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PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET (UNA UDITED)

ASSETS

Real estate assets, net ......
Cash and cash equivalents ......
Accounts and notes receivables .....

Accrued straight line rent receivable ............
Minority interest in consolidated partnerships ...
Investment in real estate partnerships ..........

Other asSets ........ccccvevveeeiiieeeiiieenns

LIABILITIES AND STOCKHOLDERS' EQUITY
Mortgages and notes payable ......................
Accounts payable, accrued expenses and other

Total liabilities ........ccocvvvevvvieiiinnn
Minority interest
Preferred stock:
SEMHES A oo
Series B .. .
SeriesS D .ovveiiieee e
Stockholders' equity:
Common StOCK ......cccvveeriiiiniiiieiiienn
Additional paid in capital .....................
Treasury StOCK .......oovveeeeiivieeiiieennins

Distributions in excess of net earnings .......

Total stockholders' equity ...........ccocueene

HIGHWOODS PROPERTIES, |

JUNE 30, 1998
(IN THOUSANDS)

NC.

HISTORICAL (A) J.C. NICHOLS (B) ADJUSTMENTS

PRO FORM

$3,341,444  $ 181,831  $ 304,14
18,758 58,670 -
32,422 32,517 -
19,205 - -

- 4,962 (4,96
- 9,166 14,42
57,095 9,417 -

$3,468,924  $ 296,563  $ 313,60

$1,408,700  $ 288,170  $ 120,09
69,164 26,044 (6,13

1,477,864 314,214 113,96
295,422 - 1,84
125,000 - -
172,500 - -
100,000 - -

529 100 @
1,332,853 24,298 155,78
- (145,978) 145,97
(35,244) 103,929 (103,92
1,695,638 (17,651) 197,79
$3,468,924  $ 296,563  $ 313,60
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A
(C) PRO FORMA

0 $3,827,415
- 77,428

- 64,939

- 19,205
2) -

2 23,588

- 66,512

0

5  $1,816,965
4) 89,074
1 1,906,039
6 297,268
- 125,000

- 172,500

- 100,000
4) 585

8 1,512,939
8 _—

9)  (35,244)
3 1,875,780
0  $4,079,087



HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET (UNAUDITED)
JUNE 30, 1998
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensedtidated balance sheet of Highwoods Properties,(the "Company") is presented as
if the completion of the acquisition of J.C. Nick@ompany, a publicly traded Kansas City real esiperating company ("J.C. Nichols")
owning or having an ownership interest in 48 officeperties, 14 industrial properties, 33 retailpgarties and 18 multi-family communities
(the "JCN Transaction") had been consummated oa 30n1998.

The acquisition has been accounted for using tihehpise method of accounting. Accordingly, assedsiaed and liabilities assumed have
been recorded at their estimated fair values, wiriaif be subject to further refinement, includingrapsals and other analyses.

This unaudited pro forma condensed consolidateghioal sheet should be read in conjunction with tbéfggma condensed consolidated
statement of operations of the Company for thersinths ended June 30, 1998 and for the year endeeniber 31, 1997, the consolidated
financial statements and related notes of the Cospnpecluded in its Annual Report on Form 10-K fhetyear ended December 31, 1997, the
unaudited financial statements and related noté#seo€ompany included in its Quarterly Reports omi10-Q for the quarters ended June
30, 1998 and March 31, 1998 and the consolidatethiial statements and related notes of J.C. NSdbompany and Subsidiaries as of and
for the six months ended June 30, 1998 includediher

The pro forma condensed consolidated balance ghapaudited and not necessarily indicative of vihatactual financial position would
have been had the aforementioned transactionsligadeaurred on June 30, 1998, nor does it purfiprepresent the future financial position
of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDONSOLIDATED BALANCE SHEET

(a.) Represents the Company's historical conselitibalance sheet contained in the Company's QlyaReport on Form 1@ for the quarte
ended June 30, 1998.

(b.) Represents J.C. Nichols Company and Subsididristorical consolidated balance sheet as & 30n1998 included herein.

(c.) Reflects the allocation of the $564.1 milliparchase price to the fair value of the net assesired in the JCN Transaction. The purcl
price consists of the issuance of approximatel0$iL&illion in equity or 5,625,990 shares of then@any's Common Stock (valued at
$32.0197 per share), the assumption of approxim&®08.1 million of liabilities, and net cash pati$75.9 million (net of $58.7 million ca:
assumed as of June 30, 1998 from J.C. Nichols add$nillion in transaction costs).
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HIGHWOODS PROPERTIES, INC.

PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERA TIONS (UNAUDITED)

FOR THE SIX MONTHS ENDED JUNE 30, 1998
(IN THOUSANDS, EXCEPT PER SHARE DATA)

REVENUE:

Rental property .......ccoocvveeevveeeniieennnns
Residential sales .
Other INCOME .....ccvvviviiiiiiiiee e

OPERATING EXPENSES:

Rental property .......cccccveeevieeeiiiieennins
Residential cost of sales .............cccoceeneee.
Depreciation and amortization .....................
INTEREST EXPENSE:

Contractual ........ccecvvevviniinnienee.
Amortization of deferred financing costs .........

General and administrative .............ccccceveee

Income before minority interest ...................
Minority interest .........cccoccveveveeeniinnnn.

Income before extraordinary item and dividends on p
Extraordinary item-loss on extinguishment of debt .
Dividends on preferred shares ....................

Net income available for common shareholders ......
Net income per common share-basic .................

Net income per common share-diluted ...............
Weighted average shares-basic ....................

Weighted average shares-diluted ...................

REVENUE:

Rental property .......ccocceeeeeveeeiiiieeninns
Residential sales .
Other INCOME .....ccuvveiviiiieiiiie e

OPERATING EXPENSES:

Rental property .......ccoovveeeiveeenineennnns
Residential cost of sales ..
Depreciation and amortization .....................
INTEREST EXPENSE:

Contractual ........coeoveevviniiinnieneee,
Amortization of deferred financing costs .........

General and administrative .............cccoeeve.

Income before minority interest ..................
Minority interest ..........ccocceeeevieeninnnnn

Income before extraordinary item and dividends on p
Extraordinary item-loss on extinguishment of debt .
Dividends on preferred shares .....................

Net income available for common shareholders ......
Net income per common share-basic .................

Net income per common share-diluted ...............

Weighted average shares-basic .....................

HISTORICAL (A)

115,641

.................... 35,827

.................... 20,340

.................... 17,221
.................... 616

PRO FOR

J.C. NICHOLS (B) ADJUSTME

$
(7,8
1
7,7
(5,1
(7,7
(C]
10,142
.................... - 51
.................... 6,274 9
.................... - 1
referred shares..... 6,274
6,274 8

MA
NTS PRO FORMA

- $151,637
86)(d) -

08) 162,253

98)(e) 54,977
08)(d) -
74)(f) 25,214

- 27,363
- 616
- 27,979
98(e) 9,584
74 44,499
51)(c)  (6,417)
23 38,082
23 38,082
- (7,656)
23 $30,426
$ 052
$ 052
57,985



Weighted average shares-diluted ................... . L 58,377



HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 1998
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensedtidated statement of operations is presentedtag idCN Transaction had been
consummated on January 1, 1998.

This unaudited pro forma condensed consolidatedratnt of operations should be read in conjunatith the pro forma condensed
consolidated balance sheet of the Company as ef 301998, the consolidated financial statemamisrelated notes of the Company
included in its Annual Report on Form 10-K for year ended December 31, 1997, the unaudited fiabsizitements and related notes of the
Company included in its Quarterly Report on FormQ @r the quarters ended June 30, 1998 and Makch®8, and the consolidated
financial statements and related notes of J.C.MéscBompany and Subsidiaries for the year ende@i®ber 31, 1997 and for the six months
ended June 30, 1998, both of which are includediher

The pro forma condensed consolidated statemereritions is unaudited and is not necessarily atiie of what the Company's actual
results would have been had the aforementionedartions actually occurred on January 1, 1998 oes it purport to represent the future
operating results of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDONSOLIDATED STATEMENT OF OPERATIONS

(a.) Represents the Company's historical conselitistatement of operations contained in its QuarRgport on Form 10-Q for the six
months ended June 30, 1998.

(b.) Represents the J.C. Nichols Company and Siabigis' historical statement of operations (prg-tntained in its consolidated financial
statements and related notes for the six monthededidne 30, 1998 included herein.

(c.) Represents the net adjustment to minorityr@stieto reflect the pro forma minority interestgmrtage of 15.5%.

(d.) Represents the reclassification of the histrgross profit of the residential business teothcome as this has been accounted for in a
separate business entity under the equity methadafunting following acquisition. J.C. Nichols sofidated the residential business;
however, subsequent to the merger, the Companyatilhave majority ownership or control of the gnitvhich conducts the residential
business and accordingly uses the equity methadadunting.

(e.) Represents a reclass of certain operatingnsggeto general and administrative expense ($5fb@8pmparative purposes.

(f.) Represents the reduction in historical def@en expense on the properties acquired in the T@Nsaction based on an 80% allocatic
buildings and a 20% allocation to land for net tssaequired. Amounts recorded as tenant improvesrant.C. Nichols' general ledger
depreciated as buildings over 40 years after thebamation, account for the decrease.
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HIGHWOODS PROPERTIES, INC.

PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERA TIONS (UNAUDITED)

FOR THE YEAR ENDED DECEMBER 31, 1997
(IN THOUSANDS, EXCEPT PER SHARE DATA)

CENTURY CENTER

AND ANDERSON OTHER ACP
HISTORICAL ( A) TRANSACTIONS (B) OFFERINGS (C) PORTFOLIO (
REVENUE:
Rental property .........ccccevenee. $ 266,933 $ 1,047 $ - $52,411
Residential sales . -- -- -- --
Other Income ............ . 7,537 -- -- 1,880
274,470 1,047 -- 54,291
OPERATING EXPENSES:
Rental property ..........cccooeeeee. 76,743 317 -- 23,956
Residential cost of sales ........... - - - -
Depreciation and amortization ....... 47,533 715 - 9,019
INTEREST EXPENSE:
Contractual ..........c.ccovveune. 45,138 1,358 (1,077) 25,215
Amortization of deferred
financing costs - - -
1,358 (1,077) 25,215
General and administrative - - -
Income before minority interest ..... 92,584 (1,343) 1,077 (3,899)
Minority interest ...........c....... (15,106) - - -
Income before extraordinary item
and dividends on preferred
Shares .....cccooevvevevevenenn. 77,478 (1,343) 1,077 (3,899)
Extraordinary item-loss on
extinguishment of debt ............. (5,799)
71,679 (1,343) 1,077 (3,899)
Dividends on preferred shares ....... (13,117) -- (1,289) --
Net income available for common
shareholders ............ . $ 58,562 $(1,343) $ (212) $(3,899)
Net income per common
share-basic ..........cccceveneene. $ 151
Net income per common-basic
share-diluted ...................... $ 150
USE OF
PREFERRED
STOCK COMMON OTHE
OFFERING STOCK ACQUIRED ACQUIR
PROCEEDS OFFERING PROPERTIES (J) PROPERTIE
REVENUE:
Rental property .................... $ - $ - $9,332 $13,2
Residential sales ................... -- -- --
Other Income -- -- --
-- -- 9,332 13,2

OPERATING EXPENSES:
Rental property ..................... - - 1,727 6,4
Residential cost of sales ........... -- - -
Depreciation and amortization ....... -- -- -
INTEREST EXPENSE:
Contractual ..........cccceeeneene (8,378 )() (13,704)(i) --
Amortization of deferred
financing COStS .......cccceeeees -- - -

Income before minority interest ..... 8,378 13,704 7,605 6,7
Minority interest ...........c....... (1,257 )(9) (2,056)(9) --
Income before extraordinary item
and dividends on preferred
shares ......ccoevvvvcienennn. 7,121 11,648 7,605 6,7
Extraordinary item-loss on
extinguishment of debt .............
7,121 11,648 7,605 6,7

1997
PENDING
D) ACQUISITIONS (E)

R PRO FORMA
ED  ACQUIRED PROPERTIES
S (K) ADJUSTMENTS

55 $ -

55 -

74 188())
- 3,369(m)
- 12,947(n)
- 12,947
81 (16,504)
81 (16,504)

81 (16,504)



Net income available for common

shareholders ...........cc.cceeuee $ (3,054 ) $ 11,648 $7,605 $ 6,7
Net income per common

share-basic

Net income per common-basic
share-diluted ......................
Weighted average shares-basic .......
Weighted average shares-diluted
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PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERA TIONS (UNAUDITED) --

HIGHWOODS PROPERTIES, INC.

(CONTINUED)

FOR THE YEAR ENDED DECEMBER 31, 1997
(IN THOUSANDS, EXCEPT PER SHARE DATA)

REVENUE:

Rental property .......ccoovveeevveeeniieennnns
Residential sales .........ccccocevviiieeiinnenns
Other INCOME .....ccvvvviviiiiiiiieeeee e

OPERATING EXPENSES:

Rental property .......ccoccveeeeveeeiiiieeniins
Cost of residential sales ......
Depreciation and amortization .....................
INTEREST EXPENSE:

Contractual ........ccccovevviviienienee,
Amortization of deferred financing costs .........

General and administrative .............ccccceoveee

Income before minority interest ...................
Minority interest .........cccocevvvveveeeninnenn

Income before extraordinary item and dividends on p
Extraordinary item -- loss on extinguishment of deb

Dividends on preferred shares .....................

Net income available for common shareholders ......
Net income per common share -- basic ..............
Net income per common share -- diluted ..

Weighted average shares-basic ............. .
Weighted average shares-diluted ...................

REVENUE:

Rental property .......ccocceeeeeveeeiiiieeninns
Residential sales ..........ccocevvvieniinnens
Other INCOME .....ccuvveiviiiieiiiie e

OPERATING EXPENSES:

Rental property .......ccoovveeeiveeenineennnns
Cost of residential sales ......
Depreciation and amortization .....................
INTEREST EXPENSE:

Contractual ........ccccoveeviiiiienieneen,
Amortization of deferred financing costs .........

General and administrative .............cccoeeve.

Income before minority interest ...................
Minority interest .........cccocevevvveeeninnnn.

Income before extraordinary item and dividends on p
Extraordinary item -- loss on extinguishment of deb

Dividends on preferred shares .....................

Net income available for common shareholders ......
Net income per common share -- basic ..............
Net income per common share -- diluted ..

Weighted average shares-basic ............. .
Weighted average shares-diluted ...................

MOPPRS 1998
AND DEBT COMMON STOCK
OFFERING OFFERING

..................... $ - $ -

..................... 108(p)

303 (a19)
...................... (303 415
..................... 59(q) (62)(9)
referred shares-j.-.-._.- (334) 353
T, (334) 353

$200 MILLION
DEBT JCN
OFFERING HISTORICAL (V)

..................... - 7,137
..................... - 12,646
- 97,859

- 44,654

- 5,325

13,483

..................... 2,078(s) 22,333
..................... 449(t) -

..................... (2,527) 12,064
..................... 379(q) -

SERIES D
PREFERRED SHARE
OFFERING

JCN
PRO FORMA
ADJUSTMENTS

(7,]:-37)(v)
1,812 (v)

(7,476)(w)
(5,.325)(v)
(3,287)(x)

3,287



REVENUE:
Rental property
Residential sales

Other Income

OPERATING EXPENSES:
Rental property ........cccccevvueenne
Cost of residential sales ......

Depreciation and amortization .....................

INTEREST EXPENSE:
Contractual ........cccceeeeveeinnnenne

Amortization of deferred financing costs .........

General and administrative .............cccceveee

Income before minority interest
Minority interest ...........cccoeeeues

Income before extraordinary item and dividends on p

Extraordinary item -- loss on extinguishment of deb

Dividends on preferred shares
Net income available for comm
Net income per common share

Net income per common share

on shareholders ......

-- basic ..............

-- diluted ............

Weighted average shares-basic ....................

Weighted average shares-diluted ...................

PRO FORMA

..................... 127,516

..................... (32,581)



HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 1997
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensedtidated statement of operations is presentedtag ifollowing transactions had been
consummated on January 1, 1997: (a) the complefitine business combination with Anderson Propertiec. ("Anderson Properties”) and
the purchase of a portfolio of properties fromleftes of Anderson Properties (the "Anderson Tratisa") and the purchase of Century
Center Office Park and an affiliated property paitf (the "Century Center Transaction"), (b) theuiance of 125,000 8 5/8% Series A
Cumulative Redeemable Preferred Shares (the "Skrireferred Shares") and of $100,000,000 of Esafide Put Option Notes (collectively
the "Other Offerings"), (c) the completion of a imess combination with Associated Capital Propsrtiec. ("ACP") (d) the completion of t|
acquisition of the seven properties that ACP hatkuecontract to purchase (the "1997 Pending Actiiis"), (e) the issuance of 6.9 million
8% Series B Cumulative Redeemable Preferred SkhiesSeries B Preferred Shares") (the "PrefertedkSOffering”), (f) the issuance of
8.5 million shares of Common Stock (the "Commorcktdffering”), (g) the completion of the businessnbination with Riparius
Development Corporation and the acquisition of sgu®perties in Winston-Salem, NC and one propiertyashville, TN (collectively, the
"Acquired Properties"), (h) the completion of thar@a acquisition consisting of fourteen propertg@s service center properties an 66 acres
of development land and the completion of four ptguisitions of seven properties (collectivehg tOther Acquired Properties”), (i) the
issuance by Highwoods Realty Limited Partnership (Operating Partnership") of $125 million of 6688 MandatOry Par Put Remarketed
Securities(SM) ("MOPPRS(SM)") due 2013 and $100iomilof 7 1/8% notes due 2008 (the "MOPPRS and [Htering") (j) the issuance
2 million shares of Common Stock at a price of $86share ("the 1998 Common Stock Offering), (k) ifsuance of 400,000 8% Series D
Cumulative Redeemable Preferred Shares (the "Serieferred Share Offering"), (1) the issuancehsOperating Partnership of $200
million of 7 1/2% notes due 2018 (the "April 199@I Offering™) and (m) the completion of the JCNfisaction.

This unaudited pro forma condensed consolidatedratnt of operations should be read in conjunatith the pro forma condensed
consolidated balance sheet of the Company as ef 301998, the consolidated financial statememisrelated notes of the Company
included in its Annual Report on Form 10-K for §ear ended December 31, 1997, the unaudited fiabsigitements and related notes of the
Company included in its Quarterly Reports on FofisLfor the quarters ended March 31, 1998 and 30n&998, the financial statements
and related notes of Associated Capital PropeRogtfolio and 1997 Pending Acquisitions includedhia Company's Current Report on Fc
8-K dated October 1, 1997 (as filed with the Sdamsgiand Exchange Commission on October 16, 199& statements of revenues and
certain expenses of Riparius Properties, Sheltopd?ties and Winners Circle for the year ended Bse 31, 1996 included in the
Company's Form 8-K dated November 17, 1997 (ad filith the Securities and Exchange Commission dmugey 3, 1998), and the
consolidated financial statements and related rait@<C. Nichols Company and Subsidiaries for tharyended December 31, 1997 and for
the six months ended June 30, 1998, both of whietineluded herein.

The pro forma condensed consolidated statemergarations is unaudited and is not necessarily atilie of what the Company's actual
results would have been had the aforementionedartions actually occurred on January 1, 1997 oes it purport to represent the future
operating results of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDONSOLIDATED STATEMENT OF OPERATIONS

(a.) Represents the Company's historical conseliistatement of operations contained in its AnRegdort on Form 10-K for the year ended
December 31, 1997.

(b.) Reflects the historical statement of operatiohCentury Center Office Park and an affiliatedtiolio ("Century Center") and the
properties acquired in the Anderson Transactiortferperiod from January 1, 1997 through the raspedates of their acquisition, adjusted
on a pro forma basis for interest expense and digi@n expense. Interest expense reflects thectisiuin mortgage interest rate costs based
on the average rate of assumed debt (7.15% an#&at8Century Center and Anderson Properties, ispdy) at the date of acquisition.
Depreciation expense has been adjusted to reflé@ty@ar depreciable life for buildings on a sthaigne basis at the date of acquisition.
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HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
(UNAUDITED) -- CONTINUED

(c.) Reflects the estimated interest expense savands127.5 million of the Company's $430 milliamsacured revolving lines of credit (the
"Lines of Credit") at an interest rate of 7.60%2% interest rate cap plus 135 basis points) agdl@illion of other loans repaid with the

proceeds of the Other Offerings at an averagedsteate of 8.50% and the dividends incurred orCbmpany's Series A Preferred Shares
from January 1, 1997 through the date of the oftpdf the Series A Preferred Shares.

(d.) Represents the historical revenues and opegratipenses of the ACP Portfolio through the daequisition and the historical operatic
of properties acquired by ACP during 1997 from Zamu., 1997 to the respective dates of their adiprisadjusted on a pro forma basis for
incremental revenue related to owner-occupied gk interest expense and depreciation expensedeio the ACP Portfolio and the 1997
Pending Acquisitions. Interest expense reflectgdheiction in mortgage interest costs based oavheage interest rate of assumed debt
(8.27%) and the interest rate on debt drawn otitleeof credit (6.69%) at the date of acquisitiDepreciation expense had been adjusted to
reflect a 40 year depreciable life for buildingsabstraight line basis at the date of acquisition.

(e.) Reflects the historical revenues and operakpenses of the 1997 Pending Acquisitions thrdbgtdate of acquisition.

(f.) Reflects the estimated interest expense savamg$166.9 million of the Lines of Credit at areege interest rate of 6.69% repaid with the
proceeds of the Preferred Stock Offering.

(9.) Represents the net adjustment to minorityré@steto reflect the pro forma minority interestqeartage of 15.0%.
(h.) Represents the 8% dividend on the Series BePeel Shares issued in the Preferred Stock Offerin

(i.) Represents the estimated interest expensagmen $273.1 million of the Lines of Credit atauerage interest rate of 6.69% repaid with
the proceeds of the Common Stock Offering.

(j.) Reflects the historical revenues and operatimgenses of Acquired Properties through the dadedquisition.
(k.) Reflects the historical revenues and operatixgenses of Other Acquired Properties througli#te of acquisition.

(I.) Represents the incremental operating experesated to salary expense of property managemeuntried by the Company upon
completion of the Acquired Properties and the Otkequired Properties.

(m.) Represents the net adjustment of depreciatpense for Acquired Properties and the Other AeguProperties based upon an assumed
allocation of the purchase price to land, buildiags development in process. Building depreciasaomputed on a straight-line basis using
an estimated life of 40 years.

(n.) Represents the net adjustment to interestreseo reflect interest costs on $219.4 milliobamrowings under the Lines of Credit at an
assumed rate of 6.87% (the capped interest ratallmasa 30-day LIBOR rate of 5.87% plus 100 bagistp) and $31.0 million in assumed
debt at a weighted average interest rate of 8.33%.

(0.) Represents the estimated interest expensé2million of MOPPRS due 2013 at an interest cht©.835% and $100 million in debt
securities due 2008 (at a rate of 7.125%) offsethbyinterest expense savings on the $226.3 mitifdhe Lines of Credit at an average
interest rate of 6.69% repaid with the proceedh@MOPPRS and Debt Offering.

(p.) Represents the amortization of the deferne@infting costs associated with the MOPPRS and D), straight-line over the terms of
the securities offset by the amortization of the5$8illion MOPPRS premium paid by the remarketireglér, using the effective interest
method over the term of the securities.

(g.) Represents the estimated interest expensegsawn $30.8 million of the Lines of Credit at arei@age interest rate of 6.69% repaid with a
portion of the net proceeds of the 1998 CommonkSRftering.

(r.) Represents the 8% dividend on the Series EeResl Shares issued in the Series D PreferreceSbffiering.
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HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
(UNAUDITED) -- CONTINUED

(s.) Represents the estimated interest expens2aihrdillion of notes due 2018 at a discount of %64ith an interest rate of 7.5% offset by
the interest expense savings on $170.9 milliomefltines of Credit at an average interest rate25% repaid with the proceeds of the notes.

(t.) Represents the amortization of the defermedrfcing costs (including the $6.4 million paideoniinate the related treasury lock
agreement) associated with the $200 million nogiisgithe effective interest rate method for thegeeidistrument and underwriters discount
and the straight line basis for the financing costs

(u.) Represents the J.C. Nichols Company and Siabigis' historical statement of operations (prg-tntained in the consolidated financial
statements and related notes of J.C. Nichols Coyngad Subsidiaries as of and for the year ende@iber 31, 1997 included herein.

(v.) Represents the reclassification of the histdrgross profit of the residential business t@bthcome as this has been accounted for in a
separate business entity under the equity methadagfunting following acquisition. J.C. Nichols Goamy consolidated the residential
business; however, subsequent to the merger, the&@uy does not have majority ownership or contfohe entity which conducts the
residential business and accordingly uses theyemethod of accounting.

(w.) Represents a reclass of certain operatingresqeeto general and administrative expense ($7f47 6pmparative purposes.

(x.) Represents the reduction in historical de@timn expense on the properties acquired in the T@Nsaction based on an 80% allocation
to buildings and a 20% allocation to land for netets acquired. Amounts recorded as tenant imprewesnon J.C. Nichols' general ledger
depreciated as buildings over 40 years after thebamation, account for the decrease.
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INDEPENDENT AUDITORS' REPORT
Board of Directors

J.C. Nichols Company
Kansas City, Missouri:

We have audited the accompanying consolidated balsimeets of J.C. Nichols Company and subsidighesCompany) as of December 31,
1997 and 1996 and the related consolidated statsroénperations, stockholders' equity (deficityl mash flows for each of the years in the
three year period ended December 31, 1997. Thesolidated financial statements are the respoitgibil the Company's management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedbfat we plan and perform the au
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageiemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagmesent fairly, in all material respects, tmaficial position of the Company and its
subsidiaries as of December 31, 1997 and 1996henckesults of their operations and their cash fllasach of the years in the three year
period ended December 31, 1997, in conformity weherally accepted accounting principles.

/sl KPMG Peat Marwi ck LLP

Kansas City, M ssouri
March 6, 1998
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J.C. NICHOLS COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Revenue-producing properties (note 2) .............
Land and improvement inventories .....
Property held for future development

Total properties ........cccceeevveeriveenninns
Cash and cash equivalents ..........c..c.cccee.ne
Temporary investments ..........
Accounts receivable (note 9) ..
Prepaid eXpenses ........cccceecvveeeiiiinenns
Notes receivable (notes 3, 9 and 10) ..............
Investments in real estate partnerships (note 4) ..
Minority interest in consolidated partnerships ....
Income taxes receivable ............cccccceenene
Deferred income taxes (note 7) .
Other assets, Net ..........ccoeevvvevvvvevvvvnnnns

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Mortgage indebtedness (note 5) ....................

Notes payable to banks and others (notes 9 and 14)
Accounts payable and tenants' deposits
Accrued expenses and other liabilities
Income taxes payable ............ccccovviieennnns

Accrued contribution to Employee Stock Ownership Tr
Deferred gains on the sale of property
Deferred income taxes (note 7) ........cccceeueeen.

Stockholders' equity (deficit):
Common stock, par value $.01 per share; 10,000,00
authorized and 5,721,744, 5,016,745 and 4,619,03
issued (Note 13) ......cccvevviveeerinrennnnns
Additional paid-in capital .....................
Retained earnings .........ccccvevvveviiveennns

Less treasury stock, at cost (1,179,235, 164,345
shares of common stock) (note 14)...............

Total stockholders' equity (deficit) ..............
Commitments and contingencies (notes 2, 8 and 10) .

DECEMBER 31,

1997 1996
.................... $ 163,097,000 $189,011,00
9,791,000 24,204,00
7,793,000 6,918,00
.................... 180,681,000 220,133,00
15,968,000 14,454,00
42,633,000 45,053,00
3,061,000 2,000,00
6,378,000 6,355,00
40,757,000 21,514,00
2,457,000 2,163,00
4,717,000 4,431,00
383,000 -
- 3,456,00
739,000 768,00
$297,774,000 $ 320,327,00
.................... $ 288,553,000 $ 309,188,00
12,990,000 2,000,00
9,059,000 6,633,00
8,613,000 8,020,00
- 11,525,00
ust (note 10) ...... - 11,050,00
2,024,000 517,00
2,708,000 -
323,947,000  348,933,00
0 shares
9 shares
.................... 100,000 100,00
.................... 19,917,000 8,319,00
.................... 99,788,000 80,402,00
119,805,000 88,821,00
and 1,179,235
.................... 145,978,000 117,427,00
(26,173,000) (28,606,00
$297,774,000 $ 320,327,00

See accompanying notes to consolidated financ#tsients.
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JUNE 30,

(UNAUDITED)

$ 165,996,000
8,597,000
7,238,000

181,831,000
26,255,000
32,415,000

2,214,000
6,837,000
30,303,000
9,166,000
4,962,000

ooo

368,000
2,212,000

[eNoliNeNoNeNooNoNoNo)

o
@
)
©
o
o1
o)
w
[=)
S
<)

0 $ 285,682,000
0 2,488,000
0 7,358,000
0 8,397,000
0 2,133,000
0
0

2,022,000
6,134,000

0 100,000

0 24,298,000
0 103,929,000
0 128,327,000

0 145,978,000



J.C. NICHOLS COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Sales and revenues:

Property sales

Commissions and fees .........ccccveveeen.n.

Dividends and interest ......................

Gains on sales of investments and other
ASSELS uvviieeeiiiie e

Equity in earnings of unconsolidated
affiliates ............ccoecvviiiiienens

Costs and expenses:
Selling, general and operating expenses .....
Cost of property sales ..
Interest ...,
Depreciation and amortization ............... 1
Employee Stock Ownership Trust
contribution (note 10) ............cce.

Valuation allowances ................
Litigation settlement (note 11)

Income (loss) before income taxes ............
Income tax expense (benefit) (note 7) ........

Net income (I0SS) .....cceevvveeiieeainnn. $1
Basic income (loss) per share ................ $
Diluted income (loss) per share .............. $

Sales and revenues:

ReNts ..oooovviiiiiiie

Property sales .................

Commissions and fees ....

Dividends and interest ......................

Gains on sales of investments and other
ASSELS i

Equity in earnings of unconsolidated
affiliates ...

Costs and expenses:
Selling, general and operating expenses .....
Cost of property sales ...........cceeeeen.
Interest ...
Depreciation and amortization ...............
Employee Stock Ownership Trust
contribution (note 10) ..........ccccc..e.
Valuation allowances .............cccceeenne
Litigation settlement (note 11) .............

Income (loss) before income taxes ............
Income tax expense (benefit) (note 7) ........

Net income (I0SS) .....cceeevvveeiieeainnn. $

Basic income (loss) per share ................ $

YEARS ENDED DECEMBER 31,

1997 1996 1995
8,076,000 $ 79,878,000 $ 79,818,000
7,137,000 6,623,000 6,047,000
1,057,000 1,232,000 1,459,000
5,740,000 4,634,000 4,806,000
2,628,000 34,867,000 5,711,000
1,639,000 697,000 157,000
1,582,000 4,697,000 1,307,000
7,859,000 132,628,000 99,305,000
4,654,000 45,394,000 45,952,000
5,325,000 5,162,000 3,944,000
2,333,000 23,466,000 27,862,000
3,483,000 13,954,000 14,355,000

- - 1,787,000

- - 2,350,000

- -~ 19,553,000
5,795,000 87,976,000 115,803,000
2,064,000 44,652,000  (16,498,000)
7,322,000) 16,750,000  (5,746,000)
9,386,000 $ 27,902,000 $ (10,752,000)

463 $ 575 $ (0.74)

447 $ 562 $ (0.74)

SIX MONTHS ENDED JUNE 30,

1998

1997

(UNAUDITED)

38,558,000
7,886,000

2,402,000
1,375,000

3,737,000
362,000

24,348,000
7,708,000
10,142,000
5,848,000

2,133,000

4,141,000

$ 39,731,000
3,286,000
469,000
2,353,000

236,000

172,000
436,000

19,378,000
2,831,000
11,639,000
6,741,000

6,094,000
2,285,000

$ 3,809,000

0.90 $ 0.95



Diluted income (loss) per share .............. $ 087 $ 0.92

See accompanying notes to consolidated financssients.
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J.C. NICHOLS COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)

Common stock:
Balance at beginning and end of year (note 13) ...

Additional paid-in capital (note 13):

Balance at beginning of year .....................

Contribution of 110,000 shares to Employee Stock O
(NOtE 10) .o

Conveyance of 679,999 shares to Employee Stock Own
and to a Court (note 10) .........cceevevnneene

Income tax benefit of options exercised on 25,000

Earned stock compensation (note 12) ..............

Balance at end of year ..........ccccceeevvenne

Unrealized gain on marketable equity securities ava

of income taxes:

Balance at beginning of year .....................

Unrealized gain, net of income taxes of $184,000 a

Realized loss from sale of securities, net of inco
$23,000 ..oooiiiiiiiee e

Realized gain from sale of securities, net of inco
$11,636,000 and $208,000 ...........ccveenneee.

Balance at end of year ..........cccccceevunenn.

Retained earnings:
Balance at beginning of year .....................
Net income (I0SS) .....ceeeviiieeeriiiiieeanis

Balance at end of year ..........ccccceeevvnnne

Treasury stock:

Balance at beginning of year .....................

Contribution of 110,000 shares to Employee Stock O
(notes 10 and 13) .....ccccvvvvviiiiieennennn.

Receipt of 12,227 shares in litigation settlement

Receipt of 125,242 shares previously securing note
(NOte 11) wevvveveeieieeeeeee e

Purchase of 948,880 shares (note 14) .............

Receipt of 54,162 shares from Employee Stock Owner
payment of note receivable (note 10)

Purchase of 11,848 shares ...............c........

Balance at end of year ..........cccccceevueeen.

Note receivable secured by the Company's common sto

Balance at beginning of year .....................

Transfer of 125,242 shares to treasury stock in se
receivable (note 11) ......ccccoevvveeeennnnns

Balance at end of year ..........ccccceeevvenne

Total stockholders' equity (deficit) ..............

Common stock:
Balance at beginning and end of year (note 13) ...

Additional paid-in capital (note 13):

Balance at beginning of year .....................

Contribution of 110,000 shares to Employee Stock O
(NOtE 10) wevvevveeeeieeeeeee e

Conveyance of 679,999 shares to Employee Stock Own
and to a Court (note 10) .......ccceeeevuvneenn.

Income tax benefit of options exercised on 25,000

Earned stock compensation (note 12) ..............

YEARS ENDED
DECEMBER 31,

1997
........................ $ 100,000
........................ 8,319,000
wnership Trust
ership Trust
........................ 11,050,000
381,000
167,000
........................ 19,917,000
ilable-for-sale, net
nd $4,165,000 ........ -
me taxes of
me taxes of
........................ 80,402,000
........................ 19,386,000
........................ 99,788,000

(note 11) .............. -
receivable

(25,857,000)

(1,983,000)
(711,000)

........................ 7,079,000
wnership Trust

ership Trust

shares ................ -
........................ 1,240,000

6,002,000

1,077,000



Balance at end of year ......ccccccveeevcceeeees e 8,319,000 7,079,000
Unrealized gain on marketable equity securities ava ilable-for-sale, net
of income taxes:
Balance at beginning of year .........ccccoeeeee.. s 21,023,000 1 3,755,000
Unrealized gain, net of income taxes of $184,000 a nd $4,165,000 .......... 320,000 7,612,000
Realized loss from sale of securities, net of inco me taxes of
$23,000 .ooooiiiiiiiee e e -- 42,000
Realized gain from sale of securities, net of inco me taxes of
$11,636,000 and $208,000 .......ccccevcveences (21,343,000) (386,000)
Balance at end of year ......ccccoceeevvcceeeees e - 2 1,023,000
Retained earnings:
Balance at beginning of year ......cccccccceeeeee. s 52,500,000 6 3,252,000
Netincome (I0SS) «.uvveveviciiieeiiiieeeeeeee s 27,902,000 (1 0,752,000)
Balance at end of year ....cccccccceveeeenes s 80,402,000 5 2,500,000
Treasury stock:
Balance at beginning of year .........ccccceeeee.. s (117,427,000) 1 4,582,000)
Contribution of 110,000 shares to Employee Stock O whnership Trust
(notes 10 and 13) .ocoovcvciviiiiiiiiiieneeeees e - 710,000
Receipt of 12,227 shares in litigation settlement (note 11) .............. -- ( 9,207,000)
Receipt of 125,242 shares previously securing note receivable
(MOt 11) coviieiiiiiieieeeeeeeeeee e -- ] 4,348,000)
Purchase of 948,880 shares (note 14) ............. - -
Receipt of 54,162 shares from Employee Stock Owner ship Trust in
payment of note receivable (note 10) ........... - -
Purchase of 11,848 Shares ......ccccccccveeveeeeee e - -
Balance at end of year ....cccccccccveeeenes s (117,427,000) (11 7,427,000)
Note receivable secured by the Company's common sto ck:
Balance at beginning of year ......ccccccccceeeee. s - 9 4,348,000)
Transfer of 125,242 shares to treasury stock in se ttlement of note
receivable (note 11) .......cccoevvveeeeninnns - 9 4,348,000
Balance at end of year - -
Total stockholders' equity (deficit) ............... L $ (28,606,000) $ (3 6,725,000)

See accompanying notes to consolidated financ#tsients.
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J.C. NICHOLS COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,

1997 1996 19 95
Operating activities:
Netincome (I0SS) ...coocvvvvvvveniiiiiiieieee $ 19,386,000 $ 27,902,000 $ (10,7 52,000)
Adjustments to reconcile net income (loss) to net
cash provided by operating activities:
Depreciation and amortization ..........ccc...... . .. 13,483,000 13,954,000 14,3 55,000
Valuation allowances .........cccceevvveeneeeee L -- -- 2,3 50,000
Earned stock compensation ...........cccoeeeeeeee. L 167,000 1,240,000 --
Noncash portion of litigation settlement ........ ... - -- 13,5 88,000
Deferred income taxes .......ccoccevvvvvveeennee . 6,164,000 2,062,000 (2,5 97,000)
Equity in earnings of unconsolidated affiiates. ... (1,639,000) (697,000) (1 57,000)
Employee Stock Ownership Trust contribution ..... ... -- -- 1,7 87,000
Gains on sales of investments and other assets.. ... (2,628,000) (34,867,000) (5,7 11,000)
Changes in:
Land and improvement inventories ............... ... 3,604,000 2,714,000 7,2 80,000
Accounts receivable ...........ccccovvceeeeee. L (1,114,000) 2,165,000 5 77,000
Minority interest in consolidated partnerships ... (424,000) (147,000) 4 30,000)
Accounts payable and tenants' deposits ........ ... 2,577,000 (153,000) 5 39,000)
Accrued expenses and other liabilities ........ ... 707,000 (577,000) 6 40,000)
Current income taxes ....cccceceveveeeeeeenes (11,528,000) 15,717,000 1,4 37,000
Other, Net ..o (1,954,000) 400,000 14 69,000
Net cash provided by operating activities ......... ... 26,801,000 29,713,000 22,0 17,000
Investing activities:
Net (increase) decrease in temporary investments. ... 2,420,000  (40,447,000) (2 02,000)
Payments on notes receivable .........c........... L 9,086,000 8,773,000 6,9 27,000
Issuance of notes receivable ........c.ccccceee... . . (19,466,000)  (6,632,000) (6,1 74,000)
Additions to revenue-producing properties ......... ... (12,327,000) (8,317,000) (7,8 62,000)
Purchase of marketable equity securities ......... . ... - -- (3,0 21,000)
Proceeds from sales of capital assets ............ ... 9,577,000 3,056,000 5,2 69,000
Return of capital from unconsolidated affiiates. ... 1,360,000 400,000 4 20,000
Proceeds from sales of marketable equity securitie S e - 38,617,000 9 25,000
Maturities of marketable securities ...~ .. - -- 2,3 59,000
Investments in and advances to unconsolidated
affiliates ..o (15,000) (14,000) 3 94,000)
Other, Net ..o 191,000 (6,000) 30,000
Net cash used in investing activities .............. .. (8,174,000)  (4,570,000) 1,7 23,000)
Financing activities:
Payments on mortgage indebtedness ............... ... (22,978,000) (20,593,000) (11,8 25,000)
Issuance of mortgage indebtedness ............... . .. 21,366,000 6,353,000 -
Purchases of treasury stock .........coovveeeeeee L (13,521,000) -- 4,9 01,000)
Issuance of notes to banks and others ............. ... -- -- 11,3 56,000
Payments on notes to banks and others ............ . ... (2,000,000) (3,658,000) (22,3 62,000)
Issuance of common stocK .......ccoceevvvcee. L - -- -
Dividends paid .......ccooovvvvviiiiineneeeee. -- -- (11 80,000)
Capital contributions from minority partners ..... ... 20,000 -- 1,6 41,000
Net cash used in financing activities ............. ... (17,113,000) (17,898,000) (27,2 71,000)
Net increase (decrease) in cash and cash equivalent S e 1,514,000 7,245,000 (6,9 77,000)
Cash and cash equivalents, beginning of period .... ... 14,454,000 7,209,000 14,1 86,000
Cash and cash equivalents, end of period ......... ... $ 15,968,000 $ 14,454,000 $ 7,2 09,000

Operating activities:

Net income (I0SS) .....ceevvivieeeriiiiienanas
Adjustments to reconcile net income (loss) to net
cash provided by operating activities:

SIX MONTHS ENDED JUNE 30,

1998

1997

(UNAUDITED)

....... $ 4,141,000 $ 3,809,000

Depreciation and amortization ................... . .. 5,848,000 6,741,000
Valuation allowances ............... . - -

Earned stock compensation .........ccoeceeeeeeee. L 95,000 -
Noncash portion of litigation settlement ........ .. - --
Deferred income taxes .......ccccccevvcvveeennee 3,426,000 2,285,000



Equity in earnings of unconsolidated affiliates .
Employee Stock Ownership Trust contribution .....
Gains on sales of investments and other assets ..
Changes in:
Land and improvement inventories ..............
Accounts receivable .............ccccceereene
Minority interest in consolidated partnerships
Accounts payable and tenants' deposits ........
Accrued expenses and other liabilities ........
Current income taxes
Other, Net ..o

Net cash provided by operating activities .........

Investing activities:
Net (increase) decrease in temporary investments .
Payments on notes receivable .....................
Issuance of notes receivable .....................
Additions to revenue-producing properties ........
Purchase of marketable equity securities .........
Proceeds from sales of capital assets ............
Return of capital from unconsolidated affiliates .
Proceeds from sales of marketable equity securitie
Maturities of marketable securities ..............
Investments in and advances to unconsolidated
affiliates ...,
Other, Net .......coociveeeieeeee e

Net cash used in investing activities .............

Financing activities:

Payments on mortgage indebtedness ................
Issuance of mortgage indebtedness ................
Purchases of treasury stock ..........
Issuance of notes to banks and others ............
Payments on notes to banks and others
Issuance of common Stock ..........cccccevueeee.
Dividends paid .........cccooeuveeiiiiiiieeene

Capital contributions from minority partners .....

Net cash used in financing activities .............

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents, beginning period .......

Cash and cash equivalents, end of period ..........

See accompanying notes to consolidated financsistents.

(3,737,000)  (172,000)
(1,375,000)  (236,000)
....... 2,542,000 1,691,000
s 240,000 654,000
....... (122,000) (76,000)
....... (1,701,000)  (413,000)
2,616,000 1,520,000
15,000 2,072,000
(2,842,000)  (1,703,000)
....... 9,146,000 16,172,000
....... 10,218,000 6,045,000
....... 16,346,000 4,858,000
....... (5,892,000)  (3,760,000)
. (10,196,000)  (2,968,000)
2,832,000 932,000
1,332,000 800,000
S.... -- --
....... (4,289,000) -
....... - 184,000
....... 10,351,000 6,091,000
(2,871,000)  (20,231,000)
~ 14,616,000

v (10,502,000)
....... 4,286,000

-~ (12,810,000)

o (123,000) 20,000

....... (9,210,000)  (18,405,000)
S 10,287,000 3,858,000
....... 15,968,000  14,454.000

....... $ 26,255,000 $ 18,312,000
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J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1997, 1996 AND 1995
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
BASIS OF CONSOLIDATION

The consolidated financial statements include to®ants of J.C. Nichols Company and its majoritgtomlled affiliates (the Company).
Significant intercompany profits, transactions &athnces have been eliminated.

Minority interest in consolidated partnerships esmnts the cumulative losses, after capital carttabs, attributable to minority interests in
consolidated general partnership investments oCthmpany.

REVENUE-PRODUCING PROPERTIES

Revenue-producing properties are carried at cestdecumulated depreciation. All direct and indipasts clearly associated with the
acquisition and development of real estate proj@ascapitalized. Interest and certain indirectcase capitalized during periods in which
activities necessary to ready the property foinitsnded use are in progress. Depreciation is gdperomputed using the straight-line method
over the estimated useful lives of the assets,rgépeeven to thirty-one years.

Real estate projects are reviewed for impairmergnglrer events or changes in circumstances indicatéhe carrying amount of the asset
may not be recoverable. If the sum of the expefttede cash flows (undiscounted and without intecbsinges) of the asset is less than the
carrying amount of the asset, an impairment losedegnized. The amount of the impairment losslsuwtated based on an evaluation of
discounted cash flows.

Leases for office and warehouse space providaxed fmonthly rents and may contain provisions fortrescalations, utility charges and o
adjustments. Retail leases generally provide forimmim annual rents, contingent rentals based ar@eptage of the lessee's sales and, in
many instances, the tenant's proportionate shaxeabestate taxes, insurance and maintenancee Téwses generally have a term of three to
five years or longer in the case of most major iénaApartment leases provide for a fixed montelytal primarily for a term of one year. All
leases are accounted for as operating leases.

LAND AND IMPROVEMENT INVENTORIES

Land and improvement inventories includes resi@dgtzroned land, land improvements and buildingriowements, and are carried at the
lower of average cost or market. Revenues fromgngsales are recorded when sufficient funds eceived from the buyer and all
conditions precedent to the sale are completecrgéiy when the property is deeded to the buyeprtwement costs are allocated to the
parcels benefited on the basis of estimated relales value.

DEFERRED GAINS ON THE SALE OF PROPERTY

Gains on the sale of property are deferred untihgime as the Company is no longer required téopmrsignificant activities related to the
property sold, has no continuing involvement angl thansferred the risks and rewards of ownershiait#fonally, the buyer must have
evidenced a substantial initial and continuing Btagent in the property.

Gains on the sale of property to unconsolidateidlafs are deferred to the extent of the Compamyisership interest in such affiliates.
INVESTMENTS IN REAL ESTATE PARTNERSHIPS

Investments in real estate partnerships primadhsést of investments in and advances to uncoreelidaffiliates. Investments in real estate
partnerships are accounted for on the equity medimoidreflect the Company's share of income ordbsise partnerships, reduced by
distributions received and increased by contrimgimade.

TEMPORARY INVESTMENTS AND CASH EQUIVALENTS

Temporary investments are marketable securitiestwdiie callable within 30 to 180 days of purchamtare carried at the lower of amorti
cost or market value. Cash equivalents include momarket funds, certificates of deposit and debtigées acquired with an original
maturity of three months or less.
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J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- CONTI NUED
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -- éntinued
INCOME TAXES

Deferred tax assets and liabilities are recognfaetemporary differences between the financiabrépg basis and the income tax basis of
Company's assets and liabilities. The impact oerded taxes of changes in tax rates and lawslecteti in the financial statements in the
period of change.

TREASURY STOCK
Treasury stock purchases have been recorded afthsr receipts of treasury stock have been recbad estimated fair value.
INCOME (LOSS) PER SHARE

In 1997, the Company adopted Statement of Finadgebunting Standard (SFAS) No. 128 EARNINGS PERARH, which established
new standards for computing and presenting incoenesipare. Basic income per share is computed tistngeighted average number of
common shares outstanding during each year. Diintmmime per share includes the effect of all dileigpotential common shares (primarily
stock options) outstanding during each year. Albme per share data has been restated to refeeatitiption of SFAS No. 128 and
retroactive adjustment of the 1996 stock split (sete 13).

The shares used in the calculation of basic andedilincome per share are shown below:

JUNE 30
1997 1996 1995 1998 1997
(UNAUD ITED)

Weighted average common shares outstanding for

computation of basic income per share ............ . 4,186,219 4,852,400 14,469,360 4,595,361 4,005,387
StOCK OPtioNS ...vvvvveiiiieeeeeeeeeeeeeiiiie . 153,807 116,029 -- 166,824 125,468
Shares outstanding for computation of diluted incom e

Per Share ........ccccocvveviieinieciieceee . 4,340,026 4,968,429 14,469,360 4,762,185 4,130,855

USE OF ESTIMATES

The preparation of consolidated financial states@ntonformity with generally accepted accountinigiciples requires management to
estimates and assumptions that affect the repbatethces of assets and liabilities and disclostioeatingent assets and liabilities at the date
of the consolidated financial statements and repasimounts of revenues and expenses during theirgpperiod. Actual results could differ
from these estimates.

RECLASSIFICATIONS
Certain amounts in the consolidated financial statets have been reclassified to conform with tH&7@resentation.
(2) REVENUE-PRODUCING PROPERTIES

Revenue-producing properties at December 31, 1887896 consisted of:

1997 1996
Land and improvements ................. $ 25,567, 000 $ 29,355,000
Buildings and improvements ............ 284,423, 000 308,667,000
Furnishings and equipment ............. 5,450, 000 4,163,000
Construction in progress .............. 5,925, 000 625,000
321,365, 000 342,810,000
Less accumulated depreciation ......... 158,268, 000 153,799,000
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J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- CONTI NUED
(2) REVENUE-PRODUCING PROPERTIES -- Continued

As of December 31, 1997, future minimum lease paymeeceivable under noncancelable operating leagekiding apartments, are as
follows:

YEAR A MOUNT
1998 ..o $ 37 ,333,000
1999 i 32 ,294,000
2000 ..o 25 ,810,000
2001 .o 21 ,574,000
2002 ..o 18 ,194,000
Thereafter ..........ccccoceveviennn. 136 ,483,000
Total future minimum lease payments ...... $271 ,688,000

Contingent rents amounted to $3,395,000, $3,713300054,162,000 for 1997, 1996 and 1995, respéygtid@artment rentals under leases
one year or less aggregated $19,793,000, $19, 735/ $18,681,000 for 1997, 1996 and 1995, respgti

In 1987, a subsidiary of the Company entered iadous contracts with the City of St. Petersbutgrifia (the City) for the redevelopment
and construction of certain parking, commercial eatdil facilities known as Bay Plaza. Due to aagieéh significant development activities,
the Company ceased capitalization of interest, gntygaxes, insurance and other development cosBesember 31, 1990.

Based on its assessment of the feasibility of dgieg Bay Plaza under the existing cost structmanagement determined in 1994 that the
value of Bay Plaza had declined and reduced ityicarvalue to $3,000,000 at December 31, 1994iriput996, the Company disposed of
certain Bay Plaza assets with a book value of $/(8D and was released from related mortgages [miyathe amount of $2,200,000. In
December 1997, the Company sold substantiallyfalt emaining Bay Plaza assets for $4,000,004ljzieg a gain of $2,500,000.

In December 1996, the Company announced a $24000@Jan to redevelop areas on and around the GoGhib Plaza in Kansas City,
Missouri. The Company filed an application with fhex Increment Financing Commission of Kansas €dtgking to use funds generated
from tax increment financing to fund approximat2B26 of the proposed redevelopment. The applicatias approved by the Tax Increment
Financing Commission, and the City Council of Kan€ity, Missouri gave final approval in April 1997he Plan is to be executed over the
next ten years and is contingent on market denieimel Company is currently exploring various optiémsfunding development cost in
excess of the approved tax increment financingoétember 31, 1997, the Company had capitalizecbappately $5,100,000 in costs
relating to the redevelopment.

(3) NOTES RECEIVABLE

Notes receivable at December 31, 1997 and 1996stedf:

1997 1996
Promissory notes, collateralized by real estate, du e
1998 to 2013, 7% t0 11% .....cccvveneeee. $ 24,682,000 $ 14,116,000
Notes receivable -- ESOT (note 10) ........ 12,000,000 1,926,000
Notes receivable -- miscellaneous, 8% to 10% 657,000 2,577,000
First mortgage and construction loans on residentia |
property, 10% to 10.5% ................... 3,418,000 2,895,000

$ 40,757,000 $ 21,514,000

In 1997, the Company sold a parcel of real estatxchange for a $10,845,000 promissory note rab&bearing interest at 7% and
maturing on May 10, 2000. The resulting gain o688,000 was deferred at December 31, 1997 andwilecognized upon collection of the
note.
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J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- CONTI NUED
(3) NOTES RECEIVABLE -- Continued
The Company has valuation reserves of $1,954,000635799,000 related to notes receivable at DeceBthel 997 and 1996, respectively.
(4) INVESTMENTS IN REAL ESTATE PARTNERSHIPS

In November, 1997, the Company entered into anesgeat with Kessinger/Hunter & Company, Inc. (Kegsith Hunter) to form a limited
liability company (LLC) to provide services to pieus Kessinger/Hunter clients as well as managemrethieasing for the Company's
portfolio of office, industrial and retail propessi, excluding the Country Club Plaza in Kansas,Giigsouri. On January 2, 1998, the
Company made an initial investment in the LLC of286,000, which represents a 30% equity interdst. ompany has the option of
increasing its equity interest to 65% by 2001.ddition, the agreement provides to the LLC a dghtrwhich enables it to purchase up to
76,530 shares of common stock of the Company dta pf $56 per share. In February 1998, the LLi@rreed to the Company the
$4,286,000 to permit it to exercise this call rightcordingly, the Company will issue 76,530 sharkis common stock to the LLC.

At December 31, 1997, the Company had an equigyést in the following unconsolidated entities:

PERCEN T OWNED
Center Court Partners ...........ccoeeee. 5 0.0%
Dallas County Partners .................... 5 0.0
Dallas County Partners Il ................. 5 0.0
Dallas County Partners Il L.C ............ 5 0.0
Fountain Three ............ccceecvvvnnns 5 0.0
Terrace Place Partners .................... 5 0.0
Meredith Drive Associates L.P ............. 4 9.5
Board of Trade Investment Company ......... 4 9.0
J.C. Nichols Real Estate .................. 4 0.0
4600 Madison Associates L.P ............... 1 2.5
Raphael Hotel Group L.P ................... 5.0

Selected aggregate financial data for unconsolidatiliates for 1997 and 1996 is presented below:

1997 1996
Total assets ........ccceeveennnee. $ 131,341,000 $ 125,076,000
Total liabilities (note 8) ......... $ 141,526,000 $ 137,870,000
Net income ..........cccceeuveeeen. $ 3,714,000 $ 2,189,000

(5) MORTGAGE INDEBTEDNESS

Mortgage indebtedness consists principally of finsirtgage notes on revenue-producing propertiessd bbligations bear annual interest at
rates ranging from 3.9% to 10.5% and mature fro®81® 2021. Substantially all of the Company's neseproducing properties are pledged
to secure this debt.

Aggregate annual principal payments applicable aotgage indebtedness subsequent to December 31 at89

1998 ...oveeeinn $ 8,723,000
1999 ..coveeis 13,968,000
2000 .....ccceuuees 6,982,000
2001 ...ooeeennes 7,419,000
2002 ...ooveeeenn 15,540,000
Thereafter ......... 235,921,000



J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- CONTI NUED
(5) MORTGAGE INDEBTEDNESS -- Continued

As a result of the bankruptcy of a primary ten#ime, Company ceased making debt service paymeriteeamderlying loan in 1991 and beq
negotiations with the lender to restructure thet dgipeement. As of December 31, 1993, this nonmseodebt had a principal balance of
$7,149,000 and accrued interest of $1,818,000.dnch11994, the Company and the lender agreed traicase the loan which required a
cash payment of $1,649,000 to reduce the loan balen$5,500,000. Accrued interest through Febr884 was waived under the
agreement. The restructuring reduced the effeatiezest rate for financial statement purposes fi@% to approximately 3%.

Due to the loss of a primary tenant in an officéding that had an underlying mortgage, the Compagyan negotiations in 1995 with the
lender to restructure the debt agreement. As obBer 31, 1995, this nonrecourse debt had a pehbglance of $22,500,000 and accrued
interest of $3,720,000. In January 1996, the Comjaaudl the lender agreed to restructure the loaichadequired a cash payment by the
Company of $2,500,000. In addition, the Companytha®ption to retire the outstanding indebtedpess to maturity for $14,000,000 less
future principal payments thereon. The restructuraduced the effective interest rate beginning986, for financial statement purposes,
from 10.5% to approximately 3%.

In 1997, the Company relinquished certain partripristterests, the primary assets of which weremaeeproducing properties, in exchange
for the acquiror assuming $18,223,000 of relatedgage indebtedness. As a result of this transactie Company recognized a gain of
$128,000.

Certain debt agreements provide for a 50% sharfippsitive and negative cash flows from operatiand capital expenditures as defined
between the parties. Interest expense recognizeslithh sharing was $622,000, $929,000 and $473¢00®97, 1996 and 1995, respectivi
Additionally, as of December 31, 1997 and 1996,tgage indebtedness includes a $4,026,000 preferemsaelated to these agreements.
The Company's liability is contingent upon certeémditions being met upon the sale or refinanciitpe mortgaged properties.

Interest payments (net of capitalized interest3f,800, $14,000 and $121,000, respectively) agteddi?2,533,000, $22,898,000 and
$28,417,000 for 1997, 1996 and 1995, respectively.

The Company has a $10,000,000 unsecured line ditevéh a bank. Interest on outstanding borrowiags at the prime rate and are due on
demand. There were no borrowings on this line eflitrat December 31, 1997 or 1996.

(6) DEFERRED COMPENSATION

Prior to 1995, the Company accrued deferred congtimsfor certain key personnel to be paid ovave ér ten-year period following
retirement or death, including interest. Interegtamse related to these agreements amounted tg0®D2&229,000 and $275,000 for 1997,
1996 and 1995, respectively, with the accruedliisdas of December 31, 1997 and 1996 aggregatihyj18,000 and $2,910,000,
respectively.

(7) INCOME TAXES

Income tax expense (benefit) is comprised of tieviang:

1997 1996 1995
CUITENt .o $ (13,486,00 0) $14,688,000 $ (3,149,000)
Deferred .......c.ccoovvvvveunns 6,164,00 0 2,062,000 (2,597,000)
Total income tax expense (benefit) $ (7,322,00 0) $16,750,000 $ (5,746,000)

In 1997, the Company recognized $11,846,000 intmahail income tax benefit after the conveyance®d,699 common shares to the
Employee Stock Option Trust (ESOT) and to a Cowrs @etermined to be fully deductible by the InteRevenue Service (IRS), as
described in note 10. The deduction for the couatidin of those shares is based on the market \altlee date of the conveyance, with no
limitations.
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(7) INCOME TAXES -- Continued

Total income tax expense (benefit) differs fromented income tax expense (benefit) as follows:

1997 1996 1995
Expected income tax expense (benefit) at 34% ..... $ 4,102,000 $ 15,182,000 $ (5,609,000)
ESOT contribution ....... (11,846,000) - -
Tax-exempt income - - (26,000)
State income taxes, exclusive of ESOT contribution 422,000 1,455,000 --
Dividend exclusion .........cccccccceeiviinnnnns -- (7,000) (170,000)
Other, Net ....oeviiiiiie e - 120,000 59,000
Total income tax expense (benefit) ............... $ (7,322,000) $ 16,750,000 $ (5,746,000)

Deferred income taxes reflect the tax impact ofgerary differences between the amount of assetdiaitities for financial reporting and
such amounts measured by tax laws and regulatimfsrred income taxes are comprised of the follgwin

1997 1996

Deferred tax assets:
Property and receivable allowances ............... ... $ 3,430,000 $ 10,590,000
Note receivable extinguished in settlement (note 1 1) . 15,715,000 15,715,000
Alternative minimum tax credits ........ccooeeee... L 6,162,000 -
Gains recognized for tax reporting, deferred for f inancial

1] 0o 1 1] T 4,024,000 3,654,000
Net operating loss carryforward ........cccoc..... . L. 2,066,000 -
Deferred compensation 718,000 990,000
ESOT contributions -- 4,437,000
Other ..oooiiiieec e - 106,000

32,115,000 35,492,000
(15,715,000)  (15,715,000)

Total gross deferred tax assets
Less valuation allowance ............cccccceevunne

Total deferred tax assets ......ccocevevvvcceeee. L 16,400,000 19,777,000
Deferred tax liabilities:
Accelerated depreciation ........ccccccvveeeee. (12,601,000) (11,845,000)
Gains recognized for financial reporting, deferred for tax

7= 1] 11 o T PPUPOR (5,696,000)  (4,476,000)
State taxes (804,000) --
Other ..ooeiiiic e (7,000) -
Total deferred tax liabilities .........cccceeeee.e. Ll (19,108,000) (16,321,000)
Net deferred tax assets (liabilities) ............ . ... $ (2,708,000) $ 3,456,000

The Company filed its 1996 income tax returns wfigy a net operating loss primarily attributatdeat$103 million deduction for losses of
principal and accrued interest arising from noted @ccounts receivable to the Company from its E&A@d from a limited partnership, owr
by the Company's former president, which could ltesuimmediate tax benefits of up to $7,400,000 additional deferred tax benefits of up
to $39 million. Due to the uncertainty surroundthgse issues, the Company has not recognized tddebenefits in the accompanying
consolidated financial statements.

Net cash refunds for income taxes during 1997, E3#651995 were $2,543,000, $955,000 and $4,588r86pectively
(8) CONCENTRATION OF CREDIT RISK

Several of the Company's consolidated general @atips and subsidiaries have revenue-producingstste. During the initial lease-up
phase, this real estate generated net operatingdpwhich upon consolidation resulted in minority
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obligations to the Company of $4,717,000 and $4@E1at December 31, 1997 and 1996, respectivietlye loutside partners fail to perform
their obligations, such amounts may not be realsethe Company. Based on its evaluation of theidatpartners, the Company has
determined that the outside partners have the dinhability to perform their obligations.

As of December 31, 1997 and 1996, the aggregdteedfabilities of unconsolidated partnerships iniehh the Company is a general partner,
excluding nonrecourse debt, is approximately $10@00 and $12,534,000, respectively. The Companijddmecome liable for such amou
in the event of default by the various partnershipd nonperformance by the outside partners.

The collection of principal and interest balancesused by revenue-producing properties and reateesnhder development is dependent upon
sufficient cash flows from operations of the prdjesy;, refinancing, capital infusions from outsidgeties or the sale of the related property.
such property is principally located in the metritao Kansas City, Missouri area.

(9) AFFILIATED PARTY BALANCES AND TRANSACTIONS

Included in the consolidated financial statemenstlae following affiliated party balances:

1997 1996
Notes receivable (note 10) ......... $ 12,497,000 $ 4,084,000
Accounts receivable ................ 400,000 737,000
Notes payable ...........ccoceeeee. - 2,000,000

The Company established a valuation allowance @f@#2000 at December 31, 1994 related to notegecwlnts receivable from former
executive officers and directors of the Company wieoe removed from their positions on May 26, 189%ction of the Board of Directors.
The Company entered settlement agreements in Ad§@& with certain former executive officers andediors (see note 11).

(10) EMPLOYEE STOCK OWNERSHIP TRUST (ESOT)

The Company has an Employee Stock Ownership PIGOH] related to the ESOT. All nonunion employeethefCompany qualify for
participation in the ESOP after one year of cortirmiservice (1,000 hours) and upon reaching agetywane. Under the terms of the ESOP,
the Company makes voluntary contributions, as detexd by the Board of Directors and not to excde8d limitations, that are allocated to
participants using a formula based on compensafilompensation is defined as total salary and wpgisby the Company subject to certain
limitations. Noncash contributions to the ESOT ra®orded at fair market value.

As of December 31, 1997 and 1996, the ESOT hel@0]1233 shares and 825,280 shares, respectivatpnaion stock of the Company.
In 1995, the Company contributed 110,000 sharéiseo€ompany's common stock to the ESOT which waheed at $1,787,500.

On August 15, 1997, as part of the 1995 settlerdestribed in note 11, the Company conveyed to tmpany's ESOT 620,586 shares of
common stock and $2,326,000 plus accrued intefeg226,000. Additionally, the Company agreed t@hes related claims with certain
ESOP participants by reducing the settlement payotherwise due to the ESOT by approximately $67 &0d 59,413 shares of the
Company's common stock, which were delivered toartko determine the proper payee or payees. Tmep@ny also agreed to make a
nondeductible payment of approximately $585,00h#IRS. The IRS agreed, among other things, HeeCompany may deduct in full the
value of the settlement payments to the ESOT abduat and that such payments and methods of allactte payments will not adversely
affect the tax qualification of the ESOP.

The conveyance of cash and stock resulted in a&dserin liabilities of $13,602,000, an increasadditional paid-in capital of $11,050,000
and a decrease in income tax expense of $11,846,000
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ESOP participants may request their distributisosmfthe ESOT in cash or Company common stock shiaelid by the ESOT. Future
distributions to ESOP patrticipants for the nexefirears based on December 31, 1997 market valu@smpany common stock could be as
much as:

1998 ...oveeeen $ 11,500,000
1999 ... 1,900,000
2000 .....ccceunees 2,900,000
2001 ..ovees 4,900,000
2002 ...oveeeenen 11,400,000
Thereafter ......... 45,800,000

In the absence of a liquid trading market for tlmenPany's common stock, the Company may be obligategpurchase shares of the
Company's common stock from ESOP participantstiwréuyears in the amounts detailed above. The E®&3Tufficient assets to meet its
obligations, and the Company has recorded no additiiability beyond its contributions to the ESOT

In 1997 and 1996, the Company provided short-tetwaaces to the ESOT to assist in funding distringiand expenses. All advances to the
ESOT are unsecured and noninterest bearing. Atrbleee31, 1997 and 1996, the Company had advan@@@L000 and $1,926,000,
respectively. The amount due at December 31, 1fé@®, the ESOT, along with an additional advanc&%6,000, was repaid by the ESOT
during January 1997 by transferring 54,162 shaféiseoCompany's common stock to the Company.

(11) LITIGATION AND SETTLEMENTS

In 1995, the Company was involved in various leggdlons as plaintiff and defendant against fornficers and directors, representatives of
the ESOT, minority shareholders and others. The 2oy had requested, among other things, that tei@iCourt rescind certain
transactions (including the 1992 transactions desdrbelow) between the Company and former exeeutificers, the ESOP and others.

The Company and various other parties enteredsetit agreements in August 1995 which required eyanvce of Company common sto
payment of cash and extinguishment of amounts daad from the Company in consideration of relefsas all present and future claims
by, among and between the parties to the settlement

During 1992, the Company entered into a transaatitimthe Company's former president, whereby prigewith aggregate carrying values
of $2,592,000 and marketable equity securities agregate carrying values of $1,103,000 were eagddhfor 517,920 shares of common
stock of the Company and a note receivable for®2000. The fair values of the properties receibeded on current appraisals, aggregated
$5,907,000. The quoted market values of the mableetquity securities aggregated $2,781,000. Thehase price of the common stock was
equivalent to the former president's basis in slares. The Company recognized a gain on the ttomsaf $4,993,000 in 1992. As part of
the 1995 settlement, the common stock was retdiggble Company, the properties were returned t&Cttapany and the note receivable
canceled. Management of the Company determinedaiheeled note receivable did not exceed the féirevaf the properties received. This
portion of the settlement had no net impact onl®@5 consolidated statement of operations.

In May 1992, a limited partnership owned in partthg Company's former president, acquired 125,2@#acated shares of common stock of
the Company from the ESOT. These shares were achiar $124,529,000 through the assumption of ieggirincipal indebtedness from 1
ESOT of $94,348,000 and accrued interest and atiheances of $30,181,000. The Company had previoestyded, as contribution
expense, the accrued interest and other advanties ESOT. At the time the shares were sold, tfe183,000 was deferred and recorded
reduction of the contractual note receivable frbm limited partnership. The $94,348,000 note red#®; secured by Company stock as of
December 31, 1994, was comprised of the contraotal receivable from the limited partnership 024,529,000 net of the $30,181,000
deferrals. Contractual interest of $12,291,000h&nnote receivable from the limited partnership deferred as of December 31, 1993.
Pursuant to a Pledge Agreement, the shares of corstook were pledged as collateral to secure thenegeivable from the limited
partnership. The related note receivable was dtenimnnual equal installments beginning December 3
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1994 and had a stated interest rate of prime (&9%f December 31, 1993) payable annually beginDegember 31, 1994. As part of the
1995 settlement, the unallocated 125,242 shares eogveyed to the Company as treasury stock inaggehfor extinguishment of the
$94,348,000 note receivable and all related dedeareounts. This portion of the settlement had rueich on the 1995 consolidated statement
of operations.

In 1994, the Company provided valuation allowaruwe®2,502,000 on notes and accounts receivablenbi part of the 1995 litigation
settlement. The impact of the litigation settlemiactuded in the 1995 statement of operations vgdsliows:

ESOT contribution (8,500 shares and $2,000,000).... e $ 13,050,000

Settlement of notes and accounts receivable ($5,619 ,000) and cash paid

($9,665,000), net of related obligations ($1,064,0 00) and receipt of 12,227

shares of Company common stock ($9,207,000) ...... e 5,013,000

Legal expenses ($8,117,000), net of insurance reimb ursement ($6,627,000) ....... 1,490,000
$ 19,553,000

(12) EARNED STOCK COMPENSATION

In March 1996, the Company approved the 1996 S@ition Plan (the Plan) enabling the Company to tgstotk options to eligible plan
participants. The options vest immediately upohange in control, as defined, of the Company. Runsto this Plan, the Company in 1996
granted to an executive officer a nonstatutorylsttion to purchase 64,000 shares at a price0df25. per share, which option vested 50%
on January 1, 1996 and the remaining 50% vesteldonary 1, 1997. The Company recorded compensatjpgnse and additional paid-in
capital relating to this stock option during theyended December 31, 1996 of $1,240,000. An ineestock option was also granted to this
executive officer to purchase 160,000 shares ofigomstock of the Company at a price of $19.375spare, which option vests at a rate of
10% on December 31, 1996, 15% on December 31, 48825% annually on December 31 for the years eh€lie, 1999 and 2000. The f
market value of the Company's common stock was3¥8per share at the date this incentive stoclooptias granted.

In July 1997, the Company granted to key executivasstatutory stock options to purchase 27,500eshairthe Company's common stock at
a price of $30 per share. The options vest 20%aonary 1, 1998, 35% on January 1, 1999, and 45%ounary 1, 2000. At the date of grant,
the estimated fair market value of the stock was@pmately $46 per share. In 1997, the Compangrod compensation expense and
additional paid-in capital relating to these opsi@i $167,000.

Transactions involving the 1996 Stock Option Plemas follows:

199 7 1996
NUMBER OF AVERAGE NUMBER OF AVERAGE
SHARES PRICE SHARES PRICE
Stock options:
Outstanding, beginning of year ..... 224,000 $ 13.84 - $ -
Granted during the year ............ 27,500 30.00 224,000 13.84
Exercised during the year .......... (25,000) 0.01 -
Outstanding, end of year ........... 226,500 $ 17.33 224,000 $ 13.84
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Options outstanding and exercisable are as follows:

OUTSTANDING AT EXERCISE EXERCISABLE AT AVERAGE
DECEMBER 31, 1997 PRICE DECEMBER 31, 1 997 PRICE
39,000 $ 0.01 39,000 $ 0.01
160,000 19.38 40,000 19.38
27,500 30.00 5,500 30.00
226,500 $ 17.33 84,500 $ 11.13

On January 1, 1996, the Company adopted SFAS 128QUNTING FOR STOCK-BASED COMPENSATION, which petmentities to
recognize as expense over the vesting period thedue of all stock-based awards on the dateraifig Alternatively, SFAS 123 allows
entities to disclose pro forma net income and ineq®r share as if the fair value-based method eléfim SFAS 123 had been applied, while
continuing to apply the provisions of Accountingrieiples Board (APB) Opinion No. 25, ACCOUNTING FGBIYOCK ISSUED TO
EMPLOYEES, under which compensation expense isrdecbon the date of grant only if the current magtece of the underlying stock
exceeds the exercise price.

The Company has elected to apply the recognitiomigions of APB Opinion No. 25 and provide the fsoma disclosure provisions of SF;
123. Had compensation expense for the Companyésiive and nonstatutory stock options been detenbased upon the fair value at the
grant date consistent with the methodology preedriinder SFAS 123, the Company's net income antédiearnings per share would have
been reduced by approximately $501,000, or $.1Zlpare in 1997 and $367,000, or $.07 per shar896.1IThe weighted average fair value
of all options granted during 1997 and 1996 isnested as $36.38 and $12.34 per share, respectoretpe date of grant using an option-
pricing model with the following assumptions: extgetdividend yield of 0.0%, risk-free interest rafe7.0%, and an average expected life of
ten years in 1997 and 11.4 years in 1996. The sidck volatility was 52.7% in 1997.

Pro forma net income reflects only options grarged vested by the end of the respective year. Tdverehe full impact of calculating
compensation expense for stock options under SE283slnot reflected in the pro forma net income anis presented above because
compensation expense is reflected over the opti@s¢ing period.

(13) STOCK SPLIT

On May 29, 1996, the Company approved an incregase 225,000 to 10,000,000 in the number of shafesmmon stock authorized for
issuance by the Company and a decrease in theaper per share of common stock from $20.00 to $A@ditionally, the Company approv
an 80-for-1 stock split of the Company's commortistor all issued and outstanding shares not thedeh in the Company's treasury.
Accordingly, the common stock par value decreasem 4,500,000 to $100,000 with an off-setting é&se in additional paiat capital fron
$2,679,000 to $7,079,000. All periods presentecttmen restated to reflect the effect of the Comipatock split.

(14) TREASURY STOCK

Included in treasury stock transactions during 1i83fe purchase by the Company of 948,880 shdiiés @pmmon stock from a shareholder
in January 1997 for $25,857,000, payable in cas$i1@f849,000 (which included approximately $39,00terest) and a note payable of
$12,990,000 (net of expenses totaling approxima&@BR;000), bearing interest at 8% and due Janugrg999.

(15) FAIR VALUES OF FINANCIAL INSTRUMENTS

The following disclosure of the estimated fair vahf financial instruments is made in accordandé thie requirements of SFAS No. 107,
DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENS. The estimated fair value amounts have beemrdigted by the
Company, using available market information andrappate valuation methodologies. However, consitler judgment is required in
interpreting market data to develop the estimatéaiovalue. Accordingly, the estimates presertiecein are not necessarily indicative of the
amounts that the Company might realize in a cummearket exchange. The use of different market aptons and/or estimation
methodologies may have a material effect on thienastd fair value amounts.
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J.C. NICHOLS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- CONTI NUED
(15) FAIR VALUES OF FINANCIAL INSTRUMENTS -- Contined

o NOTES RECEIVABLE -- Fair value for notes receilatvas estimated utilizing discounted cash flowcakltions based on interest rates
currently offered for notes with similar terms aredit risk.

o0 TEMPORARY INVESTMENTS -- Fair values for tempoyanvestments were based upon quoted market prices.
0 NOTES PAYABLE TO BANKS AND OTHERS -- The carryinglue of these financial instruments approximéésvalue.

0 MORTGAGE INDEBTEDNESS -- The carrying value ofiadble rate mortgages approximates fair value. ¥alire for fixed rate mortgage
indebtedness was estimated utilizing discountel flas calculations based on the Company's incréatdrorrowing rates for similar types
of borrowing arrangements.

0 OFF-BALANCE SHEET INSTRUMENTS -- Fair value ofromitments to extend credit, guarantees of debieitets of credit is based on
the estimated fees which would be charged for aingiirangements or the estimated cost to termoradéherwise settle the obligations with
the counterparties at the reporting date. The aggeesamount of these fees is not material to tneaalated financial statements.

The estimated fair values of the Company's findregruments were as follows:

19 97 1996

CARRYING FAIR CARRYING FAIR

VALUE VALUE VALUE VALUE
Financial assets:
Temporary investments ............ $ 42,633,000 $ 42,633,000 $ 45,053,000 $ 45,053,000
Notes receivable ................. 40,757,000 39,861,000 21,514,000 20,900,000
Financial liabilities:
Notes payable to banks and others 12,990,000 12,990,000 2,000,000 2,000,000
Mortgage indebtedness ............ 288,553,000 279,341,000 309,188,000 300,234,000

The fair value estimates presented are based omiation available to management as of Decembet @47 and 1996. Although
management is not aware of any factors that waglifgcantly affect the estimated fair value amayrguch amounts have not been revalued
for purposes of these consolidated financial statemsince the balance sheet date, and curremiagsti may differ significantly from the
amounts presented above.

(16) POTENTIAL SALE OF COMPANY

In December 1997, with the approval of the Boar®wéctors, the Company entered into a definitigge@ment to merge with a wholly-
owned subsidiary of Highwoods Properties, Inc. fitigods), a real estate investment trust based ithN@arolina for consideration of $65
per common share of the Company to be receiveccambination of cash and Highwood's common stoghjext to certain limitations. The
potential merger is conditional upon the appro¥alm-thirds of the Company's shareholders. Un@etain conditions, if the Highwoods
transaction is not consummated because the Bodd@t@dtors withdraws its support for the transattithe Company may be required to pay
a breakup fee ranging from $2,500,000 to $17,2@t6MHighwoods.

(17) INTERIM FINANCIAL STATEMENTS (UNAUDITED)

The consolidated financial statements of J.C. NEmmpany and subsidiaries (the Company) have pespared in accordance with the
instructions to interim financial statements. Te #xtent that information and footnotes requiredyégerally accepted accounting principles
for complete financial statements are containeat iconsistent with the audited consolidated finahsfatements, such information and
footnotes have not been duplicated herein. In gieien of management, all adjustments, includingmal recurring accruals, considered
necessary for a fair presentation of financialestetnts have been reflected herein. The resultseahterim period ended June 30, 1998 are
not necessarily indicative of the results expeébedhe year ended December 31, 1998. Certain ataonithe consolidated financial
statements have been reclassified to conform Wah 898 presentation.
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Exhibit 23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statements (Form S-3 Nos. 33-935387¥12, 333-08985, 333-13519, 333-
24165, 333-39247, 333-43745, 333-51671-01, 333-BHrkl 333-61913 and Form S-8 Nos. 333-12117, 3332%333-29763 and 333-
55901) and related Prospectuses of Highwoods Riepginc. and in the Registration Statement (F8rNo. 333-51671) and related
Prospectus of Highwoods Realty Limited Partnersiipur report on the consolidated financial statetsef J. C. Nichols Company and
subsidiaries as of December 31, 1997 and for efttteg/ears in the three-year period then ended;wlas dated March 6, 1998.

KPMG PEAT MARWICK LLP

/sl KPMG PEAT MARW CK LLP

Sept enber 28, 1998
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