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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held On May 18, 2007

You are cordially invited to attend the annual nmegbdf stockholders of Highwoods Properties, liacbé held
on Friday, May 18, 2007, at 11:00 a.m., at the Mé#rCrabtree Valley, 4500 Marriott Drive, Raleigorth Carolina
27612. The principal purpose of this meeting islext three directors, ratify the appointment ofddte & Touche
LLP as our independent registered public accourtingfor 2007 and transact such other businesaasproperly
come before such meeting or any adjournments.

Only stockholders of record at the close of busr@sFriday, March 9, 2007, will be entitled toeat the
meeting or any adjournments.

Whether or not you expect to attend the meetingggde complete, date and sign the enclosed proxyraatl it
promptly in the enclosed envelope in order to ensuepresentation of your shares. No postage is ssaey if the
proxy is mailed in the United States. Alternativelyou may vote over the Internet or by telephonef@jowing the
instructions on the enclosed proxy card.

BY ORDER OF THE BOARD OF DIRECTORS

JEFFREY D. MILLER
Vice President, General Counsel and Secretary



H i1GHwooDS P ROPERTIES, | NC.

3100 Smoketree Court, Suite 600
Raleigh, North Carolina 27604

PROXY STATEMENT
FOR
ANNUAL MEETING OF STOCKHOLDERS

To Be Held On May 18, 2007

This proxy statement is being furnished to stoctbd of Highwoods Properties, Inc. in connectiothwhe
solicitation of proxies for use at our annual magf stockholders to be held on Friday, May 18722t 11:00 a.m.,
at the Marriott Crabtree Valley, 4500 Marriott Dgj\Raleigh, North Carolina 27612. The purposesi®iteeting are
set forth in the notice of meeting. This solicivatis made on behalf of our Board of Directors.

Holders of record of shares of our common stoofdke close of business on the record date, Frisliaych 9,
2007, are entitled to receive notice of, and te\aif the meeting. The outstanding common stocktitates the only
class of securities entitled to vote at the meedimg each share of common stock entitles the htddeme vote. At the
close of business on the record date, there we6®46 shares of common stock issued and outstand

This proxy statement, the form of proxy and the@B@nual Report were mailed to stockholders comnmgnc
on or about April 13, 2007.

Proposal One, the election of directors, requinesvbte of a plurality of all of the votes castta meeting,
provided that a quorum is present. Proposal Twerdltification of the appointment of Deloitte & Tahe LLP as our
independent registered public accounting firm @02, requires the affirmative vote of a majoritytio¢ votes cast on
the proposal, provided that a quorum is presenstéiiions and broker non-votes will not be coumstedotes cast and
will have no effect on the result of the vote otner proposal, although they will count toward finesence of a
quorum.

Shares represented by proxies in the form enclasgdch proxies are properly executed, returnetiraot
revoked, will be voted as specified. Where no dmation is made on a properly executed and retlifoem of proxy,
the shares will be voted FOR the election of athimees for director, FOR the proposal to ratify sipgpointment of
Deloitte & Touche LLP as our independent registgreblic accounting firm for 2007 and FOR authoii@atof the
proxy to vote upon such other business as may dyope@me before the meeting or any adjournmentsl May vote
by mail, by telephone (toll-free), over the Intdroein person at the meeting.

To vote by mail, sign, date and complete the erclgsoxy card and return it in the enclosed setfrasised
stamped envelope. No postage is necessary if the g mailed in the United States. Instructionsvioting by using
a toll-free telephone number or over the Interaet lse found on your proxy card. If you hold youargs through a
bank, broker or other nominee, they will give yeparate instructions on voting your shares.

1



PROPOSAL ONE:
ELECTION OF DIRECTORS

Our directors are divided into three classes, aftproximately one-third of the directors electedhmsy
stockholders annually. The Board of Directors auftyeconsists of nine members. The terms of offaeEdward J.
Fritsch, Lawrence S. Kaplan and F. William Vandju®r will expire at this meeting. Effective astloé date of the
meeting, Mr. Vandiver will retire from the Board Directors and the size of the Board will be reduftem nine to
eight. Messrs. Fritsch and Kaplan have been noetnat election at the meeting as directors to lofiide until the
2010 annual meeting of stockholders and until theacessors are elected and qualified. Sherry Aetkevhose term
is currently scheduled to expire at the 2008 anmeadting, has been nominated for election at thetingeas a direct
to hold office until the 2010 annual meeting ofcétiwolders and until her successor is elected aatifigal. The Board
of Directors recommends a vote FOR each of the nees as directors to hold office until the expmatof the term
for which they have been nominated and until teeacessors are elected and qualified. Should amypomore of
these nominees become unable to serve for anymethsoBoard of Directors may designate substitot@inees, in
which event the person named in the enclosed pralkyote for the election of such substitute nos®gmor nominees,
or reduce the number of directors on the Board.

Nominees for Election to Term Expiring 2010

Edward J. Fritsch, 48, has been a director since January 2001. MedRrbecame our Chief Executive Office
July 2004 and our president in December 2003. Ruitinat, Mr. Fritsch was our chief operating agfiédrom January
1998 to July 2004 and was a vice president aneésagrfrom June 1994 to January 1998. Mr. Friteatgd our
predecessor in 1982 and was a partner of thayeitihe time of our initial public offering in JarL994. Mr. Fritsch |
Chairman of the University of North Carolina’s Bdaof Visitors and also serves on the Board of Bestof St.
Timothy’s Episcopal School and the Board of Direstof the Triangle Chapter of the YMCA.

Lawrence S. Kaplan, 64, has been a director since November 2000. Mpldfeais a certified public accountant
and retired in 2000 as a partner from Ernst & Youhg where he was the national director of thahfs REIT
Advisory Services group. Mr. Kaplan has servedhenidoard of governors of the National AssociatibReal Estate
Investment Trusts and has been actively involvadEfhT legislative and regulatory matters for overy2ars.

Mr. Kaplan is a director of Maguire Properties,.Jrecpublicly traded office REIT based in Calif@nand Feldman
Mall Properties, Inc., a publicly traded mall REd&dsed in Arizona.

Sherry A. Kdllett, 62, has been a director since November 2005. MéetKes a certified public accountant.
Ms. Kellett served as corporate controller of BB&®orporation from 1995 until her retirement in AugR603.
Ms. Kellett had served as corporate controlleraitSern National Corporation from 1991 until 199Bewn it merged
with BB&T Corporation.



Ms. Kellett previously served in several positiah#rthur Andersen & Co. Ms. Kellett is a directdrMedical
Properties Trust, Inc., a publicly traded medidéite REIT based in Alabama, and MidCountry Finah&orp., a
private financial services holding company basellaton, GA. Ms. Kellett's term is currently scheeldito expire at
the 2008 annual meeting, but the Board of Directgpsn the recommendation of our compensation andrgance
committee, has nominated Ms. Kellett for electibtha meeting as a director to hold office untéd 2010 annual
meeting of stockholders and until her successeleisted and qualified.

Incumbent Directors—Term Expiring 2007

F. William Vandiver, Jr. , 65, has been a director since July 2002. Mr. aandserved as corporate risk
management executive at Bank of America Corpordtimm 1998 until his retirement in 2002. Mr. Vaneliis
Chairman of the Board of Trustees of Queens Unityeo$ Charlotte. He also serves on the Presidehdigisory
Council of Clemson University, the Board of Trusteé Presbyterian Hospital in Charlotte and therBad Directors
of General Parts International, Inc. and as a $é&dweisor to McColl Partners. Mr. Vandiver will re¢ from the
Board of Directors effective as of the date of itineeting.

Incumbent Directors—Term Expiring 2008

Thomas W. Adler, 66, has been a director since June 1994. Mr. Asllehairman of PSF Management Co. in
Cleveland, Ohio. Mr. Adler formerly served on treakd of directors of the National Association oBRers and the
boards of governors of the American Society of Hesthte Counselors and the National AssociatidReatl Estate
Investment Trusts. He is a past national presidetite Society of Industrial and Office Realtors.. Mdler is
currently active in the Urban Land Institute.

Kay N. Callison, 63, has been a director since our merger withNi€hols Company in July 1998. Ms. Callison
had served as a director of J.C. Nichols Compamyesi982. Ms. Callison is active in charitable\atiés in the
Kansas City metropolitan area.

Incumbent Directors—Term Expiring 2009

Gene H. Anderson, 61, has been a director and senior vice presidiecs ®ur combination with Anderson
Properties, Inc. in February 1997, and in July 2086ame Executive Vice President of Highwoods Dmyvekent,
LLC, a taxable subsidiary formed to pursue the tgpraent of office and industrial properties forsiig customers,
such as the GSA, in core and non-core markets.tibddily, Mr. Anderson oversees our Atlanta andadiroperations.
Mr. Anderson served as president of Anderson Ptiggeinc. from 1978 to February 1997. Mr. Andersa@s past
president of the Georgia chapter of the Nationao&gation of Industrial and Office Properties as@ inational board
member of the National Association of Industriadl @iffice Properties.

L. Glenn Orr, Jr., 66, has been a director since February 1995. Mrh@s been president and chief executive
officer of Orr Holdings since 2006. Mr. Orr had\gsat as president and chief executive officer of OneGroup from
1995 to 2006. Mr. Orr was



chairman of the board of directors, president andfexecutive officer of Southern National Corgiara from 1990
until its merger with BB&T Corporation in 1995. hyeeviously served as president and chief execufifreer of
Forsyth Bank and Trust Co., president of CommuBayk in Greenville, S.C. and president of the N&@#rolina
Bankers Association. Mr. Orr is a member of thers@f directors of Medical Properties Trust, lrecpublicly tradet
medical office REIT based in Alabama, General Pattrnational, Inc., Village Tavern, Inc. and Bhdy
Management Fund, and he is chairman of the WakesFamiversity board of trustees.

O. Temple Soan, Jr., 68, is chairman of the Board of Directors, a posithe has held since March 1994.
Mr. Sloan is chairman and chief executive officeGGeneral Parts International, Inc. He is alsoléael outside
director of Bank of America Corporation and is eedior of Lowe’s Companies, Inc.

CORPORATE GOVERNANCE

Director Independence

Under New York Stock Exchange rules, at least anigjof our directors and all of the members & Hudit
committee and the compensation and governance doeemiust be independent. The New York Stock Exghan
standards provide that to qualify as an independieattor, in addition to satisfying certain brigite criteria, the
Board of Directors must affirmatively determinetthadirector has no material relationship with eigher directly or
as a partner, shareholder or officer of an orgdiozdhat has a relationship with us). The Boar@®wéctors has
determined that Messrs. Adler, Kaplan, Orr, Sloadh ¥andiver and Mses. Callison and Kellett eaclsias the
bright-line criteria and that none has a relatigmstith us that would interfere with such persoatslity to exercise
independent judgment as a member of the Boardiditian, none of these directors has ever servédras related
to) an employee of our company or any of our predsars or acquired companies or received any caapen from
us or any such other entities except for compemsalirectly related to service as a director. Tfueee we believe the
all of these directors, or more than three-foudhthe Board, are independent.

Board Meetings and Committees; Annual Meeting Attedance

The Board of Directors held five in-person meetiagd one conference call in 2006. At each in-perseating
of the Board of Directors, our independent direstoeet in executive session without the preseneayturrent or
former members of management. The Chairman of dedBof Directors (or, in the Chairman’s absenoetlzer
independent director designated by the Chairmaspban appointed to preside over such executissosss Each of
the directors attended at least 75% of the aggeenfahe total number of meetings of the Board wé&tors and the
total number of meetings of all committees of tleail of Directors on which the director served. Bloard of
Directors encourages its members to attend eaalameeting of stockholders. All but one of theedtors attended
our last annual meeting, which was held on Augug086.
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Compensation and Governance Committee

Our compensation and governance committee curreatigists of Messrs. Orr and Sloan and Ms. Callison
Mr. Orr serves as chairman of the compensatiorgavdrnance committee. Each member is an indepeddentor.

The compensation and governance committee detesrnomapensation for our executive officers and
implements our non-equity and equity incentive plarhe committee also makes recommendations cangdvoard
member qualification standards, director nominbeayd responsibilities and compensation, boardsscice
management and independent advisors and managsugeession. On an annual basis, the compensatibn an
governance committee assesses the appropriate ahdl characteristics of existing and new board loeesn This
assessment includes consideration as to the menmmpendence, diversity, age, skills and expeeen the context
of the needs of the Board. The same criteria a&d by the compensation and governance committeealuating
nominees for directorship. See also “—Director @@zaltions, Nominations and Evaluations.” The “lister
Relations/Governance Documents” section of our weloscludes an online version of our compensasind
governance committee charter. Our website is |locatevww.highwoods.com.

During 2006, the compensation and governance caewrtield four in-person meetings.

Director Qualifications, Nominations and Evaluatia.  In making any nominee recommendations to the
Board, the compensation and governance committkééypically consider persons recommended by ooclgtolders
so long as the recommendation is submitted to dhenattee prior to the date that is 120 days befioeeanniversary (
the mailing of the prior year’s proxy statementniNoee recommendations, together with appropriaigraphical
information, should be submitted to the ChairmathefCompensation and Governance Committee, Higlsvoo
Properties, Inc., 3100 Smoketree Court, Suite Baleigh, North Carolina 27604. The compensationgowrnance
committee may, in its sole discretion, reject amghsrecommendation for any reason.

It is the sense of the Board of Directors thatawes who change the responsibilities and/or pwsitithey held
when they were elected should volunteer to regigm the Board of Directors. However, the Board oEbtors does
not believe that in every instance directors whoe@r change from the positions they held wheay tiwere elected to
the Board of Directors should necessarily leaveBbard. There should, however, be an opportunityHe Board of
Directors through the compensation and governaogergttee to review the continued appropriatenestrettor
membership under the circumstances. The Boardretcidirs also believes that it is in our best irdex¢hat a director
offer to resign as of the end of the three-yeantafter such director’s 70th birthday. Upon receipany such offer to
resign, the compensation and governance commiiteevaluate whether to accept such offer at itstmegularly-
scheduled meeting and provide its recommendatidinetdull Board of Directors, together with its oeemendation fc
a potential replacement, if applicable. The BodrDicectors further believes that each directoridtidoe generally
available to respond



to reasonable requests and commitments relatear tcoonpany and that there is a limit to the nunddgrublic
company boards of directors upon which a directay serve and meet such an availability requirenfemna result,
our corporate governance guidelines provide thaerad our directors may serve on more than foueroplublic
company boards of directors while serving on ouarglo

The Board of Directors conducts an annual selftetadn to determine whether it and its committaes a
functioning effectively. As part of this processetcompensation and governance committee receivesients from
all directors and reports annually to the Boardhwait assessment of the Board’s performance. Thisésissed with
the full Board following the end of each fiscal yeBhe assessment focuses on the Board’s contyibtdiour overall
success and specifically focuses on areas in wih&Board believes that its performance could im@ro

For information about our stock ownership guidedingee “—Security Ownership of Certain Beneficialr@rs
and Management and Related Stockholder Matters—k®&wemership Guidelines.”

Compensation and Governance Committee Interlocksldnsider Participation. None of the members of «
compensation and governance committee is a currgrdast employee of our company or any of our pres&ors or
acquired companies and each was and is an indeqtetidector. None of our executive officers curtgmserves, or in
the past three years has served, as a member lobaine of directors or compensation committee otlar entity that
has one or more executive officers serving on amard of Directors or compensation and governanoamttee.

Compensation and Governance Committee ReporfThe compensation and governance committee has
reviewed and discussed the Compensation Discuasidinalysis included herein with our managemeatesl on
such review and discussions, the compensation aveligance committee recommended to our Board @fdiirs tha
the Compensation Discussion and Analysis be indud¢his proxy statement for filing with the SEC.

Compensation and Governance Committee

Kay N. Callison L. Glenn Orr, Jr. (chai O. Temple Sloan, .
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Audit Committee

Our audit committee currently consists of Messi@plidn and Vandiver and Ms. Kellett. Upon Mr. Varsatig
retirement as a director effective as of the date@meeting, Mr. Orr will join the audit commigeMr. Kaplan serve
as chairman of the audit committee. Each of thegoing directors is an independent director anckri@s accepted
any consulting, advisory or other compensatoryffee us other than as set forth below under “Corsp&an of
Directors and Executive Officers — Director Compaits in 2006.Further, the Board has determined that each ¢
foregoing directors is financially literate andedst two members, Mr. Kaplan and Ms. Kellett, battvhom are
certified public accountants, are financial experts

The audit committee approves the engagement ahdependent registered public accounting firm,ees the
plans and results of the audit engagement with Suohapproves professional services providedumhgirm,
reviews the independence of such firm, approve# and non-audit fees and reviews the adequacyointernal
control over financing reporting. The “Investor Rins/Governance Documents” section of our welisdieides an
online version of the audit committee charter.

During 2006, the audit committee held four in-persteetings and nine conference calls.

Audit Committee Report The audit committee oversees the financiabmémy process on behalf of the Board
of Directors. Management is responsible for ouaricial statements and the financial reporting gecmcluding
implementing and maintaining effective internal tohover financial reporting and for the assessnoénand
reporting on, the effectiveness of internal contnagr financial reporting. Our independent regestigpublic
accounting firm is responsible for expressing amsion the conformity of the audited financial esta¢nts with
accounting principles generally accepted in thetéthStates of America, on the effectiveness ofi@rnal control
over financial reporting and on management’s agsessof the effectiveness of our internal contnarofinancial
reporting.

In fulfilling its oversight responsibilities, theudit committee has reviewed with management and our
independent registered public accounting firm audi@d financial statements for the year ended Bes 31, 2006
and the reports on the effectiveness of our intexmatrol over financial reporting as of Decembér 3006 contained
in our 2006 Annual Report, including a discussibthe reasonableness of significant judgments hadlarity of
disclosures in the financial statements. The araiiimittee also reviewed and discussed with manageame our
independent registered public accounting firm tiseldsures made in “Management’s Discussion andy&rsof
Financial Condition and Results of Operations” &idntrols and Procedures” included in our 2006 AalriReport.

In addition, the audit committee received writtésctbsures from our independent registered pultloanting
firm required by Independence Standards Board &tando. 1 (Independence Discussions with Audit Cattess),
and the audit committee discussed with the indepeinegistered public accounting firm that firrmslependence
from management and us and considered the conlgtidfinon-audit services with that firm’s indepance.
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In reliance on the reviews and discussions refawebove, prior to the filing of our 2006 Annuatport with
the SEC, the audit committee recommended to thedBafeDirectors (and the Board approved) that tinditaed
financial statements be included in such Annualdrep

Audit Committee

Lawrence S. Kaplan (chai Sherry A. Kellet F. William Vandiver, Ji

Investment Committee

Our investment committee currently consists of M&sAdler, Anderson, Fritsch and Sloan. The investim
committee oversees the acquisition, new developmedévelopment and asset disposition processiniiestment
committee, which held 28 conference calls in 2@@éerally meets on call to review new opportuniéied to make
recommendations to the Board of Directors concersirch opportunities.

Executive Committee

Our executive committee currently consists of Mesadler, Orr, Sloan and Vandiver. Mr. Fritschoas Chief
Executive Officer, serves as an ex-officio memidghe committee. Upon Mr. Vandiver’s retirementaadirector
effective as of the date of the meeting, the sizbeexecutive committee will be reduced from fiedour (including
the ex-officio member of the committee). The exe@utommittee meets on call by the Chairman ofBbard of
Directors and may exercise all of the powers ofBbard of Directors, subject to the limitations imsed by applicabl
law, the bylaws or the Board of Directors. Each raen{other than the Chief Executive Officer) isependent.
During 2006, the executive committee held four @arigon meetings and 19 conference calls.

Other Stockholder Information

The Board of Directors, in its role as primary gaweg body, provides oversight of our affairs atrives to
maintain and improve our corporate governance jgestTo this end, we have adopted corporate ganem
guidelines and a code of business conduct andsedipiglicable to directors, officers and employ®és.have also
adopted a separate code of ethics for our chiefigixe officer and our senior financial officerseWhtend to satisfy
the disclosure requirement under Item 5.05 of Fé#hregarding any amendment to, or any waiver framrovision
of these codes of ethics by posting such informabio our website.

The Board of Directors has also established a geofog interested parties, including employees and
stockholders, to communicate directly with the peledent directors. Written communications may resbed to tr
Chairman of the Board of Directors, Highwoods Prtps, Inc., 3100 Smoketree Court, Suite 600, RaleNorth
Carolina 27604.

The audit committee has adopted a process forestied parties, including employees and stockhqltesend
communications to the audit committee with concemsomplaints
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concerning our regulatory compliance, accountimgliteor internal controls issues. Written commutiaaas may be
addressed to the Chairman of the Audit Committeghwoods Properties, Inc., 3100 Smoketree Courte S00,
Raleigh, North Carolina 27604.

The “Investor Relations/Governance Documesegtion of our website includes online versionswfcorporat
governance guidelines, code of business conducetmck, code of ethics for our Chief Executivei€f and senior
financial officers, audit committee charter and p@msation and governance committee charter. Tfosmation is
also available in print to any stockholder who regfg it by writing Investor Relations, Highwoodsgarties, Inc.,
3100 Smoketree Court, Suite 600, Raleigh, Norttolte 27604.

During 2006, we filed unqualified Section 303A derations with the New York Stock Exchange. We éalsc
filed the Chief Executive Officer and Chief FinaaloDfficer certifications required by Sections 301 906 of the
Sarbanes-Oxley Act of 2002 as exhibits to our 2@06ual Report.

Security Ownership of Certain Beneficial Owners andVlanagement and Related Stockholder Matters

Stock Ownership Guidelines Our compensation and governance committeestablished the following
stock ownership guidelines:

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

Shares of common stock acquired through our emplst@ck purchase plan or otherwise, operating pestip
units and shares of restricted stock issued putdaarur equity incentive plans all count toward guggested stock
ownership guidelines. The compensation and govemeaommittee believes that all participants shealikfy the
guidelines by the later of April 26, 2008 or thxesars from the original date of employment or etecas a director, .
applicable.



Beneficial Ownership Table The following table sets forth the benefi@alnership of our common stock as
of December 31, 2006 for each person or group knows to be holding more than 5% of our commounksteach
person currently serving as a director, each Namxettutive Officer (as defined below) and our dicestand
executive officers as a group. The number of shsiies/n represents the number of shares of commck 8te
person “beneficially owns,” as determined by thieswf the SEC, including the number of shareserily issuable
upon redemption of units of limited partnershigenetst in Highwoods Realty Limited Partnership, operating
partnership.

Number of Shares Percent
Name of Beneficial Owner Beneficially Ownec of All Shares (1.
O. Temple Sloan, J 586.56. 1.C%
Edward J. Fritscl 897,97: 1.6%
Michael E. Harris 343,30! *
Terry L. Steven: 104,98( *
Mack D. Pridgen, Il (2 380,56: *
Gene H. Anderso 1,078,00! 1.S%
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.P. ( 3,802,82: 6.8%
Barclays Global Investors, NA (. 3,581,87! 6.4%
Cohen & Steers, Inc. (¢ 3,535,60! 6.2%
ING Groep N.V. (6] 5,989,16: 10.7%
The Vanguard Group, Inc. ( 2,814,14. 5.C%
All executive officers and directors as a group fiedsons 4,342,51: 7.2%

* Less than 19

(1) The total number of shares outstanding usedliculating this percentage assumes that no opgrpértnership units, stock options or
warrants held by other persons are exchanged &weslof 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 Wdrntade Center East, Two Seaport Lane, Boston, BIAL0-2021. Information
obtained from Schedule 13G filed with the SI

(4) Barclays Global Investors, NA is located at4Bmont Street, San Francisco, CA 94105. Informatiatained from Schedule 13G filed
with the SEC

(5) Cohen & Steers, Inc. is located at 280 Park Aveth0é&,Floor, New York, New York 10017. Information obtathfrom Schedule 13G
filed with the SEC.

(6) ING Groep N.V. is located at Amstelveensewe@, 3@81 KL Amsterdam, The Netherlands. Informatdtained from Schedule 13G
filed with the SEC. To ensure that such holder igdffiliates do not violate the 9.8% ownershipitiunder our charter, the executive
committee of the Board of Directors has agreedjestito limitations, to permit such holder andaffliates to acquire up to an
aggregate of 12.0% of our outstanding common siathout further Board approve

(7) The Vanguard Group, Inc. is located at 100 \eand Blvd., Malvern, PA 19355. Information obtairfesin Schedule 13G filed with the
SEC.
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Equity Compensation Plans The following table provides information aslxécember 31, 2006 with respect
to shares of common stock that may be issued undezxisting equity compensation plans:

Number of Securities

Number of Securities Remaining Available
to be Issued upon Weighted Average for Future Issuance
Exercise of Exercise Price of under Equity
Plan Category Outstanding Options Outstanding Options Compensation Plant
Equity Compensation Plans Approved by Stockhol¢E) 2,975,07: $ 24.6i 1,481,86.
Equity Compensation Plans Not Approved by
Stockholders (2 — — 138,79!

(1) Consists of the Amended and Restated Stoclo®tian, under which the compensation and govememmmittee generally grants
stock options and restricted stock, and has tHeyatm grant phantom stock and stock appreciatights, to our employees, officers and
directors.

(2) Consists of the 2000 Employee Stock Purchame, Bhder which all employees may contribute up5 of their compensation to
acquire shares of our common stock at a 15% did¢c

Section 16(a) Beneficial Ownership Reporting Compdince

Each director and executive officer is requirefileowith the SEC, by a specified date, reportsardgng his or
her transactions involving our common stock. To knowledge, based solely on the information furedéto us and
written representations that no other reports wegeired, our current directors and executive efSccomplied with
all such filing requirements during 2006, exceptttiMessrs. Kaplan, Sloan, Stevens and Vandivdr esaorted late
one phantom stock acquisition; Messrs. Anderson]eBéiarris, Pridgen, Reames and Stevens eachtieddate one
stock option grant; Messrs. Fritsch, Harris, OmaRies and Sloan each reported late the tollingeogéxpiration date
of certain stock options; Mr. Anderson reportee lidte tender of a portion of a restricted stockrdvi@ us in
satisfaction of his tax liabilities; Ms. Kellettifad to file timely one acquisition of common stoekd Ms. Callison
reported late gifts of common stock held by a tfasivhich Ms. Callison disclaims beneficial owntggs
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COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS
Compensation Discussion and Analysis

The following sets forth a discussion and analgsithe compensation of our principal executiveasfi our
principal financial officer and the next three mbighly compensated executive officers during 2Q@&ich we
collectively refer to as the “Named Executive Ofis”:

Edward J. Fritscl President and Chief Executive Offic

Michael E. Harris Executive Vice President and Chief Operating Off
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-Making Our compensation and governance committeergineets our
compensation philosophy and makes specific compiensdecisions with respect to our Named Execuiicers.
Our compensation and governance committee curreatigists of Messrs. Orr and Sloan and Ms. Callistm Orr
serves as chairman of the committee. Each memia@riisdependent director. For additional inform@atout our
compensation and governance committee, see “Cdgy@m@vernance—Compensation and Governance Comrhittee
Actual compensation decisions with respect to MitsEh are made solely by the committee. Actual pensation
decisions with respect to our other Named Execuliffecers are made by the committee after receiunpgit from
Mr. Fritsch. Named Executive Officers do not recoemah or determine any element or component of their pay
package or total compensation amount.

Our current executive compensation program is baped extensive input from Mercer Human Resource
Consulting, which the compensation and governanoawttee retained in 1999, 2004 and 2007 to rexiemexisting
compensation philosophy and suggest design chdoagesl on recent trends and developments impactewigve
officer compensation and its best practices knogde@ased on a review recently conducted by Meveehelieve
that overall compensation in 2006 for our Nameddtkge Officers was in the 280 50t percentile of our peer grol
(which is described below).

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

Other than Mr. Harris, none of our Named Execu@fcers has an employment agreement with us. Wered
into a three-year employment contract with Mr. lsaon July 1, 2004. The contract is thereafter reckel
automatically for additional three-year periodsasslwe give notice to Mr. Harris during the ¢ period ending or
year prior to expiration of the contract. Mr. Harmay terminate the contract at any time upon 38’gaior written
notice to us. The contract provides for a minimumual base salary of $305,000 for Mr. Harris, whitdy be
increased by the Board of Directors.
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Notwithstanding the foregoing, we have entered md@w change in control contracts effective as ofilAy3,
2007 with Messrs. Fritsch, Harris, Stevens and Agaiethat provide for payments and benefits to siffsbers upon
certain terminations of employment or diminishirfgesponsibilities within 36 months from the dateaahange in
control. For additional information about theseaagements, see “Change in Control Arrangementsiisn
Compensation Discussion and Analysis and “—Postigynpent Compensation.”

Section 162(m) of the Internal Revenue Code gelyallahies a deduction for compensation in excess of
$1 million paid to certain executive officers, usdecertain performance, disclosure and stockhalpleroval
requirements are met. Option grants and certaier @Wwards are intended to qualify as “performarased”
compensation not subject to the Section 162(m) dextulimitation. The committee believes that asahtial portion
of compensation earned under our compensation gmogrould be exempted from the $1 million deductionitation.
The committee’s intention is to qualify, to theextreasonable, a substantial portion of each ¢xecofficer’s
compensation for deductibility under applicable laxs.

Compensation Objectives and Components Compensation for Named Executive Officers isdablargely on
the following principles:

. variable compensation is a significant part of cengation with the percentagerisk increasing at highe
levels of responsibility

. employee stock ownership aligns the interests oh&iExecutive Officers and stockholders and resu
Named Executive Officers sharing financially in thecesses and shortcomings of our company ba:
part upon their position responsibility, overallgatt and assessed contributi

. performanc-based compensation focuses Named Executive Offocecsitical business objectives
reflected in our Strategic Plan, controls fixedts@nd aligns pay with performance through perforrea
leveraged incentive opportunitie

. compensation must be competitive with that offdygdther companies that compete with us to atarad
retain the best possible executive talent;

. differences in executive compensation should retlétering levels of responsibility and performar
with our organization

A key factor in determining levels of compensatiemains the pay practices of public equity REITHwi
comparable revenues. As of January 1, 2007, ourgveap included the following public 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
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Publicly-available data from the peer group wassatered in determining the proportions of basergala
bonuses, annual non-equity incentive compensatidreguity incentive compensation, as well as tad&ttal
compensation. The data from our peer group is tetjus take into account differences in markettedipation
between the peer group companies and our compasgyalDcompensation is intended to be at, abousetow
competitive levels depending upon our performaetative to our targeted performance and the peiiooa of our
peer group.

Base Salary. Base salaries for all of our employees arerdeteed by position, which takes into consideration
the scope of job responsibilities and competitiarkat compensation paid by other companies foraimositions.
Base salaries are also driven by market competitiaitract and retain high quality employees. Querall approach
to setting base salaries is to create and sugtaiki®lder value by balancing our need to retagiigjuality employee
while controlling the annual growth of our geneaatl administrative expenses. The base salarieschynour Name
Executive Officers were 3.5% higher in 2006 as careg to 2005, similar to the average increasealfaf our
salaried employees. In determining to increase balsgies, the compensation and governance conencittesidered,
among other things, our planned operating budge2@66, cost of living increases in our variousiglonal markets
and publicly available data regarding the pay peastof other public REITs and similarly situatedjic companies.
Base salaries are reviewed for adjustment annaallyadjustments, if any, are effective in Apridindual base
salaries for Messrs. Fritsch, Harris, Stevens amdiefson are 3.5% higher in 2007 as compared to.2006

Annual Non-Equity Incentive Program. In 2006, our Named Executive Officers partitgobin our annual
non-equity incentive program pursuant to which theye eligible to earn cash payments (which were jpaMarch
2007) based on a percentage of their annual b&ay gaeffect for December 2006. Under this comgrdrof our
executive compensation program, our Named Exec@iffieers are eligible to earn additional cash cengation to
the extent specific performance-based metrics @reeed during the most recently completed yeae. gdsition held
by each Named Executive Officer has a target annaahtive percentage, which has generally rematoadistent
since 2000, ranging from 65% to 85% of base salapending on the executive’s position. For 2006 ténget annual
incentive percentage was 85% for Mr. Fritsch, 789¥dMessrs. Harris, Stevens and Pridgen and 65% for
Mr. Anderson. In addition to considering the pagqtices of our peer group in determining each Nabeztutive
Officer’s annual incentive percentage, the commitlkso considers the individual officer’s abilityihfluence our
overall performance. The more senior the positighiwthe company, the greater the portion of congadion that
varies with performance.

The actual amount a Named Executive Officer may eader the annual non-equity incentive compensatio
program is the product of the target annual ineenpercentage times an “actual performance factanith can range
from zero to 200%. The actual performance factpedes upon the relationship between how variou®peance
criteria compare with predetermined goals. For Med%itsch, Harris, Stevens and Pridgen, who skagecorporate
executives during 2006, the actual performancefagas based on the same goals
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and criteria applied to our performance as a whede . Mr. Anderson, who serves as a corporate ekecand is
responsible for our Atlanta division, his actuatfpemance factor is equally weighted between thégpmance of the
Atlanta division and our performance as a wholeti€pants in our annual non-equity incentive paogrreceive
guarterly statements throughout the year thattrtiis our to-date performance under the varyingica, which we
believe is an important tool in keeping our empkx/écused on achieving these goals and delivenggsurable
results that create stockholder value.

The components and weighting of each year's metnbgch are set by the compensation and governance
committee prior to or near the beginning of eadclryes part of our budgeting and strategic planpnogess, are
intended to closely match the operating and firergwals of our Strategic Plan and to provide oamidd Executive
Officers with direct “line of sight” to focus theindividual efforts to the achievement of the netriThe performance
criteria for Named Executive Officers during 200ich were equally weighted, were the following:

. average occupancy rates relative to budgeted |

. net operating income relative to budgeted amot

. average payback on leases relative to a fixed goa

. the dollar value weighted average lease term velat a fixed goal

The compensation and governance committee settiickgarget and maximum levels with respect tdhezfc

the four factors. The following table sets fortformation about the metrics and actual performdacers under our
annual non-equity incentive program for 2006:

Factor Threshold (50%) Target (100%) Maximum (200%)
Average Occupancy 99.6% of Budgeted 100.1% of Budgeted 101.5% of Budgeted
Average Occupanc Average Occupanc Average Occupanc
Net Operating Incom 97% of Budgeted 103% of Budgeted 110% of Budgeted Net
Net Operating Incom Net Operating Incom Operating Incom
Average Payback on Leases (1) 60 Basis Points Worse Than 1 100.0% of Prior 3-Year 150 Basis Points Better Than
Prior Average the Prior
3-Year Average 3-Year Average
Dollar Value Weighted Average Le Prior 3-Year Average Prior 3-Year Average Plus 0.5 Prior 3-Year Average Plus 1.5
Term Years Years

(1) “Average payback on leases” means the ratith@fnvestment we make in a particular lease divigethe total cash rent receivable
under the fixed term of the lease. For this facidgwer number means improved operating performalfor purposes of calculating t
actual performance factor, the compensation anémawnce committee from time to time approves thotusion of leases that are
executed for important business purposes but thiegek of which is not representative of the leasffgrts of our personnel nor
appropriate upon which to base compensation dess
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If the threshold level is not satisfied with resjpeca particular factor, the actual performanagdawould be
zero with respect to that factor. If performanceeds the threshold level but does not satisfyaiuyet level, the
actual performance factor would range on a slidicgje between 50% and 100% with respect to thadrfd€
performance is between the target level and themman level, the actual performance factor wouldgeon a sliding
scale between 100% and 200% with respect to thtdrfal he performance factor used to determinatheunt an
executive could earn in 2006 under the annual muibeincentive program was the equally weightedrage of the
four factors. Notwithstanding the formulas desadila®ove, our compensation and governance comrhiéteeetained
the discretion and flexibility to increase or dexge the actual performance factor with respechygoarticular year
and/or any particular officer to more appropriatedffect, in the committee’s sole judgment, acp&formance,
market conditions, unanticipated circumstancesather factors. The compensation and governance db@endid no
exercise its right to modify the actual performafaor for any of the Named Executive Officer006. For 2006,
the actual performance factor under the non-eguagntive program was approximately 108% for Medsrgsch,
Harris, Stevens and Pridgen and approximately 1fad%ir. Anderson. As a result, under the non-equitentive
program for 2006, Mr. Fritsch earned $397,089, Watris earned $264,836, Mr. Stevens earned $209,737
Mr. Pridgen earned $196,768 and Mr. Anderson ea#i®&6,378.

The committee has adopted the following performanmiteria for officers during 2007:

. growth in core funds from operatior*FFC”) (36% weighting for corporate executives and 24% g
for divisional officers);

. net operating income relative to budgeted amowti%o(weighting for corporate executives and :
weighting for divisional officers)

. cash available for distributio* CAD”) payout ratio (24% weighting for corporate execugiaad 16%
weighting for divisional officers)

. average occupancy rates relative to budgeted (5286 weighting for corporate executives and 1
weighting for divisional officers); an

. average payback on leases relative to a fixed @8alweighting for corporate executives and 1
weighting for divisional officers)
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The compensation and governance committee halsreshbld, target and maximum levels with respeetith
of the five factors. The following table sets fomifiormation about the metrics and actual perforoeafactors under
our annual non-equity incentive program for 2007:

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

Core FFO Growth Projected Threshold Increase Projected Target Increase o0 Projected Maximum Increase
over Prior Yea Prior Year over Prior Yea

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

Income Operating Incom Operating Incom

CAD Payout Ratio Projected Threshold Decrease Projected Target Decrease ¢ Projected Maximum Decrease
over Prior Yea Prior Year over Prior Yea

Average Occupancy 99.6% of Budgeted Average 100.1% of Budgeted 101.5% of Budgeted Average

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

(1) “Average payback on leases” means the ratith@fnvestment we make in a particular lease divigethe total cash rent receivable
under the fixed term of the lease. For this facddgwer number means improved operating perfor@aor purposes of calculating t
actual performance factor, the compensation anémawnce committee from time to time approves thotusion of leases that are
executed for important business purposes but thlegak of which is not representative of the leasffgrts of our personnel nor
appropriate upon which to base compensation dexs

It is the annual expectation of the compensatiahgovernance committee that the estimated probabili
achievement of the threshold levels is 80%, thienaséd probability of achievement of the targeelevs 60% and tr
estimated probability of achievement of the maxinawels is 20%.

Amounts Earned in 2006 for Grants in 2004 under th899 Shareholder Value Plan. The 1999 Sharehold
Value Plan is intended to reward our executivecefs when the total shareholder returns measuratchgases in the
market value of common stock plus dividends exceettsmparable index of our peers over a three{yeaod. A
payout for this program, which is in cash or shafesommon stock at the election of the officedédermined by the
percentage change in our shareholder return inolexared to the composite index of our peer grdugun
performance is not at least 100% of the peer groapayout is earned. As with our annual non-eguaitgntive
program, notwithstanding the specific payout cidtelescribed above, our compensation and goverrammittee
has retained the discretion and flexibility to e&se or decrease the payout, if any, under the 3888holder Value
Plan to more appropriately reflect, in the commaigesole judgment, actual performance, market ¢mm,
unanticipated circumstances, absolute performahoaraccommon stock and other factors. No new grhat@ been
made under the 1999 Shareholder Value Plan sin@é. Zyior to 2006, no payouts had been earnedréatg under
this plan.

The closing price of our common stock as reportethe New York Stock Exchange increased from $2pef0
share on January 1, 2004 to a 30-day trailing aeecd $40.02 per
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share as of December 31, 2006, which resulted BBa6P6 total stockholder return over that periosbasing the
reinvestment of dividends. Because the total retuatex of our common stock over the applicablequewas 106% of
a comparable index of our peers, Named Executiviedd$ were entitled to earn an aggregate of $3i8 payouts
for awards granted in 2004 under the 1999 Sharehddlue Plan (including the value of the discoaftibutable to
the issuance of common stock to Messrs. PridgerStavens, who elected at the beginning of the thieae period to
receive shares of common stock at a 10% discod@urof a cash payout, if any, with respect tonggan 2004 under
the 1999 Shareholder Value Plan). In recognitiothefsignificant absolute total stockholder retower the three-year
period, the compensation and governance committgeased the payout ratio from 106% to 130%, wheshilted in
our Named Executive Officers earning an additié®8#3,889 in the aggregate, including the valudefdiscount
attributable to the issuance of common stock todve$rridgen and Stevens.

Equity Incentive Compensation—Overview. Our officers, including our Named Executive iCdfs, are
eligible to receive equity incentive compensatioat tpromotes our long-term success by aligning therests with
the interests of our stockholders. The equity itiwerawards provide the executive officers withaamership interest
in our company and a direct and demonstrable statier success to the extent of their positionpoesibility, overall
impact and assessed contribution. We have adofiekl swnership guidelines for our Named Executivio@rs. For
additional information, see “Corporate Governan@eeurity Ownership of Certain Beneficial Ownerd an
Management and Related Stockholder Matters.”

Our compensation and governance committee autlsogizeix of stock options and restricted stock awand
our Named Executive Officers valued at amountsirano the aggregate from 100% to 295% of theinehibase
salary depending upon level of responsibility witbur company. For the grant date fair value ohsawards in 2006
calculated in accordance with FAS 123(R), see @mfit Date Fair Value of Stock and Option Awardslumn in the
table under “—Grants of Plan-Based Awards in 20068 compensation and governance committee retagnahtility
to alter the equity incentive percentage or the ofi@quity incentive awards from year to year. Bguicentive
awards in 2006 were allocated as follows:

Percentag¢
Type of Grant of Total
Stock Option: 20%
Time-Based Restricted Stou 40%
Performanc-Based Restricted Stor 20%
Total Returi-Based Restricted Stou 20%

Dividends are paid on all restricted stock, whetiremot vested, at the same rate and on the sammaslan
shares of common stock, and such dividends ardoréeitable.

Equity Incentive Compensation—Stock Options The compensation and governance committeeveslighat
stock option awards are an important and usefulpam@ant of our equity incentive compensation prograike
restricted stock, stock options offer the poterttalealize additional compensation in the futysenuincreases in the
price of our common

18



stock. Stock options differ from restricted stookseveral key areas. First, the receipt of stotlonp is generally not
taxable to holders until exercise, at which timeréhis typically cash available to the holder assalt of the sale of
shares acquired upon exercise to pay the tax. 8eoafess we elect, in our sole discretion, toshetre settle an
option upon exercise by issuing an amount of shegesl to the in-the-money value of the optionglstoption
exercises have a positive impact on our cash ffoevs financing activities. Third, holders of stogftions, unlike
restricted stock, are not entitled to receive dividls except upon exercise. Stock options issu2@d6 vest ratably on
an annual basis over four years and remain outstgfiol seven years. The value of such options éiseodate of
grant was calculated using the Black-Scholes ogtiicing model.

Equity Incentive Compensation—Time-Based Restrictick. The compensation and governance
committee believes that the issuance of time-bes&tdcted stock is an important retention device serves to deter
our Named Executive Officers from seeking other leympent opportunities. Shares of time-based rasttistock
represented half of the total number of sharegsificted stock issued to our Named Executive &f§i¢n 2006.
Time-based restricted stock issued in 2006 wilt vatably on an annual basis over a four-year térmmNamed
Executive Officer leaves our employ at any timeobetthe fourth anniversary of the date of granvested shares
generally are forfeited except as otherwise pravigeder our retirement plan.

In addition to the ordinary grant in 2007 of timasked restricted stock in amounts consistent wish pactice,
our compensation and governance committee wantexard Messrs. Fritsch, Harris and Anderson fdivilual
excellent performance over the past several y@daxordingly, the committee in 2007 authorized aditonal grant o
time-based restricted stock in 2007 of 100,000esh&or Mr. Fritsch, 31,000 shares for Mr. Harrigl 2,500 shares
for Mr. Anderson. Such shares issued to MessrgigHand Anderson will vest ratably over three ye&tsch shares
issued to Mr. Fritsch will vest ratably over fowgars. If any such officer leaves our employ attmg during the
vesting period, unvested shares will be forfeiteghrdless of whether such officers is eligiblelfenefits under our
retirement plan.

Equity Incentive Compensation—Total Return-Basedd®écted Stock The compensation and governance
committee believes the issuance of total returretbasstricted stock directly aligns the intere$tsuy Named
Executive Officers with stockholder interests. @h@ur principal goals is to provide our stockho&lwith attractive
risk-adjusted returns on their investment throughdonsistent payment of quarterly dividends aadksprice
appreciation. Shares of total return-based resttistock generally vest only to the extent our tatarn 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 tlggnioéng of the applicable period. The peer companigh the
highest and lowest total return are eliminated fthencalculation to avoid any one outlier from dishg the overall
comparison. In addition, the total return of eachmpany in the peer group is weighted to reflectréhative market
capitalization of each company. The 2005 Sharelndfdéie Plan sets forth more information aboutaheunts and
vesting schedules with respect to shares of tetatm-based restricted stock issued in 2006.
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Our compensation and governance committee seladtaee-year cycle to match the grants of totairnebasec
restricted stock in 2006 generally with the threarygoals set during the budgeting process fo6tnategic Plan. The
three-year performance period begins on Januafylieg/ear of the grant. The percentage of totairnebased
restricted stock that vests at December 31, 200®&@/equal to the sum of 50% plus 2.5% for eadlcgr@age point
that our total return index exceeds 100% of the gesup index. Accordingly, if our total return iexlis not at least
100% of the peer group index, all of the total netbased restricted stock issued in 2006 will béefted on
December 31, 2008, except as otherwise descrided bk our total return index ranges between 1008d 120% of
the peer group index, the percentage of total mebased restricted stock issued in 2006 that wesBecember 31,
2008 will range between 50% and 100%. If our teg&irn index ranges between 120% and 160% of teegreup
index, we will issue on December 31, 2008 an amotiatiditional shares up to 100% of the origin&itoeturnbasec
restricted stock award. These additional shares)yif would be fully vested when issued. If a Narm&dcutive
Officer leaves our employ at any time before the efthe three-year cycle, all of the total retiwased restricted
stock issued in 2006 generally will be forfeitedept to the extent vested as set forth in the pasdagraph.

Notwithstanding the foregoing, even if our totaura index over the three-year period is less 2096 of the
peer group index, one-sixth of the total returneoaiestricted stock issued in 2006 will nonethelesst at the end of
each year during the three-year cycle if our tagrn index exceeds 9% during such applicable. yigee purpose of
this additional vesting criteria is to reward Nantedacutive Officers when we deliver in any parteowear what the
compensation and governance committee believesastiactive absolute level of return to our stauklers.
Assuming the reinvestment of dividends, long-teotdars of our common stock realized a 50.6% tdtadkholder
return during 2006. As a result, one-sixth of italtreturn-based restricted stock issued in 2@36ed as of
December 31, 2006.

Equity Incentive Compensation—Performance-Based Rieted Stock. The compensation and governance
committee believes the issuance of performancedb@&stricted stock is an important motivationall esigned to
reward our Named Executive Officers with additioequity incentive compensation to the extent specif
performance-based metrics are achieved over ayl@a@eperiod. The components and weighting of teé&ics for the
grants of performance-based restricted stock irb 2@@ich are set by the compensation and governzomoenittee
prior to or near the beginning of each year as@aotir company’s budgeting process, are intendadioisely match
certain three-year goals of our Strategic Plan. ddmapany-wide performance criteria for performabesed restricte
stock issued during 2006, which are equally weighéee the following financial and operating measuas of and for
the year ended December 31, 2008:

. overall occupancy
. ratio of debt plus preferred stock to adjustedtas

. cumulative thre-year FFO per diluted share (adjusted to eliminatéat debits and credits in t
discretion of the compensation and governance ctea anc

. cash available for distribution payout rat
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At the beginning of 2006, the compensation and gaece committee set the following threshold, taayel
maximum levels with respect to each of the foutdes

Factor Threshold (50%) Target (100%) Maximum (150%)
Overall Occupancy at December 31, 2008 98.9% of internal strategic 100.0 % of internal 101.1% of internal
goal strategic goa strategic goa
Ratio of Debt plus Preferred Stock to Adjusted 95.7% of internal strategic 100.0% of internal 103.2% of internal
Assets at December 31, 20 goal strategic goa strategic goa
Cumulative Three-Year FFO Per Share 98.7% of internal strategic 100.0% of internal 101.3% of internal
goal strategic goa strategic goa
Cash Available for Distribution Payout Ratio for  92.0% of internal strategic 100.0% of internal 105.7% of internal
2008 goal strategic goa strategic goa

It is the expectation of the compensation and gouere committee that the estimated probabilitycbfevemer
of the threshold levels is 80%, estimated probghif achievement of the target levels is 60% astdreated
probability of achievement of the maximum level2@8%. If the threshold level is not satisfied aPetember 31,
2008 with respect to a particular factor, the vegpercentage would be zero with respect to tieofalf performanc:
is between the threshold level and the target Jékielvesting percentage would range on a slidiateshetween 50%
and 100% with respect to that factor. If perforn@arscbetween the target level and the maximum Jeékelvesting
percentage would range on a sliding scale betwB6%land 150% with respect to that factor. The nurobshares ¢
performance-based restricted stock that vests eteer 31, 2008 will be based on the overall awetdghese
vesting percentages. Unvested shares of perforrtzased restricted stock would be forfeited at Ddmem31, 2008.
We will issue an amount of additional shares upG#o of the original total performance-based regdstock award
to the extent the overall average of the vestinggraages exceeds 100%. These additional shaeesy,ifvould be
fully vested when issued. If a Named Executive €2ifileaves our employ at any time before the erideothree-year
cycle, all of the performance-based restrictedksissued in 2006 generally will be forfeited.

Named Executive Officers receive quarterly statem#roughout the three-year period that specifical
illustrate our todate performance under the varying criteria. Weelielthis is an important tool in keeping our cdfig
focused on attaining the higher levels of the datand delivering tangible and concrete resulis tiheate long-term,
sustainable stockholder value.

The company-wide performance criteria for perforogbased restricted stock issued during 2007, wdrieh
equally weighted, are the following financial arqecating measures as of and for the year endedniene31, 2009:

. overall occupancy

. cumulative thre-year FFO per diluted share (adjusted to eliminateat debits and credits in t
discretion of the compensation and governance cteen anc

. cumulative thre-year free cash flow; ar
. average thre-year operating expense rat
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At the beginning of 2007, the compensation and geaece committee set the following threshold, taayel
maximum levels with respect to each of the foutdes

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

Overall Occupancy at December & 101.1% of internal strategic
2009 98.4% of internal strategic goa  100.0% of internal strategic g¢ goal

Cumulative Three-Year FFO Per 105.1% of internal strategic
Share 98.1% of internal strategic go  100.0% of internal strategic g¢ goal

Cumulative Three-Year Free Cast 133.3% of internal strategic
Flow 77.8% of internal strategic go  100.0% of internal strategic g¢ goal

Average Three-Year Operating 103.8% of internal strategic
Expense Ratir 95.6% of internal strategic go  100.0% of internal strategic g¢ goal

Employee Benefits and Perquisites. Each Named Executive Officer receives the seongpany-wide benefits
as are generally available to all other salariegleyees, such as short- and long-term disabilisyiance, basic life
insurance and eligibility for supplemental healtid ife insurance, flexible health care reimbursetascounts and
401(k) matching. Named Executive Officers partitgpia the same company-wide health insurance pnogeacept
that we pay a Named Executive Officer’s family prem. Additionally, Named Executive Officers areidad to
receive a nominal amount of additional annual pertgs not widely available to all salaried emplegegincluding a
car allowance and, subject to limitations, reimbeuarent for personal financial consulting services e costs of a
physical exam not otherwise covered by our heakhrance. We also paid the life insurance premiamadditional
coverage on behalf of Messrs. Fritsch and Pridgeimg 2006. Named Executive Officers may also dlectefer a
portion of their base salary and/or annual bontmchvis then invested in various unrelated mutuatis on behalf of
the Named Executive Officers.

Like all employees, each Named Executive Officeal$® eligible to contribute up to 25% of his pay the
purchase of common stock under our employee stohpse plan. Generally, at the end of each thmathoffering
period, each participant’s account balance is agdpb acquire newly issued shares of common stoalcast that is
calculated at 85% of the lower of the average olpgirice on the NYSE on the five consecutive dagsgding the
first day of the quarter or the five days precedimglast day of the quarter. The value of thealist from the market
price for common stock acquired under the empl®yeek purchase plan is not deemed to be executivgpensation
under SEC rules since all of our salaried employeegenerally eligible to participate in the plan.

Change in Control Arrangements We entered into new change in control agre¢snefifective as of April 1:
2007 with Messrs. Fritsch, Harris, Stevens and Asatethat provide benefits to such officers inelient of certain
voluntary or involuntary terminations of employmewithin a three-year period after a change in antwvolving our
company. A review of our compensation plans foealployees, including our change in control agregmr these
executive officers, was part of the initial thregay goals of our Strategic Plan. Our compensatioingavernance
committee believes the benefits payable under thegeagreements upon a termination of employmemtglihe
three-year period following a
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change in control are reasonable relative to simaileangements involving executive officers of paer companies
and are important to ensure the retention and fotlksy employees in the event our board determtim&spursuing a
potential change in control is in our stockholddmsst interest. The form of the previously effegtthange in control
agreements, which had been first prepared and megieed in 1998, had originally applied to persarsiag as our
principal executive officers at that time. Thoseeggnents were terminated in connection with theetken of the ne\
agreements.

Retirement Plan  In 2006, the compensation and governance ctiserapproved the adoption of a retirement
plan applicable to all employees, including Nameddtitive Officers, who, at the time of retiremdrdye (1) at least
30 years of continuous qualified service or (2)arkeast 55 years old and have at least 10 yéa@ntinuous
gualified service. Subject to advance retiremetice@nd execution of a non-compete agreementuwsitieligible
retirees would be entitled to receive a pro ratawam of the annual non-equity incentive compensag@arned during
the year of retirement. Stock options and time-Basstricted stock granted to such eligible retdeeng his or her
employment would be non-forfeitable and vest acogrtb the terms of their original grants. Eligilbktirees would
also be entitled to receive a pro rata amount gfpenformance-based and total return-based resdrgtbck originally
granted to such eligible retiree during his or émployment that subsequently vests after the reérg date accordir
to the terms of their original grants. The benaditthis retirement plan apply only to restrictédck and stock option
grants beginning in 2006 and are being phased% @3 March 1, 2006 and 25% on each anniversargtfieGrants
made prior to 2006 are unaffected. Messrs. AndeasoinHarris are currently eligible to receive bésafnder this
plan in the event of retirement.

Incentive Plans Applicable to Regional Managers Mr. Anderson is also eligible to participatecertain
compensation plans not generally available to aaeoofficers. In 2006, the compensation and gaere committe
adopted a development cash incentive plan pursaawiiich certain of our regional and divisional ragars, such as
Mr. Anderson, and other regional and divisionalragiens personnel can receive a cash payout frdevalopment
incentive pool. The purpose of this plan is to weti such employees to pursue accretive developopgatrtunities
that are consistent with our Strategic Plan antiloaild create long-term value for our stockhold@itse amount of
funds available to be earned under the plan depgmals the timing and cash yields of a qualifyingelepment
project, but can be up to $50,000 per project. Exgcutive Vice President and Chief Operating Offiddr. Harris, is
authorized to determine actual payouts made twichaial employees under this plan based on the iboriton of
employees in securing new, accretive developmesegts. The plan only applies to new developmeojegts
approved by our investment committee on or aftaudey 1, 2006. Since more than 12 months typicddpses
between investment committee approval, constru@rmhstabilization, no payouts have yet been eainddr the
plan.

In July 2006, Mr. Anderson became Executive VicesRlent of Highwoods Development, LLC, a taxable
subsidiary formed to pursue the development oteféind industrial properties for existing customsugh as the
GSA, in core and non-core markets. Beginning in7200r. Anderson will be eligible to receive an apamate 30-
50% interest
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in a pool that consists of 10% of the cumulativeatter-tax profits of Highwoods Development, LLEbr 2007,

Mr. Anderson will earn a cash payment equal togiteater of (1) his interest in the Highwoods Depeatent, LLC
pool or (2) the amount he would be deemed to haugeel under our annual non-equity incentive progiBeginning
in 2008, it is anticipated that Mr. Anderson’s &lrgnnual incentive percentage under our annuakqgaity incentive
program would be reduced from 65% to approxima2&8p and he would continue to be eligible for pagautder the
Highwoods Development, LLC pool.

Summary Compensation Table

The following table sets forth information conceigithe compensation of the Named Executive Office2)0¢
(in dollars):

Nongqualified
Deferred Non-Equity
Compensatior  Incentive Plan
Stock Option All Other
Name and Bonus Awards Awards Earnings Compensatior Compensatior
Principal Position Salary 1) (2) ?3) 4) (5) (6) Total
Edward J. Fritsch President an $428,31: $135,00( $678,33! $216,47: $ 55C $ 543,33¢ $ 199,57¢ $2,201,58

CEO
Michael E. Harris Executive Vic $323,75( $ 60,60( $394,39( $124,80¢ $ 1,18 $ 330,48t $ 107,45¢( $1,342,67

President and COr

Terry L. Stevens Vice Presiden $256,39: — $310,38¢ $ 71,31 $ 1,05 $ 209,73° $ 6597 $ 914,85t
and CFC
Mack D. Pridgen, Ill Vice $240,53 — $415,80: $90,28. $ 5,62¢ $ 196,76¢ $ 107,45¢ $1,056,47.

President, General Counsel
and Secretar

Gene H. Anderson Senior Vice $238,83: $ 27,000 $176,31° $ 54,64( $ 293 $ 185,62¢ $ 53,13¢ $ 738,48(
Presiden

(1) Consists of a portion of the cash payouts eanm@006 for awards granted in 2004 under the 1S®&reholder Value Plan. Because the
total return index of our common stock over theli@pple period was 106% of a comparable index ofpmers, for awards granted in
2004 under the 1999 Shareholder Value Plan, Misctriwas entitled to earn $146,250, Mr. Harris estitled to earn $65,650 and
Mr. Anderson was entitled to earn $29,250. Suchuwarware included in the “Non-Equity Incentive P@ompensation” column. In
recognition of the significant absolute total stockler return over the three-year period, the coregton and governance committee
increased the payout ratio from 106% to 130%. Asiired by SEC rules, such additional earnings fesdfs. Fritsch, Harris and
Anderson are reported under the “Bonus” columnhQes/outs earned in 2006 for the 2004 grant urfde999 Shareholder Value
Plan were paid in the following year. In lieu osbgpayouts, Messrs. Stevens and Pridgen elected¢ove shares of common stock,
which are reflected in the “Stock Awards” columior Rdditional information, see Note 2 and “—Compgitsn Discussion and
Analysis—Earnings for Grants in 2004 under the 1999 Shademndlalue Plar”

(2) Consists of compensation expense recognized bunirsgd2006 in accordance with FAS 123(R) with respe all outstanding restricte
stock, including restricted stock granted prioR@®6. Other than shares of common stock issuedetssM. Stevens and Pridgen in
connection with the 2004 grant under the 1999 Stwdder Value Plan, such stock awards consistetianfes of restricted stock that are
subject to varying
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(3)

(4)

()

(6)

vesting criteria and include time-based restrictedk, performance-based restricted stock and ttetiatn-based restricted stock. For
information regarding our assumptions in the vatuedf outstanding restricted stock and restrictieatk forfeitures during 2006, see
Note 6 to the Consolidated Financial Statementim2006 Annual Report. For additional informatiorgluding the grant date fe
value of restricted stock granted in 2006, “—Grants of Pla-Based Award?”

For Mr. Stevens, such amount includes 2,327 shafresr common stock earned in 2006 for the 200#tgnader the 1999 Shareholder
Value Plan. Such shares were valued at $94,84%iaggregate as of the date of issuance, whichdaslthe 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 &#es of our common stock earned in 2006 foR@@ grant under the 1999
Shareholder Value Plan. Such shares were valugtil#; 125 in the aggregate as of the date of isgyavitch includes the value
attributable to Mr. Pridgen’s election at the begmny of the three-year period to receive sharemofmon stock at a 10% discount in
lieu of a cash payout. All of the shares of commtmtk issued to Messrs. Stevens and Pridgen f&Gfé grant under the 1999
Shareholder Value Plan were fully vested upon isseaFor additional information, see “—Compensafiscussion and Analysis—
Earnings for Grants in 2004 under the 1999 Shadehndfalue Plan.”

Consists of compensation expense recognized lagring 2006 in accordance with FAS 123(R) wétbpect to all outstanding stock
option awards, including stock option awards graumeor to 2006. Options granted to Named Execuificers are incentive stock
options or nonqualified stock options and vestligtan an annual basis over a four-year periodiddptgranted prior to 2005 have a
10-year term and options granted in 2005 and tfterd@ave a seven-year term. For information reiggrdur assumptions in the
valuation of outstanding stock options and stodkompforfeitures during 2006, see Note 6 to the €&didated Financial Statements in
our 2006 Annual Report. For additional informatiorgluding the grant date fair value of stock optigranted in 2006, see ‘Grants o
Plar-Based Award”

Prior to 2006, officers could elect to defesdaalary and annual non-equity incentive compemsédr investment in units of phantom
stock. At the end of each calendar quarter, angesfivho deferred compensation into phantom stoak evedited with units of phantc
stock at a 15% discount. Dividends on the phantoits @re assumed to be issued in additional uhiphantom stock at a 15% discot
Beginning in 2006, deferrals in the form of unifgpbantom stock are no longer permitted. Officehowleferred compensation prior to
2006 in this manner, however, continue to be ceeditith additional units of phantom stock at a 1di%eount upon the declaration of
dividends. The amount set forth in the table cdasi§the value attributable to the 15% discountl@nassumed issuance of additional
phantom stock upon the declaration of a dividendthSamounts do not take into account fluctuationge implied value of such
phantom stock based on changes in the value af@umon stock. Such fluctuations in implied value @flected in the “Aggregate
Earning” column in the table und“Nonqualified Deferred Compensation Ta”

Consists of amounts earned under our annuaknaity incentive program for 2006. Under such paog, Mr. Fritsch earned $397,089,
Mr. Harris earned $264,836, Mr. Stevens earned $3J9 Mr. Pridgen earned $196,768 and Mr. Andeesomed $156,378. Consists
also of amounts Messrs. Fritsch, Harris and Andeveere entitled to earn in 2006 for awards grame2D04 under the 1999
Shareholder Value Plan. See Note 1. All such cagbyts earned in 2006 were paid in the followingry

Consists of amounts contributed by us under tharg&leferral and Profit Sharing Plan and other pisites. Such amount also incluc
dividends received in 2006 on outstanding resulisteck, which consisted of $148,904 for Mr. Fiits$65,461 for Mr. Harris, $43,801
for Mr. Stevens, $61,411 for Mr. Pridgen and $38,82% Mr. Anderson. Such dividends are non-forfeliésand are paid at the same rate
and on the same date as on shares of our commalq wtoether or not vested. For Mr. Fritsch, suctoant also includes $13,862 for
term life insurance premiums and $11,360 for peaband business use of a vehicle. For Mr. Hardishsaamount also includes $13,795
for club memberships not used exclusively for besgentertainment purposes. For Mr. Pridgen, sonctuat also includes $18,088 for
term life insurance premium

25



Grants of Plan-Based Awards in 2006

The table below sets forth information with respgegblanbased awards granted in 2006 to the Named Exe
Officers. The grant date for all equity incentiiarpawards was March 1, 2006.

Grant
All Other Date
Estimated Possible Payouts Estimated Future Payouts Option Fair
Under Non-Equity Under Equity Incentive All Awards: Per Value of
Incentive Plan Awards (1) Plan Awards (2) Other  Number of ~ Share
Stock Securities  Exercise Stock
Awards; Underlying  Price of and
Shares Option Option
Threshold Target Maximum  Threshold Target Maximum  of Stock Options Awards  Awards
Name and Type of Award (%) $) $) #) #) #) #) #) ($/sh) (%) (3)
Edward J. Fritscl
Annual Nor-Equity Incentive Prograr $ 183,70t $367,41: $ 734,82!
Performanc-Based Restricted Stos 3,94( 7,87¢ 11,81¢ $257,32¢
Total Retur-Based Restricted Stot 3,94( 7,87¢ 15,75¢ $224,31:
Time-Based Restricted Stos 15,75¢ $514,68¢
Stock Options 72,86 $ 32.37 $290,00:
Michael E. Harris
Annual Nor-Equity Incentive Prograr $ 122,52 $245,04: $ 490,08t
Performanc-Based Restricted Stos 1,817 3,63¢ 5,451 $118,68¢
Total Retur-Based Restricted Stot 1,817 3,63¢ 7,26¢ $103,45¢
Time-Based Restricted Stor 7,26¢ $237,37:
Stock Options 33,60¢ $ 32.37 $133,75:
Terry L. Steven:
Annual Nor-Equity Incentive Prograr $ 97,037 $194,06: $ 388,12}
Performanc-Based Restricted Stos 1,43¢ 2,87¢ 4,317 $ 93,99
Total Retur-Based Restricted Stot 1,43¢ 2,87¢ 5,75¢ $ 81,93¢
Time-Based Restricted Stor 5,75¢ $187,99:
Stock Options 26,61« $ 32.37 $105,92
Mack D. Pridgen, Il
Annual Nor-Equity Incentive Prograr $ 91,037 $182,06: $ 364,12}
Performanc-Based Restricted Stoi 1,35( 2,70(C 4,05( $ 88,18
Total Retur-Based Restricted Stot 1,35( 2,70(C 5,40( $ 76,86¢
Time-Based Restricted Stor 5,40(C $176,36-
Stock Options 24,96¢ $ 32.37 $ 99,377
Gene H. Anderso
Annual Nor-Equity Incentive Prograr $ 78,33: $156,66¢ $ 313,33:
Development Cash Incentive PI 4) 4) 4)
Performanc-Based Restricted Stos 74E 1,48¢ 2,23¢ $ 48,63!
Total Retur-Based Restricted Stot 745 1,48¢ 2,97¢ $ 42,391
Time-Based Restricted Stor 2,97¢ $ 97,29¢
Stock Options 13,77 $ 3237 $ 54,817
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©)

4)

The “Estimated Possible Payouts Under Non-Eduitentive Plan Awards” columns in the table refléhe threshold, target and maximum cash amobatsour Named Executive
Officers were eligible to earn in 2006 under ounwaa non-equity incentive program and, with resped¥ir. Anderson, under our development incentilepThe “Non-Equity
Incentive Plan Compensation” column in the tabldarf—Summary Compensation” includes actual casbuats earned under these plans by our Named ExedDfficers for
2006. For additional information, s“—Compensation Discussion and Anal—Annual Nor-Equity Incentive Prograr”

The “Estimated Future Payouts Under Equity inise Plan Awards” columns in the table reflect thember of shares of performance-based restri¢tetk &nd total return-based
restricted stock that will vest in the future assugrthreshold, target and maximum levels are satisfThe number of shares of restricted stockamh fin the target column reflects
the actual number of shares of restricted stocktgrhto such Named Executive Officer in 2006. Exdepone-sixth of the total return-based restdcsgéock, which vested because
our absolute total shareholder return exceededn920606, none of the restricted stock granted ir62@d vested as of December 31, 2006. For additioftamation, see “—
Compensation Discussion and Analy- Equity Incentive Compensatic”’

Reflects the fair value of each applicable gfrstock options and restricted stock, in accoogawith FAS 123(R). For a description of our agting policies and information
regarding the calculation of the fair value of aslsaof stock options, total return-based restristied¢k and time-based restricted stock, see Noteobit Consolidated Financial
Statements included in our 2006 Annual Report.d&termining the fair value of awards of performabesed restricted stock, we have assumed that tergds of performance will
be achieved

For a description of the development cash incentlae, se¢* Compensation Discussion and Anal—Incentive Plans Applicable to Regional Manac”
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Outstanding Equity Awards at 2006 Fiscal Year-End

The following table sets forth information with pegt to outstanding equity awards held by the Named
Executive Officers as of December 31, 2006:

Option Awards Stock Awards
Equity Equity
Incentive Incentive
Plan Plan
Awards: Awards:
Number of Market or
Number of Number of Payout
Securities Number of Market Unearned Value of
Underlying Securities Shares of Value of Shares Unearned
Unexerciset Underlying Option Option Stock That Shares of That Have Shares
Unexercised  Exercise Expiration Stock That That Have
Options Options Have Not Have Not Not Not Vested
Name Exercisable  Unexercisable Price Date Vested (1) Vested (1) Vested (2) (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( $11.62(27) 2/28/1(
Edward J. Fritscl 89,31¢ $24.9¢ 2/28/11
Edward J. Fritscl 84,98¢ $27.0% 2/29/1:
Edward J. Fritsch (= 84,14¢ 28,05( $21.01 2/28/1:
Edward J. Fritsch (4 85,881 85,88¢ $26.1F 2/28/1¢
Edward J. Fritsch (& 48,88¢ 146,66t $26.2% 2/29/1:
Edward J. Fritsch (€ 72,865 $32.3i 2/28/1:
Edward J. Fritsch (7 58,43: $2,381,77 33,20¢ $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¢ $11.65(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 32,127 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¢ $32.3i 2/28/1:
Michael E. Harris (12 25,25¢ $1,029,55  15,31¢ $ 624,19¢
Terry L. Stevens (13 12,69¢ 25,69¢ $26.1¢ 2/28/1+¢
Terry L. Stevens (14 35¢ 53,57. $26.2i 2/29/1:
Terry L. Stevens (1t 26,61¢ $32.3i 2/28/1:
Terry L. Stevens (1€ 16,03t $ 653,58 12,12¢ $ 494,33
Mack D. Pridgen, Il 70,85: $22.1¢ 3/25/0¢
Mack D. Pridgen, I 46,45 $20.6¢ 2/28/1(
Mack D. Pridgen, Il 33,33( $11.62(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 31,19f $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 25,257 $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 20t $11.62(27) 2/28/L(
Gene H. Anderso 34,09 $24.9¢ 2/28/11
Gene H. Anderso 32,44 $27.0¢ 2/29/1:
Gene H. Anderson (2: 32,12% 10,71C $21.01 2/28/1:
Gene H. Anderson (2: 17,20¢ 17,20¢ $26.1f 2/28/1¢
Gene H. Anderson (2 9,241 27,727 $26.2i 2/29/1:
Gene H. Anderson (2 13,77 $32.37 2/28/1¢

Gene H. Anderson (2¢
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1)
()
(3)
(4)

()
(6)

(7)

(8)
(9)

(10)

(11)

(12)

(13)
(14)

(15)

(16)

Consists of tim-based restricted stoc
Consists of performan-based restricted stock and total re-based restricted stoc
With respect to unexercisable stock options, @&lsmheduled to become exercisable on March 1, .

With respect to unexercisable stock options942 are scheduled to become exercisable on Mar20QI and 42,944 are scheduled to
become exercisable on March 1, 2C

With respect to unexercisable stock options348 are scheduled to become exercisable on Mar20Q¥, 48,889 are scheduled to
become exercisable on March 1, 2008 and 48,888ckexiuled to become exercisable on March 1, 2

With respect to unexercisable stock options218 are scheduled to become exercisable on Mar20Q¥, 18,216 are scheduled to
become exercisable on March 1, 2008, 18,216 amedsiddd to become exercisable on March 1, 2009 8r#il& are scheduled to
become exercisable on March 1, 2C

With respect to shares of time-based restristedk, 16,778 shares are scheduled to vest onhlMar2007, 784 shares are scheduled to
vest on April 16, 2007, 14,240 shares are schedoledst on March 1, 2008, 17,219 shares are stdebtiuvest on March, 1, 2009, 7
shares are scheduled to vest on April 16, 20098z81#B shares are scheduled to vest on March, 0. 28ih respect to shares of
performance-based restricted stock and total rdiased restricted stock, up to 18,758 shares Asxlated to vest on December 31,
2007 and 14,445 shares are scheduled to vest aaniber 31, 2008 if and to the extent the vestingai is satisfied

With respect to unexercisable stock options, @lsmheduled to become exercisable on March 1, .

With respect to unexercisable stock options34® are scheduled to become exercisable on Mar20Qr and 19,343 are scheduled to
become exercisable on March 1, 2C

With respect to unexercisable stock optio2$528 are scheduled to become exercisable on Mar2007, 22,548 are scheduled to
become exercisable on March 1, 2008 and 22,548ctexduled to become exercisable on March 1, 2

With respect to unexercisable stock options, 8 @@2scheduled to become exercisable on March T, 3)802 are scheduled to becc
exercisable on March 1, 2008, 8,401 are schedolbddome exercisable on March 1, 2009 and 8,404cleduled to become
exercisable on March 1, 201

With respect to shares of time-based resttisteck, 7,308 shares are scheduled to vest onhiMar2007, 6,122 shares are scheduled to
vest on March 1, 2008, 7,849 shares are schedubegist on March, 1, 2009 and 3,980 shares are sigteth vest on March, 1, 2010.
With respect to shares of performance-based resdrstock and total return-based restricted stopgko 8,652 shares are scheduled to
vest on December 31, 2007 and 6,662 shares ardudetlg¢o vest on December 31, 2008 if and to thendthe vesting criteria is
satisfied.

With respect to unexercisable stock optio2s849 are scheduled to become exercisable on Mar2007 and 12,849 are scheduled to
become exercisable on March 1, 2C

With respect to unexercisable stock optio7s837 are scheduled to become exercisable on Mar2007, 17,857 are scheduled to
become exercisable on March 1, 2008 and 17,853caieduled to become exercisable on March 1, Z

With respect to unexercisable stock options, 6 @®4scheduled to become exercisable on March T, Z)854 are scheduled to becc
exercisable on March 1, 2008, 6,653 are schedolbddome exercisable on March 1, 2009 and 6,658ciaeduled to become
exercisable on March 1, 201

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 schedubegist on March, 1, 2009 and 3,152 shares are sigtetb vest on March, 1, 2010.
With respect to shares of performance-based resdrgtock and total return-based restricted stopgko 6,852 shares are scheduled to
vest on
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December 31, 2007 and 5,276 shares are schedwedtton December 31, 2008 if and to the extenvéisting criteria is satisfie
(17) With respect to unexercisable stock options, @lsmheduled to become exercisable on March 1, :

(18) With respect to unexercisable stock optios598 are scheduled to become exercisable on Mar2b07 and 15,597 are scheduled to
become exercisable on March 1, 2C

(19) With respect to unexercisable stock optios732 are scheduled to become exercisable on Mar2807, 16,752 are scheduled to
become exercisable on March 1, 2008 and 16,758ciexduled to become exercisable on March 1, 2

(20) With respect to unexercisable stock options, 6 243scheduled to become exercisable on March T, B)P42 are scheduled to becc
exercisable on March 1, 2008, 6,242 are schedoleéd¢ome exercisable on March 1, 2009 and 6,248ckexduled to become
exercisable on March 1, 201

(21) With respect to shares of time-based resttisteck, 7,410 shares are scheduled to vest oniMar2007, 984 shares are scheduled to
vest on April 16, 2007, 6,840 shares are schedoledst on March 1, 2008, 6,077 shares are schétluleest on March, 1, 2009, 985
shares are scheduled to vest on April 16, 200291l/ shares are scheduled to vest on March, 0. 28ith respect to shares of
performance-based restricted stock and total rdiased restricted stock, up to 6,428 shares aedatdd to vest on December 31, 2007
and 4,950 shares are scheduled to vest on Dec&hp2008 if and to the extent the vesting critesisatisfied

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

(23) With respect to unexercisable stock optiong)48 are scheduled to become exercisable on Mar2bQI and 8,605 are scheduled to
become exercisable on March 1, 2C

(24) With respect to unexercisable stock options, 9 @4€1scheduled to become exercisable on March T, )0P41 are scheduled to becc
exercisable on March 1, 2008 and 9,241 are scheédoleecome exercisable on March 1, 2(

(25) With respect to unexercisable stock options, 3g@#ischeduled to become exercisable on March T, 20043 are scheduled to becc
exercisable on March 1, 2008, 3,443 are schedoleéd¢ome exercisable on March 1, 2009 and 3,448cieduled to become
exercisable on March 1, 201

(26) With respect to shares of time-based resttisteck, 4,088 shares are scheduled to vest onfMar2007, 3,774 shares are scheduled to
vest on March 1, 2008, 3,352 shares are schedubegist on March, 1, 2009 and 1,630 shares are sigtetb vest on March, 1, 2010.
With respect to shares of performance-based resdrstock and total return-based restricted stopgko 3,546 shares are scheduled to
vest on December 31, 2007 and 2,730 shares ardudetlg¢o vest on December 31, 2008 if and to thendthe vesting criteria is
satisfied.

(27) The per share exercise price of such stodkmpbn the date of grant was $20.69. In 1997, depted the 1997 Performance Award
Plan under which nonqualified stock options graritedertain executive officers were accompanied lyvidend equivalent right
(“DER"). No other options granted since 1997 hagerbaccompanied by a DER. The plan provided thheitotal return on a share of
common stock exceeded certain thresholds durin§ibe/ear vesting period ending in 2002, the eiserprice of such options with a
DER would be reduced under a formula based on elindd and other distributions made with respectith & share during the period
beginning on the date of grant and ending uponcisepf such stock option. At the end of the fivealyvesting period, the total return
performance resulted in a reduction in the optisgrese price of $6.098 per share. The exercise per option share was further
reduced by $2.96 as of December 31, 2004 as & wdghk dividend payments on common stock fromuday 1, 2003 through
December 31, 2004. In December 2004, we enterecaiimigreement with the participants to ceasedti#ienal reduction in the option
exercise price, which fixed the exercise pricegigre reduction at $9.0
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Option Exercises and Stock Vested in 2006

The following table sets forth information with pest to the exercise of stock options and vestfrrgsiricted
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 Acquired 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! 48(C $ 19,56¢
Mack D. Pridgen, Il 126,77 $ 1,696,311 7,42z $ 246,04t
Gene H. Anderso — — 4,09¢ $ 135,71¢

(1) All of the stock options exercised by Messrs. Efitand Harris during 2006 were scheduled to exguir®ecember 31, 200

(2) None of our Named Executive Officers elected tbamy of the shares of restricted stock upon vggiither than shares transferre(
us in satisfaction of their applicable individuatome tax liabilities) in 200¢

Nonqualified Deferred Compensation in 2006

In 2006, each Named Executive Officer could eleatdfer a portion of his base salary, bonus aradfayunts
paid under our annual non-equity incentive planictvis then invested in various unrelated mutuatiuin separate
accounts on behalf of each Named Executive Offitiee. investment options under this deferred comgaters plan
are similar to the investment options generallyilataée to all of our employees under our Salaryddefl and Profit
Sharing Plan. Prior to January 1, 2006, executifieans and directors also could elect to defehaaempensation for
investment in units of phantom stock. At the enéath calendar quarter, any executive officer arettbr who
deferred compensation into phantom stock was @eaith units of phantom stock at a 15% discoumtidends on
the phantom stock are assumed to be issued in@dditinits of phantom stock at a 15% discour@nifofficer that
deferred compensation under this plan leaves optanvoluntarily or for cause within two years aftee end of the
year in which such officer deferred compensatiorufats of phantom stock, at a minimum, the 15%aisit and any
deemed dividends are forfeited.

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

Aggregate Aggregate
Balance at Aggregate Balance at
December 31 Withdrawals / December 31
Executive Company Aggregate
Name 2005 Contributions (1) Contributions Earnings (2) Contributions 2006
Edward J. Fritscl $ 495,58 $ 300,00( $  3,92¢ $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, I $1,226,41. $ 61,63 — $103,38t¢ $ 266,51 $1,657,94
Gene H. Anderso $ 319,03 — — $166,37( — $ 485,40¢

(1) With respect to Messrs. Fritsch, Harris andi@h, such amounts consist of base salary earr@g@Dihthat is also reported in the
“Salary” column under “—Summary Compensation Tabl¥ith respect to Mr. Stevens, such amounts comdiahnual non-equity
incentive compensation earned in 2005 but paidb6z
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(2) Consists of changes in the value of deferralested in unrelated mutual funds and units of frarstock and includes the value
attributable to the assumed issuance of additipnahtom stock at a 15% discount upon the declarati@a dividend. The value
attributable to the assumed issuance of additiphnahtom 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 emypitent and, except in certain circumstances, fareayear period
after termination of employment. His employmenttcact provides for, among other things, severamgengnts in th
event of termination by us without cause or terrtiamaby Mr. Harris for good reason equal to hiseébaalary then in
effect for the greater of one year from the dateeohination or the remaining term of the contract.

The following scenarios assume the employment ofHidirris had been terminated as of December 316.260
the event of his death, in addition to the bengigtgable under his term life insurance policy,ébtate of Mr. Harris
would have been entitled to receive a cash payofebt18,315, all of his unvested time-based restiistock would
have vested immediately, a pro rata portion otdiial return-based restricted stock and performdrased restricted
stock as of the date of his death would have beerforfeitable and continue to vest according ®térms of their
original grants and his stock options exercisablefdDecember 31, 2006 would have continued taxleecesable for a
six-month period thereafter. In the event of hgadility, Mr. Harris would have been entitled tae®&e a cash
payment of $163,375, all of his unvested restristedk would have been non-forfeitable and wouldehzontinued to
vest according to the terms of their original gsaantd stock options exercisable as of Decembe2(®lg would have
continued to be exercisable for a six-month petieteafter. In the event of termination by us withcause or by him
with good reason, Mr. Harris would have been eattitb receive a cash payment of $591,586, continibémefits
valued at $11,162 and all of his unvested resttisteck and outstanding stock options, whetheobthen
exercisable, would have been non-forfeitable andlevbave vested automatically. In the event of teation by Mr.
Harris without good reason, Mr. Harris would haeeib entitled to receive a cash payment of $27 @&jnuing
benefits valued at $930 and his stock options ésadnte as of December 31, 2006 would have contibode
exercisable for a three-month period thereafter.ifformation regarding his outstanding restricséock and stock
options as of December 31, 2006, see “—Outstandmqmgty Awards at 2006 Fiscal Year-End.”

Post-Employment Benefits for Messrs. Fritsch, Steseand Anderson Under the terms of the applicable
equity awards, in the event the employment of d@niyl@ssrs. Fritsch, Stevens or Anderson had beeniniated as of
December 31, 2006 due to his death, in additidhedoenefits payable under his term life insurguaey, all of his
unvested time-based restricted stock would haveegasimediately, all of his total return-based niettd stock and
performance-based restricted stock would have hee#orfeitable and continue to vest according to grens of thei
original grants and his stock options exercisablefa
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December 31, 2006 would have continued to be esadsta for a six-month period thereafter. In thengéviee
employment of any of Messrs. Fritsch, Stevens atekson had been terminated as of December 31, @6 his
disability, all of his unvested restricted stockubhave been non-forfeitable and continue to aesbrding to the
terms of their original grants and stock optionsreisable as of December 31, 2006 would have comdito be
exercisable for a six-month period thereafter. Ritdgen, whose last day of employment with us wasdd 16, 2007,
would have been entitled to the same benefits ldrhployment been terminated for any of theseoreaat
December 31, 2006. For information regarding ouat$iteg restricted stock and stock options as of Ddxsr 31, 200¢€
see “—OQutstanding Equity Awards at 2006 Fiscal Yead.”

Benefits Upon a Change in ControWWe entered into new change in control agreemefestafe as of April 13,
2007 with each of Messrs. Fritsch, Harris, Stevaar$ Anderson that provide benefits to such officetbe event of
certain voluntary or involuntary terminations of @oyment within a three-year period after a chaingeontrol
involving our company. A review of our compensatmans for all employees, including our changedntml
agreements for these executive officers, was pdheoinitial three-year goals of our StrategicrRl®ur compensation
and governance committee believes the benefitsdyaymder these new agreements upon a termindtion o
employment during the three-year period followinghange in control are reasonable relative to amaiirangements
involving executive officers of our peer comparaesl are important to ensure the retention and fotksy
employees in the event our board determines thraumg a potential change in control is in our kltedders’ best
interest.

The new agreements generally provide that, if wiB6 months from the date of a change in contotgfined
below), the employment of the executive officeteisninated without cause, including a voluntaryreation becaus
such executive offices responsibilities are changed, salary is reduceedsponsibilities are diminished or because
voluntary termination for any reason in months 18pr 15 following the change in control, such exee officer will
be entitled to receive 2.99 times a base amounex&autive’s base amount for these purposes id emaa times the
highest monthly salary paid to the executive dutivg12-month period ending prior to the changeointrol plus the
greater of (1) the average amount earned undexrowral non-equity incentive program for the precgdhree years
or (2) the amount earned under such program dthniegnost recently completed fiscal year. Each exexofficer
would also be entitled upon any such terminatioreteive an additional stay bonus otherwise payaiblene first
anniversary of the change in control in an amoguiéthe base amount referred to in the precedintgace.
Additionally, our equity incentive plans provide fine immediate vesting of all options, restricséack and benefits
upon a change in control. In the event of a chamgentrol, Messrs. Fritsch, Harris, Stevens ande&eon are each
also entitled to receive a gross-up payment tofpaginy applicable excise taxes on excess para@ayt@ents,
whether or not their employment is terminated.

The current expiration date of the new change imrobagreements is April 13, 2010, but will be@ugtically
extended for one additional year on each annivgidate unless we give notice at least 60 days prisuch
anniversary date that the term will not be extended
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For purposes of these agreements, “change in ¢ogaoerally 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 Boafdirectors (or individuals who subsequently beex
directors whose elections or nominations were amgutdy at least a majority of the directors cursent
constituting the Board of Directors) cease for egson to constitute a majority of the Board ofebiors;

. approval by our stockholders of a reorganizatioergar or consolidation in which we are not the sumng
entity; or

. approval by our stockholders of a complete liquaabr dissolution or the sale or other dispositdmall
or substantially all of our asse

The table set forth below describes the benefitsdvée Fritsch, Harris, Stevens and Anderson woane fleach
received under our new change in control agreenassisming the employment of such officers had beeninated
in connection with a change in control that ocadiigie of December 31, 2006. For purposes of this,tale assume
that the per share price of our common stock w8s7/4 which was the closing price on the New Y oibc®
Exchange on December 29, 2006, the last busingssf@906. The value of stock options and restda®ck that
vested prior to the change in control and otheebtnthat are payable in accordance with themgregardless of tl
occurrence of a change in control, such as beneidgr our deferred compensation plan and retireplan, are not
deemed under SEC rules to be payments upon a tramrfollowing a change in control.

Value of
Value of Vesting of Performance- Vesting of
Value of Vesting ol Stock Excise Tax
Cash Value of Time-Based Based and Total Return-Based Options Gross-Up
Payment (1) Benefits (2} Restricted Stock (3 Restricted Stock (4) (5) Payments
Name (rounded to the nearest thousand)
Edward J. Fritscl $3,706,00! $310,00( $ 2,382,001 $ 1,203,00! $4,545,00 $2,890,00!
Michael E. Harris $2,625,00! $ 93,00( $ 1,030,001 $ 514,00( $2,039,00! $1,624,00!
Terry L. Steven: $2,079,00! $ 32,00( $ 654,00( $ 407,00( $1,375,001 $1,286,00!
Gene H. Anderso $1,742,00 $ 43,00( $ 524,00( $ 211,00( $ 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 unpaidfake 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 benefitsootiouing health care and other benefits. Uponmaiteation in connection with a change in
control, Messrs. Fritsch, Harris and Anderson waltw be entitled to receive continuing health iasae coverage until such officer
becomes eligible for standard medical benefits uividicare.

(3) Consists of all outstanding shares of time-tasstricted stock held by such Named Executivéc®ffthat had not vested as of
December 31, 2001

(4) Consists of all outstanding shares of perforeeapased and total retub@sed restricted stock held by such Named ExecQiffieer tha
had not vested as of December 31, 2(

(5) Consists of all outstanding stock options held iighsNamed Executive Officer that had not vestedf&ecember 31, 200!
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In the event the employment of Messrs. Fritschrisatevens and Anderson had not been terminated i
connection with a change in control that occurredfaDecember 31, 2006, all of the outstandingictst stock and
unexercisable stock options (the in-the-money &abfevhich are set forth in the table above) wowdetheless have
vested as of such date. Additionally, each sudceafivould have been eligible to receive a stayusam the first
anniversary of the change in control in an amoguiéto 12 times the highest monthly salary paithtoexecutive
during the 12-month period ending prior to the c®im control plus the greater of (1) the averageunt earned
under our annual non-equity incentive program lier ppireceding three years or (2) the amount eameersuch
program during the most recently completed fiseslry

Assuming a change in control had occurred as oeBer 31, 2006, the stay bonus payable on Decesdber
2007 would have been $829,000 for Mr. Fritsch, $80@Q for Mr. Harris, $468,000 for Mr. Stevens ard®%,000 for
Mr. Anderson. Under the terms of the 1999 Sharedrolhlue Plan, upon a change in control, whetherootheir
employment is terminated, amounts earned but urggaf December 31, 2006 for grants in 2004 urtted 999
Shareholder Value Plan would have become immeglipggtable. Such amounts, which are deemed to hesre b
earned in 2006 but are not paid until 2007, are mdflected under “—Summary Compensation TabledBse
Messrs. Fritsch, Stevens, Harris and Andersonlaceeatitled to receive a gross-up payment to payiy applicable
excise taxes on excess parachute payments in éme efva change in control, whether or not theipkryment is
terminated, in the event of continued employmeiet estimate that the tax gross-up payment would haea
$1,424,000 for Mr. Fritsch, $646,000 for Mr. Haraisd $533,000 for Mr. Stevens. In the event of iooeid
employment, we do not believe Mr. Anderson wouldenbeen subject to excise tax.

The form of the previously effective change in cohagreements, which had been first prepared and
implemented in 1998, had originally applied to passserving as our principal executive officerthat time. Those
agreements were terminated in connection with xeewion of the new agreements. Generally, theitexted
agreements provided for the same benefits as uhederew agreements, except that the terminate@mmgrmets also
provided that Messrs. Fritsch, Harris and Andemsonld have been entitled to receive a lump sum pagiment equ
to a stated multiple of the value of all of the @xt&ve’s unexercised stock options upon a termomadif their
employment in connection with a change in conffble multiple was three times for Mr. Fritsch, twaes for
Mr. Harris and one time for Mr. Anderson. Had tinepéoyment of each of such officers been terminatezbnnectior
with a change in control as December 31, 2006, uthdeterminated agreements, this additional luom sash
payment would have been $45.8 million for Mr. Ffits$11.8 million for Mr. Harris and $3.5 milliooif
Mr. Anderson. These payments would have also et an additional excise tax gross-up payme828t8 million
for Mr. Fritsch, $6.1 million for Mr. Harris and & million for Mr. Anderson. Had Mr. Stevertgrminated agreeme
been in place at December 31, 2006 and assumin§tieivens had been terminated in connection witieage in
control as of such date, Mr. Stevenash payment would have been $468,000 lower thdaruns new agreement ¢
his excise tax gross-up payment would have beef,828 lower than under his new agreement. In tleatethe
employment
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of Messrs. Fritsch, Harris, Stevens and Andersahnod been terminated in connection with a changmntrol that
occurred as of December 31, 2006, each such offioatd have received the same benefits describedeatpon
continued employment after a change in control utfi2old change in control agreements, exceptinaStevens
would not have been entitled to receive a stay b@ayable on December 31, 2007. As a result, ievkeat of
continued employment, we do not believe that MevBhs would have been subject to excise tax undeidh
agreement.

Mr. Pridgen, whose last day of employment with eswWlarch 16, 2007, had a change in control agreetinan
was substantively identical to Mr. Anderson’s terated agreement. Mr. Pridgen’s rights under thisexgent
automatically terminated as of his last day of emplent. Had Mr. Pridgen’s employment been termuohate
connection with a change in control as DecembeR3Q6, under this terminated agreement, Mr. Pridgenid have
been entitled to receive a cash payment of $2.llomilcontinuing health care and other benefitaigdlat $96,000,
accelerated vesting of restricted stock valuedlat ghillion, accelerated vesting of unexercisaldels options valued
at $1.8 million, an additional lump sum paymentref value of all of his unexercised stock optians$6.5 million,
and an excise tax gross-up payment of $4.7 milliothe event the employment of Mr. Pridgen hadbesn
terminated in connection with a change in contnat bccurred as of December 31, 2006, all of thstanding
restricted stock and unexercisable stock optidresi(t-the-money values of which are set forth mithmediately
preceding sentence) would nonetheless have vesteidsach date. Additionally, Mr. Pridgen would baween eligibl
to receive a stay bonus on the first anniversatp®fichange in control in an amount equal to 12githe highest
monthly salary paid to him during the 12-month pdrending prior to the change in control plus thesater of (1) the
average amount earned under our annual non-eq@igyiive program for the preceding three year2)pthe amount
earned under such program during the most receathpleted fiscal year. Assuming a change in cotiaol occurred
as of December 31, 2006, the stay bonus payal.tBridgen on December 31, 2007 would have bed $490.
Under the terms of the 1999 Shareholder Value Ripon a change in control, whether or not his eymknt was
terminated, amounts earned but unpaid as of DeaeBih@006 for grants in 2004 under the 1999 Sluddeh Value
Plan would have become immediately payable. Suabuats, which are deemed to have been earned inl2GGGe
not paid until 2007, are also reflected under “—$uary Compensation TableBecause Mr. Pridgen was also enti
to receive a gross-up payment to pay for any appléecexcise taxes on excess parachute paymers @vént of a
change in control, whether or not his employmeut Ibeen terminated, in the event of continued empéy, we
estimate that the tax gross-up payment for Mr.dgendwould have been $533,000.
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Director Compensation in 2006

During 2006, the Chairman of the Board of Directaseived a base retainer at an annual rate 0086@&nd
other non-employee directors received base retatean annual rate of $35,000. Non-employee directo not
receive additional fees for attendance at meetinggrticipation in conference calls of the Boardt® committees.
Members of the audit, executive and compensatidngawernance committees received additional retsiakean
annual rate of $5,000 for each committee, excegitttte additional annual retainer rate was $10{00¢he chairman
of the compensation and governance committee a@@@@ for the chairman of the audit committee. omployee
directors on the investment committee receivedtamtdil retainers at an annual rate of $10,000 $&BO per day for
property visits. The table set forth below providg#srmation concerning the compensation of persarging as non-
employee directors during 2006:

Nonqualified
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 — $ 2,151 $ 68,90¢
Kay N. Callison $  40,00( $ 16,757 — $ 2,151 $ 58,90¢
Lawrence S. Kapla $  55,00( $ 16,757 $ 13¢ $ 2,151 $ 74,04¢
Sherry A. Kellet $  40,00( $ 5,211 — $ 95¢€ $ 46,16°
L. Glenn Orr, Jr $ 50,00( $ 16,751 — $ 2,151 $ 68,90¢
O. Temple Sloan, J $ 70,00( $ 36,72( $ 2,25¢ $ 4,53¢ $113,51°
F. William Vandiver, Jr $  45,00( $ 16,48( $ 1,23¢ $ 2,151 $ 64,86¢

(1) Consists of compensation expense recognized bynirsgd?2006 in accordance with FAS 123(R) with respe all outstanding restrictt
stock, including restricted stock granted prioR@®6. Restricted stock issued in 2006 to direatoltssest ratably on an annual basis
over a four-year term. Dividends received on ret#d stock are non-forfeitable and are paid aséme rate and on the same date as on
shares of our common stock, whether or not vedtied following sets forth information about resteidtstock granted to our non-
employee directors in 2006 and all outstanding tgqacentive awards held by such directors at Ddmm31, 2006 (which include stc
options issued to such directors in prior yee

FAS 123(R)
Shares of Grant Date Fair Total Shares of
Restricted Restricted Stoc} Stock Options Weighted
Stock Granted Value of Stock Outstanding at Average Exercist
Awards Outstanding at
in 2006 Granted in December 31, December 31, Price Per Stock
Name #) 2006 ($) 2006 (#) 2006 (#) Option ($)
Thomas W. Adle 75C $ 22,74( 1,68 79,82¢ $ 22.9¢
Kay N. Callison 75C $ 22,74( 1,68 26,00( $ 22.6(
Lawrence S. Kapla 75C $ 22,74( 1,68 17,22¢ $ 21.2¢
Sherry A. Kelleti 75C $ 22,74( 75C 10,00( $ 27.62
L. Glenn Orr, Jr 75C $ 22,74( 1,681 26,00( $ 22.6(
O. Temple Sloan, J 1,50(C $ 45,48( 3,56( 218,05¢ $ 22.3¢
F. William Vandiver, Jr 75C $ 22,74( 1,687 10,00( $ 25.8:
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(2) Prior to 2006, non-employee directors couldiele defer cash compensation for investment itsurfiphantom stock. At the end of
each calendar quarter, any director who deferretpemsation into phantom stock was credited withsusfi phantom stock at a 15%
discount. Dividends on the phantom units are asdumeée issued in additional units of phantom staick 15% discount. Directors who
deferred compensation prior to 2006 in this maninewever, continue to be credited with additionatsiof phantom stock at a 15%
discount upon the declaration of dividends. The amget forth in the table consists of the valuglaitable to assumed issuance of
additional phantom stock at a 15% discount upord#edaration of a dividend, but such amounts daaia into account fluctuations in
the implied value of such phantom stock based amgés in the value of our common stc

(3) Consists of dividends received in 2006 on euding restricted stock. Such dividends are nofeitaible and are paid at the same rate
and on the same date as on shares ccommon stock, whether or not vest

PROPOSAL TWO:
RATIFICATION OF APPOINTMENT OF
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The audit committee intends to appoint Deloitte 8u¢he LLP to serve as our independent registerblicpu
accounting firm for 2007. If the appointment of Biele & Touche LLP is not ratified, the audit conttee anticipates
that it will nevertheless engage Deloitte & Touth® as our independent registered public accouritingfor 2007,
but it will consider whether it should select aeliént independent registered public accounting for 2008.

Representatives of Deloitte & Touche LLP are exgeétd be present in person or by telephone at teting
and will have the opportunity to make a statemethtely desire to do so. They are also expecte@ tavhilable to
respond to appropriate questions.

The Board of Directors recommends a vote FOR thpgwal to ratify the appointment of Deloitte & Ttac
LLP as our independent registered public accourfirngfor 2007.

Change in Certifying Accountant

On February 17, 2006, the audit committee dismig&sedt & Young LLP as our independent registeredlipu
accounting firm. On February 23, 2006, the audmouttee engaged Deloitte & Touche LLP as independsgistere:
public accounting firm to audit our consolidateakincial statements commencing with the 2005 figeat. During oL
two most recent fiscal years and the subsequesrinmiperiod preceding our engagement of Deloitf€atiche LLP,
neither we nor anyone on our behalf consulted Wetoitte & Touche LLP regarding: (i) the applicatiof accountin
principles to a specified transaction, either caeteal or proposed, or the type of audit opinion thigiht be rendered
on our financial statements; or (ii) any mattet thas the subject of a disagreement as definegim 804(a) of
Regulation S-K.

The reports of Ernst & Young LLP on our consolidafi@ancial statements did not contain an advepseian ot
disclaimer of opinion, nor were such reports gigdifor modified as to uncertainty, audit scopeaarounting
principle, except that, as reported in Iltem 9A of 8004 Annual Report, Ernst & Young LLP concurvath
management’s
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assessment that our internal control over finanmejabrting was not effective as of December 31420@ to material
weaknesses that existed as of such date in: (13anaunting processes for capitalizing interest@ardying costs
during lease-up and internal leasing, developmedtcanstruction costs; (2) our fixed asset andel@asentive
accounting processes; and (3) our financial statéelese process related to our use of and depeadgron manual
prepared spreadsheets in accumulating and coniefjdastatement adjustments recorded in connewtittmour
historical financial statements. The first two meleweaknesses resulted in adjustments that pilyreffected interes
expense, capitalized interest and other costsedigtion expense, gains from sales of real eststeteiand other
income, and which required us to restate our firrstatements for the years ended December 32, 200 2003 and
the first three quarters of 2004 as more fully dégsd in Notes 19 and 20 to the consolidated firdrstatements
contained in our 2004 Annual Report. Adjustmentsenaso recorded in the fourth quarter of 2004. flilsé two
material weaknesses also affected the accountkjoird ventures for which we are primarily resgsille for the
preparation of financial statements, which in taffected the equity in earnings of unconsolidatiéitisdes in such
consolidated financial statements.

There were no disagreements with Ernst & Young bbRany matter of accounting principles or practices
financial statement disclosure, or auditing scapprocedure, which disagreement, if not resolvethéosatisfaction ¢
Ernst & Young LLP, would have caused such firm takenreference thereto in connection with its repdrring our
two most recent fiscal years and the subsequesrinmiperiod preceding our dismissal of Ernst & YQuuiP.

Principal Accountant Fees

Aggregate fees recorded in our financial statem@mntgrofessional services rendered by our independ
registered public accounting firms for 2005 and@@@re as follows:

2006 2005
Audit Fees $2,128,83! $2,908,00!
Audit-Related Fees (: $ 154,40( $ 3,00
Tax Fees (2 $ 81,07 —

(1) Audit-related services generally include accounting citgisons and fees for access to online researcarlds.
(2) Tax services generally include tax compliance piaxning and tax advic

Pre-Approval Policies

The audit committee has adopted a policy requittegpreapproval of all fees paid to our independent reges
public accounting firm. All fees paid to each of cudependent registered public accounting firmsskrvices
incurred during 2006 were pre-approved in accordavith the committee’s policies. Before independenqistered
public accounting firms are engaged to render anyice for us or any of our wholly owned subsidkarithe proposed
services must either be specifically pre-approwethe audit committee or such services must fathiwia category of
services that are pre-approved by the audit coraenitithout specific case-by-case consideration. garyices in
excess of any pre-approved amounts, or any semmesescribed above, require the pre-approvdi@budit
committee
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chair, with a review by the audit committee atiéxt scheduled meeting. The audit committee hami@ied that the
rendering of the non-audit services by Deloitte &i€the LLP during or relating to 2006 was compatiaiid
maintaining such firm’s independence.

OTHER MATTERS

Our management knows of no other matters that mgyésented for consideration at the meeting. Hewelv
any other matters properly come before the meeitingthe intention of the person named in thexpro vote such
proxy in accordance with his judgment on such matte

STOCKHOLDER PROPOSALS FOR 2008 ANNUAL MEETING

To be considered for inclusion in the 2008 proxyenal, the compensation and governance commitse h
determined that proposals of stockholders to begoted at the 2008 annual meeting of stockholdess be received
by our secretary prior to December 15, 2007. toaldolder wishes to present a proposal at the 2008al meeting,
whether or not the proposal is intended to be odlin the 2008 proxy material, our bylaws reqthi the
stockholder give advance written notice to our gy not less than 60 nor more than 90 days fwithhe anniversary
of this meeting. If a stockholder is permitted tegent a proposal at the 2008 annual meeting bygrtiposal was not
included in the 2008 proxy material, the compewsaéind governance committee has determined thairouy holde
would have the discretionary authority grantedhsy proxy card to vote on the proposal if the prapess received
after March 19, 2008.

COSTS OF PROXY SOLICITATION

The cost of preparing, assembling and mailing tiegyomaterial will be borne by us. We will also et
persons, firms and corporations holding sharekeir hames or in the names of their nominees, wétiees are
beneficially owned by others, to send the proxyeanal to, and to obtain proxies from, such benafiowners and we
will reimburse such holder for their reasonableemges in doing so. We have retained Automated Pratzessing,
Inc. and American Stock Transfer to assist in tlee@ss of identifying and contacting stockholderstlie purpose of
soliciting proxies. The entire expense of engagiregservices of such consultants to assist in psokgitation is
expected to be approximately $10,000.

BY ORDER OF THE BOARD OF
DIRECTORS

O. TEMPLE SLOAN, JR
Chairman of the Board of Directors

April 13, 2007
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il Highwoods

3100 SMOKETREE COURT - SUITE 600
RALEIGH, NC 27604-1051

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

VOTE BY INTERNET - www.proxyvote.com

Use the Internet to transmit your voting instructions and for electronic delivery of
information up until 11:59 P.M. Eastern Time the day before the cut-off date or
meeting date. Have your proxy card in hand when you access the web site and
follow the instructions to obtain your records and to create an electronic voting
instruction form.

ELECTRONIC DELIVERY OF FUTURE SHAREHOLDER COMMUNICA TIONS

If you would like to reduce the costs incurred by Highwoods Properties, Inc. in
mailing proxy materials, you can consent to receiving all future proxy statements,
proxy cards and annual reports electronically via e-mail or the Internet. To sign up
for electronic delivery, please follow the instructions above to vote using the
Internet and, when prompted, indicate that you agree to receive or access
shareholder communications electronically in future years.

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting instructions up until 11:59
P.M. Eastern Time the day before the cut-off date or meeting date. Have your
proxy card in hand when you call and then follow the instructions.

VOTE BY MAIL

Mark, sign and date your proxy card and return it in the postage-paid envelope we
have provided or return it to Highwoods Properties, Inc., c/o ADP, 51 Mercedes
Way, Edgewood, NY 11717,

HWPRO1 KEEP THIS PORTION FOR YOUR RECORDS

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED . DETACH AND RETURN THIS PORTION ONLY

HIGHWOODS PROPERTIES, INC.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE
FOR EACH OF THESE PROPOSALS:

All All
1. ELECTION OF DIRECTORS

01) Edward J. Fritsch
02) Lawrence S. Kaplan
03) Sherry A. Kellett [ [

ACCOUNTING FIRM for the fiscal year ending December 31, 2007.

AND “FOR” PROPOSAL TWO.

(Please sign exactly as your name appears hereon. When
signing on behalf of a corporation, partnership, estate,
trust or in any other representative capacity, please sign
your name and title. For joint accounts, each joint owner
must sign.)

Signature [PLEASE SIGN WITHIN BOX] Date

For Withhold For All

RATIFICATION OF THE APPOINTMENT OF DELOITTE & TOUCHE LLP AS INDEPENDENT REGISTERED PUBLIC I:l

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED HEREIN BY THE UNDERSIGNED STOCKHOLDER. IN HIS
DISCRETION, THE PROXY IS ALSO AUTHORIZED TO VOTE UP ON SUCH OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE MEETING OR
ANY ADJOURNMENTS THEREOF. IF NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED “FOR” ELECTION OF ALL NOMINEES FOR DIRECTOR

—

To withhold authority to vote for any individual nominee
(s), mark “For All Except” and write the number(s) of the
nominee(s) on the line below.

For  Against Abstain

o d

Signature (Joint Owners) Date




PROXY

HIGHWOODS PROPERTIES, INC.
PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECT ORS FOR THE ANNUAL
MEETING OF STOCKHOLDERS TO BE HELD ON MAY 18, 2007

The undersigned hereby (a) acknowledges receipt of the Notice of Annual Meeting of Stockholders of Highwoods
Properties, Inc. (the “Company”) to be held on May 18, 2007, and the Proxy Statement in connection therewith; (b)
appoints Edward J. Fritsch and Jeffrey D. Miller, and each of them, as Proxy (the “Proxy”) with the power to appoint
a substitute; and (c) authorizes the Proxy to represent and vote, as designated on the reverse, all shares of
Common Stock of the Company, held of record by the undersigned on March 9, 2007, at such Annual Meeting and
at any adjournment(s) thereof.

Please mark, date and sign this proxy and return promptly in the enclosed envelope so as to ensure a quorum at
the meeting. This is important whether few or many shares are owned. Delay in returning your proxy may subject
the Company to additional expense.




