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EXPLANATORY NOTE

The Company is filing this amended Quarterly ReparForm 10-Q for the three months ended Marc2804 to restate its previously
reported financial results as of March 31, 2004 Redember 31, 2003 and for the three months endedhivB1, 2004 and 2003. These
restatements are primarily due to adjustmentsinglab the accounting for a limited number of then@pany’s prior real estate sales
transactions occurring between 1999 and March @04 2reclassifications related to discontinued apens, accounting for minority interest,
accounting for a debt retirement transaction aheritems. For more details, see Note 11 to thes@atated Financial Statements contained
herein.

Management of the Company is ultimately respondinig@reparing and presenting the Company'’s finalnstiatements in accordance
with GAAP. As part of these processes, we consuli#iul Ernst & Young LLP in their capacity as oudependent auditors regarding the
application of GAAP. In particular, we consultedtwErnst & Young LLP regarding certain of the restate sales transactions with
continuing involvement, accounting for the MOPPRSBtcextinguishment in 2003, accounting for minokitterest in the Operating
Partnership, and accounting for the compensatists¢o be recognized in 2004 in connection withréteement of the Company’s former
CEO.

Real Estate Sales TransactionsAs part of its previously disclosed capital rdoyg program, the Company has completed a sigmifica
number of real estate sales transactions durintathdive years. Certain transactions involve@salhere the Company retained a partial
ownership interest or had continuing involvemerttwtine properties. The forms of continuing invohesrhincluded guarantee of a return on
investment, guarantee of partial rental income feprcific tenants, seller financing, or, in ondanse, a 97.0% fair-market-value put option
granted to the buyer.

In the Company’s historical financial statemerttgse transactions were accounted for as sales, padion or all of the resultant gains
from these transactions were deferred because afdhtinuing involvement. The nature of all matec@antinuing involvement was disclosed
in the Company’s quarterly and annual regulatoy famancial filings with the Securities and Exchar@ommission and the Company’s
annual reports.

Adjustments have been made with respect to theuatiog treatment for certain of those transactiehsre the Company had some
form of continuing involvement to comply with thaigance of Statement of Financial Accounting Statsld'SFAS”) No. 66, “Accounting
for Sales of Real Estate.” For three of the tratisas, the largest of which is the sale in late@80properties into the previously disclosed
MG-HIW, LLC joint venture, the Company has adjusitsdConsolidated Financial Statements to accaumthiese transactions as financing
and/or profit-sharing arrangements rather tharakessAccordingly, the assets, related liabiliaesl operations are now included in the
Company’s Consolidated Financial Statements. Irother instances, the transactions have continubé teported as sales, but the timing
and amount of gain recognition have now changeddaltize Company’s continuing involvement. Thisnisaccordance with SFAS No. 66.

Discontinued Operations. Certain properties were sold to joint venturegsgtthe Company retained a minority interest. lditaah, in
other sales transactions the Company was retaindielbuyer to perform management and leasing@svBince January 1, 2002, the
Company applied discontinued operations presentatimler SFAS No. 144, “Accounting for the ImpairmenDisposal of Long-Lived
Assets” for the operations of those sold propefteshe periods prior to the date of sale. Duth®partial interest retained through joint
ventures and the continuing management fee incamed from such sold properties, the propertiesadaequire discontinued operations
presentation under SFAS No. 144. Accordingly, teenBany will adjust its Consolidated Statementsnebme for 2001 through 2003 to
classify such items as continuing operations; theskassifications do not impact net income or FFO.

Minority Interest. In its Consolidated Financial Statements, the Compateviously computed minority interest in the metome of its
majority owned subsidiary, Highwoods Realty Limitedrtnership (the “Operating Partnership”), forteegporting period by applying the
weighted average ownership percentage of the niynoosimmon unitholders times the Operating Partripisimet income available to
common unitholders (continuing operations and disooed operations) for the period before dedudtiis¢yibutions to preferred unitholders.
In the restated Consolidated Financial Statememitwrity interest has been adjusted by applyingtkghted average ownership percentage
of the minority common unitholders times the Opiag@Partnership’s net income (continuing operatiand discontinued operations) for the
period after deducting distributions to preferraitholders.

Accounting for MOPPRS Debt Retirement.This transaction, which occurred in early Febru2093, is described in detail in Note 11.
The Company had previously accounted for the tictitsaas an exchange of indebtedness under EITE98Debtor’'s Accounting for a
Modification or Exchange of Debt Instruments” aedarded $14.7 million in deferred financing costgresenting the excess of amounts
paid to retire the MOPPRS and the related remarfetption over the MOPPRS’ net carrying value aidted deferred credits. The
Company has now determined that this transactionldthave been accounted for as a debt extinguishumgler EITF 96-19.
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Accordingly, the $14.7 million has been chargetb&s on debt extinguishment in the first quarte2@®3 rather than as deferred financing
costs as previously recorded. In addition, the déimaiion expense related to the previous net dedefinancing costs, which aggregated
approximately $0.3 million in the first quarter2003 and approximately $0.4 million per quarterd¢aéer, has been reversed in the restated
Consolidated Financial Statements.

Other Matters. In addition to the above, the Company identifiedesal other matters that have been adjusted, asided in Note 11 t
the Consolidated Financial Statements.

Impact on Financial StatementsThe impact of the restatements on the Company’s@atated Balance Sheets as of March 31, 2004
and December 31, 2003 and Consolidated Stateme@savations for the three months ended March 8@42nd 2003, is shown in tables in
Note 11 to the Consolidated Financial Stateme
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PART | - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

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

The information furnished in the accompanying restaConsolidated Financial Statements reflectdilistments (consisting of normal
recurring accruals) that are, in our opinion, neaesfor a fair presentation of the aforementiofieaincial statements for the interim period.

The aforementioned financial statements shouldehd in conjunction with the notes to Consolidatedhfcial Statements and
Management’s Discussion and Analysis of Financ@dition and Results of Operations included heagid in our 2003 amended Annual
Report on Form 10-K.
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Assets:
Real estate assets, at c
Land and improvemen
Buildings and tenant improvemet
Development in proces
Land held for developme!
Furniture fixtures and equipme

Less— accumulated depreciatic

Net real estate asst

Property held for sal
Cash and cash equivalel
Restricted cas
Accounts receivable, n
Notes receivabl
Accrued straigt-line rents receivabl
Investments in unconsolidated affilial
Other asset:

Deferred leasing cos

Deferred financing cos

Prepaid expenses and otl

Less— accumulated amortizatic
Other assets, n

Total Asset:

Liabilities and Stockholders’ Equity:
Mortgages and notes payal

Accounts payable, accrued expenses and otheiitied

Financing obligation

Total Liabilities

Minority interest in the Operating Partners

Stockholder Equity:

HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheel
(Unaudited and in thousands, except per share asjoun

(Restated)

Preferred stock, $.01 par value, 50,000,000 autbdrshares

8 5/ 8% Series A Cumulative Redeemable Preferred Shbamegd@tion preference $1,000 per share
104,945 shares issued and outstanding at MarchO®Y, and December 31, 20

8% Series B Cumulative Redeemable Preferred SKlage&lation preference $25 per share), 6,900
shares issued and outstanding at March 31, 200Dacember 31, 20C

8% Series D Cumulative Redeemable Preferred Sliagelation preference $250 per share), 400,
shares issued and outstanding at March 31, 200Dacember 31, 20C

December 31

Common stock, $.01 par value, 200,000,000 authdshares; 53,631,176 and 53,474,403 shares issued

and outstanding at March 31, 2004 and Decembe2(®13, respectivel

Additional paic-in capital

Distributions in excess of net earnir
Accumulated other comprehensive i

Deferred compensatic

March 31,
2004 2003

(Unaudited)
$ 407,050 $ 405,13:
2,960,14. 2,945,58
9,57¢ 7,47¢
203,66’ 202,52¢
21,95( 21,81¢
3,602,39I 3,582,53!
(545,38) (521,109
3,057,01! 3,061,422
213,53¢ 231,41:
17,635 21,55
5,98¢ 4,60z
13,45 18,17¢
10,77¢ 10,06¢
61,47¢ 58,91:
69,63( 62,417
102,19 98,16:
19,48 19,28¢
11,34 10,44:
133,01 127,89:
(57,840 (53,439
75,17¢ 74,45¢
$3,524,691  $3,543,02:
$1,790,03" $1,717,76!
98,22 101,60¢
62,99/ 124,06
1,951,25 1,943,43
123,90: 127,77¢
104,94! 104,94!
172,50( 172,50(
100,00( 100,00(
53€ 53¢t
1,414,10: 1,408,88:
(332,44) (306,93
(3,525 (3,650
(6,589 (4,469




Total Stockholder Equity 1,449,53. 1,471,81.

Total Liabilities and Stockhold¢ Equity $3,5624,691  $3,543,02.

See accompanying notes to consolidated finanassients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Operation
(Unaudited and in thousands, except per share asjoun

(Restated)
Three Months Ended
March 31,
2004 2003
Rental and other revenues $120,92: $127,43:
Operating expenses
Rental property and other expen 44,66 43,48:
Depreciation and amortizatic 36,00¢ 36,48¢
General and administrati 10,661 4,672
Total operating expens 91,33: 84,64(
Interest expense
Contractua 27,21°¢ 30,15¢
Amortization of deferred financing cos 1,144 897
Financing obligation 4,69: 4,87
33,05: 35,93
Other income/expense
Interest and other incon 1,75¢ 1,177
Loss on debt extinguishme — (14,657

1,75¢ (13,476

Loss before disposition of property, c-venture expense, minority interest and equity in eaings of

unconsolidated affiliates (1,702 (6,617
Gains on disposition of property, r 1,07(C 804
Cao-venture expens — (2,086
Minority interest in the Operating Partners 68¢ 1,60€
Equity in earnings of unconsolidated affilia 1,28¢ 1,14¢

Income/(loss) from continuing operations 1,341 (5,149

Discontinued operation:

Income from discontinued operations, net of miryoriteresi 16¢ 1,04¢

Gain on sale of discontinued operations, net ofomitiy interest 3,43¢ 6

3,60t 1,05¢

Net income/(loss, 4,94¢ (4,089

Dividends on preferred stox (7,719 (7,719

Net loss attributable to common stockholder: $ (2,767 $(11,800)
Net loss per common shar— basic:

Loss from continuing operatiol $ (012) $ (0.29

Income from discontinued operatia 0.07 0.02Z

Net loss $ (0.0 $ (0.29

Weighted average common shares outstan- basic 53,17« 53,14:

Net loss per common shar— diluted:
Loss from continuing operatiol $ (012) $ (0.29
Income from discontinued operatic 0.07 0.02



Net loss $ (0.0 $ (0.29

Weighted average common shares outstan- diluted 53,17« 53,14:
Dividends declared per common sh $ 0428 $ 0.58t

See accompanying notes to consolidated financassients.
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HIGHWOODS PROPERTIES, INC.

Consolidated Statement of Stockholde’ Equity
(Unaudited and $ in thousands, except share amjounts
For the Three Months Ended March 31, 2004

(Restated)
Accumulated
Distributions
Deferred Other
Number of Common Additional Compen- Compre- in Excess
Common Series A Series B Series D Paid-In hensive of Net
Shares Stock Preferred  Preferred  Preferred Capital sation Loss Earnings Total

Balance at Decembe

31, 2003 (as

reported) 53,474,40 $ 53t $104,94! $172,50( $100,00( $1,393,10: $(4,439) $ (3,650 $(271,97) $1,491,02!
Restatement adjustmer — — — — — 15,78¢ (36) — (34,967 (19,219
Balance at December 3

2003 (restatec 53,474,40 535 104,94! 172,50( 100,00 1,408,88 (4,469 (3,650 (306,93)) 1,471,81
Issuance of Common

Stock 12,52« — — — — 32C — — — 32C
Conversion of Common

Units to Common

Stock 54,30¢ — — — — 1,40¢ — — — 1,404
Common Stock divident — — — — — — — — (22,739 (22,739
Preferred Stock dividen — — — — — — — — (7,719 (7,719
Adjustments to minority

interest of unitholders

in the Operating

Partnershig — — — — — (479 — — — (479
Issuance of deferred

compensatiol 89,94 1 — — — 2,86¢ (2,869 — — —
Fair value of stock

options issuer — — — — — 1,107 (1,109 — — —
Amortization of deferrec

compensatiol — — — — — — 1,85¢ — — 1,85¢
Other comprehensive

income — — — — — — — 12t — 12t
Net Income — — — — — — — — 4,94¢ 4,94¢
Balance at March 31,

2004 53,631,17 $ 53€ $104,94! $172,50( $100,00( $1,414,10: $(6,58%) $ (3,52f) $(332,44) $1,449,53

See accompanying notes to consolidated financgdsients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flow
(Unaudited and in thousands)

(Restated)
Three Months Ended
March 31,
2004 2003
Operating activities:
Income/(loss) from continuing operatic $ 1,341 $ (5,149
Adjustments to reconcile income from continuing r@piens to net cash provided by operating actisi
Depreciation and amortizatic 36,00¢ 36,48¢
Amortization of deferred compensati 1,85¢ 165
Amortization of deferred financing cos 1,14« 897
Amortization of accumulated other comprehensive 21C 437
Equity in earnings of unconsolidated affilia (1,284 (1,149
Loss on debt extinguishmer — 14,65:
Gain on disposition of property, n (1,070 (8049)
Minority interest in the Operating Partners (689) (1,606
Discontinued operatior 21¢ 1,59:
Changes in financing obligatio 1,431 1,61:
Changes in c¢-venture obligatior — 72¢
Changes in operating assets and liabili (3,199 (6,089
Net cash provided by operating activit 35,96: 41,785
Investing activities:
Additions to real estate ass (30,119 (27,419
Proceeds from disposition of real estate as 21,77« 2,38¢
Distributions from unconsolidated affiliat 1,94 4,05¢
Investments in notes receival (12) (2,175
Contributions to unconsolidated affiliat (9,989 —
Other investing activitie (67) (199
Net cash used in investing activiti (16,460 (22,345
Financing activities:
Distributions paid on common stock and common (25,36%) (35,249
Dividends paid on preferred sto (7,719 (7,719
Net proceeds from the sale of common si 32C 12¢
Repurchase of common stock and common 1 (50) (2,75))
Borrowings on revolving loa 175,50( 68,00(
Repayment of revolving log (200,000) (32,000
Borrowings on mortgages and notes payi — 20,00(
Repayment of mortgages and notes pay (3,22¢) (4,419
Payments on financing obligatio (62,500 —
Additions to deferred financing cos (379 (152)
Payments on debt extinguishme — (16,287
Net cash used in financing activiti (23,416 (20,437
Net (decrease)/increase in cash and cash equis. (3,919 9,00t
Cash and cash equivalents at beginning of the ¢b 21,55! 15,79¢
Cash and cash equivalents at end of the pi $ 17,637  $24,80:
Supplemental disclosure of cash flow information
Cash paid for intere: $ 22,68¢ $ 24,37

See accompanying notes to consolidated financstsients
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Cash Flow- Continued
(Unaudited and in thousands)
(Restated)

Supplemental disclosure of non-cash investing anéhfincing activities:
The following table summarizes the net assets aedsubject to mortgage notes payable and othecasin transactions:

Three Months Ended

March 31,
2004 2003

Assets:
Net real estate asse $ 1600 $ —
Notes receivabl 702 —
Investment in unconsolidated affiliat (2,179 1,694

$ 12¢ $1,69¢
Liabilities:
Accounts payable accrued expenses and other tiab 12¢ 1,69¢

$ 12¢ $1,69/

See accompanying notes to consolidated finanassients.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2004
(Restated and Unaudited’

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

Highwoods Properties, Inc. and its consolidatecsslidries (the “Company”) is a self-administered aplf-managed real estate
investment trust (“REIT”) that operates in the $matstern and midwestern United States. The Compavholly owned assets include: 468
in-service office, industrial and retail properti@s255 acres of undeveloped land suitable forrutievelopment; and an additional four
properties under development (the “Wholly Ownedp@rtes”).

The Company conducts substantially all of its atifig through, and substantially all of its intéseis the properties are held directly or
indirectly by, Highwoods Realty Limited Partnersifibpe “Operating Partnership”). The Company issbke general partner of the Operating
Partnership. At March 31, 2004, the Company owr% of the preferred partnership interests (‘®trefl Units”) and 89.7% of the
common partnership interests (“Common Units”) ia @perating Partnership. Holders of Common Unitg redeem them for the cash value
of one share of the Company’s Common Stock, $.0¥g@ae (the “Common Stock”), or, at the Compargpsion, one share of Common
Stock. During the three months ended March 31, 20@Company redeemed from limited partners (uiolg certain officers and directors
of the Company) 1,960 Common Units for $0.05 millin cash and converted 54,308 Common Units in@&xgé for Common Stock on a
one-for-one basis. These transactions increasegketttentage of Common Units owned by the Compaym 89.5% at December 31, 2003 to
89.7% at March 31, 2004. The three series of Preddunits in the Operating Partnership were istagle Company in connection with the
Company'’s three Preferred Stock offerings in 199 H998. The net proceeds raised from each ohtiee tPreferred Stock issuances were
contributed by the Company to the Operating Pastriprin exchange for preferred interests in ther@jgg Partnership. The terms of each
series of Preferred Units generally parallel thenteof the respective Preferred Stock as to diddeliquidation and redemption rights.

Basis of Presentation

The Consolidated Financial Statements of the Compaitude the Operating Partnership, wholly ownehlsidiaries and those
subsidiaries in which the Company owns a majoritiing interest with the ability to control operatgof the subsidiaries and where no
approval, veto or other important rights have bgmmted to the minority shareholders. In accordavitie Statement of Position 78-9,
“Accounting for Investments in Real Estate Ventyrdse Company consolidates partnerships, jointwes and limited liability companies
when the Company controls the major operating arahtial policies of the entity through majority mgrship or in its capacity as general
partner or managing member. The Company does msbtidate entities where the other interest holtake important rights, including
approving decisions to encumber the entities witht dnd acquire or dispose of properties. In amtdithe Company consolidates those
entities, if any, where the Company is deemed tthberimary beneficiary in a variable interestitgrias defined by FASB Interpretation N
46 (revised December 2003) “Consolidation of Vaadbterest Entities” (“FIN 467)). All significanintercompany transactions and accounts
have been eliminated.

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of
1986 (the “Code”), as amended. As a REIT, the Campgenerally will not be subject to federal or steiicome taxes on its net income that it
distributes to stockholders. Continued qualificatas a REIT depends on the Company’s ability tisfyahe dividend distribution tests, stock
ownership requirements, and various other quatificaests prescribed in the Code. In June 19%Cthmpany formed a taxable REIT
subsidiary, as permitted under the Code, througitwit conducts certain business activities; thebde REIT subsidiary is subject to federal
and state income taxes on its net taxable incordgtenCompany records provisions for such taxeke@xtent required based on its income
recognized for financial statement purposes, inolythe effects of temporary differences betwearthsaocome and that recognized for tax
purposes.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

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

The accompanying financial information has not baedited, but in the opinion of management, allsiipents (consisting of normal
recurring accruals) necessary for a fair preseantadf our financial position, results of operati@ml cash flows have been made. The
Company has condensed or omitted certain notestied information from the interim financial statemts presented in this amended
Quarterly Report on Form 10-Q. These financialestegnts should be read in conjunction with the Camisa2003 amended Annual Report
on Form 10-K.

The preparation of financial statements in accacdamith Accounting Principles Generally Acceptedtia United States (“GAAP”)
requires management to make estimates and assusfiit affect the amounts reported in the findrstéements and accompanying notes.
Actual results could differ from those estimates.

Restated and reclassified financial dataAs more fully described in Note 11, the Consolidafénancial Statements as of March 31,
2004 and December 31, 2003 and for the three mamithed March 31, 2004 and 2003 have been restatefldct adjustments for certain
asset sales in which the Company has continuinghmlement to conform with paragraphs 25 through £8tatement of Financial Accounting
Standards (“SFAS”) No. 66, “Accounting for SalesR#fal Estate,” accounting for minority interesthe net income of the Operating
Partnership, accounting for a debt retirement d@hdranatters. The adjustments resulted in theviotig decreases in net income and in net
income per share — basic and net income per shdifeted (in thousands, except per share amounts):

Three Months Ended

March 31,
2004 2003
Net income $(93¢) $(15,26))
Net income per sha~ basic (1) $(0.02) $ (0.29)
Net income per sha- diluted (1) $0.02) $ (0.29¢

(1) Amounts represent reduction in net income availtdolBommon stockholders per share, which includetepred dividends

The Company also made certain reclassificatiorsadlto discontinued operations and for presemtatiaertain tenant reimbursements
as revenue, rather than a reduction of operatipgreses. Certain amounts originally reported invilaech 31, 2003 and December 31, 2003
financial statements have been reclassified toaromfo the March 31, 2004 presentation and accogritr discontinued operations (see M
7 for further discussion). These reclassificatibad no effect on net income or stockholders’ eqadtyreviously reported.

Minority interest in the Operating Partnership. Minority interest in the accompanying Consolidakédancial Statements relates to
the common ownership interests in the OperatingnPeship owned by various individuals and entitdser than the Company. As of March
31, 2004, the minority interest in the Operatingtfearship consisted of 6.15 million Common Units. described in Note 11, the Company
adjusted its method for computing minority interiesthe net income of the Operating Partnershimavity interest in the net income of the
Operating Partnership is computed by applying te@hted average percentage of Common Units not dwwgehe Company (as a percen
the total number of outstanding Common Units) s @perating Partnershiphet income after deducting distributions on RrefeUnits. The
result is the amount of minority interest experessorded for the period. In addition, when a commioitholder redeems a Common Unit fc
share of Common Stock or cash, the minority intdeeeduced and the Company’s share in the Opegr&artnership is increased. At the end
of each reporting period, the Company determinesthount that represents the minority unitholdshsire of the net assets (at book valu
the Operating Partnership and compares this antouhe minority interest balance that resulted ftommsactions during the period involving
minority interest. The Company adjusts the minaintgrest liability to the computed share of netedis with an offsetting adjustment to the
Company’s paid in capital.

Following is the minority interest in the net incerof the Operating Partnership (in thousands):

Three Months Ended

March 31,
2004 2003
Minority Interest in continuing operatiol $ 68¢ $ 1,60¢
Amount related to income from discontinued opereat (20 (137)
Amount related to gain on sale of discontinued afiens (399 —
Total Minority Interest in net income of the OpéngtPartnershij $ 27C $ 1,46¢
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HIGHWOODS PROPERTIES, INC.

2. | NVESTMENTS IN U NCONSOLIDATED A FFILIATES

During the past several years, the Company hasgfrarious joint ventures with unrelated investdtsee Company has retained
minority equity interests ranging from 12.50% ta@® in these joint ventures. The Company has ateduor its unconsolidated joint
ventures using the equity method of accountingaAasult, the assets and liabilities of these jeémtures for which it uses the equity method
of accounting are not included on the Company’sdbtdated Balance Sheet. Two joint ventures arewted for as financing and/or profit

sharing arrangements pursuant to SFAS No. 66,ssiled in Notes 3 and 11, and accordingly areeitécted in the table below.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

The following table sets forth information regarmgliine Company’s unconsolidated joint ventures esrted on the joint ventures’
books for the three months ended March 31, 20042808 ($ in thousands):

Income Statement Data:
Board of Trade Investment

Company

Dallas County Partne (1)
Dallas County Partners (1)
Fountain Thre(1)
RRHWoods, LLC(1)
Kessinger/Hunter, LL(
4600 Madison Associates, |
Highwoods DLF 98/29, LI
Highwoods DLF 97/26 DLF

99/32, LP

Highwoods-Markel Associates,

LLC

MG-HIW Peachtree Corners llI,

LLC (2)

MG-HIW Metrowest I, LLC(3)
MG-HIW Metrowest I, LLC(3)
Concourse Center Associates, L
Plaza Colonnade, LL!
Highwoods KC Glenridge, LLC

(4)

Total

(1) Des Moines joint venture

Percent

Three Months Ended March 31, 2004

Three Months Ended March 31, 2003

Net

Net

Owned Operating Income/ Operating Income/
Depr/ Depr/

Revenue Expenses Interest  Amort (Loss) Revenue Expenses Interest  Amort (Loss)
490(% $ 63: $ 434 $ 14 $ 11z $ 73 $ 60€E $ 395 $ 17 $ 10C $ 96
50.00% 2,547 1,52¢ 68C 464 (121) 2,411 1,41C 695 47z (166
50.0(% 1,59¢ 711 57C 18¢€ 12¢ 1,56¢ 68¢ 59¢ 20¢€ 72
50.0(% 1,83¢ 83t 53¢ 37¢ 84 1,765 76C 572 35€ 75
50.0(% 3,311 1,874 67% 851 (89) 3,507 1,791 673 83t 20¢€
26.5(% 1,53¢ 1,22¢ — 174 13¢ 1,391 1,16( — 15¢ 78
12.5(% 1,21¢ 562 287 421 (55) 1,49: 59z 29¢ 394 20¢€
22.81% 4,96( 1,34¢ 1,137 88C 1,597 4,64: 1,34¢ 1,15: 86z 1,28(
42.9% 3,79¢€ 1,00t 1,214C 1,08: 56€ 4,18 1,12 1,15z 1,001 90€
50.00(% 1,671 38t 58¢€ 36¢ 33z 812 43¢ 23¢ 143 (7
50.00% — — — — — 34 25 25 19 (35
50.0(% — 5 — — (5) — 8 — — )
50.0(% 141 88 39 70 (56) 122 10¢ 44 79 (109
50.0(% 52€ 141 17¢% 85 12t 52€ 13¢€ 178 76 13¢
50.0(% 1 — — 1 — 4 — 1 — 3
40.0(% 32¢ 97 — 46 18:Z — — — — —

$24,09¢ $10,23¢ $5,83¢ $5,12( $2,89¢ $23,06¢ $ 9,98¢ $5,641 $4,70z $2,74(

(2) As part of the MG-HIW, LLC acquisition on Jud®, 2003, the Company was assigned Miller GlolZ0®% equity interest in the
single property encompassing 53,896 square feetdwyg MG-HIW Peachtree Corners Ill, LLC. As a résthiis entity became wholly
owned as of July 29, 2003 and is consolidated cameing as of that dat:

(3) On March 2, 2004, the Company exercised arongt acquire its partner’'s 50.0% equity interaghie assets of MG-HIW Metrowest I,
LLC and MG-HIW Metrowest Il, LLC. The Company patd partner $3.2 million for such remaining inte¢rasd a $7.4 million
construction loan was paid in full by the Compahlye assets encompass 87,832 square feet of pr@petty.0 acres of development
land zoned for the development of 90,000 squaredfeeffice space. This acquisition increased tloen@any’s ownership interest to
100.0% and these entities are consolidated commgasi of March 2, 200
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

2. | NVESTMENTS IN U NCONSOLIDATED A FFILIATES - Continued

(4) The Company and Kapital-Consult, a Europeamastment firm, formed this joint venture partnershipich on February 26, 2004
acquired from a third party Glenridge Point Offleark, consisting of two office buildings aggreggtt85,000 square feet located in the
Central Perimeter sub-market of Atlanta. The buaidiare 91.1% occupied as of March 31, 2004. Thegaay contributed $10.0
million to the joint venture in return for a 40.08quity interest and Kapital-Consult contributed $14hillion for a 60.0% equity interest
in the partnership. The joint venture entered a&i6.5 million ten-year secured loan on the as$&es Company is the manager and
leasing agent for this property and will receivetomary management fees and leasing commissioesadduisition also included 2.9
acres of development land that can accommodat®0®@guare feet of office spa

In January 2003, the FASB issued Interpretationd6a(“FIN 46”), “Consolidation of Variable IntereEntities” (“VIES”), the primary
objective of which is to provide guidance on thentification of entities for which control is ackiedl through means other than voting rights
and to determine when and which business enterghiseld consolidate the VIEs. This new model agpliben either (1) the equity investors
(if any) do not have a controlling financial intster (2) the equity investment at risk is insuéit to finance the entity’s activities without
additional financial support. FIN 46 also requiagllitional disclosures. FIN 46 was effective imnagely for interests acquired subsequent to
January 31, 2003 and is effective March 31, 2004nterests in VIEs created before February 1, 200& Company assessed its variable
interests, including the joint ventures listed alsaand determined the interests were not VIEs. Aesalt, the provisions of FIN 46 did not
have an impact on the Company'’s financial condibonesults of operations.

See Note 13 for information regarding HIW-KC OrlandLC.

3. FINANCING A RRANGEMENTS

The following summarizes sales transactions ttatacounted for as financing and/or profit-shaamangements under paragraphs 25
through 29 under SFAS No. 66 as further describhedate 11.

MG-HIW, LLC

MG-HIW, LLC is a joint venture formed in 2000 betarethe Company and Miller Global. As more fully ckiised in Note 3 to the
Consolidated Financial Statements contained irCimapany’s amended Annual Report on Form 10-K, dwestaction did not qualify for sale
treatment under SFAS No. 66 and, consequentlybbas accounted for in part as a profit-sharingngeanent and in part as a financing
transaction.

As previously disclosed, on March 2, 2004, the Camypexercised an option and acquired its partréfr8% equity interest in five
properties encompassing 1.3 million square feettéatin the central business district of Orlandoria. At the closing of the transaction,
Company paid its partner, Miller Global, $62.5 ioifi and a $7.5 million letter of credit deliveredthe seller in connection with the option
was cancelled. Since the initial contribution aégh assets was accounted for as a financing amamg@nd since the financing obligation
was adjusted each period for a 20.0% leveragethiaiteate of return guarantee, no gain or lossneasgnized upon the extinguishment of
financing obligation.

SF-HIW Harborview, LP

On September 11, 2002, the Company contributeddtéidw Plaza, an office building located in Tamphrida, to SF-HIW
Harborview Plaza, LP (“Harborview LP"), a newly foed entity, in exchange for a 20.0% limited parshgr interest and $35.4 million in
cash. The Company also entered into a master éggeement with Harborview, LP for five years onvhaeant space in the building
(approximately 20%) and guaranteed payment of tanggrovements and lease commissions of $1.2 milliche Company’s maximum
exposure to loss under the master lease agreenasr#2vl million at September 11, 2002 and was $ili®n at March 31, 2004.
Additionally, the Company partner in Harborview LP was granted the righgubits 80.0% equity interest in Harborview LRlte Compan
in exchange for cash at any time during the ye&-period commencing on September 11, 2014. ahewf the 80.0% equity interest will
determined at the time, if ever, that such paréhects to exercise its put right, based upon tae fair market value of Harborview L$fassel
and liabilities less 3.0%, which was intended teezanormal costs of a sale transaction.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

3. FINANCING A RRANGEMENTS - Continued

Because of the put option and master lease agrégthisrtransaction is accounted for as a finantiagsaction as described in Note 11.
Consequently, the assets, liabilities and operatietated to Harborview Plaza, the property owne#iarborview LP, including any new
financing by the partnership, remain on the bodikkb® Company. As a result, the Company has estaddi a financing obligation equal to
net equity contributed by the other partner. Atéhe of each reporting period, the balance ofithenting obligation is adjusted to equal the
current fair value, which is $13.5 million at Mar8h, 2004, but not less than the original finana@bgigation. This adjustment is amortized
prospectively through September 2014. Additionattg net income from the operations before deptieci@f Harborview Plaza allocable to
the 80.0% partner is recorded as interest expem$i@ancing obligation. The Company continues tprdeiate the property and record all of
the depreciation on its books. Additionally, anym&nts made under the master lease agreement@ersex as incurred ($0.02 million and
$0.13 million was expensed during the three moattded March 31, 2004 and 2003, respectively) agcharounts paid under the tenant
improvement and lease commission guarantee artata@il and amortized to expense over the remaieisge term. At such time as the put
option expires or otherwise is terminated, the Canypwill record the transaction as a sale and neizeggain on sale.

Eastshore

On November 26, 2002, the Company sold three mgikllocated in Richmond, Virginia (the “Eastshara@hsaction) for a total
purchase price of $28.5 million in cash, which ypa# in full by the buyer at closing. Each of tlwédsproperties is a single tenant building
leased on a triple-net basis to Capital One Sesyice., a subsidiary of Capital One Financial &y, Inc.

In connection with the sale, the Company enter&alarrental guarantee agreement for each buildinthe benefit of the buyer to
guarantee any rent shortfalls which may be incuimetie payment of rent and re-tenanting costaffive-year period from the date of sale
(through November 2007). The Company’s maximum sxp®to loss under the rental guarantee agreemest$18.7 million at the date of
sale and $15.2 million as of March 31, 2004. Norpagts were made by the Company during the threehm@mded March 31, 2004 and
2003 with respect to these rent guarantees. Howewvéune 2004, the Company began to make montyynpnts to the buyer, at an annual
rate of $0.1 million, as a result of the existirgdnt renewing a lease in one building at a loeetal rate.

These rent guarantees are a form of continuinghewent as prescribed by SFAS No. 66. Becauseuheagtees cover the entire sp
occupied by a single tenant under a triple-netdeasangement, the Company’s guarantees are coedidguaranteed return on the buyer’s
investment for an extended period of time. Themftite transaction has been accounted for as rcfimatransaction. Accordingly, the assets
and operations are included in these ConsolidaitehEial Statements, and a financing obligatio28.5 million was recorded which
represents the amount received from the buyerifidmme from the operations of the properties, othan depreciation, is allocated 100.0%
to the owner as interest expense on financing atiig. Payments made under the rent guaranteeharged to expense as incurred. This
transaction will be recorded as a completed salestction in the future when the maximum exposutess under the guarantees is equal to
or less than the related gain.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

4. RELATED P ARTY T RANSACTIONS

The Company has previously reported that it hasshaghtract to acquire development land in the @lags Valley office development
project from GAPI, Inc., a corporation controlleg én executive officer and director of the Compadg.January 17, 2003, the Company
acquired an additional 23.5 acres of this land fB&PI, Inc. for cash and shares of Common Stockedht $2.3 million. In May 2003, 4.0
acres of the remaining acres not yet acquired &yCibimpany was taken by the Georgia Departmentarisportation to develop a roadway
interchange for consideration of $1.8 million. Thepartment of Transportation took possession dleddti the property in June 2003. As part
of the terms of the contract between the Company@#PI, Inc., the Company was entitled to the pealssfrom the condemnation of $1.8
million, less the contracted purchase price bettherCompany and GAPI, Inc. for the condemned ptgpd $0.7 million. On September
30, 2003, as a result of the condemnation, the @oampeceived the proceeds of $1.8 million. A relgtarty payable of $0.7 million to GAF
Inc. related to the condemnation of the developrteantt is included in accounts payable, accruedesgegeand other liabilities in the
Company'’s Consolidated Balance Sheet at March @14 .2

5. DERIVATIVE F INANCIAL | NSTRUMENTS

The interest rates on all of the Company’s variabate debt are currently adjusted at one to threstimintervals, subject to settlements
under interest rate hedge contracts. Net paymeadke o counter parties under interest rate hedgeams were nominal in 2004 and were
recorded as increases to interest expense.

In addition, the Company is exposed to certainds$s the event of non-performance by the couraelypunder the interest rate hedge
contracts. The Company expects the counter pahighais a major financial institution, to performlfy under the contracts. However, if the
counter party was to default on its obligationsemtie interest rate hedge contracts, the Compauld de required to pay the full rates on its
debt, even if such rates were in excess of theimatee contracts.

During the year ended December 31, 2003, the Coynpatered into and subsequently terminated threedst rate swap agreements
related to a teryear fixed rate financing completed on Decemb&0D3. These swap agreements were designated aiavastedges and tr
unamortized effective portion of the cumulativergan these derivative instruments was $3.7 milibMarch 31, 2004 and is being reported
as a component of AOCL in stockholders’ equity.sTdéferred gain is being recognized in net incogna geduction of interest expense in the
same period or periods during which interest expamsthe hedged fixed rate financing effects nedrime. The Company expects that
approximately $0.3 million will be recognized irethext 12 months.

In 2003, the Company also entered into two inteegst swaps related to a floating rate credit itgcilThe swaps effectively fix the one
month LIBOR rate on $20.0 million of floating radebt at 1.59% from January 2, 2004 until May 3020 hese swap agreements are
designated as cash flow hedges and the effectit®pof the cumulative loss on these derivativ&rioments was $0.06 million at March 31,
2004. The Company expects that the portion of threutative loss recorded in AOCL at March 31, 208doziated with these derivative
instruments, which will be recognized within thexn&2 months, will be approximately $0.07 million.

At March 31, 2004, approximately $5.8 million offdeed financing costs from past cash flow hedgimsgruments remain in AOCL,
including those described above. These costs aognized as interest expense as the underlyingisledpaid and amounted to $0.2 million
and $0.4 million during the quarters ended March28D4 and 2003, respectively. The Company expbatghe portion of the cumulative
loss recorded in AOCL at March 31, 2004 associafifitl these derivative instruments, which will beagnized within the next 12 months,
will be approximately $0.8 million.

16



Table of Contents

HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

6. O THER C OMPREHENSIVE | NCOME

Other comprehensive income represents net incousetipé results of certain stockholders’ equity gesnnot reflected in the
Consolidated Statements of Operations. The compgsmémther comprehensive income are as followsh@usands):

Three Months Ended

March 31,

2004 2003

Net income/(loss $4,94¢  $(4,089)
Other comprehensive incorr

Unrealized derivative losses on cashflow hec (85) —
Amortization of hedging gains and losses includedther comprehensive incor 21C 437
Total other comprehensive incor 12t 437
Total comprehensive incon $5,071 $(3,657)

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

In October 2001, the FASB issued SFAS No. 144 “Awting for the Impairment or Disposal of Long-LivAdsets.” SFAS No. 144
supercedes SFAS No. 121 “Accounting for the Impaitrof Long-Lived Assets and for Long-Lived Asstetde disposed of” and the
accounting and reporting provisions for disposéla segment of business as addressed in AccouRtingiples Board (“APB”) Opinion No.
30 “Reporting the Results of Operations-Reporthey Effects of the Disposal of a Segment of a Bissinand Extraordinary, Unusual and
Infrequently Occurring Events and Transactions.”

The net operating results and net carrying valugseéts classified as discontinued operationsittimpanys Consolidated Statemel
of Operations comprise: 0.9 million square feepriperty, 122.8 acres of revenue-producing landfandapartment units sold during 2004
and 2003 and 0.1 million square feet of property &3 apartment units held for sale at March 31428@ shown in the following table. Th
long-lived assets relate to disposal activities there initiated subsequent to the effective d&it8FAS No. 144 and are classified as
discontinued operations in the Company’s Consaidi&tatements of Operations since the operatiahsash flows have been or will be
eliminated from the ongoing operations of the Comypand the Company will not have any significammtinuing involvement in the
operations after the disposal transaction (in taods):

Three Months Ended

March 31,
2004 2003
Total revenue $ 40 $ 2,671
Operating expenses
Rental property and other expen 187 657
Depreciation and amortizatic 29 407
Total operating expens 21¢€ 1,06¢
Interest expense — 42¢
Other income 2 8
Income before minority interest in the Operating Patnership and gain on sale of discontinuer
operations 18¢ 1,18¢
Minority interest in discontinued operatic (20 (137
Income from discontinued operations, net of minoriy interest in the Operating Partnership 16¢ 1,04¢
Gain on sale of discontinued operati 3,83¢ 6
Minority interest in discontinued operatic (399 —
Gain on sale/impairment of discontinued operationsnet of minority interest in the Operating
Partnership 3,43¢ 6

Total discontinued operations $3,605  $ 1,05t



Carrying value of assets held for sale and assetsl@ during the period $4,49: $80,65¢
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7. DISCONTINUED O PERATIONS AND | MPAIRMENT OF L ONG -L IVED A sseTs- Continued

SFAS No. 144 also requires that a long-lived aslsssified as held for sale be measured at therlofine carrying value or fair value
less cost to sell. During the three months endetMal, 2004, the Company determined that no ptiggehneld for sale had a carrying value
that was greater than fair value less cost to gmdhefore, no impairment loss was recognized énGbnsolidated Statements of Operations for
the three months ended March 31, 2004. For 200Bnpairment loss related to one office property séoarrying value was greater than its
fair value less cost to sell, which has now bedd, seas $0.1 million. This impairment loss is ingkd in loss on sale of discontinued
operations in the Consolidated Statement of Opmratior the three months ended March 31, 2003.

See Note 13 for discussion of a subsequent eveolving the sale of certain assets at the Highwder@serve office campus in Tampa,
Florida and an agreement to sell 30.0 acres ofilasdburban Baltimore, Maryland and related impaint losses that were recognized in the
second quarter of 2004.

SFAS No. 144 also requires that if indicators opainment exist, the carrying value of a long-livas$et classified as held for use be
compared to the sum of its estimated undiscountead cash flows. If the carrying value is grediban the sum of its undiscounted future
cash flows, an impairment loss should be recogriiaethe excess of the carrying amount of the asget its estimated fair value. At March
31, 2004 and 2003, because there were no propkgidgor use with indicators of impairment wheme tarrying value exceeds the sum of
estimated undiscounted future cash flows, no inmpait loss related to held for use properties wesgrized during the three months ended
March 31, 2004 and 2003.

8. STock —BASED C OMPENSATION

In accordance with Statement of Financial Accounfitandards No. 148 “Accounting for Stock-based gemsation — Transition and
Disclosure” (“SFAS No. 148"), the Company expenakstock options issued on or after January 1320@r the vesting period based upon
the fair value of the award on the date of gramn&al and administrative expenses for the thregtimsended March 31, 2004 and 2003
include amortization related to the vesting of ktoptions granted subsequent to January 1, 2088.66 million and $0.01 million,
respectively. The unamortized value of option ggaimice January 1, 2003 aggregates $1.2 milliom b®®w for the amounts that would h
been deducted from net income if the Company hected to expense the fair value of all stock optiards that had vested rather than only
those awards issued subsequent to January 1, 2003:

Three Months Ended March 31,

2004 2003

($ in thousands, except per share amounts)

Net loss attributable to common stockholc— as reportel $ (2,767) $ (11,809)
Add: Stock option expense included in reportedimeime 5321 (226) @
Deduct: Total stock option expense determined ufadevalue recognition method for a

awards (63¢) W (66) @
Pro forma net (loss)/income attributable to comrstmtkholder: $ (2,879 $ (11,96%)
Basic net loss per common sh- as reportel $ (0.0 $ (0.22)
Basic net loss per common sh- pro forma $ (0.0t $ (0.29)
Diluted net loss per common shi- as reportel $ (0.0t $ (0.22)
Diluted net loss per common shi- pro forma $ (0.0t $ (0.29)

@  Amounts include the stock option expense recordeba first quarter of 2004 for the acceleratedimggelated to the retirement of the
Company’s Chief Executive Officer in June 2004 &l as the expense recorded for the dividend edprivaights as discussed in Note
11.

@  Amounts include the effects of accounting for thed&nd equivalent rights as discussed in Note 11.
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9. CoMMITMENTS AND C ONTINGENCIES
Concentration of Credit Risk

The Company maintains its cash and cash equivaleestments at financial institutions. The combiaedount balances at each
institution typically exceed the FDIC insurance emge and, as a result, there is a concentratioredit risk related to amounts on deposit in
excess of FDIC insurance coverage. ManagemenedEtmpany believes that the potential risk of issemote.

Contracts

The Company has entered into contracts relateghtant improvements and the development of certaipguties totaling $25.2 million
as of March 31, 2004. The amounts remaining toaie pnder these contracts as of March 31, 2004etbtl7.1 million.
Environmental Matters

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

Joint Ventures

Certain properties owned in joint ventures withffiiated parties have buy/sell options that mayesercised to acquire the other
partner’s interest by either the Company or itatj@enture partner if certain conditions are mesetsforth in the respective joint venture
agreement.
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9. COMMITMENTS AND C ONTINGENCIES - Continued
Guarantees and Other Obligations

The following is a tabular presentation and relatisgdussion of various guarantees and other odigaas of March 31, 2004 and

additional guarantees and obligations that arase &farch 31, 2004:

Date

Amount Guarantee
Type of Recorded/
Entity or Transaction Guarantee or Other Obligation Deferred Expires

($ in thousands

Des Moines Joint Venture(1),(6) Debt $ — Various
RRHWoods, LLC(2),(7) Debt $ — 8/200¢
Plaza Colonnad(2),(8) Construction loan and completi $ 2,84¢ 2/200¢
Plaza Colonnad(2),(8) Letter of credi $ — 12/200¢
SF-HIW Harborview, LP(3),(5) Rent and tenant improveme(4) $ = 9/200
SF-HIW Harborview, LP(3),(5) Purchase obligatio $ 13,50: 9/201¢
Eastshore (Capital On(3),(9) Rent(4) $ — 11/200:}
Capital One(3),(10) Rent(4) $ 3,051 10/200¢
Industrial(3),(11) Rent(4) $ 2,21¢ 12/200¢
Highwoods DLF 97/26 DLF 99/32, L(2),(12) Rent(4) $ 85¢ 6/200¢
Guarantees that arose after March 31, 2004

RRHWoods, LLC and Dallas County Partn(2),(13) Indirect debi(4) $ 1,29( 6/201¢
HIW-KC Orlando, LLC(3),(14) Rent(4) $ 62¢ 4/2011

HIW-KC Orlando, LLC(3),(14) Leasing Cost $ 4,101 12/202:«

(1)
(2)
(3)

(4)

()

(6)

Represents guarantees entered into prior to theadad, 2003 effective date of FIN 45 for initiakognition and measureme
Represents guarantees that fall under the ing@gnition and measurement requirements of FIM

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

The maximum potential amount of future paymelisslosed below for these guarantees assumesotingay pays the maximum
possible liability under the guaranty with no offser reductions. If the space is leased, it assuhmeexisting tenant defaults at March
31, 2004 and the space remains unleased througkrtie@nder of the guaranty term. If the space ¢amg it assumes the space remains
vacant through the expiration of the guaranty. Siihés assumed that no new tenant will occupysiiece, lease commissions, if
applicable, are exclude

As more fully described in Note 3, in 2002 tbempany granted its partner in $#W Harborview, LP a put option and also entered

a master lease arrangement for five years coveangnt space in the building owned by the partrigrshd agreed to pay certain tenant
improvement costs. The maximum potential amouritiofre payments as of March 31, 2004 the Companiddoe required to make
related to the rent guarantees and tenant improveni®e$1.4 million

The Company has guaranteed certain loans inemtion with the Des Moines joint ventures. The imaxn potential amount of future
payments the Company could be required to makeruhdeguarantees is $25.3 million. Of this amo®8t6 million arose from housir
revenue bonds that require credit enhancemengditi@n to the real estate mortgages. The bondsd#aating interest rate, which at
March 31, 2004 averaged 0.97% and mature in 200&raBtees of $9.5 million will expire upon two irstiial buildings becoming
93.8% and 95.0% leased or when the related loahsrenads of March 31, 2004, these buildings wer®%0and 64.0% leased,
respectively. The remaining $7.2 million in guass relate to loans on four office buildings thatevin the lease-up phase at the time
the loans were initiated. Each of the loans wilpiex by May 2008. The average occupancy of the boiidings at March 31, 2004 is
92.0%. If the joint ventures are unable to repaydhtstanding balance under the loans, the Compdhlye required, under the terms
the agreements, to repay the outstanding balaremmuRse provisions exist to enable the Compangdover some or all of such
payments from the joint ventures’ assets and/opther partner. The joint ventures currently geteesafficient cash flow to cover the
debt service required by the loa

20



Table of Contents

HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

9. COMMITMENTS AND C ONTINGENCIES - Continued

(7)

(8)

(9)

(10)

In connection with the RRHWoods, LLC joint verg, the Company renewed its guarantee of $6.2omilb a bank in July 2003; this
guarantee expires in August 2006 and may be renbwélde Company. The bank provides a letter ofitaturing industrial revenue
bonds, which mature in 2015. The Company wouldeogiired to perform under the guarantee shouldadiné yenture be unable to
repay the bonds. The Company has recourse prosigiocorder to recover from the joint venture’s @éssad the other partner for
amounts paid in excess of their proportionate shidve property collateralizing the bonds is 100lé%sed and currently generates
sufficient cash flow to cover the debt service isgghiby the bond financing. As a result, no lidlilias been recorded in the Company’s
Balance Shee

With respect to the Plaza Colonnade, LLC joimture, the Company has included $2.8 millionthreo liabilities and adjusted the
investment in unconsolidated affiliates by $2.8lianil on its Consolidated Balance Sheet at March2804 related to two separate
guarantees of a construction loan agreement andstraction completion agreement. The construdban matures in February 2006,
with two one-year options to extend the maturitiedhat are conditional on completion and leasefithe project. The term of the
construction completion agreement requires the andeshell of the building to be completed by Delgent5, 2005. Currently, the
building is scheduled to be completed in DecemB@A2Both guarantees arose from the formation@fdmt venture to construct an
office building. If the joint venture is unable tepay the outstanding balance under the construliam agreement or complete the
construction of the office building, the Companyulbe required, under the terms of the agreemtmtspay its 50.0% share of the
outstanding balance under the construction loancantplete the construction of the office buildi@n March 30, 2004, the Industrial
Development Authority of the City of Kansas Cityjdgouri issued $18.5 million in non-recourse botadfinance public improvements
made by the joint venture for the benefit of thenBas City Missouri Public Library. Since the joireinture leases the land for the office
building from the library, the joint venture is a@ated to build certain public improvements. Thebend proceeds of $16.3 million will
be used to reimburse the joint venture for its086 funds are transferred from the bond fundhéoconstruction lender, the Compasy’
exposure is reduced. The maximum potential amaufuttare payments by the Company under these agremnis $27.6 million if the
construction loan is fully funded. No recourse fs@mns exist that would enable the Company to recénom the other partner amounts
paid under the guarantee. However, given thatae is collateralized by the building, the Compand their partner could obtain and
liquidate the building to recover the amounts hiduld the Company be required to perform undegtia@antee

In addition to the Plaza Colonnade, LLC construttaman and completion agreement described aboggaltners collectively provided
$12.0 million in letters of credit in December 2088.0 million by the Company and $6.0 million lby partner. The Company and its
partner would be held liable under the letter efdiragreements should the joint venture not coteenstruction of the building. The
letters of credit expire in December 31, 2004. Bloourse provisions exist that would enable the Gompo recover from the other
partner amounts drawn under the letter of credie Building is nearing completion and the firstaienis expected to take occupancy in
the fourth quarter of 2004.

As more fully described in Note 3, in connentith the sale of three office buildings to a thiarty in 2002 (the “Eastshore”
transaction), the Company agreed to guaranteeshamtfalls and re-tenanting costs for a five-yesniqul of time from the date of sale
(i.e., through November 2007). The maximum potéatiaount of future payments related to this guaarhe Company could be
required to make as of March 31, 2004 is $15.2ionillThese three buildings are currently leasea smgle tenant, Capital One
Services, Inc., a subsidiary of Capital One Finaln8ervices, Inc., under leases that expire frony RI206 to March 201(

In connection with an unrelated dispositior268,000 square feet of property in 2003 (the “@Gd@ne” transaction) which was fully
leased to Capital One Services, Inc., a subsidib@apital One Financial Services, Inc., the Conypagreed to guarantee to the buyer,
over various contingency periods through Octob&92@ny rent shortfalls on certain space. Becafifgsoguarantee, in accordance
with SFAS No. 66, the Company deferred $4.4 milladnhe total $8.4 million gain. The deferred pontiof the gain is recognized when
each contingency period is concluded. As a retdtCompany recognized $1.3 million of the defegath in 2003 and an additional
$0.1 million during the first quarter of 2004. TBempany’s total contingent liability of $3.0 milhawvith respect to the guarantee is
included in the deferred gain as of March 31, 2(
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9. COMMITMENTS AND C ONTINGENCIES - Continued

(11) In December 2003, the Company sold 1.9 miliqoare feet of industrial property for $58.4 roifliin cash, a $5.0 million note
receivable that bears interest at 12.0% and afilllidn note receivable that bears interest at 8.0%addition, the Company agreed to
guarantee, over various contingency periods thrddgtember 2006, any rent shortfalls on 16.3% ofémeable square footage of the
industrial property, which is occupied by two tetsaiThe Company’s contingent liability with respeesuch guarantee as of March 31,
2004 is $2.2 million. The total gain as a resultha transaction was $5.2 million. Because the $esfrthe notes require only interest
payments to be made by the buyer until 2005, in@znce with SFAS No. 66, the entire $5.2 milli@ingwas deferred and offset
against the note receivable on the balance shdeharcost recovery method is being used for thissaction. Accordingly, once
sufficient principal amounts have been paid onnibie receivable so that the note receivable balenegual to the deferred gain, the
gain will be recognized as additional paymentsnaaele on the note

(12) In the Highwoods DLF 97/26 DLF 99/32, LP joirgnture, a single tenant currently leases aneshtiilding under a lease scheduled to
expire June 30, 2008. The tenant also leases @patiger buildings owned by the Company. In confiorcwith an overall restructuring
of the tenant’s leases with the Company and withjtint venture, the Company agreed to certaimgka to the lease with the joint
venture in September 2003. The modifications inelalfowing the tenant to terminate the lease onaignl, 2006, reducing the rent
obligation by 50.0% and converting the “net” lets@ “full service” lease with the tenant liable &0.0% of these costs beginning
January 1, 2006. In turn, the Company agreed tgeosate the joint venture for any economic lossesried as a result of these lease
modifications. Based on the lease guarantee agrgethe Company recorded approximately $0.9 milloother liabilities and
recorded a deferred charge of $0.9 million in Smyster 2003. However, should new tenants occupy déleated space during the two i
a half year guarantee period, the Company’s lighilnder the guarantee would diminish. The Companyaximum potential amount of
future payments with regards to this guaranted &&aoch 31, 2004 is $1.1 million. No recourse pgiens exist to enable the Company
to recover the amounts paid to the joint venturdenrthis lease guarantee arrangen

(13) RRHWOODS, LLC and Dallas County Partners admleloped a new office building in Des Moines, lo@a June 25, 2004, the joint
ventures financed both buildings with a $7.4 milli0-year loan from a bank. As an inducement toarih& loan at 6.3% long-term
rate, the Company and its partner agreed to mkestee the vacant space and guaranteed $1.6 nali$0.8 million each with limited
recourse. As leasing improves, the obligations uttfteloan agreement diminish. As of June 30, 26 Company recorded $1.3
million in other liabilities and $1.3 million asdeferred charge on its Consolidated Balance Shigetr@spect to this guarantee. The
maximum potential amount of future payments that@ompany could be required to make based on thhertueases in place is
approximately $4.8 million. The likelihood of the@pany paying on its $0.8 million guarantee is remsince the master lease
payments provide the required 1.3 debt coverage aatl should the Company have to pay, it wouldvecthe $0.8 million from other
joint venture asset

(14) As more fully described in Note 13, in conm@eiwith the formation of HIW-KC Orlando, LLC, theompany agreed to guarantee rent
to the joint venture for 3,248 rentable square éeatmencing in August 2004 and expiring in Aprill20 Additionally, the Company
agreed to guarantee leasing costs for approximaiély of the joint venture’s total square footagee Tompany believes its estimate
related to the leasing costs guarantee is acciHateever, if its assumptions prove to be incorrdyre losses may occt

Litigation
The Company is party to a variety of legal procegdiarising in the ordinary course of its busin@s® Company believes that it is

adequately covered by insurance. Accordingly, nafreuch proceedings are expected to have a masetvarse effect on the Company’s
business, financial condition or results of operadi
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10. SEGMENT | NFORMATION

The sole business of the Company is the acquisitienelopment and operation of rental real estaipasties. The Company operates
office, industrial and retail properties and apamtunits. There are no material inter-segmensaetions.

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

All operations are within the United States anMatch 31, 2004, no tenant of the Company’s wholiyned properties, which includes
in-service properties (excluding apartment unitsivhich the Company has title and 100.0% ownersghts, comprises more than 10.0% of
the respective consolidated revenues. The followabie summarizes the restated rental income, p@tating income and assets for each
reportable segment for the three months ended MzitcB004 and 2003 (in thousands):

Three Months Ended

March 31,
2004 2003

Rental and Other Revenues (A)

Office segmen $ 102,70 $ 107,26

Industrial segmer 8,407 10,09:

Retail segmer 9,47: 9,73(

Apartment segmel 341 344
Total Rental and Other Revenue: $ 120,92 $ 127,43.
Net Operating Income (A):

Office segmen $ 63,30¢ $ 68,98

Industrial segmer 6,45( 7,95¢

Retail segmer 6,37¢ 6,87t

Apartment segmel 12¢ 141
Total Net Operating Income 76,26% 83,95(
Reconciliation to income before disposition of proerty, ca-venture expense, minority

interest and equity in earnings of unconsolidatedféiliates:

Depreciation and amortizatic (36,009 (36,48¢)

Interest expens (33,057 (35,939

General and administrative expen (20,667 (4,672

Interest and other incon 1,75¢ 1,177

Loss on debt extinguishme — (14,657
Loss before disposition of property, c-venture expense, minority interest and equity ir

earnings of unconsolidated affiliates $ (1,709 $ (6,619
March 31,
2004 2003

Total Assets:

Office segmen $2,802,77! $2,916,92.

Industrial segmer 270,61: 352,80¢

Retail segmer 267,74¢ 295,14:

Apartment segmel 13,96¢ 13,75¢

Corporate and othe 169,58« 182,12¢
Total Assets $3,524,69! $3,760,75.

(A) Net of discontinued operatior
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11. RESTATED F INANCIAL D ATA
Overview

The Company has restated its Consolidated FinaStaéments as of March 31, 2004 and December0®B &nd for the three months
ended March 31, 2004 and 2003. The restatemeate ttel the following general matters, as discugseltler below. The tables that follow
provide a reconciliation between amounts previousported and the restated amounts in the Consetld2alance Sheets as of March 31,
2004 and December 31, 2003 and the Consolidatéenseats of Operations for the three months endediVal, 2004 and 2003.

Accounting for real estate sales transactions withontinuing involvement by the Company Since 1999, the Company completed
several real estate sale transactions that invaitbdr (i) sales of real estate to third partieogoint ventures in which the Company retai
an interest, and/or (ii) continuing involvementthg Company in the real estate in the form of agptibn, guarantee of the sellers’ return on
investment, seller financing, and guarantee ofaldntome from specific tenants or specific spageguding re-tenanting costs. In its
historical financial statements filed prior to tih&te hereof, the Company believed that such tréinsacshould be accounted for as sales and
deferred some or all of the resultant gains in iwEration of the continuing involvement until sudaihe as the continuing involvement
obligation expired. Under this method of accountisheferred gains are either subsequently reduceblamtions are paid or recognized as
obligations expire. Furthermore, at the time thinaesactions occurred, the Company identified thaigle guarantees and other types of
continuing involvement and disclosed the natureandunt of any material continuing involvement tielaships (guarantees, etc.). The
Company has now determined that certain adjustnsfiatgld be made with respect to the accountingntrexat for certain of those transacti
where the Company had some form of continuing wswient to conform with paragraphs 25 through 28FAS No. 66. For three of the
transactions, the largest of which is the sal@ia PO00 of properties into the previously disatbs&s-HIW, LLC joint venture, the Company
has adjusted its Consolidated Financial Statenterascount for these three transactions as fingresnal/or profitsharing arrangements rat|
than as sales, as more fully described in NoterBlddthese methods, the assets, related liabititidsoperations are now included in the
Company’s Consolidated Financial Statements. Irother instances, the transactions have continube teported as sales, but the timing
and amount of gain recognition was changed duegd@bmpany’s continuing involvement, including aerttransactions that occurred prior
to January 1, 2001. These adjustments in the agtgegsulted in a (decrease) to previously reparéedncome of $(3.9) million for the three
months ended March 31, 2004.

Presentation and classification of discontinued opations with continuing involvement by the Company.In the Company’s
previous Consolidated Financial Statements fothlhee months ended March 31, 2004 and 2003, thep@oynhad classified as discontinued
operations under SFAS No. 144 several properteswere sold or transferred to joint ventures inclflihe Company retained a financial
interest and other sold properties where the Cosnpas retained by the new owner to provide managénrrad leasing services. However,
the Company has now determined that because ofcauntimuing involvement, these sold properties dbqualify for discontinued operatic
classification under SFAS No. 144. Accordingly, teseults of operations from such properties hawe neen reclassified into income from
continuing operations for the three months endeccha1l, 2004 and 2003 in the accompanying Congelileinancial Statements. These
reclassifications did not impact net income in amyiod.
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11. ResTATED F INANCIAL D ATA - Continued

Minority interest. In its Consolidated Financial Statements, the Caowpaeviously computed minority interest in the m&tome in its
majority owned subsidiary, the Operating Partngrstar each reporting period by applying the wegghaverage ownership percentage of the
minority common unitholders times the Operatingti®anship’s net income for the period (continuingi@tions and discontinued operations)
before deducting distributions to preferred unitlest. In the restated Consolidated Financial Statésn minority interest has been adjusted
by applying the weighted average ownership pergentd the minority common unitholders times the @gag Partnership’s net income
available to common unitholders (continuing operadiand discontinued operations) for the periogr aféducting distributions to preferred
unitholders. These adjustments increased net indyn$0.8 million for the three months ended Mar&h3004. In addition, at the end of e,
reporting period, the Company determines the amihattrepresents the minority unitholders’ sharthefnet assets (at book value) of the
Operating Partnership and compares this amouhgtainority interest balance that resulted fromgeations during the period involving
minority interest. The Company adjusts the minaintgrest liability to the computed share of netedis with an offsetting adjustment to the
Company’s paid in capital.

Accounting for MOPPRS Debt Retirement.The Company had previously accounted for the ti@imsaas an exchange of indebtedi
under EITF 9619 and recorded in deferred financing cost $14Iamj representing the excess of amounts paietioerthe MOPPRS and t
related remarketing option over the MOPPRS’ netyirag value and related deferred credits. The Comieas now determined that this
transaction should have been accounted for asteedbguishment under EITF 96-19. Accordingly, $1et.7 million has been charged to
loss on debt extinguishment in the first quarte2@®3 rather than as deferred financing costsesqarsly recorded. In addition, the
amortization expense related to the previous nfetrd=l financing costs, which aggregated approxetga250,000 in the first quarter of 20
and approximately $370,000 in the first quarte2@d4 has been reversed in the restated Consoliéiatadcial Statements.

Other matters . In addition to the above, the Company identiegieral other matters that have been adjustedhvitithe aggregate
resulted in a (decrease) in net income of ($1.&)anifor the three months ended March 31, 2004esEhadjustments included (1) adjustm
to defer, to the extent of the Company’s ownergfigrests, certain leasing, development and cedtdier fee income charged by the
Company to joint ventures and which the joint veesucapitalized in their financial statements, smgbcognize such deferred amounts as fee
income during the periods in which the related tzdiged amounts in the joint ventures’ financiatstments are recognized as expense, whick
reduced net income; (2) accounting for the impéctivdend equivalent rights that were granted 91, which reduced net income; (3)
reclassification of certain revenue and expensest® present them on a gross basis instead dftzasis which resulted in no impact on net
income; (4) recognizing as long term debt certaiincrement financing (“TIF"bonds issued in late 1998 by a municipality anceakestat
assets the related parking garage asset constifustedhe TIF proceeds, together with related ineand expenses, in accordance with EITF
91-10; and (5) an adjustment to the cost of the @&idement package from what was previously regubfsee Note 12).

Following is a description of the three transadipreviously accounted for as sales but now aceduior as financing and/or profit-
sharing arrangements.
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- MG-HIW, LLC

As discussed in Note 3, in December 2000, the Compeeated a joint venture named MG-HIW, LLC witlilst Global Properties,
LLC (“Miller Global”), pursuant to which the Compgrsold or contributed to MG-HIW, LLC 19 office pregies in Atlanta, Raleigh, Tampa
and Orlando (each a “City Group”). The Companyinsd a 20.0% interest and Miller Global obtainedBar0% interest.

With respect to the properties originally contrisdiby the Company to the Orlando City Group, then@any assumed obligations to
make improvements to the assets, as well as nlaater obligations and guarantees on certain vapaige. The Company also provided a
guaranteed leveraged internal rate of return (“[R&"20.0% on the approximate $50.0 million of MillGlobal’s equity that related to the
properties in the Orlando City Group. The IRR guotea was for the duration of MG-HIW, LLC.

The Company treated the transaction with respettte@rlando City Group and the non-Orlando Citp@rs as a sale in 2000 and
recognized partial gain after establishing accrt@ml€stimated obligations, at that time. During tturation of MG-HIW, LLC (which
concluded prior to the date hereof as explainedvbglthe Company paid out approximately $14.6 waillin guarantee obligations to MG-
HIW, LLC, which was comprised of $6.7 million initding improvements, tenant improvements and leasemissions and $7.9 million of
rental support.

The Company has now concluded under SFAS No. G6hhaale of the 80.0% interest in the propeitigbe Orlando City Group
should be accounted for as a financing rather #sazm sale due to the 20.0% IRR guarantee. Consiygurrthese Consolidated Financial
Statements the assets, liabilities and operatielased to the properties in the Orlando City Groarpain on the books of the Company and a
financing obligation has been established for theunt of equity contributed by Miller Global reldtéo the Orlando City Group. This
financing obligation is adjusted each period byretieg the obligation up to the 20.0% guarante¢erival rate of return by a charge to inte
expense, such that the financing obligation eqgatdke end of each period the amount due to MBllebal, including the 20.0% guaranteed
return. The Company continues to depreciate tharn@dd properties and record all the depreciatioitsomooks. On March 2, 2004, the
Company exercised an option and acquired Milleb@ls 80.0% interest in the Orlando City Group. Skete 3.

Based on the nature and extent of certain rentalagiiees made by the Company with respect to theOmando City Group properties,
the Company has also now concluded that the sdfeeaion-Orlando properties to MG-HIW, LLC shouleldccounted for as a profit-sharing
arrangement. Under this profit-sharing arrangemnianhese Consolidated Financial Statements thetgdgbilities and operations of the
properties in the non-Orlando City Groups remairitenbooks of the Company, and a co-investor otitigehas been established for the
amount of equity contributed by Miller Global reddtto the non-Orlando City Groups. The income fagarations of the properties,
excluding depreciation, is allocated 80.0% to MifBlobal and reported as “co-venture expense” énQbmpany’s Consolidated Financial
Statements. The Company continues to depreciateamérlando properties and record all the deptiecian its books. In July 2003, the
Company repurchased Miller Global's interest intlea-Orlando City Groups for approximately $28.0liom, which resulted in a gain of
$16.3 million related to the settlement of the emwre obligation.
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- SF-HIW Harborview, LP

As discussed in Note 3, on September 11, 2002 ¢mepany contributed Harborview Plaza to ISR Harborview, LP, a newly forme
entity, in exchange for a 20.0% limited partnershierest and $35.4 million in cash. The othermarcontributed $12.6 million of cash and a
new loan was obtained by the partnership for $&dl8on. In connection with this disposition, the@pany entered into a master lease
agreement with SF-HIW Harborview, LP for five yearsthe vacant space in the building (approxima2@y%). The Company also
guaranteed to SF-HIW Harborview, LP the paymernenént improvements and lease commissions of $illidmim The Companys maximun
exposure to loss under this master lease agreemsar$2.1 million at September 11, 2002 and was §llibn at March 31, 2004.
Additionally, the Company’s partner in SF-HIW Harbew, LP was granted the right to put its 80.0%iigginterest in SF-HIW Harborview,
LP to the Company in exchange for cash at any tiorang the one-year period commencing on Septethbe2014. The value of the 80.0%
equity interest will be determined at the timegvkr, that such partner elects to exercise itsight, based upon the then fair market value of
SF-HIW Harborview, LP’s assets and liabilities 1858%, which was intended to cover normal costs sdle transaction.

The Company originally recorded the transaction aale and deferred recognition of a $4.3 milliamgBecause the put option and the
master lease agreement are deemed to be formatiriwing involvement as discussed in paragraphar228 of SFAS No. 66, the Compe
has now concluded that the sale of Harborview Psapalld be accounted for as a financing transac@onsequently, in these Consolidated
Financial Statements the assets, liabilities aretaions related to Harborview Plaza, the propeviyed by Harborview LP, including any
new financing by the partnership, remain on thekisarf the Company. The Company established a fingrabligation equal to the net equ
contributed by the other partner. At the end oheaporting period, the balance of the financintigaltion is adjusted to equal the current fair
value but not less than the original financing gélion. This adjustment is amortized prospectitiefpugh September 2014. Additionally, the
net income from the operations before depreciasfddarborview Plaza allocable to the 80.0% parteeecorded as interest expense on the
financing obligation. The Company depreciates tloperty and records all of the depreciation omdsks. Additionally, any payments made
under the master lease agreement are expensecLia®th($0.02 million and $0.13 million was expehsering the three months ended
March 31, 2004 and 2003, respectively) and any amsaeaid under the tenant improvement and leasenégsion guarantee are capitalized
and amortized to expense over the remaining leaise At such time as the put option expires or mtise is terminated, the Company will
record the transaction as a sale and recognizeogasale.

- Eastshore

As discussed in Note 3, on November 26, 2002 thagamy sold three buildings located in RichmondgWiia for a total purchase pri
of $28.5 million in cash, which was paid in full bye buyer at closing. These three buildings areeatly leased to a single tenant, Capital
One Services, Inc., a subsidiary of Capital Onaf@mal Services, Inc., under leases that expima ftay 2006 to March 2010. The Company
recorded the transaction as a sale and deferré®arllion gain.

In connection with the sale, the Company entertmlarrental guarantee agreement for each buildinthe benefit of the buyer to
guarantee any rent shortfalls which may be incufoedhe payment of rent and re-tenanting costsffive-year period from the date of sale
(through November 2007). The Company’s maximum sxp®to loss under the rental guarantee agreemest$18.7 million at the date of
sale and was $15.2 million at March 31, 2004.
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The Company has now concluded that these rent giggsare a form of continuing involvement as dised in paragraph 28 of SFAS
No. 66. Because the guarantee is for the entireespecupied by a single tenant under a t-net lease arrangement, the Compargdarante
is considered a guaranteed return on the buyeré&stment for an extended period of time. Thereforéhese Consolidated Financial
Statements, the transaction is accounted for emading transaction, following the accounting noetliescribed in Note 3.
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The following condensed Consolidated Balance Sae@tStatement of Operations data reconciles prsliosaported and restated

financial information.
Balance Sheet

March 31, 2004

December 31, 2003

As Reported

Restatemen Discontinuec Disc\:ngtr;nued Restatemen
As Reported  Adjustments Restated As Reported Operations Operations  Adjustments Restated

Net real estate ass¢ $3,200,46! $(143,45)) $3,057,011 $2,982,30: $ 10,34¢ $2,992,64i $ 68,77¢ $3,061,42
Property held for sal 38,467  175,07. 213,53¢ 65,72¢ (10,277 55,45: 175,96( 231,41
Cash, cash equivalents and

restricted cas 25,04¢ (1,419 23,62¢ 24,88¢ — 24,88« 1,26¢ 26,15:
Accounts, notes and straightline

rents receivable n 89,77¢ (4,072) 85,70¢ 93,63¢ — 93,63¢ (6,48%) 87,154
Investments in unconsolidated

affiliates 68,55 1,07 69,63( 74,66¢ — 74,66" (12,249 62,417
Other assets ni 86,21¢ (11,03¢) 75,17¢ 85,59¢ (75) 85,52( (11,067 74,45¢
Total Assets $3,508,52. $ 16,167 $3,524,691 $3,326,80' $ —  $3,326,80° $216,21: $3,543,02
Mortgages and notes payal $1,767,23' $ 22,80( $1,790,03' $1,558,75 $ —  $1,558,75! $ 159,000 $1,717,76!
Accounts payable, accrued

expenses and other liabiliti 108,19¢ (9,97%) 98,22« 111,77. — 111,77. (10,169 101,60¢
Financing obligation — 62,99« 62,99¢ — — — 124,06: 124,06:
Total Liabilities 1,875,43: 75,81¢ 1,951,25 1,670,53 — 1,670,531 272,90t 1,943,43
Minority interest in the Operating

Partnershig 161,88« (37,989 123,90: 165,25( — 165,25( (37,47¢) 127,77¢
Total Stockholders’ Equity 1,471,20:. (21,669 1,449,53. 1,491,022 — 1,491,02! (219,219 1,471,81
Total Liabilities and

Stockholders’ Equity $3,508,52. $ 16,167 $3,524,69 $3,326,80' $ —  $3,326,80¢ $216,21: $3,543,02:
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Statement of Operations

Rental and other revenues
Operating expenses
Rental property and other
expense:
Depreciation and amortizatic
General and administratiy
Interest expense:
Contractua
Amortization of deferred
financing cost:
Financing obligation
Other income/expense
Interest and other incon
Loss on debt extinguishmer
Gain on disposition of property, n
Cc-venture expens
Minority interest
Equity in earnings of unconsolidat
affiliates

Income/(loss) from continuing
operations
Discontinued operations:
Income, net of minority intere
Gain on sale, net of minority
interest

Net income/(loss)
Dividends on preferred stox

Net loss attributable to commor
stockholders

Net loss per share- basic:
Loss from continuing operatiol
Discontinued operatior

Net loss(1)

Net loss per sharediluted:
Loss from continuing operatiol
Discontinued operatior

Net loss(1)

For the Three Months Ended

March 31, 2004

For the Three Months Ended

March 31, 2003

As Reported

As Reported
with
Discontinuec

Operations
In March 31, In March 31,

As Reportec Restatemen n e Discontinuec e Restatemen
Adjustments Restated 2003 Filing Operations 2004 Filing Adjustments Restated
$108,62: $ 12,30: $120,92¢ $ 109,02( $ (5,09¢ $ 103,92: $ 23,50¢ $127,43:
39,16¢ 5,49¢ 44,66 37,31¢ (1,379 35,94( 7,542 43,48
34,31¢ 1,68¢ 36,00¢ 33,29¢ (1,269 32,03( 4,45¢€ 36,48¢
12,167 (1,500  10,66" 5,344 = 5,34¢ (672) 4,672
26,057 1,15¢ 27,21¢ 27,67¢ — 27,674 2,48¢ 30,15¢
85t 28¢ 1,14« 62€ — 62€ 271 897
— 4,69: 4,69: — — — 4,871 4,871
3,34¢ (1,58¢) 1,75¢ 2,89( (31) 2,85¢ (1,682) 1,177
_ _ — — — — (14,657 (14,657
1,08¢ (13) 1,07¢ 88z - 88: (79) 804
— — — — — — (2,086 (2,086
(231) 92¢ 68¢ (1,221) 28z (93¢) 2,541 1,60€
1,402 (11€) 1,28¢ 1,761 — 1,761 (612) 1,14¢
1,662 (321) 1,341 9,07¢ (2,207 6,87¢ (12,019 (5,149
667 (49¢) 16¢ 2,26¢ 2,201 4,46 (3,419 1,04¢
3,55¢ (119 3,43¢ (170 — (170 17€ 6
5,88¢ (93¢) 4,94¢ 11,17: — 11,17: (15,267 (4,089
(7,719 — (7,719 (7,719 — (7,719 — (7,719
$ (1,829 $ (93¢) $ (2,769 $ 345¢ $ — $ 345¢ $ (15,26) $(11,80)
$ ©01)) $ (01 $ (012 $ 00z $ (004 $ (0.0 $ (022 $ (0.29
0.0¢ (0.02) 0.07 0.04 0.04 0.0¢ (0.06) 0.02
$ (009 $ (002 $ (005 $ 006 $ — $ 006 $ (020 $ (0.22
$ (011) $ (001 $ (012 $ 00z $ (004 $ (0.0 $ (029 $ (0.29
0.0¢ (0.02) 0.07 0.04 0.04 0.0¢ (0.06) 0.02
$ (009 $ (02 $ (005 $ 006 $ — $ 006 $ (028 $ (0.22

(1) Amounts represent net income available to commackbblder per share, which is after deducting pretedividends
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

12. OTHER E VENTS
Retirement of Chief Executive Officer

As previously announced, the Company’s Chief Exeeudfficer retired June 30, 2004. In connectiothwiis retirement, the
Company'’s Board of Directors approved a retirenpartkage for him that included a lump sum cash paynaecelerated vesting of stock
options and restricted stock, extended lives aflstiptions and continued coverage under the Comp&galth and life insurance plan for
three years at the Company’s expense. Under GAfPshianges to existing stock options and restristeck give rise to new measurement
dates and revised compensation computations. Thlectmst recognized for the six months ended Jn&@04 was $4.6 million, comprisec
a $2.2 million cash payment, $0.6 million relatedstock options, $1.7 million related to restrictddires and about $0.1 million for continued
insurance coverage. The total expense is $1.7omilbwer than the amount previously disclosed leyGlompany in connection with its first
quarter 2004 earnings due to an adjustment to #thad of valuing the accelerated vesting and eidaref the lives of the stock options
under SFAS No. 123 and No. 148. Previously, the @amg had recorded the intrinsic value of the ogstias of the date of the Board’s
approval. However, the Company has subsequentyméted that these changes to the options shouddmunted for using other valuation
techniques, as set forth in SFAS No. 123 and N8. Cértain components of this retirement package wequired to be recognized as of the
Board'’s approval date, which was in the first gegnivhile other components were required to be timeat from that date until his June 30,
2004 retirement date. Accordingly, $3.2 million veagensed in the first quarter and the remaining $iillion was expensed in the second
quarter.

Revolving Loan

In March 2004, the Company amended its RevolvingrLand two bank term loans. The changes modifigdinedefinitions used in all
three loans to determine amounts that are useahtpute financial covenants and also adjusted oteedfinancial ratio covenants. The
amendments did not change any economic terms dbdms, although the Company paid fees to the Isnitiat were capitalized and that will
be amortized over the remaining terms of the lo8ee. Note 13 for information regarding additiomaeadments in June, August and Octc
2004 to the Company’s Revolving Loan and two bamkitloans and a waiver obtained in October 2004daiain covenant violations on
these loans.

13. Subsequent Events
Dispositions

On June 28, 2004, Kapital-Consult, a European invesst firm, bought an interest in HIW-KC Orlandd,, an entity formed by the
Company. HIW-KC Orlando, LLC owns the Orlando Gyoup assets which were valued under the jointureragreement at $212.0
million, including amounts related to the Companguarantees described below, and which were dubjec$136.2 million secured mortg:
loan. Kapital-Consult contributed $41.4 milliondash and received a 60.0% equity interest in reftlie joint venture borrowed $143.0
million under a ten-year fixed rate mortgage loamT a third party lender and repaid the $136.2iomlloan. The Company retained a 40.0%
equity interest in the joint venture and receivetdaash proceeds of approximately $46.6 millionwbich $33.0 million was used to pay
down the Company’s Revolving Loan and $13.6 millieas used to pay down another loan of the Compargonnection with this
transaction, the Company agreed to guaranteeaehétoint venture for 3,248 rentable square éeedmencing in August 2004 and expiring
in April 2011. Additionally, the Company agreedgimarantee re-tenanting costs for approximately di#e joint venture’s total square
footage. The Company recorded a $4.1 million ligbith respect to such guarantee as of June @04 2nd reduced the total amount of ¢
recognized by the same amount. The Company belitssestimate related to the re-tenanting costsagiiee is accurate. However, if its
assumptions prove to be incorrect, future lossesaunaur. The contribution was accounted for asrigiaale as defined by SFAS No. 66,
and the Company recognized a $15.9 million gaiduine 2004. Since the Company has an ongoing 40c@#tcfal interest in the joint
venture and since the Company is engaged by theyenture to provide management and leasing sesar the joint venture, for which it
receives customary management fees and leasing issions, the operations of these properties willo®reflected as discontinued
operations consistent with SFAS No. 144 and thetedlgain on sale will be included in continuingigtions in the second quarter 2004.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

13. SUBSEQUENT EVENTS— Continued

On June 16, 2004, the Company sold a 177,000 sdpatreuilding (the network operations center) keckin the Highwoods Preserve
Office Park in Tampa, Florida. Highwoods Presessa 816,000 square foot office park that has nem lmecupied since WorldCom vacated
the space as of December 31, 2002. Net proceeustfr® sale were approximately $18.6 million. Theeadad a net book value of
approximately $22.4 million. The Company recogniaadmpairment loss of approximately $3.7 millionApril 2004 when the planned sale
met the criteria to be classified as held for seeonnection with the sale of the network operagicenter, the buyer also agreed to purch
3.3 acre tract of development land located in tfieeopark for approximately $1.4 million, which $sibject to the Company securing certain
development rights for the land from the local noypality. The net book value of the land is appnoately $0.6 million and was classified as
held for sale in accordance with SFAS No. 144 imil&3004. This land sale is subject to customapnsitlg conditions and no assurances can
be provided that the disposition will occur. Thenegning assets in the office park were classifietield for use as of March 31, 2004 and
continue to be so classified in accordance with SRb. 144.

In May 2004, the Company executed two agreemergslt@pproximately 30.0 acres of land in suburBatimore, Maryland. The
agreements provide for estimated net proceedsmbapnately $6.1 million and the net book valuette land is $7.9 million. Accordingly,
an impairment loss of approximately $1.8 millionswacorded in May 2004 when the land was reclassffiom held for use to held for sale.
On September 30, 2004, one sale of 27.0 acresavessimmated. The Company received $5.5 million trpneceeds. Sale of the remaining
3.0 acres is subject to customary closing condsteamd no assurances can be provided that the disposill occur.

Mortgages and Notes Payable

In 1997, the Operating Partnership sold $100.0anilbf Exercisable Put Option Notes due June 1%13€he “Put Option Notes”). The
Put Option Notes bore an interest rate of 7.19%n ftloe date of issuance through June 15, 2004. Aftee 15, 2004, the interest rate to
maturity on the Put Option Notes was required t@138% plus the applicable spread determined daraé 10, 2004. In connection with the
initial issuance of the Put Option Notes, a couptety was granted an option to purchase the Ptib@®plotes on June 15, 2004 at 100.0% of
the principal amount. The counter party exercidésidption and acquired the Put Option Notes ore Juiy 2004. On that same date, the
Company exercised its option to acquire the Putddptiotes from the counter party for a purchaseepeiqual to the sum of the present value
of the remaining scheduled payments of principdliaterest (assuming an interest rate of 6.39%herPut Option Notes, or $112.3 million.
The difference between the $112.3 million and thed0 million was charged to loss on extinguishnértebt in the quarter ended June 30,
2004. The Company borrowed funds from its Revollingn to make the $112.3 million payment.

In June 2004, the Company amended its Revolving laval two bank term loans. The changes excludefiBe million charge taken
related to the refinancing of the Put Option Ndtem the calculations used to compute financialez@ants.

In August 2004, the Company further amended itsolRévg Loan and two bank term loans. The changetudrd the effects of
accounting for three sales transactions as fingraitd/or profit-sharing arrangements under SFAS@8pas described in Note 11, from the
calculations used to compute financial covenantisisted one financial covenant and temporarily stejtl a second financial covenant until
the earlier of December 31, 2004 or the period wherCompany can record income from the anticipagttiement of a claim against
WorldCom - see below.

In early October 2004, the Company obtained a wdreen the lenders of the Company’s Revolving Laaud two bank term loans for
certain covenant violations caused by the effetthmloss on debt extinguishment from the MOPPRBsaction in early 2003, as described
in Note 11.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

13. SUBSEQUENT EVENTS- Continued

The aforementioned modifications did not changesitenomic terms of the loans. In connection wigtsthmodifications, the Company
incurred certain loan costs that are capitalizetlamnortized over the remaining term of the loans.

WorldCom Settlement

On July 21, 2002, WorldCom filed a voluntary petitiwith the United States Bankruptcy Court seekeiligf under Chapter 11 of the
United States Bankruptcy Code. In connection withhiankruptcy filing, WorldCom rejected leases wlitt Company encompassing 819,
square feet including the entire 816,000 squareHighwoods Preserve office campus in Tampa, Féoriche Company submitted
bankruptcy claims against WorldCom aggregating 2iillion related to these rejected leases andrattaters. WorldCom emerged from
bankruptcy (now MCI, Inc.) on April 20, 2004. On @gust 27, 2004, the Company and various MCI subsédiand affiliates (the “MCI
Entities”) executed a settlement agreement. Theesgent provided that the MCI Entities will pay tbempany approximately $8.6 million in
cash and also transfer to it approximately 340 £lfres of new MCI, Inc. stock. The Company recetteds8.6 million cash payment and
the MCI, Inc. stock in September 2004. The Compsoigt the stock for net proceeds of approximately $illion, and will record the full
settlement of approximately $14.4 million as Otlmmome in the third quarter of 2004.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjiorctvith all of the financial statements appeartggwhere in the report and is based
primarily on the Consolidated Financial Statemefitdie Company.

D 1SCLOSURE R EGARDING F ORWARD - LOOKING S TATEMENTS

Some of the information in this amended Quartedp®t on Form 10-Q may contain forward-looking esta¢nts. Such statements
include, in particular, statements about our platrategies and prospects under this section aterihe heading “Business.” You can
identify forward-looking statements by our use affard-looking terminology such as “may,” “will,’'ekpect,” “anticipate,” “estimate,”
“continue” or other similar words. Although we lmale that our plans, intentions and expectatiorisatefd in or suggested by such forward-
looking statements are reasonable, we cannot agsurénat our plans, intentions or expectations bélachieved. When considering such
forward-looking statements, you should keep in nimfollowing important factors that could cause actual results to differ materially
from those contained in any forward-looking statatne

» speculative development activity by our compesitio our existing markets could result in an esdassupply of office, industrial
and retail properties relative to tenant dem:

» the financial condition of our tenants could deisate;

* we may not be able to complete development, adapri, reinvestment, disposition or joint ventprejects as quickly or on as
favorable terms as anticipate

e we may not be able to lease or release space yuickin as favorable terms as old lea

* an unexpected increase in interest rates woul@&ser our debt service cos

* we may not be able to continue to meet our -term liquidity requirements on favorable terr
» we could lose key executive officers; ¢

e our southeastern and midwestern markets may sadfditional declines in economic grow

This list of risks and uncertainties, however, a$ imtended to be exhaustive. You should also vevie cautionary statements we make
in “Business — Risk Factors” set forth in our 2@08ended Annual Report on Form 10-K.

Given these uncertainties, we caution you notagg@undue reliance on forward-looking statemenes.uMtlertake no obligation to
publicly release the results of any revisions &sthforward-looking statements that may be madefliect any future events or circumstances
or to reflect the occurrence of unanticipated event

O VERVIEW

We are a fully integrated, self-administered REi@ittprovides leasing, management, developmentirootion and other customer-
related services for our properties and for thiadtips. As of March 31, 2004, we own or have aerggt in 529 in-service office, industrial
and retail properties encompassing approximately #illion square feet. We also own 1,255 acredesfelopment land which is suitable to
develop approximately 14.2 million rentable squaet of office, industrial and retail space. We based in Raleigh, North Carolina, and our
properties and development land are located inddpfGeorgia, lowa, Kansas, Maryland, Missouri, tNd@2arolina, South Carolina,
Tennessee and Virginia.
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Property Information

The following table sets forth certain informatierth respect to our Wholly Owned Properties and adewrelopment properties
(excluding apartment units) as of March 31, 2004 2003:

March 31, March 31,
2004 2003
Percent Percent
Rentable Leased/ Rentable Leased/
Square Feet Pre-Leasec Square Feet Pre-Leasec
In-Service:
Office (1) 26,608,00 79.2% 25,387,000 80.%%
Industrial 8,092,001 86.E 10,243,00 86.¢
Retail (2) 1,411,00! 94.C 1,527,001 96.5
Total 36,111,00 81.40 37,157,00! 83.2%
Development:
Completec—Not Stabilized (3)
Office (1) 140,00( 36.(% 100,00( 42.(%
Industrial — — 60,00( 50.C
Total 140,00( 36.(% 160,00( 45.(%
In Process
Office (1) 112,00( 100.(% 40,00( 0.C%
Industrial 350,00( 100.C — —
Total 462,00( 100.(% 40,00( 0.C%
Total:
Office (1) 26,860,00 25,527,00!
Industrial 8,442,001 10,303,00:
Retail (2) 1,411,00! 1,527,001
Total 36,713,00 37,357,00!

(1) Substantially all of our Office properties are ltazhin suburban market
(2) Excludes basement space in the Country Club Plegzepy of 418,000 square fe
(3) Not stabilized is generally defined as less tha¥ @& cupied or a year from completic
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The following tables set forth scheduled leaseratipins at our Wholly Owned Properties as of M&&h2004, assuming no tenant

exercises renewal options.

Office Propetrties:

Lease Expiring (1)

2004 (nine months(3)
2005
2006
2007
2008
2009
2010
2011
2012
2013
Thereatftel

Industrial Properties:

Lease Expiring (1)

2004 (nine months(4)
2005
2006
2007
2008
2009
2010
2011
2012
2013
Thereafte

Percentage of Average Percent of
Squ;?ealszi((j)tagl R:F:tlgluslate Annualized
Rental Revenut
S(?Sgrtgk:zlget Represented b) Annualized Ple::)cs)ﬁfl:)?re Represented b
Sé;(%ﬁﬁ:éo Expiring Leases Sﬁggl E;;ﬁg;' Expirations Expiring
Leases Leases (2) Leases (2)
($ in thousands)
2,285,40: 10.8% $ 40,91 $ 17.9( 11.(%
3,163,45! 15.C 59,611 18.8¢ 16.1
3,357,471 15.¢ 61,94¢ 18.4¢ 16.7
2,012,41! 9.t 34,46. 17.12 9.3
3,420,43: 16.2 56,27¢ 16.4¢ 15.2
2,132,24. 10.1 33,65¢ 15.7¢ 9.1
1,429,39 6.8 27,32¢ 19.12 7.4
1,193,60! 5.7 22,56 18.9( 6.1
644,21: 3.C 11,94: 18.5¢ 3.2
528,07: 2.5 8,39¢ 15.9(C 2.3
956,87 4.5 13,32: 13.92 3.€
21,123,58 100.(% $ 370,42 $ 17.5¢ 100.(%
Perenge ot fedE perento
Rentable Square Footagt Rental Rate Renrlglulgézvinw
Sauare Fee Represented b) Annualized ngostqf%?re Represented b
Sé;%ﬁﬁ:éo Expiring Leases Sﬁggarl Exe;ﬁzg' Expirations Expiring
Leases Leases (2) Leases (2)
($ in thousands)
1,397,21! 20.(% $ 6,59 $ 4.7 20.2%
1,369,01 19.€ 6,33: 4.6: 19.€
926,83: 13.2 4,681 5.0t 14t
1,732,89. 24 7,23( 417 22.t
384,01: 5.5 1,91: 4.9¢ 5.9
449,71 6.4 2,50¢ 5.5¢ 7.8
104,57( 1.5 50C 4.7¢ 1.5
138,34: 2.C 35€ 2.57 1.1
44,44 0.€ 261 5.87i 0.8
102,38 1t 612 5.9¢ 1.9
348,45( 5.C 1,302 3.7¢4 4.C
6,997,87! 100.(% $ 32,29: $ 461 100.(%

(1) Includes effects of any early renewals exercisetebgnts on or before March 31, 20
(2) Annualized Rental Revenue is March 2004 rentalmeggbase rent plus operating expense-throughs) multiplied by 12
(3) Includes 207,000 square feet of leases that asernanth to month basis or 0.9% of total annualize@nue
(4) Includes 90,000 square feet of leases that arenoongh to month basis or 0.1% of total annualizacgnue

36



Table of Contents

Retail Properties:

Average

Percentage of Annual Percent of
Leased Annualized
Rentable Square Footag Rental Rate Rental Revenur
Square Fee
Represented b Annualized Ple::)cs)ﬁfl:)?re Represented b
Subject to Rental Revenut Expirations
Expiring Expiring Under Expiring Expiring
Lease Expiring (1) Leases Leases Leases (2) Leases (2)
($ in thousands)
2004 (nine months(3) 60,80( 4.€% $ 1,10¢ $ 18.0¢ 3.4%
2005 113,86« 8.€ 2,492 21.8¢ 7.7
2006 89,91¢ 6.8 2,10¢ 23.4¢ 6.5
2007 82,49¢ 6.2 1,941 23.5¢ 6.C
2008 139,06: 10.5 3,66( 26.32 11.4
2009 164,36( 12.4 3,90¢ 23.7¢ 12.2
2010 64,96¢ 4.S 1,911 29.41] 5.9
2011 53,83: 4.1 1,671 31.0¢ 5.2
2012 112,66: 8.t 2,84¢ 25.2¢ 8.8
2013 129,05: 9.7 3,262 25.2¢ 10.1
Thereatftel 316,10° 23.7 7,307 23.12 22.¢
1,327,11! 100.(% $ 32,20¢ $ 24.2i 100.(%
Total:
Perenage ! sy percenol
Square Footagt Rental Rate R Qﬂgluglézvee(:m'
Rentable
Square Feet Represented by Annualized P'e::)(s)tqflée:re Represented b
Subject to " < Rental Revenut g
Expiring Expiring Leases Under Expiring Expirations Expiring
Lease Expiring (1) Leases Leases (2) Leases (2)
($ in thousands)
2004 (nine months(4) 3,743,41! 12.7% $ 48,61 $ 12.9¢ 11.2%
2005 4,646,33 15.¢ 68,44: 14.7: 15.7
2006 4,374,22 14.¢ 68,73¢ 15.71 15.¢
2007 3,827,801 13.C 43,63: 11.4C 10.C
2008 3,943,501 13.2 61,85: 15.6¢ 14.2
2009 2,746,31! 9.3 40,06¢ 14.5¢ 9.2
2010 1,598,93. 54 29,73¢ 18.6( 6.8
2011 1,385,78! 4.7 24,59( 17.7¢ 5.7
2012 801,31¢ 2.7 15,05( 18.7¢ 3.5
2013 759,50¢ 2.€ 12,27: 16.1¢ 2.8
Thereafte 1,621,43. 5.2 21,93: 13.5: 5.C
29,448,57 100.(% $ 434,92( $ 14.7i 100.(%

(1) Includes effects of any early renewals exercisetehgnts on or before March 31, 20

(2) Annualized Rental Revenue is March 2004 rentalmeggbase rent plus operating expense-throughs) multiplied by 12
(3) Includes 26,000 square feet of leases that arenoongh to month basis or 0.1% of total annualizagnue

(4) Includes 323,000 square feet of leases that asernanth to month basis or 1.1% of total annualize@nue
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Capital Recycling Program

Our strategy has been to focus our real estateitaetiin markets where we believe our extensiwal&nowledge gives us a competit

advantage over other real estate developers andtope Through our capital recycling program, veeerally seek to:

* engage in the development of office and indusfriajects in our existing geographic markets, pritpan suburban business parl
* acquire selective suburban office and induspraperties in our existing geographic markets mgsrbelow replacement cost that

offer attractive returns; ar

» selectively dispose of n-core properties or other properties in order totheenet proceeds for investments or other purp:

Our capital recycling activities benefit from oochl market presence and knowledge. Our divisifinast have significant real estate
experience in their respective markets. Based isrettperience, we believe that we are in a betisitipn to evaluate capital recycling
opportunities than many of our competitors. In &ddj our relationships with our tenants and thesents at properties for which we conc
third-party fee-based services may lead to devedopiprojects when these tenants seek new space.

The following summarizes the change in our Whollyr@d Properties:

Office, Industrial and Retail Properties

(rentable square feet in thousan
Dispositions
Contributions to Joint Venture
Developments Placed-Service
Redevelopment
Acquisitions (including 1,319 from MG-HIW, LLC in0®3 and 1,358 from

two joint ventures in 200

Net Change of Ir-Service Wholly Owned Properties

38

Three Months Endec

March 31, 2004

(162)

1,35¢

1,19¢

Year Ended
December 31, 20C

(3,29¢)
(291)
191
(221)

1,42¢

(2,190
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Customer Information

The following table sets forth information concengithe 20 largest customers of our Wholly OwnedpBriies as of March 31, 2004 ($
in thousands):

Percent of Total

Rental Annualized Annualized R Aygragﬁ
Square Fee Rental Revenue (1 Rental Revenue (1 emaining Least
Customer Term in Years

($ in thousands)

Federal Governmel 739,52: $ 14,99: 3.5¢% 6.1
AT&T 573,89( 10,92: 2.61 3.6
PricewaterhouseCoope 297,79! 6,96¢ 1.6¢€ 6.1
State of Georgi 359,56 6,85¢ 1.64 4.7
Sara Lee 1,195,38: 4.,63¢€ 1.11 34
IBM 215,46( 4,56¢ 1.0¢ 2.C
WorldCom and Affiliates(2) 183,01« 3,74¢ 0.8¢ 2.4
Northern Telecon 246,00( 3,651 0.87 3.9
Volvo 267,71 3,45( 0.82 5.3
Lockton Companie 132,71 3,30z 0.7¢ 10.¢
US Airways(3) 295,04¢ 3,24: 0.77 3.7
ITC Deltacom(4) 158,39: 3,22¢ 0.77 1.2
BB&T 239,24 3,187 0.7¢€ 7.C
T-Mobile USA 120,56 3,01¢ 0.72 2.3
Bank of Americe 146,84: 2,73¢ 0.6& 5.2
Ford Motor Compan 125,98 2,68t 0.64 5.6
IXON 181,36 2,53¢ 0.61 3.6
CHS Professional Servic 149,02: 2,51¢ 0.6( 2.€
Hartford Insuranct 115,54¢ 2,50¢ 0.6C 2.€
Carlton Fields 95,77: 2,412 0.5¢ 0.3
Total 5,838,84. $ 91,15 21.7¢% 4.5

(1) Annualized Rental Revenue is March 2004 rentalmeggbase rent plus operating expense-throughs) multiplied by 12

(2) This quarter reflects the addition of customerthinOrlando properties previously part of the -HIW, LLC joint venture.

(3) In August 2002, US Airways filed voluntary gatns for reorganization under Chapter 11 of theBa®kruptcy Code. US Airways
emerged from Chapter 11 bankruptcy protection imai2003. On September 12, 2004, US Airways agdkaid foluntary petitions for
reorganization under Chapter 11. No action has bedesn today with respect to the Com[’s leases with US Airway

(4) ITC Deltacom (formerly Business Telecom) isdted in a property that, as of March 31, 2004 niden contract for sale. Although no
assurances can be made, the sale is expectedsiclate 2004 or early 20C

Results of Operations

We have restated our Consolidated Financial Stattsmw®ntained herein for the three months endeaivViat, 2004 and 2003. These
restatements resulted primarily from adjustmenitted to the accounting for a limited number of prior real estate sales transactions
occurring between 1999 and March 31, 2004, redleasons for discontinued operations, accountimigriiinority interest, accounting for a
debt retirement and other items. Refer to Noteolthé Consolidated Financial Statements for a moneplete description of the restatement
adjustments. The following information should badén conjunction with our audited Consolidateddricial Statements and related notes
included in our 2003 amended Annual Report on FbdAK.

Management of the Company is ultimately respondinig@reparing and presenting the Company'’s finalnstiatements in accordance
with GAAP. As part of these processes, we consuli#iul Ernst & Young LLP in their capacity as oudependent auditors regarding the
application of GAAP. In particular, we consultediwirnst & Young LLP regarding certain of the reatate sales transactions with
continuing involvement, accounting for the MOPPRSBtcextinguishment in 2003, accounting for minokitterest in the Operating
Partnership, and accounting for the compensatists¢o be recognized in 2004 in connection withréteement of the Company’s former
CEO.

During the three months ended March 31, 2004, aqpately 84.9% of our rental revenue was derivedfiour office properties. As a
result, while we own and operate a limited numbendustrial and retail properties, our operatiegults depend heavily on successfully
leasing our office properties. Furthermore, sinashof our office properties are located in Floyi@&orgia and North Carolina, employment
growth in those states is and will continue to bénaportant determinative factor in predicting duture operating results.

The key components affecting our revenue streamaaege occupancy and rental rates. During thiespasral years, as the average
occupancy of our portfolio has decreased, our ganmgerty rental revenue h
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declined. Average occupancy generally increasdagltimes of improving economic growth, as our iyiio lease space outpaces vacancies
that occur upon the expirations of existing leasgsle average occupancy generally declines durmgs of slower economic growth, when
new vacancies tend to outpace our ability to lspsee. Asset acquisitions and dispositions alsadtngur rental revenues and could impact
our average occupancy, depending upon the occupmarcgntage of the properties that are acquirealok

Whether or not our rental revenue tracks averagapgancy proportionally depends upon whether remtieunew leases are higher or
lower than the rents under the previous leasesaVvheage straight-lined rate per square foot onleages signed during the quarter ended
March 31, 2004 in our Wholly Owned Properties wa9®lower than the average rate per square foth®@expiring leases. A further
indicator of the predictability of future revenueghe expected lease expirations of our portf@liar average office lease term, excluding
renewal periods, is 4.5 years. Leases that wilirexguring the last nine months of 2004 and whiatehnot been renewed as of March 31,
2004, approximate 3.7 million square feet of spates square footage represents approximately 12f78ar annualized revenue. As of
September 30, 2004, based on our leasing effante $december 31, 2003 and on other activity suaadyg lease terminations, the
occupancy rate for our Wholly Owned Properties iovpd to 83.2%. As a result, in addition to seekinncrease our average occupancy by
leasing current vacant space, we also must coraterdur leasing efforts on renewing leases on iexpspace. For more information
regarding our lease expirations, see “Propertiesase Expirations.”

Our expenses primarily consist of depreciation amartization, general and administrative expensegal property expenses and
interest expense. Depreciation and amortizati@nrien-cash expense associated with the ownershgabproperty and generally remains
relatively consistent each year, unless we buyebmassets, since we depreciate our propertiesstramht-line basis. General and
administrative expenses, net of amounts capitaretiexcluding retirement compensation, consisbgriiy of management and employee
salaries and other personnel costs, corporate eadrand long term incentive compensation. Rentgdgrty expenses are expenses assoc
with our ownership and operating of rental progartind include variable expenses, such as commamaintenance and utilities, and fixed
expenses, such as property taxes and insurance &dimese variable expenses may be lower as @nag® occupancy declines, while the
fixed expenses remain constant regardless of aerecupancy. Interest expense depends upon thendiwfoour borrowings, the weighted
average interest rates on our debt and the amapitatized on development projects.

We also record income from our investments in usobdated affiliates, which are our joint ventussept for one joint venture which
is included in our Consolidated Financial Staterm@sta result of our continuing involvement with groperties — see Note 3 to the
Consolidated Financial Statements. We record iniitgdn earnings of unconsolidated affiliateslir proportionate share of the unconsolid
joint venture’ net income or loss. During the first quarter 602, income earned from our unconsolidated jointwes aggregated $1.3
million, which represented approximately 26.0% of total net income.

Additionally, Statement of Financial Accounting Sdards (“SFAS”) No. 144 “Accounting for the Impaient or Disposal of Long-
Lived Assets”, requires us to record net incomeiraa from properties sold or held for sale semdyats “income from discontinued
operations.” As a result, we separately recordmaee and expenses from these properties. Durinthtee months ended March 31, 2004,
income, including gains and losses from the salgraerties, from discontinued operations accoufaedpproximately 73.0% of our total
net income.

Liquidity and Capital Resources

We incur capital expenditures to lease space t@astomers and to maintain the quality of our proee to successfully compete
against other properties. Tenant improvementsheredsts required to customize the space for theifspneeds of the customer. Lease
commissions are costs incurred to find space ®ictistomer. Building improvements are recurringtahposts not related to a customer to
maintain the buildings. As leases expire, we eittiempt to relet the space to an existing custanattract a new customer to occupy the
space. Generally, customer renewals require logaxihg capital than reletting to a new customewéi@r, market conditions such as supply
of available space on the market, as well as derfargpace, drive not only customer rental ratdsalgo tenant improvement costs. Leasing
capital expenditures are amortized over the terth@fease and building improvements are depretiater the appropriate useful life of the
assets acquired. Both are included in depreciaimhamortization in results of operations.
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Because we are a REIT, we are required under trerdbtax laws to distribute at least 90.0% of RET taxable income to our
stockholders. We generally use rents received tostomers to fund our operating expenses, recucapgal expenditures, debt securities,
guarantee obligations and stockholder dividendsfuid property acquisitions, development activitypailding renovations, we incur debt
from time to time. As of March 31, 2004, we had rpgmately $979.5 million of secured debt outstagdind $810.5 million of unsecured
debt outstanding. Our debt consists of mortgagé delsecured debt securities and borrowings ungie$250.0 million revolving loan (the
“Revolving Loan”). As of October 22, 2004, we h&47.3 million of additional borrowing availabiliynder our Revolving Loan and our
short-term cash needs (for the remainder of 20@ide, among other things, the funding of $9.4iomlin development activity and $2.3
million in principal payments due on our long tedebt.

Our Revolving Loan and the indenture governingautstanding long-term unsecured debt securitiel esguire us to satisfy various
operating and financial covenants and performaaties. As a result, to ensure that we do not weotlhé provisions of these debt instruments,
we may from time to time be limited in undertakirgytain activities that may otherwise be in thet b#erest of our stockholders, such as
repurchasing capital stock, acquiring additionak#s increasing the total amount of our debthoreiasing stockholder dividends. We review
our current and expected operating results, firdmandition and planned strategic actions on oy basis for the purpose of monitoring
our continued compliance with these covenants atids: While we are currently in compliance witledh covenants and ratios and expect to
remain so for the foreseeable future, we cannatigecany assurance of such continued complianceaapdailure to remain in compliance
could result in an acceleration of some or allaf debt, severely restrict our ability to incur @ahal debt to fund short- and long-term cash
needs, or result in higher interest expense. SéesN@ and 13 to the Consolidated Financial Stat&fer disclosure regarding a waiver of
and amendments to these covenants in March, Juggsfand October 2004.

To generate additional capital to fund our growthd ather strategic initiatives and to lessen thaeerahip risks typically associated w
owning 100.0% of a property, we may sell some afoperties or contribute them to joint ventuh@en we create a joint venture with a
strategic partner, we usually contribute one orermoperties that we own and/or vacant land toveynformed entity in which we retain an
interest of 50.0% or less. In exchange for our Equeninority interest in the joint venture, we geally receive cash from the partner and
retain all of the management income relating topttogperties in the joint venture. The joint ventitself will frequently borrow money on its
own behalf to finance the acquisition of and/orl@ge the return upon the properties being acqbiyate joint venture or to build or acquire
additional buildings, typically on a naecourse or limited recourse basis. We generadiynat liable for the debts of our joint ventures;ept
to the extent of our equity investment, unless aeehdirectly guaranteed any of that debt. In mases, we and/or our strategic partners are
required to guarantee customary exceptions to aoadrse liability in non-recourse loans. See Ndiethe Consolidated Financial
Statements for additional information on certaibtdguarantees.

We have historically also sold additional Commoocg&tor Preferred Stock, or issued Common Unitaitmlfadditional growth or to
reduce our debt, but we have limited those effdutsng the past five years because funds genefiaedour capital recycling program in
recent years have provided sufficient funds. Initimig we used funds from our capital recyclingépurchase Common Stock in 2003, 2002
and 2001 and Preferred Stock in 2001.

Management’s Analysis

We believe that funds from operations (“FFO”) arkeOFper share are beneficial to management andtorgesnd are important
indicators of the performance of any equity REI€cBuse FFO and FFO per share calculations excloifefactors as depreciation and
amortization or real estate assets and gains sesdsom sales of operating real estate assetst{wean vary among owners of identical assets
in similar condition based on historical cost actng and useful life estimates), they facilitatenparisons of operating performance
between periods and between other REITs. Our mamagiebelieves that historical cost accounting éal estate assets in accordance with
Accounting Principles Generally Accepted in thetddiStates (“GAAP”) implicitly assumes that theuabf real estate assets diminishes
predictably over time. Since real estate valueeatshave historically risen or fallen with markenditions, many industry investors and
analysts have considered the presentation of opgnasults for real estate companies that useriisi cost accounting to be insufficient by
themselves. As a result, management believeshbaide of FFO and FFO per share, together withettpgired GAAP presentations, provides
a more complete understanding of the Company’opednce relative to its competitors and a moreriméa and appropriate basis on which
to make decisions involving operating, financing @amvesting activities. See “Funds From Operatibns.
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R ESuLTS oF O PERATIONS

On January 1, 2002, we adopted SFAS No. 144. Axithesl in Note 7 to the Consolidated Financial Stants, we reclassified the
operations and/or gain/(loss) from disposal ofaiarproperties to discontinued operations for atigds presented if the operations and cash
flows have been or will be eliminated from our oimgpoperations and we will not have any significamhtinuing involvement in the
operations after the disposal transaction and thpgsties were either sold during 2003 and 2004are held for sale at March 31, 2004.
Accordingly, properties sold during 2003 and 20k did not meet certain conditions as stipulate@BAS No. 144 were not reclassified to
discontinued operations.

The following table sets forth information regamgliour restated results of operations for the thmeaths ended March 31, 2004 and
2003 ($ in millions):

Three Months Ended March 31,

% of

$ Change Change
2004 2003
Rental and other revenues $ 120.¢ $ 127« $ (6.5 (5.)%
Operating expenses
Rental property and other expen 44.¢ 43.5 1.1 2.3
Depreciation and amortizatic 36.C 36.5 (0.5 (1.9
General and administratiy 10.7 4.€ 6.1 132.¢
Total operating expens 91.2 84.€ 6.7 7.8
Interest expense
Contractua 27.2 30.1 (2.9 (9.6)
Amortization of deferred financing cos 1.1 0.¢ 0.2 22.2
Financing obligation 4.7 4.9 (0.2 (4.7
33.C 35.¢ (2.9 (8.1
Other income/(expense)
Interest and other incon 1.7 1.2 0.t 417
Loss on debt extinguishme — (14.7) 14.7 (100.0
1.7 (13.5) 15.2 (112.¢)
Loss before disposition of property, c-venture expense, minority interes
and equity in earnings of unconsolidated affiliates .7 (6.€) 4.9 (74.2)
Gains on disposition of property, r 1.C 0.8 0.2 25.C
Cao-venture expens — (2.2 2.1 (200.0
Minority interest in the Operating Partners 0.7 1.€ (0.9 (56.9)
Equity in earnings of unconsolidated affilia 1.3 1.1 0.2 18.2
Income/(loss) from continuing operations 1.3 (5.2 6.5 125.(
Discontinued operation
Income from discontinued operations net of minc
interest 0.2 1.1 (0.9 (81.9)
Gain/(loss) on sale of discontinued operationsohetinority interes 3.4 — 3.4 100.(
3.€ 1.1 2.5 227.%
Net income/(loss) 4.9 4.2 9.C (219.%)
Dividends on preferred stox (7.7 (7.7 — —
Net loss attributable to common stockholder: $ 2.9 $ (11.9) $ 9cC (76.9%

Rental and Other Revenues

The decrease in rental and other revenues was filsirttee result of the effect of properties sold2®04 and 2003 that were not
accounted for as discontinued operations. The dserim average occupancy rates was primarily dt reflSlease expirations and early lease
terminations. In addition, recovery income fromtagr operating expenses has decreased in therttorths ended March 31, 2004 due



lower occupancy.

42



Table of Contents

During the three months ended March 31, 2004, 26ored generation leases representing 1.9 millioarggfeet of office, industrial a
retail space were executed in our Wholly Owned Bridgs. The average rate per square foot on a Gl#esis over the lease term for these
leases was 0.9% lower than the rent paid by previogtomers.

As of the date of this filing, we are beginningste a modest improvement in employment trenddemwaf our markets and an
improving economic climate in the Southeast. Thee been modest positive absorption of office spao@ost of our markets during the last
five quarters. Accordingly, we expect our occuparatg to increase modestly during the remaind@06#.

Operating Expenses

The increase in rental and other operating expensescontinuing operations (real estate taxestiai, insurance, repairs and
maintenance and other property-related expensigsaply resulted from (1) general inflationary ieeses particularly salaries, benefits,
utility costs, real estate taxes and insurance(2nthe fact that certain fixed operating expergsegaot vary with net changes in our occupa
percentages, such as real estate taxes, insurade#ility rate changes. Partly offsetting theseréases was a decrease in rental and other
operating expenses from continuing operations op@rties sold in 2004 and 2003 that were not adeolufor as discontinued operations.

Rental and other operating expenses as a percesftagietal and other revenues increased from 34at%he three months ended Ma
31, 2003 to 36.9% for the three months ended Maigt2004. The increase was a result of increasesial and other operating expenses as
described above and a decrease in rental andrethemues as described above.

Excluding the effects of property acquisitions @pwsitions, we expect rental and other operatikpgeses to increase slightly in the
remainder of 2004 due to inflationary increases@lwith increases in certain fixed operating expsrthat do not vary with occupancy.

The decrease in depreciation and amortization ftominuing operations is primarily related to thegerties sold in 2004 and 2003 t
were not accounted for as discontinued operatilightly offsetting this decrease is an increasediitding, leasing commissions and tenant
improvement expenditures and the write-off of defdreasing costs and tenant improvements for mest®who vacated their space prior to
lease expiration.

General and administrative expenses, net of amaanpitalized, were $6.1 million higher in the threenths ended March 31, 2004
compared to the same period of 2003. Of the tatakase, $3.2 million relates to the cost of aeetent package for our Chief Executive
Officer, as described in Note 12 to the Consolidd&mancial Statements. The remaining $2.9 millimrease was caused by (1) increased
costs of personnel and consultants in connectidim wiplementing the Sarbanes-Oxley Act, (2) higbeg term incentive compensation
costs, (3) a credit to G&A expenses in 2003 frottlesment of a litigation matter, and (4) higherasgl fringe benefit and employee relocation
costs.

In the remainder of 2004, general and administeagixpenses are expected to significantly increasgared to 2003 due to inflatione
increases in compensation, benefits and other eggarlated to the implementation of the Sarbangsy@\ct, professional fees and other
costs related to consideration of a strategic &etinen that were incurred largely in the third gaa2004, and professional fees and other «
related to the restatement of the Company'’s fir@rstatements incurred in the third and fourth tgrar In addition, in the second quarter of
2004, general and administrative expenses wilLishe!l$1.4 million, which represents the second guaetcognition of the retirement package
for our CEO.

Interest Expense

Contractual interest expense decreased by $2.mmduring the three months ended March 31, 2004. decrease was primarily due
lower average interest rates on outstanding debtlyndue to a debt refinancing completed in Decam20€3. This decrease was partially
offset by (1) higher average debt balances in 2@0ddpared to 2003 and (2) by slightly lower capidi interest in 2004 compared to 2003
due to lower average construction and developmestsc
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Interest expense on financing obligations decrehgekD.2 million for the three months ended Mardh 2004 as compared to the three
months ended March 31, 2003 — see Note 3 to thedlidated Financial Statements for additional infation on real estate sales that are
accounted for as financing transactions. The dseresaprimarily due to only two months of activioy the Orlando City Group of MG-HIW,
LLC in 2004 as a result of our repurchase on Ma&;,ck004.

Total interest expense is expected to declinearrémainder of 2004 primarily due to (1) the Decent003 refinancing of certain long
term debt with new borrowings that have lower iegtrates, (2) the June 2004 refinancing of theJpion Notes with borrowings on the
Company'’s Revolving Loan which currently has loviteating rate interest, (3) the purchase of outrpats interest in the Orlando City
Group properties in MG-HIW, LLC in March 2004 whieliminated interest on the $62.5 million financisigligation, and (4) the sale of a
60.0% interest in these Orlando properties in A0@# to a joint venture and the resultant elimorabf interest from the related $136.2
million of secured debt. These transactions areudised in the footnotes to the Consolidated FimdStatements. This decline may be
slightly offset by any increases in average delarmes resulting from acquisitions or other adtgit

Other Income/Expense

The increase in interest and other income is pilynaglated to the interest received during theeéhmonths ended March 31, 2004
related to a note receivable acquired in conneatitim the disposition of certain properties in 2088d higher interest rates earned on cash
reserves.

Loss on debt extinguishment decreased $14.7 milimm first quarter 2003 to first quarter 2004 daghe $14.7 million loss recorded
in the first quarter 2003 related to the MOPPRS defirement transaction described in Note 11 &@onsolidated Financial Statements.

Gains on Disposition of Property; Co-venture Expense; Minority I nterest; Equity in Earnings of Unconsolidated Affiliates
Gains on disposition of properties, net, excludjais or losses from discontinued operations, stewsiof the following (in millions):

Three Months Ended

March 31,
2004 2003
Gains on disposition of land, n $ 11 $ 1C
Losses on disposition of depreciable propel (0.7 (0.2
Total $ 1.C $ 0.8

Co-venture expense relates to the operations dfitaeHIW, LLC non-Orlando City Group properties whigvere accounted for as a
profit-sharing arrangement until July 2003. Therdase in co-venture expense is due to our aceprigifi our partner’s interest in the non-
Orlando City Group properties in July 2003 andrgsultant elimination of recording co-venture exgeas of that date.

Minority interest in the continuing operations inee of the Operating Partnership, after preferrathpaship unit distributions,
decreased from $1.6 million in the first quarte20603 to $0.7 million in the first quarter of 20Bdcause of a corresponding reduction in the
Operating Partnership’s loss from continuing operst

Discontinued Operations

In accordance with SFAS No. 144, we classified medrom discontinued operations of $0.2 million &1d1 million, net of minority
interest, as discontinued operations for the thmeaths ended March 31, 2004 and 2003, respectiVielse amounts pertained to 0.9 million
square feet of property, 4 apartment units and8l@@res of revenue-producing land sold during 2082004 and 0.1 million square feet of
property and 88 apartment units held for sale attM&1, 2004. These amounts exclude a gain oralbeo§these properties, net of
impairment charges related to discontinued opearatiof $3.4 million, net of minority interest, ine three months ended March 31, 2004. No
significant amount was classified as discontinugérations in the three months ended March 31, 2003.
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Preferred Stock Dividends
We recorded $7.7 million in preferred stock dividerin each of the three months ended March 31, 2664003.

Net Income

We recorded net income in the first quarter of 20084.9 million, compared to a net loss of $4.1lion in the first quarter of 2003. T
increase of $9.0 million was primarily due to teearding of a $14.7 million loss on debt extingnismt in the first quarter of 2003 partially
offset by the effect of properties sold in 2004 2003 that were not accounted for as discontinyedations and the recorded cost of the
retirement package for our Chief Executive OffizeR004, an increase in rental property operatipgeases and an increase in depreciation
and amortization. In the remainder of 2004, we ekpet income to be lower as compared with 2003tdwsdightly rising average occupancy,
pressure on GAAP rental rates, impairment lossewded in the second quarter related to a buildirthe Highwoods Preserve Office Park
and 30.0 acres of land in suburban Baltimore, Marg] higher depreciation and amortization, highieperty operating costs, and higher
general and administrative costs (including theai@ing expense to be recorded in the second quassearciated with the retirement package
of our Chief Executive Officer, professional fe@slather costs related to consideration of a gjiateansaction and professional fees and
other costs related to the restatement of the Cogipéinancial statements), which amounts shouldffiget by lower interest expense and
settlement of the Company’s bankruptcy claim agaisrldCom as more fully described in Note 13 tn€aidated Financial Statements.
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L 1QuibiTY AND C APITAL R ESOURCES

Statement of Cash Flows

As required by GAAP, we report and analyze our dbsirs based on operating activities, investingwvitéés and financing activities.
The following table sets forth the changes in tlen@any’s restated cash flows from the first thremths of 2003 to the first three months of
2004 ($ in thousands):

Three Months Ended

March 31,
2004 2003 Change
Cash Provided By Operating Activiti $ 35,96: $41,78 $ (5,825
Cash Used In Investing Activitie (16,460 (22,345 5,88¢
Cash Used In Financing Activitie (23,416 (20,437 (22,979
Total Cash Flow: $ (3,919 $ 9,00¢ $(12,919

In calculating cash flow from operating activiti€&AAP requires us to add depreciation and amoitizatvhich are non-cash expenses,
back to net income. As a result, we have histdsigggnerated a significant positive amount of ciasm operating activities. From period to
period, cash flow from operations depends primarggn changes in our net income, as discussed fulreinder “Results of Operations,”
changes in receivables and payables, and net@uklidir decreases in our overall portfolio, whideetfthe amount of depreciation and
amortization expense.

Cash provided by or used in investing activitiesagally relates to capitalized costs incurred éasing and major building
improvements, and our acquisition, developmenfation and joint venture activity. During perioafssignificant net acquisition and/or
development activity, our cash used in such inmgsdictivities will generally exceed cash providgdrivesting activities, which typically
would consist of cash received upon the sale gigntées or distributions from our joint ventures.

Cash used in financing activities generally relatestockholder dividends, incurrence and repayrmédebt and sales or repurchases of
common stock and preferred stock. As discussedqursly, we use a significant amount of our casfuta stockholder dividends. Whethel
not we incur significant new debt during a periegpends generally upon the net effect of our adipisidisposition, development and joint
venture activity. We use our Revolving Loan for Wiog capital purposes, which means that duringgiwngn period, in order to minimize
interest expense associated with balances outstandider the Revolving Loan, we will likely recaiginificant repayments and borrowings
under the Revolving Loan.

The decrease of $5.8 million in cash provided bgrating activities was primarily a result of lowest income due to the disposition of
certain properties under our capital recycling paog, a decrease in average occupancy rates fabally Owned Portfolio and an increase
in general and administrative expenses. In additiomlevel of net cash provided by operating & is affected by the timing of receipt of
revenues and payment of expenses.

The decrease of $5.9 million in cash used in inmgsctivities was primarily a result of an increas additions to real estate assets of
approximately $2.7 million and a $10.0 million cabtition to the Highwoods KC Glenridge Office, L#irjt venture. These increases were
partially offset by an increase in proceeds frospdsitions of real estate assets of approximatEy4smillion.

The increase of $13.0 million in cash used in foiag activities was primarily a result of the settlent of the MG-HIW, LLC financing
obligation during the three months ended March28D4. This increase is partly offset by an increzs%20.7 million in net borrowings on
the Revolving Loan and mortgages and notes payalilecrease of $9.9 million in distributions pamdammmon stock and units and a loss on
extinguishment of debt of $14.7 million relatedte MOPPRS refinancing during the three months @éndarch 31, 2003.

In 2004, we expect to continue our capital recygfimogram of selectively disposing of non-core gnbies or other properties in order
to use the net proceeds for investments or othgroses. At March 31, 2004, we had 1.5 million sgUaet of properties, 88 apartment units
and 81.5 acres of land classified as held for gafeuant to SFAS No. 144 with a carrying value 2E%5 million. These transactions are
subject to customary closing
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conditions, including due diligence and documentatand are expected to close during the remawid2004. However, we can provide no
assurance that all these transactions will be consated. As of September 30, 2004, we have closetiore of these transactions consisting
of 1.4 million square feet of properties and 2&fea of land.

During the remainder of 2004, we expect to havetipescash flows from operating activities. The nash flows from investing
activities in the remainder of 2004 could be pwgsitr negative, depending on the level and timingroperty dispositions, property
acquisitions, development and capitalized leasimyimprovement costs. Any positive cash flows froperating and investing activities in
the remainder of 2004 are expected to be usedytstpakholder and unitholder distributions, reqdickebt amortization, and recurring capital
expenditures.

Capitalization
The following table sets forth our capitalizationaf March 31, 2004 and December 31, 2003 (in thods, except per share amounts):

December 31

March 31,
2004 2003
Mortgages and notes payable, at recorded book $1,790,03" $1,717,76!
Financing obligation $ 62,99 124,06:
Preferred stock, at redemption va $ 377,44¢ $ 377,44!
Common Stock and Units outstandi 59,771 59,671
Per share stock price at period ¢ $ 2621 $ 254
Market value of common equi $1,566,75! $1,515,79
Total market capitalization with debt and obligat $3,797,23.  $3,735,06!

Based on our total market capitalization of appreately $3.8 billion at March 31, 2004 (at the MaBdh 2004 per share stock price of
$26.21 and assuming the redemption for shares win@mn Stock of the 6.1 million Common Units in thpe@ating Partnership not owned by
the Company), our mortgages and notes payablesemed approximately 47.1% of our total markettedipation. Mortgages and notes
payable at March 31, 2004 was comprised of $97%l®mof secured indebtedness with a weighted agerinterest rate of 6.3% and $810.5
million of unsecured indebtedness with a weightegtage interest rate of 5.8%. As of March 31, 2@4,outstanding mortgages and notes
payable were secured by real estate assets wibhgnegate carrying value of approximately $1.6dmill

We do not intend to reserve funds to retire exgsiacured or unsecured debt upon maturity. Forre wmmplete discussion of our long-
term liquidity needs, see “Liquidity and Capitald®erces - Current and Future Cash Needs.”
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The following table sets forth a summary regarding known contractual obligations at March 31, 2(64housands):

Payments Due By Period

Through
Remainder
Total of 2004 2005 2006 2007 2008 Thereafter
Fixed Rate Debt: (1)
Unsecured
Put Option Note(2) $ 100,00( $10000( $§ — $ — $ — & — & —
Notes 460,00( — — 110,00( — 100,00(  250,00(
Secured:
Mortgage Loans Payah(3) 774,69: 9,71¢ 87,17( 78,397 18,13¢ 14,63¢ 566,63:
Total Fixed Rate Det 1,334,69. 109,71¢ 87,17( 188,39° 18,13¢ 114,63t 816,63
Variable Rate Debt:
Unsecured:
Term Loan 120,00( — 120,00( — — — —
Revolving Loar 130,50( — — 130,50( — — —
Secured:
Mortgage Loans Payab(3) 204,84! 164 201,23! 294 3,152 — —
Total Variable Rate Det 455,34! 164 321,23! 130,79« 3,152 — —
Total Long Term Dek 1,790,03" 109,88( 408,40* 319,19: 21,29: 114,63t 816,63«
Operating Lease Obligations:
Land Lease 48,07t 94t 1,27: 1,21z 1,19¢ 1,19/ 42,25¢
Purchase Obligations:
Completion Contract(4) 17,10( 17,10( — — — — —
Other Long Term Liabilities Reflected on the Balane
Sheet:
Plaza Colonnade Debt Repayment Guara(4) 2,46¢ — — 2,46¢ — — —
Plaza Colonnade Completion Guarar(4) 37¢€ — 37€ — — — —
Highwoods DLF 97/26 DLF 99/32, LP Lease
Guarante«(4) 85& — — — — 85¢ —
Capital One Lease Guarani(5) 3,051 1,64¢ — 334 36¢ 37¢ 321
Industrial Portfolio Lease Guarant(5) 2,21¢ 721 991 50¢€ — — —
SF-HIW Harborview Financing Obligatio(6) 13,50: — — — — — 13,50:
Eastshore Financing Obligati(6) 28,85¢ — — — 28,85¢ — —
Tax Increment Financing Obligati(7) 20,63 687 77t 863 91z 97€ 16,41¢
DLF Note Payabl(8) 3,23¢ 14z 21€ 25C 28€ 32t 2,01¢€
Total $1,930,41: $131,12! $412,03¢ $324,82! $52,91. $118,36¢ $891,14¢

(1) The Operating Partnership’s unsecured not&60.0 million bear interest at rates ranging fid@P6 to 8.125% with interest payable
semi-annually in arrears. Any premium and discaat#ted to the issuance of the unsecured noteshiemwith other issuance costs is
being amortized over the life of the respectiveesas an adjustment to interest expense. All ofitisecured notes, except for the Put
Option Notes, are redeemable at any time priordtunity at our option, subject to certain condiancluding the payment of make-
whole amounts. Our fixed rate mortgage loans gdlgeaee either locked out to prepayment for albgportion of their term, or are pre-
payable subject to certain conditions includingopsenent penaltie:

(2) See Note 13 to the Consolidated Financial Statesnétthough not contractually due, the Put Optiotes were retired in June 20(

(3) The mortgage loans payable were secured byestale assets with an aggregate carrying valapgrbximately $1.6 billion at March
31, 2004

(4) See Note 9 to the Consolidated Financial Statem

(5) These liabilities represent gains that weredetl in accordance with SFAS No. 66 when we dudé properties to a third party. We
defer gains on sales of real estate up to our maximxposure to contingent loss. See Note 9 to tresdlidated Financial Statemer

(6) These liabilities represent our financing oétign to either our partner in the respective joimture or the third party buyer as a result
of accounting for these transactions as financimangements. See Note 3 to the Consolidated FiabBtatement:

(7) In connection with Tax Increment Financing for dpbastion of a public garage related to an officdding constructed b
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us, we are obligated to pay fixed special assessnoerr a 20-year period. The net present valibkesfe assessments, discounted at
6.93%, is shown as a Financing Obligation in tHaree sheet. We also receive special tax revemaepraperty tax rebates which are
intended, but not guaranteed, to provide fundsatothe special assessments.

(8) Represents a fixed obligation which we owe mantner in Highwoods DLF 98/29, LP. This amountsarérom an excess contribution
from our partner at the formation of the joint vanet

Refinancings in 2004

In 1997, a trust formed by the Operating Partnershid $100.0 million of Exercisable Put Option @#tes due June 15, 2004 (“X-
POS"). The assets of the trust consisted of, anotimgr things, $100.0 million of Exercisable PutiOptNotes due June 15, 2011 (the “Put
Option Notes”), issued by the Operating Partnershiig Put Option Notes bore an interest rate d3%.1from the date of issuance through
June 15, 2004. In connection with the initial issz@of the Put Option Notes, a counter party wastgd an option to purchase the Put Of
Notes from the trust on June 15, 2004 at 100.0%eprincipal amount. The counter party exerciségslaption and acquired the Put Opt
Notes on June 15, 2004. On that same date, the &vomgxercised its option to acquire the Put Optiotes from the counter party fol
purchase price equal to the sum of the presenéwaflthe remaining scheduled payments of prinapal interest (assuming an interest rate of
6.39%) on the Put Option Notes, or $112.3 millibhe difference between the $112.3 million and th@d0 million was charged to loss on
extinguishment of debt in the quarter ended Jun@@04. The Company borrowed funds from its Rev@\Jioan to make the $112.3 million
payment.

In late June 2004, we repaid $51.0 million of theréased borrowing under our Revolving Loan withcpeds from the sale of a 60.0%
interest in five office buildings in Orlando, Flda and from the sale of a building at HighwoodsEnee in Tampa, Florida. See Notes 3 and
13 to the Consolidated Financial Statements fah&urdetails of these asset sales.

Operating and Financial Covenants and Performance &tios

The terms of the Revolving Loan, the $120 milliank term loans and the indentures that govern otstanding notes require us to
comply with certain operating and financial covetsaand performance ratios. We are currently in d@npe with all such requirements.
Although we expect to remain in compliance with tegenants and ratios under our Revolving Loantemk term loans for the foreseeable
future, depending upon our future operating perforoe and property and financing transactions, waagaassure you that we will continue
to be in compliance.

If we fail to comply with these financial ratioscinther covenants, we would likely not be abledardw any further amounts under the
Revolving Loan, which could adversely affect ouiligbto fund our operations, and our lenders coatdelerate any debt outstanding under
our Revolving Loan, bank term loans or our indeatlfr our debt cannot be paid, refinanced or exadrat maturity, in addition to our failure
to repay our debt, we may not be able to makeilligions to stockholders at expected levels otlaFarthermore, if any refinancing is done
at higher interest rates, the increased intergstrese could adversely affect our cash flows anlityati make distributions to stockholders.
Any such refinancing could also impose tighter fiicial ratios and other covenants that could restrc ability to take actions that could
otherwise be in our stockholders’ best interesthsas funding new development activity, making ofpygstic acquisitions, repurchasing our
securities or paying distributions.

The following table sets forth more detailed infation about our ratio and covenant compliance utfteRevolving Loan and the ba
term loans, which have identical covenants assumhiagiew Revolving Loan had been in effect at M&th2004. If we fail to satisfy any of
the covenants detailed in the table below (inclgdhre covenants regarding non-GAAP financial mezssuch as EBITDA, Cash Available
for Distributions (“CAD”) and adjusted NOI) aftena expiration of certain cure periods, the lendeer our Revolving Loan, our bank term
loans and/or the construction loan in Kansas GityJolonnade could accelerate amounts outstanderguinder, which aggregated $263.1
million at March 31, 2004. Certain of these deforis may differ from similar terms used in the aopanying Consolidated Financial
Statements and may, for example, consider our ptiopate share of investments in unconsolidateitiaffs. For a more detailed discussion
of the covenants in our Revolving Loan, includirgfinitions of certain relevant terms, see the ¢ragieement governing our Revolving L
which is attached as Exhibit 10.14.
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March 31,
2004
Total Liabilities Less Than or Equal to 57.5% oftdloAsset: 53.3(%
Unencumbered Assets Greater Than or Equal to Ztismsecured Del 2.12
Secured Debt Less Than or Equal to 35% of Totakts 28.8%
EBITDA Greater Than 2.10 times Interest Expe 2.1¢
EBITDA Greater Than 1.50 times Fixed Char 1.6C
Adjusted NOI Unencumbered assets Greater Thant@n2s Interest on Unsecured Di 2.5¢
Tangible Net Worth Greater Than $1.577 Billi $1.6 billion
Restricted Payments, including distributions torshalders, Less Than or Equal to 95% of C 84.¢%

In March 2004, the Company amended its RevolvingrLand two bank term loans. The changes modifigdinedefinitions used in all
three loans to determine amounts that are usegntpute financial covenants and also adjusted otteedfinancial ratio covenants.

In June 2004, the Company amended its Revolving laval two bank term loans. The changes excludefiBe million charge taken
related to the refinancing of the Put Option Ndtem the calculations used to compute financialez@ants.

In August 2004 the Company further amended its Ré@wp Loan and two bank term loans. The changetudrd the effects of
accounting for three sales transactions as fingnirprofit sharing arrangements under SFAS Noa6@jescribed in Note 11 to the
Consolidated Financial Statements, from the calimra used to compute financial covenants, adjustedfinancial covenant and tempora
adjusted a second financial covenant until thaexaof December 31, 2004 or the period when the @y can record income from the
anticipated settlement of a claim against WorldCaae Note 13 to the Consolidated Financial Statésne

In early October 2004, the Company obtained a wdreen the lenders of the Company’s Revolving Laaud two bank term loans for
certain covenant violations caused by the effettheloss on debt extinguishment from the MOPPfaS8siaction in early 2003, as described
in Note 11 to the Consolidated Financial Statements

The aforementioned modifications did not changeettenomic terms of the loans. In connection wigssthmodifications, the Company
incurred certain loan costs that are capitalizetlamnortized over the remaining term of the loans.

The Revolving Loan carries an interest rate bageah its senior unsecured credit ratings. As a teisiérest currently accrues on
borrowings under the Revolving Loan at LIBOR pl@s basis points. The terms of the Revolving Loajuire the Company to pay an ann
base facility fee equal to .25% of the aggregatewarhof the Revolving Loan. The Company currentlg l credit rating of BBBassigned b'
Standard & Poor’s and Fitch Inc. In August 2003,0dg's Investor Service downgraded its assigneditcrating from Baa3 to Bal. If
Standard and Poor’s or Fitch Inc. were to lowerGoenpany’s credit ratings without a correspondimgréase by Moodsg, the interest rate ¢
borrowings under the Company’s Revolving Loan wduddautomatically increased by 60 basis points.

As of March 31, 2004, the Operating Partnership iwa®mpliance with the ratio and covenant requéata under the Operating
Partnership’s indenture.
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Current and Future Cash Needs

Historically, rental revenue has been the princgmalrce of funds to meet our short-term liquidéguirements, which primarily consist
of operating expenses, debt service, stockholdédetids, any guarantee obligations and recurripgtadeexpenditures. In addition, we could
incur tenant improvements and lease commissioasegtto any releasing of space at the Highwoodselfre campus vacated by WorldCom.

In addition to the requirements discussed aboveshart-term (through the end of 2004) liquiditguéirements also include the funding
of approximately $9.4 million of our existing despment activity (as of the date of this filing) afirdt generation tenant improvements and
lease commissions on properties placed in-sergeare not fully leased. We expect to fund ourrtstesm liquidity requirements through a
combination of working capital, cash flows from ogttons and some or all of the following:

* borrowings under our unsecured Revolving Loan (Wias up to $47.3 million of availability as of Ober 22, 2004)
» the selective disposition of n-core assets or other assi

» the sale or contribution of some of our Wholly @& Properties, development projects and developlaed to strategic joint

ventures to be formed with unrelated investorsciiwill have the net effect of generating additiocepital through such sale or
contributions;

» the issuance of secured debt (at October 22, 2004ad approximately $2.2 billion of unencumbereal estate assets at cost);
» the issuance of new unsecured d

Our long-term liquidity needs generally include fhading of existing and future development acjivitelective asset acquisitions and
the retirement of mortgage debt, amounts outstgnainder the Revolving Loan and long-term unsecdedat. Our goal is to maintain a
flexible capital structure. Accordingly, we expéatmeet our long-term liquidity needs through a boration of (1) the issuance by the
Operating Partnership of additional unsecured deburrities, (2) the issuance of additional equétyusities by the Company and the
Operating Partnership as well as (3) the sourcesritbed above with respect to our shiern liquidity. We expect to use such sources tet
our long-term liquidity requirements either throudjrect payments or repayment of borrowings underninsecured Revolving Loan. As
mentioned above, we do not intend to reserve ftmdstire existing secured or unsecured indebtesdapsn maturity. Instead, we will seek
refinance such debt at maturity or retire such dedatugh the issuance of equity or debt securities.

We anticipate that our available cash and cashvetguits and cash flows from operating activitieghwash available from borrowings
and other sources, will be adequate to meet outatamd liquidity needs in both the short and leegn. However, if these sources of funds
are insufficient or unavailable, our ability to pdiyidends to stockholders and satisfy other caghents may be adversely affected.

Stockholder Dividends

To maintain our qualification as a REIT, we mustdbute to stockholders at least 90.0% of our Rtakiable income. REIT taxable
income, the calculation of which is determined by tederal tax laws, does not necessarily equahnetme under GAAP. We generally
expect to use our cash flow from operating actsifior dividends to
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stockholders and for payment of recurring capixplemditures. Future dividends will be made at tiserétion of our Board of Directors. The
following factors will affect our cash flows and;ardingly, influence the decisions of our Boardafectors regarding dividends:

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

» changes in rents attributable to the renewal dftang leases or replacement lea:

» changes in occupancy rates at existing propentideaecution of leases for newly acquired or deyatioproperties; an

» operating expenses and capital replacement newdisding tenant improvements and leasing ct

Share and Unit Repurchase Program

As of March 31, 2004, we had repurchased 12.4anilihares of Common Stock and Common Units at ghtexd average purchase
price of $24.00 per share and a total purchase pifi$297.1 million under our repurchase progranmddtermining whether or not to
repurchase additional capital stock, we will coesjdamong other factors, the effect of repurchasesur liquidity and the price of our
Common Stock. No shares of Common Stock were répsed during the quarter ended March 31, 2004.

Off Balance Sheet Arrangements

The Company has several off balance sheet joirtuvermnd guarantee arrangements. The joint ventuees formed with unrelated
investors to generate additional capital to funapprty acquisitions, repay outstanding debt or fatir strategic initiatives and to lessen the
ownership risks typically associated with ownin@ I of a property. When we create a joint ventwith a strategic partner, we usually
contribute one or more properties that we ownewly formed entity in which we retain an intere660.0% or less. In exchange for an
equal or minority interest in the joint venture, generally receive cash from the partner and rete@rmanagement income relating to the
properties in the joint venture. For financial repag purposes, the sales of assets we sold twfwar joint ventures are accounted for as
financing arrangements.

At March 31, 2004, our unconsolidated joint vensunad $587.9 million of total assets and $387.8anilof total liabilities. Our
weighted average equity interest based on theastadts of these unconsolidated joint venturesa®@d®6. During the first quarter of 2004,
these unconsolidated joint ventures earned $21&omibf total net income of which our share was3illion. For additional discussion of
our unconsolidated joint ventures, see Note 2 éQbnsolidated Financial Statements.

As required by GAAP, we use the equity method ebaating for our unconsolidated joint ventures imiein we exercise significant
influence but do not control the major operatindg &nancial policies of the entity regarding encieribg the entities with debt and the
acquisition and disposal of properties. As a resit assets and liabilities of these joint verdue not included on our balance sheet and the
results of operations of these joint ventures aténtluded on our income statement, other thaggagty in earnings of unconsolidated
affiliates. Generally, we are not liable for théotieof our joint ventures, except to the extendwf equity investment, unless we have directly
guaranteed any of that debt. In most cases, we@aadr strategic partners are required to guaracustmary limited exceptions to non-
recourse liability in non-recourse loans.
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As of March 31, 2004, our unconsolidated joint weas had $370.4 million of outstanding debt. THWing table sets forth the
principal payments due on that outstanding longitéebt as recorded on the respective joint vergureoks at March 31, 2004 ($ in
thousands):

Perceni
Owned Remainder
Total of 2004 2005 2006 2007 2008 Thereafter

Board of Trade Investment Compa 49.0% $ 704 $ 13¢ $ 19¢ $ 21t $ 152 $ — $ —
Dallas County Partne(1) 50.0(% 37,76 73z 1,041 4,41¢ 13,33: 5,76¢ 12,47¢
Dallas County Partners (1) 50.00% 22,16¢ 94: 1,37¢ 1,522 1,68¢ 1,86: 14,77¢
Fountain Thre(1) 50.0(% 29,65: 83t 1,17 1,24: 1,31¢ 6,40( 18,687
RRHWoods, LLC(1) 50.0(% 66,31: 27¢ 403 431 4,241 381 60,57¢
4600 Madison Associates, | 12.5(% 16,54¢ 53¢ 762 81t 87:¢ 93t 12,62t
Highwoods DLF 98/29, LI 22.81% 66,98¢ 78: 1,10% 1,18¢ 1,26¢ 1,35¢ 61,29(
Highwoods DLF 97/26 DLF 99/32, L 42.9% 58,85¢ 541 77C 831 897 96¢ 54,84¢
Highwood:«-Markel Associates, LL( 50.00% 39,90: 45¢ 643 682 722 76€ 36,62¢
Concourse Center Associates, L 50.0(% 9,652 13z 18¢ 20z 217 232 8,67¢
Plaza Colonnade, LL! 50.0(% 21,63 — — — 21,63 — —
Highwoods KC Glenridge, LL( 40.0(% 25C — — 25C — — —
Total $370,42((2) $ 5,381 $7,66( $11,79: $46,33: $18,66¢ $280,58¢

(1) Des Moines joint venture

(2) All of this joint venture debt is non-recouttseus except (1) in the case of customary except@ntaining to such matters as misuse of
funds, environmental conditions and material miggepntations and (2) those guarantees and loaostobin the following
paragraphs

In connection with the Des Moines joint ventures, guaranteed certain debt and the maximum potentialint of future payments we
could be required to make under the guaranteezGi$nillion. Of this amount, $8.6 million aroserin housing revenue bonds that require
credit enhancements in addition to the real estattégages. The bonds bear a floating interest wdigh currently averages 0.97% and
mature in 2015. Guarantees of $9.5 million will egpupon two industrial buildings becoming 93.8% &5.0% leased or when the related
loans mature. As of March 31, 2004, these buildingee 90.0% and 64.0% leased, respectively. Thaireng $7.2 million in guarantees
relate to loans on four office buildings that war¢he lease-up phase at the time the loans wéiat@d. Each of the loans will expire by May
2008. The average occupancy of the four buildiniddach 31, 2004 is 92.0%. If the joint ventures anable to repay the outstanding
balance under the loans, we will be required, utideterms of the agreements, to repay the outstamdlance. Recourse provisions exist to
enable us to recover some or all of our losses ti@joint ventures’ assets and/or the other parfifee joint ventures currently generate
sufficient cash flow to cover the debt service isgpiby the loans.

In connection with the RRHWoods, LLC joint ventuves renewed our guarantee of $6.2 million to a hanluly 2003; this guarantee
expires in August 2006 and may be renewed by us.bEmk provides a letter of credit securing indaktevenue bonds, which mature in
2015. We would be required to perform under theagputee should the joint venture be unable to reépayonds. We have recourse provis
in order to recover from the joint venture’s assetd the other partner for amounts paid in excéesioproportionate share. The property
collateralizing the bonds is 100.0% leased andeatlyr generates sufficient cash flow to cover thbtdervice required by the bond financi

With respect to the Plaza Colonnade, LLC joint uesitwe have included $2.8 million in other liatd#ls and adjusted the investment in
unconsolidated affiliates by $2.8 million on ourrGolidated Balance Sheet at March 31, 2004 relatédo separate guarantees of a
construction loan agreement and a construction te&tiop agreement. The construction loan maturd=imruary 2006, with two one-year
options to extend the maturity date that are camthd on completion and lease-up of the projece Trm of the construction completion
agreement requires the core and shell of the Imgjlth be completed by December 15, 2005. Curretthtéybuilding is scheduled to be
completed in December 2004. Both guarantees arosethe formation of the joint venture to constrantoffice building. If the joint venture
is unable to repay the outstanding balance undecdhstruction loan agreement or complete the nertgin of the office building, we would
be required, under the terms of the agreementsptay our 50.0% share of the outstanding balandernthe construction loan and complete
the construction of the office building. On Mard, 2004, the Industrial Development Authority of ity of Kansas City, Missouri issued
$18.5 million in non-recourse bonds to finance puishprovements made by the joint venture for teaddit of the Kansas City Missouri
Public Library. Since the joint venture leasesltral for the office
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building from the library for 99 years, the joirgnture is obligated to build certain public imprments. The net bond proceeds of $16.3
million will be used to reimburse the joint ventdoe its costs. As funds are transferred from thedfund to the construction lender, our
exposure is reduced. The maximum potential amolufuttore payments by us under these agreemen7i$ $nillion if the construction loan
is fully funded. No recourse provisions exist thaiuld enable us to recover from the other partnesunts paid under the guarantee.
However, given that the loan is collateralized thy building, we and our partner could obtain agditiate the building to recover the amol
paid should we be required to perform under theantae.

In addition to the Plaza Colonnade, LLC constructaman and completion agreement described abogeattners have collectively
provided $12.0 million in letters of credit, $6.0lllon by us and $6.0 million by our partner. Wedaour partner would be held liable under
the letter of credit agreements should the joimtwee not complete construction of the buildingeTétters of credit expire in December 31,
2004. No recourse provisions exist that would emaisito recover from the other partner amounts navder the letter of credit. The
building is nearing completion and the first tenamgxpected to take occupancy in the fourth quafte004.

In the Highwoods DLF 97/26 DLF 99/32, LP joint verd, a single tenant currently leases an entirglibgi under a lease scheduled to
expire June 30, 2008. The tenant also leases gpatieer buildings owned by us. In conjunction wath overall restructuring of the tenant’s
leases with us and with this joint venture, we adr® certain changes to the lease with the jantwre in September 2003. The modificat
include allowing the tenant to terminate the lemsdanuary 1, 2006, reducing the rent obligatiob®p% and converting the “net” lease to a
“full service” lease with the tenant liable for 50.0% of thesdxbeginning January 1, 2006. In turn, we agreambiopensate the joint vent
for any economic losses incurred as a result aigtease modifications. Based on the lease guaragteement, we recorded approximately
$0.9 million in other liabilities and recorded deteed charge of $0.9 million in September 2003wideer, should new tenants occupy the
vacated space during the two and a half year gtegeriod, our liability under the guarantee walitdinish. Our maximum potential
amount of future payments with regards to this gogge is $1.1 million. No recourse provisions etdstnable us to recover the amounts paid
to the joint venture under this lease guarantesngament.

On February 20, 2004, we and Kapital-Consult, aopean investment firm, formed Highwoods KC GlenedgLC, which on February
26, 2004, acquired from a thighrty Glenridge Point Office Park, consisting obteffice buildings aggregating 185,000 square ligedted ir
the Central Perimeter sub-market of Atlanta. Thitdings are currently 91.1% occupied. We contrilu$d 0.0 million to the joint venture in
return for a 40.0% equity interest and KapiEadnsult contributed $14.9 million for a 60.0% egitterest in the partnership. The joint ven
entered into a $16.5 million 10-year secured loathe assets. We are the manager and leasingfagémis property and receive customary
management fees and leasing commissions. The &mjuesso includes 2.9 acres of development ldnrad tan accommodate 150,000 square
feet of office space.

RRHWOODS, LLC and Dallas County Partners each dgesl a new office building in Des Moines, lowa. fime 25, 2004, the joint
ventures financed both buildings with a $7.4 millioan from a bank. As an inducement to make the &t 6.3% long-term rate, we and our
partner agreed to master lease the vacant spagguarahteed $1.6 million or $0.8 million each withited recourse. As leasing improves,
the obligations under the loan agreement dimimshof June 30, 2004, we recorded $1.3 million imentliabilities and $1.3 million as a
deferred charge on our Consolidated Balance Shigetespect to this guarantee. The maximum poteateunt of future payments that we
could be required to make based on the currenedeasplace is approximately $4.8 million. The likeod of us paying on our $0.8 million
guarantee is remote since the master lease payprenide the required 1.3 debt coverage ratio dodilsl we have to pay, we would recover
the $0.8 million from other joint venture assets.

On June 28, 2004, Kapital-Consult, a European invesst firm, bought an interest in HIW-KC Orlandd,C, an entity formed by us.
HIW-KC Orlando, LLC owns five in-service office grerties encompassing approximately 1.3 millionablg square feet located in the
central business district of Orlando, Florida, whigere valued under the joint venture agreeme$242.0 million, including amounts related
to our guarantees described below, and which wesgst to a $136.2 million secured mortgage loaur. @artner contributed $41.4 million in
cash and received a 60.0% equity interest in refliia joint venture borrowed $143.0 million undegenyear fixed rate mortgage loan fror
third party lender and repaid the $136.2 millioarioWe retained a 40.0% equity interest in thet joémture and received net cash proceeds of
approximately $46.6 million of which $33.0 milliamas used to pay down our Revolving Loan and $13ll&mwas used to pay down
another loan of ours. In connection with this
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transaction, we agreed to guarantee rent to théyenture for 3,248 rentable square feet commenicirAugust 2004 and expiring in April
2011. Additionally, we agreed to guarantee re-téngrcosts for approximately 11% of the joint veefs total square footage. We recorded a
$4.1 million contingent liability with respect toch guarantee as of June 30, 2004 and reducedt#i@immount of gain recognized by the
same amount. We believe our estimate related teethenanting costs guarantee is accurate. Howdar, assumptions prove to be
incorrect, future losses may occur. The contributi@s accounted for as a partial sale as defin€sH#\S No. 66, and we recognized a $15.9
million gain in June 2004. Since we have an ongdid@% financial interest in the joint venture airice we are engaged by the joint venture
to provide management and leasing services fojotheventure, for which we receive customary mamagnt fees and leasing commissions,
the operations of these properties will not beaitfid as discontinued operations consistent withSSRo. 144 and the related gain on sale
will be included in continuing operations in theged quarter 2004.

Financing Arrangements

The following summarizes sales transactions ttatacounted for as financing and/or profit-shasamangements under paragraphs 25
through 29 under SFAS No. 66.

- MG-HIW, LLC

MG-HIW, LLC is a joint venture formed in 2000 betareus and Miller Global. As more fully described\ote 3 to the Consolidated
Financial Statements contained in our amended AriRejport on Form 10-K, the sale of properties byntis this joint venture is accounted
for in part as a profit-sharing arrangement anplart as a financing transaction.

As previously disclosed, on March 2, 2004, we eisetour option and acquired our partner’'s 80.0%tgdnterest in five properties
encompassing 1.3 million square feet located ircémdral business district of Orlando, Floridati#¢ closing of the transaction, the Company
paid its partner, Miller Global, $62.5 million aadb7.5 million letter of credit delivered to thdlsein connection with the option was
cancelled. Since the initial contribution of thessets was accounted for as a financing arrangeandrgtince the financing obligation was
adjusted each period for a 20.0% leveraged inteatalof return guarantee, no gain or loss wasgrized upon the extinguishment of the
financing obligation.

- SF-HIW Harborview, LP

On September 11, 2002, we contributed Harborvieaz&lan office building located in Tampa, FloridaSF-HIW Harborview Plaza,
LP (“Harborview LP”), a newly formed entity, in eixange for a 20.0% limited partnership interest $8i6l.4 million in cash. We also entered
into a master lease agreement with Harborview,drRife years on the vacant space in the buildagp(oximately 20.0%) and guaranteed
payment of tenant improvements and lease commissib#il.2 million. Our maximum exposure to lossemithe master lease agreement was
$2.1 million at September 11, 2002 and was $1.8aniht March 31, 2004. Additionally, our partnarHiarborview LP was granted the right
to put its 80.0% equity interest in Harborview ldPus in exchange for cash at any time during threeya@ar period commencing on September
11, 2014. The value of the 80.0% equity intereditlvei determined at the time, if ever, that suctirpa elects to exercise its put right, based
upon the then fair market value of Harborview L&ssets and liabilities less 3.0%, which was intdrtdecover normal costs of a sale
transaction.

Because of the put option and master lease agréethisntransaction is accounted for as a finantiagsaction. Consequently, the
assets, liabilities and operations related to Hatibw Plaza, the property owned by Harborview LJuding any new financing by the
partnership, remain on our books. As a result, axetestablished a financing obligation equal tongiieequity contributed by the other
partner. At the end of each reporting period, thlafice of the financing obligation is adjusteddaa the current fair value, which is $13.5
million at March 31, 2004, but not less than thigioal financing obligation. This adjustment is attiwed prospectively through September
2014. Additionally, the net income from the opeyati before depreciation of Harborview Plaza allte#d the 80.0% partner is recorded as
interest expense on financing obligations. We caito depreciate the property and record all @fdiypreciation on our books. Additionally,
any payments made under the master lease agreameespensed as incurred ($0.02 million and $0.ll®mwas expensed during the three
months ended March 31, 2004 and 2003, respectiaely)any amounts paid under the tenant improvearahtease commission guarantee
are capitalized and amortized to expense overdimaining lease term. At such time as the put omigires or otherwise is terminated, we
will record the transaction as a sale and recoguéde on sale.
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- Eastshore

On November 26, 2002, we sold three buildings etat Richmond, Virginia (the “Eastshore” transawjifor a total purchase price of
$28.5 million in cash, which was paid in full byetbuyer at closing. Each of the sold propertiesssigle tenant building leased on a tripkg-
basis to Capital One Services, Inc., a subsidiafyapital One Financial Services, Inc.

In connection with the sale, we entered into aalegiiarantee agreement for each building for theefiieof the buyer to guarantee any
rent shortfalls which may be incurred in the paytadirent and re-tenanting costs for a five-yeaiquefrom the date of sale (through
November 2007). Our maximum exposure to loss utiderental guarantee agreements was $18.7 miltidmeadate of sale and $15.2 milli
as of March 31, 2004. No payments were made byirisglthe three months ended March 31, 2004 an@ 20th respect to these rent
guarantees. However, in June 2004, we began to makéhly payments to the buyer, at an annual a4 million, as a result of the
existing tenant renewing a lease in one building latver rental rate.

These rent guarantees are a form of continuinghweweent as prescribed by SFAS No. 66. Becauseuhegtees cover the entire sp
occupied by a single tenant under a triple-netdeasangement, our guarantees are considered anged return on the buyer’s investment
for an extended period of time. Therefore, thedaation has been accounted for as a financingactios. Accordingly, the assets and
operations are included in these Consolidated EiahBtatements, and a financing obligation of $28illion was recorded which represents
the amount received from the buyer. The income fileenoperations of the properties, other than degtien, is allocated 100.0% to the
owner as interest on financing obligation. Paymemasle under the rent guarantees are charged togxps incurred. This transaction will
recorded as a completed sale transaction in thegfuthen the maximum exposure to loss under theagtees is equal to or less than the
related gain.

Interest Rate Hedging Activities

To meet in part our lonterm liquidity requirements, we borrow funds atoanbination of fixed and variable rates. Borrowinggler ou
Revolving Loan bears interest at variable rates.léng-term debt, which consists of long-term fingmgs and the unsecured issuance of debt
securities, typically bears interest at fixed ratesaddition, we have assumed fixed rate and kbieate debt in connection with acquiring
properties. Our interest rate risk management ébgts to limit the impact of interest rate chasga earnings and cash flows and to lower
our overall borrowing costs. To achieve these dhijes, from time to time we enter into intereserbedge contracts such as collars, swaps,
caps and treasury lock agreements in order to aéigur interest rate risk with respect to varidelst instruments.

The following table sets forth information regamgliour interest rate hedge contracts as of Marct2@04 ($ in thousands):

Fair Market
Notional Maturity Fixed
Type of Hedge Amount Date Reference Rate Rate Value
Interest Rate Swa $20,00C 6/1/200¢ 1 month USI-LIBOR-BBA 1.59(% $ (62)
$ (62

The interest rate on all of our variable rate delstdjusted at one and three month intervals, stibjesettlements under these contracts.
We also enter into treasury lock agreements frome tio time in order to limit our exposure to arr@ase in interest rates with respect to
future debt offerings. During the first quarter2@f04, only a nominal amount was received from cauparties under interest rate hedge
contracts.

Related Party Transactions

We have previously reported that we have had a&cinto acquire development land in the Bluegraakey office development project
from GAPI, Inc., a corporation controlled by an extive officer and director of the Company. On Jagul7, 2003, we acquired an additic
23.5 acres of this land from GAPI, Inc. for casd an
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shares of Common Stock valued at $2.3 million. layN003, 4.0 acres of the remaining acres notgepiieed by us was taken by the Geo
Department of Transportation to develop a roadwsgrchange for consideration of $1.8 million. Thep@rtment of Transportation took
possession and title of the property in June 2883art of the terms of the contract between us@ARI, Inc., we were entitled to the
proceeds from the condemnation of $1.8 millions e contracted purchase price between us and,G#Pfor the condemned property of
$0.7 million. On September 30, 2003, as a resuti®@condemnation, we received the proceeds ofr#illidn. A related party payable of
$0.7 million to GAPI, Inc. related to the condemoatof the development land is included in accoyatgable, accrued expenses and other
liabilities in our Consolidated Balance Sheet ardha31, 2004.

C RITICAL A CCOUNTING E STIMATES

There were no changes to the critical accountidigips and estimates made by management in the thomths ended March 31, 2004.
For a detailed description of our critical accongtestimates, see “Management’s Discussion andy8isadf Financial Condition and Results
of Operations - Critical Accounting Estimates” iar®003 amended Annual Report on Form 10-K.

F unDsF Rom O PERATIONS

We believe that funds from operations (“FFO”) arkeOFper share are beneficial to management andtorgess important indicators of
the performance of any equity REIT. Because FFOF(@ per share calculations exclude such factodepseciation and amortization or
real estate assets and gains or losses from dadpemting real estate assets (which can vary grmamers of identical assets in similar
condition based on historical cost accounting aseful life estimates), they facilitate comparisofhgperating performance between periods
and between other REITs. Our management belieahistorical cost accounting for real estate asseticcordance with GAAP implicitly
assumes that the value of real estate assets dimmpredictably over time. Since real estate gahstead have historically risen or fallen
with market conditions, many industry investors andlysts have considered the presentation of tipgnasults for real estate companies
that use historical cost accounting to be insugfitiby themselves. As a result, management beltba¢she use of FFO and FFO per share,
together with the required GAAP presentations, ey a more complete understanding of the Compargrfermance relative to its
competitors and a more informed and appropriatés lmaswhich to make decisions involving operatifigancing and investing activities.

FFO and FFO per share as disclosed by other RE&ysnot be comparable to our calculation of FFORRO per share as described
below. However, you should be aware that FFO ard pér share are ndBAAP financial measure and do therefore not represet income
or net income per share as defined by GAAP. Netrimeand net income per share as defined by GAAEharmost relevant measures in
determining our operating performance because FelF&O per share include adjustments that investagsdeem subjective, such as
adding back expenses such as depreciation andizatiarn. Furthermore, FFO per share does not dédpécamount that accrues directly to
the stockholders’ benefit. Accordingly, FFO and Fp& share should never be considered as alteesativnet income or net income per
share as indicators of our operating performance.

Our calculation of FFO, which we believe is coraistwith the calculation of FFO as defined by traidhal Association of Real Estate
Investment Trusts (NAREIT) and appropriately exelsithe cost of capital improvements and relatedaleged interest is as follows:

* Netincome (loss- computed in accordance with GAA

» Plus depreciation and amortization of assets uhjcgignificant to the real estate indust

» Less gains or plus losses from sales of deprkc@ierating properties (excluding impairment Igssesee Note 2 following the
table), and items that are classified as extraarglitems under GAAF

e Plus minority interest
» Less dividends to preferred sharehold
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» Plus or minus adjustments for unconsolidatedngaships and joint ventures (to reflect funds frgperations on the same basis);
and

*  Plus or minus adjustments for depreciation andréimation and gain/(loss) on sale and minoritgisst related to discontinued
operations

Other REITs may not define the term in accordanitle the current NAREIT definition or may interprbe current NAREIT definition
differently than us.

Restated FFO and FFO per share for the three mentted March 31, 2004 and 2003 are summarizeckifottowing table ($ in
thousands, except per share amounts):

Three Months Ended

March 31,
2004 2003
Per Share Per Share
Amount Diluted Amount Diluted
Funds from operations:
Net income/(loss $ 4,94¢€ $ (4,089
Dividends to preferred sharehold (7,717) (7,717)
Net loss attributable to common shareholc (2,767) $ (0.0%) (11,807 $ (0.2
Add/(Deduct):
Depreciation and amortization of real estate as 35,32¢ 0.6t 35,82¢ 0.67
Loss on disposition of depreciable prope(1) 81 — (24) —
Minority interest in the Operating Partnershipricame from operatior (68¢9) (0.07) (1,60€) (0.03)
Unconsolidated affiliates
Depreciation and amortization of real estate a¢(3) 1,97¢ 0.0: 1,84: 0.0z
Discontinued operatior(2) :
Depreciation and amortization of real estate as 29 — 407 0.01
Gain on sale, net of minority interest in the OiagaPartnershij(1) (3,436 (0.06) (119 —
Minority interest in the Operating Partnershipricame from
discontinued operatior 20 — 137 —
Funds from operations before amounts allocableitmrity interest in the
Operating Partnersh 30,54: 0.5€ 24,66 0.4€
Minority interest in the Operating Partnership umds from operation (3,21 (0.06) (2,889 (0.05)
Funds from operations allocable to common sharehns $27,323) $ 0.5((3) $21,77F $ 0.41
Dividend payout data:
Dividends paid per common share/common - diluted $ 0.42¢ $ 0.58¢
As a % of funds from operatiol 85.(% 142.1%
Weighted average shares outstance diluted 54,13% 53,55¢

(1) In October 2003, NAREIT issued a Financial Réipg Alert that changed its current implementatipridance for FFO regarding
impairment losses. Accordingly, impairment losselated to depreciable assets have now been inclnd€dO for the periods
presented

(2) For further discussion related to discontinued afiens, see Note 7 to the Consolidated Financakstents

(3) Depreciation and amortization of real estagetssincludes adjustments for gains on disposdfatepreciable assets of $0.03 million for
the three months ended March 31, 2(

As a result of the changes to the FFO calculatimntd the matters discussed in Note 11 to the Qidiased Financial Statements and in
footnote (1) above, FFO has been reduced by thefilg in dollars and per share amounts:

Three Months Ended
March 31,

2004 2003



Change as discussed in Note 11 to the Consolidateshcial Statemen $(285)  $(15,059

Change as discussed in Note 1 ak (28¢)
FFO in dollars before amounts allocable to minarritgrest from the Operating Partners $(285)  $(15,34)
Change as discussed in Note 11 to the Consolidraiteacial Statemen $(0.0) $ (0.25)
Change as discussed in Note 1 ak — (0.09
FFO per common sha $(0.0) $ (0.2¢)
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes “forward-looking statements”
and represents an estimate of possible changas welue or future earnings that would occur asagrhypothetical future movements in
interest rates. These disclosures are not prauikesitors of expected future effects, but only ¢adlbrs of reasonably possible effects. As a
result, actual future results may differ materiditym those presented. See “Management’s Discussidrnalysis of Results of Operations -
Liquidity and Capital Resources” and the Notesho €onsolidated Financial Statements for a degenijif our accounting policies and other
information related to these financial instruments.

To meet in part our lonterm liquidity requirements, we borrow funds atoanbination of fixed and variable rates. Borrowingsler ou
Revolving Loan and bank term loans bear interegadable rates. Our long-term debt, which consi$tsecured and unsecured long-term
financings and the issuance of unsecured debtitiesutypically bears interest at fixed rates althh some bear interest at variable rates. In
addition, we have assumed fixed rate and variattedebt in connection with acquiring propertiesr (terest rate risk management
objective is to limit the impact of interest rateanges on earnings and cash flows and to loweowenall borrowing costs. To achieve these
objectives, from time to time we enter into intémede hedge contracts such as collars, swaps,atapgeasury lock agreements in order to
mitigate our interest rate risk with respect toimas debt instruments. We do not hold or issuedhiesivative contracts for trading or
speculative purposes.

As of March 31, 2004, we had approximately $1.8dilof fixed rate debt outstanding. The estimaigdregate fair value of this debt
March 31, 2004 was $1.4 billion. If interest raitesrease by 100 basis points, the aggregate fakehaalue of fixed rate debt as of March
2004 would decrease by approximately $70.3 milllbmterest rates decrease by 100 basis pointsagiyregate fair market value of fixed
debt as of March 31, 2004 would increase by apprately $76.4 million.

As of March 31, 2004, we had approximately $435ilian of variable rate debt outstanding that was protected by interest rate
hedge contracts. If the weighted average inteegstaon this variable rate debt is 100 basis pdiigfiser or lower during the 12 months ended
December 31, 2004, our interest expense woulddreased or decreased approximately $4.4 million.

For a discussion of our interest rate hedge castineffect at March 31, 2004 see “Management&ssion and Analysis of Financial
Conditions and Results of Operations — Liquiditg &apital Resources — Interest Rate Hedging A@#vit If interest rates increase by 100
basis points, the aggregate fair market value esdhinterest rate hedge contracts as of MarchG®4, @ould increase by approximately $0.1
million. If interest rates decrease by 100 basistgpthe aggregate fair market value of thesedsteate hedge contracts as of March 31,
would decrease by approximately $0.3 million.

In addition, we are exposed to certain lossesearetrent of nonperformance by the counter partiéeuthe hedge contracts. We expect
the counter parties, which are major financialitatbns, to perform fully under the contracts. Hoxer, if either of the counter parties was to
default on its obligation under an interest ratddeecontract, we could be required to pay ther&i#ts on our debt, even if such rates were in
excess of the rate in the contract.

ITEM 4. CONTROLS AND PROCEDURES
G ENERAL

The purpose of this section is to discuss the tffercess of our disclosure controls and procedanelsour internal control over financ
reporting. The statements in this section repretbentonclusions of Edward J. Fritsch, our CEO, Bey L. Stevens, our CFO. Mr. Fritsch
became our CEO on July 1, 2004 and Mr. Stevensniecair CFO on December 1, 2003.

The CEO and CFO evaluations of our disclosure otsyind procedures over financial reporting incladeview of the controls’
objectives and design, the controls’ implementatigrus and the effect of the controls on the infation generated for use in this amended
Quarterly Report. We seek to identify data erroositrol problems or acts of fraud and confirm #ygpropriate corrective action, including
process improvements, is undertaken. Our disclosum&ols and procedures over financial reportirggadso evaluated on an ongoing basis
through the following:

e activities undertaken and reports issued by empl®ye our internal audit departme
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* by manageme’s evaluation of the results of audits provided byindependent auditors in connection with thetliaactivities;
» other personnel in our finance and accounting degdion;

* members of our internal disclosure committee;

* members of the audit committee of our Board of €lives.

Our management, including the CEO and CFO, do xméet that our disclosure controls and procedunelsirternal control over
financial reporting will prevent all error and &lhud. A control system, no matter how well coneeivand operated, can provide only
reasonable, not absolute, assurance that the ieiectf the control system are met. Further, trségiheof disclosure controls and procedures
and internal control over financial reporting mreftect the fact that there are resource constaand the benefits of controls must be
considered relative to their costs. Because oirtherent limitations in all control systems, no lexion of controls can provide absolute
assurance that all control issues and instanciaudd, if any, within the Company have been detkctdese inherent limitations include the
realities that judgments in decision-making carfiaudty, and that breakdowns can occur becausesohple error or mistake. Additionally,
controls can be circumvented by the individual aftsome persons, by collusion of two or more peppt by management override of the
control. The design of any system of controls &doased in part upon certain assumptions abodikiéléhood of future events, and there can
be no assurance that any design will succeed ileol its stated goals under all potential futcoaditions. Because of the inherent
limitations in a cost-effective control system, sti&ements due to error or fraud may occur andaatetected.

D 1scLosSURE C ONTROLS AND P ROCEDURES

SEC rules require us to maintain disclosure costaold procedures that are designed to ensurenfbatiation required to be disclosed
in our annual and periodic reports filed with tHeCSis recorded, processed, summarized and repeitieith the time periods specified in the
SEC's rules and forms. Disclosure controls and guaces include, without limitation, controls andgedures designed to ensure that
information required to be disclosed by us is aagiated and communicated to our management, induolim CEO and CFO, to allow time
decisions regarding required disclosure.

As described above under “Explanatory Note,” theppse of this amended Quarterly Report is to resiat previously reported
financial results as of March 31, 2004 and Decer8tte2003 and for the three months ended Marci2@34 and 2003 included in our March
31, 2004 Quarterly Report on Form 10-Q. These tesiants are primarily due to: adjustments relatindne accounting for a limited number
of our prior real estate sales transactions witltinaing involvement occurring between 1999 and06classifications related to
discontinued operations with continuing involvemexticounting for a debt extinguishment transactaapunting for minority interest, and
various other matters. We believe that the matadalstments relate to transactions that were puosly disclosed by the Company in prior
SEC filings. For instance, the nature of the Comgfmaterial continuing involvement related to owl iestate sales transactions, the ma
facts relating to our retirement of the $125 milljprincipal amount of MOPPRS, and the method obanting for minority interest were
disclosed in our prior quarterly and annual reguiatind financial filings with the Securities andcBange Commission and our annual
reports.

Based on our evaluation of disclosure controls@nodedures, as of the date of the filing of thisaded Quarterly Report, our CEO ¢
CFO believe that our disclosure controls and prooesiare effective to ensure that information nexglito be disclosed in its financial reports
has been made known to management, including tl@ &t CFO, and other persons responsible for prepauch reports and is recorded,
processed, summarized and reported.
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| NTERNAL C oNTROL O VER F INANCIAL R EPORTING

SEC rules also require us to maintain internal mmiver financial reporting designed to providasenable assurance regarding the
reliability of financial reporting and the prepacet of financial statements for external purposeadcordance with GAAP. Internal control
over financial reporting includes those policiesl anocedures that:

e pertain to the maintenance of records that in measle detail accurately and fairly reflect our gactions and dispositions of ass:

» provide reasonable assurance that transactiengeorded as necessary to permit preparatiomandial statements in accordance
with GAAP, and that receipts and expenditures airgomade only in accordance with authorizationsiahagement and directors;
and

» provide reasonable assurance regarding preveotibmely detection of unauthorized acquisitiose wr disposition of our assets
that could have a material effect on the finansiatements

As noted above and described above under “Explantote,” the purpose of this amended Quarterly Report isdtate our previous
reported financial results as of March 31, 2004 Redember 31, 2003 and for the three months endadhvB1, 2004 and 2003 included in
our March 31, 2004 Quarterly Report on Form 10-Qese restatements are primarily due to: adjustnmetating to the accounting for a
limited number of our prior real estate sales tatisns with continuing involvement occurring beénel 999 and 2003, reclassifications
related to discontinued operations with continuimglvement, accounting for a debt extinguishmeansaction, accounting for minority
interest, and various other matters. We believettimadjustments required to be made to the lisidinancial statements resulted from
unintentional misapplication of GAAP.

A majority of the adjustments made as part of tetatement relate to transactions that occurredetinods that were adopted during
1997 to 2002 timeframe. While a number of thoséyeatjustments had continuing effects into 2003 2004, only a few adjustments related
to transactions that occurred or methods that weopted in 2003 or 2004, such as the MOPPRS déhgeishment in early 2003 and the
CEO retirement package in the first quarter of 2@@th of which required some amount of subjedjtiiggment to determine the proper
accounting methodology.

Ernst & Young LLP has issued an unqualified opinilated October 22, 2004 on our restated 2003, 28682001 Consolidated
Financial Statements that are included in our 28f@8nded Annual Report on Form 10-K. On Octobe2264, Ernst & Young LLP advised
our Audit Committee that they identified the follmg material weaknesses during their audits oféis¢ated financial statements for 2003,
2002 and 2001: inadequate procedures for apprepriassessing and applying accounting principletoplex transactions; lack of adeqt
finance and accounting staff to appropriately idfgr@nd evaluate accounting for transactions; imgeee procedures to ensure critical
information regarding a transaction is known by pleesons accounting for such transaction; anddéapplication of GAAP to transactions
due to perceived immateriality of transactions.

Since late 2002, we have added several experiestaéido our Finance and Accounting Departmentgsehincluded an Assistant
Controller (new position), a Director of Financ&hndards and Compliance (new position), a Senim@c®r of Investor Relations
(replacement) and a new Chief Financial Officepl@eement, as the former CFO assumed a new posittbin the Company). During 2003
and 2004 up to the filing date of this amended €@uigrReport, we have further improved our interc@htrol over financial reporting by,
among other things, expanding supervisory actiwidierd monitoring techniques and strengthening maggulures designed to ensure that
information relating to transactions directly odirectly involving the Company and its subsidiai@sade known to persons responsible for
preparing our financial statements. We have alsgamented revised checklists and additional managéwversight of our accounting staff
to ensure appropriate assessment and applicatiG®AP to all transactions, particularly complexrsactions such as sales of real estate
continuing involvement that are governed by SFAS 6&
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Other than the foregoing and the adjustments tieab@ing made as described under “Explanatory Narte’Note 11 to our restated
Consolidated Financial Statements, there have beemanges in our internal controls over finanmglorting since December 31, 2003 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.

Section 404 of the Sarbanes-Oxley Act of 2002 megupublic companies, including us, with a fisaahythat ends on December 31 to
report on the effectiveness of their internal cointwver financial reporting in their 2004 Annualpget on Form 10-K, which we are required
to file with the SEC no later than March 16, 200%ir independent auditor will be required to atteghat report. Our management, including
our CEO and CFO, and our audit committee are wgrHiligently to ensure that our internal controko¥inancial reporting provides
reasonable assurance regarding the reliabilitynaiiicial reporting and the preparation of finansiatements for external purposes in
accordance with GAAP.
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PART Il - OTHER INFORMATION
ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

During the three months ended March 31, 2004, tragany issued 2,308 shares of Common Stock todehof Common Units in the
Operating Partnership upon the redemption of sumih@on Units in a private offering pursuant to Smti(2) of the Securities Act. The
holder of the Common Units was an accredited imrastder Rule 501 of the Securities Act. The Comygdaas registered the resale of such
shares under the Securities Act.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits

Exhibit No. Description

10.14 First Amendment to Credit Agreement among HighwoRdalty Limited Partnership, Highwoods Properties,|the
Subsidiaries named therein and the Lenders naneeelith dated as of March 29, 2C

31.1 Certification Pursuant to Section 302 of the Saek-Oxley Act

31.2 Certification Pursuant to Section 302 of the Saek-Oxley Act

32.1 Certification Pursuant to Section 906 of the Saek-Oxley Act

32.2 Certification Pursuant to Section 906 of the Saek-Oxley Act

(b) Reports on Form 8-K

On April 2, 2004, the Company filed a current regor Form 8-K, reporting under Item 5 the Compamytsss release announcing
certain information regarding the pending retiretradrthe Company’s Chief Executive Officer.
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SIGNATURES

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

H IGHWOODSP ROPERTIES, | NC.

By: /sl EDWARD J. FRITSCH

Edward J. Fritsch
President and Chief Executive Officer

Date: November 15, 2004
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Exhibit 10.14
FIRST AMENDMENT TO CREDIT AGREEMENT

THIS FIRST AMENDMENT TO CREDIT AGREEMENT dated aéMarch 29, 2004 (the “ First AmendmeéNt is by and among
HIGHWOODS REALTY LIMITED PARTNERSHIP, a North Caiiah limited partnership (* Highwoods Realty HHGHWOODS
PROPERTIES, INC., a Maryland corporation (* HighwisdPropertie$), HIGHWOODS FINANCE, LLC, a Delaware limited lidhy
company (* Highwoods Financg HIGHWOODS SERVICES, INC., a North Carolina corption (* Highwoods Service$, and
HIGHWOODS/TENNESSEE HOLDINGS, L.P., a Tennesseétdichpartnership (* Highwoods Tennes$géHighwoods Realty, Highwoods
Properties, Highwoods Finance, Highwoods Serviaed,Highwoods Tennessee are hereinafter referriediitadually as a “ Borrowet and
collectively as the “ Borrowery, the subsidiaries of the Borrowers identified onslgnature pages to the Credit Agreement referebetxiv
or joined as parties thereto pursuant to Sectib@ thereof (such Subsidiaries are hereinafter nedeto individually as a “ Guarantband
collectively as the “ Guarantot} the Lenders (as defined in the Credit AgreeqeBANK OF AMERICA, N.A., as Administrative Agent
for the Lenders (in such capacity, the “ Administra Agent”), BANC OF AMERICA SECURITIES LLC, as Sole Lead ranger (in such
capacity, the “ Sole Lead Arranggrand Sole Book Manager (in such capacity, theteBook Managet), WELLS FARGO BANK,
NATIONAL ASSOCIATION, as Syndication Agent (in suchpacity, the* Syndication Agent) and BRANCH BANKING & TRUST
COMPANY and FLEET NATIONAL BANK OF AMERICA, as Co-Bcumentation Agents (in such capacity, the “ Docotation Agent’),
and is an amendment to that certain Amended anthfedCredit Agreement dated as of July 17, 2008rimyamong the Borrowers,
Guarantors, Lenders, Administrative Agent, Soled_Aaranger, Sole Book Manager, Syndication Agent Bocumentation Agent (as the
same may have been further amended, restated esupmied or otherwise modified prior to the datebgrthe “ Credit Agreemeri.

WITNESSETH

WHEREAS , each of the Borrowers and the Guarantors haweestgd and the Lenders and Administrative Agent lzreed to amer
the Credit Agreement on the terms and conditioh$osth herein;

NOW, THEREFORE , for good and valuable consideration, the reagipthich is hereby acknowledged by the parties toetbe
parties hereto agree as follows:

1. Amendments to Credit Agreemeni.

(a) The definition of “ Adjusted NO1contained in Section 1.1 of the Credit Agreemisritereby deleted in its entirety and
replaced with the following:

“ Adjusted NOI” means, with respect to any applicable time perwdify Property, an amount, not less than zere(f)a
to: (a) Net Operating Income for such period wihkpect to such Property l€s the sum of (i) the Capital Expenditure Reserve
amount for such Property during such period, fiiji& management fee in the amount of three per@&%) of total revenues
derived from the Property during such period; pded, that such amount shall be exclusive of anystifient for such period
attributable to the Straight-Lining of Rents; prdel, further, that, in each case, (i) all amoumttuided in the above calculations
(and not otherwise adjusted for interests in Mityoliterest Entities) shall be adjusted to accdanany amounts attributable to
any interests held by any Consolidated Party inMimprity Interest Entity and (ii) all amounts incled in the above calculations
(and not otherwise adjusted to account for Outbitkerests) shall be adjusted to deduct therefraptio rata share of such
amounts allocable to Outside Interests.”

(b) The definition of “ Capitalization Ratecontained in Section 1.1 of the Credit Agreemisritereby deleted in its entirety and
replaced with the following:

“ Capitalization Raté’ means eight and one half of one percent (8.5@®)ept with respect to calculations involving the
Adjusted NOI related to the CC Plaza Project, incivitase the “Capitalization Rate” shall be eigértcent (8%); provided,
however, that the Capitalization R




(both generally and for the CC Plaza Project) dhalfeviewed annually and shall be subject to amalnadjustment of not more
than one quarter of one percent (0.25%) by the iBuggerity Lenders in their sole discretion basedruparket conditions for
comparable property types. No adjustment pursuathtet previous sentence shall occur until on araftily 1, 2005 and, followir
any such adjustment, no further adjustment to tyeit@lization Rate shall occur until the passagenaf (1) calendar year
following such adjustment.”

(c) The following definition of “ CC Plaza Projetis hereby inserted into Section 1.1 of the Crédjteement in the proper
alphabetical order:

““ CC Plaza Project means that certain development known as Counilinp @laza located at 310 Ward Parkway, Kansas
City Missouri 64112 and owned by Highwoods Realty.”

(d) The definition of “ Facility Fee Modifier contained in Section 1.1 of the Credit Agreemisritereby deleted in its entirety and
replaced with the following:

“ Facility Fee Modifier” means, for any date of calculation, a per annencgntage equal to the sum of (a) to the extent the
TL/TA Ratio, as most-recently properly calculatadguant to any officer’s certificate delivered puast to Section 7.1(c) hereof,
exceeds the FFM Threshold, three tenths of oneepe(6.30%), plugb) to the extent the Interest Coverage Ratio, astrecently
properly calculated pursuant to any officer’s dadite delivered pursuant to Section 7.1(c) herisdgss than 2.15 to 1.00, one
quarter of one percent (0.25%), plig¥ to the extent the Fixed Charge Coverage Rasianost-recently properly calculated
pursuant to any officer’s certificate delivered suant to Section 7.1(c) hereof, is less than 1060Q0, one quarter of one percent
(0.25%); provided, however, that to the extent eafatiauses (b) and (c) of this definition wouldhetwise each require a one
guarter of one percent (0.25%) increase in thelifaEiee Modifier (for a total of one half of oneeent (0.50%)), the total
increase in the Facility Fee Modifier as a restithe application of clauses (b) and (c) shalllre¢ tenths of one percent
(0.30%).”

(e) The following definition of “ FFM Thresholtis hereby inserted into Section 1.1 of the Crédjteement in the proper
alphabetical order:

““ EEM Threshold” means 52.5%; provided, that the FFM Thresholdl &isincreased or decreased concurrently with any
increase or decrease in the Capitalization Ratemwikiagreed to by the Lenders pursuant to thesteffirthe definition thereof,
such increase or decrease to be in an amount &qfiad (5) multiplied by the number of basis paifivhether positive or
negative) by which the Capitalization Rate is clehd-or purposes of clarification and exampleif(dje Capitalization Rate is
increased from 8.50% to 8.60%, the FFM Thresholtdmadve from 52.5% to 53.0%; and (b) if the Capi#ation Rate is decreas
from 8.50% to 8.40%, the FFM Threshold will moverfr 52.5% to 52.0%.”

(d) The definition of “ Net Incom&contained in Section 1.1 of the Credit Agreemisritereby deleted in its entirety and replaced
with the following:

“ Net Income” means, for any period, the sum of (a) net incgexeluding extraordinary gains and losses ande@lttx
effects thereto) after taxes for such period ofGlo@solidated Parties on a consolidated basisgtsrdined in accordance with
GAAP, plus (b) without duplication, an amount eqteathat portion attributable to Highwoods Realfytee line item “minority
interests” relating to operating partnership ufotssuch period, as shown on the consolidated ircstatements of the
Consolidated Parties, plus (c) without duplicatian,amount equal to the aggregate of net inconau@ixg extraordinary gains
and losses and related tax effects thereof) aftexstfor such period, as determined in accordaitbeGAAP, of each Minority
Interest Entity multiplied by the respective Mirtgrinterest of each such entity; provided, howetkeat notwithstanding anything
contained herein to the contrary, (i) (A) the aggite amount of gains resulting from Asset Disposgiof the consolidated Parties
and included in the calculation of “Net Income” Bmat exceed $5,000,000 for any fiscal quartergioy portion thereof) included
in the applicable calculation




period (on a gross basis, without netting for Iesagsociated with other Asset Dispositions durirghdiscal quarter or any other
time during the applicable calculation period); §Bjlthe aggregate amount of losses resulting ff@set Dispositions of the
consolidated Parties and included in the calcutatio’Net Income” shall not exceed $5,000,000 foy éiscal quarter (or any
portion thereof) included in the applicable caltiola period (on a gross basis, without nettinggains associated with other Asset
Dispositions during such fiscal quarter or any otitae during the applicable calculation period)l i) gains and losses resulting
from an Asset Disposition involving the Highwood®$erve Properties shall be calculated solely fiopgses of determining the
amount thereof to be included within “Net Incomeider this Credit Agreement (such amount to be stibjethe limitations set
forth in the preceding clause (i) in all eventshgshe appraised value (as reflected in the mexstnt appraisal delivered to and
accepted by the Administrative Agent) as the bwgseof for so long as the value of such Propeisigletermined in accordance
with clause (h)(i) of the definition of Total Asset

(f) The following definition of “ Restricted Peridds hereby inserted into Section 1.1 of the Crédjteement in the proper
alphabetical order:

““ Restricted Period means any period of time during which the Borresvieave, as a direct result of an adjustment of the
Capitalization Rate by the Lenders in accordandk thie terms of the definition of such term (andrfo other reason), failed to
meet any of the financial covenants set forth Imemaibject to the following: (a) each such peribdliscommence as of the first ¢
on which any such adjustment occurs and no Restrieeriod shall exist with respect to a given adjest in the Capitalization
Rate to the extent such adjustment does not, deedirst day on which such adjustment occurs, edlas Borrowers to fail to me
any of the financial covenants set forth hereird @) a Restricted Period in effect with respeany given adjustment in the
Capitalization Rate shall end on the earlier ofH(@ date occurring one hundred twenty (120) days\iing the date of the
applicable adjustment and (ii) the date on whiehBlrrower is again in compliance with all fina@avenants which were
previously violated as a result of such adjustnient.

(g) Section 5.2(d) of the Credit Agreement is hgreébleted in its entirety and replaced with thédfeing:

“No Default, Event of Default or (except in the eas the extension of a Loan that is already ouotlitay) Restricted Period
shall exist and be continuing either prior to deafjiving effect thereto;’

(e) Section 7.11(e) of the Credit Agreement is bgideleted in its entirety and replaced with thikofeing:
“(e) Fixed Charge Coverage Ratiét all times, the Fixed Charge Coverage Ratidldieagreater than 1.50 to 1.00.”
(h) Section 9.1(c)(i) of the Credit Agreement isdi®y deleted in its entirety and replaced withftiiowing:

“(i) default in the due performance or observancarny term, covenant or agreement contained ini@ec?.2, 7.4(a), 7.9,
7.11, 7.12 or 8.1 through 8.17, inclusive; provideowever, that if the Credit Parties default infpemance or observance of any
financial covenant set forth in Section 7.11 hesmiély as a result of an adjustment of the Capétibn Rate by the Lenders in
accordance with the terms of the definition of stesim (and for no other reason), such resultadatian of such financial
covenants shall not constitute an Event of Defagiteunder to the extent the Borrower cures sudhtions within a period of one
hundred twenty (120) days following such adjustmerit
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2. Conditions Precedent The effectiveness of this First Amendment is sutti@ceceipt by the Administrative Agent of eachlod
following, each in form and substance satisfactorthe Administrative Agent:

(a) a counterpart of this First Amendment duly exed by each of: the Borrowers, Guarantors and iguggerity Lenders;

(b) payment by Borrowers of (i) any fees requirgdhe Administrative Agent or Sole Lead Arrangecannection with this First
Amendment, (ii) a fee to each Lender executingdelivering its signature page to this First Amendiite the Administrative Agent ¢
or before April 8, 2004, such fee for a particllander to be in an amount equal to 0.05% timesrtAgimum amount of such Lender’s
Revolving Commitment, (iii) all other outstandinget and expenses of the Administrative Agent aad\thministrative Agens counse
incurred in connection with the preparation of thisst Amendment, (iv) all other fees and expenmséting to the preparation, execul
and delivery of this First Amendment or otherwiskated to the Credit Agreement or the Credit Doauerhich are due and payable
of the date hereof, including, without limitatigggyment to the Administrative Agent of attorneyse$, consultants’ fees, travel
expenses, all fees and expenses associated witttqamsactions entered into or contemplated bybeteeen Borrowers and the
Administrative Agent and (v) all other fees and @xges due and then-owing from the Borrowers tétministrative Agent and
Lenders pursuant to the terms hereof, the terniseo€redit Agreement and the terms of the othedi€@ocuments; and

(c) such other documents, instruments and agresmasrthe Administrative Agent may reasonably refques

3. Representations Each of the Borrowers and each of the Guarantdisctively represent and warrant to the Administ@tAgent
and the Lenders that:

(a) Authorization Each of the Borrowers and each of the Guarantespectively, has the right and power and hasrddaall
authorizations necessary to execute and deliverFinst Amendment and to perform its respectivégaltions hereunder and under the
Credit Agreement, as amended by this First Amendnireaccordance with their respective terms. Hiist Amendment has been duly
executed and delivered by a duly authorized officéreach of the Borrowers and each Guarantoreoéisely, and each of this First
Amendment and the Credit Agreement, as amendeli®yirst Amendment, is a legal, valid and binditigation of each of the
Borrowers and each Guarantor (each as applicasi&rceable against each of the Borrowers and @aenantor (each as applicable
accordance with its respective terms, except asahee may be limited by bankruptcy, insolvency, atinér similar laws affecting the
rights of creditors generally and by equitable gipies generally.

(b) Compliance with Laws, etcThe execution and delivery by each of the Bormsveand each of the Guarantors of this First
Amendment and the performance by each of the Bam®wand/or the Guarantors of this First Amendmadtthe Credit Agreement, as
amended by this First Amendment, in accordance thighr respective terms, does not and will nottheypassage of time, the giving of
notice or otherwise: (i) require any approval (otthen those already obtained) by any Governmeénitiority or violate any law
(including any Environmental Law) which is applitaibo a Borrower, any Guarantors, any Consolid&ady, the Credit Documents or
the transactions contemplated herein or therajncgnflict with, result in a breach of or constiwa default under the organizational
documents of any Borrower, any of the Guaranto@grother Consolidated Party, or any indenturesegent/or other instrument to
which any Borrower, any of the Guarantors or ameotConsolidated Party is a party or by which iaoy of its respective properties
may be bound; or (iii) result in or require theatien or imposition of any Lien upon or with resptcany property now owned or
hereafter acquired by any Borrower, any Guarant@ang other Consolidated Party other than in faaxfdhe Administrative Agent for
the benefit of the Lenders; and

(c) No Default. No Default or Event of Default has occurred amdantinuing as of the date hereof nor will existriediately after
giving effect to this First Amendment.

4. Reaffirmation of Representations Each of the Borrowers and each of the Guarantaeblgeepeat and reaffirm all representations
and warranties made by such party to the Admirtisgadgent and the Lenders in the Credit Agreenaamt the other Credit Documents to
which it is a party on and as of the date herettifdjothan any representation or warranty exprestfifing to an earlier date) with the same
force and effect as if such representations andantes were set forth in this First Amendmentuth. f
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5. Reaffirmation of Guaranty . Each of the Guarantors hereby reaffirms its comigwbligations to the Administrative Agent and the
Lenders under the Credit Agreement and agreeshbdtansactions contemplated by this First Amendrakall not in any way affect the
validity and enforceability of their respective gaaty obligations thereunder or reduce, impairiscliarge the obligations of such Guarantors
thereunder.

6. Severability. If any provision of any of this First Amendmentadfrthe Credit Agreement, as amended hereby, isrdeted to be
illegal, invalid or unenforceable, such provisidralt be fully severable and the remaining provisishall remain in full force and effect and
shall be construed without giving effect to thedglal, invalid or unenforceable provisions.

7. Certain References Each reference to the Credit Agreement in any ®Qhedit Documents shall be deemed to be a referenihe
Credit Agreement as amended by this First Amendraedtthis First Amendment shall be deemed a CBaatitiment for purposes of the
application of provisions of the Credit Agreemeangrally applicable thereto (including, without ifiation, any arbitration provisions or
waiver provisions).

8. Expenses The Borrowers shall reimburse the AdministrativeeAgupon demand for all reasonable costs and egpdimeluding
reasonable attorneys’ fees) incurred by the Adrratize Agent in connection with the preparatioagatiation and execution of this First
Amendment and the other agreements and documesttstexi and delivered in connection herewith.

9. Benefits. This First Amendment shall be binding upon andlshate to the benefit of the parties hereto arartrespective
successors and assigns.

10. Default. The failure of any of the Borrowers or any of thea@antors to perform any of their respective obigge under this First
Amendment or the material falsity of any represgomaor warranty made herein shall, at the optibthe Administrative Agent and/or
Lenders (as determined in accordance with the Chegteement) after expiration of any applicableecperiod, constitute an Event of Default
under the Credit Documents.

11. No Novation. The parties hereto intend this First Amendmentidence the amendments to the terms of the existihgptedness
of the Borrowers and Guarantors to the Lenderpesifically set forth herein and do riatend for such amendments to constitute a novation
in any manner whatsoever.

12. GOVERNING LAW . THIS FIRST AMENDMENT SHALL BE GOVERNED BY, AND CONBRUED IN ACCORDANCE
WITH, THE LAWS OF THE STATE OF NORTH CAROLINA APPOABLE TO CONTRACTS EXECUTED, AND TO BE FULLY
PERFORMED, IN SUCH STATE.

13. No Implied Agreements Except as expressly herein amended, the termsamitions of the Credit Agreement and the other
Credit Documents remain in full force and effedieTamendments contained herein shall be deemex/éognospective application only,
unless otherwise specifically stated herein.

14. Counterparts. This First Amendment may be executed in any nurobeounterparts, each of which when so executed and
delivered shall be an original, but all of whictaBltonstitute one and the same instrument. Il sfedlbe necessary in making proof of this
First Amendment to produce or account for more ta@ such counterpart for each of the parties bebalivery by facsimile by any of the
parties hereto of an executed counterpart of tinig§ Amendment shall be as effective as an origéxalcuted counterpart hereof and shall be
deemed a representation that an original executedterpart hereof will be delivered. Each countdrpareof shall be deemed to be an
original and shall be binding upon all parties,itlseccessors and assigns.

15. Binding Effect. This First Amendment shall become effective adefdate hereof at such time when all of the comitiset forth
in Section 2 hereof have been satisfied or waiwethb Lenders and it shall have been executeddBtrrowers, the Guarantors and the
Administrative Agent, and the Administrative Agent



shall have received copies hereof (telefaxed ceretise) which, when taken together, bear the sigeatof the Supermajority Lenders, and
thereafter this Credit Agreement shall be bindipgruand inure to the benefit of the Borrowers,@uarantors, the Administrative Agent and
each Lender and their respective successors aighgssss

16. Release Each Credit Party hereby represents and warraatstthas no claims, counterclaims, offsets, oedsés to the Credit
Agreement or any of the Credit Documents, or topl¢ormance of their respective obligations thaedsw and, in consideration of the
Lenders’ and Administrative Agent’s willingnessgmant the amendment referenced herein, herebysedahe Administrative Agent, the
Lenders, the Sole Lead Arranger, the Sole Book Idanahe Syndication Agent and the Documentatioari@nd each of their respective
officers, employees, representatives, agents, ebansl directors from any and all actions, cau$egion, claims, demands, damages and
liabilities of whatever kind or nature, in law or €quity, now known or unknown, suspected or unscigal to the extent that any of the
foregoing arises from any action or failure to @ctor prior to the date hereof.

17. Definitions. All capitalized terms not otherwise defined heraia used herein with the respective definitionggithem in the
Credit Agreement. The interpretive provisions setifin Sections 1.2 and 1.3 of the Credit Agreetnsball apply to this First Amendment as
though set forth herein.

[Signature Pages to Follow]
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IN WITNESS WHEREOF, each of the parties heretodsased a counterpart of this First Amendment tdubg executed and deliver
as of the date written above.

BORROWERS: HIGHWOODS REALTY LIMITED
PARTNERSHIP

By: Highwoods Properties, In
HIGHWOODS PROPERTIES, INC.
HIGHWOODS SERVICES, INC.
HIGHWOODS FINANCE, LLC
By: Highwoods Properties, In
HIGHWOODS/TENNESSEE HOLDINGS, L.P.
By: Highwoods/Tennessee Properties,

By:

Name Edward J. Fritscl
Title:  Presiden

(Signatures continued on next page)



GUARANTORS: HIGHWOODS/FLORIDA GP CORP.

HIGHWOODS/TENNESSEE PROPERTIES, INC.
HIGHWOODS/FLORIDA HOLDINGS, L.P.
By: Highwoods/Florida GP Cor|
PINELLAS NORTHSIDE PARTNERS, LTD.
By: Highwoods/Florida Holdings, L.
By: Highwoods/Florida GP Cor
RED RUN ASSOCIATES LLC
By: Highwoods Realty Limited Partnerst
By: Highwoods Properties, Ir
WINSTON-SALEM INDUSTRIAL, LLC
By: Highwoods Realty Limited Partnerst
By: Highwoods Properties, Ir
TAMPA TECH PRESERVE, LLC
By: 581 Highwoods, L.P
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Co
MARLEY CONTINENTAL HOMES OF KANSAS, L.L.C.
By: Highwoods Properties, In
SOUTH PARK LAND, LLC
By: Challenger, Inc
MG-HIW, LLC
By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir
SOUTHWIND LAND HOLDINGS, LLC
By: AP Southeast Portfolio Partners, L.P.
By: Highwoods Realty GP Cot
AP SOUTHEAST PORTFOLIO PARTNERS, L.P.
By: Highwoods Realty GP Cot
HIGHWOODS REALTY GP CORP.
HIGHWOODS KC GLENRIDGE, LLC
By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir
PINELLAS BAY VISTA PARTNERS, LTD.
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor

(Signatures continued on next page)



DOWNTOWN CLEARWATER TOWER, LTD.
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor
SISBROS, LTD.
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor
SHOCKOE PLAZA INVESTORS, L.C.
By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir
RC ONE LLC
By: Highwoods Services, In
HPI TITLE AGENCY, LLC
By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir
ALAMEDA TOWERS DEVELOPMENT
COMPANY
CHALLENGER, INC.
GUARDIAN MANAGEMENT, INC.
HIGHWOODS/CYPRESS COMMONS LLC
By: AP Southeast Portfolio Partners, L.P.
By: Highwoods Realty GP Cot
HIGHWOODS/INTERLACHEN HOLDINGS, L.P.
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor
4600 COX ROAD LLC
By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor
PLAZA GIFT CARD, LLC
By: Highwoods Services, In
HIGHWOODS CONSTRUCTION SERVICES, LLC
By: Highwoods Services, In

(Signatures continued on next page)



HIGHWOODS DLF, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

HIGHWOODS DLF II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

PAPEC RICHMOND II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

PAPEC WESTON |, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

PAPEC WESTON II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

PAPEC WESTON IIl, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

HARBORVIEW PLAZA, LLC

By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor

SPI BROOKFIELD I, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI BROOKFIELD II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI BUSINESS HOLDINGS, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI CENTURY PLAZAIII, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI JEFFERSON VILLAGE, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI TRADEPORT OFFICE Ill, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

(Signatures continued on next page)



SPI RALEIGH CORPORATE CENTER, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

HIGHWOODS COLONNADE, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

SPI TRADEPORT PLACE V, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

HIWTP, LLC
By: Highwoods Services, In

MG-HIW PEACHTREE CORNERS Ill, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

GROVE PARK SQUARE, LLC
By: HHGHWOODS SERVICES, INC

HIGHWOODS WELLNESS CENTER, LLC
By: HIGHWOODS SERVICES, INC

HIGHWOODS 3322, LLC

By HIGHWOODS/FLORIDA HOLDINGS, L.P.
By: HHGHWOODS/FLORIDA GP CORI

NICHOLS PLAZA WEST, INC.

OZARK MOUNTAIN VILLAGE, INC.

4551 COX ROAD LLC
By: HHGHWOODS REALTY LIMITED

PARTNERSHIP
By: HHGHWOODS PROPERTIES, IN

MG-HIW METROWEST |, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

MG -HIW METROWEST II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

5525 GRAY STREET, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

HIGHWOODS SITUS II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

BAY CENTER I, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

BAY CENTER II, LLC

By: Highwoods Realty Limited Partnership
By: Highwoods Properties, Ir

581 HIGHWOODS, L.P.

By: Highwoods/Florida Holdings, L.P.
By: Highwoods/Florida GP Cor

By:

Name: Edward J. Fritscl
Title: Presiden

[signature pages continued]



LENDERS/AGENTS:

BANK OF AMERICA, N.A,,
individually in its capacity as a Lender and indépacity as
Administrative Agen

By:

Name Will T. Bowers
Title:  Principal

BANC OF AMERICA SECURITIES LLC,
individually in its capacity as Sole Lead Arranged Sole Book
Managet

By:

Name Wesley G. Carte
Title:  Vice Presiden

[signature pages continue



WELLS FARGO BANK, NATIONAL
ASSOCIATION

individually in its capacity as a Lender
and in its capacity as Syndication Ag

By:

Name:

Title:

[signature pages continue



BRANCH BANKING AND TRUST COMPANY
individually in its capacity as a Lender
and as a C-Documentation Ager

By:

Name:

Title:

[signature pages continue



FLEET NATIONAL BANK
individually in its capacity as a Lender
and as a C-Documentation Ager

By:

Name:

Title:

[signature pages continue



WACHOVIA BANK, NATIONAL ASSOCIATION
individually in its capacity as a Lend

By:

Name:

Title:

[signature pages continue



PNC BANK, NATIONAL ASSOCIATION
individually in its capacity as a Lend

By:

Name:

Title:

[signature pages continue



AMSOUTH BANK
individually in its capacity as a Lend

By:

Name:

Title:

[signature pages continue



SOUTHTRUST BANK
individually in its capacity as a Lend

By:

Name:

Title:

[signature pages continue



RBC CENTURA BANK
individually in its capacity as a Lend

By:

Name:

Title:

[signature pages continue



UNION PLANTERS BANK
individually in its capacity as a Lend

By:

Name:

Title:

[end of signature pages]



Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

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

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

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

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the Registrant and we ha

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

(b) evaluated the effectiveness of the Registratisslosure controls and procedures and presentisi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

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

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

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

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

Date: November 15, 2004

/s/ EDWARD J. FRITSCH

Edward J. Fritscl
President and Chief Executive Offic



Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

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

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

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

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -14 and 15-14) for the Registrant and we ha

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

(b) evaluated the effectiveness of the Registratisslosure controls and procedures and presentisi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

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

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

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

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

Date: November 15, 2004

/s/ TERRY L. STEVENS

Terry L. Steven:
Vice President, Chief Financial Officer, and Traas!



Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfa period ended March 31,
2004 as filed with the Securities and Exchange C@sion on the date hereof (the “Report”), |, Edwardritsch, President and Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9@t Sarbane®xley Act of 2002, tha

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

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

/s/ EDWARD J. FRITSCH

Edward J. Fritscl
President and Chief Executive Offic
November 15, 200



Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfa period ended March 31,
2004 as filed with the Securities and Exchange C@sion on the date hereof (the “Report”), |, TdrnStevens, Vice President and Chief
Financial Officer of the Company, certify, pursuémtl8 U.S.C. § 1350, as adopted pursuant to &9lte Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
2) The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of
the Company

/s/ TERRY L. STEVENS

Terry L. Steven:
Vice President, Chief Financial Officer and Treas!
November 15, 200



