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following box. [ ]

If any of the securities being registered on thisf are to be offered on a delayed or continuogshaursuant to Rule 415 under the
Securities Act of 1933, other than securities @ffeonly in connection with dividend or interesirastment plans, check the following box.
[X]
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(1) Afiling fee of $2,494 was previously paid iarmection with the initial filing of the Registrati Statement relating to the registration of
265,376 shares of Common Stock at a maximum offgriice of $27.25 per share.

(2) Computed pursuant to Rule 457(c) under the ISaxsuAct of 1933, as amended, solely for the psgof calculating the registration fee
on the basis of the average high and low pricekeRegistrant's Common Stock reported on the Nevk $tock Exchange on August 21,
1996.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STAIMENT ON SUCH DATE OR DATES AS MAY BE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REISTRANT SHALL FILE A FURTHER AMENDMENT WHICH
SPECIFICALLY STATES THAT THIS REGISTRATION STATEMEN SHALL THEREAFTER BECOME EFFECTIVE IN
ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES AGJF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL
BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, ATNG PURSUANT TO SAID SECTION 8(A), MAY DETERMINE



PROSPECTUS
268,376 SHARES

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

This Prospectus relates to (i) the possible issubgdHighwoods Properties, Inc. (the "Company"yipfto 265,376 shares (the "Redemption
Shares") of common stock, par value $.01 per sfthee'Common Stock"), if, and to the extent thatders of up to 265,376 units of
partnership interest ("Units") in the Highwoods/gyh Limited Partnership (the "Operating Partngr§hiof which the Company is the sole
general partner, exercise their right to redeenh &irats and the Company elects to satisfy suchmgdien right through the issuance of
Common Stock and (ii) the offer and sale from thméime of up to 3,000 shares of outstanding Com®tmtk (the "Option Shares") by the
holders thereof (the "Selling Shareholders") issuedier the Company's Amended and Restated 1994 Statton Plan. The Units
redeemable for Redemption Shares registered haret®yissued in connection with private placementdudy 12, 1995 and July 20, 1995.
The registration of the shares of Common Stockhlvthis Prospectus relates does not necessagiinrthat any of such shares will be
issued by the Company as Redemption Shares obgdlte Selling Shareholders.

The Common Stock is listed on the New York Stocktange (the "NYSE") under the symbol "HIW." The iOptShares are listed on the
NYSE, and the Company will use its best effortsdase the Redemption Shares to be listed on theENYi®r to their issuance. To instL
that the Company retains its status as a realeaistatstment trust ("REIT"), ownership by any pergolimited to 9.8% of the outstanding
shares of Common Stock, with certain exceptions.

SEE "RISK FACTORS' FOR CERTAIN FACTORSRELEVANT TO AN INVESTMENT IN THE
COMMON STOCK.

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

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

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

NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATN OR TO MAKE ANY REPRESENTATIONS OTHER THA|
THOSE CONTAINED IN THIS PROSPECTUS AND, IF GIVEN QRADE, SUCH INFORMATION OR REPRESENTATIONS MUST
NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED. THIPROSPECTUS DOES NOT CONSTITUTE AN OFFER TO SELL
SOLICITATION OF AN OFFER TO BUY ANY SECURITIES OTHE THAN THE SECURITIES TO WHICH IT RELATES OR ANY
OFFER OR SOLICITATION OF AN OFFER TO BUY SUCH SECURES IN ANY CIRCUMSTANCES IN WHICH SUCH OFFER OR
SOLICITATION IS UNLAWFUL. NEITHER THE DELIVERY OF HIS PROSPECTUS NOR ANY SALE MADE HEREUNDER SHAL
UNDER ANY CIRCUMSTANCES, CREATE ANY IMPLICATION THA  THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE
COMPANY SINCE THE DATE HEREOF OR THAT THE INFORMATIN CONTAINED HEREIN IS CORRECT AS OF ANY TIME
SUBSEQUENT TO ITS DATE.

The date of this Prospectus is August 26, 1'



AVAILABLE INFORMATION

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

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

INCORPORATION OF CERTAIN DOCUMENTSBY REFERENCE

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

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

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

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

d. The Company's Current Reports on Form 8-K, dabdg12, 1995 (as amended on Form 8-K/A on Sepeerp1995 and June 3, 1996),
December 18, 1995, April 1, 1996 (as amended omFBK/A on June 3, 1996 and June 18, 1996), andl 29y 1996 (as amended on Form
8-K/A on June 3, 1996 and June 18, 1996).

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



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

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



PROSPECTUS SUMMARY

THE FOLLOWING SUMMARY IS QUALIFIED IN ITS ENTIRETYBY THE MORE DETAILED DESCRIPTIONS AND THE
FINANCIAL INFORMATION AND STATEMENTS APPEARING ELSEBVHERE IN THIS PROSPECTUS OR INCORPORATED
HEREIN BY REFERENCE. UNLESS THE CONTEXT OTHERWISEQUIRES, THE TERM (I) "COMPANY" OR "HIGHWOODS"
SHALL MEAN HIGHWOODS PROPERTIES, INC., PREDECESSORE HIGHWOODS PROPERTIES, INC. AND THOSE ENTITIES
OWNED OR CONTROLLED BY HIGHWOODS PROPERTIES, ININCLUDING HIGHWOODS/FORSYTH LIMITED PARTNERSHI
(THE "OPERATING PARTNERSHIP"), (II) "CROCKER" SHALMEAN CROCKER REALTY TRUST, INC., ITS PREDECESSORS
AND THOSE ENTITIES OWNED OR CONTROLLED BY CROCKER]JI) "HIGHWOODS PROPERTIES" SHALL MEAN THE 103
SUBURBAN OFFICE AND 98 INDUSTRIAL (INCLUDING 62 SERICE CENTER) PROPERTIES OWNED BY THE COMPANY, (1V)
"CROCKER PROPERTIES" SHALL MEAN THE 58 SUBURBAN ORFE AND 12 SERVICE CENTER PROPERTIES OWNED BY
CROCKER AND (V) "PROPERTIES" SHALL MEAN THE HIGHWODS PROPERTIES AND THE CROCKER PROPERTIES
COMBINED.

THE COMPANY

The Company is a self-administered and self-managgdcestate investment trust ("REIT") that begperations through a predecessor in
1978. At June 30, 1996, the Company owned a partédl201 in-service office and industrial propesti(the "Properties"), together with
approximately 221 acres of land (the "Developmeanid") for future development. The Highwoods Prdpertonsist of 103 suburban office
properties and 98 industrial properties (includéigservice centers), located in Raleigh-Durham,sféin-Salem, Greensboro and Charlotte,
North Carolina, Nashville, Tennessee and Richmvftirgjinia. As of June 30, 1996, the Highwoods Prdigsrconsisted of approximately 1!
million square feet, which were approximately 9%%4ded to approximately 1,100 tenants.

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

The only businesses or assets of the Company velnechot conducted through the Operating Partneesieiphe brokerage and property
management business and related assets recentliyesitqn April 1, 1996 through the Company's mekgighh Nashville, Tennessee-based
Eakin & Smith, Inc.(the "Eakin & Smith Transactignih addition to owning the Properties and the &epment Land, the Operating
Partnership also provides services associatedl@aging, property management, real estate develupeenstruction and miscellaneous
tenant services for the Properties as well ashiod parties. The Company conducts its third-pégrbased services through two subsidiaries
of the Operating Partnership, Highwoods Serviaes, &nd Forsyth Properties Services, Inc. (theviSeiCompanies"), and Forsyth-Carter
Brokerage L.L.C. ("Forsyth-Carter Brokerage"), mjowenture with Carter Oncor International.

On April 29, 1996, the Company entered into a meageeement (the "Merger Agreement") with CrockeaRy Trust, Inc. (“Crocker")
pursuant to which the Company will acquire 58 sbhuroffice properties and 12 service center pragse(the "Crocker Properties") located
in 15 Southeastern markets in Florida, North CaglSouth Carolina, Tennessee, Georgia, VirginthAlabama. The Crocker Properties
encompass 5.7 million rentable square feet antlyra 30, 1996, were 94% leased. Through the mesiteCrocker (the "Merger"), which is
expected to occur in the third quarter of 1996,Goenpany will establish itself as one of the latgeal estate operating companies in the
Southeastern United States specializing in the ostiig, management, acquisition and developmentladiban office and industrial
properties. Under the terms of the Merger AgreentaetCompany will acquire all of the outstandimgital stock of Crocker in exchange for
a cash payment of $11.02 per share, subject taigatijustments. Based on Crocker's 26,981,08Tom#hares of outstanding capital stock
at June 30, 1996, the purchase price will totat@agmately $297 million. In addition, the Companyllwash out certain existing options and
warrants to purchase Crocker common stock for tmated $4.2 million and assume approximately $&2dllon of Crocker's currently
outstanding indebtedness, having a weighted avénégest rate of 8.6%. In connection with the Marghe Company has also entered into a
Stock Purchase Agreement (the "Stock Purchase Agmet) with certain
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stockholders of Crocker, who together own approxétya83% of Crocker's outstanding common stockléctilvely, the "Crocker Selling
Stockholders"), which obligates such stockholdersdll their shares to the Company at a cash pfi§&1.02, subject to the same adjustm
as required under the Merger Agreement. The apprately $247 million purchase price for such shé&gmart of the total approximately
$297 million purchase price for all of Crocker'ssianding shares. The Merger Agreement and the&k$torchase Agreement may be
terminated by the respective parties only in cedianited circumstances. In addition, under thenteiof the Merger Agreement, certain
specified assets and liabilities of Crocker wilt be acquired by the Company. The Merger will becaated for by the Company under the
purchase method of accounting in accordance wittoAwting Principles Board Opinion No. 16, "Busin€ssnbinations," as amended.
Under this method of accounting, the purchase priide allocated to assets acquired and liabgithssumed based on their estimated fair
value at the closing date of the Merger.

The Company is a Maryland corporation that wasrpemted in 1994. The Operating Partnership is @iN@Garolina limited partnership
formed in 1994. The Company's and the OperatinghBieship's executive offices are located at 3100k&tnee Court, Suite 600, Raleigh,
North Carolina 27604, and their telephone numbé918) 87:-4924. The Company maintains offices in each optilnary markets.

RISK FACTORS

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

TAX STATUSOF THE COMPANY

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

SECURITIESTO BE OFFERED

This Prospectus relates to (i) the possible issudgahe Company of up to 265,376 Redemption Shfrasd to the extent that, holders of
to 265,376 Units exercise their right to redeenhdunits and the Company elects to satisfy suchmgdien right through the issuance of
Common Stock and (ii) the offer and sale from timéme of up to 3,000 shares of outstanding Com@imek (the "Option Shares") by the
holders thereof (the "Selling Shareholders') issuder the Company's Amended and Restated 1994 Sgtion Plan (the "Plan™). The
Company will receive no proceeds from the saldefghares in this offering.

The Units redeemable for Redemption Shares wenedsts connection with private placements on J2y1B95 and July 20, 1995. All such
Units and the Option Shares were issued in reliancan exemption from registration under Secti®) 4f the Securities Act.

All of the Units (other than those held by the Camyp) are subject to certain agreements (the "Reagjiish Rights Agreements") pursuant to
which the Company is required to register the shesguable upon redemption of the Units. The Regdieh Rights Agreements also prohibit
the holders of Units from disposing of (exceptimited situations) such securities for a periodioé year from their issuance. The lock-up
period for the Units redeemable for the Redemp8bares offered by this registration statement eddgd12, 1996 and July 20, 1996.

Pursuant to the amended and restated agreemémitefd partnership of the Operating Partnership (fPartnership Agreement"), each Unit
(other than Units held by the Company or thosésibject to lock-up restrictions)
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may be tendered by its holder to the Operatingni@eship for cash equal to the fair market valua share of Common Stock at the time of
redemption. Alternatively, at the option of the Guany, as general partner of the Operating Partigerste Units may be redeemed for an
equivalent number of shares of Common Stock, aadCtmpany will become the owner of the redeemedsUni

The Company anticipates that it generally will €kecacquire directly Units tendered for redempigor to issue shares of Common Stock
pursuant to this Prospectus in exchange therefloershan allowing the Operating Partnership to gash. As a result, the Company may
from time to time issue up to 265,376 Redemptioar& upon the acquisition of Units tendered foeneption. With each such redemption,
the Company's interest in the Operating Partnensilipncrease.

The Company is registering the Redemption SharédtenOption Shares for sale to provide the holtreseof with freely tradeable
securities, but the registration of such shares doé necessarily mean that any of such sharebsisued by the Company or offered or
sold by the holders thereof.



RISK FACTORS

THIS PROSPECTUS CONTAINS FORWARD-LOOKING STATEMENTSCTUAL RESULTS MAY DIFFER SIGNIFICANTLY FROM
THOSE PROJECTED IN THE FORWARD-LOOKING STATEMENTBACTORS THAT MIGHT CAUSE SUCH A DIFFERENCE
INCLUDE, BUT ARE NOT LIMITED TO, THOSE DISCUSSED BEOW UNDER "RISK FACTORS." AN INVESTMENT IN THE
COMMON STOCK INVOLVES VARIOUS RISKS. UNIT HOLDERSHOULD CAREFULLY CONSIDER THE FOLLOWING
INFORMATION IN CONJUNCTION WITH THE OTHER INFORMATDON CONTAINED IN THIS PROSPECTUS BEFORE SEEKING
TO REDEEM THEIR UNITS.

TAX CONSEQUENCES OF REDEMPTION OF UNITS

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

POTENTIAL CHANGE IN INVESTMENT UPON REDEMPTION OF UNITS

If a limited partner exercises the right to require redemption of his or her Units, such limitedtper may receive, at the option of the
Company as general partner of the Operating Patiipgrcash or shares of Common Stock of the Comaeychange for the Units. If the
limited partner receives cash, the limited partm#irno longer have any interest in the Company altinot benefit from any subsequent
increases in share price and will not receive amyré distributions from the Company (unless theétéd partner currently owns or acquire
the future additional shares of Common Stock ott$)nif the limited partner receives shares of Camr8tock, the limited partner will
become a stockholder of the Company rather thasidehof Units in the Operating Partnership. Seed&mnption of Units--Comparison of
Ownership of Units and Shares of Common Stock."

RISKS ASSOCIATED WITH RAPID GROWTH

The Company is currently experiencing a periodapia growth. After giving effect to the Eakin & SimiTransaction and the Merger, the
Company's property portfolio will have increaseshfr193 properties, consisting of approximatelyr@illion rentable square feet, to 271
properties, consisting of approximately 16.1 milli@ntable square feet. The Company's ability toage its growth effectively will require it
to integrate successfully the Eakin & Smith managetnteam and those members of the Crocker managéeaen who will continue with tt
Company after the Merger into its existing managars#&ucture. In connection with the Eakin & Sniltansaction, the Company retained
of Eakin & Smith's 46 employees. Furthermore, inrection with the Merger, the Company expects tbagproximately 50 administrative,
property management, leasing, marketing and mantmpersonnel employed by Crocker. There can lssurance that the Company will
be able to integrate these additional employeesiigtorganization or to manage the combined opersieffectively. Furthermore, the
inability of the Company to integrate the Properiiea timely and efficient manner could have aveask effect on the Company's business.

Upon completion of the Merger, four former officefsCrocker will join the Company as vice presideithomas F. Cochran will manage the
Charlotte division, which includes Greenville, So@arolina and Atlanta, Georgia; Michael E. Hawil manage the Memphis division;
Scaott I. Peek, Jr. will manage the Tampa divisighich includes Jacksonville and Orlando; and TimgdthVallace will manage the Boca
Raton division. Thomas J. Crocker, the chairmathefboard and chief executive officer of Crockachard S. Ackerman, the president and
chief operating officer of Crocker, and Robert Eisko, the vice president and chief financial afiof Crocker, will not join the Company.
There can be no assurances that the Company vableeto integrate successfully the Crocker Prageert
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into its portfolio without them. Furthermore, itégpected that Messrs. Crocker, Ackerman and Onigkaontinue to be engaged in the
commercial real estate business following the Mer@e part of their severance agreements, Messoek€r, Ackerman and Onisko have
agreed not to compete with the Company within ihelienits of Boca Raton, Florida for periods rangifrom 12 months (Mr. Onisko) to 18
months (Messrs. Crocker and Ackerman), except sgpect to certain contracts that Mr. Crocker basdnage certain office projects owt
by third parties and with respect to mixed-useilrated office complex known as Mizner Park, whistoiwned by Mr. Crocker. Otherwise,
Messrs. Crocker, Ackerman and Onisko will be abledmpete with the Company in all of its markese SRecent Developments -- Pending
Acquisition of Crocker Realty Trust, Inc. -- Managent of Crocker Properties." Finally, there cambeassurance that the Merger will be
consummated. See "Recent Developments -- Pendiggigition of Crocker Realty Trust, Inc."

RISK OF FAILURE OF CROCKER TO QUALIFY ASA REIT

Upon consummation of the Merger, Crocker will beecasubsidiary of the Operating Partnership. Exfieithe Federal and state income
taxes that might be payable upon the distributiocestain assets that will be distributed direathindirectly to the stockholders of Crocker
prior to the Merger (the "Excluded Assets"), theryter has been structured to defer any tax recagnit Crocker. To accomplish this, the
Company intends to maintain Crocker's separatesstat an operating REIT. To maintain Crocker's Riéifus, the Company intends to c:
Crocker to sell a sufficient amount of common sttxkt least 110 individuals to enable Crocker tetrthe test for qualification of a REIT
under Section 856(a)(5) of the Internal RevenueeCaidL986, as amended (the "Code"). The aggregabeiat of common stock to be issued
to such miniority stockholders is not expectedxoezd 1.0% of the equity of Crocker.

The Company expects Crocker at all times to maintaistatus as a REIT and to continue to be orgainaind operated so as to maintain its
gualification as a REIT. Since the ownership of&&er stock by the Operating Partnership is considlés be the ownership of a real estate
asset for purposes of the REIT qualification tests since distributions received from a REIT ammme included in both the 95% and 75%
income tests of Code Sections 856(c)(2) and (8)CGbmpany's qualification as a REIT should notfiected by the acquisition and
ownership of Crocker. If, however, Crocker failsqumalify as a REIT for any reason while its shamesowned by the Company or the
Operating Partnership, the Company will no longalify as a REIT and the Company would be taxeifl iasvere a domestic corporation €
its stockholders would be taxed in the same maasstockholders of ordinary corporations. In thatng, the Company could be subject to
potentially significant tax liabilities and, theoe&, the amount of cash available for distributioits stockholders would be substantially
reduced or eliminated.

Although the Company believes, and Crocker haessmted, that commencing with Crocker's taxable geded December 31, 1995,
Crocker has operated in such a manner so as tothee€bde requirements for qualification as a REdTassurances can be given that Crc
will qualify as a REIT now or in the future. Croclequalification as a REIT is a condition to then@pany's obligation to consummate the
Merger. See "Recent Developments -- Pending Adiuisof Crocker Realty Trust, Inc." herein and "Eeal Income Tax Considerations” in
the Prospectus.

GEOGRAPHIC CONCENTRATION

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

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



LIMITATIONSON ACQUISITION AND CHANGE IN CONTROL

OWNERSHIP LIMIT. The Company's Articles of Incoration prohibit ownership of more than 9.8% of thistanding Common Stock by
any person. Such restriction is likely to havedffect of precluding acquisition of control of ti@mpany by a third party without consent of
the Board of Directors even if a change in contrete in the interest of stockholders.

REQUIRED CONSENT OF THE OPERATING PARTNERSHIP FOEERGER OR OTHER SIGNIFICANT CORPORATE ACTION. The
Company may not merge, consolidate or engage irtampination with another person or sell all orstahtially all of its assets unless such
transaction includes the merger of the OperatimgnBeship, which requires the approval of the hiddd a majority of the outstanding Units.
Should the Company ever own less than a majorith@butstanding Units, this voting requirement migmit the possibility for acquisition
or change in the control of the Company. As of 80,1996, the Company owned approximately 88%hefunits.

STAGGERED BOARD. The Board of Directors of the Canp has three classes of directors, the terms @hwhill expire in 1996, 1997
and 1998. Directors for each class will be choserafthree-year term. The staggered terms for ireenay affect the stockholders' ability to
change control of the Company even if a changeitrol were in the stockholders' interest.

ADVERSE IMPACT ON DISTRIBUTIONS OF FAILURE TO QUALIFY ASA REIT

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

REAL ESTATE INVESTMENT RISKS

GENERAL RISKS. Real property investments are sutigearying degrees of risk. The yields availaiten equity investments in real
estate depend in large part on the amount of inggenerated and expenses incurred. If the Compprygerties do not generate revenues
sufficient to meet operating expenses, includinigt dervice, tenant improvements, leasing commissaom other capital expenditures, the
Company may have to borrow additional amounts t@céixed costs and the Company's cash flow anlityatin make distributions to its
stockholders will be adversely affected.

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

COMPETITION. Numerous office and industrial propestcompete with the Company's properties in dttrgéenants to lease space. Some
of these competing properties are newer or beitattéd than some of the Company's properties. fRignt development of office or
industrial properties in a particular area couldeha material effect on the Company's ability &ske space in its properties and on the rents
charged.

BANKRUPTCY AND FINANCIAL CONDITION OF TENANTS. At ay time, a tenant of the Company's properties neak she protection

of the bankruptcy laws, which could result in tegection and termination of such tenant's leasetlaetby cause a reduction in the cash flow
available for distribution by the Company. Althoutle Company has not experienced material losees tenant bankruptcies, no assurance
can be given that tenants will not file for bankypprotection in the future or, if any tenante fithat they will affirm their leases and conti

to make rental payments in a timely manner. Intamiia tenant from time to time may experiencearmturn in its business, which may
weaken



its financial condition and result in the failuerhake rental payments when due. If tenant leasesat affirmed following bankruptcy or if a
tenant's financial condition weakens, the Compangsme may be adversely affected.

RENEWAL OF LEASES AND RELETTING OF SPACE. The Compawill be subject to the risks that upon expirataf leases for space
located in its properties, the leases may not bewed, the space may not be relet or the termsnafwal or reletting (including the cost of
required renovations) may be less favorable tharenulease terms. If the Company were unabledmptly relet or renew the leases for all
or a substantial portion of this space or if th&taerates upon such renewal or reletting wereifsogmtly lower than expected rates, then the
Company's cash flow and ability to make expectsttidutions to stockholders may be adversely adfect

ILLIQUIDITY OF REAL ESTATE. Equity real estate ingéments are relatively illiquid. Such illiquidityilvtend to limit the ability of the
Company to vary its portfolio promptly in resportsechanges in economic or other conditions. In taftlithe Code limits the Company's
ability to sell properties held for fewer than fougars, which may affect the Company's abilityat groperties without adversely affecting
returns to holders of Common Stock.

CHANGES IN LAWS. Because increases in income, serer transfer taxes are generally not passeddhrtutenants under leases, such
increases may adversely affect the Company's éashand its ability to make distributions to stocktters. The Properties are also subject to
various Federal, state and local regulatory requéirgs, such as requirements of the Americans wighHtilities Act and state and local fire
and life safety requirements. Failure to complymvitese requirements could result in the impositibiines by governmental authorities or
awards of damages to private litigants. The Commatigves that the Properties are currently in dampe with all such regulatory
requirements. However, there can be no assuraatéhise requirements will not be changed or teat requirements will not be imposed
which would require significant unanticipated exgitures by the Company and could have an advefset@n the Company's cash flow and
expected distributions.

CONSEQUENCES OF INABILITY TO SERVICE MORTGAGE DEBPursuant to loan agreements with the Company’s leaders, a
portion of the Properties are mortgaged to secayengnt of such indebtedness, and if the Compang telbe unable to meet such payments,
a loss could be sustained as a result of foredtosnithe Properties by the bank lenders.

RISK OF DEVELOPMENT, CONSTRUCTION AND ACQUISITION ACTIVITIES

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

abandonment of development opportunities; constnuaiosts of a property exceeding original estimgp@ssibly making the property
uneconomical; occupancy rates and rents at a newhpleted property may not be sufficient to maleegfoperty profitable; financing may
not be available on favorable terms for developno¢at property; and construction and lease-up noaya completed on schedule, resulting
in increased debt service expense and construotists. In addition, new development activitiesaretess of whether or not they are
ultimately successful, typically require a substmortion of management's time and attention.dd@yment activities are also subject to
risks relating to the inability to obtain, or detaip obtaining, all necessary zoning, land-usdding, occupancy, and other required
governmental permits and authorizations.

The Company intends to actively continue to acqoffiee and industrial properties. Acquisitionsaffice and industrial properties entail ri
that investments will fail to perform in accordanvegh expectations. Estimates of the costs of improents to bring an acquired property up
to standards established for the market positianited for that property may prove inaccurate ddiitéon, there are general investment risks
associated with any new real estate investment.

Although the Company has limited its developmeoguésition, management and leasing business piliyrtarmarkets with which
management is familiar, the Company may expanlguisiness to new geographic markets. Managememvieslthat much of its past success
has been a result of its local expertise. The Caypaay not initially possess the same level of femty with new markets, which could
adversely affect its ability to develop, acquirgmage or lease properties in any new localities.
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CONFLICTSOF INTERESTSIN THE BUSINESS OF THE COMPANY

TAX CONSEQUENCES UPON SALE OR REFINANCING OF PROPHRS. Holders of Units may suffer different and madverse tax
consequences than the Company upon the sale mamefng of any of the Properties and, thereforeh $wlders, including certain of the
Company's officers and directors, and the Compaay nave different objectives regarding the appadprpricing and timing of any sale or
refinancing of such Properties. Although the Conypas the sole general partner of the Operatinth=ship, has the exclusive authority as
to whether and on what terms to sell or refinancendividual Property, those members of the Com{samanagement and Board of Direct
of the Company who hold Units may influence the @any not to sell or refinance the Properties ehiengh such sale might otherwise be
financially advantageous to the Company, or malpérfce the Company to refinance Properties witlgh level of debt.

POLICIES WITH RESPECT TO CONFLICTS OF INTERESTSeT@ompany has adopted certain policies relatingptdlicts of interest.
These policies include a bylaw provision requiratigtransactions in which executive officers oreditors have a conflicting interest to be
approved by a majority of the independent directdithe Company or a majority of the shares of tedystock held by disinterested
stockholders. There can be no assurance that tp&uy's policies will be successful in eliminatthg influence of such conflicts, and if
they are not successful, decisions could be maataright fail to reflect fully the interests of aliockholders.

COMPETITIVE REAL ESTATE ACTIVITIES OF MANAGEMENT. dhn W. Eakin and Thomas S. Smith, both of whom tmecafficers
and directors of the Company in connection withHEa&in & Smith Transaction, maintain an ownershigiest in an office building in the
central business district of Nashville, Tennessdech building may compete for potential tenantthvthe Company's Nashville office
properties.

DEPENDENCE ON DISTRIBUTIONS FROM OPERATING PARTNERSHIP IN ORDER TO QUALIFY ASA REIT

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

EFFECT ON COMMON STOCK PRICE OF SHARESAVAILABLE FOR FUTURE SALE UPON CONVERSION OF UNITS

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

be made about the effect that future sales of Com&tock will have on the market price of sharesAAgust 26, 1996, the one-year lock-up
period with respect to 3.6 million Units had explire

POSSIBLE ENVIRONMENTAL LIABILITIES

Under various Federal, state and local laws, ordiea and regulations, such as the ComprehensivieoBmental Response Compensation
and Liability Act or "CERCLA," and common laws, awner or operator of real estate is liable fordbsts of removal or remediation of
certain hazardous or toxic substances on or in ptmberty as well as certain other costs, includjagernmental fines and injuries to persons
and property. Such laws often impose such liabililhout regard to whether the owner or operat@vkiof, or was responsible for, the
presence of such hazardous or toxic substancegrébence of such substances, or the failure ted&te such substances properly, may
adversely affect the owner's or operator's ahititgell or rent such property or to borrow usingtsproperty as collateral. Persons who
arrange for the disposal or treatment of hazardotsxic substances may also be liable for thescoStemoval or remediation of such
substances at a disposal or treatment facility tidreor not such facility is
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owned or operated by such person. Certain enviratahkws impose liability for release of asbestostaining materials (*"ACM") into the

air, and third parties may seek recovery from owmgroperators of real property for personal igsissociated with ACM. In connection

with its ownership and operation of its propertibg, Company may be potentially liable for thesst€oln addition, the presence of hazardous
or toxic substances at a site adjacent to or iwvittieity of a property could require the propeotwner to participate in remediation activities

in certain cases or could have an adverse effeth@malue of such property.

As of the date hereof, all but one of the HighwoBdsperties had been subjected to a Phase | envinotal assessment. These assessments
have not revealed, nor is management of the Comaanaye of, any environmental liability that it keles would have a material adverse
effect on the Company's results of operationsjdityor financial position taken as a whole, netlie Company aware of any such material
environmental liability. Nevertheless, it is podsithat the Company's assessments do not reveahatbnmental liabilities or that there are
material environmental liabilities of which the Cpamy is unaware. In addition, assumptions regarttiagexistence and nonexistence of
contamination and groundwater flow are based oilabla sampling data, and there are no assurahaethie data is reliable in all cases.
Moreover, there can be no assurance that (i) fuéwve, ordinances or regulations will not imposg araterial environmental liability or (ii)
the current environmental condition of the Proarivill not be affected by tenants, by the conditid land or operations in the vicinity of t
Properties (such as the presence of undergrourabsttanks), or by third parties unrelated to tben@any.

All of the Crocker Properties have been subjeabeassessments by independent environmental contsuitethe last three years. The
environmental assessments of the Crocker Propérdies not revealed any environmental liability ttet Company believes would have a
material adverse effect on the Company's resultgpefations, liquidity or financial position takaa a whole, nor is the Company aware of
any such material environmental liability. Nevef#ss, it is possible that the assessments do wealrall environmental liabilities or that
there are material environmental liabilities of eththe Company is unaware. In addition, assumptiegarding the existence and
nonexistence of contamination and groundwater iogvbased on available sampling data, and themecaassurances that the data is reliable
in all cases. Moreover, there can be no assur&atdi} future laws, ordinances or regulations wdk impose any material environmental
liability or (ii) the current environmental conditi of the Crocker Properties will not be affectgddnants, by the condition of land or
operations in the vicinity of the Crocker Propest{such as the presence of underground storags)tamkby third parties unrelated to the
Company. The environmental assessments have reviaaldollowing:

o A property located southwest of the Sabal VI propis listed on EPA's National Priority List (NPIGroundwater at the site contains
elevated levels of inorganic metals and the sifeags to be hydraulically upgradient from the Sabadroperty. Sampling at the
southwestern boundary of the Sabal VI propertycatid levels of inorganic metals in the groundwabsve the cleanup standards, while
levels of such constituents in the soil were norr@&an-up is ongoing at the NPL site, funded Ispoasible parties. Based on information
known to date, there is no indication that the S&baroperty is a source of this contaminationdainis unlikely that EPA or any other party
would seek to impose liability on the Company fog presence of such contaminants.

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

o Lead was detected above the Federal action ilewkinking water from limited outlets at seventb& Crocker Properties. Federal law only
requires that public water suppliers take actioemvthis level is exceeded and requires no dirdsiraby the Company. Sampling was limi
and more thorough sampling would be required tai@tely determine the sources and levels of leaddse buildings. However, if elevated
lead levels do exist, it could present the potéfiaallegations of liability from third parties.
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Some tenants use or generate hazardous substarnthesordinary course of their respective busiresBeese tenants are required under their
leases to comply with all applicable laws and hageeed to indemnify the Company or Crocker for @ayms resulting from noncompliance,
and the Company is not aware of any environmemtddlpms resulting from tenants' use or generatfdraeardous substances. There are no
assurances that all tenants will comply with thenteof their leases or remain solvent and thaCiimpany may not at some point be
responsible for contamination caused by such tenant
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RECENT DEVELOPMENTS
PENDING ACQUISITION OF CROCKER REALTY TRUST, INC.

GENERAL. On April 29, 1996, the Company enterea iah Agreement and Plan of Merger (the "Merger Agrent") with Crocker Realty
Trust, Inc., a Maryland corporation ("Crocker"). Asesult of the Merger, Highwoods will acquiresa®urban office properties and 12
service center properties (the "Crocker Propeitiegated in 15 Southeastern markets in FloridatiNGarolina, South Carolina, Tennessee,
Georgia, Virginia and Alabama. The Crocker Propsréncompass 5.7 million rentable square feetanlijne 30, 1996, were 94% leased.

Through the Merger, the Company will establishlitas one of the largest real estate operating eoneg in the Southeastern United States,
specializing in the ownership, management, acgoisdand development of suburban office and indalspiioperties. Upon consummation of
the Merger, the Company will have offices in No@arolina's three major markets, the Research TiBatlye Piedmont Triad and Charlotte;
as well as in Richmond, Virginia; Nashville and M&ms, Tennessee; and Boca Raton, Florida. Followhirgvierger, the Company will own
161 suburban office properties and 110 industiielliding 74 service center) properties (the "Prtes"), totaling 16.1 million rentable
square feet. At June 30, 1996, the Properties @#¥e leased. The Company believes that the Mergeiges Highwoods a unique
investment opportunity for future growth by allogithe Company to expand and diversify its operattongrowth-oriented markets
throughout the Southeast. Seventeen of the Crdtikgrerties are located in existing Company marlegtd,the Company's substantial real
estate experience in these markets should allomé&ragement and operational cost savings due tewates of scale. In addition, the
Crocker transaction enhances the Company's oppibetito engage in single accretive acquisitiorss developments in each of the
Company's markets due to the inherent cost sawhgseviously established local real estate managemnd infrastructure.

Under the terms of the Merger Agreement, the Compalth acquire all of the outstanding capital stawfkCrocker in exchange for a cash
payment of $11.02 per share, subject to certainshalients. Based on Crocker's 26,981,087 millioneshef outstanding capital stock at June
30, 1996, the purchase price will total approxirya$297 million. In addition, the Company will cashit certain existing options and warre
to purchase Crocker common stock for an estimade?i illion and assume approximately $240 milliérCoocker's currently outstanding
indebtedness, having a weighted average interesbfa&.6%. In connection with the Merger, the Camphas also entered into a Stock
Purchase Agreement (the "Stock Purchase Agreemeitt)AP CRTI Holdings, L. P. (an affiliate of AdolReal Estate Advisors), AEW
Partners, L.P. (an investment partnership advigetlidirich Eastman Waltch), and Crocker's three eekecutives (Thomas J. Crocker,
Richard S. Ackerman and Robert E. Onisko), who ttagreown approximately 83% of Crocker's outstanaiogmmon stock (collectively, the
"Crocker Selling Stockholders"), which obligatestsistockholders to sell their shares to the Compéamycash price of $11.02, subject to the
same adjustments as required under the Merger Agnele The approximately $247 million purchase patsuch shares is part of the total
approximately $297 million purchase price for dlldyocker's outstanding shares.

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

Under the terms of the Merger Agreement and thekSairchase Agreement, the right of the Compangg¢kar or the Crocker Selling
Stockholders to terminate the respective agreeniegenerally limited to the following:

(i) the failure of Crocker to qualify as a REIT wndsections 856-860 of the Code; (ii) the failuF€mcker's stockholders to approve the
Merger; (iii) the failure to obtain the consenthe transaction by certain of Crocker's lendexd;@rocker's failure to comply with its
covenants to continue to operate the business forite Merger within certain specified parametarg] (v) the existence of any order,
judgement, decree, injunction or ruling of a cafrtompetent jurisdiction restraining, enjoiningpwohibiting consummation of the Merg:
Under the terms of the Stock Purchase AgreememtCthcker Selling Stockholders have agreed andepamevocable proxies to the
Company, to vote in favor of the Merger. As a reseither through the acquisition of the CrockelliSg Stockholders' stock in Crocker or
through exercise of the proxy, the Company canragbiat Crocker's stockholders will approve the déer
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Under Maryland law, Crocker's stockholders do ratehdissenters' rights in connection with the MeAgreement and the consummation of
the transactions contemplated thereby. Furtherntioeszonsummation of the Merger Agreement and tbek3Purchase Agreement by the
Company is not subject to the approval of the Camisastockholders.

Under the terms of the Merger Agreement, Crockdrdigtribute certain of its assets and liabilitiggich are not being acquired by the
Company, to an entity to be owned by all or a portif Crocker's stockholders

(the "Crocker Distribution Entity"). The distribut@ssets comprise (i)

approximately 258 acres of undeveloped land neadjarcent to certain of the Crocker Propertiesp@irtnership interests in two office
properties in which Crocker only holds a partiahjorenture interest; and (iii) rights under cemtakisting contracts or letters of intent to
purchase from third parties certain office promertnd undeveloped land (collectively, the "Exctldesets"). The Excluded Assets have a
current book value of approximately $17.7 milliédl. costs (including any tax liabilities) associdteith the distribution of the Excluded
Assets will be borne by the Crocker Distributiontin The Crocker Distribution Entity will also (§ssume the liability, if any, relating to
certain existing litigation involving one of Croakesenior officers or will agree to reimburse @@mpany for the costs of insuring in full any
such liability and (ii) enter into a lease agreetwith Crocker that obligates it to pay Crockergasubsidiary of the Operating Partnership, a
sum of $1.8 million over a two-year period followithe consummation of the Merger.

The Crocker Distribution Entity will also bear cart of Crocker's costs associated with the Merdader the terms of the Merger Agreem:
(i) the Crocker Distribution Entity shall reimbur€eocker for the excess, if any,

o the Designated Transaction Expenses (as hemrimgfined) over $9,150,000 and (ii) Crocker shall to the Crocker Distribution Entity
50% of the excess, if any, of $8,600,000 over thsifnhated Transaction Expenses. "Designated Tréms&xpenses" shall mean expenses
incurred by Crocker in connection with its propogeublic offering, which was terminated as a resfithe Merger, or in connection with the
Merger Agreement and the Merger only in the follegvcategories: (i) fees and expenses of legal @u(is fees and expenses of
accountants; (iii) fees and expenses of investinankers and appraisers; (iv) printing expensessévirance payments to employees
(including officers);

(vi) payments to Crocker's three senior executine®nnection with the release of certain stockanst held by them; and (vii) amounts due,
if any, to any solicitation agent in connectiontwibhe exercise of Crocker's outstanding public armts, which will be cashed out by
Highwoods upon their exercise at a price equallt@Z per share (the difference between their eserngiice of $10.00 per share and the
$11.02 per share merger consideration), subjeadjisstment for changes in the purchase price @eessf Crocker's common stock under the
Merger Agreement.

MANAGEMENT OF CROCKER PROPERTIES. Upon completidrifee Merger, Crocker's three senior officers, Therd. Crocker, Richa

S. Ackerman and Robert E. Onisko, will resign d&efs and directors of Crocker. In connection withir resignation, they will receive
certain severance benefits, totaling in the agdesggproximately $5.1 million, which includes pagmis related to the cashing out of their
respective stock options and warrants. As patefeverance agreements, the three senior offie@esagreed not to compete with the
Company within the city limits of Boca Raton, Fliai for periods ranging from 12 months (Mr. Onist@}8 months (Messrs. Crocker and
Ackerman), except with respect to contracts that@Gfocker has to manage certain office projectsemwy third parties and with respect to a
mixed-use retail and office complex known as MizRark, which is owned by Mr. Crocker. See "Riskstés - Risks Associated with Rapid
Growth."

Following the consummation of the Merger, Highwoodk retain the services of several key Crockeptyees who will be responsible for
managing a significant portion of the Crocker Prtips. Thomas F. Cochran will manage the Companysiess in Charlotte, North
Carolina, Greenville, South Carolina, and Atlai@aorgia and will serve as vice president. Mr. Canlserved as senior vice president for
NationsBank from 1987 to 1993 where he was resptnfir development and asset management of 4¥egbrioperties in the Crock
portfolio. In 1993 he joined Patriot American Asdanagement Corporation where he was a seniorpresident and managed the portfolio.
He became senior vice president with Crocker #ftermerger in 1995 between Crocker Realty Investocs, and Southeastern Realty Corp.,
which owned the 47 properties. Michael E. Harri$ manage the Company's business in the Memphimdssee area, and will serve as vice
president. Mr. Harris joined Crocker in January @ @®connection with Crocker's acquisition of atfmio of properties owned by Towerm:
Corporation. While at Crocker, he managed the Mampggion. From 1981 to 1996, he served as semerpresident, general counsel and
chief financial officer of Towermarc Corporation @re he developed and managed approximately 2.wmdhuare feet of properties. Sco
Peek, Jr. will manage the Company's business ifdingpa, Orlando and Jacksonville, Florida areaswathderve

12



as vice president. Mr. Peek served as vice presigigim Towermarc Corporation from 1992 to 1996 ptim Crocker's acquisition of
Towermarc's real estate holdings in January 1998@léMith Towermarc, he was responsible for thesileg, property management and
development activities of its Tampa and Jacksomvélyions. After joining Crocker, he held a similalle in the Tampa region. Timothy F.
Vallace will manage the Boca Raton division. Mrllsee has served as an assistant vice presid€hbaker since 1993. His duties include
asset management, leasing, construction managemembharketing for Crocker's Boca Raton operations.

SUBSIDIARIES OF CROCKER. Crocker holds the 70 CercRroperties through two partnerships and thregocations. Forty-six of the
Crocker Properties are held by AP Southeast PartRdrtners, L.P. (the "Financing Partnership'Dedaware limited partnership that was
formed on November 17, 1993 for the sole purposecqtiiring such properties from NationsBank of HaZarolina, N.A., as trustee for the
NCNB Real Estate Fund. (Se- Financing Activities and Liquidity" for a descriph of the mortgage note that is secured by thprdferties
owned by the Financing Partnership.) AP FontaihPdktners, L.P. is a Delaware limited partnersbimed on October 28, 1993 for the sole
purpose of acquiring one of the Crocker Propertiesther partnership has employees, and theiritieBvare carried out by Crocker and its
subsidiaries. Directly or indirectly, Crocker owthi30% of such partnerships. Three corporate subsdibold the remaining 23 Crocker
Properties as follows: three are owned by Croclealtfy Investors, Inc., a Florida corporation, 1& awned by CRT Florida Holdings, Inc., a
Florida corporation, and five are owned by CRT Tessee Holdings Corp., a Tennessee corporation.

Crocker conducts its property management busimesadgh Crocker Realty Management, Inc. (the "Managy@ Subsidiary"), a real estate
operating company specializing in development, tongon management, property management and lgasioffice buildings and mixed-
use properties. In addition to the Crocker Propsytihe Management Subsidiary currently manage®xippately 2.2 million square feet of
commercial property, 70% of which space (represgri3% of Crocker's third-party revenue) is ownechanaged by Thomas J. Crocker or
Richard S. Ackerman and which is not expected tmbeaged by the Company after the Merger.

TRANSACTION STRUCTURE. Under the terms of the Merggreement, Cedar Acquisition Corporation ("Ceglaa"newly formed
subsidiary of Highwoods, will merge into CrocketlhvHighwoods becoming the sole shareholder of Gzndkighwoods intends to
contribute the shares of common stock of CrockénéoOperating Partnership in exchange for UnitsaAesult, Crocker would become a
subsidiary of the Operating Partnership. ExceptHerFederal and state income taxes that mightipalpe upon the distribution of the
Excluded Assets, which taxes are to be paid byCtloeker Distribution Entity, the Merger has beenaured to defer any tax recognition to
Crocker at the corporate or subsidiary level. Tooatplish this, the Company intends to maintain €eo's separate status as an operating
REIT. To maintain Crocker's REIT status, the Conypiatends to cause Crocker to sell a sufficient am@f common stock to approximat
100 to 110 individuals to enable Crocker to meett#st for qualification of a REIT under Sectior6@9(5) of the Code. The aggregate
amount of common stock to be issued to such minetidckholders is not expected to exceed 1.0%eetity of Crocker. The Merger will
be accounted for by the Company under the puramatieod of accounting in accordance with Accounimigiciples Board Opinion No. 16,
"Business Combinations," as amended. Under thifodedf accounting, the purchase price will be @ted to assets acquired and liabilities
assumed based on their estimated fair value aldiseng date of the Merger.

FEDERAL INCOME TAX CONSEQUENCES OF THE MERGER. Thkerger is a taxable purchase of 100% of the oudétarnstock of
Crocker which will be taxable to the selling stoolders of Crocker but, except as described beldative to the Excluded Assets, will not be
taxable at the Crocker corporate or subsidiarylléMege Company's tax basis in its Crocker stock el equal to the total cash it pays in the
Merger for the Crocker stock, stock options andrars. No gain or loss will result to the Comparonf the Merger. Crocker, however, may
have corporate level taxable income and incoméidgaiity due to the transfer of the Excluded Asstt the Crocker Distribution Entity or t
transfer of the ownership interests in the Crodstribution Entity to some or all of the Crockéoskholders. Any tax liabilities arising from
the transactions related to the Excluded Assetiseo€rocker Distribution Entity will be borne byetiCrocker Distribution Entity. Following
the Merger, the Company will transfer all of thect of Crocker to the Operating Partnership in exdfe for Units and the assumption of
debt. This transaction will be a nontaxable transfgroperty to a partnership in exchange for owhip interests in the partnership. The
Company's tax basis in the Units so acquired welefual to its tax basis in the Crocker stock feansd to the Operating Partnership, and no
gain or loss will be realized by Crocker, the Compar the Operating Partnership as a result oftthissaction.
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The Company expects Crocker at all times to mainitaistatus as a REIT. As discussed in "Transa@&iouc ture" above, Crocker or the
Company will sell shares of Crocker common stocittividuals sufficient for Crocker to meet the REualification requirement of 100
stockholders. Crocker and the Company also inteatdGrocker will continue to be organized and oetao as to maintain its qualification
as a REIT. Since the ownership of Crocker stockeyOperating Partnership is considered to be wheetship of a real estate asset for
purposes of the REIT qualification tests and sifis&ributions received from a REIT are income iigd in both the 95% and 75% income
tests of Code Sections 856(c)(2) and (3), the Caoylpajualification as a REIT should not be affedigdhe acquisition and ownership of
Crocker. If, however, Crocker fails to qualify aREIT for any reason while its shares are ownethbyCompany or the Operating
Partnership, the Company will no longer qualitygd®EIT and the Company would be taxed as if it véeedemestic corporation and its
stockholders would be taxed in the same manneoaki®lders of ordinary corporations. In that eyémé Company could be subject to
potentially significant tax liabilities and, theoe&, the amount of cash available for distributioits stockholders would be substantially
reduced or eliminated. See "Risk Factors - Riskafure of Crocker to Qualify as a REIT."

The Company believes, and Crocker has represehggd;ommencing with Crocker's taxable year endecehber 31, 1995, Crocker has
operated in such a manner so as to meet the Cqdeaments for qualification as a REIT. Crockenslification as a REIT is a condition to
the Company's obligation to consummate the Merger.

THE CROCKER PROPERTIES. The Crocker Propertiesisbn§ 58 suburban office buildings and 12 serdeater properties located in 15
metropolitan areas in seven states in the Soutrealdhited States encompassing a total of apprdeimn&.7 million rentable square feet.
Sixty-three of the properties are located in suborbffice parks and comprise approximately 4.7iamlsquare feet of rentable space. The
remaining seven properties are also located inrbalouareas in the Southeast.

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

Management of the Crocker Properties is supenbyedrocker's asset managers in regional officessi@management is conducted by
Crocker at 55 of its Properties. Highwoods intetodsetain substantially all of Crocker's on-sitemagers following the Merger and to reduce
the reliance on third-party property managers aadihg agents with respect to the Crocker Progertie

The following table sets forth scheduled leaseratioins for leases for Crocker's properties in @las of March 31, 1996, for each of the 10
years beginning with March 31, 1996, assuming narexercises renewal options or its terminatedtdefault

LEASE EXPIRATIONS OF CROCKER PROPERTIES
(OFFICE ONLY)

Percentage of Aver age Percentage of
Rentable Total Leased Annualized  Annualize d Rental Total Annualized
Number  Square Fee t Square Feet Rental Revenue Revenu e Per Rental Revenue
of Leases  Subject t o Represented by Under Expiring Square Fo ot Under Represented
LEASE EXPIRING Expiring Expiring Lea ses Expiring Leases Leases(1) Expiring Leases by Expiring Leases
Remainder of 1996......... 71 389,1 10 9.3% $5,605,984 $14.14 9.6%
1997t 111 668,6 90 16.0 8,790,584 13.15 15.0
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Percentage of Averag e Percentage of

Rentable Total Leased Annualized  Annualized Rental Total Annualized
Number Square Feet Square Feet Rental Revenue  Revenue Per Rental Revenue
of Leases  Subject to Represented by Under Expiring Square Foot Under Represented
LEASE EXPIRING Expiring Expiring Leas es Expiring Leases Leases(l) Expiring L eases by Expiring Leases
1998.. . 106 726,341 17.4 9,880,076 13.60 16.9
1999.. 89 562,977 135 8,062,666 14.32 13.8
2000.. 75 502,275 12.0 7,903,807 15.74 135
2001 39 382,806 9.1 5,952,787 15.55 10.2
2002 25 337,705 8.1 5,187,273 15.36 8.9
2003.. 12 186,643 4.4 2,433,831 13.04 4.2
2004.. 4 55,926 1.3 828,758 14.82 1.4
2005.. . 4 288,180 6.9 2,474,227 8.59 4.2
Thereafter 2 82,473 2.0 1,347,284 16.34 2.3
Total or average........ 538 4,183,126 100.0%  $58,467,277 $13.98 100.0%

LEASE EXPIRATIONS OF CROCKER PROPERTIES
(SERVICE CENTER ONLY)

Percentage of Averag e Percentage of
Rentable Total Leased Annualized  Annualized Rental Total Annualized
Number Square Feet Square Feet  Rental Revenue Revenue Per Rental Revenue
of Leases  Subject to Represented by  Under Expiring Square Foot Under Represented
LEASE EXPIRING Expiring Expiring Leases Expiring Leases Leases(1) Expiring L eases by Expiring Leases
Remainder of 1996...... 20 151,589 12.9% $1,153,083 $7.61 13.3%
230,128 20.9 1,861,150 8.09 20.2
169,576 16.4 1,460,495 8.61 14.8
261,206 20.8 1,851,032 7.09 22.9
253,654 225 2,010,487 7.93 22.2
75,875 6.5 583,119 7.69 6.6
1,142,028 100.0% $8,919,366 $7.81 100.0%

(1) Annualized Rental Revenue is March 1996 remta¢nue (base rent plus operating expense pasgittepmultiplied by 12.
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EAKIN & SMITH TRANSACTION

On April 1, 1996, the Company completed a mergéh ®akin & Smith and its affiliates ("Eakin & Smi)hcombining their property
portfolios, management teams and business opesafitmough the combination, the Company succeemdtttownership of seven suburban
office buildings totaling 848,000 square feet, & 000-square-foot suburban office development ptpji8 acres of development land and
Eakin & Smith's brokerage and property managempetations. All the properties and development laredlocated in Nashville, Tennessee.
At June 30, 1996, the properties acquired in thiesaction were 98% leased.

The aggregate cost to the Company of the Eakin &Shransaction, assuming the completion of therioeess development project, was
approximately $98.5 million payable through theiasce of 537,138 limited partnership units of theefating Partnership and 489,421 sh
of Common Stock, the assumption of $37 millionrafebtedness (with a weighted average fixed rage8h), and cash payments of
approximately $33 million. The cost excludes defdmpayments of up to 54,056 shares of Common Stdukh are attributable to Eakin &
Smith's brokerage and property management operatitotal payment of 13,514 shares of Common Steitlkoe made to the three
principals of Eakin & Smith, Inc. for each of thesf four 12-month periods following the combinatim which third-party service revenue
attributable to the Eakin & Smith brokerage andogrty management operations exceeds $2,000,000.

As part of the Eakin & Smith Transaction, the thpeiacipals of Eakin & Smith, Inc. received optiaiaspurchase 105,000 shares of common
stock at $27.50 per share. Such options vest indqual annual installments beginning with the secanniversary of the date of grant. Such
principals also received warrants to purchase T&0shares of Common Stock for $28.00 per sharaddition, John W. Eakin and Thomas
S. Smith were added to the Company's Board of RirecThe third principal, W. Brian Reames, has atsnained with the Company.

DEVELOPMENT ACTIVITY

The following table summarizes the three developgrpenjects placed in service by the Company duti®g6:

Rentable
Property Property Type Location Square Feet Initial Cost
Hewlett Packard Office Piedmont Triad 15,000 $ 1,000,000
Global Software Office Research Triangle 92,700 7,500,000
Regency One Industrial  Piedmont Triad 127,600 3,500,000
Total 235,300 $12,000,000

The Company has 10 suburban office properties ardralustrial property under development totalifg,800 square feet of space. The
following table summarizes these projects:

Estimated
Rentable Es timated Percent Completion
Office Properties Location Square Feet Cost Preleased Date
MSA Research Triangle 57,000 $ 6,200,000 100%  4Q96
Healthsource Research Triangle 180,000 1 4,400,000 100%  4Q96
One Shockoe Plaza Richmond 118,000 1 5,000,000 100%  4Q96
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Estimated

Rentabl e Estimated Percent Completion
Office Properties Location Square F eet Cost Preleased Date
Highwoods One Richmond 126, 000 12,500,000 25% 4Q96
Situs One Research Triangle 58, 000 5,100,000 58% 4Q96
Maryland Way Nashville 103, 000 11,500,000 50% 4Q96
Inacom Piedmont Triad 13, 000 900,000 100% 4Q96
North Park Research Triangle 43, 000 4,000,000 38% 2Q97
Sycamore Research Triangle 70, 000 5,700,000 0% 2Q97
Hewlett Packard Charlotte 35, 000 3,100,000 41% 4Q96
INDUSTRIAL PROPERTY
Regency Two Piedmont Triad 96, 000 $ 2,800,000 40% 4Q96
Total or Weighted Average 899, 000 $81,200,000 62%

Following the Merger, the Company will continue €ker's development of an approximately 81,000-st@ot office building in Center
Point Office Park in Columbia, South Carolina. Geexcowns the other office building in the park, aethbuilding was 100% leased at June
1996. The total cost of the project is expectebe@pproximately $7.6 million, including the pursbaf the land. Pursuant to a contract
entered into with the contractor, the constructiosts are fixed. The building is expected to bemetad in the fourth quarter of 1996 and is
approximately 50% pre-leased.

OTHER PENDING ACQUISITIONS

The Company has entered into a letter of intemictjuire three suburban office properties totaliag,200 square feet and three acres of land
in Nashville and Charlotte in exchange for 305,48f&s and $5.7 million in cash.

FINANCING ACTIVITIESAND LIQUIDITY
Set forth below is a summary description of the @any's recent financing activities:

CREDIT FACILITY. In March 1996, the Company closed a $140 million unsecured credit facility (theré@it Facility"), which replaced :
$80 million secured facility. The Credit Facility with NationsBank, First Union National Bank oftdoCarolina and Wachovia Bank of
North Carolina and requires monthly payment ofrieée and matures on September 30, 1999. The imtexest rate on the Credit Facility
LIBOR plus 150 basis points. The interest rate adljust based on the Company's senior unsecurdi ang within a range of LIBOR plus
100 basis points to LIBOR plus 175 basis point® fidplacement of the secured facility with the @rEdcility enhanced the Company's
financial flexibility by releasing the liens on pdoperties with a book value of approximately $2a6ion.

FINANCING OF THE EAKIN & SMITH TRANSACTION. The Comany financed the Eakin & Smith Transaction throtlghissuance of
537,138 Units of the Operating Partnership and4®BBshares of Common Stock, the assumption of $8ill@n of mortgage indebtedness
and a $26.6 million draw on the Credit Facility.€Timortgage indebtedness assumed has an averagjedigeof approximately 8% and an
average remaining life of approximately six ye@gproximately $5.5 million of the mortgage indehteds is fixed at a rate of 7.7% to the
maturity date of the underlying debt through the akan interest rate swap. Further, the Compatereth into a five-year, $7.0 million
interest rate swap agreement that commences imdafh097 and effectively fixes $7.0 million of tB®@mpany's variable rate debt
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at 8.0%.

JULY 1996 OFFERINGS. The Company recently complétemiofferings in July 1996 (the "July 1996 Offagsi) selling 11,500,000 and
250,000 shares of Common Stock, respectively. Bededucting estimated expenses of $760,000, thep@oyraised $299,691,250 in the
July 1996 Offerings. As described below, the prdsesf the offerings are expected to be used to faegending acquisition of Crocker.

FINANCING OF THE PENDING MERGER. In connection withe Merger, the Company obtained a commitment fikationsBank and
First Union National Bank of North Carolina for 23p million revolving line of credit (the "RevolgnLoan"). The Revolving Loan will
replace the Credit Facility and will be used togetith the proceeds from the July 1996 Offerirgfund the Merger.

The Revolving Loan will be unsecured for the fingte months and will bear interest at a rate of@MBplus 150 basis points. After the initial
nine-month period, the Revolving Loan will eitheneert to a secured loan with a maturity date tearg from its closing date or to an
unsecured loan maturing on July 31, 1999. The RawplLoan will remain unsecured if the Company radbe following financial
covenants: (i) adjusted net operating income diliolg total liabilities of not less than 16.5%; (idtal liabilities not greater than 45% of
market capitalization; (iii) tangible net worth ot less than $700 million, which amount shallteréased by not less than 85% of the net
proceeds of any future offerings of the Compangsital stock (including the July 1996 offeringsy) (@ ratio of total liabilities to total assets
at cost of no more than .50 to 1.0; (v) a ratieafings before interest, income tax, depreciaimhamortization to interest expense plus
capital expenditures of not less than 2.5 to Vi);X ratio of unencumbered assets to unsecureti@eiot less than 2.25 to 1.0; (vii) a ratic
secured debt to total assets of not more tharn.3Mt (viii) a ratio of adjusted net operatingante as derived from unencumbered assets to
interest expense paid on unsecured debt of notHass2.25 to 1.0; and (ix) a ratio of adjustedapdrating income derived from
unencumbered assets to unsecured debt of nohkass18 to 1.0.

If the Revolving Loan remains unsecured after tiiggail nine-month period, it would have an interesge ranging from LIBOR plus 100 basis
points to LIBOR plus 175 basis points based orQbmpany's senior unsecured credit rating. If tla lconverts to a secured facility, the
Company will be required to pledge assets at kegisal in value to 60% of the outstanding amourihefRevolving Loan and the interest rate
will equal LIBOR plus 175 basis points.

Also in connection with the Merger, the Companyl widsume approximately $239.5 million of indebtesinat an average rate of 8.57%. This
indebtedness includes: (i) a $140 million mortgagte (the "Mortgage Note") with a fixed rate of %.ii) variable rate mortgage loans in
the aggregate amount of $69.4 million with a wedghéiverage interest rate of 9.4% at March 31, B8@K(iii) fixed rate mortgage loans in
the amount of $30.1 million with a weighted averagerest rate of 9.8%.

The Mortgage Note is a conventional, monthly pagt fnortgage note in the principal amount of $#4ilion issued by the Financing
Partnership. The Mortgage Note is a limited recewisligation of the Financing Partnership as tociwhin the event of a default under the
Indenture or the Mortgage, recourse may be had ageynst the specific 46 Properties (the "Mortgldgée Properties") and other assets that
have been pledged as security therefor. The MogetdName was issued to Kidder Peabody Acceptancedtatipn | pursuant to an Indenture,
dated March 1, 1994 (the "Indenture"), among tmakc¢ing Partnership, Bankers Trust Company of @ali&, N.A., and Bankers Trust
Company.

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

The Mortgage Note is secured by a blanket, firsttgame lien on the Mortgage Note Properties (thertyage"). The Mortgage Note is
further secured by (i) a first priority assignmengll present and future leases encumbering pwstid those Properties, (ii) a security interest
in any personal property owned by Financing Pastmniprand (iii) a collateral assignment of the righite and interest of the Financing
Partnership in and rights to all management
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agreements relating to those Properties. As artiaddi security for the Mortgage Note, the Finagcitartnership maintains with the Bank
Trust Company various "sweep accounts," a centisth collateral account (the "Cash Collateral Actuand a contingency reserve account
(the "Contingency Reserve Account"). All rents wigispect to the Mortgage Note Properties are magele to, and deposited directly in,
the sweep accounts, which are then transferrdiet@aish Collateral Account, and all other propgrtpme and capital event proceeds are
deposited into the Cash Collateral Account prompggn receipt thereof. Cash of at least $7 mil(thve "Contingency Reserve") is
maintained in the Contingency Reserve Account.

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

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

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

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

ORGANIZATIONAL CHANGES

On May 20, 1996 the Company announced certain @satagits organizational structure, which will alithe Company to utilize its existing
senior management for overall leadership whilenglddvantage of certain members of Crocker's managkto integrate Crocker into the
Highwoods organization. These changes will proyid®perty and market specific experience to the éoetbportfolio. The Company
believes that upon the completion of the Mergepraximately 85% of its portfolio will be manageddaleased on a day-to-day basis by
personnel that have previously managed, leasedwalabed the properties for which they are resixesi

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

Upon completion of the Merger, Messrs. CochranridaPeek and Vallace will join the Company from
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Crocker as vice presidents with specific regioraponsibility. See " - Pending Acquisition of CreclRealty Trust, Inc."
DESCRIPTION OF CAPITAL STOCK OF THE COMPANY
GENERAL

The authorized capital stock of the Company inckut@0,000,000 shares of Common Stock, $.01 paeyadushare. Each outstanding share
of Common Stock entitles the holder to one votalbmatters presented to shareholders for a vadéddids of Common Stock have no
preemptive rights. As of the date hereof, thereevddr, 788,068 shares of Common Stock outstandingt 484,500 shares reserved for
issuance upon exchange of outstanding Units.

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

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

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

The Articles of Incorporation of the Company pravidr the board of directors to be divided intcethclasses of directors, each class to
consist as nearly as possible of one-third of ihectbrs. At each annual meeting of shareholdbesclass of directors to be elected at such
meeting will be elected for a three-year term dreddirectors in the other two classes will contiinueffice. The overall effect of the
provisions in the Articles of Incorporation withspect to the classified board may be to render miffieult a change of control of the
Company or removal of incumbent management. Holde&ommon Stock have no right to cumulative votiogthe election of directors.
Consequently, at each annual meeting of sharelslther holders of a plurality of the shares of CamrBtock are able to elect all of the
successors of the class of directors whose terrinesxgat that meeting. Directors may be removed @orlgause and only with the affirmative
vote of the holders of two-thirds of the sharesayfital stock entitled to vote in the election okdtors.

CERTAIN PROVISIONS AFFECTING CHANGE OF CONTROL

GENERAL. Pursuant to the Company's Articles of ipowation and the Maryland general corporation (e "MGCL"), the Company
cannot merge into or consolidate with another c@ton or enter into a statutory share exchanges#etion in which it is not the surviving
entity or sell all or substantially all of the assef the Company unless the Board of Directorgptia resolution declaring the proposed
transaction advisable and a majority of stockhadgntitled to vote thereon (voting together asglsiclass) approve the transaction. In
addition, the agreement of limited partnershiphaf ©perating Partnership (the "Operating Partngragreement") requires that any such
merger or sale of all or substantially all of thesets of the Operating Partnership be approvednbgjerity of the holders of Units (including
Units owned by the Company).

MARYLAND BUSINESS COMBINATION AND CONTROL SHARE STAUTES. The MGCL establishes special requirementls wi
respect to business combinations between Marylarqbcations and interested stockholders unless ptiens are applicable. Among other
things, the law prohibits for a period of five yea merger and other specified or similar trangastbetween a company and an interested
stockholder and requires a supermajority vote fiehdransactions after the end of the five-yeaiopeThe Company's Articles of
Incorporation contain a provision exempting the @any from the requirements and provisions of theylad business combination statt
There can be no
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assurance that such provision will not be amendedpealed at any point in the future.

The MGCL also provides that control shares of ayNéad corporation acquired in a control share agitjah have no voting rights except to
the extent approved by a vote of two-thirds ofubtes entitled to be cast on the matter, excludhmyes owned by the acquiror or by officers
or directors who are employees of the Company.cbimérol share acquisition statute does not appsheres acquired in a merger,
consolidation or share exchange if the Companypiarty to the transaction, or to acquisitions apptoor exempted by the Articles of
Incorporation or bylaws of the Company. The Commbylaws contain a provision exempting from thetoal share acquisition statute any
and all acquisitions by any person of the Compastgisk. There can be no assurance that such prowsll not be amended or repealed, in
whole or in part, at any point in the future.

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

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

OWNERSHIP LIMITATIONS AND RESTRICTIONS ON TRANSFER&or the Company to remain qualified as a REITeuride Code,

not more than 50% in value of its outstanding shafeCommon Stock may be owned, directly or indlyedy five or fewer individuals
(defined in the Code to include certain entitiag)imgy the last half of a taxable year, and suchesheust be beneficially owned by 100 or
more persons during at least 335 days of a taxaaleof 12 months or during a proportionate pad ehorter taxable year. To ensure that the
Company remains a qualified REIT, the Articlesmmfdrporation provide that no holder (other tharspes approved by the directors at their
option and in their discretion) may own, or be dedrno own by virtue of the attribution provisiorfstioe Code, more than 9.8% (the
"Ownership Limit") of the issued and outstandingital stock of the Company. The Board of Director@y waive the Ownership Limit if
evidence satisfactory to the Board of Directors nr@dCompany's tax counsel is presented that taeges in ownership will not jeopardize
the Company's status as a REIT.

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

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

Every beneficial owner of more than 5% (or suchdoywercentage as required by the Code or regusatimreunder) of the issued and
outstanding shares of capital stock must file dteminotice with the Company no later than Jan@argf each year, containing the name and
address of such beneficial owner, the number afeshaf Common Stock and/or Preferred Stock owneldeagtescription of how the shares
are held. In addition, each stockholder shall logiired upon demand to disclose to the Company itingrsuch information as the Company
may request in
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order to determine the effect of such stockholds#irct, indirect and constructive ownership offsshares on the Company's status as a
REIT.

These ownership limitations could have the effégrecluding acquisition of control of the Compdmnya third party unless the Board of
Directors and the stockholders determine that reaarice of REIT status is no longer in the bestésteof the Company.

REGISTRAR AND TRANSFER AGENT
The Registrar and Transfer Agent for the CommormrlSts First Union National Bank, Charlotte, NortarGlina.
PREFERRED STOCK

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

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

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

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

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

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

TAX CONSEQUENCES OF REDEMPTION

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

TAX TREATMENT OF REDEMPTION OF UNITS. If a limitedartner exercises his or her right to require gdemption of Units, the
Partnership Agreement provides that the redemptitirbe treated by the Company, the Operating Raistnip and the redeeming limited
partner, for tax purposes, as a sale of Units. Satshwill be fully taxable to the redeeming linditeartner. Such limited partner generally will
be treated as realizing for tax purposes an amequml to the sum of either the cash or the valubefCommon Stock received plus the
amount of any Operating Partnership liabilitie®edible to the redeemed Units at the time of thermgdion. The determination of the amount
of gain or loss is discussed more fully below.

If the Company elects not to issue shares of Com&took in exchange for a limited partner's Unitg] ¢he Operating Partnership redeems
such Units for cash to effect the redemption, #xeconsequences would be as described in the piepiragraph. However, if the Operating
Partnership redeems less than all of a limitedneait Units, the limited partner would not be peteai to recognize any loss occurring on the
transaction and would recognize taxable gain amhé extent that the cash, plus the amount ofCGpsrating Partnership liabilities allocable
to the redeemed Units, exceeded the limited pdstadjusted basis in all of such limited partnengs immediately before the redemption.
The methodology used by the Operating Partnershatidcate its liabilities to its partners will &ky result in a varying amount of such
liabilities being allocated to different partnetsider that methodology, which is based on prinsigat forth in Treasury Regulations, it is
possible that partners who hold an identical nunalb&fnits are allocated different amounts of ligkdb of the Operating Partnership for
Federal income tax purposes.
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TAX TREATMENT OF DISPOSITION OF UNITS BY LIMITED PRTNER GENERALLY. If a Unit is redeemed in a mantteat is

treated as a sale of the Unit, or a limited partiberwise disposes of a Unit, the determinatiogash or loss from the sale or other
disposition will be based on the difference betwsenamount considered realized for tax purposdgtatax basis in such Unit. See "--
BASIS OF UNITS" below. Upon the sale of a Unit, tlaenount realized" will be measured by the sunmhefdash or fair market value of
Common Stock received plus the reduction in thewarhof any Operating Partnership liabilities allbleato the Unit holder. To the extent t
the amount of cash or property received plus tHaaton in the allocable share of any Operatingrieaship liabilities exceeds the limited
partner's basis in his or her interest in the OpegdPartnership, such limited partner will recagngain. It is possible that the amount of gain
recognized or even the tax liability resulting freoch gain could exceed the amount of cash orahewof Common Stock received upon
such disposition.

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

BASIS OF UNITS. In general, a limited partner whasadeemed at the time of the Formation Transactihave received his or her Units
upon liquidation of a partnership, had an initet basis in the Units ("Initial Basis") equal ts loir her basis in the partnership interest at the
time of such liquidation. Similarly, in generallimited partner who at the time of the Formatiomfigactions contributed a partnership inte
in exchange for his or her Units had an Initial Bas the Units equal to his or her basis in thetdbuted partnership interest. A limited
partner's Initial Basis in his or her Units genlgrad increased by (i) such limited partner's shaEfr®perating Partnership taxable and tax-
exempt income and (ii) increases in such partségse of the liabilities of the Operating Partngr§mcluding any increase in his or her st
of liabilities occurring in connection with the Foation Transactions). Generally, such partner'shasis or her Units is decreased (but not
below zero) by (A) his or her share of Operatingfraship distributions, (B) decreases in his ardiare of liabilities of the Operating
Partnership (including any decrease in his or haresof liabilities of the Operating Partnershigwting in connection with the Formation
Transactions),

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

POTENTIAL APPLICATION OF THE DISGUISED SALE REGULADNS TO A REDEMPTION OF UNITS. There is a risk tlaat
redemption of Units issued in the Formation Tratieas may cause the original transfer of propestthe Operating Partnership in exchange
for Units in connection with the Formation Transacs to be treated as a "disguised sale" of prgp&#dction 707 of the Code and the
Treasury Regulations thereunder (the "Disguised Balgulations") generally provide that, unless afrthe prescribed exceptions is
applicable, a partner's contribution of propertatpartnership and a simultaneous or subsequasféraof money or other consideration
(including the assumption of or taking subject {@hility) from the partnership to the partner Miake presumed to be a sale, in whole or in
part, of such property by the partner to the pastme. Further, the Disguised Sale Regulationsigegenerally that, in the absence of an
applicable exception, if money or other considerais transferred by a partnership to a partndniwitwo years of the partner's contribution
of property, the transactions are presumed tossdeaof the contributed property unless the fastsarcumstances clearly establish that the
transfers do not constitute a sale. The Disguisde Begulations also provide that if two years haassed between the transfer of money or
other consideration and the contribution of propette transactions will be presumed not to bel@@sless the facts and circumstances
clearly establish that the transfers constitutale.s

Accordingly, if a Unit is redeemed, the InternaM@eue Service could contend that the Disguised Begrilations apply because the limited
partner will thus receive cash or shares of Com@imek subsequent to his previous contribution opprty to the Operating Partnership. In
that event, the IRS could contend that the Formafi@mnsactions themselves were taxable as a destysae under the Disguised Sale
Regulations. Any gain recognized thereby may lgteé for installment reporting under Section 453h@ Code, subject to certain
limitations.
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COMPARISON OF OWNERSHIP OF UNITSAND SHARES OF COMMON STOCK

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

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

FORM OF ORGANIZATION AND ASSETS OWNED. The Operdifartnership is organized as a North Carolinanpsaship. All of the
Company's operations are conducted through theaDpgrPartnership, except that the Eakin & Smittkbrage and third-party property
management operations are conducted at the Congagly

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

LENGTH OF INVESTMENT. The Operating Partnership bastated termination dated of December 31, 20g®ywgh it may be terminated
earlier under certain circumstances. The Compasyalzerpetual term and intends to continue itsatjoers for an indefinite time period.

PURPOSE AND PERMITTED INVESTMENTS. The purposeltd Operating Partnership includes the conduct phaisiness that may be
lawfully conducted by a limited partnership formatder North Carolina law, except that the Partripr8igreement requires the business of
the Operating Partnership to be conducted in sunlaraer that will permit the Company to be classdifas a REIT for Federal income tax
purposes. The Operating Partnership may, subjeébetéoregoing limitation, invest or enter into farships, joint ventures or similar
arrangements and may own interests in any othéyent

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

ADDITIONAL EQUITY. The Operating Partnership is &orized to issue Units and other partnership istsrto the partners or to other
persons for such consideration and on such terehg@mditions as the Company, in its sole discretioay deem appropriate. In addition, the
Company may cause the Operating Partnership te tssthe Company additional Units or other parthigrinterests in different series or
classes which may be senior to the Units in corfjanavith the offering of securities of the Compamving substantially similar rights, in
which the proceeds thereof are contributed to ther&ting Partnership. No limited partner has amgpiptive, preferential or similar rights
with respect to additional capital contributionghie Operating Partnership or the issuance orafaay interests therein.
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The Board of Directors of the Company may issudsidiscretion, additional equity securities catisig of Common Stock or Preferred
Stock; provided, however, that the total numbeshaires issued does not exceed the authorized narhdleaires of capital stock set forth in
the Company's Articles of Incorporation. As longlas Operating Partnership is in existence, thegeds (or a portion thereof) of all equity
capital raised by the Company will be contributedhte Operating Partnership in exchange for Unitstioer interests in the Operating
Partnership, provided that the General Partneribation will be deemed to be an amount equahénet proceeds of any such offering
any underwriter's discount or other expenses ieclim connection with such issuance.

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

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

OTHER INVESTMENT RESTRICTIONS. Other than restricts precluding investments by the Operating Pashigithat would adversely
affect the qualification of the Company as a REKREre are no restrictions on the Operating Pariy@ssauthority to enter into certain
transactions, including, among others, making itmests, lending Operating Partnership funds, anvesting the Operating Partnership's
cash flow and net sale or refinancing proceeds.

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

MANAGEMENT CONTROL. All management powers over thesiness and affairs of the Operating Partnersiéiya@sted in the general
partner of the Operating Partnership, and no lidngartner of the Operating Partnership has any t@participate in or exercise control or
management power over the business and affaiteedperating Partnership. The general partner maperremoved by the limited partners
for any reason.

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

FIDUCIARY DUTIES. Under North Carolina law, the gaal partner of the Operating Partnership is aczdle to the Operating Partnership
as a fiduciary and, consequently, is required &r@ge good faith in all of its dealings with resp partnership affairs. However, under the
Partnership Agreement, the general partner is umal@bligation to take into account the tax conseges to any partner of any action taken
by it. The general partner will have no liability & limited partner as a result of any liabilitewsdamages incurred or suffered by, or benefits
not derived by, a limited partner as a result of action or inaction of the general partner so lasghe general partner acted in good faith.
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Under Maryland law, the directors must perform tlaeities in good faith, in a manner that they baito be in the best interests of the
Company and with the care an ordinarily prudensgemvould exercise under similar circumstancesdars of the Company who act in
such a manner generally will not be liable to tlempany for monetary damages arising from theivais.

MANAGEMENT LIABILITY AND INDEMNIFICATION. The Partnership Agreement generally provides that the gémparaner will incur

no liability to the Operating Partnership or amgited partner for losses sustained or liabilitiesurred as a result of errors in judgment or of
any act or omission if the general partner actegbiod faith. In addition, the general partner is nesponsible for any misconduct or
negligence on the part of its agents provided #reegal partner appointed such agents in good fBiite.general partner may consult with l¢
counsel, accountants, appraisers, management tamtsyinvestment bankers and other consultantadwidors. Any action the general
partner takes or omits to take in reliance uporofiaion of such persons, as to matters which #real partner reasonably believes to be
within their professional or expert competence]ldi@mconclusively presumed to have been done attednin good faith and in accordance
with such opinion. The Partnership Agreement atswides for indemnification of the general partrteg directors and officers of the general
partner, and such other persons as the generakpanay from time to time designate, against amyahlosses, claims, damages, liabilities,
expenses, judgments, fines, settlements and otheuras arising from any and all claims, demands$o@as, suits or proceedings that relate to
the operations of the Operating Partnership in iwkiech person may be involved, or is threatendxd timvolved, to the fullest extent
permitted under North Carolina law.

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

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

ANTI-TAKEOVER PROVISIONS. Except in limited circurtences, the general partner of the Operating Ratipehas exclusive
management power over the business and affaiteedperating Partnership. The general partner maperremoved by the limited partners
with or without cause. Under the Partnership Agreeinthe general partner may, in its sole discrefioavent a limited partner from
transferring his interest or any rights as a liship@rtner except in certain limited circumstandése general partner may exercise this right of
approval to deter, delay or hamper attempts bygmsrto acquire an interest in the Operating Pastrigr

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

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

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

AMENDMENT OF THE PARTNERSHIP AGREEMENT OR THE ARTLES OF INCORPORATION. Amendments to the Partnership
Agreement may be proposed by the general partngy any limited partners holding 10 percent or mafrthe Partnership interests. Appro
of such an amendment requires the vote of the gepartner and the holders of a majority of thetflrincluding those Units held by the
general partner. Certain amendments may be appswlely by the general partner, such as, among ttiregs, amendments that would add
to the obligations of the general partner, refthetadmission, substitution, termination or withvdahof partners, or satisfy any legal
requirements. Certain amendments that affect théafmental rights of a limited partner must be apgddoy each affected limited partner.

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

VOTE REQUIRED TO DISSOLVE THE OPERATING PARTNERSH®R THE COMPANY. Under North Carolina law, the Ogtang
Partnership may be dissolved, other than in acoamlavith the terms of the Partnership Agreemeny;, opon the unanimous vote of the
limited partners.

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

VOTE REQUIRED TO SELL ASSETS OR MERGE. Under thetRership Agreement, the sale, exchange, transfether disposition of all
or substantially all of the Operating Partnershissets or the merger or consolidation of the Qipgr&artnership requires the consent of the
general partner and holders of a majority of thistamding Units (including Units held by the geh@artner).

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

COMPENSATION, FEES AND DISTRIBUTIONS. The generalrmer does not receive any compensation for itscss as general partner
of the Operating Partnership. As a partner in tper@ing Partnership, however, the general pahagthe same right to allocations and
distributions as other partners of the Operatingri@aship. In addition, the Operating Partnerskimburses the general partner for all
expenses incurred relating to the ongoing operatfdhe Company and any offering of partnershigriests in the Operating Partnership or
capital stock of the Company.

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

LIABILITY OF INVESTORS. Under the Partnership Agreent and applicable North Carolina law, the liapibf the limited partners for the
Operating Partnership's debts and obligationsngigdly limited to the amount of their investmemtlie Operating Partnership.
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Under Maryland law, stockholders are not person&lyle for the debts or obligations of the Company

NATURE OF INVESTMENT. The Units constitute equitytérests entitling each limited partner to a pta share of cash distributions me
to the limited partners of the Operating Partngrshhe Operating Partnership generally intendetaim and reinvest proceeds of the sale of
property or excess refinancing proceeds in itsiass.

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

POTENTIAL DILUTION OF RIGHTS. The general partnefrtbe Operating Partnership is authorized, indlg sliscretion and without
limited partner approval, to cause the Operatingnieeship to issue additional limited partnersiteiests and other equity securities for any
partnership purpose at any time to the limitedrmag or to other persons on terms establishedebgeheral partner.

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

LIQUIDITY. The limited partners generally may trdesall or a portion of their interests in the Ogiténg Partnership to a transferee, subject
to the one-year lock-up provisions in the RegigiraRights Agreements. No transferee, however, valadmitted to the Operating
Partnership as a substitute limited partner hathegights of a limited partner without the conseithe Company as the general partner and
provided that certain other conditions are metuiding an agreement to be bound by the terms andittons of the Operating Partnership
Agreement.

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

The registration of the Redemption Shares pursigatiie Registration Statement of which this Progpeis a part will discharge the
Company's obligations under the terms of the Redish Rights Agreements for the benefit of holdghe "Holders") of Units issued in
transactions dated July 12, 1995 and July 20, 188& following summary does not purport to be cartgpbind is qualified in its entirety by
reference to the Registration Rights Agreements.

Under the Registration Rights Agreements, the Campjsobligated to use its reasonable effortsleodind cause to be declared effective
under the Securities Act a "shelf registrationtestaent covering the Redemption Shares. The Comigaalgo required to use its reasonable
efforts to keep the shelf registration statementiooously effective for a period expiring on tregleer of (i) the sale of all shares of Common
Stock covered by the Registration Rights Agreemantk(ii) the date on which (A) none of the Uniesified in the Registration Rights
Agreements are outstanding and (B) all such Redemfhares would be eligible for sale pursuantuteR44. Any Redemption Shares that
have been issued pursuant to the RegistrationrSéatizof which this Prospectus is a part, or whiathehbeen otherwise transferred and
subject to the issuance of new certificates withegal restriction on further transfer of such gisamwill no longer be entitled to the benefits
the Registration Rights Agreements.

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

As described elsewhere herein, "Selling Stockhsldare only those persons who received Option Sh&ersons who may receive
Redemption Shares upon redemption of Units areogidered "Selling Stockholders" because resatbday of any Redemption Shares
received upon redemption of Units will not be ries¢d under the Securities Act.

The following table provides the names of and thmber of shares of Common Stock beneficially owaed offered hereby by each Selling

Shareholder. Since the Selling Stockholders mdyaiesome or none of their Option Shares, nonesté can be made of the aggregate
number of Option Shares that are to be offerediyere

The Option Shares offered by this Prospectus mayffieeed from time to time by the Selling Stockhexisl named below:

Number of Shares Ben eficially
NAME Owned and Offered Hereby
Laney G. Orr 2,500
Celia B. McCauly 250
Eugenia B. Smith 250
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FEDERAL INCOME TAX CONSIDERATIONS

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

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

TAXATION OF THE COMPANY ASA REIT

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

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

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

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

FEDERAL INCOME TAXATION OF THE COMPANY

If the Company qualifies for taxation as a REITgenerally will not be subject to Federal corpoiat®me tax on that portion of its ordinary
income or capital gain that is currently distritiite stockholders. The REIT provisions of the Cgdaerally allow a REIT to deduct
distributions paid to its stockholders substantialiminating the Federal "double taxation" on éags (once at the corporate level when
earned and once again at the stockholder level whstributed) that usually results from investmenta corporation. Nevertheless, the
Company will be subject to Federal income tax #lsvis: First, the Company will be taxed at regudarporate rates on its undistributed R
taxable income, including undistributed net capisihs. Second, under certain circumstances, thep@oy may be subject to the "alternative
minimum tax" as a consequence of its items of t@tgpence. Third, if the Company has net incommftbe sale or other disposition of
"foreclosure property” that is held primarily fale to customers in the ordinary course of businesgher non-qualifying income from
foreclosure property, it will be subject to taxla
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highest corporate rate on such income. FourtheifQompany has net income from prohibited transast{which are, in general, certain sales
or other dispositions of property other than foosare property held primarily for sale to customerthe ordinary course of business), such
income will be subject to a 100% tax. Fifth, if tBempany should fail to satisfy either of the 756856% gross income tests (discussed
below) but has nonetheless maintained its qualifinaas a REIT because certain other requiremeaus heen met, it will be subject to a
100% tax on the net income attributable to thetgreaf the amount by which the Company fails eittier 75% or 95% test, multiplied by a
fraction intended to reflect the Company's profitgb Sixth, if the Company fails to distribute dog each year at least the sum of (i) 85% of
its ordinary income for such year, (ii) 95% ofdpital gain net income for such year and (iii) angistributed taxable income from prior
periods, the Company will be subject to a 4% extageon the excess of such required distributiogr dlre amounts actually distributed.
Seventh, if the Company should acquire any assat & C corporation (i.e., a corporation generallyjsct to full corporate-level tax) in a
carryover-basis transaction and the Company sulesgigurecognizes gain on the disposition of suaegduring the 10-year period (the
"Recognition Period") beginning on the date on \Whtte asset was acquired by the Company, thehetextent of the excess of (a) the fair
market value of the asset as of the beginningefibplicable Recognition Period over (b) the Comfsaadjusted basis in such asset as of the
beginning of such Recognition Period (the "Built@ain™), such gain will be subject to tax at thghast regular corporate rate, pursuant to
guidelines issued by the IRS (the "Built-In Gainlédl).

REQUIREMENTSFOR QUALIFICATION

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

ORGANIZATIONAL REQUIREMENTS. The Code defines a REds a corporation, trust or association: (i) teahanaged by one or more
trustees or directors,

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

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

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

INCOME TESTS. In order to maintain qualification@a&EIT, the Company annually must satisfy thresgincome requirements. First, at
least 75% of the Company's gross income (exclugigs income from prohibited transactions) for eaglable year must be derived directly
or indirectly from investments relating to real pesty; including investments in other REITS, or tgages on real property (including "rents
from real property" and, in certain circumstandéeterest) or from certain types of temporary inmestts. Second, at least 95% of the
Company's gross income (excluding gross income fyavhibited transactions) for each taxable yearthaglerived from such real property
investments , dividends, interest and gain fromstide or disposition of stock or securities (onfrany
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combination of the foregoing). Third, short-termrgfiom the sale or other disposition of stock ecwities, gain from prohibited transactions
and gain on the sale or other disposition of reaperty held for less than four years (apart froroluntary conversions and sales of
foreclosure property) must represent less than 808te Company's gross income (including grossrimedérom prohibited transactions) for
each taxable year.

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

property.

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

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

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

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

(if) the Company attaches a schedule of the sowftigs income to its Federal income tax return éidany incorrect information on the
schedule is not due to fraud with intent to evade It is not possible, however, to state whethelli circumstances the Company would be
entitled to the benefit of these relief provisioRer example, if the Company fails to satisfy thesg income tests because non-qualifying
income that the Company intentionally incurs exsetb@ limits on such income, the IRS could conclidé¢ the Company's failure to satisfy
the tests was not due to reasonable cause. Assdest@bove in " -- Federal Income Taxation of tam@any," even if these relief provisions
apply, a tax would be imposed with respect to theess net income. No similar mitigation provisionyides relief if the Company fails the
30% income test, and in such case, the Companydwaase to
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qualify as a REIT.

ASSET TESTS. At the close of each quarter of iksltée year, the Company also must satisfy three tekating to the nature and
diversification of its assets. First, at least 76Pthe value of the Company's total assets must¢jpesented by real estate assets, including
shares in other REITS, cash, cash items and gowsrinsecurities. Second, no more than 25% of thepaomis total assets may be
represented by securities other than those in3b& &sset class. Third, of the investments includehe 25% asset class, the value of any one
issuer's securities owned by the Company may rosexk5% of the value of the Company's total asaatsthe Company may not own more
than 10% of any one issuer's outstanding votingrees.

The 5% test must generally be met for any quantertiich the Company acquires securities of an isguaus, this requirement must be
satisfied not only on the date on which the Compastuired the securities of the Service Compabiatsalso each time the Company
increases its ownership of their respective sdear(including as a result of increasing its ing¢ie the Operating Partnership as limited
partners exercise their redemption rights). AltHotlte Company plans to take steps to ensure thatisffies the 5% value test for any quarter
with respect to which retesting is to occur, theaa be no assurance that such steps will alwagsideessful or will not require a reduction in
the Company's overall interest in either of thevi®er Companies.

The Operating Partnership owns 100% of the nongattock and 1% of the voting stock of each of thevi8e Companies, and by virtue of
ownership of Units, the Company will be considet@dwn its pro rata share of such stock. NeitherGompany nor the Operating
Partnership, however, will own more than 1% oftbéng securities of either of the Service Companie addition, the Company and its
senior management do not believe that the Comppany'sata share of the value of the securitiestbke of the Service Companies exceeds
5% of the total value of the Company's assets.ddmpany's belief is based in part upon its analykiee estimated value of the securitie:
each of the Service Companies owned by the OpgrBtimtnership relative to the estimated value efother assets owned by the Operating
Partnership. No independent appraisals will beinbthto support this conclusion, and Smith Helmdliski& Moore, L.L.P., in rendering its
opinion as to the qualification of the Company &ET, is relying on the conclusions of the Companyg its senior management as to the
value of the securities of each of the Service Camigs. There can be no assurance, however, thER $might not contend that the value of
such securities held by the Company (through ther@jmg Partnership) exceeds the 5% value limitatio

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

ANNUAL DISTRIBUTION REQUIREMENTS. In order to bexad as a REIT, the Company is required to distelditidends (other than
capital gain dividends) to its stockholders in amoant at least equal to (a) the sum of (i) 95%hef€ompany's "REIT taxable

income" (computed without regard to the dividend&dmleduction and the Company's capital gain) @&pn85% of the net income, if any,
from foreclosure property in excess of the speeialon income from foreclosure property, minustfi® sum of certain items of non-cash
income. Such distributions must be paid in the hxgear to which they relate, or in the followitagxable year, if declared before the
Company timely files its Federal income tax rettonsuch year and if paid on or before the firgfular dividend payment after such
declaration. Even if the Company satisfies thegoneg distribution requirements, to the extent thatCompany does not distribute all of its
net capital gain or "REIT taxable income" as adjdsit will be subject to tax thereon at regulgpita gains or ordinary corporate tax rates.
Furthermore, if the Company should fail to disttéduring each calendar year at least the sum) &% of its ordinary income for that year,
(b) 95% of its capital gain net income for thatiyaad (c) any undistributed taxable income fronoipperiods, the Company would be subject
to a 4% excise tax on the excess of such requistdhdition over the amounts actually distributedaddition, during its Recognition Period,
if the Company disposes of any asset subject t8thile In Gain Rules, the Company will be required, punéta guidance issued by the IF
to distribute at least 95% of the Built-In Gaintéaftax), if any, recognized on the dispositiorthaf asset.

The Company intends to make timely distributioricient to satisfy the annual distribution requirents.
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In this regard, the Operating Partnership Agreemsttiorizes the Company, as general partner, ®dakh steps as may be necessary to
cause the Operating Partnership to distributestpatrtners an amount sufficient to permit the Camga meet these distribution requireme

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

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

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

FAILURE TO QUALIFY

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

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

TAXATION OF U.S. STOCKHOLDERS

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

DISTRIBUTIONS GENERALLY. Distributions to U.S. Stkholders, other than capital gain dividends diseddselow, will constitute
dividends up to the amount of the Company's cumeaccumulated earnings and profits and, to tkigng, will be taxable to the stockhold
as ordinary income. These distributions are ngildk for the dividends-received deduction for aogiions. To the extent that the Company
makes a distribution in excess of its current @uatulated earnings and profits, the distributioh e treated first as a tax-free return of
capital, reducing the tax basis in the U.S. Stolddrts Common Stock, and the distribution in exadssuch basis will be taxable as gain
realized from the sale of its Common Stock. Dividedeclared by the Company in October, Novemb&eaember of any year payable to a
stockholder of record on a specified date in arghsuonth shall be treated as both paid by the
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Company and received by the stockholders on Dece8ibef the year, provided that the dividends ateally paid by the Company during
January of the following calendar year. Stockhaddie not allowed to include on their own Federabine tax returns any tax losses of the
Company.

The Company will be treated as having sufficiemhesys and profits to treat as a dividend any itigtion by the Company up to the amount
required to be distributed in order to avoid impiosi of the 4% excise tax discussed in " -- Federadme Taxation of the Company" above.
Moreover, any "deficiency dividend" will be treatad an ordinary or capital gain dividend, as tteeaaay be, regardless of the Company's
earnings and profits. As a result, stockholders beyequired to treat certain distributions thatildatherwise result in a tax-free return of
capital as taxable dividends.

CAPITAL GAIN DISTRIBUTIONS. Distributions to U.S.t8ckholders that are properly designated by the @2om as capital gain
distributions will be treated as long-term capgains (to the extent they do not exceed the Compaayual net capital gain) for the taxable
year without regard to the period for which thecktwlder has held his stock. However, corporatekétolders may be required to treat uj
20% of certain capital gain dividends as ordinaigoime. Capital gain dividends are not eligibletfa dividends-received deduction for
corporations.

PASSIVE ACTIVITY LOSS AND INVESTMENT INTEREST LIMITATIONS. Distributions from the Company and gainnfrthe
disposition of Common Stock will not be treatedgassive activity income, and therefore stockholdeélisnot be able to apply any "passive
losses" against such income. Dividends from the @omw (to the extent they do not constitute a retdircapital) will generally be treated as
investment income for purposes of the investmetetr@st limitation; net capital gain from the dispios of Common Stock or capital gain
dividends generally will be excluded from investmigicome.

CERTAIN DISPOSITIONS OF SHARES. Losses incurredtmnsale or exchange of Common Stock held forttess six months (after
applying certain holding period rules) will be desiiong-term capital loss to the extent of any tedygiain dividends received by the selling
stockholder from those shares.

TREATMENT OF TAX-EXEMPT STOCKHOLDERS. Distributiorfsom the Company to a tax-exempt employee pensimt or other
domestic tax-exempt shareholder generally willgmitstitute "unrelated business taxable income" TUBunless the stockholder has
borrowed to acquire or carry its Common Stock. @iedl trusts that hold more than 10% (by valuejhaf shares of certain REITs may be
required to treat a certain percentage of suchld@'RHEistributions as UBTI. This requirement wipgy only if (i) the REIT would not qualif
as such for Federal income tax purposes but foapipdication of a "look-through" exception to tlieefor fewer requirement applicable to
shares held by qualified trusts and (ii) the RETpgredominantly held" by qualified trusts. A REETpredominantly held if either (i) a single
qualified trust holds more than 25% by value of REEIT interests or (ii) one or more qualified tsystach owning more than 10% by value of
the REIT interests, hold in the aggregate more 8@ of the REIT interests. The percentage of aByTRlividend treated as UBTI is equal
to the ratio of (a) the UBTI earned by the REIB#ting the REIT as if it were a qualified trust dhdrefore subject to tax on UBTI) to (b) the
total gross income (less certain associated expepn$¢he REIT. A de minimis exception applies wehdhe ratio set forth in the preceding
sentence is less than 5% for any year. For thegmpes, a qualified trust is any trust describe8ention 401 (a) of the Code and exempt
from tax under Section 501(a) of the Code. The igiomns requiring qualified trusts to treat a pantiaf REIT distributions as UBTI will not
apply if the REIT is able to satisfy the five onfer requirement without relying upon the "look-thgh" exception. The restrictions on
ownership of Common Stock in the Articles of Incargtion generally will prevent application of thepisions treating a portion of REIT
distributions as UBTI to tax-exempt entities pursing Common Stock, absent a waiver of the restristby the Board of Directors.

SPECIAL TAX CONSIDERATIONS FOR NON-U.S. STOCKHOLDERS

The rules governing United States income taxatfamoa-resident alien individuals, foreign corpooats, foreign partnerships and foreign
trusts and estates (collectively, "Non-U.S. Stodt#trs") are complex, and the following discussi®imiended only as a summary of these
rules. Prospective Non-U.S. Stockholders shouldabmvith their own tax advisors to determine timpact of Federal, state and local income
tax laws on an investment in the Company, inclug@ing reporting requirements.
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In general, Non-U.S. Stockholders will be subjeatdgular Federal income tax with respect to tiiestment in the Company if the
investment is "effectively connected" with the NOrs. Stockholder's conduct of a trade or busines$ise United States. A corporate Non-
U.S. Stockholder that receives income that isgdraated as) effectively connected with a U.Sletrar business may also be subject to the
branch profits tax under Section 884 of the Cod@ckvis payable in addition to regular United Séafederal corporate income tax. The
following discussion will apply to Non-U.S. Stockbers whose investment in the Company is not secéffely connected.

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

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

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

Although tax treaties may reduce the Company'shwittfing obligations, the Company generally willfreguired to withhold from
distributions to Non-U.S. Stockholders, and remitite IRS, (i) 35% of designated capital gain divids (or, if greater, 35% of the amount of
any distributions that could be designated as ahgéin dividends) and (ii) 30% of ordinary dividiEnpaid out of earnings and profits. In
addition, if the Company designates prior distiitns$ as capital gain dividends, subsequent digtdbs, up to the amount of such prior
distributions, will be treated as capital gain demds for purposes of withholding. A distributioneixcess of the Company's earnings and
profits will be subject to 30% dividend withholdingthe amount of tax withheld by the Company wiglspect to a distribution to a Non-U.S.
Stockholder exceeds the stockholder's United Statel&ability with respect to such distributiomet Non-U.S. Stockholder may file for a
refund of such excess from the IRS.

Unless the Common Stock constitutes a "United Stegal property interest" within the meaning of PIR\, a sale of Common Stock by a
Non-U.S. Stockholder generally will not be subjecFderal income taxation. The Common Stock will cmistitute a United States real
property interest if the Company is a "domesticatiptrolled REIT." A domestically controlled REIF @ REIT in which at all times during a
specified testing period less than 50% in valuitso$hares is held directly or indirectly by NonSJStockholders. It is currently anticipated
that the Company will be a domestically controlREIT and therefore that the sale of Common Stodknet be subject to taxation under
FIRPTA. However, because the Common Stock will bleliply traded, no assurance can be given thaCthrapany will continue to be a
domestically controlled REIT. Notwithstanding tleedigoing, capital gains not subject to FIRPTA W#ltaxable to a Nob-S. Stockholder i
the Non-U.S. Stockholder is a non-resident alielividual who is present in the United States foB #l&ys or more during the taxable year
and certain other conditions apply, in which cédmerion-resident alien individual will be subjectt80% tax on his or her U.S. source capital
gains. If the Company were not a domestically ailed REIT, whether a Non-U.S. Stockholder's sdl€@mmon Stock would be subject to
tax under FIRPTA as a sale of a United Statespmglerty interest would depend on whether the Com8tock were "regularly traded” on
an established securities market (such as the NaW Stock Exchange) on which the Common Stock béllisted and on the size of the
selling stockholder's interest in the Companyh# gain on the sale of Common Stock were subjetedation under FIRPTA, the Non-U.S.
Stockholder would be subject to the same treatmgmat U.S. Stockholder with respect to the gainjéstibo applicable alternative minimum
tax and a special alternative minimum tax in th&eaaf non-resident alien individuals). In additidistributions that are treated as gain from
the disposition of Common Stock and that are stitjetax under FIRPTA also may be subject to a 8d&mch profit tax when made to a
foreign corporate stockholder that is not entitieeither a reduced rate or an exemption undezaytr in any event, a purchaser of Common
Stock from a Non-U.S. Stockholder will not be reqdito withhold under FIRPTA on the purchase pifitke purchased Common Stock is
"regularly traded" on an established securities
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market or if the Company is a domestically con&@IREIT. Otherwise, under FIRPTA the purchaserah@on Stock from a Non-U.S.
Stockholder may be required to withhold 10% ofplhechase price and remit this amount to the IRS.

INFORMATION REPORTING REQUIREMENTSAND BACKUP WITHHOLDING TAX

Under certain circumstances, U.S. Stockholders lmeagubject to backup withholding at a rate of 31%payments made with respect to, or
cash proceeds of a sale or exchange of, Commok.Backup withholding will apply only if the holdéi) fails to furnish his or her taxpayer
identification number ("TIN") (which, for an indigtual, would be his or her Social Security Number),

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

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

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

TAX ASPECTSOF THE OPERATING PARTNERSHIP

GENERAL. Substantially all of the Company's investits are held through the Operating Partnershigeireral, partnerships are "pass-
through” entities which are not subject to Federedme tax. Rather, partners are allocated thepgntionate shares of the items of income,
gain, loss, deduction and credit of a partnersdm, are potentially subject to tax thereon, withegiard to whether the partners receive a
distribution from the partnership. The Companyugs in its income its proportionate share of tredoing Operating Partnership items for
purposes of the various REIT income tests anderctmputation of its REIT taxable income. Moreover purposes of the REIT asset tests,
the Company includes its proportionate share aftagseld by the Operating Partnership.

ENTITY CLASSIFICATION. The Company's interest iret@perating Partnership involves special tax camaiibns, including the

possibility of a challenge by the IRS of the staifithe Operating Partnership as a partnershipgassed to an association taxable as a
corporation) for Federal income tax purposes.édf@perating Partnership is treated as an assagidtiwould be taxable as a corporation and
therefore subject to an entity-level tax on itsoime. In such a situation, the character of the Gomis assets and items of gross income
would change, which would prevent the Company fopralifying as a REIT. See " -- Failure to QualiBtiove for a discussion of the effect
of the Company's failure to meet such tests faixattle year. In addition, any change in the Opegd@artnership's status for tax purposes
might be treated as a taxable event in which das€bmpany might incur a tax liability without arglated cash distributions.

An organization formed as a partnership will beteel as a partnership for Federal income tax pegher than as a corporation only if it
has no more than two of the four corporate chariatits that the Treasury Regulations use to dislish a partnership from a corporation for
tax purposes. These four characteristics are (ijirwaity of life, (ii) centralization of managemefii) limited liability and (iv) free
transferability of interests. The Operating Parhgy has not requested, and does not intend t@sgga ruling from the IRS that it will be
treated as a partnership for Federal income tapqa@s. Instead, in connection with the filing af Registration Statement of which this
Prospectus is a part, Smith Helms Mulliss & Modr&,.P. has delivered its opinion dated August 2@ to the effect that based on the
provisions of the Operating Partnership's partnipragreement (the "Partnership Agreement"), cefegtual assumptions and certain
representations described in the opinion, the Qipgr&artnership will be treated as a
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partnership for Federal income tax purposes. Skhhiims Mulliss & Moore, L.L.P. undertakes no obligatto update this opinion subsequ
to such date. Unlike a private letter ruling, amgm of counsel is not binding on the IRS, andageurance can be given that the IRS will not
challenge the status of the Operating Partnershgartnership for Federal income tax purposes.

TAX ALLOCATIONS WITH RESPECT TO THE PROPERTIES. Buant to Section 704(c) of the Code, income, dags, and deduction
attributable to appreciated or depreciated prop@ugh as the Properties) that is contributedgartership in exchange for an interest in the
partnership, must be allocated in a manner sudhthbacontributing partner is charged with, or Hagadrom, respectively, the unrealized gain
or unrealized loss associated with the propertii@time of the contribution. The amount of sucheatized gain or unrealized loss in
generally equal to the difference between therfeirket value of contributed property at the timeaftribution, and the adjusted tax basis of
such property at the time of contribution (a "Bobdkx Difference™). Such allocations are solely fedEral income tax purposes and do not
affect the book capital accounts or other econamiegal arrangements among the partners. The @pgRartnership was formed by way of
contributions of appreciated property (including #roperties). Consequently, the Partnership Ageaenequires such allocations to be made
in a manner consistent with

Section 704(c) of the Code.

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

See " -- Requirements for Qualification -- ANNUALSTRIBUTION REQUIREMENTS."

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

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

BASIS IN OPERATING PARTNERSHIP INTEREST. The Companadjusted tax basis in its interest in the OfrggePartnership generally
(i) will be equal to the amount of cash and thedabany other property contributed to the Opag®artnership by the Company, (ii) will be
increased by (a) its allocable share of the Opmgd®iartnership's income and (b) its allocable sbhiedebtedness of the Operating
Partnership and (iii) will be reduced, but not relrero, by the Company's allocable share of (adesuffered by the Operating Partnership,
(b) the amount of cash distributed to the Company a

(c) by constructive distributions resulting fromemluction in the Company's share of indebtednetiseo®perating Partnership.

If the allocation of the Company's distributive shaf the Operating Partnership's loss exceedadhested tax basis of the Company's
partnership interest in the Operating Partnerghiprecognition of such excess loss will be detetnatil such time and to the extent that the
Company has an adjusted tax basis in its partneistarest. To the
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extent that the Operating Partnership's distrimsti@r any decrease in the Company's share ohtlebiedness of the Operating Partnership
(such decreases being considered a cash distribuatitne partners), exceed the Company's adjuaieblasis, such excess distributions
(including such constructive distributions) congtttaxable income to the Company. Such taxableniecwill normally be characterized as a
capital gain, and if the Company's interest inGperating Partnership has been held for longer titong-term capital gains. Under current
law, capital gains and ordinary income of corparagiare generally taxed at the same marginal rates.

SALE OF THE PROPERTIES. The Company's share of gahzed by the Operating Partnership on the cladey property held by the
Operating Partnership as inventory or other propeetd primarily for sale to customers in the oedincourse of the Operating Partnership's
trade or business will be treated as income frgoroaibited transaction that is subject to a 100%afig tax. See " -Federal Income Taxatic

of the Company -- INCOME TESTS." Such prohibiteghsaction income may also have an adverse effect thyg Company's ability to
satisfy the income tests for qualification as a REInder existing law, whether property is heldragntory or primarily for sale to custome

in the ordinary course of the Operating Partnetshipde or business is a question of fact thatég on all the facts and circumstances with
respect to the particular transaction. The Opegd®artnership intends to hold the Properties feestment with a view to long-term
appreciation, to engage in the business of acqyidaveloping, owning, and operating the Prope(tiesl other properties) and to make such
occasional sales of the Properties, including jperial land, as are consistent with the OperatinghBiship's investment objectives.

OTHER TAX CONSIDERATIONS

FEDERAL TAX ASPECTS OF THE CROCKER ACQUISITION. Uadthe terms of the Merger Agreement, Cedar ActjaisiCorporation
("Cedar"), a newly formed subsidiary of Highwoods] merge into Crocker with Highwoods becoming gwe stockholder of Crocker.
Highwoods intends to contribute the shares of comstock of Crocker to the Operating Partnershipxichange for limited partnership
interests therein. As a result, Crocker would begansubsidiary of the Operating Partnership. Ext®phe Federal and state income taxes
that might be payable upon the distribution of @i@rassets which will be distributed directly odiiectly to the stockholders of Crocker prior
to the Merger (the "Excluded Assets"), which taassto be reimbursed to Crocker by the distribsteekholders, the Merger has been
structured to defer any tax recognition to CrocReraccomplish this, the Company intends to main@riocker's separate status as an
operating REIT. To maintain Crocker's REIT staths, Company intends to cause Crocker to sell acserfit amount of common stock to at
least 110 individuals to enable Crocker to meetdisefor qualification of a REIT under Section 85§5) of the Code. The aggregate amount
of common stock to be issued to such minority stotders is not expected to exceed 1.0% of the y@fii€rocker.

The Merger is a taxable purchase of 100% of thetantling stock of Crocker, which will be taxablahe selling stockholders of Crocker &
except as described below relative to the Exclulieskts, will not be taxable at the Crocker corpomatsubsidiary level. The Company's tax
basis in its Crocker stock will be equal to thataiash it pays in the Merger for the Crocker statlick options and warrants. No gain or loss
will result to the Company from the Merger. Follogithe Merger, the Company will transfer all of #teck of Crocker to the Operating
Partnership in exchange for Units and the settlémicertain intercompany indebtedness that wad tséinance the Merger. This
transaction will be a nontaxable transfer of prop&y a partnership in exchange for ownership ggex in the partnership. The Company's tax
basis in the Units so acquired will be equal tdatsbasis in the Crocker stock transferred toQperating Partnership and no gain or loss
should be realized by Crocker, the Company or ther&ting Partnership as a result of this transactio

The Company expects Crocker at all times to maintaistatus as a REIT and to continue to be orgainand operated so as to maintain its
qualification as a REIT. Since the ownership of&ker stock by the Operating Partnership is coneidiés be the ownership of a real estate
asset for purposes of the REIT qualification tesis since distributions received from a REIT amine included in both the 95% and 75%
income tests of Code Sections 856(c)(2) and (8)CGbmpany's qualification as a REIT should notfiected by the acquisition and
ownership of Crocker. If, however, Crocker failsqumalify as a REIT for any reason while its shamesowned by the Company or the
Operating Partnership, the Company will no longealify as a REIT and the Company would be taxei iasvere a domestic corporation &
its stockholders would be taxed in the same maasstockholders of ordinary corporations. In thatng, the Company could be subject to
potentially significant tax liabilities and, theoe&, the amount of cash available for distributioits stockholders would be substantially
reduced or eliminated.
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The Company believes, and Crocker has represemi¢,dcbommencing with Crocker's taxable year endecebhber 31, 1995, Crocker has
operated in such a manner so as to meet the Cqdeaments for qualification as a REIT. Crockenslification as a REIT is a condition to
the Company's obligation to consummate the Merger.

SERVICE COMPANIES. A portion of the amounts to [sed to fund distributions to stockholders is expédb come from the Operating
Partnership from distributions on stock of the & ompanies held by the Operating PartnershifihBieof the Service Companies will
qualify as a REIT, and the Service Companies vaill pederal, state and local income taxes on tagatlie incomes at normal corporate re
Any Federal, state or local income taxes that #rwiSe Companies are required to pay will redueectish available for distribution by the
Company to its stockholders.

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

STATE AND LOCAL TAX

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

This Prospectus relates to (i) the possible issudgahe Company of 265,376 Redemption Sharesdftathe extent that, holders of up to
265,376 Units exercise their right to redeem suolid.and the Company elects to satisfy such redempghts through issuance of Common
Stock and (ii) the offer and sale from time to tiofehe Option Shares by the Selling Shareholdeie. Company has registered the
Redemption Shares and Option Shares to providedhiers thereof with freely tradeable securitiag,riegistration of such shares does not
necessarily mean that any of such shares willdeei$ by the Company as Redemption Shares or oftergald by the Selling Stockholders.
The Company will not receive any proceeds fromdtfiering by the Selling Stockholders or from thsuance of the Redemption Shares to
holders of Units upon receiving a notice of redaomp{but it may acquire from such holders the Utétsdered for redemption).

The Selling Stockholders may from time to time offee Option Shares in one or more transactiornhemMNYSE or otherwise, in special
offerings, exchange distributions or secondaryrithistions pursuant to and in accordance with thesrof the NYSE, in the over-the-counter
market, in negotiated transactions, through théingriof options on the Option Shares (whether saiions are listed on an options exchange
or otherwise), or a combination of such methodsadd, at market prices prevailing at the time ¢f,sat prices related to such prevailing
market prices or at negotiated prices.

The Selling Stockholders may effect such transastlay selling Option Shares to or through brokealels or through other agents, and such
broker-dealers or agents may receive compensatitireiform of commissions from the Selling Stocklsos, which will not exceed those
customary in the types of transactions involved/anthe purchasers of Option Shares for whom thay act as agent. The Selling
Stockholders and any dealers or agents that gaatein the distribution of Option Shares may bended to be "underwriters" within the
meaning of the Securities Act and any profit ongake of Option Shares by them and any commissexeved by any such dealers or agents
might be deemed to be underwriting commissions utideSecurities Act.

In order to comply with the securities laws of eértstates, if applicable, the Option Shares magdbe only through registered or licensed
brokers or dealers. In addition, in certain states Option Shares may not be sold unless they be®r registered or qualified for sale in s
state or an exemption from such registration ofificeion requirement is available and is complieith.

The Company may from time to time issue up to 265 ghares of Redemption Shares upon the acquisitithe Units tendered for
redemption. The Company will acquire the exchangjmged partner's Units in exchange for the RedgéompShares issued in connection
with these acquisitions. Consequently, with eaclemgption, the Company's interest in the Operatangnérship will increase.

EXPERTS

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

43



experts in accounting and auditing.

The consolidated financial statements of Crockelfgelrust, Inc. as of December 31, 1995 and ferybar then ended, the financial
statements of Crocker & Sons, Inc. as of Decembel 894 and for the year then ended, and the finbsimtements of Crocker Realty
Investors, Inc. as of December 31, 1994 and 1988far the two years ended December 31, 1994, beggr incorporated by reference hel
from the Company's Current Report on Form 8-K/Aedahpril 29, 1996 as amended on June 3, 1996 amel I8, 1996, in reliance upon the
reports of KPMG Peat Marwick LLP, independent éiedi public accountants, incorporated by referémaein, and upon the authority of <
firm as experts in accounting and auditing.

The combined financial statements of Southeasttir€alrp., AP Southeast Portfolio Partners, L.P. ARdFontaine 1l Partners, L.P. as of
December 31, 1994 and for the year ended Decenibd934, and the financial statements of AP FoetdinPartners, L.P. for the period
from October 28, 1993 (date of inception) througic®mber 31, 1993 incorporated herein by referemmee the Company's Current Report
Form 8-K/A dated April 29, 1996 as amended on Br996 and June 18, 1996, have been audited mjt@et. Touche LLP, independent
auditors, as set forth in their reports thereoiuithed therein and incorporated herein by refereamckare included in reliance upon the reports
of such firm given upon their authority as exp@mtaccounting and auditing.

The financial statements of AP Southeast Portfeaatners, L.P. for the period from its date of pteen (November 17, 1993) through
December 31, 1993 incorporated herein by referéooe the Company's Current Report on Form 8-K/Aedapril 29, 1996 as amended on
June 3, 1996 and June 18, 1996, have been so éttindeliance on the reports of Price Waterhoude, lindependent accountants, given on
the authority of said firm as experts in auditimgl accounting.

LEGAL MATTERS

Certain legal matters have been passed upon f&@dhgany by Smith Helms Mulliss & Moore, L.L.P.,IBgh, North Carolina. In addition,
Smith Helms Mulliss & Moore, L.L.P. has renderezlapinion with respect to certain Federal inconxentatters relating to the Company.
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PART 11
SUPPLEMENTAL INFORMATION
ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION

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

Securities and Exchange Commission Registration Fee ... $ 2,494
Fees and Expenses of Counsel.......cccccceeveeeeee. L. 10,000
NYSE listing fee.....cccovvviivveininiees s 1,500
Miscellaneous...........cccocoevvviviicnces 6,006
TOTAL.oiiiiiiiiiiiicvi e $20,000

ITEM 15 INDEMNIFICATION OF DIRECTORSAND OFFICERS

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

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

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

ITEM 16. EXHIBITS

EXHIBIT NO. DESCRIP TION

3.1* Articles of Incorporatio n of Registrant (incorporated by reference to Exhib it3.1to
Registrant's registratio n statement on Form S-11 (File No. 33-76952)

3.2* Bylaws of Registrant (in corporated by reference to Exhibit 3.2 to Registran t's registration
statement on Form S-11 ( File No. 33-76952))

5.1 Opinion of Smith Helms M ulliss & Moore, L.L.P. regarding the legality of th e shares of
Common Stock being regis tered
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8.1 Opinion of Smith Helms M ulliss & Moore, L.L.P. regarding certain federal ta X matters

10.1* Form of Registration Rig hts and Lock-up Agreement between the Company and t he Unit
holders (incorporated by reference to Exhibit 10.2 to Registrant's 10-K for the fiscal year
ended December 31, 1995)

23.1* Consent of Smith Helms M ulliss & Moore, L.L.P. (included as part of Exhibit sb5.1and 8.1)
23.2* Consent of Ernst & Young LLP

23.3* Consent of Deloitte & To uche LLP

23.4* Consent of KPMG Peat Mar wick LLP

23.5* Consent of Price Waterho use LLP

24.1* Power of Attorney

* Previously filed.

ITEM 17. UNDERTAKINGS

(a) The undersigned registrant hereby undertakes:

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

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

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

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

(3) To remove from registration by means of a pditetive amendment any of the securities beingsteged which remain unsold at the
termination of the offering.

(b) The undersigned registrant hereby undertalas fibr purposes of determining any liability undlee Securities Act of 1933, each filing of
the registrant's annual report pursuant to Sedi8fa) or Section 15(d) of the Securities Exchangeof 1934 (and, where applicable, each
filing of an employee benefit plan's annual regansuant to Section
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15(d) of the Securities Exchange Act of 1934) thamcorporated by reference in the registrati@eshent shall be deemed to be a new
registration statement relating to the securitiésred therein, and the offering of such securitiethat time shall be deemed to be the initial
BONA FIDE offering thereof.

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

Pursuant to the requirements of the SecuritiesoA&033, the registrant certifies that it has readde grounds to believe that it meets all of
the requirements for filing on Form S-3 and haydalused this registration statement to be sigmeitsdehalf by the undersigned, thereunto
duly authorized, in the City of Raleigh, State afrth Carolina, on August 26, 1996.

HIGHWOODS PROPERTIES, INC.

By: /s/ RONALD P. G BSON*
Ronal d P. G bson
Presi dent

Pursuant to the requirements of the SecuritiesoA&B33, this registration statement has been diggehe following persons in the capaci
and on the dates indicated:

Name Title D ate

/sl O. TEMPLE SLOAN, JR.* Chairman of the Board of Directors Aug ust 26, 1996

O. Temple Sloan, Jr.

/s/ RONALD P. GIBSON* President, Chief Executive Officer and Aug ust 26, 1996
- Director
Ronald P. Gibson

/s/ WILLIAM T. WILSON, IlI* Executive Vice President and Director Aug ust 26, 1996
- and Chief Operating Officer
William T. Wilson, 11l

/s/ JOHN L. TURNER* Chief Investment Officer and Vice Aug ust 26, 1996
- Chairman of the Board of Directors
John L. Turner

/sl JOHN W. EAKIN* Vice President and Director Aug ust 26, 1996
John W. Eakin
/sl THOMAS S. SMITH* Vice President and Director Aug ust 26, 1996

Thomas S. Smith

/sl THOMAS W. ADLER* Director Aug ust 26, 1996

Thomas W. Adler

/s/ WILLIAM E. GRAHAM, JR.* Director Aug ust 26, 1996

William E. Graham, Jr.

/s ROBERT L. KIRBY* Director Aug ust 26, 1996




*

Robert L. Kirby

/s/ L. GLENN ORR, JR.*

L. Glenn Orr, Jr.

/sl WILLARD H. SMITH, JR.*

Willard H. Smith, Jr.

/s STEPHEN TIMKO*

Stephen Timko

/sl CARMAN J. LIUZZO

Carman J. Liuzzo

/sl CARMAN J. LIUZZO

Carman J. Liuzzo, Attorney-in-fact

Director Aug
Director Aug
Director Aug

Vice President, Chief Financial Officer Aug
and Treasurer (Principal Accounting
Officer)

Augus
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SMITH HELMSMULLISS& MOORE, L.L.P.
ATTORNEYSAT LAW
RALEIGH, NORTH CAROLINA

(919) 755-8731
August 26, 1996

Highwoods Properties, Inc.
3100 Smoketree Court

Suite 600

Raleigh, North Carolina 27604

Ladies and Gentlemen:

This opinion is furnished in connection with thgisgration pursuant to the Securities Act of 1988amended (the "Securities Act"), of
268,376 shares (the "Shares") of common stockyglae $.01 per share, of Highwoods Properties, mMaryland corporation (the
"Company").

In connection with rendering this opinion, we hax@amined the Articles of Incorporation and Bylavishe Company, each as amended to
date; such records of the corporate proceedingggeofompany as we deemed material; a registratawersent on Form S-3 under the
Securities Act relating to the Shares (the "Regi&in Statement"), and the prospectus containgéithéhe "Prospectus"), and such other
certificates, receipts, records and documents asonsidered necessary for the purposes of thisampin

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

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

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

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

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

/sl SM TH HELMS MULLI SS & MOORE, L.L.P.



SMITH HELMSMULLISS& MOORE, L.L.P.
ATTORNEYSAT LAW
RALEIGH, NORTH CAROLINA

(919) 755-8731
August 26, 1996

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

Ladies and Gentlemen:

In connection with the registration statement om#8-3 (the "Registration Statement") being filgdybu on or about August 26, 1996 with
the Securities and Exchange Commission regardmgetistration of 268,376 shares of Common Stodeuthe Securities Act of 1933, as
amended, you have requested our opinion concengirigin of the federal income tax consequencese@bmpany of its election to be taxed
as a real estate investment trust. This opinidraged on various assumptions, and is conditioned aertain representations made by the
Company as to factual matters through a certifiohtn officer of the Company (the "Officer's Céctite"). In addition, this opinion is based
upon the factual representations of the Compangerning its business and properties as set fortherRegistration Statement.

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

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



Highwoods Properties, Inc.
August 26, 1996
Page 2

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

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

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

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

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

No opinion is expressed as to any matter not desliberein

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



Highwoods Properties, Inc.
August 26, 1996
Page 3

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

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

/sl SM TH HELMS MULLISS & MOORE, L.L.P.

End of Filing
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