, restpely, and related accumulated
amortization was $4.2 million and $5.8 million, pestively. Deferred financing costs include loaesidoan closing costs, premium and
discounts on bonds, notes payable and debt isseaste Amortization of bond premiums and discoisiscluded in contractual interest
expense. All other amortization is shown as amatitin of deferred financing costs. The schedulédréuamortization of these deferred
financings costs will be as follows:

Contractual
Deferred
Interest Financing Total
2007 $ 111 $ 2,04( $2,151
2008 70 1,841 1,915
2009 37 977 1,01«
2010 36 44E 481
2011 36 447 47¢
Thereaftel 227 1,27(¢ 1,497

$ 517 $ 7,021 $7,53¢

Financing Obligations
The Company’s financing obligations consisted effitllowing at December 31, 2006 and 2005:

December 31 December 31
2006 2005
SF-HIW Harborview Plaza, LP financing obligation | $ 16,157 $ 14,98
Tax increment financing obligation ( 18,30¢ 19,17:
Capitalized ground lease obligation 1,06¢ —
Total $ 35,53( $ 34,15

(1) See Note 3 for further discussion of this finanadtdjgation.

(2) In connection with tax increment financing for ctrostion of a public garage related to an officdding constructed by the Company
2000, the Company is obligated to pay fixed speasakessments over a 20-year period. The net prealeltof these assessments,
discounted at 6.93% at the inception of the obidgatwhich represents the interest rate on the wyidg bond financing, is shown as a
financing obligation in the Consolidated Balance&hThe Company also receives special tax reveamgtproperty tax rebates recorded
in interest and other income, which are intended not guaranteed, to provide funds to pay theiabassessment

(3) Represents a capitalized lease obligationedehsor of land on which the Company is constngcsi new building. The Company is
obligated to make fixed payments to the lessorufinoOctober 2022 and the lease provides for fixémepurchase options in the ninth
and tenth years of the lease. The Company intendsdrcise the purchase option in order to preaer@conomic penalty related to
conveying the building to the lessor at the expradf the lease. The net present value of thedfpemtal payments and purchase option
through the ninth year was calculated using a distmate of 7.1%. The assets and liabilities urikdercapital lease are recorded at the
lower of the present value of minimum lease paymenthe fair value. The liability accretes eachnthdor the difference between the
interest rate on the financing obligation and iked payments. The accretion will continue unté thability equals the purchase option
the land in the ninth year of the lea
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6. E MPLOYEE B ENEFIT P LANS
Officer, Management and Director Compensation Progams

The Company’s officers participate in an annual-eqnity incentive program whereby they are eligfoleincentive payments based o
percentage of their annual base salary. In additi@onsidering the pay practices of the Compapger group in determining each officer’s
incentive payment percentage, the officer’'s abtiitynfluence the Company’s performance is alsc®red. Each officer has a target annual
non-equity incentive payment percentage that rafrges 25.0% to 85.0% of base salary depending erofficer’s position. The officer’s
actual incentive payment for the year is the prodfithe target annual incentive payment percentiages a performance ‘factor,” which can
range from zero to 200.0%. This performance fad&gends upon the relationship between how varietfepnance criteria compare with
predetermined goals. For an officer who has divisesponsibilities, goals for certain performangeeda are based partly on the division’s
actual performance relative to that division’s bBthed goals for each criteria and partly on ddintal Company performance relative to the
same criteria. Incentive payments are accrued gpensed in the year earned and are generally paiekifirst quarter of the following year.

Certain other members of management participaém iannual non-equity incentive program wherebygetaannual cash incentive
payment is established based upon the job resplitnessbof their position. Incentive payment eligity ranges from 10.0% to 40.0% of annual
base salary. The actual incentive payment is détegrby the overall performance of the Companytaedndividual’s performance during
each year. These incentive payments are also atangexpensed in the year earned and are genpaddlyn the first quarter of the following
year.

The Company’s officers generally receive annuahtgraf stock options and restricted stock on Mdrd each year under the Amended
and Restated 1994 Stock Option Plan (the “StockobiRlan”). Stock options have also been grantedeédCompany’s directors; however,
directors currently do not receive annual stockaspgrants. Restricted stock grants are also madeally to directors and certain non-officer
employees. Stock options issued prior to 2005 regably over four years and remain outstandindlfbyears. Stock options issued in 2005
2006 continue to vest ratably over a four-yearqakrbut remain outstanding for seven years. Theevaf all options as of the date of grant is
calculated using the Black-Scholes option-pricimaped, as described below.

The Company generally makes annual grants of tiesed restricted Common Stock under its Stock Oftlan to its directors, officers
and other employees. Shares of time-based restistbek issued prior to 2005 generally vests 5Qd84e years from the date of grant and the
remaining 50.0% five years from date of grant. 8haf timebased restricted stock that were issued to offiartsemployees in 2005 will ve
one-third on the third anniversary, one-third oa thurth anniversary and one-third on the fifthigarsary of the date of grant. Shares of time-
based restricted stock that were issued to offiaedsemployees in 2006 will vest 25% on the fgetond, third and fourth anniversary dates,
respectively. Shares of time-based restricted g&stled to directors generally vest 25% on Janliarfyeach successive year after the grant
date. The value of grants of tinsed restricted stock is based on the market wdlGemmon Stock as of the date of grant and isripeal to
expense over the respective vesting or servicegeri
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6. E mpLoYEE B ENEFIT P LANS —Continued

During 2005 and 2006, the Company also issued sludnestricted stock to officers under its Stogkion Plan that will vest if the
Company'’s total shareholder return exceeds theageetotal returns of a selected group of peer comepaver a three-year period. If the
Company'’s total shareholder return does not equekoeed such average total returns, none of théreturn-based restricted stock will vest.
The 2006 grants also contain a provision allowimgpiartial vesting if the annual total return iryagiven year of the three-year period exceeds
9% on an absolute basis. The Company'’s total retar@ommon Stock was 50.6% in 2006, and accordiB@y 3 previously issued shares of
total return-based restricted stock vested as cEBer 31, 2006, net of shares surrendered fohuliing taxes. The grant date fair values of
each such share of total return-based restrictazk stere determined by an outside consultant tapgpeoximately 76% and 87% of the market
value of a share of Common Stock as of the gramisdar the 2005 and 2006 grants, respectively.dgrhat date fair value of these shares of
total-return based restricted stock is being arpedtito expense on a straight-line method overtteetyear period.

During 2005 and 2006, the Company also issued sludngerformance-based restricted stock to officeder its Stock Option Plan that
will vest pursuant to performance-based critertae Performancéased criteria are based on whether or not the @oynmeets or exceeds fi
operating and financial goals established undestitategic Management Plan by the end of 2007 808, 2espectively. To the extent actual
performance equals or exceeds threshold perforngoels, the portion of shares of performance-bassilicted stock that vest can range from
50% to 100%. If actual performance does not megh thwreshold goals, none of the performance-bassidcted stock will vest. The fair value
of performance-based restricted share grants exdoas the market value of Common Stock as of the ofegrant and the estimated
performance to be achieved at the end of the theaeperiod. Such fair value is being amortizedxpense during the period from grant da
December 31, 2007 and 2008, respectively, adjustinthe expected level of vesting that will ocatithose dates.

Up to 100% of additional total return-based resdcstock and up to 50% of additional performanasebl restricted stock may be issued
at the end of the three-year periods if actualgyeréince exceeds certain levels of performance. 8ddhional shares, if any, would be fully
vested when issued. The Company will also accrdeecord expense for additional performance-bakatkes during the three-year period to
the extent issuance of the additional shares is@gd based on the Company’s current and projectiel performance. In accordance with
SFAS No. 123(R), no expense is recorded for additishares of total return-based restricted stoakrhay be issued at the end of the three-
year period since that possibility is already retiel in the grant date fair valt

In 1997, the Company adopted the 1997 Performamaad Plan under which 349,990 nonqualified stoctkoms granted to certain
executive officers were accompanied by a divideqahalent right (‘DER”). No other options grantey the Company since 1997 have been
accompanied by a DER. The plan provided that ift¢ha return on a share of Common Stock exceedddin thresholds during the five-year
vesting period ending in 2002, the exercise priceuch options with a DER would be reduced undermula based on dividends and other
distributions made with respect to such a sharanguhe period beginning on the date of grant ardirey upon exercise of such stock option.
At the end of the five-year vesting period, thatoeturn performance resulted in a reduction édption exercise price of $6.098 per share.
The exercise price per option share was furthexaed by $2.96 as of December 31, 2004 as a refsthe aividend payments on Common
Stock from January 1, 2003 through December 3142B8cause of the exercise price reduction featbeestock options accompanied by a
DER were accounted for using variable accountingrasided in FASB Interpretation No. 44, “Accourgifor Certain Transactions Involving
Stock Compensation.” In December 2004, the Compantgred into an agreement with the participantetse the additional reduction in the
option exercise price, which fixed the exercise@mper share reduction at $9.06. As a result, briaccounting is no longer required after
December 31, 2004 as both the number of optiongtendmount required to exercise is known. The Gompecorded compensation expense
of $0.06 million for the year ended December 302Because the exercise price was not reducedéember 31, 2004, no expense was
required to be recognized in the years ended DeeeB1h 2006 and 2005. As of December 31, 2006etvere 67,021 outstanding options
whose exercise price had been reduced in pricogeids a result of the DERs.
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6. E mpLoYEE B ENEFIT P LANS —Continued

During the years ended December 31, 2006, 2002604, the Company recognized approximately $3.#anjl$2.9 million and $4.7
million, respectively, of stock-based compensa#gpense. Stock-based compensation expense fori2€lddes $2.3 million related to the
accelerated vesting of stock options and restriskedes for the Company’s former Chief ExecutivBa®f who retired on June 30, 2004. As of
December 31, 2006, there was $5.9 million of tatakcognized stock-based compensation costs, whikthe recognized over a weighted
average remaining contractual term of 2.1 years.

The compensation and governance committee of tinep@ny’s Board of Directors has retained the authdoi grant norequity incentive
and equity incentive awards at its discretion.

Using the Black-Scholes option valuation model,whegghted average fair values of options grantethdw2006, 2005 and 2004 were
$4.00, $1.89 and $1.28, respectively, per optidre fair values of the options granted were detezohigt the grant dates using the following
weighted average assumptions:

2006 2005 2004
Risk free interest rai(1) 4.62% 4.1% 2.9%
Common stock dividend yiel(2) 5.2(% 6.45% 6.55%
Expected volatility(3) 18.9(% 16.3(% 17.5%%
Average expected option life (yea(4) 4.7¢ 7.C 9.2
Options grante: 243,61( 662,32! 834,07¢

(1) Represents interest rate on US treasury bonds gn#ivinsame life as the estimated life of the opgiants.

(2) The dividend yield is calculated utilizing tHvidends paid for the previous one-year period taedper share price of Common Stock on
the date of gran

(3) Based on the historical volatility of Common Stamler a period relevant to the related stock opgiamt.

(4) The average expected option life for the 20@6ts is based on an analysis of historical compiatg. The average expected option life
for the 2005 and 2004 grants is a weighted aves&tieeir respective contractual tern

The following table summarizes information abolis&bck options outstanding at December 31, 2006:

Options Outstanding
Weighted Average

Number of
Shares Exercise Price
Balances at December 31, 2( 5,153,64 $ 24.2:
Options grante: 243,61( 32.4(
Options forfeitec (18,262) 27.1¢
Options cancelle (54,559 26.51]
Options exercise (2,349,36) 24.4¢
Balances at December 31, 2( 2,975,07. $ 24.67

Cash received or receivable from options exeromgasl $43.3 million, $2.7 million and $3.2 millionrfthe years ended
December 31, 2006, 2005 and 2004, respectivelytdaéintrinsic value of options exercised durthg years ended December 31, 2006, 2005
and 2004 was $30.5 million, $1.0 million and $1.illion, respectively. The total intrinsic value options outstanding at December 31, 2006,
2005 and 2004 was $47.9 million, $22.3 million &1@.9 million, respectively. The Company generdthes not permit the net cash settlement
of exercised stock options, but does permit netesbattlement for certain qualified exercises. Toepany has a policy of issuing new shares
to satisfy stock option exercises.
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The following table sets forth information at Dedsn 31, 2006 about (a) the outstanding number stiedestock options and those
expected to vest and (b) the number of those opticatt are exercisable.

Weighted Aggregate Weighted

Average
Average Intrinsic Remaining
Number Exercise Value
of Shares Price (in 000s) Life (years)
Outstanding 2,855,994, $24.6¢ $46,03: 4.7¢
Exercisable 1,902,03. $23.32 $33,16¢ 4.1¢
The following table summarizes activity in the yeaded December 31, 2006 for all time-based résttistock grants:
Weighted
Average
Grant Date
Number
of Shares Fair Value
Nonvested shares outstanding at December 31, 268,4041) $ 24.7¢
Awarded and issue(2) 72,90¢ 32.5(
Vested(3) (43,909 24.2:
Forfeited (18,590 25.6¢
Surrendered for payment of withholding taxes upesting(3) (23,709 23.8:
Nonvested shares outstanding at December 31, 255,12( $ 27.1C

(1) Amount includes the grant of 20,396 share®sfricted stock in 2005, which were not issued @806, and are included in the
Consolidated Statement of Stockhol¢ Equity at December 31, 20C

(2) The weighted average fair value at grant datenod-based restricted shares issued during the yeaesidbeicember 31, 2006, 2005 ¢
2004 was $2.4 million, $2.5 million and $3.0 milliorespectively

(3) The vesting date fair value of ti-based restricted shares that vested during the geaied December 31, 2006, 2005 and 2004 was
million, $2.4 million and $3.2 million, respectiyel

The following table summarizes activity in the yeaded December 31, 2006 for all performance-basddotal return-based restricted
stock grants:

Weighted
Average
Grant Date

Number
of Shares Fair Value
Nonvested shares outstanding at December 31, 62,57¢ $ 26.8:
Awarded and issue(1) 52,93¢ 30.6:
Vested(2) (2,379) 28.5:
Forfeited (4,54¢) 28.1¢
Surrendered for payment of withholding taxes upesting(2) (1,949 28.52
Nonvested shares outstanding at December 31, 106,64t $ 28.5¢

(1) The weighted average fair value at grant date dbpmance and total retu-based restricted shares issued during the yeaesl
December 31, 2006 and 2005 was $1.6 million an8 &illion, respectively. There were no performaiesed and total return-based
restricted shares issued during the year endednilere31, 2004

(2) The vesting date fair value of ret-based restricted shares that vested during theeyeted December 31, 2006 was $0.2 million.
performance-based or return-based restricted skiastsd during 2005 and no performance-based wmrbiased restricted shares were
granted in 2004
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1999 Shareholder Value Plan

Grants under the 1999 Shareholder Value Plan wagaded to reward the executive officers of the Gany when the total shareholder
returns measured by increases in the market vdlGemmon Stock plus dividends exceeded a compamatéx of the Compang’peers over
three-year period. Annual grants under this Platou2004 would result in cash payments based of€tmpany’s percentage change in
shareholder return compared to the composite inflés peer group. If the Company’s performancedsat least 100% of the peer group, no
payout is made. To the extent performance excéexigder group, the payout increases. No new gvaeres made under the 1999 Shareholder
Value Plan in 2006 and 2005. There were no cashyayor grants under this plan for the years erdlecember 31, 2005 and 2004,
respectively. For the grants issued in early 208#hahose three-year performance period ended oerbDleer 31, 2006, payments of
approximately $0.9 million were made in early 200fe 1999 Shareholder Value Plan is accountedsfarlability award and, accordingly, at
each period-end, a liability equal to the curresrhputed fair value under the plan for all outstagdilan units, adjusted for the three-year
vesting period, is recorded with corresponding gharor credits to compensation expense. No comfiengxpense was required to be
recognized during 2005 and 2004 for grants undsmtlan; approximately $0.9 million was recognizsdexpense in 2006.

Retirement Plan

Effective for 2006, the Company adopted a retiretnpéam applicable to all employees, including exeeuofficers, who, at the time of
retirement, have at least 30 years of continuoadifipd service or are at least 55 years old anc:tzd least 10 years of continuous qualified
service. Subject to advance retirement notice ardwgion of a norcompete agreement with the Company, eligible resirgould be entitled 1
receive a pro rata amount of the annual incentayement earned during the year of retirement. Stqtlons and time-based restricted stock
granted by the Company to such eligible retireenduhis or her employment would be non-forfeitaitel become exercisable according to the
terms of their original grants. Eligible retireeswld also be entitled to receive a pro rata amoéianhy performance-based and total return-
based restricted stock originally granted to suitibde retiree during his or her employment thabsequently vests after the retirement date
according to the terms of their original grantse enefits of this retirement plan apply only tstrieted stock and stock option grants
beginning in 2006 and will be phased in 25% on Mdrc2006 and 25% on each anniversary thereofefmloyees eligible for these benefits
as of the date of grant after March 1, 2006, 25%heir grants were fully expensed at the grant,dakéch increased compensation expense by
approximately $0.2 million in the year ended Decentil, 2006. Grants made prior to 2006 are unaftect
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Deferred Compensation

The Company has a deferred compensation plan purgusvhich each executive officer and director eact to defer a portion of base
salary and/or annual incentive payments (or direfetes) for investment in various unrelated mufuats. Prior to January 1, 2006, executive
officers and directors also could elect to defeshcaompensation for investment in units of phantommon stock of the Company. At the end
of each calendar quarter, any executive officerdirettor who deferred compensation into phantakstvas credited with units of phantom
stock at a 15.0% discount. Dividends on the phaninits are assumed to be issued in additional ohighantom stock at a 15.0% discount. If
an officer that deferred compensation under thas faves the Company’s employ voluntarily or fange within two years after the end of the
year in which such officer deferred compensatiorufats of phantom stock, at a minimum, the 15.086a@lint and any deemed dividends
forfeited. Over the two-year vesting period, thex@any records additional compensation expense ¢gjtia¢ 15.0% discount, the accrued
dividends and any changes in the market value afif@on Stock from the date of the deferral, whichraggted $1.6 million, $0.4 million and
$0.5 million for the years ended December 31, 2@065 and 2004, respectively. Cash payments frenplgn for the years ended
December 31, 2006, 2005 and 2004 were $0.5 mil§6rQ2 million and $0.9 million, respectively. Teders made from the phantom stock
investment to other investments in the deferredpmmation plan for the year ended December 31, 22@651.1 million. There were no
transfers made for the years ended December 35, 2@ 2004.

401(k) Savings Plan

The Company has a 401(k) savings plan coveringtaotially all employees who meet certain age angdleyment criteria. The
Company contributes amounts for each participaatrate of 75% of the employee’s contribution (@% of each employee’s salary). During
2006, 2005 and 2004, the Company contributed $1llibm $1.1 million and $1.2 million, respectivelio the 401(k) savings plan.
Administrative expenses of the plan are paid byGbmpany.

Employee Stock Purchase Plan

The Company has an Employee Stock Purchase Plafi fiotive employees under which employees caat &decontribute up to 25.0%
of their base and annual incentive compensatiothfspurchase of Common Stock. At the end of elaetmonth offering period, the
contributions in each participant’s account balamdgch includes accrued dividends, are appliegcguire shares of Common Stock at a cost
that is calculated at 85.0% of the lower of therage closing price on the New York Stock Exchangéhe five consecutive days preceding
first day of the quarter or the five days precedimglast day of the quarter. During the year erfdedember 31, 2004, the Company issued
33,693 new shares of Common Stock under the Emel8yeck Purchase Plan. SEC rules prohibited thep@agnfrom issuing shares of
Common Stock pursuant to the plan under the Conipdmym S-8 registration statement during most@i®because of the delay in the filing
of the Company’s SEC reports. As a result, no sharre issued during 2005 under the plan, anduthésfwere held by a trustee. In 2006, the
Company issued 60,471 shares of Common Stock uhddétmployee Stock Purchase Plan, which includedestpurchased using the funds
held by such trustee. The discount on newly issides is expensed by the Company as additionglexsation and aggregated $0.2 million
in each of the years ended December 31, 2006, 2002004, respectively.

F-39



Table of Contents

HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

7. R ENTAL AND O THER R EVENUES ; R ENTAL P ROPERTY A ND O THER E XPENSES

(tabular dollar amounts in thousands, except parestiata)

The Company’s real estate assets are leased tutsamnmader operating leases, substantially all dEwlexpire over the next 10 years. The
minimum rental amounts under the leases are géyeitdier subject to scheduled fixed increasedjusiments based on the Consumer Price
Index. Generally, the leases also require thatehants reimburse the Company for increases iaioerbsts above the base-year costs. Rental
and other revenues from continuing operations sousithe following:

Contractual rent
Straigh-line rental income ne
Lease incentive amortizatic

Property operating cost recovery inco

Lease termination fee
Fee income
Other miscellaneous operating inco

Rental property and other expenses from continapegations consist of the following:

Maintenance, cleaning and general builc

Utilities, insurance and real estate ta

Division and allocated administrative expen

Other miscellaneous operating exper

Years Ended December 31,

2006 2005 2004
$355,00¢ $338,44; $336,56
8,041 6,65( 6,601
(79€) (868) (727)
40,32 34,36¢  31,24¢
2,79: 5,87¢ 3,471
6,001 4,95( 4,63¢
4,43t 6,651 7,78¢

$416,79t  $396,07¢  $389,58

Years Ended December 31,
2006 2005 2004

$ 53,62¢ $ 50,127 $ 49,04!
81,97¢ 74,01 72,52¢
12,25} 10,44( 9,08(

5,831 7,001 7,22¢
$153,59. $141,57¢ $137,87¢

Expected future minimum base rents to be received the next five years and thereafter from tentortteases in effect at

December 31, 2006 for the Wholly Owned Propertiedi{ding properties held for sale) are as follows:

2007
2008
2009
2010
2011
Thereaftel
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8. R ELATED P ARTY T RANSACTIONS

The Company had a contract to acquire developnaautih the Bluegrass Valley office development @cbfrom GAPI, Inc., a
corporation controlled by Gene H. Anderson, an attee officer and director of the Company. Undex tarms of the contract, the developn
land was purchased in phases, and the purchasefprieach phase or parcel was settled in casla@dfmmon Units. The price for the
various parcels was based on an initial value &@heparcel, adjusted for an interest factor, agplie to the closing date and also for changes in
the value of the Common Units. On January 17, 2088Company acquired an additional 23.5 acrekisfand from GAPI, Inc. for 85,520
shares of Common Stock and $384,000 in cash far ¢onsideration of $2.3 million. In May 2003, 4€res of the remaining acres not yet
acquired by the Company was taken by the GeorgmaB@ent of Transportation to develop a roadwagrattange for consideration of $1.8
million. The Department of Transportation took pession and title of the property in June 2003. Ad pf the terms of the contract between
the Company and GAPI, Inc., the Company was edtttbeand received in 2003 the $1.8 million procefedis the condemnation. In July 20(
the Company appealed the condemnation and is d¢lyrsseking additional payment from the state;rfmognition of any gain has been
deferred pending resolution of the appeal prodesapril 2005, the Company acquired for cash anitémithl 12.1 acres of the Bluegrass Val
land from GAPI, Inc. and also settled for cashfthal purchase price with GAPI, Inc. on the 4.0eacthat were taken by the Georgia
Department of Transportation, which aggregated@pprately $2.7 million, of which $0.7 million wascorded as a payable to GAPI, Inc. on
the Company’s financial statements as of DecembgP@04. In August 2005, the Company acquired &2rés, representing the last parcel of
land to be acquired, for cash of $3.2 million. Tmmpany believes that the purchase price with mdpesach land parcel was at or below
market value based on market data and on the sudsesgle of the land at a significant gain, asudised below. These transactions were
unanimously approved by the full Board of Directatith Mr. Anderson abstaining from the vote. Thatact provided that the land parcels
could be paid in Common Units or in cash, at thiéoopof the seller. This feature constituted an edded derivative pursuant to SFAS
No. 133,“Accounting for Derivative Instruments and Hedgifgtivities.” The embedded derivative feature wascamted for separately and
adjusted based on changes in the fair value oEtramon Units. This resulted in decreases to otimme of $0.4 million and $0.2 million in
2004 and 2005, respectively. The embedded deratipired upon the closing of the final land tratisa in August 2005.

The majority of the Bluegrass land that the Compaeguired from GAPI, Inc. was sold in the fourttager of 2006 to a third party for a
gain of approximately $7.0 million. In connectioitlwthe sale, it was determined that a portiorhef Bluegrass land that was acquired from
GAPI, Inc. pursuant to this staged land taloevn arrangement was not usable or saleable fordutevelopment. The original purchase con
requires GAPI, Inc. to reimburse the Company ferthlue of any unusable acreage. Based on custgntates, GAPI, Inc. may be required to
reimburse us for up to $750,000 pending final neoh of the matter in accordance with and in thenmer required by the original contract.

On February 28, 2005 and April 15, 2005, the Corgpsantd through a third party broker three non-dadkustrial buildings in Winston-
Salem, North Carolina to John L. Turner and certdihis affiliates for a gross sales price of apgmately $27.0 million, of which $20.3
million was paid in cash and the remainder fromstieender of 256,508 Common Units. The Compangroea a gain of approximately $4.8
million upon the closing of these sales. Mr. Turveno was a director at the time of these transastiretired from the Board of Directors
effective December 31, 2005. The Company belielvasthe purchase price paid for these assets by ilner and his affiliates was equal to
their fair market value based on extensive margatiinthe properties prior to this sale. The salesawinanimously approved by the full Board
of Directors with Mr. Turner not being present tealiss or vote on the matter.

9. STOCKHOLDERS ' E QuITY
Common Stock Dividends

Dividends declared and paid per share of CommockStggregated $1.70 for each of the years endedrbleer 31, 2006, 2005 and
2004.
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The following table summarizes the estimated tditghuf dividends paid for federal income tax puses:

2006 2005 2004

Per share
Ordinary income $0.0¢ $0.6€  $0.3C
Capital gains 0.6¢ 0.9¢ 0.1C
Return of capita 0.97 0.0 1.3C
Total $1.7C $1.7C $1.7C

The Company’s tax returns have not been examingtldiRS and, therefore, the taxability of dividensl subject to change.

On January 31, 2007, the Board of Directors dedlareash dividend of $0.425 per share of CommookStayable on March 2, 2007 to
stockholders of record on February 12, 2007.

Preferred Stock
Below is a tabular presentation of the Companyé&fdétred Stock as of December 31, 2006 and 2005:

Annual
Number Liquidation Dividends
of Shares Number Optional
Issue Issued of Shares Carrying Preference Redemption Payable
Preferred Stock Issuance: Date Originally Qutstanding Value Per Share Date Per Share

(in thousands  (in thousands’

December 31, 2006

8 5/8% Series A Cumulative Redeeme 2/12/199 12t 105 $104,94* $ 1,00C 02/12/202° $ 86.2¢
8% Series B Cumulative Redeema 9/25/199 6,90( 3,70C $ 92,50 $ 25 09/25/200; $ 2.0C
December 31, 2005

8 5/8% Series A Cumulative Redeemse 2/12/199° 12& 105 $104,94: $ 1,00C 02/12/202° $ 86.2¢
8% Series B Cumulative Redeema 9/25/199° 6,90( 5,70C $142,50( $ 25 09/25/200; $ 2.0C

The net proceeds raised from Preferred Stock isssamere contributed by the Company to the Opey&artnership in exchange for
Preferred Units in the Operating Partnership. Emms of each series of Preferred Units generaligligh the terms of the respective Preferred
Stock as to distributions, liquidation and redemmptiights.

Of the $86.25 dividend paid per Series A PrefeBhdre in 2006, $5.00 was taxable as ordinary incamie$81.25 was taxable as capital
gain. Of the $2.00 dividend paid per Series B RreteShare in 2006, $0.12 was taxable as ordimemgne and $1.88 was taxable as capital
gain.

The Company used some of the proceeds from it®siispn activities described in Note 4 to redeamiugust 2005, all of the
Company’s outstanding Series D Preferred Shared 2nahillion of its outstanding Series B Prefer&thares, aggregating $130.0 million plus
accrued dividends and, in February 2006, 2.0 miltbits outstanding Series B Preferred Shareseggding $50.0 million plus accrued
dividends. In connection with these redemptionBrefferred Stock, the excess of the redemptionaastthe net carrying amount of the
redeemed shares was recorded as a reduction itccoate available for common shareholders in accmeavith EITF Topic D-42. These
reductions amounted to $4.3 million and $1.8 millfor the third quarter 2005 and first quarter 20@8pectively.
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9. STOCKHOLDERS ' E QuiTy —Continued
Stockholder Rights Plan

The Company has a stockholder rights plan, whicuisently scheduled to expire on October 6, 2@0ifsuant to which existing
stockholders would have the ability to acquire #ddal Common Stock at a significant discount ie &vent a person or group attempts to
acquire the Company on terms that the Company’sdbd@es not approve. These rights are designeet&s d hostile takeover by increasing
the takeover cost. As a result, such rights coiddadirage offers for the Company or make an adiprisdf the Company more difficult, even
when an acquisition is in the best interest of@Gloenpany’s stockholders. The rights plan shouldimetfere with any merger or other business
combination the Board of Directors approves sithee@ompany may generally terminate the plan atiamy at nominal cost.

Dividend Reinvestment Plan

The Company has instituted a Dividend ReinvestraadtStock Purchase Plan under which holders of Gamatock may elect to
automatically reinvest their dividends in additibshares of Common Stock and may make optional pagments for additional shares of
Common Stock. The administrator of the DividendriRestment and Stock Purchase Plan has been irstriogtthe Company to purchase
Common Stock in the open market for purposes aéfgatg the Company’s obligations thereunder. Hoarethe Company may in the future
elect to satisfy such obligations by issuing addisl shares of Common Stock.

10. D ERIVATIVE F INANCIAL | NSTRUMENTS

The Company had no outstanding hedge or derivéitiaecial instruments during 2006. During 2004 thgb June 1, 2005 the Company
had an interest rate swap that effectively fixesl tlBOR base rate on $20.0 million of floating rdebt at 1.59%.

The Accumulated Other Comprehensive Loss (“AOCldlaince at December 31, 2006 and 2005 was $1.5madind $2.2 million,
respectively, and consisted of deferred gains asskls from past cash flow hedging instruments whiielbeing recognized as interest expense
over the terms of the related debt (see Note 18.Gompany expects that the portion of the cunuddtiss recorded in AOCL at
December 31, 2006 associated with these derivatsteuments, which will be recognized as interegtemse within the next 12 months, will
approximately $0.7 million.

As described in Note 8, the land purchase agreemiémtGAPI, Inc. included an embedded derivativatiiee due to the price for the land
parcels being determined by the fair value of Comrdaits, which was accounted for in accordance BRAS No. 133.

11. O THER C OMPREHENSIVE | NCOME

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

Years Ended December 31,

2006 2005 2004

Net income $53,74¢ $62,45¢ $41,57°
Other comprehensive inconr

Realized derivative gains/(losses) on «flow hedges — (101 79

Amortization as interest expense of hedging gaslasses included in other comprehensive inc 697 703 757

Total other comprehensive incot 697 602 83€

Total comprehensive incon $54,44. $63,06( $42,41:

F-43



Table of Contents

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

12. D ISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG-L IVED A SSETS

As part of its business strategy, the Companyfwdglh time to time selectively dispose of non-coregerties in order to use the net
proceeds for investments or other purposes. THe bahow sets forth the net operating results atccarrying value of those assets classified
as discontinued operations in the Company’s Codatdd Financial Statements. These assets clasaffidibcontinued operations comprise
8.9 million square feet of office and industriabperties and 290 residential units sold during 2@085 and 2004 and 0.3 million square fe:
property held for sale at December 31, 2006. Thasg-lived assets relate to disposal activities there initiated subsequent to the effective
date of SFAS No. 144, or that met certain stipafadiprescribed by SFAS No. 144. The operationkedd assets have been reclassified from
the ongoing operations of the Company to discoetinoperations, and the Company will not have aggiitant continuing involvement in tl
operations after the disposal transactions:

Years Ended December 31

2006 2005 2004
Rental and other revenues $ 12,97¢ $ 54,61 $ 83,69¢
Operating expenses
Rental property and other expen 5,25¢ 23,15¢ 34,96:
Depreciation and amortizatic 3,38¢ 16,84 25,33¢
Impairment of assets held for L — — 1,77C
General and administrati\ 87 85¢ 49€
Total operating expens: 8,72 40,85¢ 62,56¢
Interest expense 56( 1,21¢ 1,561
Other income 65 198 23C
Income before minority interest and gains, net ofmpairments, on sales of discontinued operatior 3,75¢ 12,73: 19,79¢
Minority interest in discontinued operatio (339) (1,22%) (2,04
Income from discontinued operations before net gasmon sales and impairment of discontinue
operations 3,421 11,50¢ 17,75(
Net gains on sales and impairment of discontinystations 15,08: 25,75¢ 3,10¢
Minority interest in discontinued operatio (1,229 (2,52¢) (323
Gains on sales and impairment of discontinued opeti@ns, net of minority interest 13,85¢ 23,22¢ 2,78
Total discontinued operations $ 17,27¢ $ 34,73C $ 20,53:
Carrying value of assets held for sale and assé&dsisiring the yea $228,61¢ $523,30: $623,17(

SFAS No. 144 also requires that a long-lived asisessified as held for sale be measured at therlofe carrying value or fair value
less cost to sell. As a result, the Company recbiagpairments with respect to certain propertidd so held for sale aggregating $8.4 million
and $6.3 million during the years ended DecembeRB@5 and 2004, respectively. These impairments wneluded in discontinued
operations. There were no such impairments recardéte year ended December 31, 2006.

At December 31, 2006, the Company had 0.3 millemtable square feet of properties and 108 acrdevalopment land classified as
held for sale. As of February 15, 2007, most oéhassets had been sold.
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The following table includes the major classessseds and liabilities of the properties held fde ss of December 31, 2006 and 2005:

December 31,
2006 2005
Land $ 3,462 $ 28,71¢
Land held for developme! 14,21( 19,65:
Buildings and tenant improvemet 21,94¢ 165,96
Development in proces — (28)
Accumulated depreciatic (6,829 (42,2996
Net real estate ass¢ 32,79: 172,00t
Deferred leasing costs, r 43t 2,50:
Accrued straight line rents receival 727 2,674
Prepaid expenses and otl 212 52
Total asset $34,16¢ $177,23!
Tenant security deposits, deferred rents and adarosts(1) $ 528 $ 1,24C
Mortgages payabl(2) $ — $ 187

(1) Included in accounts payable, accrued expensestaed liabilities.
(2) Included in mortgages and notes paya

SFAS No. 144 also requires that if indicators op&inment exist, the carrying value of a long-liastet classified as held for use be
compared to the sum of its estimated undiscountedd cash flows. If the carrying value is gredlan the sum of its undiscounted future cash
flows, an impairment loss should be recognizedHerexcess of the carrying amount of the assetits/estimated fair value. During 2006, one
office property which was classified as held foe tisd indicators of impairment where the carryiatye exceeded the sum of undiscounted
future cash flows. Accordingly, the Company recagdian impairment loss of $2.6 million which waslinled in impairment of assets held
use for the year ended December 31, 2006. Durifg,28he land parcel and one office property whieheaclassified as held for use had
indicators of impairment where the carrying valdeszded the sum of undiscounted future cash fldwsordingly, the Company recognized
impairment losses of $7.6 million which were inadddn impairment of assets held for use for the geaed December 31, 2005. During 2(
there were two properties held for use, one of tvlweas later sold in 2004 and the other was soRDDb, with indicators of impairment where
the carrying value exceeded the sum of undiscouutede cash flows. Accordingly impairment lossé$b.6 million were recognized during
the year ended December 31, 2004. Since thesertisgpgubsequently were sold, the impairment loksgs now been classified in income
from discontinued operations.
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13. E ARNINGS P ER SHARE
The following table sets forth the computation agle and diluted earnings per share:

Years Ended December 31,

2006 2005 2004
Basic income/(loss) per share
Numerator:
Income from continuing operatiol $ 36,46 $ 27,72¢ $ 21,04«
Preferred Stock dividenc(1) (17,069 (27,239 (30,857
Excess of Preferred Stock redemption costs oveyiogrvalue(1) (1,809 (4,272) —
Income/(loss) from continuing operations attribugatio common stockholde 17,59¢ (3,789 (9,80¢)
Income from discontinued operatic 17,27¢ 34,73( 20,53
Net income attributable to common stockholc $ 34,87¢ $ 30,94¢ $10,72¢
Denominator:
Denominator for basic earnings per st—weighted average shar(2) 54,48¢ 53,73: 53,32:
Basic earnings per shai
Income/(loss) from continuing operatic $ 0.3 $ (0.07) $ (0.1%)
Income from discontinued operatic 0.32 0.6t 0.3¢
Net income $ 0.6¢ $ 0.5¢ $ 0.2C
Diluted income/(loss) per share
Numerator:
Income from continuing operatiol $ 36,46¢ $ 27,72¢ $ 21,04«
Preferred Stock dividenc (17,069 (27,239 (30,857
Excess of Preferred Stock redemption costs oveyiogrvalue (2,809 (4,272 —
Minority interest in the Operating Partners 1,621 — —
Income/(loss) from continuing operations attriblgaio common stockholde 19,22( (3,782) (9,80¢)
Income from discontinued operatic 17,27¢ 34,73( 20,53:
Minority interest in the Operating Partnership iscntinued operatior 1,557 — —
Income from discontinued operatic 18,83¢ 34,73( 20,53:
Net income attributable to common stockholc $ 38,05¢ $ 30,94¢ $10,72¢
Denominator:
Denominator for basic earnings per st—weighted average shar(2) 54,48¢ 53,73 53,32:
Add:
Employee stock options and warra 1,39/ — (3 — (3
Common Units 5,19: — (3) — (3)
Unvested restricted stou 28€ — (3) — (3)
Denominator for diluted earnings per sh- adjusted weighted average shares
assumed conversiol 61,36%(4) 53,73: 53,32!
Diluted earnings per sha(3):
Income/(loss) from continuing operatic $ 0.31 $ (0.09) $ (0.1%)
Income from discontinued operatic 0.31 0.6 0.3¢
Net income $ 0.62 $ 0.5¢ $ 0.2¢

(1) For additional disclosures regarding outstandirgfd?red Stock, see Note 9 included her

(2) Weighted average shares exclude shares of unvestieitted stock pursuant to SFAS 1

(3) Pursuantto SFAS No. 128, income from contigwperations, after preferred dividends and pretestock redemption charge, is the
amount used to determine whether potential comrhares are dilutive or antidilutive. Because suctepiial common shares would be
antidilutive to income from continuing operationkeable to common shareholders, diluted earnirggsshare is the same as basic
earnings per share for the years ended Decemb&08%,and 2004. Potential common shares includsk stptions, warrants, shares
issuable upon conversion of Common Units and uedesdstricted shares, and would have amountedpi@eimately 6.6 million shares
and 6.7 million shares for the years ended Dece@ibe2005 and 2004, respective
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13. E ARNINGS P ER SHARE —Continued

(4) Options and warrants aggregating approximatelyn@liton shares were outstanding during 2006 butearest included in the computati
of diluted earnings per share because the exgdises of the options and warrants were higher tharaverage market price of the
common shares during the year. At December 31, @@ were no options and warrants outstandiniy @dercise prices that are higher
than the $40.76 price of the common shares atia.

The number of shares of Common Stock reservedufard issuance is as follows:

December 31 December 31

2006 2005
Outstanding warrani 35,00( 766,71!
Outstanding stock optior 2,975,07. 5,153,64
Possible future issuance under Stock Option 1,481,86: 1,731,83!

4,491,93! 7,652,19i

As of December 31, 2006, the Company had 143,728@®%aining shares of Common Stock authorized tiesesd under its charter.

14. W ARRANTS
The following table sets forth information regarmgliwarrants to acquire Common Stock that were oudistg as of December 31, 2006:

Date of Issuance Number of Warrants Exercise Pric¢

October 199° 25,00( $ 32.5(

December 199 10,00( $ 34.1:
Total 35,00(

All warrants were issued in connection with propextquisitions in 1999 and 1997 and are exercidabie the dates of issuance. The
warrants granted in December 1997 expire 10 years the respective dates of issuance. The wargratded in October 1997 do not have an
expiration date. In 2005, 35,000 warrants with @ereise price of $21.00 per share were exercisddl2f,000 warrants with an exercise price
of $28.00 per share were exercised. In 2006, 30)@06ants with an exercise price of $28.00 pereshare exercised, 591,715 warrants with
an exercise price of $32.50 per share were exeresd 100,000 warrants with an exercise price di EBwere exercised.

15. C OMMITMENTS AND C ONTINGENCIES
Concentration of Credit Risk

The Company maintains its cash and cash equiveleestments and its restricted cash at financitititions. The combined account
balances at each institution typically exceed FDilirance coverage and, as a result, there is@ntmation of credit risk related to amounts
on deposit in excess of FDIC insurance coverage.
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15. C oMmMmITMENTS AND C ONTINGENCIES —Continued
Land Leases

Certain properties in the Company’s wholly ownedtfotio are subject to land leases expiring thro2gB2. Rental payments on these
leases are adjusted annually based on either tisupter price index (CPI) or on a predetermined diglee Land leases subject to increases
under a pre-determined schedule are accountedéaruhe straight-line method. Total expense resfdr land leases was $1.3 million, $1.4
million and $1.6 million for the 2006, 2005 and Z0@espectively.

For three properties owned at December 31, 20@6Cthmpany has the option to purchase the leasddliaing the lease term at the
greater of 85.0% of appraised value or approxine#8D,000 per acre. For one property owned at Dbeel, 2006, the Company has the
option to purchase the leased land at an init&edtpurchase price of $1.0 million, which increa®® per year beginning in year five through
the ninety-ninth year of the lease.

As of December 31, 2006, the Company’s paymengabbns for future minimum payments on operatingllieases (which include
scheduled fixed increases, but exclude increassedban CPI) were as follows:

2007 $ 1,06:
2008 1,07¢
2009 1,11¢
2010 1,137
2011 1,157
Thereaftel 45,63¢

$51,19:

Environmental Matters

Substantially all of the Company’s in-service pntigs have been subjected to Phase | environmassalssments (and, in certain
instances, Phase Il environmental assessmentd).e&8sessments and/or updates have not revealed,management aware of, any
environmental liability that management believesilddave a material adverse effect on the acconipgr§onsolidated Financial Statements.

Guarantees and Other Obligations
The following is a tabular presentation and relatsgussion of various guarantees and other odiggas of December 31, 2006:

Amount
Recorded. Date
Type of Guarantee
Entity or Transaction Guarantee or Other Obligation Deferred Expires
Des Moines Joint Venture¢1),(6) Debt $ — Various throug
11/2015
RRHWoods, LLC(2),(7) Indirect Debi(4) $ 402 8/2010
Plaza Colonnad(2),(8) Indirect Debl(4) $ 37 12/2009
SF-HIW Harborview Plaza, LI(3),(5) Rent and tenant improveme(4) $ — 9/2007
Eastshore (Capital On(3),(9) Rent(4) $ 4,084 11/2007
Industrial(3),(10) Environmental cost(4) $ 12t Until
Remediate(
Highwoods DLF 97/26 DLF 99/32, L(2),(11) Rent(4) $ 41¢ 6/2008
RRHWoods, LLC and Dallas County Partn(2),(12) Indirect Debi(4) $ 49 6/2014
RRHWoods, LLC(2),(14) Indirect Debi(4) $ 28 11/2009
HIW-KC Orlando, LLC(3),(13) Rent(4) $ 42C 4/2011
HIW-KC Orlando, LLC(3),(13) Leasing Cost $ 35€ Until Paid
$ 481 Various

Capitalized Lease Obligatiol(15) Debt
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C oMMITMENTS AND C ONTINGENCIES —Continued

Represents guarantees entered into prior to theadai, 2003 effective date of FASB Interpretatidm 45,“Guarantc’s Accounting an
Disclosure Requirements for Guarantees, Includimlyéct Guarantees of Indebtedness of Others” (“#3R) for initial recognition and
measuremen

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

Represents guarantees that are excluded frerfaithvalue accounting and disclosure provisiohsIN 45 because the existence of such
guarantees prevents sale treatment and/or thenitioogof profit from the sale transactic

The maximum potential amount of future paymentsldiged for these guarantees assumes the Compasyhgagnaximum possib
liability under the guaranty with no offsets or uetlons. With respect to the rent guarantee, ifsipece is leased, it assumes the existing
tenant defaults at December 31, 2006 and the spat@ins unleased through the remainder of the gtiaterm. If the space is vacant, it
assumes the space remains vacant through the tixpiod the guaranty. Since it is assumed thatew tenant will occupy the space,
lease commissions, if applicable, are exclu

As more fully described in Note 3, in 2002 the Camp granted its partner in -HIW Harborview Plaza, LP a put option and entergd
a master lease arrangement for five years coveangnt space in the building owned by the jointtwesn The Company also agreed to
pay certain tenant improvement costs. The maximatergial amount of future payments the Companydabel required to make related
to the rent guarantees and tenant improvement$@&smillion as of December 31, 20(

The Company has guaranteed certain loans inemion with the Des Moines joint ventures. The immaxn potential amount of future
payments that the Company could be required to raaller the guarantees is $8.6 million at DecemteP306. This amount relates to
housing revenue bonds that require credit enhanasnre addition to the real estate mortgages. Tmelb bear a floating interest rate,
which at December 31, 2006 averaged 3.65%, andrenat2015. If the joint ventures are unable taagefhe outstanding balance under
these housing revenue bonds, the Company will dpgined to repay its maximum exposure under thesesloRecourse provisions exist
that enable the Company to recover some or alidh payments from the joint ventures’ assets. ol yenture currently generates
sufficient cash flow to cover the debt service iegfliby the loan. On July 31, 2006, $6.0 milliorother loans related to four office
buildings that had been previously guaranteed byGbmpany were refinanced with no guarantee. Aitiadel guarantee of $5.4 millic
expired upon an industrial building becoming 95%skd prior to the end of 20(

In connection with the RRHWoods, LLC joint verg, the Company guaranteed $3.1 million relating tetter of credit and
corresponding master lease, which expires in Aug0%0. The guarantee requires the Company to pdgruncontingent master lease if
the cash flows from the building securing the lettecredit do not cover at least 50% of the minimdebt service. The letter of credit
along with the building secure the industrial revetonds used to finance the property. These bmadisre in 2015. Recourse provisions
exist such that the Company could recover somd of the payments made under the letter of crgdédrantee from the joint venture’s
assets. At December 31, 2006, the Company recar&@d4 million deferred charge included in othesets and liabilities on its
Consolidated Balance Sheet with respect to thisaguee. The Company’s maximum potential exposudeuthis guarantee was $3.1
million at December 31, 200

The Plaza Colonnade, LLC joint venture has @®8lion nonrecourse mortgage that bears a fixed interesofeie7 %, requires month
principal and interest payments and matures onalgr8i, 2017. The Company and its joint venturéngarhave signed a contingent
master lease limited to 30,772 square feet, whiglires in December 2009. The Company’s maximum supounder this master lease
was $1.3 million at December 31, 2006. However cilmeent occupancy level of the building is suffii to cover all debt service
requirements

As more fully described in Note 3, in connentisith the sale of three office buildings to a thparty in 2002 (the “Eastshore”
transaction), the Company agreed to guaranteeshemtfalls and re-tenanting costs for a five-yeaniqu of time from the date of sale
(through November 2007). The Company’s maximum sup®to loss under these agreements as of Dec&hb2006 was $4.1 million.
These three buildings were leased to a single te@apital One Services, Inc., a subsidiary of @didne Financial Services, Inc., under
leases that expire from May 2006 to March 2010s Ttansaction had been accounted for as a finati@ngaction and was recorded as a
completed sale transaction in the third quartetQif5 when the maximum exposure to loss under tipeseantees became less than the
related deferred gain; gain is being recognizedrmggg in the third quarter of 2005 as the maximexposure under the guarantees is
reduced
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C oMMITMENTS AND C ONTINGENCIES —Continued

In December 2003, the Company sold 1.9 million sgdeet of industrial property for $58.4 million @ash, a $5.0 million note receiva
that bore interest at 12.0% and a $1.7 million meteivable that bore interest at 8.0%. In addjttba Company agreed to guarantee,
various contingency periods through December 2808 rent shortfalls on 16.3% of the rentable sqémeeof the industrial property,
which is occupied by two tenants. The total gaim assult of the transaction was $6.0 million. Bessathe terms of the notes required
only interest payments to be made by the buyet B8@5, in accordance with SFAS No. 66, the er#d million gain was deferred and
offset against the note receivable on the balaheetsand the cost recovery method was being usebifatransaction. On June 30, 2005,
the Company agreed to modify the note receivabiedace the amount due by $0.3 million. The modifiete balance and all accrued
interest aggregating $6.2 million, was paid in full July 1, 2005. Because the maximum exposurestftom the rent guarantee at

July 1, 2005 was $0.8 million, that amount of gals deferred and $4.3 million of the deferred ged@is recognized at that date. The
Company'’s contingent liability with respect to ttemt guarantee expired at December 31, 2006 arsd®ul million of the remaining
gain was recognized in the fourth quarter of 200itionally, as part of the sale, the Company adr® indemnify and hold the buyer
harmless with respect to environmental concernthemroperty of up to $0.1 million. As a result, Bénillion of the gain was deferred at
the time of sale and will remain deferred until éxvironmental concerns are remedia

In the Highwoods DLF 97/26 DLF 99/32, LP jougnture, a single tenant currently leases aneshtiilding under a lease scheduled to
expire on June 30, 2008. The tenant also leaseg spather buildings owned by the Company. In aogfion with an overall
restructuring of the tenant’s leases with the Camypend with this joint venture, the Company agreedertain changes to the lease with
the joint venture in September 2003. The modifaaiincluded allowing the tenant to vacate the eswon January 1, 2006, reducing
the rent obligation by 50.0% and converting thet"tease to a “full service” lease with the tenéable for 50.0% of these costs at that
time. In turn, the Company agreed to compensat@theventure for any economic losses incurred assult of these lease
modifications. As of December 31, 2006, the Complaeny approximately $0.4 million in other liabilgi@and $0.4 million as a deferred
charge in other assets recorded on its Consolidsaéahce Sheet to account for the lease guarddtaeever, should new tenants occupy
the vacated space prior to the end of the guargreeed, in June 2008, the Company’s liability untiee guarantee would diminish. The
Company’s maximum potential amount of future paytsavith regard to this guarantee as of Decembe2@06 was $0.7 million. No
recourse provisions exist to enable the Compamgdover any amounts paid to the joint venture utliisrlease guarantee arrangement.
During 2006, the Company expensed $0.1 millionteeldo the lease guarant:

RRHWoods, LLC and Dallas County Partners finanteddonstruction of two buildings with a $7.4 mifliter-year loan. As a
inducement to make the loan at a 6.3% long-tersy the Company and its partner agreed to mastee tb@ vacant space and each
guaranteed $0.8 million of the debt with limitedwarse. As leasing improves, the guarantee obtigatinder the loan agreement
diminish. As of December 31, 2006, no master lgasenents were necessary. The Company currentlyelcasded $0.05 million in oth
liabilities and $0.05 million as a deferred chamyguded in other assets on its Consolidated Bal&@iteet with respect to this guarantee.
The maximum potential amount of future payments tiva Company could be required to make basedeuoutrent leases in place was
approximately $2.2 million as of December 31, 200&e likelihood of the Company paying on its $0.8ion guarantee is remote since
the joint venture currently satisfies the minimuebticoverage ratio and should the Company havayatp portion of the guarantee, it
would be entitled to recover the $0.8 million frarther joint venture asse'

As more fully described in Note 2, in connentivith the formation of HIW-KC Orlando, LLC, theo@®pany agreed to guarantee rent to
the joint venture for 3,248 rentable square feetro@ncing in August 2004 and expiring in April 20The Company’s maximum
potential amount of future payments with regartheoguarantee is $0.4 million as of December 3062@dditionally, the Company
agreed to guarantee the initial leasing costsjraily estimated at $4.1 million, for approximatély% of the total square feet of the
property owned by the joint venture. The Compary pead approximately $0.3 million in 2006 and $tillion in 2005 under this
guarantee, and approximately $0.4 million is estétdo remain under the guarantee at December085.

In connection with the RRHWoods, LLC joint ventutiee Company and its partner each guaranteed $ifi@mto a bank. This guarant
expires in November 2009 and can be renewed, gbifiteventure’s option, through November 2011. Haak provides a letter of credit
securing industrial revenue bonds, which matufdamember 2015. The joint venture’s industrial bintfsecures the bonds. The
Company would be required to perform under the gniae should the joint venture be unable to repayonds. The Company has
recourse provisions to recover from the joint veesiassets. The property collateralizing the bondeigeges sufficient cash flow to co
the debt service required by the bond financingddition to the direct guarantee, the Companyisnitted to a master lease for 50%
the debt service should the cash flow from the erggpnot be able to pay the debt service of thedboAs a result of this master lease, the
Company has recorded $0.03 million in other lidiet and as a deferred charge in other assets @oiisolidated Balance Sheet at
December 31, 200!
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15. C oMmMmITMENTS AND C ONTINGENCIES —Continued

(15) Represents capitalized lease obligations of $0lkomirelated to office equipment, which is inclebim accounts payable, accru
expenses and other liabilities on the Com|'s Consolidated Balance Sheet at December 31, :

Litigation, Claims and Assessments

The Company is from time to time a party to a ugrad legal proceedings, claims and assessmersisigiin the ordinary course of its
business. The Company regularly assesses thatiegdnd contingencies in connection with thesétensbased on the latest information
available. For those matters where it is probate the Company has incurred or will incur a losg the loss or range of loss can be
reasonably estimated, reserves are recorded i@dhsolidated Financial Statements. In other inganibecause of the uncertainties related to
both the probable outcome and amount or rangessf bbreasonable estimate of liability, if any,re@trbe made. Based on the current expected
outcome of such matters, none of these proceeditas)s or assessments is expected to have a aladvierse effect on the Company’s
business, financial condition or results of operadi

In June, August, September and October 2006, tinep@ny received assessments for state excise tagaglated interest amounting to
approximately $4.5 million, related to periods 2@bgbugh 2004. The Company believes that it issadiject to such taxes and has vigorously
disputed the assessment. Based on the advice nfeloconcerning the status of settlement discussiod on the Company’s analysis, the
Company currently believes it is probable thataliise tax assessments, including potential assedsifor 2005 and 2006, can be settled by
the payment of franchise taxes of approximatel $illion, and in the fourth quarter of 2006 suchcaunt was accrued and charged to
operating expenses. Legal fees related to thissmatre nominal and were charged to operating esqseas incurred in 2006.

As previously disclosed, the SEC’s Division of Erfement issued a confidential formal order of itigggtion in connection with the
Company'’s previous restatement of its financialiltss In November 2006, the Company was informed the SEC’s Division of Enforcement
had closed its investigation and was not takingagtion with respect to this matter.
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16. D IScLOSURE A BOUT F AIR V ALUE OF F INANCIAL | NSTRUMENTS

The following disclosures of estimated fair valuerevdetermined by management using available maregtnation and appropriate
valuation methodologies. Considerable judgmenséeduo interpret market data and develop estinfaiedalues. Accordingly, the estimates
presented herein are not necessarily indicativh@imounts that the Company could realize upguoditon of the financial instruments. The
use of different market assumptions and/or estonatiethodologies may have a material effect oretienated fair values. The carrying
amounts and estimated fair values of the Compdmascial instruments at December 31, 2006 and 208%® as follows:

Carrying

Amount Fair Value
December 31, 2001
Cash and cash equivalel $ 16,69C $ 16,69
Accounts and notes receival $ 31,218 $ 31,21¢
Mortgages and notes payal $1,465,120  $1,506,69.
Financing obligation $ 3553 $ 39,12
December 31, 200!
Cash and cash equivalel $ 1212 $ 1,217
Accounts and notes receival $ 33431 $ 35,50¢
Mortgages and notes payal $1,471,611  $1,562,99
Financing obligation $ 34,15 $ 34,23t

The fair values of the Company’s fixed rate mortggagnd notes payable and financing obligations estienated using discounted cash
flow analysis based on the Company’s estimatec&mental borrowing rate at December 31, 2006 an8 #fGsimilar types of borrowing
arrangements. The carrying amounts of the Compaayiable rate borrowings approximate fair value.

Disclosures about the fair value of financial instents are based on relevant information availmbtbe Company at
December 31, 2006. Although management is not awfaaiay factors that would have a material effecttte fair value amounts reported
herein, such amounts have not been revalued diatelate and current estimates of fair value magwifscantly differ from the amounts
presented herein.
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17. SEGMENT | NFORMATION

The sole business of the Company is the acquisitienelopment and operation of rental real estaipgsties. The Company operates in
four segments: office, industrial, retail and residal properties. Each segment has different ouste and economic characteristics as to rental
rates and terms, cost per square foot of builditigsspurposes for which customers use the spaeeletiree of maintenance and customer
support required and customer dependency on diffe@onomic drivers, among others. There are nemahinter-segment transactions.

The accounting policies of the segments are theesanthose described in Note 1 included hereirthEgyrall operations are within the
United States and, at December 31, 2006, no texidhe Wholly Owned Properties comprised more &% of the Company’s consolidated
revenues.

The following table summarizes the rental incorret,aoperating income and assets for each reporsaiglment for the years ended
December 31, 2006, 2005 and 2004:

Years Ended December 31,

2006 2005 2004
Rental and Other Revenues (1)
Office segmen $ 341,85. $ 329,16f $ 324,94t
Industrial segmer 30,95¢ 26,58¢ 26,971
Retail segmer 42,76: 39,21 36,60¢
Residential segmel 1,227 1,10¢ 1,06:
Total Rental and Other Revent $ 416,79¢ $ 396,07 $ 389,58
Net Operating Income (1):
Office segmen $ 211,61( $ 207,200 $ 205,23
Industrial segmer 23,36¢ 20,07¢ 20,84
Retail segmer 27,89: 26,70: 25,101
Residential segmel 33¢ 512 521
Total Net Operating Incomr 263,20¢ 254,50( 251,70¢
Reconciliation to income before disposition of progrty, minority interest and equity in
earnings of unconsolidated affiliates:
Depreciation and amortizatic (114,93 (109,616 (108,84¢)
Impairment of assets held for L (2,600 (7,587) —
General and administrative expen (37,309 (33,069 (41,48
Interest expens (100,76¢) (107,08) (118,46%)
Interest and other incon 7,01( 7,07¢ 6,09/
Settlement of tenant bankruptcy cla 1,581 — 14,43t
Loss on debt extinguishme (494) (453) (12,459
Income before disposition of property, minorityargst and equity in earnings of unconsolidate
affiliates $ 1569 $ 3,77¢ $ (9,016
December 31,
2006 2005 2004
Total Assets (2):
Office segmen $2,218,70! $2,245,59! $2,529,57
Industrial segmer 230,10¢ 226,19¢ 256,34(
Retail segmer 247,88 259,54« 262,51t
Residential segme! 21,93: 21,121 12,20
Corporate and othe 126,22! 156,51¢ 179,01¢
Total Asset:s $2,844,85. $2,908,97¢  $3,239,65!

(1) Excludes discontinued operatiol
(2) Real estate and other assets held for sale argixtlin this table according to the segment t
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18. O THER E VENTS
Retirement of Former Chief Executive Officer

The Company'’s former Chief Executive Officer rediren June 30, 2004. In connection with his retinetnhe Company’s Board of
Directors approved a retirement package for hinhitidduded a lump sum cash payment, acceleratethgesf stock options and restricted
stock, extended lives of stock options and continc@/erage under the Company’s health and liferarsze plan for three years at the
Company’s expense. The total cost recognized uB&&P for the six months ended June 30, 2004 wai Bllion, comprised of a $2.2
million cash payment, $0.6 million related to tresting of stock options, $1.7 million related te tresting of restricted shares and about $0.1
million for continued insurance coverage.

Settlement of Tenant Bankruptcy Claims

On July 21, 2002, WorldCom filed a voluntary petitiwith the United States Bankruptcy Court seekei@f under Chapter 11 of the
United States Bankruptcy Code. WorldCom emergeah foankruptcy (now MCI, Inc.) on April 20, 2004. Gugust 27, 2004, the Company
and various MCI subsidiaries and affiliates (theCMEntities”) executed a settlement agreement ansto which the MCI Entities paid the
Company $8.6 million in cash and transferred &pproximately 340,000 shares of new MCI, Inc. stoc8eptember 2004. The Company
subsequently sold the stock for net proceeds afcqupately $5.8 million, and recorded the full sattent of $14.4 million as Other Income in
the third quarter of 2004.

In the fourth quarter of 2006, the Company recesieares of Redback Networks, Inc., a public compangettlement of a bankruptcy
claim by the Company related to leases with thim&r tenant that were terminated in 2003. The shaeze sold for net cash proceeds of $1.6
million and recorded as Other Income.

Casualty from Hurricane and Related Insurance Claim

In the fourth quarter of 2005, one of the Compamyfice properties located in southeastern Flosdstained damage in a hurricane. The
damages are fully insured except for a $341,00@ictdre, which was expensed in the fourth quarf&0®5. The Company did not incur any
significant loss of rental income as a result @& damages. In 2006, the Company received $2.4omifiom the insurance company as
advances on the final settlement; these amounts prénarily for clean up costs and certain repditee Company is in the process of
completing final permanent repairs. On Februarg0®7, the insurance company paid the Company aitiaud $5.0 million in settlement of
the claim. The Company currently estimates thaia gf approximately $4 million will be recordedder FASB Interpretation No. 30,
“Accounting for Involuntary Conversion of Non-Mormey Assets to Monetary Assets” in the first quaae?007.
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19. Q UARTERLY F INANcIAL D ATa (Unaudited)
The following tables set forth quarterly finandiaformation for the Company’s fiscal years ended@&mwsber 31, 2006 and 2005 and have
been adjusted to reflect the reporting requiremehtscontinued operations under SFAS No. 144:

For the Year Ended December 31, 2006

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Rental and other revenu(2) $101,07¢ $102,88: $104,32¢ $108,50¢ $416,79¢
Income from continuing operatioi(2) 10,96¢ 5,33 5,53¢ 14,63( 36,46¢
Income from discontinued operatic(2) 3,181 941 3,371 9,78¢ 17,27¢
Net income 14,14¢ 6,27 8,90¢ 24,41¢ 53,74

Dividends on preferred stot (4,729 (4,119 (4,113 (4,11 (17,069

Excess of preferred stock redemption cost oveymayvalue (1,809 — — — (1,809
Net income available for common stockhold $ 761¢ $ 2,16( $ 4,79¢ $ 20,30{1) $ 34,87¢
Net income per shar-basic:

Income from continuing operatiol $ 00t $ 00z $ 00z $ 0.1¢ $ 0.3z

Discontinued operatior 0.0€ 0.0z 0.0€ 0.17 0.32

Net income $ 014 $ 004 $ 0.0 $ 0.3€ $ 0.64
Net income per shar-diluted:

Income from continuing operatiol $ 0068 $ 00z $ 00z $ 0.1¢ $ 031

Discontinued operatior 0.0€ 0.0z 0.0€ 0.17 0.31

Net income $ 014 $ 004 $ 00 $ 0.3t $ 0.62

For the Year Ended December 31, 20C
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Rental and other revenu(2) $98,96¢ $98,20¢ $98,15¢ $100,73( $396,07"
Income from continuing operatiol(2) 3,44 7,73( 10,36¢ 6,18 27,72¢
Income from discontinued operatic(2) 17,71% 3,70¢ 12,50: 812 34,73(
Net income 21,15¢ 11,43¢ 22,87 6,99¢ 62,45¢

Dividends on preferred stot (7,719 (7,713 (6,699 (5,119 (27,239

Excess of preferred stock redemption cost oveyayivalue — — (4,272) — (4,277)
Net income available for common stockhold $13,44. $ 3,721 $1190C $ 1,88¢ $ 30,94¢
Net income per shar-basic:

(Loss)/income from continuing operatic $(00) $ — $ (00 $ 0.0z $ (0.09)

Discontinued operatior 0.3¢ 0.07 0.28 0.0z 0.6t

Net income $ 028 $ 007 $ 022 $ 004 $ 0.5¢
Net income per shar-diluted:

(Loss)/income from continuing operatic $ (00§ $ — $ (0.0) $ 00z $ (0.09)

Discontinued operatior 0.3 0.07 0.2% 0.01 0.6%

Net income $ 028 $ 007 $ 022 $ 0.0 $ 0.5¢

(1) The increase in net income available for commoaolstolders from the third quarter of 2006 to therfowquarter of 2006 was primarily
result of the settlement of a $1.6 million tenaabkruptcy claim received in the fourth quarter 80@ related to leases with a former
tenant that were terminated in 2003 (see Note A 8ifther discussion) and an increase of $11.5anilin gains on disposed properties in
both continuing and discontinued operations fromttiird quarter of 2006 to the fourth quarter oB@(
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19. Q UARTERLY FINANCIAL D ATA (U NAUDITED ) — Continued

(2) The amounts presented for the first three quaalersot equal to the same amounts previously regpantForm 1-Q for each period as
result of discontinued operations. Below is a refl@tion to the amounts previously reported infAdt(-Q:

For the Quarter Ended

September 3C
March 31, June 30,
2006 2006 2006

Total rental and other revenues previously repc $104,24¢ $105,80: $ 106,29:

Discontinued operatior (3,170 (2,920 (1,969

Revised total rental and other reven $101,07¢ $102,88: $ 104,32¢

Income from continuing operations previously repd $ 11,75¢ $ 6,08¢ $ 6,00

Discontinued operatior (789) (75€) (465)

Revised income from continuing operatic $ 10,96¢ $ 5,332 $ 553

Income from discontinued operations previously regit $ 2,39 $ 18F $ 2,90¢
Additional discontinued operations from propersetd

subsequent to the respective reporting pe 78¢ 75€ 465

Revised income from discontinued operati $ 3,181 $ 941 $ 3371

For the Quarter Ended
September 3C December 31
March 31, June 30,
2005 2005 2005 2005

Total rental and other revenues previously repc $102,16¢ $101,23¢ $ 100,05: $ 104,47

Discontinued operatior (3,197 (3,029 (1,897) (3,73%)

Revised total rental and other reven $ 98,96¢ $ 98,20¢ $ 98,15¢ $ 100,73t

Income from continuing operations previously repd $ 4,0 $ 8,54( $ 10,92¢ $ 7,18

Discontinued operatior (578 (810) (560) (996

Revised income from continuing operatic $ 3,44 $ 7,73 $ 10,36¢ $ 6,187

Income from discontinued operations previously regut $ 17,13¢ $ 2,89 $  11,94: $ (1849

Additional discontinued operations from
properties sold subsequent to the respective liegqueriod 57¢ 81C 56C 99¢€
Revised income from discontinued operati $ 17,71C $ 3,70/ $ 12,50: $ 812
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For the years ended December 31, 2006, 2005 antl 200

A summary of activity for Valuation and Qualifyifgccounts and Reserves

Allowance for Doubtful Account- Straight Line Ren
Allowance for Doubtful Account- Accounts Receivabl
Allowance for Doubtful Account- Notes Receivabl
Disposition Reserv

Totals

Allowance for Doubtful Account- Straight Line Ren
Allowance for Doubtful Account- Accounts Receivabl
Allowance for Doubtful Account- Notes Receivabl
Disposition Reserv

Totals

Allowance for Doubtful Account- Straight Line Ren
Allowance for Doubtful Account- Accounts Receivabl
Allowance for Doubtful Account- Notes Receivabl
Disposition Reserv

Totals

(1) Amounts have been adjusted for duplicative ite

Balance at Additions: Deductions: Balance at
December 31 Charged to Adjustments anc December 31
Expense (2 Settlements 2006
$ $ 91F $ (1,229 $ 301
272 (637) 1,25¢
39 (129) 78¢€
— (25) 75
$ $ 1,22¢ $ (2,019 $ 241t
Additions:
Balance at Charged to Deductions: Balance at

December 31

Expense (1)

Adjustments anc

December 31

(2 Settlements (1) 2005
$ $ 1,24 $ (2,053%) $ 60¢
712 (26E) 1,61¢
832 (78) 87¢€
34¢ (429) 10C
$ $ 3,13t $ (2,825) $ 3,20¢
Additions:
Balance at Charged to Deductions: Balance at

December 31

Expense (1)

Adjustments anc

December 31

(2 Settlements (1) 2004
$ $ 1,427 $ — $ 1,42
742 (80€) 1,171
122 — 122
642 (1,217) 18C
$ $ 2,92¢ $ (2,01¢) $ 2,89

(2) Total additions include $915,000, $1,240,000 and&4,000 charged to Rental and other revenues @r389,000 and $642,0!
charged to Gains on disposition of property, rattlie years ended December 31, 2006, 2005 and 2fspectively
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As of December 31, 2006, 2005, and 2004
A summary of activity for Real estate and accunadatepreciation is as follows

December 31

2006 2005 2004
Real Estate
Balance at beginning of ye 3,201,721 3,529,201 3,782,35!
Additions
Acquisitions, Development and Improveme 137,72.  152,81( 103,18
Previously Unconsolidated Affiliat 46,247
Cost of real estate sold and reti (313,35 (480,296 (356,33)
Balance at close of year ( 3,072,33" 3,201,721 3,529,201
Accumulated Depreciatic
Balance at beginning of ye 579,62! 583,44¢ 535,36:
Depreciation expens 101,46: 108,21¢ 115,60:
Previously Unconsolidated Affiliat 4,61(
Real estate sold and retir (90,567 (112,039 (67,51
Balance at close of year ( 595,13t 579,62! 583,44¢
(&) Reconciliation of total cost to balance $toagtion at December 31, 2006, 2005, and 2004 (in
Thousands
2006 2005 2004
Total per schedule Il 3,072,33! 3,201,721 3,529,201
Construction in progress exclusive of land inclugedchedule IlI 101,89¢ 28,72% 26,43¢
Furniture, fixtures and equipme 23,69¢ 22,461 22,40:
Property held for sal (40,999 (219,53) (215,909
Reclassification adjustment for discontinued openst 1,041 3,33(
Total real estate assets at ¢ 3,156,93. 3,034,42. 3,365,471
(b) Reconciliation of total Accumulated Depréitia to balance sheet caption at December 31, 2006,
2005, and 2004 (in Thousanc
2006 2005 2004
Total per Schedule | 595,13t 579,62! 583,44¢
Accumulated Depreciatic- furniture, fixtures and equipme 20,30¢ 18,177 16,34
Property held for sal (6,829) (42,29¢) (30,129
Total accumulated depreciati 608,61: 555,50t 569,66
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SCHEDULE Il - REAL ESTATE AND ACCUMULATED DEPRECIA TION

12/31/2006
(In Thousands)

Cost Capitalized
Subsquent to

Gross Amount at which

Initial Costs Acquisition carried at close of period
Life on Which
Carrying Building Depreciation is
2006 Building and and Accumulated Date of

Description City Encumberance Land Improvements Improvements Costs Land Improvements Total Depreciation Construction Calculated On
Atlanta, GA
174(-90 Century Circle Atlants 1,117 3,16¢ — 60¢€ 1,117 3,77¢ 4,89 1,11°¢ 1972 5-40 yrs.
1700 Century Circle Atlante — 2,482 — 27¢ — 2,76( 2,76( 31¢ 1983 5-40 yrs.
1800 Century Boulevar Atlants 1,442 29,08 — 9,72¢ 1,44¢ 38,80 40,24¢ 10,72¢ 1975 5-40 yrs.
1825 Century Cente Atlante 864 — 30z 15,187 1,161 15,18716,35¢ 2,15¢ 2002 5-40 yrs.
1875 Century Boulevar Atlants — 8,92¢ — 1,69 — 10,61710,617 2,662 1976 5-40 yrs.
1900 Century Boulevar Atlante — 4,744 — 1,00 — 5,748 5,74¢ 1,42( 1971 5-40 yrs.
2200 Century Parkwe Atlants — 14,43: — 2,247 — 16,67¢16,67¢ 4,38¢ 1971 5-40 yrs.
2400 Century Cente Atlante — — 40€  15,40. 40€ 15,40115,80¢ 3,91¢ 1998 5-40 yrs.
2500 Century Cente Atlants — — 32¢ 14,22 32¢ 14,22 14,55 597 2005 5-40 yrs.
2500/2635 Parking Garay Atlante — — — 6,24z — 6,24% 6,24: 16¢ 2005 5-40 yrs.
2600 Century Parkwe Atlants — 10,67¢ — 1,878 — 12,55¢12,55¢ 3,07( 1973 5-40 yrs.
2635 Century Parkwe Atlante — 21,64 — 2,17: — 23,81€23,81¢ 6,011 1980 5-40 yrs.
2800 Century Parkwe Atlants — 20,44¢ — 424 — 20,87:20,87: 5,30z 1983 5-40 yrs.
400 North Business Pa Atlante 97¢ 6,23t 979 (6,23 — — — — 1985 5-40 yrs.
50 Glenlake Atlante 2,50( 20,00¢ — 89t 2,50( 20,90123,40: 4,64% 1997 5-40 yrs.
6348 Northeast Expressw Atlante 27¢E 1,65¢ — 18¢ 27t 1,84¢ 2,11¢ 462 1978 5-40 yrs.
6438 Northeast Expressw Atlants 18C 2,21¢ — 34¢  17¢ 2,56¢ 2,74 59¢ 1981 5-40 yrs.
Bluegrass Lakes Atlante 81€ — 33€ 3,08¢ 1,152 3,08¢ 4,241 761 1999 5-40 yrs.
Bluegrass Place Atlants 491 2,061 — 73 491 2,132 2,62¢ 52¢ 1995 5-40 yrs.
Bluegrass Place Atlante 412 2,58: — 19 41z 2,60z 3,01« 61C 1996 5-40 yrs.
Bluegrass Valle! Atlants 1,50( — 40¢ 3,98¢ 1,90¢ 3,98¢ 5,89t 1,26: 2000 5-40 yrs.
Bluegrass Valley Lan Atlante 19,71 — (14,88%) — 4,82 — 4,82 — N/A N/A
Century Plaza Atlants 1,29( 8,561 — 1,79¢ 1,29( 10,36:11,65:¢ 1,84: 1981 5-40 yrs.
Century Plaza | Atlante 1,38( 7,738 — 1,40< 1,38( 9,13710,51% 1,74¢ 1984 5-40 yrs.
Chastain Place Atlants 451 — 341 3,10¢ 79z 3,10¢ 3,90: 814 1997 5-40 yrs.
Chastain Place Atlante 59¢ — 194 1,50€ 793 1,50€ 2,29¢ 362 1998 5-40 yrs.
Chastain Place I Atlants 53¢ — 17¢ 1,10 712 1,10¢ 1,81¢ 232 1999 5-40 yrs.
Corporate Lake Atlante 1,26¢ 7,245 — 491 1,26¢ 7,734 8,99¢ 1,90¢ 1988 5-40 yrs.
Deerfield | Atlante 1,20¢ 3,90( (1,204 (3,900 — — — — 1999 5-40 yrs.
Deerfield Il Atlante 1,70t 5,521 (a,705 (5,52 — — — — 1999 5-40 yrs.
Deerfield I11 Atlante 1,01C — (1,010 — - — — — 2001 5-40 yrs.
EKA Chemical Atlante 1) 60¢ 9,88¢ — — 60¢ 9,88€ 10,49 2,17: 1998 5-40 yrs.
Gwinnett Distribution Cente Atlants 1,11¢ 5,96( — 1,35¢ 1,11¢ 7,31¢ 8,431 1,80¢ 1991 5-40 yrs.
Henry County Lant Atlante 3,01( — — —  3,01( —  3,01c — N/A N/A
Highwoods Center | at Tradep« Atlante 1) 307 — 13¢ 3,15¢ 44¢€ 3,15¢ 3,60( 1,34¢ 1999 5-40 yrs.
Highwoods Center Il at Tradepc Atlante 1) 641 — 162 3,371 802 3,371 4,17¢ 1,02( 1999 5-40 yrs.
Highwoods Center Il at Tradepc Atlante 1) 40¢ — 13C 2,15¢ 53¢ 2,15¢ 2,691 28C 2001 5-40 yrs.
National Archives and Recor:

Administration Atlants 1,48¢ — — 17,76 1,48¢ 17,76219,24¢ 1,08¢ 2004 5-40 yrs.
Newpoint Place Atlante 81¢ — 35€ 3,18( 1,17¢ 3,18( 4,35t 67% 1998 5-40 yrs.
Newpoint Place | Atlants 1,49¢ — 394 3,49t 1,89 3,49 5,38¢ 821 1999 5-40 yrs.
Newpoint Place I Atlante 66¢ — 252 2,15C 921 2,15C 3,071 427 1998 5-40 yrs.
Newpoint Place I\ Atlants 98¢ — 40¢€ 4,53¢ 1,39¢ 4,53¢ 5,93¢ 791 2001 5-40 yrs.
Norcross | & Il Atlante 32z 2,00( — 155 32t 2,15¢ 2,477 552 1970 5-40 yrs.
Nortel Atlante 3,34z 32,11 — 12 3,34: 32,12:35,46¢ 7,06: 1998 5-40 yrs.
Oakbrook | Atlante 88C 4,99: (880) (4,99) — — — — 1981 5-40 yrs.
Oakbrook II Atlante 1,591 9,03( (2,59 (9,030 — — — — 1983 5-40 yrs.
Oakbrook Il Atlante 1,491 8,46: (1,497 (8,46 — — — — 1984 5-40 yrs.
Oakbrook IV Atlante 96C 5,44¢ 960 (5,449 — — — — 1985 5-40 yrs.
Oakbrook Summi Atlante 942 6,63¢ — 45¢ 94z 7,09t 8,031 1,79¢ 1981 5-40 yrs.
Oakbrook V Atlante 2,22 12,61 (2,229 (12,619 — — — — 1985 5-40 yrs.
Oxford Lake Business Cent Atlante 85t 7,15¢ (855  (7,15%) — — — — 1985 5-40 yrs.
Peachtree Corners Atlante 1,92:¢ 7,992 (1,929 (7,999 — — — — 1999 5-40 yrs.
Peachtree Corners | Atlante 88C 2,014 (880) (2,019 — — — — 2002 5-40 yrs.
South Park Residential Lai Atlante 50 — 7 — 57 — 57 — N/A N/A
South Park Site Lan Atlante 1,20< — 752 — 1,95¢ — 1,95¢ — N/A N/A



Table of Contents

Cost Capitalized

Subsquent to

Gross Amount at which

Initial Costs Acquisition carried at close of period
Life on Which
Carrying Building Depreciation is
2006 Building and and Accumulated Date of
Description City Encumberance Land Improvements Improvements Costs Land Improvements Total Depreciation Construction Calculated On
Southside Distribution Cent Atlanta 804 4,557 — 1,392 804 5,94t  6,74¢ 1,357 1988 5-40 yrs.
Tradeport | Atlanta 557 — 261 2,687 81¢ 2,587 3,40¢ 55C 1999 5-40 yrs.
Tradeport Il Atlanta 557 — 261 2,61¢ 81¢ 2,61¢ 3,43¢ 944 1999 5-40 yrs.
Tradeport Ill Atlanta 6732 — 37C 2,35¢ 1,04: 2,35¢ 3,401 26E 1999 5-40 yrs.
Tradeport IV Atlanta 667 — 365 2,80¢ 1,032 2,80¢ 3,83¢ 36C 2001 5-40 yrs.
Tradeport Lanc Atlanta 5,247 — (5) — 5,23¢ — 5,23¢ — N/A N/A
Tradeport V Atlanta 463 — 18C 2,491 643 2,491 3,13¢ 352 2002 5-40 yrs.
Two Point Roya Atlanta 1) 1,798 14,96 — 18C 1,79: 15,14« 16,937 3,26: 1997 5-40 yrs.
Baltimore, MD
Sportsman Club Lan Baltimore 24,93 — (13,31 — 11,61 — 11,61 — N/A N/A
Charlotte, NC
University Cente Charlotte 1,24t — (1,245 — — — — — 2001 5-40 yrs.
University Cente- Land Charlotte 7,12z — (1,027 —  6,10C — 6,10( — N/A N/A
Columbia, SC
Centerpoint Columbia 1,32 7,50¢ (1,329 (7,509 — — — — 1988 5-40 yrs.
Centerpoint 1| Columbia 1,192 8,09¢ (1,192 (8,09 — — — — 1996 5-40 yrs.
Centerpoint Vv Columbia 265 — (265) — — — — — 1997 5-40 yrs.
Centerpoint VI Columbia 27€ — (27€) — — — — — N/A N/A
Fontaine | Columbia 1,22¢ 6,96( — (943) 1,22¢ 6,017 7,24°¢ 2,49: 1985 5-40 yrs.
Fontaine Il Columbia 94¢ 5,37¢ — (784)  94¢ 4,59z 5,541 1,49: 1987 5-40 yrs.
Fontaine Il Columbia 85¢ 4,86¢ — (1,14¢) 85¢ 3,72( 4,57¢ 1,37¢ 1988 5-40 yrs.
Fontaine V Columbia 39¢ 2,257 — (131) 39¢ 2,12¢ 2,52¢ 59t 1990 5-40 yrs.
Greenville, SC
385 Building 1 Greenville 1,41: — — 3,611 1,41: 3,611 5,02¢ 1,257 1998 5-40 yrs.
385 Land Greenville 1,80C — 27 — 1,827 — 1,827 — N/A N/A
770 Pelham Roa Greenville 70¢E 2,817 — 562 70t 3,37¢  4,07¢ 951 1989 5-40 yrs.
Brookfield Plaze Greenville ) 1,50( 8,51« — 251 1,50( 8,765 10,26¢ 2,27¢ 1987 5-40 yrs.
Brookfield-Jacob-Sirrine Greenville 3,05( 17,28( (23) 4,157 3,027 21,43: 24,46( 4,72 1990 5-40 yrs.
MetLife @ Brookfield Greenville 1,03¢ — 352 10,56¢ 1,391 10,56¢ 11,96 2,34¢ 2001 5-40 yrs.
Patewood Business Cen Greenville 1,322 7,50¢ — (2,437 1,32% 5,067 6,38¢ 1,997 1983 5-40 yrs.
Patewood Greenville 942 5,117 — 1,30¢ 942 6,425 7,361 1,597 1985 5-40 yrs.
Patewood | Greenville 942 5,17¢ 95¢ 942 6,13t 7,07¢ 1,62¢ 1987 5-40 yrs.
Patewood Il| Greenville ) 841 4,77¢ — 1,94¢ 842 6,725 7,567 1,411 1989 5-40 yrs.
Patewood IV Greenville ) 1,21¢ 6,91¢ — 68C 1,21¢ 7,59¢ 8,81¢ 1,88t 1989 5-40 yrs.
Patewood \ Greenville ) 1,69( 9,58¢ — 2,03: 1,69( 11,627 13,31 2,84¢ 1990 5-40 yrs.
Patewood V Greenville 2,36( — 321 7,38( 2,681 7,38(C 10,06: 1,49¢ 1999 5-40 yrs.
Kansas City, MO
Country Club Plaz. Kansas Cit 3)7) 14,28¢ 146,87¢ 757 117,53( 15,04¢ 264,40¢ 279,45 50,68! 192(-2002  5-40 yrs.
Colonial Shop: Kansas Cit 141 657 — 10C 141 757 897 17¢ 1907 5-40 yrs.
Corinth Executive Building Kansas Cit 52¢€ 2,341 — 69C 52¢€ 3,032 3,557 712 1973 5-40 yrs.
Corinth Office Building Kansas Cit 541 2,19¢ — 46€ 541 2,665 3,207 57¢€ 1960 5-40 yrs.
Corinth Shops Sout Kansas Cit 1,042 4,447 — 593 1,04: 5,04( 6,08¢ 1,051 1953 5-40 yrs.
Corinth Square North Shoj Kansas Cit 2,75¢€ 11,49( — 1,747 2,75¢ 13,237 15,99 2,732 1962 5-40 yrs.
Fairway North Kansas Cit 771 3,282 — 582 771 3,86¢ 4,63¢ 922 1985 5-40 yrs.
Fairway Shop: Kansas Cit 68¢ 3,21¢ — 253 68¢ 3,46¢ 4,157 78¢ 1940 5-40 yrs.
Fairway Wes Kansas Cit 871 3,521 — 421 871 3,94¢  4,81¢ 87¢ 1983 5-40 yrs.
Land- Hotel Land- Valencia Kansas Cit 97¢ — 111 — 1,08¢ — 1,08¢ — N/A N/A
Land- Lionsgate Kansas Cit 3,50¢ — 2) —  3,50¢ — 3,50¢ — N/A N/A
Neptune Apartment Kansas Cit 3,80¢ 1,09¢ 6,282 — 63€ 1,09¢ 6,91¢ 8,01¢ 1,43¢ 1988 5-40 yrs.
Nichols Building Kansas Cit 502 2,03( — 463 501 2,49 2,99« 5717 1978 5-40 yrs.
One Ward Parkwa Kansas Cit 682 3,931 — 96€ 681 4,90 5,58¢ 1,10¢ 1980 5-40 yrs.
Park Plaz: Kansas Cit 3) 1,38¢ 6,41( — 1,62¢ 1,38¢ 8,03¢ 9,42¢ 1,89¢ 1983 5-40 yrs.
Parkway Building Kansas Cit 404 2,04¢ — 412 404 2,45¢ 2,86( 50¢€ 190¢-1910 5-40 yrs.
Prairie Village Rest & Ban Kansas Cit (4) — — — 1,372 — 1,372 1,37: 307 1948 5-40 yrs.
Prairie Village Shop Kansas Cit 4) 3,36€ 14,68¢ — 4,25z 3,367 18,93¢ 22,30« 4,167 1948 5-40 yrs.
Rental House Kansas Cit — 764 113 (307) 113 457 57C 10¢ 1960 5-40 yrs.
Residentia- Land Kansas Cit 484 — 39€ — 88C — 88C — N/A N/A
Shannon Valley Shopping
Center Kansas Cit 1,93( 7,62¢ (1,930 (7,625 — — — — 1988 5-40 yrs.
Somerse Kansas Cit 31 12t — — 31 12t 15€ 26 1998 5-40 yrs.
Two Brush Creel Kansas Cit 984 4,40z — 411 984 4,81 5,797 94( 1983 5-40 yrs.
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Valencia Place Offici Kansas City 3) 1,57¢ — 97C 34,757 2,54¢ 34,75137,30: 8,20¢ 1999 5-40 yrs.
Memphis, TN
3400 Players Club Parkwi Memphis 2) 1,00% — 207 5,057 1,212 5,057 6,27( 1,16¢ 1997 5-40 yrs.
6000 Poplar Ave Memphis 2,34( 11,38t — 2,152 2,34( 13,53¢15,87¢ 2,45( 1985 5-40 yrs.
6060 Poplar Av¢ Memphis 1,98( 8,671 — 1,21¢ 1,98( 9,89:11,87: 1,76°¢ 1987 5-40 yrs.
Atrium | & Il Memphis 1,57C 6,257 — 1,87 1,57C 8,12¢ 9,69¢ 2,04t 1984 5-40 yrs.
Centrum Memphis 1,012 5,58( — 1,712 1,01: 7,297 8,307 1,46: 1979 5-40 yrs.
International Place | Memphis (5) 4,88¢ 27,78: — 3,36¢ 4,88¢ 31,15136,03¢ 7,96% 1988 5-40 yrs.
Shadow Creek Memphis 924 — 46€ 6,401 1,39( 6,401 7,791 982 2000 5-40 yrs.
Shadow Creek | Memphis 734 — 467 7,502 1,201 7,50% 8,70« 1,04( 2001 5-40 yrs.
Southwind Office Center Memphis 1,004 5,69¢ — 69z 1,00¢ 6,38¢ 7,38¢ 1,76( 1991 5-40 yrs.
Southwind Office Center | Memphis 1,36¢ 7,75¢ — 86(C 1,36¢ 8,61¢ 9,98( 2,24¢ 1990 5-40 yrs.
Southwind Office Center ! Memphis ) 1,07¢ — 221 5,787 1,291 5,787 7,07t 1,87¢ 1998 5-40 yrs.
Southwind Office Center | Memphis 744 — 19¢ 5,03: 937 5,03: 5,97( 1,01: 1999 5-40 yrs.
The Colonnad: Memphis 1,30C 6,481 267 69¢ 1,567 7,17¢ 8,74¢ 2,13: 1998 5-40 yrs.
Nashville, TN
3322 West Eni Nashville ) 3,02¢ 27,49( — 1,65¢ 3,02t 29,14£32,17( 5,29: 1986 5-40 yrs.
3401 West Eni Nashville 5,86¢ 22,917 ) 4,39¢ 5,86: 27,31733,17¢ 7,25: 1982 5-40 yrs.
5310 Maryland Wa! Nashville 1,862 7,201 — 24¢ 1,86: 7,450 9,31: 2,11¢ 1994 5-40 yrs.
BNA Corporate Cente Nashville — 18,50¢ — 7,28¢ — 25,794 25,79« 7,122 1985 5-40 yrs.
Century City Plaza Nashville 903 6,91¢ — (2,524 90z 4,398 5,29¢ 1,19¢ 1987 5-40 yrs.
Cool Springs Nashville 1,582 — 15 12,507 1,59¢ 12,50714,10¢ 2,78 1999 5-40 yrs.
Cool Springs Il Nashville 1,82¢ — 34¢ 21,92¢ 2,17( 21,92¢24,09¢ 5,63( 1999 5-40 yrs.
Cool Springs I Nashville 1,631 — — 14,75¢ 1,631 14,75¢16,38¢ 63 2006 5-40 yrs.
Cool Springs Lan Nashville 7,63 — (5,979 — 1,661 — 1,661 — N/A N/A
Eastpark I, II, & Il Nashville 2,84( 10,99: 1 2,72¢ 2,841 13,71¢16,56( 4,33¢ 1978 5-40 yrs.
Harpeth on the Green Nashville 1) 1,41¢ 5,671 — 1,12C 1,41¢ 6,797 8,217 1,90¢ 1984 5-40 yrs.
Harpeth on the Green | Nashville 1) 1,66( 6,64¢ — 1,21¢ 1,66( 7,86¢ 9,52¢ 2,21( 1987 5-40 yrs.
Harpeth on the Green | Nashville 1) 1,712 6,842 — 1,20¢ 1,71¢ 8,05( 9,76: 2,09¢ 1989 5-40 yrs.
Harpeth on The Green Nashville 1) 662 — 197 4,15¢ 85¢ 4,15¢ 5,01« 892 1998 5-40 yrs.
Hickory Trace Nashville (5) 1,16< — 164 4,84¢ 1,32¢ 4,84¢ 6,17 79¢ N/A N/A
Highwoods Plaza Nashville 1) 1,552 — 307 7,04C 1,85¢ 7,04( 8,89¢ 1,67¢ 1996 5-40 yrs.
Highwoods Plaza | Nashville 1) 1,44¢ — 307 6,65€ 1,75¢ 6,65¢ 8,411 1,87¢ 1997 5-40 yrs.
Lakeview Ridge Nashville 2,06¢ 7,267 — 231 2,06¢ 7,49¢ 9,567 2,02( 1986 5-40 yrs.
Lakeview Ridge I Nashville 1) 605 — 187 4,10¢ 79z 4,10¢ 4,90( 881 1998 5-40 yrs.
Lakeview Ridge Il Nashville 1) 1,07z — 40C  10,55¢ 1,47: 10,55¢12,03: 2,637 1999 5-40 yrs.
Seven Spring- Land Il Nashville 3,71¢ — (1,025 — 2,69 — 2,69 — N/A N/A
Seven Spring- Land | Nashville 3,12 — 1,39¢ — 4,521 — 4,521 — N/A N/A
Seven Springs Nashville 2,07¢ — 592 14,00 2,66¢ 14,00 16,67¢ 2,331 2002 5-40 yrs.
SouthPointe Nashville 1,65¢ — 31C 6,58¢ 1,96¢ 6,58¢ 8,54¢ 1,571 1998 5-40 yrs.
Southwind Lanc Nashville 3,662 — 352 — 4,01« — 4,01« — N/A N/A
Sparrow Building Nashville 1,262 5,047 — 791 1,26: 5,83¢ 7,10( 1,61( 1982 5-40 yrs.
The Ramparts at Brentwor Nashville 2,39¢ 12,80¢ — 1,81( 2,39¢ 14,61¢17,01( 2,14¢ 1986 5-40 yrs.
Westwood Soutl Nashville 1) 2,10¢ — 382 9,627 2,48¢ 9,62712,11¢ 2,50¢ 1999 5-40 yrs.
Winners Circle Nashville 1) 1,497 7,25¢ — 92z 1,49 8,18( 9,67¢ 1,861 1987 5-40 yrs.
Orlando, FL
Capital Plaza Il Orlando 2,99¢ — 18 — 3,01z — 3,01 — N/A N/A
In Charge Institut: Orlando 501 — 95 2,687 59¢ 2,68 3,27¢ 874 2000 5-40 yrs.
MetroWest 1 Lanc Orlando 1,10C — 51 — 1,151 — 1,151 — N/A N/A
Metrowest Cente Orlando 1,35¢ 7,681 26¢ 1,82¢ 1,62¢ 9,51211,13¢ 2,50¢ 1988 5-40 yrs.
MetroWest Lanc Orlando 2,03¢ — (14¢) — 1,88¢ — 1,88¢ — N/A N/A
Windsor at Metro Cente Orlando — — 2,06( 9,422 2,06( 9,42:11,48: 1,012 2002
Piedmont Triad, NC
101 Stratforc Piedmont Tria 1,20t 6,91¢ (1) 1,20C 1,20¢ 8,11€¢ 9,321 1,891 1986 5-40 yrs.
150 Stratforc Piedmont Tria 2) 2,78¢ 11,51: — 924 2,78¢ 12,43 15,22¢ 3,72¢ 1991 5-40 yrs.
160 Stratforc- Land Piedmont Tria 96€ — 1 12C 967 12C 1,087 2 N/A N/A
500 Radar Roa Piedmont Tria 20z 1,507 (202) (1,507) — — — — 1981 5-40 yrs.
502 Radar Roa Piedmont Tria 39 28t (39) (285) — — — — 1986 5-40 yrs.
504 Radar Roa Piedmont Tria 39 292 (39 (292) — — — — 1986 5-40 yrs.
506 Radar Roa Piedmont Tria 39 28t (39 (285) — — — — 1986 5-40 yrs.
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6348 Burnt Popla Piedmont Tria 724 2,90 — 284 724 3,18¢ 3,90¢ 93¢ 1990 5-40 yrs.
6350 Burnt Popla Piedmont Tria 34C 1,37¢ — 16 341 1,39C 1,731 417 1992 5-40 yrs.
7341 West Friendly Avent Piedmont Tria 118 841 — 23 118 1,07¢ 1,19 31€ 1988 5-40 yrs.
7343 West Friendly Avent Piedmont Tria 72 55¢E — 174 72 72¢ 801 26C 1988 5-40 yrs.
7345 West Friendly Avent Piedmont Tria 66 49z — 73 66 565 631 161 1988 5-40 yrs.
7347 West Friendly Avent Piedmont Tria 97 71¢ — 76 97 795 89z 24z 1988 5-40 yrs.
7349 West Friendly Avent Piedmont Tria 53 39: — 49 53 442 49t 137 1988 5-40 yrs.
7351 West Friendly Avent Piedmont Tria 10€ 78¢ — 14C 10¢€ 92€ 1,03¢ 29C 1988 5-40 yrs.
7353 West Friendly Avent Piedmont Tria 12z 912 — 56 12% 96€ 1,091 29z 1988 5-40 yrs.
7355 West Friendly Avent Piedmont Tria 72 53¢ — 44 72 582 654 17C 1988 5-40 yrs.
7906 Industrial Village Roa  Piedmont Tria 62 46( (62) (460 — — — — 1985 5-40 yrs.
7908 Industrial Village Roa  Piedmont Tria 62 47t (62) 475 — — — — 1985 5-40 yrs.
7910 Industrial Village Roa  Piedmont Tria 62 46( (62) (460 — — — — 1985 5-40 yrs.
Airpark Eas-Building 1 Piedmont Tria 37¢ 1,51¢ — 17¢  37¢ 1,698 2,07¢ 50t 1990 5-40 yrs.
Airpark Eas-Building 2 Piedmont Tria 462 1,84¢ — 197 46z 2,04¢ 2,50¢ 681 1986 5-40 yrs.
Airpark Eas-Building 3 Piedmont Tria 32z 1,29: — 11C 32z 1,40% 1,72¢ 42¢ 1986 5-40 yrs.
Airpark Eas-Building A Piedmont Tria 50¢ 2,921 — 95z 51C 3,87¢ 4,38¢ 1,24: 1986 5-40 yrs.
Airpark Eas-Building B Piedmont Tria 73¢ 3,231 — 641 73¢ 3,87¢ 4,617 1,22¢ 1988 5-40 yrs.
Airpark Eas-Building C Piedmont Tria (5) 2,397 9,57¢ — 2,42% 2,39 12,00:14,39:« 3,92¢ 1990 5-40 yrs.
Airpark Eas-Building D Piedmont Tria (5) 85C — 69¢ 4,36€ 1,54¢ 4,36¢ 5,91¢ 1,267 1997 5-40 yrs.
Airpark Eas-Copier Consultan Piedmont Tria 224 1,06¢ — 34z 224 1,41C 1,63¢ 647 1990 5-40 yrs.
Airpark Eas-HewlettPackarc Piedmont Tria 465 — 38C 1,13¢ 84t 1,13¢ 1,982 45¢ 1996 5-40 yrs.
Airpark Eas-Highland Piedmont Tria 14€ 1,081 — (3) 14t 1,077 1,22: 31C 1990 5-40 yrs.
Airpark Eas-Inacom Building Piedmont Tria 265 — 27C 77z 53t 77z 1,307 227 1996 5-40 yrs.
Airpark Eas-Service Center  Piedmont Tria 237 1,10¢ — 151 237 1,25¢ 1,491 42¢€ 1985 5-40 yrs.
Airpark Eas-Service Center  Piedmont Tria 19¢ 94¢ — 30z 192 1,24¢ 1,44: 60¢ 1985 5-40 yrs.
Airpark Eas-Service Center  Piedmont Tria 30E 1,21¢ — 23¢ 30t 1,457 1,762 542 1985 5-40 yrs.
Airpark Eas-Service Center  Piedmont Tria 22F 92¢ — 15z 22t 1,08C 1,30¢ 37¢ 1985 5-40 yrs.
Airpark Eas-Service Cour Piedmont Tria 171 777 — 43 171 82C 99C 25€ 1990 5-40 yrs.
Airpark Eas-Simplex Piedmont Tria 271 — 23¢ 72¢  51C 72¢ 1,23¢ 197 1997 5-40 yrs.
Airpark Eas-Warehouse Piedmont Tria 855 1,61¢ — 35z 35€ 1,965 2,321 61C 1985 5-40 yrs.
Airpark Eas-Warehouse ! Piedmont Tria 37z 1,52:¢ — 20z 374 1,72¢ 2,09¢ 54¢ 1985 5-40 yrs.
Airpark Eas-Warehouse ! Piedmont Tria 341 1,48¢ — 50€ 341 1,99 2,33¢ 72% 1986 5-40 yrs.
Airpark Eas-Warehouse Piedmont Tria 66C 2,67¢ — 23S  65¢ 2,91¢ 3,57« 904 1988 5-40 yrs.
Airpark North- DC1 Piedmont Tria 86C 2,91¢ — 584 86C 3,50¢ 4,36¢ 1,13¢ 1986 5-40 yrs.
Airpark North- DC2 Piedmont Tria 1,302 4,39 — 871 1,30: 5,267 6,56¢ 1,50: 1987 5-40 yrs.
Airpark North- DC3 Piedmont Tria 44¢ 1,517 — 165 45C 1,68z 2,131 50z 1988 5-40 yrs.
Airpark North- DC4 Piedmont Tria 451 1,51¢ — 124 452 1,63¢ 2,08¢ 51t 1988 5-40 yrs.
Airpark South Warehouse Piedmont Tria 54¢€ — — 2,782 54¢€ 2,782 3,32¢ 79¢ 1998 5-40 yrs.
Airpark South Warehouse Piedmont Tria 74¢ — — 2,491 74¢ 2,491 3,23¢ 46¢ 1999 5-40 yrs.
Airpark South Warehouse Piedmont Tria 603 — — 2,27 60z 2,27: 2,87t 38t 1999 5-40 yrs.
Airpark South Warehouse Piedmont Tria 49¢ — — 1,997 49¢ 1,997 2,49¢ 40t 1999 5-40 yrs.
Airpark South Warehouse Piedmont Tria 1,732 — — 5,561 1,73: 5,561 7,29« 2,12¢ 1999 5-40 yrs.
Airpark West 1 Piedmont Tria 944 3,831 — 29z 944 4,127 5,067 1,19¢ 1984 5-40 yrs.
Airpark West 2 Piedmont Tria 887 3,55( — 404 887 3,952 4,841 1,18¢ 1985 5-40 yrs.
Airpark West 4 Piedmont Tria 227 907 — 38¢ 227 1,29¢ 1,521 387 1985 5-40 yrs.
Airpark West £ Piedmont Tria 243 971 — 33¢  24¢ 1,31C 1,552 48C 1985 5-40 yrs.
Airpark West € Piedmont Tria 327 1,30¢ — 85 327 1,39¢ 1,722 42¢ 1985 5-40 yrs.
ALO Piedmont Tria 177 — 80 91¢ 257 91¢ 1,17¢ 15& 1998 5-40 yrs.
Brigham Roac- Land Piedmont Tria 7,05¢ — (3,720 —  3,33¢ —  3,33¢ — N/A N/A
Chesapeak Piedmont Tria 1,241 4,96° — 16 1,241 4,97¢ 6,22( 1,48( 1993 5-40 yrs.
Chimney Rock A/E Piedmont Tria 1,612 4,04 — 131 1,61 4,177 5,79( 8717 1981 5-40 yrs.
Chimney Rock C Piedmont Tria 23€ 592 — 67 23€ 65S¢ 89t 17z 1983 5-40 yrs.
Chimney Rock C Piedmont Tria 60¢& 1,51¢ — 34 60t 1,547 2,152 287 1983 5-40 yrs.
Chimney Rock E Piedmont Tria 1,69¢ 4,26t — 244 1,69°¢ 4,50¢ 6,20 94¢ 1985 5-40 yrs.
Chimney Rock F Piedmont Tria 1,43¢ 3,60¢ — 1 1,43¢ 3,60¢ 5,047 771 1987 5-40 yrs.
Chimney Rock C Piedmont Tria 1,04% 2,622 — 40 1,04¢ 2,661 3,707 564 1987 5-40 yrs.
Consolidated Center/ Buildinc Piedmont Tria 62E 2,18: — 1,381 62t 3,564 4,18¢ 51¢ 1983 5-40 yrs.
Consolidated Center/ Building
1] Piedmont Tria 62t 4,43¢ — 58¢ 62t 5,02: 5,64¢ 1,10z 1983 5-40 yrs.
Consolidated Center/ Building
Il Piedmont Tria 68C 3,572 — 22t 68C 3,797 4,471 84( 1989 5-40 yrs.
Consolidated Center/ Building
\% Piedmont Tria 37€ 1,65t — 317 37€ 1,972 2,34¢ 464 1989 5-40 yrs.
Deep River Corporate Ceni  Piedmont Tria 1,041 5,89 — 32¢ 1,041 6,21¢ 7,25¢ 1,69¢ 1989 5-40 yrs.
Enterprise Warehouse Piedmont Tria 452 — 36C 3,01€¢ 81z 3,01¢ 3,82¢ 62C 2002 5-40 yrs.
Enterprise Warehouse Piedmont Tria 2,732 — 881 10,20¢ 3,61¢ 10,20¢13,82:¢ 12 2006 5-40 yrs.
Forsyth Corporate Cent Piedmont Tria 2) 32¢ 1,867 — 801 32¢ 2,66¢ 2,990 694 1985 5-40 yrs.
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Highwoods Park Building
|

Highwoods Square CV

Highwoods Square Lar

Highwoods Square Sho

Jefferson Pilot Lan

Madison Park - Building
5620

Madison Park - Building
5630

Madison Park - Building
5635

Madison Park - Building
5640

Madison Park - Building
5650

Madison Park - Building
5655

Madison Park - Building
5660

Madison Parking Dec

Regency One-Piedmont
Center

Regency Two-Piedmont
Center

Sears Cenfac

The Knollwood -380
Retail

The Knollwooc-370

The Knollwooc-380

University
Commercial Center-
Archer 4

University
Commercial Center-
Landmark &

University
Commercial Center-
Service Center

University
Commercial Center-
Service Center

University
Commercial Center-
Service Center

University Commercial
Cente-Warehouse

University Commercial
Cente-Warehouse :

US Airways

Westpoint Business Park
Land

Westpoint Business Parl
Luwabahnsor

Research Triangle, NC

3600 Glenwood Avenu

3645 Trust Drive - One
North Commerce
Center

3737 Glenwood Avenu

4101 Research Commo

4201 Research Commo

4301 Research Commo

4401 Research Commo

4501 Research Commo

4800 North Parl

4900 North Parl

5000 North Parl

5200 Greens Dairy-One
North Commerce
Center

5220 Greens Dairy-One
North Commerce
Center

801 Corporate Cent

Blue Ridge |

Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac
Piedmont Triac

Piedmont Triac

Piedmont Triac
Piedmont Triac

Piedmont Triac

Piedmont Triac
Piedmont Triac

Piedmont Triac

Piedmont Triac
Piedmont Triac

Piedmont Triac

Piedmont Triac

Piedmont Triac

Piedmont Triac

Piedmont Triac
Piedmont Triac

Piedmont Triac
Piedmont Triac

Piedmont Triac

Piedmont Triac

Research Triang

Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang

Research Triang

Research Triang
Research Triang
Research Triang

@
()
@

@

874

1,14¢

78

474

1,581

97C
1,83¢

524

41z
1,052

96
2,66¢€
4,04¢

(29

2,59¢

42z

2,69:¢

4,25(
1,671
4,831
2,371
4,271
2,381
5,78¢

82¢
2,26:

1,33(

Initial Costs Subsquent to Acquisitior  carried at close of period
Building Carrying Building
and and
Encumberance Land Improvements Improvements Costs  Land Improvements Total Depreciation

1,47¢ — - 8,581 1,47¢ 8,58110,05¢
1,41€ — 537 —  1,95: — 1,95
1,811 — — — 1,811 — 1,811
1,031 — 30 1,45¢ 1,061 1,45¢ 2,515
11,75¢ — (4,257 —  7,50: — 7,502
947 2,22( — — 947 2,221 3,16:
1,48¢ 3,501 — —  1,48¢ 3,507 4,99¢
894 2,10¢ — 202 894 2,30¢ 3,20:
1,831 6,531 — 7 1,831 6,53¢ 8,37(
1,082 2,551 — 31€ 1,08 2,867 3,94¢
1,947 7,123 — 29: 1,947 7,417 9,36¢
1,912 4,50¢ — 19€ 1,91 4,702 6,61«
5,75¢ 8,82z — 49€ 5,75¢ 9,31£ 15,07
51¢ 382 1,96(  89¢ 1,960 2,857
43t — 28¢ 1,73: 72% 1,732 2,45¢
834 3,45¢ — 117 834 3,577 4,411
— 1 — 17¢ — 17€¢ 17¢€
1,82¢ 7,49t — 692 1,82¢ 8,18¢10,01¢
2,98¢ 12,02¢ — 2,55¢ 2,98¢ 14,58717,57¢
51€ 2,06¢€ (51€) (2,06 — — —
431 1,78t (431 (1,785 — — =
2717 1,15¢ 77 (1,159 — — —
21€ 862 (21¢€) (862) — — —
16€ 70z (16¢) (702) — — —
204 81¢ (209 (815) — — —
197 78¢ (197) (78 — — —
1,451 11,37¢ 1) 1 1,45C 11,37¢12,82¢
86¢ — (464) — 404 — 404
347 1,38¢ — 46 347 1,43¢ 1,78:
— 10,99: — 26 — 11,02(11,02(
79z 2,97¢ (793) (2,97¢¢ — — —
— — 31& 16,63¢  31g 16,63¢ 16,957
1,34¢ 8,34¢ 22C (12¢) 1,56¢ 8,217 9,78¢
1,20¢ 11,85¢ — (44) 1,20¢ 11,81213,01¢
90C 8,231 — 96  90C 8,337 9,23:
1,24¢ 9,381 — 2,658 1,24¢ 12,04:13,29:
78t 5,85¢ — 2,465  78E 8,321 9,10¢
2,67¢ 17,63( — 4,521 2,67¢ 22,15:24,83(
77C 1,98: — 56  77C 2,551 3,321
1,01(C 4,612 — 2,00¢ 1,01C 6,621 7,631
17¢ 96¢ (170 (968) — — —
38t 2,18t (385) (2,18 — — —
82¢ — 27z 10,00: 1,10C 10,00:11,10:
72z 4,60¢ — 1,20¢ 72z 5,81( 6,532

@

1,82¢

2001
N/A

2004
2005
N/A

1983
1983
1986
1985
1984
1987

1984
1987

1996

1996
1989

1995

1994
1990

1986

1985

1983

1983

1984
1983

1983
197(-1987

N/A

1990

1986

1984
1999
1999
1991
1989
1987
1985
1985
1984
1980

1984

1984
2002
1982

5-40 yrs.
N/A

5-40 yrs.
N/A

5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.

5-40 yrs.
5-40 yrs.

5-40 yrs.

5-40 yrs.
5-40 yrs.

5-40 yrs.

5-40 yrs.
5-40 yrs.

5-40 yrs.

5-40 yrs.

5-40 yrs.

5-40 yrs.

5-40 yrs.
5-40 yrs.

5-40 yrs.
5-40 yrs.

5-40 yrs.

5-40 yrs.

5-40 yrs.

5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.

5-40 yrs.

5-40 yrs.
5-40 yrs.
5-40 yrs.



Blue Ridge Il

Cape Fea

Catawbe

CentreGreen Five Land
Weston

CentreGreen Fot

CentreGreen One -
Weston

Research Triang
Research Triang
Research Triang

Research Triang
Research Triang

Research Triang

CentreGreen Three Land -

Weston
CentreGreen Two -
Weston
Concourse
Cottonwooc
Day Tract Residenti¢
Dogwood
EPA
GlenLake Lanc
GlenLake Bldg |
GlenLake Fou
Global Software
Healthsourct
Highwoods Centre-
Weston

Research Triang

Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang
Research Triang

Research Triang

@

®)
®)

®)

®)

@

462
131
12¢

3,06z
1,77¢

1,52¢
1,87¢

1,65:%
98¢
60¢

7,66¢
76€

2,601

5,33¢
924

1,65¢
465
1,304

531

1,41(
1,63(
1,63¢

(1,78%)
(394)

(37¢)
(384)

(399
(986)

(3,349
(4
4,77(
68€

27¢
54(
(267)

F-63

40€ 462
72C 131
1,02t 12¢

— 1,27
12,68: 1,38t

9,07¢ 1,151
— 1,492

9,66¢ 1,26(
(15,125 —
1,147 60¢
— 432
468 766
1,661 2,591
— 10,10¢
22270 1,61(
20,81( 1,65¢
5730 744
13,13¢ 1,84«

7,66 264

1,81¢ 2,27¢
2,350 2,48:
2,65¢ 2,78:

— 1,27i
12,68:14,06¢

9,07€10,221
— 1,49
9,66¢ 10,92¢

4,387 4,99%

— 4,32t
3,237 4,00z
1,661 4,25¢

— 10,10¢
22,27:23,88:
20,81(22,46¢
5,73( 6,47¢
13,13¢14,98(

7,66 7,927

862
1,691
1,66¢

1988
1979
1980

N/A
2002

2000
N/A

2001
1986
1983
N/A

1983
2003
N/A

2002
2006
1996
1996

1998

5-40 yrs.
5-40 yrs.
5-40 yrs.

N/A
5-40 yrs.

5-40 yrs.
N/A

5-40 yrs.
5-40 yrs.
5-40 yrs.
N/A
5-40 yrs.
5-40 yrs.
N/A
5-40 yrs.
5-40 yrs.
5-40 yrs.
5-40 yrs.

5-40 yrs.
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Cost Capitalized
Subsquent to

Gross Amount at which

Initial Costs Acquisition carried at close of period
Life on Which
Carrying Building Depreciation is
2006 Building and and Accumulated Date of
Description City Encumberance Land Improvements Improvements Costs  Land Improvements Total Depreciation Construction Calculated On
Highwoods Office Cente

North Land Research Triang 858 49 51 (490 40¢€ — 40€ — N/A N/A
Highwoods Tower On  Research Triang 2) 20z 16,74« — 1,58( 20z 18,32¢18,527 7,37¢ 1991 5-40 yrs.
Highwoods Tower Tw« Research Triang 36E — 50z 22,38: 86¢ 22,38223,25( 4,471 2001 5-40 yrs.
Holiday Inn Reservations

Center Research Triang 867 2,727 — 1,14: 867 3,87C 4,737 1,09¢ 1984 5-40 yrs.
Inveresk Land Parcel  Research Triang 657 — 197 — 854 — 854 — N/A N/A
Inveresk Land Parcel  Research Triang 54¢ — 30¢€ — 854 — 854 — N/A N/A
Laurel Research Triang 884 2,517 — s 884 3,292 4,17¢ 92¢ 1982 5-40 yrs.
Magnolia Research Triang 138 3,657¢ — 79C 138 4,36€ 4,49¢ 2,20% 1988 5-40 yrs.
Maplewood Research Triang 1) 14¢ — 107 3,03t 25€ 3,03% 3,28¢ 42¢ N/A 5-40 yrs.
Northpark Lanc- Wake

Forest Research Triang 1,58¢ — (1,586€) — — — — — N/A N/A
Overlook Research Triang 39¢ — 29z 9,64: 691 9,64210,33: 2,01¢ 1999 5-40 yrs.
Pamlico Research Triang 28¢ — — 11,94¢ 28¢ 11,94¢12,23¢ 6,56¢ 1980 5-40 yrs.
ParkWest On- Weston Research Triang 24z — — 3,947 24z 3,947 4,18¢ 97¢€ 2001 5-40 yrs.
ParkWest Three - Land -

Weston Research Triang 30¢€ — — — 30¢€ — 30¢€ — N/A N/A
ParkWest Twc- Weston Research Triang 35€ — — 4,317 35€ 4,317 4,67: 65¢ 2001 5-40 yrs.
Phase | - One North

Commerce Cente Research Triang 774 4,49¢ (774 (4,496 — — — — 1981 5-40 yrs.
Progress Center

Renovatior Research Triang — — — 36z — 362 362 49 2003 5-40 yrs.
Raleigh Corp Center Lot

D Research Triang 1,211 — 8 —  1,21¢ —  1,21¢ — N/A N/A
Red Oak Research Triang 38¢ — 19t 4,78¢ 584 4,78€ 5,36¢ 994 1999 5-40 yrs.
Rexwoods Center Research Triang 87¢ 3,73( — 67¢ 87¢ 4,40¢ 5,28¢ 1,91¢ 1990 5-40 yrs.
Rexwoods Center Research Triang 362 1,81¢ — 571 362 2,38¢ 2,751 721 1993 5-40 yrs.
Rexwoods Center Il Research Triang 91¢ 2,81¢ — 1,08( 91¢ 3,89¢ 4,81¢ 1,60¢ 1992 5-40 yrs.
Rexwoods Center I Research Triang 58¢€ — — 3,23¢ 58¢€ 3,23¢ 3,82t 982 1995 5-40 yrs.
Rexwoods Center ' Research Triang 2) 1,301 — 184 4,96¢ 1,48t 4,96¢ 6,45¢ 1,10¢ 1998 5-40 yrs.
Riverbirch Research Triang 2) 46¢ 4,03¢ — 1,09¢ 46¢ 5,13¢ 5,60¢ 2,431 1987 5-40 yrs.
Situs | Research Triang 692 4,64¢ 17¢ (334 87C 4,31z 5,18: 1,54( 1996 5-40 yrs.
Situs 1l Research Triang 71¢ 6,25¢ 181 (18S) 89¢ 6,065 6,96¢ 2,681 1998 5-40 yrs.
Situs I Research Triang 44C 4,07¢ 11¢ (537) 55¢ 3,54f 4,102 421 2000 5-40 yrs.
Six Forks Center Research Triang 66€ 2,66% — 98¢t 66€ 3,650 4,31¢ 1,08¢ 1982 5-40 yrs.
Six Forks Center | Research Triang 1,08¢ 4,53 — 1,02¢ 1,08¢ 5,55¢ 6,64: 1,69: 1983 5-40 yrs.
Six Forks Center Il Research Triang 2) 862 4,411 — 1,247 862 5,65¢ 6,52( 1,63: 1987 5-40 yrs.
Smoketree Towe Research Triang 2,352 11,74 — 2,08t 2,35¢ 13,82¢16,18: 4,511 1984 5-40 yrs.
Sycamore Research Triang 2) 25E — 217 4,80z 472 4,80z 5,27¢ 1,23¢ 1997 5-40 yrs.
W Building - One North

Commerce Cente Research Triang 1,172 6,86¢ (1,172) (6,865 — — — — 1983 5-40 yrs.
Weston Lanc Research Triang 22,77 — (5,869 — 16,90 — 16,90: — N/A N/A
Willow Oak Research Triang ) 45¢ — 26¢ 5,41¢ 72¢€ 5,41¢ 6,14: 1,611 1995 5-40 yrs.
Other Propert Research Triang 47 9,49¢ (47) 11,59 (0) 21,09(21,09( 8,171 N/A N/A
Richmond, VA
4900 Cox Roal Richmond 1,32¢ 5,311 — 55¢ 1,32« 5,87C 7,19« 1,61 1991 5-40 yrs.
Colonade Building Richmond (5) 1,36¢ 6,10¢ — 135 1,36¢ 6,24( 7,60¢ 78C 2003 5-40 yrs.
Dominion Place - Pitts

Parcel Richmond 1,101 — (169) — 93¢ — 93¢ — N/A N/A
Essex Plaz Richmond 11,68t 1,581 13,29¢ — 8 1,581 13,307 14,88¢ 3,39 1999 5-40 yrs.
Grove Park Richmond 71z — 31¢ 4,84¢ 1,032 4,84¢ 5,87 1,072 1997 5-40 yrs.
Hamilton Beact Richmond 1,08¢ 4,34¢ — 57 1,08¢ 4,91¢ 6,00« 1,44( 1986 5-40 yrs.
Highwoods Common Richmond 521 — 44¢ 3,29( 967 3,29( 4,257 70¢ 1999 5-40 yrs.
Highwoods Five Richmond 782 — — 5,97¢ 782 5,97¢ 6,75¢ 1,50¢ 1998 5-40 yrs.
Highwoods One Richmond 2) 1,68¢ — — 9,987 1,68¢ 9,98711,67¢ 2,532 1996 5-40 yrs.
Highwoods Plazi Richmond 90¢ — 17¢€ 5,69 1,08t 5,69: 6,77¢ 1,31¢ 2000 5-40 yrs.
Highwoods Twc Richmond (5) 78¢€ — 21z 6,11( 99¢ 6,11C 7,10¢ 1,75¢ 1997 5-40 yrs.
Innsbrooke Centr Richmond 5,537 1,30( 6,95¢ — (135) 1,30 6,827 8,12 462 1987 5-40 yrs.
Innslake Cente Richmond 1) 84¢F — 19& 6,73¢  1,04( 6,73¢ 7,77¢ 1,547 2001 5-40 yrs.
Liberty Mutual Richmond 1,20t 4,82 — 85Z 1,20% 5,67¢ 6,88 1,68( 1990 5-40 yrs.
Markel Americar Richmond 9,21¢ 1,30( 13,25¢ — (4,79¢) 1,30C 8,461 9,761 711 1998 5-40 yrs.
Markel Plaze Richmond 11,68t 1,70C 17,08: — (5,624 1,70 11,45713,15% 1,08¢ 1989 5-40 yrs.
North Park Richmond 2,162 8,65¢ (14) 1,33¢  2,14¢ 9,99712,14¢ 2,54( 1989 5-40 yrs.
North Shore Commons Richmond (5) 951 — — 11,857 951 11,85712,80¢ 2,46( 2002 5-40 yrs.
North Shore Commons -

Land Richmond 2,067 — (2,067 — — — — — N/A N/A
North Shore Commons -

Land Richmond 1,497 — — — 1,497 — 1,497 — N/A N/A
North Shore Commons

- Land Richmond 1,261 — — — 1,261 — 1,261 — N/A N/A
One Shockoe Pla: Richmond — — 35¢€ 15,05:¢ 35¢€ 15,05:15,40¢ 4,271 1996 5-40 yrs.
Pavillion Land Richmond 181 46 20 (46) 201 — 201 — N/A N/A
Rhodia Building Richmond 1,60( 8,86¢ — — 1,60 8,86210,46¢ 91 1996 5-40 yrs.
Sadler & Cox Lanc Richmond 1,827 — (28¢) —  1,53¢ —  1,53¢ — N/A N/A



Saxon Capital Building Richmond (5) 1,91¢ — 337 13,44¢ 2,25% 13,44¢15,69¢ 81z 2005 N/A
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Cost Capitalized

Gross Amount at which

Initial Costs Subsguent to Acquisitior carried at close of period
Life on Which
Building Carrying Building Accumulated Depreciation is
2006 and and Date of

Description City Encumberance Land Improvements Improvements Costs Land Improvements Total Depreciation Construction Calculated On
Stony Point F Lan: Richmond 1,841 — — — 1,841 — 1,841 — N/A N/A
Stony Point | Richmond (5) 1,38¢ 11,63( 59 1,31¢  1,44: 12,94¢ 14,39 3,25¢ 1990 5-40 yrs.
Stony Point Il Richmond 1,24( — — 11,46¢ 1,24C 11,46¢ 12,70¢ 2,36¢€ 1999 5-40 yrs.
Stony Point Il Richmond (5) 99t — — 9,84( 99t 9,84( 10,83 1,93:¢ 2002 5-40 yrs.
Technology Park Richmond 541 2,16¢ — 80¢& 541 2,971 3,512 1,30: 1991 5-40 yrs.
Technology Park Richmond 264 1,05¢ — 34 264 1,092 1,35¢ 31C 1991 5-40 yrs.
Vantage Place / Richmond 5) 203 811 @) 137 202 94¢ 1,15C 27¢ 1987 5-40 yrs.
Vantage Place | Richmond (5) 233 931 — 15¢ 232 1,08¢ 1,322 32¢ 1988 5-40 yrs.
Vantage Place | Richmond 5) 23E 94C — 121 23t 1,061 1,29¢ Bilts 1987 5-40 yrs.
Vantage Place | Richmond (5) 21¢ 872 — 14& 21¢ 1,01¢ 1,23¢ 31¢ 1988 5-40 yrs.
Vantage Point Richmond (5) 1,08¢ 4,50( 1) 404  1,08¢ 4,90 5,99: 1,39¢ 1990 5-40 yrs.
Virginia Mutual Richmond 1,301 6,03¢ — 544 1,301 6,58( 7,881 1,157 1996 5-40 yrs.
Waterfront Plazi Richmond 58E 2,347 — 32¢ 58¢E 2,67¢ 3,26( 782 1988 5-40 yrs.
West Shore Richmond 1) 332 1,431 — 113 332 1,54¢ 1,87¢ 397 1995 5-40 yrs.
West Shore | Richmond 1) 48¢ 2,181 — 14C 48¢ 2,321 2,81( 627 1995 5-40 yrs.
West Shore Il Richmond 1) 961 — 141 3,77 1,10z 3,77¢ 4,87¢ 864 1997 5-40 yrs.
South Floride
The 1800 Eller Drive

Building South Florid. — 9,851 — 82( — 10,67C 10,67( 2,76 1983 5-40 yrs.
Tampa, FL
380 Park Plac Tampa 1,50z — 23¢ 6,851 1,74: 6,851 8,59: 1,26( N/A N/A
Anchor Glass Tampa 1,281 11,31¢ — 61z 1,281 11,93 13,21: 2,11¢ 1988 5-40 yrs.
Bay Vista Garden Tampa 44t 4,80¢€ (445)  (4,80¢) — — — — 1982 5-40 yrs.
Bay Vista Gardens Tampa 1,32 7,07¢ (1,329 (7,079 — — — — 1997 5-40 yrs.
Bay Vista Office Cente Tampa — — — — — — — — 1982 5-40 yrs.
Bayshore Tampa 2,27¢ 11,81° — 48€ 2,27¢ 12,30 14,57¢ 2,98¢ 1990 5-40 yrs.
Cypress Center Tampa 3,172 12,76« (3,172) (12,769 — — — — 1982 5-40 yrs.
Cypress Center Tampa 50C 4,19: (500 (4,199 — — — — 1982 5-40 yrs.
Cypress Center | Tampa 1,194 7,61: (1,199 (7,613 — — 1983 5-40 yrs.
Cypress Center - Land Tampa 3,081 301 (1,177 (301) 1,91¢ — 1,91¢ — N/A N/A
Cypress Commor Tampa 1,211 11,477 (1,217 (11,47 — — — — 1985 5-40 yrs.
Cypress Wes Tampa 617 5,14¢ 617)  (5,14%¢) — — — — 1985 5-40 yrs.
FBI Field Office Tampa 4,05¢ — 415 27,03¢  4,46¢ 27,03¢  31,50¢ 90: 2005 5-40 yrs.
Feathersound Corporate

Center Il Tampa 2,05¢ 802 7,46% — 1,115 80z 8,58( 9,38t 2,09¢ 1986 5-40 yrs.
Harborview Plazi Tampa 22,80C 3,537 29,94« 96¢ (495) 4,50¢ 29,44¢ 33,95¢ 5,23¢ 2001 5-40 yrs.
Highwoods Preserve Tampa 991 — — 25,84¢ 991 25,84¢ 26,84 6,302 1999 5-40 yrs.
Highwoods Preserve Lai  Tampa 1,48% — — — 1,48¢ — 1,48¢ — N/A N/A
Highwoods Preserve Tampa 881 — — 27,26¢ 881 27,26t 28,14¢ 3,95¢ 2001 5-40 yrs.
Highwoods Preserve VI -

Land Tampa 5,432 — (5,437 — — — — — N/A N/A
HIW Bay Center Il Tamape 3,48: — 5 3,481 6 3,492 1 N/A N/A
Horizon Tampa (6) — 6,257 — 2,41¢ — 8,671 8,671 2,10¢ 1980 5-40 yrs.
LakePointe Tampa (6) 2,10¢ 8¢ — 34,17:  2,10¢ 34,26  36,36¢ 8,32( 1986 5-40 yrs.
LakePointe Il Tampa (6) 2,00( 15,84¢ 672 9,89t 2,67: 25,74: 28,41F 6,40¢ 1999 5-40 yrs.
Lakeside Tampa (6) — 7,36¢ — 1,51¢ — 8,88¢ 8,88¢ 1,73¢ 1978 5-40 yrs.
Lakeside/Parkside Gara  Tampa — — — 3,207 — 3,207 3,207 172 2004 5-40 yrs.
One Harbour Plac Tampa 2,01¢ 25,25: — 4,157 2,01¢ 29,40¢ 31,42¢ 4,92t 1985 5-40 yrs.
Parkside Tampa (6) — 9,407 — 3,307 — 12,71« 12,71« 2,721 1979 5-40 yrs.
Pavilion Tampa (6) — 16,39: — 2,24: — 18,63t  18,63¢ 5,00¢ 1982 5-40 yrs.
Pavilion Parking Garac Tampa (6) — — — 5,60( — 5,60( 5,60( 1,00¢ 1999 5-40 yrs.
Spectrunm Tampa (6) 1,45¢ 14,50: — 3,057 1,45« 17,55¢ 19,01: 4,94] 1984 5-40 yrs.
Tower Place Tampa 3,21¢ 19,89¢ — 71C  3,21¢ 20,60¢ 23,82¢ 4,72¢ 1988 5-40 yrs.
Westshore Squal Tampa 1,12¢ 5,18¢ — 31¢  1,12¢ 5,50« 6,63( 1,28¢ 1976 5-40 yrs.

544,15« 1,669,31 (68,175 927,04: 475,98( 2,596,35!3,072,33! 595,13t

(1)
(2)
(3)
(4)
(5)
(6)
(7)
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These assets are pledged as collateral for a $1BD@ first mortgage loa
These assets are pledged as collateral for an 48000 first mortgage loa
These assets are pledged as collateral for a ¥1®0MD0 first mortgage loa
These assets are pledged as collateral for a $0@B8rst mortgage loal
These assets are pledged as collateral for a $8000 first mortgage loa
These assets are pledged as collateral for a $80@2 first mortgage loa
A portion of these assets are pledged as colldi@ral $18,051,000 Taxable TIF Revenue Bc
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PART Il. INFORMATION NOT REQUIRED IN
PROSPECTUS
Item 31.  Other Expenses of Issuance and Distributior

The following table sets forth the costs and expertd the sale and distribution of the securitieisdp registered, all of which are being
borne by the registrant.

Securities and Exchange Commission registratiol $ 5,13
Printing and engraving fet 10,00(
Legal fees and expens 75,00(
Accounting fees and expens 25,00(
Miscellaneou: 9,861

Total $125,00(

All expenses, except the Securities and Exchangen@ission registration fee, are estimated.

Item 32.  Sales to Special Parties
None.

Item 33.  Recent Sales of Unregistered Securitic.
None.

ltem 34. Indemnification of Directors and Officers.

The Company’s officers and directors are and vélifddemnified against certain liabilities in accamde with the Maryland General
Corporation Law, the charter and bylaws of the Canypand the partnership agreement of the OperB@ntnership. The charter requires the
Company to indemnify its directors and officerghe fullest extent permitted from time to time b tMaryland General Corporation Law. 1
Maryland General Corporation Law permits a corgorato indemnify its directors and officers, amasters, against judgments, penalties,
fines, settlements and reasonable expenses acitvalliyred by them in connection with any proceedmgrhich they may be made a party by
reason of their service in those or other capacitidess it is established that the act or omissfdahe director or officer was material to the
matter giving rise to the proceeding and was cotewhiin bad faith or was the result of active anlibdeate dishonesty, or the director or
officer actually received an improper personal fieiremoney, property or services, or in the casany criminal proceeding, the director or
officer had reasonable cause to believe that therammission was unlawful.

The partnership agreement of the Operating Pattipeadso provides for indemnification of the Compamd its officers and directors to
the same extent that the Company’s charter pro¥ateademnification to the Company’s officers atidectors. In addition, the partnership
agreement limits the liability of the Company atgldfficers and directors to the Operating Partmiprand its partners to the same extent that
the Company’s charter limits the liability of th@@pany'’s officers and directors to the Company igsdtockholders.

The Company also maintains a policy of directors afficers liability insurance covering certainiities incurred by the Company’s
directors and officers in connection with the parfance of their duties.

Insofar as indemnification for liabilities arisimgpder the Securities Act may be permitted to dines;tofficers or persons controlling the
Company pursuant to the foregoing provisions, tbem@any has been informed that in the opinion of3keurities and Exchange Commission
such indemnification is against public policy apmssed in the Securities Act and is therefore fame@able.

Iltem 35.  Treatment of Proceeds from Stock Being Registere:
N/A.
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Iltem 36. Financial Statements, Schedules and Exhibit:

Exhibit

(a) Financial StatementSee page F-1 for an index of the financial statemieicluded in this registration statement.
(b) Exhibits.The following exhibits are filed as part of, or @arporated by reference into, this registrationestant on Form S-11.:

Description of Document

3.1

3.2

4.1

4.2

4.3

4.4

4.5

5.1
8.1
10.1

10.2

10.3

10.4

10.5
10.6
10.7

10.8

10.9

10.10

10.11

10.12

10.13

Amended and Restated Articles of IncorporatiorhefCompany (filed as part of the Comp’s Current Report on Forn-K dated
September 25, 1997 and amended by articles supptargdiled as part of the Company’s Current ReporForm 8-K dated
October 4, 1997 and articles supplementary filegaas of the Compar's Current Report on Forn-K dated April 20, 1998

Amended and Restated Bylaws of the Company (fitepgaat of the Company’s Annual Report on Form 1fdithe year ended
December 31, 200:

Indenture among the Operating Partnership, the @osnpnd First Union National Bank of North Carolofeted as o
December 1, 1996 (filed as part of the Operatingn@ashif' s Current Report on Forn-K dated December 2, 199

Rights Agreement, dated as of October 6, 1997, dmtvthe Company and First Union National Bankjgig#s agent (filed as part
the Compan’s Current Report on Forn-K dated October 4, 199

Amendment No. 1, dated as of October 7, 2003,ddlights Agreement, dated as of October 7, 199Wdmsn the Company and
Wachovia Bank, N.A., as rights agent (filed as pathe Company’s Quarterly Report on Form 10-Qtfar quarter ended
September 30, 200:

Form of 5.85% Notes due March 15, 2017 (filed a$ pithe Compan's Current Report on Forn-K dated March 22, 200°

Officers’ Certificate Establishing the Terms of t&85% Notes, dated as of March 22, 2007 (filedaas of the Company’s Current
Report on Form-K dated March 22, 200°

Opinion of DLA Piper US LLP relating to the legalibf the securities being register
Opinion of DLA Piper US LLP regarding tax matti

Second Restated Agreement of Limited Partnershifgcdas of January 1, 2000, of the Operating Pahie(filed as part of the
Compan’s Annual Report on Form -K for the year ended December 31, 20

Amendment No. 1, dated as of July 22, 2004, t&Sheond Restated Agreement of Limited Partnerslafgddas of January 1, 2000,
the Operating Partnership (filed as part of the gany s Annual Report on Form -K for the year ended December 31, 20

Amended and Restated 1994 Stock Option Plan (fitegart of the Compa’s Quarterly Report on Form -Q for the quarter ende
June 30, 2002)

Form of warrants to purchase Common Stock of the@my issued to former shareholders of Associatguit@l Properties, Inc. (file
as part of the Compa’s Annual Report on Form -K for the year ended December 31, 19

1999 Shareholder Value Plan (filed as part of then@anys Annual Report on Form -K for the year ended December 31, 19¢
2005 Shareholder Value Plan (filed as part of tben@anys Annual Report on Form -K for the year ended December 31, 20C

Credit Agreement among the Operating PartnershgpCompany, the Subsidiaries named therein andethéer named therein, dat
May 1, 2006 (filed as part of the Comp’s Current Report on Forn-K dated May 1, 200€

Amendment to Credit Agreement among the Operatargnership, the Company, the Subsidiaries namedithand the Lender
named therein, dated August 8, 2006 (filed asgfdtie Compan’'s Current Report on Forn-K dated August 8, 200¢

Registration Rights Agreement, dated as of March2R7, by and among the Operating PartnershipCtmpany and the initial
purchasers named therein (filed as part of the Gmy's Current Report on Forn-K dated March 22, 200"

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Edwafritsch (filed as pe
of the Compan’s Current Report on Forn-K dated April 13, 2007)

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Mitka Harris (filed as pe
of the Compan’s Current Report on Forn-K dated April 13, 2007)

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Terigtevens (filed as pz
of the Compan’'s Current Report on Forn-K dated April 13, 2007)

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Gengnderson (filed as
part of the Compar's Current Report on Forn-K dated April 13, 2007)

-2
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10.14 Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and defiy. Miller (filed as part
of the Compan’s Current Report on Forn-K dated April 13, 2007)

21.1  Schedule of subsidiaries of the Company (filedas gf the Compar’'s Annual Report on Form -K for the year ende
December 31, 200«

23.1 Consent of Ernst & Young LL

23.2  Consent of Deloitte & Touche LL

23.3  Consent of DLA Piper US LLP (contained in ExhibiL}
23.4  Consent of DLA Piper US LLP (contained in Exhibit §
24.1  Power of attorney (included on signature pe

* Compensatory plan or arrangeme

Item 37.  Undertakings.
(a) The undersigned registrant hereby undertakes:
(1) To file, during any period in which offers alss are being made, a post-effective amendmehistoegistration statement;
(i) To include any prospectus required by SectiO(al(3) of the Securities Act of 1933;

(i) To reflect in the prospectus any facts or égarising after the effective date of the regigirastatement (or the most
recent post-effective amendment thereof) whichividdally or in the aggregate, represent a fundaaiehange in the information set forth in
the registration statement. Notwithstanding thedoing, any increase or decrease in volume of gesuoffered (if the total dollar value of
securities offered would not exceed that which veggstered) and any deviation from the low or heégld of the estimated maximum offering
range may be reflected in the form of prospectesl fivith the Commission pursuant to Rule 424(binithe aggregate, the changes in volume
and price represent no more than a 20 percent eharthe maximum aggregate offering price set fartthe “Calculation of Registration Fee”
table in the effective registration statement; and

(i) 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 informatighe registration statement.

(2) That, for the purposes of determining any ligbunder the Securities Act of 1933, each sucktygdfective amendment shall be
deemed to be a new registration statement reléditige securities offered therein, and the offenfguch securities at that time shall be
deemed to be the initial bona fide offering thereof

(3) To remove from registration by means of a pifgective amendment any of the securities beingsteged which remain unsold
at the termination of the offering.

(4) The registrant undertakes that, for the purgdsketermining liability under the Act to any pheser, each prospectus filed
pursuant to Rule 424(b) as part of a registrattatesnent relating to an offering shall be deemeaketpart of and included in the registration
statement as of the date it is first used aftexatiffeness; provided, however, that no statemedenraa registration statement or prospectus
that is part of the registration statement or madedocument incorporated or deemed incorporaye@fierence into the registration statement
or prospectus that is part of the registratiorestesnt will, as to a purchaser with a time of casttcd sale prior to such first use, supersede or
modify any statement that was made in the registrattatement or prospectus that was part of thistration statement or made in any such
document immediately prior to such date of first.us

(b) Insofar as indemnification for liability arigirunder the Securities Act may be permitted toatiines, officers and controlling person:
the registrant pursuant to the provisions describétem 15 above, or otherwise, the registrantliesen advised that in the opinion of the
Securities and Exchange Commission such indemtidités against public policy as expressed in theusities Act and is, therefore,
unenforceable. In the event that a claim for indéication against such liabilities (other than {reyment by the registrant of expenses incu
or paid by a director, officer or controlling pensof the registrant in the successful defense gpfamtion, suit or proceeding) is asserted by such
director, officer or controlling person in connexctiwith the securities being registered, the regyigtwill, unless in the opinion of its counsel
matter has been settled by controlling precedebin® to a court of appropriate jurisdiction theegtion whether such indemnification by it or
against public policy as expressed in the Secarfiiet and will be governed by the final adjudicatif such issue.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyidthas duly caused this report tc
signed on its behalf by the undersigned, thereduoly authorized, in the City of Raleigh, State afrih Carolina, on April 17, 2007.

H 1IGHwWooDS P ROPERTIES, | NC.
By: /s/ EDWARD J. FRITSCH

Edward J. Fritsch
President and Chief Executive Officel

Power of Attorney

KNOW ALL MEN BY THESE PRESENTS, that each persornost signature appears below hereby constitutesgmoints Edward J.
Fritsch, Jeffrey D. Miller or Terry L. Stevens agdch of them, his true and lawful attorneyfact and agent, with full power of substitution i
resubstitution, for him and in his name, place steéd, in any and all capacities, to sign any drahgendments to this Registration Statement,
and any additional related registration statemiéed pursuant to Rule 462(b) under the Securitiesdk 1933, as amended (including post-
effective amendments to the registration stateraedtany such related registration statements)tafi the same, with all exhibits thereto,
and any other documents in connection therewitmtirg unto said attorneys-in-fact and agentsgoller and authority to do and perform
each and every act and thing requisite and negessée done in and about the premises, as fulbllitmtents and purposes as he might or
could do in person, hereby ratifying and confirmaipthat said attorneys-ifact and agents, or their substitute or substitutesy lawfully do o
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the Registrant and in the capacity and on thedliadicated.

Signature Title Date
/s/ O. Temple Sloan, Jr. Chairman of the Board « April 17, 2007
O. Temple Sloan, Jr. Directors
/s/ Edward J. Fritsch President, Chief Executive Office April 17, 2007
Edward J. Fritsch and Directol
/s/ Gene H. Anderson Senior Vice President and Direc April 17, 2007
Gene H. Anderson
/s/ Thomas W. Adle Director April 17, 2007
Thomas W. Adler
/s/ Kay N. Callisor Director April 17, 2007
Kay N. Callison
/s/ Lawrence S. Kapla Director April 17, 2007
Lawrence S. Kaplan
/s/ Sherry A. Kellet Director April 17, 2007
Sherry A. Kellett
/s/ L. Glenn Orr, Jt Director April 17, 2007
L. Glenn Orr, Jr.
/sl F. William Vandiver, Ji Director April 17, 2007
F. William Vandiver, Jr.
s/ Terry L. Steven Vice President and Chief Financ April 17, 2007

Terry L. Stevens

Officer
I1-4
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Exhibit

EXHIBIT INDEX

Description of Document

3.1

3.2

4.1

4.2

4.3

4.4

4.5

5.1
8.1
10.1

10.2

10.3

10.4

10.5
10.6
10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

Amended and Restated Atrticles of IncorporatiorhefCompany (filed as part of the Comp’s Current Report on Forn-K dated
September 25, 1997 and amended by articles supptargdiled as part of the Company’s Current ReporForm 8-K dated
October 4, 1997 and articles supplementary filegaas of the Compar's Current Report on Forn-K dated April 20, 1998

Amended and Restated Bylaws of the Company (fitepgaat of the Company’s Annual Report on Form 1fdithe year ended
December 31, 200:

Indenture among the Operating Partnership, the @osnand First Union National Bank of North Carolofeted as of
December 1, 1996 (filed as part of the Operatingn@ashif' s Current Report on Forn-K dated December 2, 199

Rights Agreement, dated as of October 6, 1997, dmtvthe Company and First Union National Bankjgigs agent (filed as part of tI
Compan’s Current Report on Forn-K dated October 4, 199

Amendment No. 1, dated as of October 7, 2003,ddlights Agreement, dated as of October 7, 199Wedmn the Company ar
Wachovia Bank, N.A., as rights agent (filed as pathe Company’s Quarterly Report on Form 10-Qtfar quarter ended
September 30, 200:

Form of 5.85% Notes due March 15, 2017 (filed a$ pithe Compan’s Current Report on Forn-K dated March 22, 200°

Officers’ Certificate Establishing the Terms of t&85% Notes, dated as of March 22, 2007 (filedaas of the Company’s Current
Report on Form-K dated March 22, 200°

Opinion of DLA Piper US LLP relating to the legalibf the securities being register
Opinion of DLA Piper US LLP regarding tax matti

Second Restated Agreement of Limited Partnershifgcdas of January 1, 2000, of the Operating Pahie(filed as part of the
Compan’s Annual Report on Form -K for the year ended December 31, 20

Amendment No. 1, dated as of July 22, 2004, tcSheond Restated Agreement of Limited Partnershaifgddas of January 1, 2000, of
the Operating Partnership (filed as part of the gany s Annual Report on Form -K for the year ended December 31, 20

Amended and Restated 1994 Stock Option Plan (fitegart of the Compa’s Quarterly Report on Form -Q for the quarter ende
June 30, 2002)

Form of warrants to purchase Common Stock of the@my issued to former shareholders of Associatguitél Properties, Inc. (file
as part of the Compa’s Annual Report on Form -K for the year ended December 31, 19

1999 Shareholder Value Plan (filed as part of tben@anys Annual Report on Form -K for the year ended December 31, 19¢
2005 Shareholder Value Plan (filed as part of tbenianys Annual Report on Form -K for the year ended December 31, 20C

Credit Agreement among the Operating PartnershgpCompany, the Subsidiaries named therein andethéer named therein, dat
May 1, 2006 (filed as part of the Comp’s Current Report on Forn-K dated May 1, 200€

Amendment to Credit Agreement among the Operatargnership, the Company, the Subsidiaries namedithand the Lender named
therein, dated August 8, 2006 (filed as part of@loenpan’s Current Report on Forn-K dated August 8, 200¢

Registration Rights Agreement, dated as of March2R7, by and among the Operating PartnershipCtmpany and the initial
purchasers named therein (filed as part of the Gmy's Current Report on Forn-K dated March 22, 200"

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Edwafritsch (filed as part
of the Compan’s Current Report on Forn-K dated April 13, 2007)

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Mitka Harris (filed as pa
of the Compan’s Current Report on Forn-K dated April 13, 2007)

Executive Supplemental Employment Agreement, daseof April 13, 2007, between the Company and Terigtevens (filed as pz
of the Compan’'s Current Report on Forn-K dated April 13, 2007):

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and Gennderson (filed as part
of the Compan’'s Current Report on Forn-K dated April 13, 2007):

Executive Supplemental Employment Agreement, dasedf April 13, 2007, between the Company and gf). Miller (filed as part
of the Compan’'s Current Report on Forn-K dated April 13, 2007):
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21.1

23.1
23.2
23.5
23.4
24.1

Schedule of subsidiaries of the Company (filedas$ @f the Compar’s Annual Report on Form -K for the year ende
December 31, 200«

Consent of Ernst & Young LL

Consent of Deloitte & Touche LL

Consent of DLA Piper US LLP (contained in ExhibiL¥
Consent of DLA Piper US LLP (contained in Exhibit E
Power of attorney (included on signature pe

* Compensatory plan or arrangeme
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DLA Piper US LLP
4141 Parklake Avenue, Suite 300 Raleigh,

DLA PIPER North Carolina 2761-2350

www.dlapiper.con
April 17, 2007 Exhibit 5.1

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

Re: 4,139,943 Shares of Common St

Ladies and Gentlemen:

We are acting as counsel to Highwoods Properties, & Maryland corporation (the “Company”), in nention with the preparation and
filing of the Registration Statement on Form S{lléd by the Company with the Securities and Exg@a@ommission (the “Commission”)
under the Securities Act of 1933, as amended @sgistration Statementyvhich covers the registration of the resale ofag,0.39,943 shar
of common stock, par value $0.01 per share, oCivapany (the “Shares”), which Shares we may ispoa exercise of outstanding warrants
and redemption of outstanding units in HighwoodalBe_imited Partnership. We are furnishing thisropn letter pursuant to Item 36(b) of
Form S-11 and Item 601(b)(5) of the Commission’giRation S-K.

We have examined copies of the Company’s AmendddRastated Articles of Incorporation (the “Articlggshe Company’s Bylaws, the
corporate action taken by the Company that providethe registration of the Shares and have made further legal and factual examinati
and investigations as we, in our professional juelgitnhave deemed appropriate to render the opguatained herein. As to various questions
of fact material to our opinion, we have relied opertificates of, or communications with, officefsthe Company and others.

In our examination of the relevant documents, weetessumed the genuineness of all signaturesedfad ¢apacity of all natural persons,
the accuracy and completeness of all documentsitteldno us, the authenticity of all original docents and the conformity to authentic
original documents of all documents submitted tasisopies (including telecopies). This opinioteleis given, and all statements herein are
made, in the context of the foregoing.

Based upon and subject to the foregoing and thbdutimitations and qualifications hereinafter exgsed, it is our opinion that the
Company has the authority pursuant to its chaotéssdue the Shares, and the Shares will be duhodaed, validly issued, fully paid and non-
assessable upon the receipt of the consideratichdéoShares described in the Registration Statemen

Our opinions set forth above are subject to thiefohg general qualifications and assumptions:

1. The foregoing opinions are rendered as of the ldareof. We assume no obligation to update gplsapent the opinions if
any laws change after the date hereof or if anisfaccircumstances come to our attention afted#ite hereof that might
change the opinion



Highwoods Properties, Inc.

April 17, 2007
Page Two
2. We have made no investigation as to, and we expi@spinion concerning, any laws other than theyéard Genera
Corporation Law, applicable provisions of the Cdngibn of the State of Maryland and reported jiglidecisions
interpreting the Maryland General Corporation Lawd auch applicable provisions of such Constitutaorg we do not
express any opinion herein concerning any othes |
3. Without limiting the effect of the immediately pesting qualification, we note that we express naigpi as to complianc
with the securities c“blue sky’ laws or principles of conflicts of laws of the &atf Maryland or any other jurisdictio
4. Our opinions are limited to the matters setiférerein, and no other opinion should be inferregbind the matters expressly
stated

We hereby consent to the filing of this opinionidetas Exhibit 5 to the Registration Statementtaritie reference to this firm under the
caption “Legal Matters” in the Registration Statetnén giving such consent, we do not thereby adhait we are within the category of
persons whose consent is required under Sectidhé @ecurities Act of 1933, as amended, or thesrand regulations of the Commission
thereunder.

Very truly yours,

/s DLA PIPER US LLF



DLA Piper US LLP
203 North LaSalle Street, Suite 1900
Chicago, lllinois 60601-1293

DLA PIPER T 312.368.4000

F 312.236.7516
W www.dlapiper.com

Exhibit 8.1
April 17, 2007
Highwoods Properties, Inc.
3100 Smoketree Ct., Suite 600
Raleigh, NC 27604

Re: Tax Opinion for REIT Status of Highwoods Properties Inc.

Ladies and Gentlemen:

We have acted as special tax counsel to Highwoojselties, Inc., a Maryland corporation (“Highwobds the “Company”), in
connection with the sale of up to 4,139,943 shafe®mmon stock of the Company by the selling shobtters named in the prospectus, as
described in the Registration Statement on Form 8ldd as of the date hereof (the “Form S-11").

In connection with the Form S-11 filing, you haeguested our opinion regarding whether the Compasyorganized and has operated
in conformity with the requirements for qualificati and taxation as a real estate investment tie&IT”) under the Internal Revenue Code of
1986, as amended (the “Code”) for its taxable yeaded December 31, 2002 through December 31, 20@6ywhether the Company’s current
organization and method of operations will enabte continue to meet the requirements for qualifam and taxation as a REIT, as well as
whether the discussion in the Form S-11 under #aaling “Federal Income Tax Considerations,” togkient that it constitutes matters of
federal income tax law or legal conclusions retatimereto, is correct in all material respects.

In connection with rendering the opinions expredseldw, we have examined originals (or copies ifiedtto our satisfaction as true
copies of the originals) of the following documef(tsllectively, the “Reviewed Documents”):

(1) the Articles of Incorporation of the Company (“Company Chart(’);

(2) the Amended and Restated Bylaws of the Company‘Company Bylaw”);

(3) the Limited Partnership Agreement of Highwoods Relaimited Partnership (th"Operating Partnerst” and the agreement, tl
“Operating Partnership Agreem”);



Board of Director
April 17, 200"
Page .

(4) the Form -11;
(5) the Compan’s Annual Report on Form -K for the year ending December 31, 2006;
(6) such other documents as may have been preseristoHighwoods from time to tim

In addition, we have relied upon the factual repnésations contained in Highwoods’ certificate, dads of the date hereof (the
“Highwoods Officer’s Certificate”), executed by alg appointed officer of Highwoods, setting fortrtain representations relating to the
organization and operation of Highwoods, the OpegaPartnership, and their respective subsidiaries.

For purposes of our opinions, we have not madea@ependent investigation of the facts set fortthendocuments we reviewed. We
consequently have assumed that the informatiorepted in such documents or otherwise furnished tacgurately and completely describes
all material facts relevant to our opinions. Not§agave come to our attention, however, that wealdse us to question the accuracy and
completeness of such facts or documents in a rahtealy. Any representation or statement in any dwmt upon which we rely that is made
“to the best of our knowledge” or otherwise sinlifagualified is assumed to be correct. Any altenatof such facts may adversely affect our
opinions. In the course of our representation ef@ompany, no information has come to our atterti@bwould cause us to question the
accuracy or completeness of the representationsioed in Highwoods Officer’s Certificate, or the\®ewed Documents in a material way.

In our review, we have assumed, with your congéat, all of the representations and statementdadtaal nature set forth in the
documents we reviewed are true and correct, araf gile obligations imposed by any such documentthe parties thereto have been and will
be performed or satisfied in accordance with ttezins. We have also assumed the genuinenesssiditures, the proper execution of all
documents, the authenticity of all documents suteahito us as originals, the conformity to originalglocuments submitted to us as copies
the authenticity of the originals from which anypees were made.

The opinions set forth in this letter are basedadevant provisions of the Code, the regulatiorsmirigated thereunder by the United
States Department of the Treasury (“Regulationsdl@ding proposed and temporary Regulations),iatetpretations of the foregoing as
expressed in court decisions, the legislative hystand existing administrative rulings and praesiof the Internal Revenue Service (including
its practices and policies in issuing private lettdings, which are not binding on the InternavBreue Service (“IRS”) except with respect to a
taxpayer that receives such a ruling), all as efdate hereo



Board of Director
April 17, 200"
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In rendering these opinions, we have assumedhkatansactions contemplated by the Reviewed Dootswéll be consummated in
accordance with the terms and provisions of suduh@nts, and that such documents accurately réflechaterial facts of such transactions.
In addition, the opinions are based on the coresgrof the following specific assumptions:

0] The Company, Operating Partnership and their réisqgesubsidiaries will each be operated in the neamiescribed in th
Company Charter, the Bylaws, the Operating Partigisgreement, the other organizational documeh&aoh such entity
and their subsidiaries, as the case may be, aterals and provisions of such agreements and dawsméll be complied
with by all parties theretc

(i) ~ The Company is a duly formed corporation undeldhes of the State of Maryland; ai

(i)  The Operating Partnership is a duly organized adidlly existing limited partnership under the lagfghe State of Nortl
Carolina.

It should be noted that statutes, regulationscjatidecisions, and administrative interpretatiare subject to change at any time and, in
some circumstances, with retroactive effect. A mialtehange that is made after the date hereofiyncdi the foregoing bases for our opinions
could affect our conclusions. Furthermore, if taet§ vary from those relied upon (including anyrespntations, warranties, covenants or
assumptions upon which we have relied are inaceuiratomplete, breached or ineffective), our opintontained herein could be inapplicable.
Moreover, the qualification and taxation of the Qamy as a REIT depends upon its ability to meedutph actual annual operating results,
distribution levels and diversity of share ownepsand the various qualification tests imposed utigetCode, the results of which will not be
reviewed by the undersigned. Accordingly, no asstgacan be given that the actual results of theadipas of the Company for any one
taxable year will satisfy such requirements.

Based upon and subject to the foregoing, it isamimion that:

1. The Company was organized and has operatechforooity with the requirements for qualificationdatexation as a REIT under
the Code for its taxable years ended December@®E, through December 31, 2006, and the Companytsmiiorganization and method
of operations will enable it to continue to meet tequirements for qualification and taxation &EAT.

2. The discussion in the Form S-11 under the hegdtiaderal Income Tax Considerations,” to the eixtieat it constitutes matters
of federal income tax law or legal conclusionstieathereto, is correct in all material respe



Board of Director
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The foregoing opinions are limited to the mattgrscifically discussed herein, which are the onlytera to which you have requested
opinions. Other than as expressly stated abovexyeess no opinion on any issue relating to the @y or its Operating Partnership, or to
any investment therein.

For a discussion relating the law to the facts thiedegal analysis underlying the opinions setfantthis letter, we incorporate by
reference the discussions of federal income talesswhich we assisted in preparing, in the Pradspamder the heading “Federal Income Tax
Considerations.” We assume no obligation to adyeof any changes in the foregoing subsequemtealate of this opinion letter, and we are
not undertaking to update the opinion letter frammetto time. You should be aware that an opinionamfnsel represents only counsel’s best
legal judgment, and has no binding effect or offisitatus of any kind, and that no assurance caivia that contrary positions may not be
taken by the IRS or that a court considering teads would not hold otherwise.

This opinion is rendered only to you and may notjbeted in whole or in part or otherwise referrednor be filed with, or furnished to,
any other person or entity. We hereby consentddilimg of this opinion as an exhibit to the FoBrl1 under the Securities Act, and to the
reference to DLA Piper US LLP in the Form S-11giwing this consent, we do not admit that we acduded in the category of persons whose
consent is required under Section 7 of the Seesr#ict of 1933, as amended, or the rules and régusaof the Securities and Exchange
Commission thereunder.

/s/ DLA PIPER US LLF



Exhibit 23.1
Consent of Independent Registered Public Accourking
We consent to the reference to our firm under #ion “Experts” and to the use of our report da#tadch 1, 2007, with respect to the

consolidated financial statements and scheduléigifwoods Properties, Inc. included in the RegigiraStatement (Form S-11) and related
Prospectus of Highwoods Properties, Inc. for thyisteation of 4,139,943 shares of its common stock.

/sl Ernst & Young LLI

Raleigh, North Carolina
April 13, 2007



Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the use in this Registration Statémefrorm Si1 of (1) our report relating to the consolidatedificial statements and finan:
statement schedules of Highwoods Properties, teddMarch 1, 2007 (which report expresses an Uifigdeopinion and includes an
explanatory paragraph relating to the Company’sighan its method of accounting for share-basedngays, effective January 1, 2006, to
conform to Statement of Financial Accounting StaddaNo. 123(R)Share-Based Paymernd the Company’s change in its method of
accounting for joint ventures, effective Januar@06, to conform to Emerging Issues Task Foragel$éo. 04-5Determining Whether a
General Partner or the General Partners as a GroG@pntrols a Limited Partnership or Similar Entityhéh the Limited Partners Have Cert
Rights) and (2) our report on management’s report oreffextiveness of internal control over financighoeting dated March 1, 2007 (which
report expresses an adverse opinion on the eféewas of the Company'’s internal control over finaneporting because of material
weaknesses), appearing in the Prospectus, whigdri®of this Registration Statement.

We also consent to the reference to us under theimg “Experts” in such Prospectus.
/s/ Deloitte & Touche LLP

Raleigh, North Carolina
April 13, 2007



