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HIGHWOODS PROPERTIES, INC.
PROSPECTUS
2,340,000 SHARES
COMMON STOCK

We are offering and selling up to 2,340,000 shafeommon stock with this prospectus. An accompagyirospectus supplement will set
forth the specific number of shares of common stodie sold. Our shares are listed for tradinghenNew York Stock Exchange under the
symbol "HIW." On October 8, 1998, the last reportatk price of our common stock on the New YorkcBtexchange was $24 1/16 per
share.

SEE "RISK FACTORS" AT PAGE 5 FOR CERTAIN FACTORS THAT YOU SHOULD
CONSIDER BEFORE YOU INVEST IN THE COMMON STOCK BEING SOLD WITH THE PROSPECTUS.

Of these securities, we sold 1.8 million to UBS A®ndon Branch ("UB-LB") on August 28, 1997 for mebceeds of $56.7 million. We will
receive no additional proceeds from the sale ofdrtiie 2,340,000 shares offered with this progpecthe remaining 540,000 shares, if
issued, will also be issued to UB-LB under the ®ohour agreement with them. UB-LB is an undemvrivith respect to all of the offered
shares and has received a placement fee equal4455825 with respect to the 1.8 million issuedrebawhich represents 2.5% of the gross
proceeds. Our agreement with UB-LB also contaimmagepurchase price adjustments that essentiallyantee a return on UB-LB's purchase
equal to LIBOR plus 75 basis points. We will pay4UB an additional placement fee equal to approxalya$290,000 if we issue any
additional shares to UB-LB under the purchase m@tjastment provisions of our agreement with them.

A prospectus supplement will set forth the pubffeng price per share, the name of any lead anagang underwriters and the underwrits
discounts and commissions from the sale. See "®fl@xstribution” at page 40.

The mailing address and phone number of our exexoffices are: 3100 Smoketree Court, Suite 60®ki&a North Carolina 27604, (919)
872-4924.

THE SECURITIES AND EXCHANGE COMMISSION HAS NOT APRR/ED OR DISAPPROVED OF THESE SECURITIES, OR
DETERMINED IF THIS PROSPECTUS IS TRUTHFUL OR COMPTE. NEITHER HAS ANY STATE SECURITIES COMMISSION
APPROVED OR DISAPPROVED OF THESE SECURITIES, OR EHRMINED IF THIS PROSPECTUS IS TRUTHFUL OR
COMPLETE. IT IS ILLEGAL FOR ANY PERSON TO TELL YOODWTHERWISE.

This prospectus may not be used to consummate gladdsires of common stock unless accompanieddogspectus supplement.

The date of this Prospectus is October _, 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 annual, quarterly arrdectt reports, proxy statements and other inforomatiith the Securities and Exchange
Commission (the "Commission™). Such reports, prstatements and other information may be inspeatddccapied, at prescribed rates, at
Public Reference Room of the Commission at 450 Stteet, N.W., Washington, DC 25049. Informaticayrbe obtained on the operatior
the Public Reference Room by calling the Commissioh-800-SEC-0330. Such reports, proxy statensrdsother information, when
available, also may be accessed through the Iriteiteemaintained by the Commission (http://www.geg). The common stock of the
Company, $.01 per value per share (the "Commork3tds listed on the New York Stock Exchange (tN&'SE"), and such material can
also be inspected and copied at the offices oNMSE, 20 Broad Street, New York, New York 10005.

The Company has filed with the Commission a regfigtn statement on Form S-3 (the "Registrationegtant") under the Securities Act of
1933, as amended (the "Securities Act"), with respethe 2,340,000 shares registered hereby.prbispectus ("Prospectus”), which
constitutes a part of the Registration Statemesgsaot contain all of the information set forttthe Registration Statement and in the
exhibits and schedules thereto. For further infaiomawith respect to the Company and the CommoglSteference is hereby made to such
Registration Statement, exhibits and schedules Riwgstration Statement may be inspected withoatgehat, or copies obtained upon
payment of prescribed fees from, the Commissiory. #(atements contained herein concerning a pravisi@any document are not
necessarily complete, and, in each instance, maferis made to the copy of such document filechaaxhibit to the Registration Statement or
otherwise filed with the Commission. Each suchesteint is qualified in its entirety by such referenc

INCORPORATION OF CERTAIN DOCUMENTSBY REFERENCE

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

a. The Company's annual report on Form 10-K foryter ended December 31, 1997 (as amended on2%ri998 and May 19, 1998);
b. The Company's quarterly reports on Form 10-QHerquarters ended March 31, 1998 and June 38, 199

c¢. The description of the Common Stock of the Camygacluded in the Company's registration stateroa@ntorm 8-A, dated May 16, 1994;
and

d. The Company's current reports on Form 8-K, dasediary 9, 1997 (as amended on February 7, 198ihVL0, 1997 and April 28, 1998),
August 27, 1997 (as amended on September 23, 108%ber 1, 1997, November 17, 1997, January 223,1Rebruary 2, 1998, February 4,
1998, April 20, 1998, April 29, 1998, June 10, 1998



June 17, 1998, July 1, 1998 and July 3, 1998 (anded on September 28, 1998 and September 30,.1998)

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 termimatibthe offering of the Common Stock shall be deéno be incorporated by reference into
this Prospectus and to be a part hereof from tkeeafdiling 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 supersenlednstitute 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). Regjshsuld be made to: Investor Relatic
3100 Smoketree Court, Suite 600, Raleigh, Northolte 27604. The Company's telephone number is)(8712-4924.
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THE COMPANY

UNLESS THE CONTEXT OTHERWISE REQUIRES, THE TERM "®IPANY" SHALL MEAN HIGHWOODS PROPERTIES, INC.,
PREDECESSORS OF HIGHWOODS PROPERTIES, INC. AND THENTITIES OWNED OR CONTROLLED BY HIGHWOODS
PROPERTIES, INC., INCLUDING HIGHWOODS REALTY LIMITE PARTNERSHIP.

The Company is a self-administered and self-managgcestate investment trust ("REIT") that begperations through a predecessor in
1978. At July 31, 1998, the Company owned or hadvamership interest in 679 in-service office, inliad, retail and service center
properties encompassing approximately 46.8 miltemtable square feet and 18 multifamily communitvith 2,324 apartment units
(collectively, the "Properties"). The Properties bocated in 22 markets in North Carolina, Florilannessee, Virginia, Georgia, Maryland,
Missouri, Kansas, lowa, South Carolina and Alabama.

In addition, as of July 31, 1998, the Company hagrbperties (the "Development Projects") underettgument in its existing markets which
will encompass approximately 4.3 million rentalbdgare feet. At July 31, 1998, the Company also awapmproximately 1,800 acres (and had
agreed to purchase an additional 500 acres) offtarfuiture development (the "Development Land").

The Company conducts substantially all of its atifig through, and substantially all of its intéseis the Properties are held directly or
indirectly by, Highwoods Realty Limited Partnersiiipe "Operating Partnership"). The Company issthle general partner of the Operating
Partnership and as of July 31, 1998, owned 84%etbmmon partnership interests (the "Common Uniitsthe Operating Partnership. The
remaining Common Units are owned by limited pagr(@rcluding certain officers and directors of ®empany). Each Common Unit may
redeemed by the holder thereof for the cash valea® share of Common Stock or, at the Companylsmppne share (subject to certain
adjustments) of Common Stock. With each such exgdathe number of Common Units owned by the Comaanay therefore, the
Company's percentage interest in the Operatingn&asitiip, will increase.

In addition to owning the Properties, the Develophierojects and the Development Land, the Compaowiges leasing, property
management, real estate development, construatibmiscellaneous tenant services for the Propeatiegell as for third parties. The
Company conducts its third-party feased services through Highwoods Services, Irsupaidiary of the Operating Partnership ("Highwao
Services"), and through Highwoods/Tennessee Piepehic., a wholly owned subsidiary of the Company

The Company was formed in Maryland in 1994. The @any's executive offices are located at 3100 Sme&eTourt, Suite 600, Raleigh,
North Carolina 27604, and its telephone numbe®18) 87:-4924. The Company maintains offices in each gbitsiary markets.
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RISK FACTORS

BEFORE YOU INVEST IN OUR COMMON STOCK, YOU SHOULDBBAWARE THAT THERE ARE VARIOUS RISKS, INCLUDING
THOSE DESCRIBED BELOW. YOU SHOULD CONSIDER CAREFUYILTHESE RISK FACTORS, TOGETHER WITH ALL OTHER
INFORMATION INCLUDED IN THIS PROSPECTUS AND ANY ATACHED PROSPECTUS SUPPLEMENT, BEFORE YOU DECIDE
TO PURCHASE OUR COMMON STOCK.

SOME OF THE INFORMATION IN THIS PROSPECTUS MAY COMXIN FORWARD-LOOKING STATEMENTS. SUCH
STATEMENTS CAN BE IDENTIFIED BY THE USE OF FORWARDOOKING TERMINOLOGY SUCH AS "MAY," "WILL,"
"EXPECT," "ANTICIPATE," "ESTIMATE," "CONTINUE" OR O HER SIMILAR WORDS. THESE STATEMENTS DISCUSS FUTURE
EXPECTATIONS, CONTAIN PROJECTIONS OF RESULTS OF G#H10NS OR OF FINANCIAL CONDITION OR STATE OTHER
"FORWARD-LOOKING" INFORMATION. WHEN CONSIDERING SU8 FORWARD-LOOKING STATEMENTS, YOU SHOULD
KEEP IN MIND THE RISK FACTORS AND OTHER CAUTIONARYSTATEMENTS IN THIS PROSPECTUS. THE RISK FACTORS
NOTED IN THIS SECTION AND OTHER FACTORS NOTED THRM@HOUT THIS PROSPECTUS COULD CAUSE OUR ACTU/
RESULTS TO DIFFER MATERIALLY FROM THOSE CONTAINEDN ANY FORWARD-LOOKING STATEMENT.

OPERATING PERFORMANCE |ISDEPENDENT ON SOUTHEASTERN MARKETS

Local economic and real estate conditions may affecrevenues and the value of our propertiesirigss layoffs or downsizing, industry
slowdowns, changing demographics, and other sirfalzors may adversely affect the local economimate. The oversupply of or reduced
demand for office, industrial, and other competioghmercial properties may adversely affect the estdte market in particular geographic
areas. On July 31, 1998, we owned properties im&rkets in Alabama, Florida, Georgia, lowa, Kanséeryland, Missouri, North Carolina,
South Carolina, Tennessee and Virginia. Our peréoice and ability to make distributions to stockleodds dependent on the economic and
real estate conditions in the Southeast and iriddand North Carolina in particular. We can previtb assurances that the economies in our
southeastern markets will continue to grow.

CONFLICTSOF INTEREST COULD RESULT IN DECISIONSNOT IN YOUR BEST INTEREST

POTENTIAL TAX CONSEQUENCES UPON SALE OR REFINANCINGF PROPERTIES. Holders of Common Units may sudtbrerse
tax consequences upon certain of our propertitss sa refinancings. Therefore, holders of Commaiitd) including certain of our officers
and directors, may have different objectives reigarthe appropriate pricing and timing of a propsrsale or refinancing. Although the
Company, as the sole general partner of the Opgr&artnership, has the exclusive authority toaelefinance an individual property,
officers and directors who hold Common Units maiuience the Company not to sell or refinance cenmoperties even if such sale or
refinancing might be financially advantageous tickholders.

POTENTIAL INABILITY TO ELIMINATE CONFLICTS OF INTERESTS. We have adopted certain policies to eliminatdlicts of
interest. These policies include a bylaw provigiequiring all transactions in which executive offis or directors have a conflicting interes
be approved by a majority of the Company's indepandirectors or by a majority of the shares ofitedygtock
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that disinterested stockholders hold. We can peowid assurance that our policies will be succegsfeliminating the influence of such
conflicts. If our policies are not successful, waynrmake decisions that fail to reflect the intesexdtall stockholders.

LIMITED ABILITY OF STOCKHOLDERSTO EFFECT A CHANGE IN CONTROL

LIMITATION ON OWNERSHIP OF THE COMPANY'S CAPITAL SDOCK. The Company's Articles of Incorporation prahdny person
from owning more than 9.8% of the Company's outlitejcapital stock. This restriction may delay,etebr prohibit a third party from
acquiring control of the Company without consenthaf board of directors, even if a change in cdntauld be in your (the stockholders')
best interest.

REQUIRED CONSENT OF THE OPERATING PARTNERSHIP FORGEIFICANT CORPORATE ACTION. The Company may not
engage in certain change of control transactiotisout the approval of the holders of a majorityha# Operating Partnership's outstanding
Common Units. If the Company ever owns less tharagrity of the outstanding Common Units, this mgtrequirement might limit the
possibility of a change in control of the Compagyen if a change in control would be in your bagtiest. On July 31, 1998, the Company
owned approximately 84% of the Common Units.

DIFFICULTY IN REMOVING CURRENT DIRECTORS. The Compg's board of directors has three classes of direcGenerally,
shareholders elect each Director class for a theaeterm. The staggered directors' terms may tatiecstockholders' ability to change con
of the Company even if such a change in controlld/be in your best interest.

ANTI-TAKEOVER PROTECTIONS OF OPERATING PARTNERSHBEGREEMENT. The Operating Partnership Agreement @ioist
certain provisions that may require a potentialgr@g to maintain the Operating Partnership strreeand maintain the limited partners' right
to continue to hold Common Units with future redéimp rights. These provisions might limit the pdmidiy of a change in control of the
Company, even if such change in control would byour best interest.

DILUTIVE EFFECT OF SHAREHOLDERS' RIGHTS PLAN. On @ber 4, 1997, the Company's board of directorgptetba Shareholders'
Rights Plan and declared a distribution of onegrefl share purchase right for each outstanding sfialCommon Stock. The rights were
issued on October 16, 1997 to each stockholdezaafrd on such date. The rights have certain akeieteer effects. The rights would cause
substantial dilution to a person or group thatrafits to acquire the Company on terms of which tbm@any's board of directors does not
approve. The rights should not interfere with argrger or other business combination the boardrettbrs approves since the Company
redeem the rights for $.01 per right, prior to tinge that a person or group has acquired benefigialership of 15% or more of the Common
Stock.



ADVERSE IMPACT ON DISTRIBUTIONS OF FAILURE TO QUALIFY ASA REIT

We believe that we operate in a manner that endéfsde€ompany to remain qualified as a REIT for Faldecome tax purposes. We have not
requested, and do not plan to request, a ruling tie Internal Revenue Service that we qualify RES. We, however, have received an
opinion from the law firm of Alston & Bird LLP thatre met the requirements for qualification as aRfer the taxable years ended
December 31, 1994 through 1997, and that we aaepisition to continue such qualification for thgable year that will end December 31,
1998, if we satisfy certain requirements throughbetyear and for the year as a whole. See "Fetieraie Tax Considerations -- Taxation
of the Company as a REIT," on page 23.

You should be aware that opinions of counsel atébimaling on the Internal Revenue Service or anyrtcd-urthermore, the conclusions ste

in the opinion are based solely on factual repriegiems of ours and are conditioned on, and outicoed qualification as a REIT will depe
on, our meeting various requirements. Such requirgsnare discussed in more detail under the hedBederal Income Tax Considerations --
Requirements for Qualification" beginning on pade 2

If we fail to qualify as a REIT, we would not béaaved a deduction for distributions to stockhold@rsomputing our taxable income and
would be subject to Federal income tax at regusgparate rates. We also could be subject to thefaédlternative minimum tax. Unless we
are entitled to relief under specific statutory\psmns, we could not elect to be taxed as a RBITfdur taxable years following the year
during which we were disqualified. Therefore, if lwee our REIT status, the funds available forritistion to you would be reduced
substantially for each of the years involved. Seederal Income Tax Considerations -- Failure toliyaon page 30.

FACTORSTHAT COULD CAUSE POOR OPERATING PERFORMANCE OF THE PROPERTIES

RELIANCE ON PERFORMANCE OF PROPERTIES. Real propérvestments are subject to varying degrees &f Tike yields available
from equity investments in real estate dependriel@art on the amount of income generated andnegseancurred. If our properties do not
generate revenues sufficient to meet operatingresqse including debt service, tenant improvemeéedsing commissions, and other capital
expenditures, our ability to make distributionstockholders may be adversely affected.

Several factors may adversely affect our revenndstae value of our properties. These include, ajraihers:
o the national economy;

o local economies;



o local real estate conditions;

0 prospective tenants' perceptions of each propeatiractiveness;

o our ability to provide adequate management, raaanice, and insurance; and
o0 increased operating costs (including real estates and utilities).

Such factors as applicable laws, including tax ldnterest rate levels, and the availability ofdfiiting also affect real estate values and
properties' income. In addition, safety perceptjding convenience and attractiveness of our maitlfaproperties, the quality of local
schools, and the availability of alternatives, sastsingle family homes, may affect our multifanphpperties' performance.

POTENTIAL ADVERSE EFFECT OF COMPETITION ON OPERATBNPERFORMANCE. Numerous properties compete with our
properties in attracting tenants to lease spaa@eSu these competing properties are newer orrdettated than some of our properties.
Significant office or industrial property developmén a particular area could have a material éf@cour ability to lease space in our
properties and on the rents we charge.

BANKRUPTCY OR WEAK FINANCIAL CONDITION OF TENANTSAt any time, one of our tenants may seek the ptateof the
bankruptcy laws. This could result in the rejectqord termination of that tenant's lease and therethyce our cash flows. Although we have
not experienced material losses from tenant bangies) we cannot assure you that tenants will it@fdr bankruptcy protection in the future
or, if any tenants file, that they will affirm thideases and continue to make rental paymentgimedy manner. In addition, a tenant from ti
to time may experience a downturn in its businessch may weaken its financial condition and resufts failure to make timely rental
payments. If a bankrupt tenant does not affirnteiése, or if a tenant's financial condition weakens income and stockholder distributions
may be adversely affected.

UNCERTAINTY IN RENEWAL OF LEASES AND RELETTING OFBACE. When our tenants decide not to renew thagds, we may

not be able to relet the space. Even if the terdmtenew or we can relet the space to other tent terms of renewal or reletting (incluc
the cost of required renovations) may be less f&hlerthan current lease terms. If we were unabtelé or renew promptly the leases for all,
or a substantial portion, of this space, or iftbetal rates upon such renewal or reletting wageificantly lower than expected rates, then our
cash flow and ability to make expected distribusiom you may be adversely affected.

ILLIQUIDITY OF REAL ESTATE. Equity real estate ingéments are relatively illiquid. Such illiquidityilvtend to limit our ability to vary
our portfolio promptly in response to changes iorexnic or other conditions. In addition, Federallews limit our ability to sell properties
we hold for less than four years. This limitatioayraffect our ability to sell properties at a time
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that would otherwise be in your best interestmady also affect our ability to sell properties with adversely affecting our financial
performance.

POTENTIAL ADVERSE EFFECT ON RESULTS OF OPERATION®E TO CHANGES IN LAWS. Because increases in incosegyice,
or transfer taxes are generally not passed thromtgnants under leases, such increases may alyvaifeet our cash flow and our ability to
make distributions to you. Our properties are al#ject to various Federal, state, and local regnldaws, such as the Americans with
Disabilities Act and state and local fire and safeqjuirements. If we fail to comply with these uggments, governmental agencies could
impose fines, or private litigants could be awardathages. We believe our Properties comply in atenial respects with such regulatory
requirements. However, if these requirements changfeauthorities impose new requirements, we nayr significant unanticipated
expenditures that could adversely affect our clsh &nd expected distributions.

POTENTIAL PROBLEMSIN DEVELOPMENT, CONSTRUCTION AND ACQUISITION ACTIVITIES

We intend to continue developing and constructifigeand industrial properties, including develogpithe Development Land and
completing the Development Projects. Our develograad construction activities, including activitiedating to the Development Land and
the Development Projects, may be subject to cerislis, including the following:

o abandoning development opportunities;

0 a property's construction costs exceeding origis@mates, possibly making the property unecowami

0 occupancy rates and rents at a newly completgobpty may be insufficient to make the propertyfipable;

o financing may not be available on favorable tetondevelop a property; and

o construction and lease-up may not be completeztbadule, resulting in increased debt servicersgand construction costs.

In addition, new development activities, regardiglsshether or not they are ultimately succesgfigdically require a substantial portion of
management's time and attention. Our developméivitaes may also be subject to risks relatingte inability to obtain, or delays in
obtaining, all necessary zoning, land-use, buildowupancy, and other required governmental psramtl authorizations. These risks may
adversely affect our results of operations andtghid make distributions to you.

We also intend to continue to acquire office ardlistrial properties. Such acquisitions entail riglet investments will fail to perform in
accordance with our expectations, which



could adversely affect our operations and stocldradiistributions. Estimates of the costs to brinqaaquired property up to market standards
may prove inaccurate. Furthermore, we are likelgganvolved in negotiations (at various stagesjdguire one or more properties or
portfolios. However, we cannot assure you that wWiecansummate any of the proposed acquisitions.

Instead of purchasing properties directly, we nmaest as a partner or a genturer. Under certain circumstances, this typi@wéstment ma
involve risks not otherwise present, including plossibility that a partner or co-venturer mightdrae bankrupt or that a partner or co-
venturer might have business interests or goatmsistent with ours. Also, such a partner or colwet may be in a position to take action
contrary to our instructions or requests or cogttarour policies or objectives, including our gtieation as a REIT. We may also risk an
impasse on decisions because neither the partnéneco-venturer would have full control over gatnership or joint venture. We will,
however, seek to maintain sufficient control oftspartnerships or joint ventures to permit us toi@e our objectives.

POTENTIAL PROBLEMSASSOCIATED WITH NEW MARKETS

We have generally limited our development, acqoisjtmanagement, and leasing business to subuffie@ and industrial properties in
southeastern markets. However, we have recenthechimto certain midwestern markets and have acdjsiegeral retail properties and
multifamily communities in those markets. We maytimue to expand our business to new geographasaerd property types. We believe
that much of our past success has been a resulirdbcal expertise in the Southeast and our egpee in the ownership, management, and
development of suburban office and industrial proes. We may not initially possess the same lefé&miliarity with new geographic areas
and property types to develop, acquire, managease newly acquired properties as profitably aslavéor our existing properties. We
cannot guarantee that we will succeed in integgadicquired properties into our existing propertytiodio. Failure to successfully integrate
acquired properties could adversely affect our ajp@nal results.

Some of the risks related to entry into new marketkide, among others:

o lack of market knowledge and understanding cdlleconomies;

o inability to obtain land for development or idénacquisition opportunities; and
o unfamiliarity with local governmental and perrimi¢f procedures.

POTENTIAL ADVERSE EFFECT OF INCURRENCE OF DEBT

POTENTIAL INFLEXIBILITY OF DEBT FINANCING. Our busness is subject to risks normally associated wétht inancing. Cash flow
could be insufficient to pay distributions at exteet
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levels and meet required payments of principaliatetest. We may not be able to refinance existidgbtedness (which in virtually all cases
requires substantial principal payments at maturifyen if we can, the terms of such refinancinghminot be as favorable as the terms of
existing indebtedness. We may attempt to raisegem& from capital transactions, such as new eqaijtital, to refinance, extend, or pay
principal payments due at maturity. If we cannatcassfully complete capital transactions, our ¢str may be insufficient in all years to
repay all maturing debt. Additionally, prevailingtérest rates or other factors at the time of agfing (such as the possible reluctance of
lenders to make commercial real estate loans) esyltrin higher interest rates. This would increaseinterest expense, which would
adversely affect cash flow and our ability to seevilebt and make distributions to you.

ADVERSE EFFECT OF POTENTIAL INCREASE IN MARKET INTREST RATES. We have incurred and expect in theréuto incur

variable-rate indebtedness in connection with aaegiand developing properties. Also, additionalehtedness that we may incur under our
existing revolving credit facility will bear inteseat variable rates. We may purchase interespratection arrangements relating to variable-
rate debt. But if we do not, increases in interatds would increase our interest costs, which dvadlersely affect our results of operations.

POSSIBLE ENVIRONMENTAL LIABILITIES

Under various laws, ordinances, and regulationsh sis the Comprehensive Environmental Response €wafion and Liability Act, and
common law, an owner or operator of real estalialide for the costs to remove or remediate cefftarardous or toxic chemicals or
substances on or in the property. Owners or operate also liable for certain other costs, inalgdjovernmental fines and injuries to
persons and property. Such laws often impose iigliithout regard to whether the owner or oper&imew of, or was responsible for, the
presence of the hazardous or toxic chemicals atanbes. The presence of such substances, oiiltire fa remediate such substances
properly, may adversely affect the owner's or ojpeimability to sell or rent such property or wrtow using such property as collateral.
Persons who arrange for the disposal, treatmemtaonsportation of hazardous or toxic chemicalsutrstances may also be liable for the s
types of costs at a disposal, treatment, or stdi@gity, whether or not that person owns or opesdhat facility. Certain environmental laws
also impose liability for releasing asbestos-cantej materials. Third parties may seek recovernnfawners or operators of real property for
personal injuries associated with asbestos-conigimaterials. A number of our Properties contalrea®s-containing materials or material
that we presume to be asbestos-containing matenat®nnection with owning and operating our pmips, we may be liable for such costs.
In addition, it is not unusual for property own&rEencounter on-site contamination caused by oéfsources. The presence of hazardous or
toxic chemicals or substances at a site closeptoperty could require the property owner to pgtite in remediation activities or could
adversely affect the value of the property. Conteation from adjacent properties has migrated ohteast three of our properties; however,
based on current information, we do not believé &imy significant remedial action is necessanhas¢ affected sites.
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As of the date of this Prospectus, we have obtditiease | environmental assessments on 99% of opeRies. These assessments have not
revealed, nor are we aware of, any environmerghllity that we believe would materially adversaf§ect our financial position, operations

or liquidity taken as a whole. This projection, hexer, could be incorrect depending on certain factéor example, our assessments may not
reveal all environmental liabilities or may unddimsite the scope and severity of environmental itimmd observed. If so, we may not be
aware of material environmental liabilities, or el environmental liabilities may have arisereathe assessments were performed. In
addition, we base our assumptions regarding enwiesttal conditions, including groundwater flow ahd existence and source of
contamination, on readily available sampling d¥¥a@. cannot guarantee that such data is reliabl# aases. Moreover, we cannot assure you
(i) that future laws, ordinances, or regulationi mot impose a material environmental liability @) that tenants, the condition of land or
operations in the vicinity of our Properties, orelated third parties will not affect the currengonmental condition of our Properties.

Some tenants use or generate hazardous substanbesordinary course of their respective businedsetheir leases, we require these
tenants to comply with all applicable laws and ¢éarésponsible to us for any damages resulting thain use of the property. We are not
aware of any material environmental problems resmfrom tenants' use or generation of hazardousxt chemicals or substances. We
cannot assure you, however, that all tenants withgly with the terms of their leases or remain spotvIf tenants do not comply or do not
remain solvent, we may at some point be respong&ibleontamination caused by such tenants.

POTENTIAL DILUTION OF CAPITAL STOCK OR DECREASE OF LIQUIDITY IN CONNECTIONWITH SETTLEMENT OF
FORWARD CONTRACT

The Company has entered into a Purchase Agreenignt/8-LB involving the sale of 1.8 million share§ Common Stock and a related
Forward Contract providing for certain purchase@adjustments. See "Plan of Distribution" at p2@éor additional information about the
agreements.

The Forward Contract generally provides that if Merket Price (as defined below) of a share of Cami@tock on the maturity date is less
than a certain amount, which we refer to as thewhad Price,” we must pay UBB the difference times 1.8 million. (Similarly, e Marke!
Price of a share of Common Stock is above the RahWace, UB-LB must pay us the difference in seatCommon Stock.) If we choose
not to or cannot settle in freely tradable shaféSanmon Stock, we must repurchase the 1.8 milioares at the Forward Price in cash. The
Forward Price is approximately $32.16 and will bguated by LIBOR plus 75 basis points, minus anyddinds received on the shares. (A
August 28, 1998, the Forward Price had increase$l®y since August 28, 1997.)

In addition, the Forward Contract provides for dedy payments of collateral equal to 1.8 milliamés 110% of the amount by which the
market price of a share of Common Stock is
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below the Forward Price. The collateral may bénaform of cash or freely tradeable shares of Com8tock. As a result of the difference
between the closing price of a share of CommonkStocAugust 28, 1998 and the Forward Price, we ¢#8€.B cash collateral of $12.8
million on September 12, 1998. UB-LB will returretbash with interest for freely tradeable shareSmhmon Stock of equal value.

The maturity date of the Forward Contract is Felyr@8, 1999; however, if the closing price of then@non Stock falls below $19.28, UB-
LB has the right to force a complete settlementuride Forward Contract. UBS also has the riglidtoe a complete settlement under the
Forward Contract if, among other things, we (i) iardefault with respect to certain financial coaats under the Forward Contract, (ii) are in
default under our $600 million credit facility withsyndicate of lenders or any other unsecuredrgrayreement, (iii) fail to post sufficient
cash collateral, or (iv) fail to deliver to UBS, onbefore October 26, 1998, an effective regigtnastatement covering the issuance through
UB-LB of the shares of Common Stock delivered to-LE

In order to have the option of settling the Forw@ahtract or paying collateral in shares of ComrBtock, the shares must be freely trade
by UB-LB pursuant to an effective registration statem@/e.can provide no assurance that a registratatersent will be effective at the tit
of any settlement or collateral payment.

Quarterly payments of collateral and the ultimaement of the Forward Contract could advers#lcaour liquidity or dilute our Commoa
Stock. If the Market Price (defined as the averelgsing price of the Common Stock for the 35-trgdéfay period beginning February 28,
1999) is lower than the Forward Price, settlemershiares of Common Stock would cause our outstgrafiares of Common Stock to
represent a smaller ownership interest in the Compath no increase in the value of the Companye Tble below shows the change in the
value of a share of Common Stock as a result tifrggthe Forward Contract at various Market Prices

| NCREASE/ (DI LUTI ON) I N VALUE

MARKET PRI CE OF COMMON STOCK (1)
$40 5%
$35 2%
$30 (.2%
$25 (.79
$20 (1. 6%

(1) Assumes no change in our capital stock exagpteidemption of all Common Units. Also assume®sanard Price of $32.16.

Settlement of the Forward Contract in cash woutllice our liquidity. Settlement in cash would inv@bhe repurchase of 1.8 million share
a price per share equal to the Forward Price. Asgythe Forward Price remains at $32.16, our rdmge price would total approximately
$57.9 million. Having already paid $12.8 million adlateral, settlement in cash
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would require the Company to pay approximately $4#illion in additional funds. The Company believleat it can obtain these funds from
several sources:

o its existing $600 million credit facility, whidhas approximately $90 million remaining;
o other borrowings;

o the disposition of certain non-core assets; and

0 equity offerings.

USE OF PROCEEDS

Of the shares offered hereby, 1.8 million shares (tnitial Shares") were purchased by UB-LB, ascessor to Union Bank of Switzerland,
London Branch ("UBS"), on August 28, 1997 for nedqeeds of $56.7 million. Such proceeds were uselistharge approximately $34
million of indebtedness under the Company's thastiey $280 million revolving loan. The interestean such discharged indebtedness had
a weighted average rate of 7.9%. The revolving Wwaa due to mature on October 31, 1999. The ren@b22.7 million of proceeds were
used (i) to acquire four properties for approxima$l7 million and (ii) to fund development project

The other shares offered hereby (the "Forward Shamd, together with the Initial Shares, the "8kgrare issuable under the terms of the
Forward Contract. See "Risk Factors --Potentialifh of Capital Stock or Decrease of LiquidityGonnection with Settlement of Forward
Contract" above for a description of the Forward€act. Other than the $56.7 million received i®19the Company will not receive any
additional proceeds from any sale of the Shardd®yB.

DESCRIPTION OF CAPITAL STOCK OF THE COMPANY
GENERAL

The authorized capital stock of the Company cossis250,000,000 shares of capital stock, $.0vpkre, of which 200,000,000 shares are
classified as Common Stock and 50,000,000 shaeedlassified as preferred stock ("Preferred StocKig following description of the terms
and provisions of the shares of capital stock ef@ompany and certain other matters does not puigpbe complete and is subject to and
qualified in its entirety by reference to the apable provisions of Maryland law and the Compadytgles of Incorporation and bylaws, as
amended.
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COMMON STOCK

Each holder of Common Stock is entitled to one adtstockholder meetings for each share of ComntockSheld. Neither the Articles of
Incorporation nor the bylaws provide for cumulatirating for the election of directors. Subjecthe fprior rights of any series of Preferred
Stock that may be classified and issued, holde@oofimon Stock are entitled to receive, pro ratehslividends as may be declared by the
board of directors out of funds legally availatiierefor, and also are entitled to share, pro matny other distributions to stockholders. The
Company currently pays regular quarterly dividettdsolders of Common Stock. Holders of Common Stbekot have any preemptive
rights or other rights to subscribe for additioslahres.

The Common Stock is listed for trading on the NYSE.
PREFERRED STOCK

Under the Company's Articles of Incorporation, bioard of directors may issue, without any furthetiiam by the stockholders, shares of
capital stock in one or more series having sucfepgaces, conversion and other rights, voting peywstrictions, limitations as to dividen
qualifications and terms and conditions of redempts the board of directors may determine andagsh® evidenced by Articles
Supplementary to the Articles of Incorporation agdgby the board of directors.

Through its power to establish the preferencesrigidis of additional series of capital stock withéwrther stockholder vote, the board of
directors may afford the holders of any seriesenfiar capital stock preferences, powers and rigiui$ng or otherwise, senior to the rights of
holders of Common Stock. The issuance of any sentoscapital stock could have the effect of delgyor preventing a change in control of
the Company.

SERIES A PREFERRED SHARES. The following descriptid the Company's 8 5/8% Series A Cumulative Reddxe Preferred Shares,
par value $.01 per share (the "Series A PrefertedeS"), is in all respects subject to and qualifieits entirety by reference to the applicable
provisions of the Company's Articles of Incorpooatiincluding the Articles Supplementary applicaiol¢he Series A Preferred Shares. The
Company is authorized to issue 143,750 Series feResl Shares, 125,000 of which were issued anstanding as of the date hereof.

With respect to the payment of dividends and ansupbn liquidation, the Series A Preferred Shamek pari passu with any other equity
securities of the Company the terms of which preltht such equity securities rank on a parity WighSeries A Preferred Shares and rank
senior to the Common Stock and any other equityréiées of the Company which by their terms rankigu to the Series A Preferred Shares.
Dividends on the Series A Preferred Shares are lagivel from the date of original issue and are jpégyguarterly on or about the last day of
February, May, August and November of each yeameenting May 31, 1997, at the rate of
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8 5/8% of the liquidation preference per annum iegjant to $86.25 per annum per share). Dividendthe Series A Preferred Shares will
accrue whether or not the Company has earningsheher not there are funds legally available fer payment of such dividends and
whether or not such dividends are declared. The$érPreferred Shares have a liquidation preferafi&1,000 per share, plus an amount
equal to any accrued and unpaid dividends.

The Series A Preferred Shares are not redeemabtet@iFebruary 12, 2027. On and after February2027, the Series A Preferred Shares
will be redeemable for cash at the option of thenfany, in whole or in part, at $1,000 per sharnes piny accrued and unpaid dividends
thereon to the date fixed for redemption. The rguté@m price (other than the portion thereof comsisbf accrued and unpaid dividends) is
payable solely out of the sale proceeds of othpitalastock of the Company, which may include otberies of Preferred Stock, and from no
other source.

If dividends on the Series A Preferred Sharesraegriears for six or more quarterly periods, whetrenot such quarterly periods are
consecutive, holders of the Series B PreferredeSh@oting separately as a class with all othéesaf Preferred Stock upon which like
voting rights have been conferred and are exeresabll be entitled to vote for the election ofdvadditional directors to serve on the board
of directors of the Company until all dividend arages have been paid.

The Series A Preferred Shares are not convertitdsahangeable for any other property or securiifdhe Company. The Series A Preferred
Shares are subject to certain restrictions on ostmigintended to preserve the Company's statufR&Ed R for Federal income tax purposes.

SERIES B PREFERRED SHARES. The following descriptid the Company's 8% Series B Cumulative RedeerRitdferred Shares, par
value $.01 per share (the "Series B Preferred SHaie in all respects subject to and qualifiedsrentirety by reference to the applicable
provisions of the Company's Articles of Incorpooatiincluding the Articles Supplementary applicaiol¢he Series B Preferred Shares. The
Company is authorized to issue 6,900,000 SerieeeB2Ped Shares, all of which were issued and antsihg as of the date hereof.

With respect to the payment of dividends and ansupbn liquidation, the Series B Preferred Shagk pari passu with the Series A
Preferred Shares and with any other equity seeardf the Company the terms of which provide thahsequity securities rank on a parity
with the Series B Preferred Shares and rank semitve Common Stock and any other equity securitie¢ee Company which by their terms
rank junior to the Series B Preferred Shares. @it on the Series B Preferred Shares are cuneufadm the date of original issue and are
payable quarterly on March 15, June 15, Septembanil December 15 of each year commencing Decebh®hdi997, at the rate of 8% of
$25 liguidation preference per annum (equivaler#2®0 per annum per share). Dividends on the S8riereferred Shares will accrue
whether or not the Company has earnings, whetheoothere are funds legally available for the pagtrof such dividends and whether or
not such dividends are declared. The Series B
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Preferred Shares have a liquidation preferencsfifer share, plus an amount equal to any accnedmpaid dividends.

The Series B Preferred Shares are not redeemabte@September 25, 2002. On and after Septenmhe2@2, the Series B Preferred Shi
will be redeemable for cash at the option of then@any, in whole or in part, at $25 per share, plugaccrued and unpaid dividends thereon
to the date fixed for redemption. The redemptidngp(other than the portion thereof consistingafraed and unpaid dividends) is payable
solely out of the sale proceeds of other capitatlsbf the Company, which may include other sesfggreferred stock, and from no other
source.

If dividends on the Series B Preferred Sharesraagrears for six or more quarterly periods, whethienot such quarterly periods are
consecutive, holders of the Series B PreferredeSh@oting separately as a class with all othéesaf preferred stock upon which like
voting rights have been conferred and are exeregabll be entitled to vote for the election ofdvadditional directors to serve on the board
of directors of the Company until all dividend arages have been paid.

The Series B Preferred Shares are not convertitdgahangeable for any other property or securiéfdbe Company. The Series B Preferred
Shares are subject to certain restrictions on ostmigintended to preserve the Company's statufR&d B for Federal income tax purposes.

SERIES D PREFERRED SHARES. The following descriptid the Company's 8% Series D Cumulative Redeenfatdferred Shares, par
value $.01 per share (the "Series D Preferred SHais in all respects subject to and qualifie@srentirety by reference to the applicable
provisions of the Company's Articles of Incorparatiincluding the Articles Supplementary applicaioléhe Series D Preferred Shares. The
Company is authorized to issue 400,000 Series EiPeel Shares. As of the date hereof, the Compasyhtstanding 4,000,000 Depository
Shares, each of which represents 1/10 of a shate@eries D Preferred Shares.

With respect to the payment of dividends and an®upbn liquidation, the Series D Preferred Shaaek pari passu with the Series A
Preferred Shares and Series B Preferred Sharesiindny other equity securities of the Companytérens of which provide that such
equity securities rank on a parity with the SeBeBreferred Shares and rank senior to the Commmek 3ind any other equity securities of
Company which by their terms rank junior to thei& D Preferred Shares. Dividends on the SeriesefePed Shares are cumulative from
the date of original issue and are payable qugrterlor about the last day of January, April, Juigl October of each year commencing July
31, 1998, at the rate of 8% of the liquidation prefice per annum (equivalent to $20 per annumhzee ©r $2 per annum per Depository
Share). Dividends on the Series D Preferred Shaiteaccrue whether or not the Company has earniwgether or nor there are funds
legally available for the payment of such divideadsl whether or not such dividends are declared.Séries D Preferred Shares have a
liquidation
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preference of $250 per share (equivalent to $2Dpgository Share), plus an amount equal to ansuadcand unpaid dividends.

The Series D Preferred Shares are not redeemabta@April 23, 2003. On and after April 23, 200Be Series D Preferred Shares will be
redeemable for cash at the option of the Compammyhiole or in part, at $250 per share (equivalet$i2s per Depository Share), plus any
accrued and unpaid dividends thereon to the ded fior redemption. The redemption price (othenttiee portion thereof consisting of
accrued and unpaid dividends) is payable solelybtlie sale proceeds of other capital stock ofGhmpany, which may include other series
of preferred stock, and from no other source.

If dividends on the Series D Preferred Sharesraegrears for six or more quarterly periods, whettenot such quarterly periods are
consecutive, holders of the Series D PreferredeéSh@oting separately as a class with all othéesaf preferred stock upon which like
voting rights have been conferred and are exeregalbll be entitled to vote for the election ofdvadditional directors to serve on the board
of directors of the Company until all dividend arages have been paid.

The Series D Preferred Shares are not convertitdgahangeable for any other property or securifedhe Company. The Series D Preferred
Shares are subject to certain restrictions on osimigintended to preserve the Company's statufR&d B for Federal income tax purposes.

CLASSIFICATION OF BOARD OF DIRECTORS; REMOVAL OF DIRECTORS; OTHER PROVISIONS

The Company's Articles of Incorporation provide floe board of directors to be divided into thresssks of directors, with each class to
consist as nearly as possible of an equal numbairedtors. At each annual meeting of stockholdtes class of directors to be elected at
meeting will be elected for a three-year term, tireddirectors in the other two classes will corginmu office. Because holders of Common
Stock will have no right to cumulative voting fdret election of directors, at each annual meetirgjafkholders, the holders of a majority of
the shares of Common Stock will be able to eldaifehe successors of the class of directors witeise expires at that meeting.

The Articles of Incorporation also provide thatcegt for any directors who may be elected by haldém class or series of capital stock ¢
than Common Stock, directors may be removed onlgdose and only by the affirmative vote of stodédkos holding at least two-thirds of
the votes entitled to be cast for the electionitdalors. Vacancies on the board of directors mafilled by the affirmative vote of the
remaining directors.

These provisions may make it more difficult andaietonsuming to change majority control of the bazrdirectors of the Company and,
thus, may reduce the vulnerability of the Compamgrt unsolicited proposal for the takeover of tieen@any or the removal of incumbent
management. The Company's officers and directerarad will be indemnified under
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Maryland law, the Articles of Incorporation of tR@mpany and the agreement of limited partnershih@fOperating Partnership (the
"Operating Partnership Agreement") against ceftabilities, including liabilities under the Sectieis Act. Insofar as indemnification for
liabilities arising under the Securities Act maydmmitted to directors, officers or persons cdiitrg the Company, the Company has been
informed that in the opinion of the Securities &ahange Commission such indemnification is agginbtic policy as expressed in the
Securities Act and is therefore unenforceable.

CERTAIN PROVISIONSAFFECTING CHANGE OF CONTROL

GENERAL. Pursuant to the Company's Articles of hpowation and the Maryland General Corporation [(the "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 atssef the Company unless the board of directorptsda resolution declaring the proposed
transaction advisable and a majority of stockhala@sttitled to vote thereon (voting together asglsiclass) approve the transaction. In
addition, the Operating Partnership Agreement reguthat any such merger or sale of all or subisignall of the assets of the Operating
Partnership be approved by a majority of the haldéiCommon Units (including Common Units ownedtiy Company).

MARYLAND BUSINESS COMBINATION AND CONTROL SHARE STAUTES. The MGCL establishes special requirementis wi
respect to business combinations between Marylarbcations 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 transastbetween a company and an interested
stockholder and requires a super majority votestarh transactions after the end of the five-yeapgdeThe Company's Articles of
Incorporation contain a provision exempting the @any from the requirements and provisions of theyldad business combination statt
There can be no assurance that such provisiomuatilbe amended or repealed at any point in thedutu

The MGCL also provides that control shares of ayNéend corporation acquired in a control share agitjoh have no voting rights except to
the extent approved by a vote of two-thirds ofibtes entitled to be cast on the matter, excludhmayes owned by the acquiror or by officers
or directors who are employees of the Company.cbimrol share acquisition statute does not appshtires 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 Comfmbylaws 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 Margll@usiness combination statute)
may not be amended without the
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affirmative vote of at least a majority of the sksmpf capital stock outstanding and entitled t@\tbereon voting together as a single class,
provided that certain provisions of the Articleslioéorporation may not be amended without the aydrof the holders of two-thirds of the
shares of capital stock of the Company outstandimjentitled to vote thereon voting together asgles class. The Company's bylaws may
be amended by the board of directors or a majofithe shares cast of capital stock entitled te@ ¢bereupon 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 shafecapital stock may be owned, directly or indily by five or fewer individuals (define

in the Code to include certain entities) during Itkst half of a taxable year, and such shares beubeneficially owned by 100 or more
persons during at least 335 days of a taxablegfeB2 months or during a proportionate part of artr taxable year. To ensure that the
Company remains a qualified REIT, the Articlesmmédrporation 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 directoesy waive the Ownership Limit if
evidence satisfactory to the board of directorstaedCompany's tax counsel is presented that thieges in ownership will not jeopardize the
Company's status as a REIT.

If any stockholder purports to transfer sharespe@on and either the transfer would result inGbenpany failing to qualify as a REIT, or
stockholder knows that such transfer would causdrinsferee to hold more than the Ownership Lithé,purported transfer shall be null :
void, and the stockholder will be deemed not toehmansferred the shares. In addition, if any persadds 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 réyases such shares, it may pay for the
shares with Common Units. The foregoing restricion transferability and ownership will not apgdlyhie board of directors and the
stockholders (by the affirmative vote of the hoklef two-thirds of the outstanding shares of cagiiack entitled to vote on the matter)
determine that it is no longer in the best intey@$tthe Company to continue to qualify as a REIT.
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All certificates representing shares of capitatktbear a legend referring to the restrictions diesd above.

Every beneficial owner of more than 5% (or suchdopercentage as required by the Code or regutati@reunder) 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 ownedsagiescription of how the shares
are held. In addition, each stockholder shall lopiired upon demand to disclose to the Company itingrsuch information as the Company
may request in order to determine the effect ohstockholder's direct, indirect and constructiweership of such shares on the Company's
status as a REIT.

These ownership limitations could have the effégrecluding acquisition of control of the Compadnya third party unless the board of
directors and the stockholders determine that reaarice of REIT status is no longer in the bestasteof the Company.

OPERATING PARTNERSHIP AGREEMENT. The Operating Rarship Agreement requires that any merger (uthessurviving entity
contributes substantially all of the assets of@perating Partnership for Common Units) or salalbbr substantially all of the assets of the
Operating Partnership be approved by a majorithefolders of Common Units (including Common Uoitned by the Company). The
Operating Partnership Agreement also contains pians relating to a limited partner's redemptightiin the event of certain changes of
control of the Company and under certain circuncstarallows for limited partners to continue to hGlsmmon Units in the Operating
Partnership following such a change of controlrebg maintaining the tax basis in their Common &lnithe covered changes of control
(each, a "Trigger Event") are: (i) a merger invotythe company in which the Company is not theisiny entity;

(i) a merger involving the Company in which ther@many is the survivor but all or part of the Comgarshares are converted into securities
of another entity or the right to receive cash; @iidthe transfer by the Company to another gmit substantially all of the assets or earning
power of the Company or the Operating Partnership.

Upon occurrence of a Trigger Event, the rights ifnited partner to receive a share of the Comga@gmmon Stock (a "REIT Share") or
cash equal to the fair market value of a REIT Shigen redemption of a Common Unit is converted thioright to receive a share (a
"Replacement Share") or cash equal to the fair starlue thereof of the acquiror or a parent ofabguiror. If the acquiror does not have
publicly traded securities and a parent of the moqudoes, the publicly traded equity securitieshaf parent entity with the highest market
capitalization will be the Replacement Shareselther the acquiror nor any parent has publiclgedequity securities, the Replacement
Shares will be the equity securities of the entiith the highest market capitalization. The numtfdReplacement Shares to be received by a
limited partner (or to be used to calculate théngasyment due) upon a redemption of Common Unidl ke equal to the number of REIT
Shares issuable prior to the Trigger Event mu#ibloy (i) the number of Replacement Shares theehaltla single REIT Share would have
received as a
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result of the Trigger Event or, if the Replacem@héares have not been publicly traded for one y#&ga, fraction, the numerator of which is
the Average Trading Price (as defined in the OpegaRartnership Agreement) of a REIT Share aseflifigger Event and the denominator
of which is the Average Trading Price of a ReplaeehShare as of the Trigger Event.

If the acquiror in a Trigger Event is a REIT, it stumake provision to preserve an operating paftiggructure with terms no less favorable
to the limited partners than currently in placeaétdition, the Operating Partnership Agreementides/that, if a distribution of cash or
property is made in respect of a Replacement Stee)perating Partnership will distribute the sammunt in respect of a Common Unit as
would have been received by a limited partner heth partner's Common Units been redeemed for Reyplewst Shares prior to such
distribution.

Because the Operating Partnership Agreement regjair@cquiror to make provision under certain oirstances to maintain the Operating
Partnership structure and maintain a limited paitrrégght to continue to hold Common Units withute redemption rights, the terms of the
Operating Partnership Agreement could also haveffieet of discouraging a third party from makingacquisition proposal for the
Company.

These provisions of the Operating Partnership Ageze may only be waived or amended upon the corgdimited partners holding at le¢
75% of the Common Units (excluding those held &y@ompany).

SHAREHOLDERS' RIGHTS PLAN. On October 4, 1997, @mmpany's board of directors adopted a SharehoRists Plan and declared
a distribution of one preferred share purchase (@HlRight") for each outstanding share of ComrBtock. The Rights were issued on
October 16, 1997 to each stockholder of recorduch slate. The Rights have certain anti-takeovercedf The Rights will cause substantial
dilution to a person or group that attempts to &eglhe Company on terms not approved by the Cowipdnoard of directors. The Rights
should not interfere with any merger or other besincombination approved by the board of diredimse the Rights may be redeemed by
the Company for $.01 per Right prior to the timatth person or group has acquired beneficial ovieaf 15% or more of the Common
Stock.

REGISTRAR AND TRANSFER AGENT

The Registrar and Transfer Agent for the CommormrSend all shares of Preferred Stock is First UNational Bank, Charlotte, North
Carolina.

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 rabEertdleral income tax considerations relating éo@ompany's REIT status, as well as
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material Federal income tax considerations relaintpe Operating Partnership and the Companytkistdders. The Federal income tax
treatment of any investor in the Shares will vaepehding upon such investor's particular situation.

EACH INVESTOR IS ADVISED TO CONSULT HIS OR HER OWRNAX ADVISOR REGARDING THE TAX CONSEQUENCES TO
HIM OR HER OF THE PURCHASE, OWNERSHIP AND SALE OHE SHARES, INCLUDING THE FEDERAL, STATE, LOCAL,
FOREIGN AND OTHER TAX CONSEQUENCES OF SUCH PURCHASENNERSHIP AND SALE AND OF POTENTIAL CHANGES
IN APPLICABLE TAX LAWS.

TAXATION OF THE COMPANY ASA REIT

Commencing with its taxable year ended Decembe 334, the Company has elected to be taxed ad asteée investment trust under
Sections 856 through 860 of the Internal Revenute@d 1986, as amended (the "Code"). The Compaligvies that, commencing with its
taxable year ended December 31, 1994, it has bg@miaed and has operated in such a manner aglifydqor taxation as a REIT under the
Code, and the Company intends to continue to opématuch a manner, but no assurance can be diaéit has operated or will operate in a
manner so as to qualify or remain qualified.

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

Alston & Bird LLP has acted as tax counsel to tleenpany in connection with the offering of the Sisamad the Company's election to be
taxed as a REIT. Alston & Bird LLP is of the opinithat the Company has been organized and hastegénaconformity with the
requirements for qualification and taxation as dTRhder the Code for its taxable years ended Déeerdl, 1994 through 1997, and that the
Company is in a position to continue its qualifioatand taxation as a REIT within the definitionS#ction 856(a) of the Code for the taxable
year that will end December 31, 1998. This opinghased on factual representations of the Compangerning its business operations

its properties and Alston & Bird LLP has not indagently verified these facts. In addition, the Camygs status as a REIT at any time during
1998 is dependent, among other things, upon thep@oynmeeting the requirements of Section 856 tHr@&9 of the Code throughout the
year and for the year as a whole. Accordingly, beeghe Company's satisfaction of such requirenveifitdepend upon future even

including the precise terms and conditions of pegabtransactions, the final determination of openat results and the effect of certain
provisions contained in the President's Budget &salpfor the Fiscal Year 1999 on the Company's REiius, no assurance can be given that
the Company will satisfy the requirements to beEATRduring the taxable year that will end DecemB®iyr1998.
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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, substahtialiminating the Federal "double taxation" onréags (once at the corporate level when
earned and once again at the stockholder level wistributed) that usually results from investmdnta corporation. Nevertheless, the
Company will be subject to Federal income tax #levis. First, the Company will be taxed at regudarporate rates on its undistributed R
taxable income, including undistributed net cagisihs. Second, under certain circumstances, thep@oy may be subject to the "alternative
minimum tax" as a consequence of its items of tatgpence. 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 highest corporate rate on such income. Foiiitthe Company has net income from
prohibited transactions (which are, in generaltaiersales or other dispositions of property othan foreclosure property held primarily for
sale to customers in the ordinary course of busjpasich income will be subject to a 100% tax.hFiftthe Company should fail to satisfy
either of the 75% or 95% gross income tests (dsedibelow) but has nonetheless maintained itsfopadion as a REIT because certain other
requirements have been met, it will be subject 10@% tax on the net income attributable to thaigmeof the amount by which the Company
fails either the 75% or 95% test, multiplied byraction intended to reflect the Company's profitghiSixth, if the Company fails to

distribute during each year at least the sum @56 of its ordinary income for such year, (ii) 95%its capital gain net income for such ye
and (iii) any undistributed taxable income fromopnperiods, the Company will be subject to a 4% sxtax on the excess of such required
distribution over the amounts actually distribut8dventh, if the Company should acquire any asset & C corporation (i.e., a corporation
generally subject to full corporate-level tax) icaryover-basis transaction and the Company sulesely recognizes gain on the disposition
of such asset during the 10-year period (the "Reitiog Period") beginning on the date on which élsset was acquired by the Company,
then, to the extent of the excess of (a) the fairket value of the asset as of the beginning o&fiicable Recognition Period over (b) the
Company's adjusted basis in such asset as of therieg of such Recognition Period (the "Built-lmi@"), such gain will be subject to tax at
the highest regular corporate rate, pursuant tdgimes issued by the Internal Revenue ServiceS"Jighe "Built-In Gain Rules").

REQUIREMENTSFOR QUALIFICATION

To qualify as a REIT, the Company must elect tedéreated and must meet the requirements, disthsdew, relating to the Company's
organization, sources of income, and nature oftasse

24



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 ceatéie of beneficial interest, (iii) that would
taxable as a domestic corporation but for the REefuirements, (iv) that is neither a financial iington nor an insurance company subject to
certain provisions of the Code, (v) the benefioiahership of which is held by 100 or more persons,

(vi) during the last half of each taxable year, matre than 50% in value of the outstanding stockiuth is owned, directly or indirectly,
through the application of certain attribution gylby five or fewer individuals (as defined in fBede to include certain entities), (vii) files an
election to be taxed as a REIT on its return fahgaxable year, and (viii) satisfies the 95% aB®hincome tests and the 75%, 25%, 10%,
and 5% asset tests, as described below. The Couies that conditions (i) through (iv), inclusivaust be met during the entire taxable year
and that condition (v) must be met during at 1&82& days of a taxable year of 12 months or duripgoaortionate part of a taxable year of
less than 12 months. For purposes of conditionc@ftain pension funds and other tax-exempt estitie treated as persons. For purposes of
condition (vi), the beneficiaries of a pension oufjt-sharing trust under section 401(a) of the €ade treated as REIT stockholders. In
addition, the Articles of Incorporation currenttyclude certain restrictions regarding transfet®fdommon Stock, which restrictions are
intended (among other things) to assist the Compangntinuing to satisfy conditions (v) and (vhave.

In the case of a REIT that is a partner in a pastrip, Treasury Regulations provide that the REITlve deemed to own its proportionate
share of the assets of the partnership and willdemed to be entitled to the income of the partigttributable to such share. In addition,
the character of the assets and gross income giattieership retain the same character in the hafidfee REIT for purposes of Section 85¢
the Code, including satisfying the gross incoméstand asset tests. Thus, the Company's propaditishare of the assets, liabilities, and
items of income of the Operating Partnership (iditig the Operating Partnership's share of the siditilities, and items of income with
respect to any partnership in which it holds aariest) 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@&EIT, the Company annually must satisfy two griasome requirements. First, at
least 75% of the Company's gross income (exclugings income from prohibited transactions) for elagiable year must be derived directly
or indirectly from investments relating to real pesty, including investments in other REITs or rgages on real property (including "rents
from real property" and, in certain circumstangetgrest). Second, at least 95% of the Compangssgncome (excluding gross income from
prohibited transactions) for each taxable year rhasierived from such real property investmentgddnds, interest, and gain from the sale
or disposition of stock or securities (or from amymbination of the foregoing). In addition, for &dote years ended on or before December 31,
1997, short-term gain from the sale or other digjpwsof stock or securities, gain from prohibitednsactions and gain on the sale or other
disposition of real property held for less thanrfgears (apart from involuntary conversions anésaf foreclosure
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property) must represent less than 30% of the Cagipaross income (including gross income from firivdd transactions). The Taxpayer
Relief Act of 1997, enacted August 5, 1997 ("TaxgraRelief Act"), repealed the 30% gross incomefastaxable years beginning after
August 5, 1997. Accordingly, the 30% gross incoes will not apply to the Company beginning withtiaxable year that will end December
31, 1998.

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, dimount of rent must not be based in whole oai @n the income or profits of any person
but can be based on a fixed percentage of grosfpts®r gross sales. Second, "rents from realgutgpexcludes any amount received
directly or indirectly from any tenant if the Comma or an owner of 10% of more of the Company,diyeor constructively, owns 10% or
more of such tenant taking into consideration {h@iaable attribution rules (a "Related Party TeharThird, rent attributable to personal
property is excluded from "rents from real prop&except where such personal property is leasedmmection with a lease of real property
and the rent attributable to such personal propetgss than or equal to 15% of the total renéinexd under the lease. Finally, amounts that
are attributable to services furnished or rend@rennection with the rental of real property, Wier or not separately stated, will not
constitute "rents from real property" unless suglvises are customarily provided in the geographé@a. Customary services that are not
provided to a particular tenant (e.g., furnishimguhand light, the cleaning of public entranced, the collection of trash) can be provided
directly by the Company. Where, on the other handh services are provided primarily for the corneece of the tenants and are provide
such tenants, such services must be provided yd@pendent contractor. In the event that an indéget contractor provides such services,
the Company must adequately compensate the indepteodntractor, the Company must not derive angnmefrom the independent
contractor, and neither the independent contrawiocertain of its shareholders may, directly aliriactly, own more than 35% of the
Company, taking into consideration the applicabl@ership rules. Pursuant to the Taxpayer Reliefahat beginning with the Company's
taxable year that will end December 31, 1998, tbm@any's rental income will not cease to qualifyrasts from real property” merely
because the Company performs a de minimis amountp#rmissible services to the tenants. For purpo$¢he preceding sentence, (i) the
amount of income received from such impermissibl@ises cannot exceed one percent of all amouon&sved or accrued during such taxe
year, directly or indirectly, by the Company wisspect to such property a

(i) the amount treated as received by the Companguch impermissible services cannot be less 1#B@npercent of the direct cost of the
Company in furnishing or rendering such services.

The Company does not currently charge and doeantmipate charging rent that is based in wholm grart on the income or profits of any
person. The Company also does not anticipate aiifiéving rent attributable to personal properysied in connection with real property that
exceeds 15% of the total rents or receiving remhfRelated Party Tenants.
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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 diyeste usually or customarily rendered in connettigth the rental of space for occupancy
only and are not otherwise rendered to particélaants and, therefore, that the provision of sechiges 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 Pastgdirectly without jeopardizing the qualificatief rent as "rents from real property"
are and will be performed by independent contractor

The Operating Partnership and the Company recee®ih consideration of the performance of propadpagement and brokerage and
leasing services with respect to certain Propenti@owned entirely by the Operating PartnershiymhSees will not qualify under the 75% or
the 95% gross income test. The Operating Partneedbd may receive certain other types of inconth veispect to the properties it owns that
will not qualify for either of these tests. In atioin, dividends on the Operating Partnership'skstoddighwoods Services will not qualify
under the 75% gross income test. The Company lealjdowever, that the aggregate amount of suchafeesther non-qualifying income in
any taxable year will not cause the Company to ed¢ke limits on non-qualifying income under eittier 75% or the 95% gross 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 a cairi provision of the Code. This relief provisiomgeally will be available if (i) the Company's
failure to meet these tests was due to reasonabkeand not due to willful neglect,

(il) the Company attaches a schedule of the namdeamount of each item of income to its Fedeanme tax return and (iii) the inclusion of
any incorrect information on such schedule is n@ tb fraud with intent to evade tax. It is notgibke, however, to state whether in all
circumstances the Company would be entitled td#reefit of this relief provision. For example, liet Company fails to satisfy the gross
income tests because non-qualifying income thaCthmpany intentionally incurs exceeds the limitssanh income, the IRS could conclude
that the Company's failure to satisfy the tests maslue to reasonable cause. As discussed abdveHaderal Income Taxation of the
Company," even if this relief provision appliesl@% tax would be imposed with respect to the portif the Company's taxable income 1
fails the 75% or 95% gross income test.

ASSET TESTS. At the close of each quarter of isltée year, the Company also must satisfy foustesating to the nature and
diversification of its assets. First, at least 76Pthe value of the Company's total assets mustfpesented by real estate assets, cash an
items (including receivables), and government séear Second, no more than 25% of the value ofXbmpany's total assets may be
represented by securities other than those in3b& &set class. Third, not more than 5% of theevafithe Company's assets may consist of
securities of any one issuer (other than thosergeslincludible in the 75% asset test). Fouribt, more than
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10% of the outstanding voting securities of any issaer may be held by the Company (other tharetBesurities includible in the 75% asset
test).

The 5% test generally must be met for any quanterhiich the Company acquires securities of an isStaus, this requirement must be
satisfied not only on the date on which the Comphngugh the Operating Partnership acquired thergés of Highwoods Services, but a
each time the Company increases its ownershis oé#pective securities (including as a resulhofdasing its interest in the Operating
Partnership as limited partners exercise theirmgdi®n rights). Although the Company plans to tateps to ensure that it satisfies the 5%
value test for any quarter with respect to whidieseng is to occur, there can be no assurancesticht steps will always be successful or will
not require a reduction in the Company's overadiriest in Highwoods Services.

The Operating Partnership owns 100% of the nongattock and 1% of the voting stock of Highwoodsvi®ess, and by virtue of its
ownership of Common Units, the Company will be ¢desed to own its pro rata share of such stock."$ke Company." Neither the
Company nor the Operating Partnership, howevel,omih more than 1% of the voting securities of Higlnds Services. In addition, the
Company and its senior management do not beliettelile Company's pro rata share of the value o$dlearities of Highwoods Services
exceeds 5% of the total value of the Company'ssastee Company's belief is based in part upoaritdysis of the estimated value of the
securities of Highwoods Services owned by the GpeydPartnership relative to the estimated valuthefother assets owned by the
Operating Partnership. No independent appraisdld®&bbtained to support this conclusion, and éds& Bird LLP, in rendering its opinion
as to the qualification and taxation of the Compasy REIT, is relying on the conclusions of thenpany and its senior management as to
the value of the securities of Highwoods Servidé®re can be no assurance, however, that the 188t mdt contend that the value of such
securities held by the Company (through the Opega®artnership) exceeds the 5% value limitation.

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 sufficieohragualifying assets within 30 days after the
close of that quarter. The Company intends to raairddequate 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 be taxed as a REIT, the Company isiredio make distributions (other than capital gdistributions) to its stockholders in an
amount at least equal to (a) the sum of (i) 95%efCompany's "REIT taxable income" (computed witlregard to the dividends-paid
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deduction and the Company's capital gain) an®@%% of the net income, if any, from foreclosuregandy in excess of the special tax on
income from foreclosure property, minus (b) the safroertain items of non-cash income. Such distiiims must be paid in the taxable year
to which they relate. Dividends paid in the subseqear, however, will be treated as if paid ia phior year for purposes of such prior ye
95% distribution requirement if one of the followitwo sets of criteria are satisfied: (i) the dandls were declared in October, November, or
December, the dividends were payable to stockhslderecord on a specified date in such a montth tia@ dividends were actually paid
during January of the subsequent year; or (iidik@ends were declared before the Company timitdyg fts Federal income tax return for
such year, the dividends were distributed in thel\res month period following the close of the pyaar and not later than the first regular
dividend payment after such declaration, and then@amy elected on its Federal income tax returnHermprior year to have a specified
amount of the subsequent dividend treated as df ipaihe prior year. Even if the Company satisflesforegoing distribution requirements,
the Company will be subject to tax thereon at regoépital gains or ordinary corporate tax ratethéoextent that it does not distribute all of
its net capital gain or "REIT taxable income" apiattd. Furthermore, if the Company should faiistribute during each calendar year at
least the sum of (a) 85% of its ordinary incometkat year,

(b) 95% of its capital gain net income for thatiyeand (c) any undistributed taxable income frommpperiods, the Company would be sub
to a 4% excise tax on the excess of such requistdiition over the amounts actually distributedaddition, during its Recognition Period,
if the Company disposes of any asset subject t8tfile In Gain Rules, the Company will be required, pundda guidance issued by the IF
to distribute at least 95% of the Built-In Gaintéaftax), if any, recognized on the dispositiorthef asset.

The Company intends to make timely distributiorlicient to satisfy the annual distribution requirents. In this regard, the Operating
Partnership Agreement authorizes the Company, @arglepartner, to take such steps as may be negessause the Operating Partnership
to distribute to its partners an amount sufficienpermit the Company to meet these distributigquiements.

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 generally Walve sufficient cash or liquid assets to
enable it to satisfy the 95% distribution requiretndt is possible, however, that the Company, ftone to time, may not have sufficient ce
or other liquid assets to meet the 95% distributegquirement or to distribute such greater amoamhay be necessary to avoid income and
excise taxation. In such event, the Company mayifinecessary to arrange for borrowings or, ifilge, pay taxable stock dividends in
order to meet the distribution requirement.

In the event that the Company is subject to ansaaijent to its REIT taxable income (as defined iati®a 860(d)(2) of the Code) resulting
from an adverse determination by either a finalrtdacision, a closing agreement between the Coynaad the IRS under Section 7121
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of the Code, or an agreement as to tax liabilityveen the Company and an IRS district director Gbempany may be able to rectify any
resulting failure to meet the 95% annual distribatiequirement by paying "deficiency dividends'stockholders that relate to the adjusted
year but that are paid in a subsequent year. Tlifgjaa a deficiency dividend, the distribution nhbe made within 90 days of the adve
determination and the Company also must satisfiaiceother procedural requirements. If the statuteguirements of Section 860 of the
Code are satisfied, a deduction is allowed for @efyciency dividend subsequently paid by the Comparoffset an increase in the
Company's REIT taxable income resulting from theeaske determination. The Company, however, wiltdgguired to pay statutory interest
on the amount of any deduction taken for deficietieydends to compensate for the deferral of tixdigdility.

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 stockholders 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 positive current and accumulated earnamgbprofits, all distributions to stockholdersvaié dividends, taxable as ordinary income,
except that, subject to certain limitations of @mde, corporate distributees may be eligible ferdividends-received deduction. Unless the
Company is entitled to relief under specific statytprovisions, the Company also will be disquaelififrom taxation as a REIT for the four
taxable years following the year during which dfigdition was lost. It is not possible to state wieetin all circumstances the Company wc
be entitled to such statutory relief. For examilhe Company fails to satisfy the gross incomstgdecause non-qualifying income that the
Company intentionally incurs exceeds the limit anlsincome, the IRS could conclude that the Comigdaiture to 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 or panghip (including an entity treated as a corporatippartnership for United States Federal
income tax purposes) created or organized in oewutine laws of the United States or of any politszddivision thereof, (c) is an estate, the
income of which is subject to Federal income taatiegardless of its source or (d) is any truatéburt within the United States is able to
exercise primary supervision over the administratibthe trust, and one or more United States psriave the authority to control all
substantial decisions of the trust. For any taxgbbe for which the Company qualifies for taxatama REIT, amounts distributed to taxable
U.S. Stockholders will be taxed as discussed below.
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DISTRIBUTIONS GENERALLY. Distributions to U.S. Stkholders, other than capital gain dividends diseddselow, will constitute
dividends up to the amount of the Company's pasitiwrent and accumulated earnings and profitstarttiat extent, will be taxable to the
U.S. Stockholders as ordinary income. These digiohs are not eligible for the dividends-receidgdiuction for corporations. To the extent
that the Company makes a distribution in excests gfositive current and accumulated earnings aafitg, the distribution will be treated
first as a tax-free return of capital, reducing téwe basis in the U.S. Stockholder's Common Staok,then the distribution in excess of such
basis will be taxable as gain realized from the sélits Common Stock. Dividends declared by then@any in October, November, or
December of any year payable to a U.S. Stockhaflexcord on a specified date in any such month bkareated as both paid by the
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. U.S. Staddtars are not allowed to include on their own Fablimcome 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 " -- Federedme Taxation of the Company" above.

CAPITAL GAIN DISTRIBUTIONS. Distributions to U.S.t8ckholders that are properly designated by the @y as capital gain
distributions will be treated as long-term capgains (to the extent they do not exceed the Conipaayual net capital gain) for the taxable
year without regard to the period for which the Us®ckholder has held his or her stock. Howevenrparate stockholders may be require:
treat up to 20% of certain capital gain dividend®adinary income. Capital gain dividends are tligilde for the dividends-received
deduction for corporations.

Pursuant to the Taxpayer Relief Act and beginniith the Company's taxable year that will end Decein#d, 1998, the Company may elect
to retain and pay income tax on net Idegm capital gain that it received during the tarly If such election is made, (i) the U.S. Stodttbrs
will include in their income their proportionateask of the undistributed long-term capital gainsl@signated by the Company; (ii) the U.S.
Stockholders will be deemed to have paid their pridpnate share of the tax, which would be creditedefunded to such stockholders, and
(iii) the basis of the U.S. Stockholders' shardslvé increased by the amount of the undistriblded-term capital gains (less the amount of
capital gains tax paid by the Company) includeduoh stockholders' long-term capital gains.

As a result of the changes made to the capital ga@s by the Taxpayer Relief Act (See " -- Cerfaispositions of Shares"), the IRS issued
Notice 97-64 outlining (i) when a REIT may designate itsidends as either a 20% rate gain distribution,raecaptured section 1250 gain

distribution (taxed at 25% as noted in "Certaindoisition of Shares"), or a 28% rate gain distrimutand (ii) how to calculate the amount of
such distributions, which may be subject to
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certain deferral or bifurcation adjustments. WhéREAT designates a distribution as a capital gaiiddnd, which is attributable to a taxable
year ending after May 7, 1997, for purposes ofatieual distribution requirement, the REIT also rdagignate such dividend as a 20%
gain distribution, as unrecaptured section 1256 datribution, or a 28% rate gain distribution. & no such designation is provided, the
dividend will be treated as a 28% rate gain distidn. These additional designations by the REH effective only to the extent that they do
not exceed certain limitations. For example, th&imam amount of each distribution that can be dizskas either a 20% rate gain
distribution, an unrecaptured section 1250 gaitritistion, or a 28% rate gain distribution mustdadculated in accordance with the Code
the IRS Notice.

PASSIVE ACTIVITY LOSS AND INVESTMENT INTEREST LIMIATIONS. Distributions from the Company and gainnfr¢the
disposition of Common Stock will not be treatecpassive activity income and, therefore, U.S. Stotddrs will not be able to apply any
"passive losses" against such income. Dividends fitee Company (to the extent they do not constauteturn of capital) generally will be
treated as investment income for purposes of thesiment interest limitation. Net capital gain fréime disposition of Common Stock or
capital gain dividends generally will be excludeohfi investment income unless the U.S. Stockholdet®to have such gain taxed at
ordinary income rates.

CERTAIN DISPOSITIONS OF SHARES. In general, U.Sckholders will realize capital gain or loss on tligposition of Common Stock
equal to the difference between (i) the amountashcand the fair market value of any property rebbn such disposition, and (ii) such
stockholders' adjusted basis in such Common Stardses incurred on the sale or exchange of Comrtank 8eld for less than six months
(after applying certain holding period rules) vii# deemed long-term capital loss to the extenhgfcapital gain dividends received by the
selling U.S. Stockholder from those shares. Assalt®f the Taxpayer Relief Act, and the InternavBnue Service Restructuring and Reform
Act of 1998 ("IRS Restructuring Act"), the maximuate of tax on net capital gains on individualasts, and estates from the sale or
exchange of assets held for more than one yeardesreduced to 20%, and such maximum rate iseiuréduced to 18% for assets acquired
after December 31, 2000, and held for more thamyzars. For 15% percent bracket taxpayers, thénmuax rate on net capital gains is
reduced to 10%, and such maximum rate is furthdiraed to 8% for assets sold after December 31,,20@Dheld for more than five years.
The maximum rate for net capital gains attributdbléhe sale of depreciable real property heldrore than one year is 25% to the extent of
the deductions for depreciation with respect tdhquoperty. Long-term capital gain allocated to \S®ckholders by the Company will be
subject to the 25% rate to the extent that the daés not exceed depreciation on real propertylspltie Company. The taxation of capital
gains of corporations was not changed by the TaxpRelief Act or the IRS Restructuring Act.

TREATMENT OF TAX-EXEMPT STOCKHOLDERS. Distributiorfsom the Company to a tax-exempt employee pensimt or other
domestic tax-exempt stockholder generally will comstitute "unrelated business taxable income" TUBunless the stockholder has
borrowed to acquire or
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carry its Common Stock. Qualified trusts that holdre than 10% (by value) of the shares of pens@d-REITs may be required to treat a
certain percentage of such a REIT's distributicn®/BTI. This requirement will apply only if (i) thREIT would not qualify as such for
Federal income tax purposes but for the applicadfom"look-through" exception to the five or fewerquirement applicable to shares held by
qualified trusts and (ii) the REIT is "predominanitield" by qualified trusts. A REIT is predominankield if either

(i) at least one qualified trust holds more thabo®y value of the REIT interests or (ii) one or mgualified trusts, each owning more than
10% by value of the REIT interests, hold in theraggte more than 50% of the REIT interests. Thegmage of any REIT dividend treated
as UBTI is equal to the ratio of (a) the UBTI eatty the REIT (treating the REIT as if it were aafjied trust and therefore subject to tax
UBTI) to (b) the total gross income (less certadnaxiated expenses) of the REIT. In the eventhimratio is less than 5% for any year, then
the qualified trust will not be treated as haviegaived UBTI as a result of the REIT dividend. fhase purposes, a qualified trust is any trust
described in Section 401(a) of the Code and exémpt tax under Section 501(a) of the Code. Theirtgins on ownership of Common
Stock in the Articles of Incorporation generallyliprevent application of the provisions treatingation of REIT distributions as UBTI to
tax-exempt entities purchasing Common Stock, aleevdiver of the restrictions by the board of dioes.

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. This discussion is based on current lawckvig subject to change, and assumes that the Ggnopelifies for taxation as a REIT.
Prospective Non-U.S. Stockholders should consuh thieir own tax advisors to determine the impddtederal, state, local, and foreign
income tax laws on an investment in the Compargfuding any reporting requirements.

In general, Non-U.S. Stockholders will be subjecatdgular United States federal income tax witlpeesto their investment in the Company,
if the income from such investment is "effectivegnnected" with the Non-U.S. Stockholder's conadi@ trade or business in the United
States. A corporate Non-U.S. Stockholder that keseincome that is (or is treated as) effectivelgreected with a U.S. trade or business also
may be subject to the branch profits tax underi®e@&84 of the Code, which is imposed in additiomggular United States federal income
tax generally at the rate of 30%, subject to rednainder a tax treaty, if applicable. Certain ifiegtion requirements must be met in ordel
effectively connected income to be exempt from hatding. The following discussion will apply to N@hS. Stockholders whose income
from their investments in the Company is not seaffely connected (except to the extent that tiRPFA rules discussed below treat such
income as effectively connected income).
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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 earnimgbofits of the Company. Generally, any ordinagome dividend will be subject to a
Federal income tax equal to 30% of the gross amafuthie dividend, withheld by the Company, unldss tax is reduced by an applicable tax
treaty. Such a distribution in excess of the Comfsagarnings and profits will be treated first astairn of capital that will reduce a Non-U.S.
Stockholder's basis in its Common Stock (but ntdeero) and then as gain from the dispositiosuath shares, the tax treatment of which
is described under the rules discussed below wipect 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 distiing 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 nonresident alien individuals). Sdistributions also may be subject to a
30% branch profits tax when made to a foreign cafian that is not entitled to an exemption or i@hibranch profits tax rate under an
income tax treaty.

Although tax treaties may reduce the Company'shaittfing obligations, the Company generally willfeguired to withhold from
distributions to Non-U.S. Stockholders, and remitite IRS, (i) 35% of designated capital gain davids (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, unless
reduced by an applicable tax treaty. In additibthé Company designates prior distributions astabgain dividends, subsequent
distributions, up to the amount of such prior disttions that were designated as capital gaingldidls, will be treated as capital gain
dividends for purposes of withholding. In additidime Company may be required to withhold 10% dfritiistions in excess of the Company's
current and accumulated earnings and profits.efamount of tax withheld by the Company with respea distribution to a Non-U.S.
Stockholder exceeds the stockholder's United Stakeability 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 Stagtal property interest" within the meaning of PFIR\, a sale of Common Stock by a
Non-U.S. Stockholder generally will not be subjecEederal income taxation. The Common Stock will gmistitute a United States real
property interest if the Company is a "domesticatiptrolled REIT." A domestically-controlled REI$ & REIT in which at all times during a
specified testing period less than 50% in valuiso$hares is held directly or indirectly by NonSUStockholders. It currently is anticipated
that the Company will be a domestically-controlREIT and, therefore, that the sale of Common
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Stock will not be subject to taxation under FIRPHawever, because the Common Stock will be pubtidyged, no assurance can be given
that the Company will be a domestically-controlREIT. If the Company were not a domestically coltedREIT, a Non-U.S. Stockholder's
sale of Common Stock would be subject to tax uRdBRPTA as a sale of a United States real propetgrést unless the Common Stock were
"regularly traded" on an established securitiesketaisuch as the NYSE) on which the Common Stodkbailisted and the selling
stockholder owned no more than 5% of the CommonkStaroughout the applicable testing period. If ¢faén on the sale of Common Stock
were subject to taxation under FIRPTA, the Ndi$. Stockholder would be subject to the samertreat as a U.S. Stockholder with respe:
the gain (subject to applicable alternative minimtamand a special alternative minimum tax in tagecof nonresident alien individuals).
Notwithstanding the foregoing, capital gains ndijeat to FIRPTA will be taxable to a N-U.S. Stockholder if the Non-U.S. Stockholder is a
nonresident alien individual who is present in lthéted States for 183 days or more during the teexgbar and certain other conditions ap

in which case the nonresident alien individual Ww#l subject to a 30% tax on his or her U.S. socapéial gains.

A purchaser of Common Stock from a Non-U.S. Sto@dérowill not be required to withhold under FIRPDBA the purchase price if the
purchased Common Stock is "regularly traded" orsiablished securities market or if the Comparaydemestically-controlled REIT.
Otherwise, the purchaser of Common Stock from a-Nd® Stockholder may be required to withhold 10Rhe purchase price and remit
this amount to the IRS. The Company's Common Staciently is a regularly traded security on the NEY$he Company believes that it
qualifies under both the regularly traded and thmestically-controlled REIT exceptions to withhalgibut cannot provide any assurance to
that effect.

Upon the death of a nonresident alien individuathsindividual's Common Stock will be treated ag pasuch individual's U.S. estate for
purposes of the U.S. estate tax, except as mayhleewise provided in an applicable estate tax yreat

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, Commolk.Backup withholding will apply only if

(i) the payee fails to furnish his or her taxpaigentification number ("TIN") (which, for an indigual, would be his or her Social Security
Number) to the payor as required, (ii) the IRSfiegtithe payor that the taxpayer identification t@mfurnished by the payee is incorrect,

the IRS has notified the payee that such payeéalilad to properly include reportable interest a@iddends in the payee's return or has failed
to file the appropriate return and the IRS hassseska deficiency with respect to such underremprtr (iv) the payee has failed to certify to
the payor, under penalties of perjury, that thespag not subject to withholding. In addition, bagkvithholding will not apply with respect
payments made to certain exempt recipients, sucbraerations and tax-exempt organizations.

35



U.S. Stockholders should consult their own tax soid regarding their qualifications for exemptioonfi 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 withllved as a credit against the U.S. Stockholdémised 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 inforratreporting and backup withholding for Non-U.Soc&holders. For example, on October
7, 1997, the Treasury Department issued new régofafthe "New Regulations") that make certain rficdiions to the withholding, backup
withholding, and information reporting rules. Ontdla 27, 1998, the Treasury Department and the &R&sed Notice 98-16, which
announced that the effective date of the New Réiguisiwill be extended to apply generally to paytsenade to foreign persons after
December 31, 1999. Non-U.S. Stockholders shouldwbtheir tax advisors with regard to U.S. infotioa reporting and backup
withholding.

TAX ASPECTS OF 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 thepgutionate shares of the items of income,
gain, loss, deduction, and credit of a partnersdnil, are potentially subject to tax thereon, withregard to whether the partners receive a
distribution from the partnership. The Company s in its income its proportionate share of tregoing 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.

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 contributedgartnership in exchange for an interest in the
partnership, must be allocated in a manner sudtthbacontributing partner is charged with, or déadrom the unrealized gain or unrealized
loss, respectively, associated with the properthatime of the contribution. The amount of suanealized gain or unrealized loss is
generally equal to the difference between therfairket 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 @pgiRartnership was formed by way of
contributions of appreciated property (including #roperties). Consequently, the Operating Patiipesggreement requires such allocations
to be made in a manner consistent with Sectioncj@f(the Code.
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In general, the partners who have contributed paship interests in the Properties to the Opera&iagnership (the "Contributing Partners™)
will be allocated lower amounts of depreciation ulgibns for tax purposes than such deductions whelfl determined on a pro rata basis
addition, in the event of the disposition of anythed contributed assets (including the Propertiee) have a Book-Tax Difference, all taxable
income attributable to such Book-Tax Differencegyatly will be allocated to the Contributing Parsieand the Company generally will be
allocated only its share of capital gains attribléao appreciation, if any, occurring after thesthg of the acquisition of such properties. This
will tend to eliminate the Book-Tax Difference ouhe life of the Operating Partnership. Howevee, special allocation rules of Section 704
(c) of the Code do not always entirely eliminate Book-Tax Difference on an annual basis or widpeet to a specific taxable transaction
such as a sale. Thus, the carryover basis of thieilsoted assets in the hands of the Operatingh®stiip will cause the Company to be
allocated lower depreciation and other deductiospossibly amounts of taxable income in the ewéatsale of such contributed assets in
excess of the economic or book income allocatéda® a result of such sale. This may cause thepaagto recognize taxable income in
excess of cash proceeds, which might adverselgtafie Company's ability to comply with the REIBfibution requirements. See " --
Annual Distribution Requirements."

Treasury Regulations under Section 704(c) of theéeQarovide partnerships with a choice of severahous of accounting for Book-Tax
Differences, including the "traditional method" timaay leave some of the Book-Tax Differences unanted for, or the election of certain
methods which would permit any distortions causgd Book-Tax Difference at this time to be entirgdgtified on an annual basis or with
respect to a specific taxable transaction suchsadea The Operating Partnership and the Compavyy thetermined to use the "traditional
method" for accounting for Book-Tax Differenceshwiespect to the Properties contributed to then@eship. As a result of such
determination, distributions to stockholders wi#l tomprised of a greater portion of taxable incoatleer than a return of capital. The
Operating Partnership and the Company have notrdeted which of the alternative methods of accaumnfor Book-Tax Differences will be
elected with respect to Properties contributedhéoRartnership in the future.

With respect to any property purchased by the Qipgr&@artnership, such property initially will hasgax 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 OjregePartnership generally
() will be equal to the amount of cash and thasabany other property contributed to the OpagfPartnership 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, (c) constructive distributions resulting fromeduction in the Company's share of
indebtedness of the Operating Partnership.

37



If the allocation of the Company's distributive shaf the Operating Partnership's loss exceedadfusted tax basis of the Company's
partnership interest in the Operating Partnerghigprecognition of such excess loss will be detenetil such time and to the extent that the
Company has an adjusted tax basis in its partneistarest. To the extent that the Operating Peshig's distributions, or any decrease in the
Company's share of the indebtedness of the Opgratrntnership (such decreases being considereshalstribution to the partners) exceed
the Company's adjusted tax basis, such excesdisins (including such constructive distributipeenstitute taxable income to the
Company. Such taxable income normally will be chmazed as a capital gain if the Company's intarethe Operating Partnership has been
held for longer than one year, subject to reduagddtes described above (See " -- Taxation of Bt&ckholders -- CAPITAL GAIN
DISTRIBUTIONS"). Under current law, capital gainsdaordinary income of corporations generally arethat the same marginal rates.

SALE OF THE PROPERTIES. The Company's share of gaihized 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 frquro&ibited transaction that is subject to a 100%aftg tax. See " -- Requirements for
Qualification -- INCOME TESTS." Such prohibited isaction income also may have an adverse effect tippCompany's ability to satisfy
the income tests for qualification as a REIT. Unebesting law, whether property is held as inventar primarily for sale to customers in the
ordinary course of the Operating Partnership'st@dousiness is a question of fact that dependsl dine facts and circumstances with res

to the particular transaction. The Operating Pastnip intends to hold the Properties for investnveith a view to long-term appreciation, to
engage in the business of acquiring, developingningy and operating the Properties (and other pti@s¢ and to make such occasional sales
of the Properties, including peripheral land, as@msistent with the Operating Partnership's itnvest objectives.

OTHER TAX CONSIDERATIONS

A portion of the amounts to be used to fund distidns to stockholders is expected to come fronQperating Partnership through
distributions on stock of Highwoods Services heldle Operating Partnership. Highwoods Servicebneil qualify as a REIT and will pay
Federal, state, and local income taxes on its texabome at normal corporate rates. Any Fedetale sor local income taxes that Highwo
Services is required to pay will reduce the casdilable for distribution by the Company to its $tbolders.

As described above, the value of the securitidsigfiwoods Services held by the Company cannot ekbée of the value of the Company's
assets at a time when a Common Unit holder in ther&@ing Partnership exercises his or her redempigit (or the Company otherwise is
considered to acquire additional securities of Mighds Services). See " -- Federal Income TaxatidheoCompany." This limitation may
restrict the ability of Highwoods
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Services to increase the size of its business sitiiesvalue of the assets of the Company is intrgat a commensurate rate.
STATE AND LOCAL TAX

The Company and its stockholders may be subjestbte and local tax in various states localitiesluding those in which it or they transact
business, own property, or reside. The tax treatmithe Company and the stockholders in suchdieimns may differ from the Federal
income tax treatment described above. Consequgmtigpective stockholders should consult their taxmadvisors regarding the effect of
state and local tax laws on an investment in the@on Stock of the Company.

PROPOSED LEGISLATION

Under current law, the Company cannot own more fl@#6 of the outstanding voting securities (othantthose securities includible in the
75% asset test) of any one issuer and qualifyafcation as a REIT. See " -- Requirements for Qigaliibn -- ASSET TESTS". For example,
the Operating Partnership owns 100% of the nongattock and 1% of the voting stock of Highwoodsvi®ess, and by virtue of its ownersl
of Common Units, the Company is considered to da/piio rata share of such stock. Neither the Companthe Operating Partnership,
however, own more than 1% of the voting securibieldighwoods Services and the 10% test is satisfied

The Company conducts its third-party fee-basedices\(i.e., leasing, property management, reatedgvelopment, construction and other
miscellaneous services) through Highwoods Servitles.President's Budget Proposal for Fiscal Ye80X%Budget Proposal”) includes a
provision to restrict these types of activities docted by REITs under current law by expandingotivaership limitation from no more than
10% of the voting securities of an issuer to noertben 10% of the vote or value of all classe$efissuer's stock. The Company, therefore,
could not own stock (either directly or indirecthrough the Operating Partnership) possessing thare10% of the vote or value of all
classes of any issuer's stock.

The Budget Proposal would be effective only witbpect to stock directly or indirectly acquired bg iCompany on or after the date of first
committee action. To the extent that the Compastgsk ownership in Highwoods Services is grandiaithéy virtue of this effective date,
that grandfathered status will terminate if Highwie®ervices engages in a trade or business ikatat engaged in on the date of first
committee action or acquires substantial new assets after that date. Such restriction, if endcteould adversely affect the ability to
expand the business of Highwoods Services. The &Rigpposal, however, will not become effectivaluagislation is duly passed by
Congress and signed by the President. Consequinglyiot possible to determine at this time laél tamifications that would result from
legislation based on the Budget Proposal.
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PLAN OF DISTRIBUTION

This Prospectus relates to the offer and sale fnova to time of up to an aggregate of 2,340,000eshaf Common Stock by the Company.
Such shares include the 1,800,000 Initial Shareshaised by UB-B, as successor to UBS, pursuant to the Purchgseefnent by and amo
the Company, UBS Limited and UBS dated August 2871(the "Purchase Agreement"). The remaining 3®fobrward Shares may be
issued pursuant to a letter agreement betweendhg@ny and UBS dated August 25, 1997, as amendaddiier agreement between the
Company and UB-LB dated August 28, 1998 (the "Fodwzontract").

Under the Purchase Agreement, the Initial Shares s@d to UB-LB at $32.125 per share. A placenfieatof 2.5% of the gross proceeds or
$1,445,625 has been paid to UB-LB or its affiligiessuant to the Forward Contract. A descriptiothefterms of the Forward Contract is set
forth above at "Risk Factors -- Potential DilutioihnCapital Stock or Decrease of Liquidity in Contiee with Settlement of the Forward
Contract." The Forward Contract provides for cergairchase price adjustments that essentially gtegaa return to UB-LB equal to LIBOR
plus 75 basis points. To the extent the Forwardti@onhis settled in shares of Common Stock, UB-LiB also be entitled to receive an
additional placement fee equal to approximately0$290.

The sale or distribution of all or any portion bétShares may be effected from time to time by UBek any of its broker-dealer affiliates,
who may sell Shares through brokers or dealems ardistribution by one or more additional undeters on a firm commitment or best
efforts basis, on the NYSE, in the over-the-countarket, on any other national securities exchamyehich shares of the Common Stock
are listed or traded, in privately negotiated teantions or otherwise, at market prices prevailinthea time of sale, at prices related to such
prevailing market prices or at negotiated pricdse Thares are currently traded on the followindharges: the NYSE, the Boston Stock
Exchange, the Chicago Stock Exchange, the PadifickEExchange and the Philadelphia Stock ExchaBgeept as described above, the
Company will not receive any proceeds from salehefShares.

In effecting sales, brokers or dealers engaged®y B may arrange for other brokers or dealers tdigipate. Any public offering price and
any discount or concessions allowed or realloweplaid to dealers may be changed from time to tldiLB may from time to time deliver
all or a portion of the Shares to cover a shoe salsales or upon the exercise, settlement oingax a call equivalent position or a put
equivalent position.

In connection with a sale of any Shares, the falhgwnformation will, to the extent then requirdsk provided in the Prospectus Supplement
relating to such sale or in a post-effective amesninto the Registration Statement of which thissPeztus is a part: the number of shares of
Common Stock to be sold; the purchase price; thdigaffering price; the method of distribution;gtmame of any underwriter, agent or
broker-dealer; and any applicable

40



commissions, discounts or other items constitutiompensation to such underwriters, agents or brd&alers with respect to the particular
sale.

UB-LB and any broker-dealers participating in th&tribution of the Shares are "underwriters" witttie meaning of the Securities Act and
any profit on the sale of the Shares by any of thegether with the return to UBB and the placement fees described above, witegarde:
as underwriting commissions under the Securitiets BB-LB is entitled, under agreements with the @amy, to indemnification against and
contribution toward certain civil liabilities, inaetling liabilities under the Securities Act.

The Company will pay all reasonable expenses imection with the registration of the Shares. Thaliapble underwriter will be responsit
for any brokerage or underwriting commissions anes$ of any kind (including, without limitationatrsfer taxes) due to a third party with
respect to any disposition, sale or transfer ofShares, and legal, accounting and other expensesed by it.

In connection with the sale or distribution of Bleares, the rules of the Commission permit any wwriter to engage in certain transactions
that stabilize the price of the Common Stock. Swahsactions may consist of bids or purchaseshfoptrpose of pegging, fixing or
maintaining the price of the Common Stock.

If any underwriter creates a short position in@mmmon Stock in connection with the sale or distitn of the Shares -- i.e., if the
underwriter sells more shares of Common Stock #rarset forth on the cover page hereof, such unidervnay reduce that short position by
purchasing shares of Common Stock in the open rharke

Any managing underwriter(s) may also impose a gitdl on certain underwriters and selling groupmwbers. This means that, if any
managing underwriter purchases shares of Commark 8tadhe open market to reduce any underwritérstgosition, or to stabilize the
price of the Common Stock, such managing underwmitgy reclaim the amount of the selling concesfiom any such underwriters and
selling group members who sold those Shares.

In general, purchases of a security for the purpds¢abilization or to reduce a short positionldatause the price of the security to be higher
than it might be in the absence of such purchd3desimposition of a penalty bid might also haveeffect on the price of a security to the
extent that it were to discourage resales of tharitg.

Neither the Company nor any underwriter makes apyasentation or prediction as to the directiomagnitude of any effect that any of i
transactions described above may have on the gfittee Common Stock. In addition, neither the Conypaor any underwriter makes any
representation that any underwriter will engagarig such transaction or that any such transaatioce commenced, will not be discontinued
without notice.

41



In order to comply with the securities laws of eértstates, if applicable, the Shares offered hewdlb be sold in such jurisdictions only
through registered or licensed brokers or dealers.

EXPERTS

The consolidated financial statements and schexfiigghwoods Properties, Inc., incorporated hetsimeference from the Company's
annual report (Form 10-K) for the year ended Deaam3i, 1997 (as amended on FormKl®-filed on April 29, 1998 and May 19, 1998),
statement of revenues and certain expenses ofd3araperties for the year ended December 31, T8®7porated herein by reference from
the Company's current report on Form 8-K dated lralyr4, 1998, the statements of revenues and cexxpienses of Shelton Properties,
Riparius Properties and Winners Circle for the ysraded December 31, 1996 incorporated herein leyaete from the Company's current
report on Form 8-K dated November 17, 1997, andittamcial statements with respect to Anderson Extigs, Inc. and the financial
statements with respect to Century Center Grouprpurated herein by reference from the Companyientreport on Form 8-K dated
January 9, 1997 (as amended on Forms 8- K/A fiteBebruary 7, 1997, March 10, 1997 and April 288)9have been audited by Ernst &
Young LLP, independent auditors, as set forth @irtheports thereon included therein and incorpatdterein by reference. Such financial
statements are incorporated herein by referenogiance upon such reports given upon the authofiguch firm as experts in accounting
auditing.

The combined statement of revenue and certain tipgraxpenses of the Associated Capital Propeiietolio for the year ended December
31, 1996, and the combined statement of revenueentain operating expenses of the 1997 Pendingiditpns for the year ended
December 31, 1996, incorporated by reference hé&mimthe Company's current reports on Form 8-kedaugust 27, 1997 (as amended on
Form 8-K/A filed September 23, 1997) and dated ©etd, 1997, have been so incorporated in reliapoa the reports of
PricewaterhouseCoopers LLP, independent accoun@inées on the authority of said firm as expertad@eounting and auditing.

The consolidated financial statements of J.C. NE@@mpany and subsidiaries as of December 31, 488#&ach of the years in the three-
year period then ended, incorporated by refererceim from the Company's current report on Fo-K dated July 3, 1998 (as amended on
Form 8-K/A filed September 28, 1998 and Form 8-Kiléd September 30, 1998) have been so incorpoiategliance upon the report of
KPMG Peat Marwick LLP, independent accountantsegion the authority of such firm as experts in aoting and auditing.
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LEGAL MATTERS

Certain legal matters have been passed upon f&dhgany by Alston & Bird LLP, Raleigh, North Cara. In addition, Alston & Bird LLP
has rendered its opinion with respect to certanteFa income tax matters 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 theiuas expenses to be paid by Highwoods Properties(the "Company") in connection with
the registration of the Registerable Securities.

Securities and Exchange Conm ssion Registration Fee...................... $23, 314
Fees and Expenses of Counsel ... ..... .. ... . 50, 000
M scel L aneous ... ... .. 1, 686

TOTAL. o ettt $75, 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
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such indemnification is against public policy apeessed in the Securities Act and is therefore famegable.

ITEM 16. EXHIBITS

Exhi bi t

(2)

(3)

(3)

(4
(4

(5)

(6)

(1)
(7
(8)

Descri ption

Pur chase Agreenment between the Conpany, UBS Limted and Union Bank of

Swi tzerl and, London Branch, dated as of August 28, 1997

Forward Stock Purchase Agreenent between the Conpany and Union Bank of

Swi tzerl and, London Branch, dated as of August 28, 1997

Form of Letter Agreenment between the Conpany and UBS AG London Branch,
dated as of August 28, 1998

Wai ver in respect of August 28, 1998 Letter Agreenent between the Conpany
and UBS AG, London Branch

Mast er Agreenent of Merger and Acquisition by and anong the Company, the
Operating Partnership, Eakin & Smith, Inc. and the partnerships and linmted
liability conpanies listed therein dated April 1, 1996

St ock Purchase Agreenent anmong AP CRTI Hol dings, L.P., AEWPartners, L.P.,
Thomas J. Crocker, Barbara F. Crocker, Richard S. Ackerman and Robert E.

Oni sko and the Conpany and Cedar Acquisition Corporation, dated April 29,
1996

Agreenment and Pl an of Merger by and anong t he Conpany, Crocker Realty
Trust, Inc. and Cedar Acquisition Corporation, dated as of April 29, 1996
Contri bution and Exchange Agreenment by and anobng Century Center group, the
Operating Partnership and the Conpany, dated Decenber 31, 1996

Mast er Agreenent of Merger and Acquisition by and anong the Conpany, the
Operating Partnership, Anderson Properties, Inc., Gene Anderson, and the
partnerships and limted liability conpanies listed therein, dated January 31, 1997
Anended and Master Agreenment of Merger and Acquisition dated January 9,

1995 by and anong Hi ghwoods Realty Limted Partnership, Forsyth Partners

Hol di ngs, Inc., Forsyth Partners Brokerage, Inc., John L. Turner, WIlliamT.
Wlson Ill, John E. Reece Il, H Jack Leister and the partnerships and corporations
listed therein

Mast er Agreenent of Merger and Acquisition by and anong the Conpany, the
Operating Partnership, Associated Capital Properties, Inc. and its sharehol ders
dat ed August 27, 1997

Agreenment and Pl an of Merger by and anpbng the Conpany, Jackson Acquisition
Corp. and J.C. N chols Conpany dated Decenber 22, 1997

Amendrment No. 1 to Agreenment and Plan of Merger by and anong the Conpany,
Jackson Acquisition Corp. and J.C. Nichols Conpany dated April 23, 1998
Anended and Restated Articles of Incorporation of the Conpany
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4.2 (9) Ri ghts Agreenent, dated as of Cctober 6, 1997, between the Conmpany and First
Uni on National Bank

4.3 (10) Form of certificate representing shares of Common Stock

5* Opinion of Alston & Bird LLP re legality

8 Opinion of Alston & Bird LLP re tax matters

23.1 Consent of Alston & Bird LLP (included as part of Exhibits 5 and 8)
23.2 Consent of Ernst & Young LLP

23.3 Consent of PricewaterhouseCoopers LLP

23.4 Consent of KPMG Peat Marwi ck LLP

24* Power of Attorney (included on the signature page hereof)

*Previously filed.

(1) Filed as part of the Company's Annual ReporForm 10-K for the year ended December 31, 1997mecatporated herein by reference.
(2) Filed as part of the Company's Current Repoifform 8-K dated April 1, 1996 and incorporateceheby reference.

(3) Filed as part of the Company's Current Repoifform 8-K dated April 29, 1996 and incorporateceireby reference.

(4) Filed as part of the Company's Current Reporftorm 8-K dated January 9, 1997 and incorporagedim by reference.

(5) Filed as part of Registration Statement No88364 with the Securities and Exchange Commissiaiirzcorporated herein by reference.
(6) Filed as part of the Company's Current Repoifform 8-K dated August 27, 1997 and incorporatein by reference.

(7) Filed as part of Registration Statement No.-833871 with the Securities and Exchange Commisai@hincorporated herein by reference.
(8) Filed as part of the Company's Current Repoifform 8K dated September 25, 1997 and amended by ArBilgplementary filed as p.

of the Company's Current Report on Form 8-K datetbker 4, 1997 and Articles Supplementary filegpas of the Company's Current
Report on Form 8-K dated April 20, 1998, each ofchtis incorporated herein by reference.

(9) Filed as part of the Company's Current Reporfform 8-K dated October 4, 1997 and incorporatzdih by reference.

(10) Filed as part of Registration Statement Ne78852 with the Securities and Exchange Commisai@hincorporated herein by reference.

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 amendmehetRegistration Statement:
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(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 chanipe iinformation set forth in the
Registration Statement; provided, however, thatinosease 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 #séimated maximum offering range rr
be reflected in the form of prospectus filed witle Commission pursuant to Rule 424(b) 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 "Caldolatbf 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@ertgs set forth in paragraphs (i) and (ii)
shall not apply if the information required to Imeluded in a post-effective amendment by thosegpapds is contained in periodic reports
filed by the registrant pursuant to Section 13 ecti®n 15(d) of the Securities Exchange Act of 188 are incorporated by reference in the
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 reontsuant to Section 15(d) of the Securities Exchahet of 1934) that is incorporated by
reference in the Registration Statement shall leengel to be a new registration statement relatinlgegsecurities offered therein, and the
offering of such securities at that time shall kemed 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 provisioncdbsd under Item 15 of the Registration Statemanttherwise, the registrant has been
advised that in the opinion of the Commission sademnification is against public policy as
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expressed in the Securities Act and is, therefarenforceable. In the event that a claim for indiéication against such liabilities (other than
the payment by the registrant of expenses incuwrguhid by a director, officer or controlling pensof the registrant in the successful defense
of any action, suit or proceeding) is assertedumhslirector, officer or controlling person in ca&ation with the securities being registered,
the registrant will, unless in the opinion of itsunsel the matter has been settled by controllieggalent, submit to a court of appropriate
jurisdiction the question whether such indemnifmatoy it is against public policy as expressethim Securities Act and will be governed

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 Post-Effective Amendment No. 2 toiRegfion Statement 333-39247 to be
signed on its behalf by the undersigned, thereduatyp authorized, in the City of Raleigh, State afrth Carolina, on October 9, 1998.

HIGHWOODS PROPERTIES, INC.

By: [/s/ Carman J. Liuzzo

Carman J. Liuzzo
Vi ce President and Chief Financial Oficer

Pursuant to the requirements of the SecuritiesoA&B33, this Post-Effective Amendment No. 2 to Regtion Statement 3339247 has be¢
signed by the following persons in the capacitied an the dates indicated:

Nanme Title Dat e

* Chai rman of the Board of Directors Cct ober 9, 1998

O Tenple Sloan, Jr.

* Presi dent, Chief Executive Oficer and Director Cct ober 9, 1998

Chi ef Investnent Oficer and Vice Chairman of the Cct ober 9, 1998
* Board of Directors

* Seni or Vice President and Director Cct ober 9, 1998

* Seni or Vice President and Director Cct ober 9, 1998
John W Eakin
* Di rector Cct ober 9, 1998
WlliamT. Wlson, 111
* Director Cct ober 9, 1998

* Di rector Cct ober 9, 1998

WIlliamE. G aham Jr.
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Wllard H Smith, Jr.

St ephen Ti nko

/ s/ James R. Hei stand

James R Hei stand

/sl Kay Nichols Callison

Kay N chols Callison

/'s/ Carman J. Liuzzo

Carman J. Liuzzo

/s/ Carman J. Liuzzo

Carman J. Liuzzo (Attorney-

Di rector

Director

Director

Seni or Vice President and Director

Di rector

Oficer and
O ficer and

Vice President, Chief Financial
Treasurer (Principal Financial
Princi pal Accounting Oficer)

in-Fact)

-7

Cct ober

Cct ober

Cct ober

Cct ober

Cct ober

Cct ober

1998

1998

1998

1998

1998

1998



Exhi bi t

5*

23.1
23.2

No.

(2)

(3)

(3)
(4
(4

(5)

(6)

EXHIBIT INDEX

Descri ption

Purchase Agreenent between the Conpany, UBS Limted and Uni on Bank of

Swi tzerl and, London Branch, dated as of August 28, 1997

Forward Stock Purchase Agreenent between the Conpany and Uni on Bank of

Swi tzerl and, London Branch, dated as of August 28, 1997

Form of Letter Agreenent between the Conpany and UBS AG London Branch,

dated as of August 28, 1998

Wai ver in respect of August 28, 1998 Letter Agreenent between the Conpany and
UBS AG, London Branch

Mast er Agreenent of Merger and Acquisition by and anong the Conpany, the
Operating Partnership, Eakin & Smith, Inc. and the partnerships and limted
liability conpanies listed therein dated April 1, 1996

St ock Purchase Agreenment anong AP CRTI Holdings, L.P., AEWPartners, L.P.,
Thomas J. Crocker, Barbara F. Crocker, Richard S. Ackerman and Robert E.

Oni sko and t he Conpany and Cedar Acqui sition Corporation, dated April 29, 1996
Agreenment and Pl an of Merger by and anong t he Conpany, Crocker Realty Trust,
Inc. and Cedar Acquisition Corporation, dated as of April 29, 1996

Contri bution and Exchange Agreenment by and anobng Century Center group, the
Operating Partnership and the Conpany, dated Decenber 31, 1996

Mast er Agreenent of Merger and Acquisition by and anong the Conpany, the
Operating Partnership, Anderson Properties, Inc., Gene Anderson, and the
partnerships and limted liability conpanies listed therein, dated January 31, 1997
Amended and Master Agreenment of Merger and Acquisition dated January 9, 1995
by and anong H ghwoods Realty Limted Partnership, Forsyth Partners Hol dings,
Inc., Forsyth Partners Brokerage, Inc., John L. Turner, WIlliamT. Wlson IIl, John
E. Reece Il, H Jack Leister and the partnerships and corporations listed therein
Mast er Agreenent of Merger and Acquisition by and anong the Conpany, the
Operating Partnership, Associated Capital Properties, Inc. and its sharehol ders
dat ed August 27, 1997

Agreenment and Pl an of Merger by and anpbng the Conpany, Jackson Acquisition
Corp. and J.C. N chols Conpany dated Decenber 22, 1997

Amendrment No. 1 to Agreenment and Plan of Merger by and anong the Conpany,
Jackson Acquisition Corp. and J.C. Nichols Conpany dated April 23, 1998
Anended and Restated Articles of Incorporation of the Conpany

Ri ghts Agreenent, dated as of Cctober 6, 1997, between the Conpany and First
Uni on National Bank

Form of certificate representing shares of Commobn Stock

Opinion of Alston & Bird LLP re legality

Opinion of Alston & Bird LLP re tax matters

Consent of Alston & Bird LLP (included as part of Exhibits 5 and 8)

Consent of Ernst & Young LLP

11-8



23.3 Consent of PricewaterhouseCoopers LLP
23. 4 Consent of KPMG Peat Marwi ck LLP
24* Power of Attorney (included on the signature page hereof)

*Previously filed.

(1) Filed as part of the Company's Annual ReporForm 10-K for the year ended December 31, 1997mecatporated herein by reference.
(2) Filed as part of the Company's Current Repoifform 8-K dated April 1, 1996 and incorporateceheby reference.

(3) Filed as part of the Company's Current Repoifform 8-K dated April 29, 1996 and incorporatecehreby reference.

(4) Filed as part of the Company's Current Repoifform 8-K dated January 9, 1997 and incorporadeeii by reference.

(5) Filed as part of Registration Statement No88364 with the Securities and Exchange Commissiaiirzcorporated herein by reference.
(6) Filed as part of the Company's Current Repoifform 8-K dated August 27, 1997 and incorporatzein by reference.

(7) Filed as part of Registration Statement No.-33871 with the Securities and Exchange Commisai@hincorporated herein by reference.
(8) Filed as part of the Company's Current Repoifform 8K dated September 25, 1997 and amended by ArBigplementary filed as p.

of the Company's Current Report on Form 8-K datetbker 4, 1997 and Articles Supplementary filegpas of the Company's Current
Report on Form 8-K dated April 20, 1998, each ofahhs incorporated herein by reference.

(9) Filed as part of the Company's Current Repoifform 8-K dated October 4, 1997 and incorporatadih by reference.

(10) Filed as part of Registration Statement Ne78852 with the Securities and Exchange Commisai@hincorporated herein by reference.
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UBS AG, London Branch has verbally agreed to exteeddeadline for an effective registration statetmelating to the sale of the Shares
from October 12, 1998 to October 26, 1998. Suchliid®ais set forth in Paragraph 4 of the August398 Letter Agreement between the
Company and UBS, AG London Brant



ALSTON&BIRD LLP

One Atlantic Center
1201 West Peachtree Street
Atlanta, Georgia 30309-3424

404-881-7000
Fax: 404-881-7777
www.alston.com

PINNEY L. ALLEN DI RECT DI AL: 404-881- 7485

Cct ober 9, 1998

H ghwoods Properties, Inc.
3100 Snoketree Court, Suite 600
Ral ei gh, North Carolina 27604

Re: Registration Statement on Form S-3 Relatirgy3d0,000 Shares of Common Stock of Highwoods RtigseInc.
Ladies and Gentlemen:

In connection with the registration statement om#8-3, File No. 333-39247, as in the form filed@ctober 9, 1998, relating to the
registration of 2,340,000 shares of common stocKigyhwoods Properties, Inc. (the "Company"), youéheequested our opinion concerning
certain of the federal income tax consequencdsg@bmpany of its election to be taxed as a r¢atesvestment trust ("REIT") under
Sections 856 through 860 of the Internal Revenude@d 1986, as amended (the "Code").

This opinion is based solely on various facts auiual assumptions as set forth in the Registr@tatement and is conditioned upon certain
representations made by the Company as to factatdém through certificates of officers of the Camy (the "Officers' Certificates")
attached hereto and made a part hereof. We have nwathdependent inquiry as to the factual magetdorth herein. In addition, we have
examined no documents other than the Registratatei@ent for purposes of this opinion and, themsfour opinion is limited to matters
determined through an examination of such documedtthe factual matters set forth in the Offic@esttificates.

In rendering the opinions set forth herein, we hassumed the authenticity of all documents subchitiaus as originals, the genuineness of
all signatures thereon, the legal capacity of rtoersons executing such documents and the coitjoiorauthentic original documents of all
documents submitted to us as copies.

We are opining herein as to the effect on the sultjansaction only of the federal income tax lafthe United States and we express no
opinion with respect to the applicability thereto the effect thereon, of other federal laws, #wed of any other

1211 East Morehead Street 3605 d enwood Avenue, Suite 310 601 Pennsyl vani a Avenue, N. W
P. O Drawer 34009 P. O Drawer 31107 North Buil ding, 11th Fl oor
Charlotte, NC 28234-4009 Ral ei gh, NC 27622-1107 Washi ngt on, DC 20004- 2601
704- 331- 6000 919- 420- 2200 202- 756- 3300

Fax: 704-334-2014 Fax: 919-881-3175 Fax: 202-756-3333



Highwoods Properties, Inc.
October 9, 1998

Page 2
jurisdiction, the laws of any state or as to anytaera of municipal law or the laws of any otherdbagencies within any stai

Based solely on the facts in the Registration 8tate and the facts in the Officers' Certificates,awe of the opinion that the Company has
been organized and has operated in conformity thighrequirements for qualification and taxatiora@®EIT under the Code for its taxable
years ended December 31, 1994 through 1997, ahthen&€ompany is in a position to continue its dication and taxation as a REIT with
the definition of Section 856(a) of the Code far thxable year that will end December 31, 1998hWéspect to 1998, we note that the
Company's status as a REIT at any time during gaahis dependent, among other things, upon thep@oynmeeting the requirements of
Sections 856 through 860 of the Code throughouydlae and for the year as a whole. Accordingly alise the Company's satisfaction of ¢
requirements will depend upon future events, incdlgdhe precise terms and conditions of proposausactions, the final determination of
operational results, and the effect of certain fgions contained in the President's Budget Profosahe Fiscal Year 1999 on the Company's
REIT status, it is not possible to assure thatbmpany will satisfy the requirements to be a R#&ilifing the taxable year that will end
December 31, 1998.

In addition, we have participated in the preparatibthe material under the heading "Federal Inc@iane Considerations” of the Registration
Statement and we are of the opinion that the féd®rame tax treatment described therein is aceuragll material respects.

This opinion is based on various statutory provisiaegulations promulgated thereunder and inteafio@s thereof by the Internal Revenue
Service and the courts having jurisdiction overhsmmatters, all of which are subject to change eitinespectively or retroactively. Also, any
variation or difference in the facts from thosefseth in the Registration Statement or the Offic&ertificates may affect the opinions stated
herein.

This opinion is limited to the specific matters eoed hereby and should not be interpreted to irtifgly the undersigned has offered its
opinion on any other matter. We hereby consertigditing of this opinion as an exhibit to the Regation Statement and to the use of our
name under the caption "Legal Matters" in the Regfion Statement.

Very truly yours,

ALSTON&BIRD LLP

By: /s/ Pinney L. Allen

Pinney L. Allen



CERTIFICATE

I, MACK D. PRIDGEN, lll, in my capacity as Vice-Psiglent and General Counsel of Highwoods Propetiies(the "Company"), do hereby
certify, to the best of my knowledge and beliekafhaking appropriate inquiries with respect taadltters set forth below, as follows:

1. That | am a Vice-President and the General Gewifghe Company and | am licensed to practiceitathe state of North Carolina;
2. That in such capacity, | have access to relewdmtmation regarding each of the factual matsaftsforth below;

3. That for purposes of this Certificate,

(a) "AFFILIATED LIMITED LIABILITY COMPANIES" means, collectively:

(i) Shockoe Plaza Investors LLC, a Virginia limitiéability company that is owned 99% by HighwoodsaRy Limited Partnership and 1%
Highwoods Services;

(i) HPI Title Agency LLC, a North Carolina limitelébility company that is owned 100% by Highwodrisalty Limited Partnership;

(iii) Nine Crondall Associates, LLC, a Maryland lted liability company that is owned 100% by Highwas Realty Limited Partnership;
(iv) Eight Crondall Associates LLC, a Maryland lied liability company that is owned 100% by HighwledRealty Limited Partnership;
(v) Seven Crondall Associates LLC, a Maryland leditiability company that is owned 100% by HighwedRkalty Limited Partnership;
(vi) 9690 Derecho Rd. LLC, a Maryland limited lility company that is owned 100% by Highwoods Rehltyited Partnership;

(vii) Highwoods/Florida GP, LLC, a Florida limitd@bility company that is owned 100% by HighwoodsaRy Limited Partnership;
(viii) Kessinger/Hunter LLC, a Missouri limited lility company that is owned 30% by the Company an

(ix) Dallas County Partners lll, LC, an lowa lindtéability company that is owned 50% by Highwodrisalty Limited Partnership;
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(b) "AFFILIATED PARTNERSHIPS" means, collectively:

(i) AP-GP Southeast Portfolio Partners, L.P., aaldglre limited partnership that is owned 1% by Higbds Realty GP Corp. and 99% by
Highwoods Realty Limited Partnership;

(i) Highwoods/Tennessee Holdings, L.P., a Tenretisgted partnership that is owned .01% by Highd®dennessee Properties, Inc. and
99.99% by Highwoods Realty Limited Partnership;

(iii) AP Southeast Portfolio Partners, L.P., a Dedae limited partnership that is owned 1% by AP-&Ritheast Portfolio Partners, L.P. and
99% by Highwoods Realty Limited Partnership;

(iv) Highwoods/Florida Holdings, L.P., a Delawaimited partnership that is owned .01% by HighwobBttsida GP, Corp. and 99.99% by
Highwoods Realty Limited Partnership;

(v) Pinellas Northside Partners, Ltd., a Floridailed partnership that is owned 99% by HighwoodsiBa Holdings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(vi) Interstate Business Park, Ltd., a Florida tedi partnership that is owned 99% by Highwoodsi&oHoldings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(vii) Pinellas Bay Vista Partners, Ltd., a Floridaited partnership that is owned 99% by Highwoéttsida Holdings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(viii) Pinellas Pinebrook Partners, Ltd., a Florlgaited partnership that is owned 99% by Highwd&ttsrida Holdings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(ix) Downtown Clearwater Tower, Ltd., a Florida Ited partnership that is owned 99% by HighwoodsiBioHoldings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(x) BDBP, Ltd., Cross Bayou, Ltd., a Florida limdtpartnership that is owned 99% by Highwoods/Fmtitbldings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(xi) SISBROS, Ltd., a Florida limited partnershiffat is owned 99% by Highwoods/Florida Holdings,.laRd 1% by Highwoods Realty
Limited Partnership;



(xii) Highwoods/Interlachen Holdings, L.P., a Fltailimited partnership that is owned 99% by Highd&/&lorida Holdings, L.P. and 1% by
Highwoods Realty Limited Partnership;

(xiii) Center Court Partners, a Florida generatpenship that is owned 50% by the Company;

(xiv) FHDT, LP, a limited partnership that is own&8.33% by the Company;

(xv) Raphael Hotel Group LP, a Missouri limited fp@rship that is owned 5% by the Company;

(xvi) 4600 Madison Associates, LP, a limited parshép that is owned 12.50% by the Company;

(xvii) Marley Continental Homes of Kansas, a Kangeseral partnership that is owned 99% by Highwdeelalty Limited Partnership;
(xviii) Fountain One, an lowa general partnershigttis owned 90% by Highwoods Realty Limited Parthip;

(xix) Fountain Two, an lowa general partnershig th@wned 60% by Highwoods Realty Limited Parthgrs

(xx) Fountain Three, an lowa general partnershap isvowned 50% by Highwoods Realty Limited Pashay;

(xxi) J.C. Nichols lowa Partners, an lowa genegatmership that is owned 86 2/3% by Highwoods Rdatnited Partnership;
(xxii) Neptune Building Partners, L.P., an lowailed partnership that is owned 50% by Highwoodsltgéamited Partnership;
(xxiii) Dallas County Partners, an lowa generaltparship that is owned 50% by Highwoods Realty témiPartnership;

(xxiv) Dallas County Partners Il, an lowa generaitpership that is owned 50% by Highwoods Realtyitad Partnership;
(xxv) Meridith Drive Associates, LP, an lowa limit@artnership that is owned 49.5% by Highwoods fgdainited Partnership;
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(xxvi) Terrace Place Partners, an lowa generahpaship that is owned 50% by Highwoods Realty LéaiPartnership;
(xxvii) Village Court Associates, an lowa generatpership that is owned 75% by J.C. Nichols lowgtirers;
(xxviii) Corporate Center Associates, LP, an lowmaited partnership that is owned 90% by Neptunddsug Partners, LP;

(xxix) Highwoods/Florida Holdings GP, L.P., a Dekaw limited partnership that was owned 1% by HigbeasFlorida GP Corp. and 99% by
Highwoods/Forsyth Limited Partnership (currentlylum as Highwoods Realty Limited Partnership) arat thas merged out of existence on
December 31, 1997; and

(xxx) Highwoods/Tennessee Holdings GP, L.P., a €smee limited partnership that was owned 1% by wigiils/Tennessee Properties, Inc.
and 99% by Highwoods/Forsyth Limited Partnershigrently known as Highwoods Realty Limited Parthg$ and that was merged out of
existence on December 31, 1997;

(c) "CODE" means the Internal Revenue Code of 188@&mended;

(d) "FORECLOSURE PROPERTY" means real propertyl(iding interests in real property), and any perspnaperty incident to such real
property, acquired by the real estate investmest fxs a result of such trust having bid in suciperty at foreclosure, or having otherwise
reduced such property to ownership or possessi@ytsement or process of law, after there was tddfaudefault was imminent) on a lease
of such property or on an indebtedness that sumbepty secured;

(e) "HIGHWOODS SERVICES" means Highwoods Servites,, a North Carolina corporation, the equity ovamé of which is owned 99%
by Highwoods/Forsyth Limited Partnership and .5%hdlay Ronald P. Gibson and Edward J. Fritsch;

() "INDEPENDENT CONTRACTOR" means any person whaed not own, directly or indirectly, more than 36%the shares in the REIT,
and, if such person is a corporation, not more 8% of the total combined voting power of whosekt(or 35% of the total shares of all
classes of whose stock), or, if such person isroarporation, not more than 35% of the interestliose assets or net profits is owned,
directly or indirectly, by one or more persons owgnB85% or more of the shares in the REIT;

(9) "OPERATING PARTNERSHIP" means Highwoods Redlityited Partnership (formerly Highwoods/Forsyth lifed Partnership), a
North Carolina partnership of which the Companthes sole general partner with an approximate 8%®&#tership interest, including a 1
general partnership interest and an 84.4% limited



partnership interest, and various others (includifiigers and directors of the Company) are theaiaing limited partners with an
approximate 14.5% aggregate interest;

(h) "OPERATING PARTNERSHIP AGREEMENT" means thestiAmended and Restated Agreement of Limited Pestiye of Highwoods
Realty Limited Partnership, dated June 14, 1994nasnded;

() "PROHIBITED TRANSACTION" means a sale or othdisposition of property, other than foreclosurepany, that is stock in trade of the
taxpayer or other property of a kind which wouldperly be included in the inventory of the taxpaif@n hand at the close of the taxable
year, or property held by the taxpayer primarily $ale to customers in the ordinary course of tadausiness

() "QUALIFIED REIT SUBSIDIARY" means (1) any corpation in which a real estate investment trust awsteck during any taxable year
ended on or before December 31, 1997, if 100%e6thck of such corporation was held by the re@tesnvestment trust at all times during
the period such corporation was in existence ahdr{g corporation in which a real estate investntierst owns stock after the taxable year
ended December 31, 1997, if 100% of the stock ofi swrporation is held by the real estate investrrest;

(k) "REAL ESTATE ASSETS" means real property (irdihg interests in real property and interests imtgages on real property) and she
(or transferable certificates of beneficial intéy@s other entities qualifying to be taxed as resthte investment trusts;

() "REGISTRATION STATEMENT" means the Form S-3Jé-No. 333-39247, as in the form filed on Octobet 898, relating to the
registration of 2,340,000 shares of the Compargrisnzon stock;

(m) "REIT" means a real estate investment trust;
(n) "REIT ELECTION" means an election to be taxedeREIT under Code Section 856(c)(1); and
(o) "SERVICE" means the Internal Revenue Service;

4. That | have consulted with other employees dfidens of the Company regarding the matters sehfoelow and such persons have agreed
in all respects with the representations made below

5. That, except as otherwise noted, all representamade below are true and complete for eacheofaxable years ended December 31,
1994, through December 31, 1997, and through tteerdareof; and that | have no reason to believiestingh
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representations will not continue to be true fa@ thixable year that will end December 31, 1998;

6. That the Company has operated and will conttougperate in accordance with Maryland law, it&ch$ of incorporation, and its bylaws
and in accordance with the statements and repefmmg made in the Registration Statement;

7. That the Operating Partnership has operatedvidhdontinue to operate in accordance with Norér@ina law, the Operating Partnership
Agreement, and the statements and representatiads im the Registration Statement;

8. That | am a licensed attorney familiar with thquirements for qualification as a REIT under aatile provisions of the Code, that all s
requirements have been satisfied for the Compaayable years ended December 31, 1994, throughniere31, 1997, that | have no rea
to believe that such requirements will not contitmbe satisfied in the taxable year that will @etember 31, 1998; and that | have exerc
ordinary business care and prudence to attempttigfyssuch requirements and | have advised Al&t@ird LLP of any matter of which | ar
aware that could cause reason for concern as tthethihose requirements have been or will be sadisf

9. That the Company filed an election to be taxed REIT with its tax return for the taxable yeaded December 31, 1994, and has not t

any action to terminate such election; that | haw@eason to believe that the Company will not icugt such election or that it will take any
action to terminate such election for the pericat thill end December 31, 1998; and that the Compeasyreceived no notification formally

informally from the Service or any other persont #hach election may not be valid or has been red@kevithdrawn in any respect;

10. That the Company is and will continue to be agmd by one or more of its directors who have exetuauthority over the managemen
the Company, the management of its officers, aadithnagement and disposition of the Company's pgsope

11. That the beneficial ownership of the Compargnid will continue to be evidenced by transferablares; and that there are no restrictions
on the transferability of such shares either inAftécles of Incorporation or in any agreement tioieh the Company is a party, other than the
restrictions set forth in the Articles of Incorptiom that permit the directors to redeem sharagfoise to transfer shares in any case where
such directors, in good faith, believe that a f&ilto redeem or that a transfer of shares wouldtrasthe loss of the Company's REIT status;

12. That the Company has been a domestic corpordtiong its entire existence;
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13. That the Company has not been, is not, andchailbe (i) a bank, a mutual savings bank, a catjverbank, a domestic building and loan
association or other savings institution, a smadlibbess investment company operating under thel 8usiness Investment Act of 1958, or a
corporation created under state law for the purpégeomoting, maintaining, and assisting the ecopaevithin a state by making loans, or
an insurance company;

14. That at no time during the last half of anyatale year for which a REIT election has been madenhore than 50% of the value of the
Company's outstanding stock been beneficially owmetive or fewer individuals, taking into considéipn the applicable attribution rules,
which generally apply a look-through provision &termine constructive stock ownership; and thattbmpany will take all measures within
its control to ensure that, at no time during tiet half of any taxable year for which a REIT atatwill be made will more than 50% of the
value of the Company's outstanding stock be beiadifiowned by or for five or fewer individuals;

15. That the record and beneficial ownership of@enpany has been and will be held by 100 or mersgms;

16. That at least 95% of the gross income deriweth® Company (including the income derived throitglownership of the Operating
Partnership, the Affiliated Partnerships, and tffiiated Limited Liability Companies) in all taxddyears consisted of: (i) amounts derived
from rental of real property, including rents ditriable to personal property as described in reptation (20) below and including charges
for services customarily furnished or rendereddnrection with the rental of such real propertyettter or not such charges are separately
stated, but excluding rents received from partiestiich the Company owns 10% or more of the voteatuwe of equity ownership of such
party and excluding amounts received or accruel kegpect to any real or personal property if tbenany furnishes noncustomary servi
to the tenants or manages or operates such pramédy than through an Independent Contractor frdrich neither the Company nor the
Operating Partnership derives any form of inconiginterest; (iii) gain realized upon the saleatifor a portion of a Real Estate Asset that is
not a Prohibited Transaction; (iv) dividends; (batements and refunds of tax; (vi) income and raim Foreclosure Property; and (vii)
amounts for making loans by secured properties putchase or lease real property; and that | haweason to believe that such 95% gross
income test will not continue to be met for thestiabe year that will end December 31, 1998;

17. That at least 75% of the gross income deriweth® Company (including the income derived throitglownership of the Operating
Partnership, the Affiliated Partnerships, and tffiiated Limited Liability Companies) in all taxddyears consisted of: (i) amounts derived
from rental of real property, including rents ditriable to personal property as described in reptation (20) below and including charges
for services customarily furnished or rendereddnrection with the rental of such real propertyettter or not such charges are separately
stated, but excluding rents received



from parties in which the Company owns 10% or nuadréhe vote or value of equity ownership of suchtyand excluding amounts received
or accrued with respect to any real or personggnty if the Company furnishes noncustomary sesvioghe tenants or manages or operates
such property other than through an Independentr@ctor from which neither the Company nor the @ting Partnership derives any form

of income; (ii) interest on obligations securednbgrtgages on real property or on interests inpeaberty; (iii) gain realized upon the sale of
all or a portion of the real property; (iv) abatertseand refunds of property tax; (v) income andh ggarived from Foreclosure Property;

(vi) amounts for agreeing to make loans securedthlyproperty or to purchase or lease real propartgt (vii) gain from the sale or

disposition of a Real Estate Asset that is notahiBited Transaction; and that | have no reasdreteve that such 75% gross income test will
not continue to be met for the taxable year théltemid December 31, 1998;

18. That, for taxable years ended on or before Bbee 31, 1997, less than 30% of the gross incontikeo€ompany (including the income
derived through its ownership of the Operating iRanghip, the Affiliated Partnerships, and the Adfiéd Limited Liability Companies) in all
taxable years was derived from (i) the sale orroflisposition of stock or securities held for |#san one year; (i) property in a transaction
that is a Prohibited Transaction; and

(iii) real property (including interests in realjperty and interests in mortgages on real propéetd for less than four years other than
property compulsorily or involuntarily converteddaproperty that is Foreclosure Property;

19. That the Company, the Operating PartnershipAffiliated Partnerships, and the Affiliated Limdé Liability Companies have not entered
into and will not enter into any lease, agreemengther arrangement in connection with the reotaéal property under which any amount
payable to the Company, the Operating PartnertidpAffiliated Partnerships, or the Affiliated Lited Liability Companies depends or will
depend in whole or in part on the income or prafésived from any tenant (or sub-tenant) of sucth peoperty (except that such an amount
may be based on a fixed percentage or percenthgesss receipts or sales);

20. That (i) any personal property directly or nedily leased by the Company, the Operating Patiigrthe Affiliated Partnerships, and the
Affiliated Limited Liability Companies has been awill be leased under or in connection with a leafsthe real property; and (ii) the avere
of the adjusted bases of such personal propethedieginning and at the end of the taxable yelassthan 15% of the average of the
aggregate adjusted bases of both the real propedyhe personal property at the beginning ankleaéihd of the taxable year, as calculate
a lease by lease basis;

21. That for purposes of ltems 16 and 17 abovet"@oes not include rent received for any reapprty directly or indirectly from any
person in which the Company owns (i) in the casa odrporation, 10% or more of the total combineting
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power of all classes of stock entitled to vote1@% or more of the total number of shares of al§sés of stock; or (ii) in the case of an entity
other than a corporation, an interest of 10% oreniotthe assets or net profits of such entity; ffiarposes of this representation, ownership is
determined by taking into account the attributioles, which generally apply a look-through prouisto determine constructive stock
ownership);

22. That the fair market value of any real propéoty with respect to any construction loan, thie fizarket value of the land plus the
reasonably estimated cost of the improvements dliaer personal property) securing a note, detemna¢he time the Company became
bound to make the loan, is equal to or exceedarntmunt of the loan;

23. That no interest (including interest on obligas secured by mortgages on real property orastsrin real property) received or accrued,
directly or indirectly, by the Company, its Quadifi REIT Subsidiaries, the Operating Partnership Atffiliated Partnerships, or the Affiliated
Limited Liability Companies has been or will be @@hined in whole or in part by reference to theoime or profits derived by any person;

24. That neither the Company, its Qualified REI'bSdiaries, the Operating Partnership, the AfidthPartnerships, nor the Affiliated
Limited Liability Companies have owned any ForealasProperty (other than property the income fronictv would not cause the stateme
contained in Items 16 and 17 above to no longerus.

25. That the Company has reviewed and will contioueview all leases for each property to enshiae $uch leases conform with all REIT
requirements;

26. That, for taxable years prior to 1998, neitherCompany, the Operating Partnership, the AféitlaPartnerships, nor the Affiliated Limit
Liability Companies have provided any servicesrp gnant, other than through an Independent Catotr&om whom no income was
derived or received by any such entity, excepstawices that would be considered customarily &imedl or rendered in connection with the
rental of real property, such as the furnishingvafer, heat, lights, trash collection, and mainte&esof common areas; that, for taxable years
beginning after December 31, 1997, neither the Gompthe Operating Partnership, the Affiliated Rarships, nor the Affiliated Limited
Liability Companies have provided or will providersices that would generate impermissible servicere in an amount that exceeds 19
all amounts received or accrued during the taxpdée, directly or indirectly, by the Company wigsspect to such property, with the amount
treated as received or accrued by the Companyfdr npermissible services not being less than 1608e direct cost of the Company in
furnishing or rendering such services (for purpasgiahis representation, impermissible service meaneans any amount received or accruec
directly or indirectly by the Company for servidasnished or rendered by the Company to the tenafrits property or for managing or
operating such property, unless (i) such



services, management, or operations are providedgh an Independent Contractor from whom the Comias not derived or received ¢
will not derive or receive any income or (i) sus#rvices are customarily furnished or renderedmnection with the rental of real property,
such as the furnishing of water, heat, lights hreallection, and maintenance of common areas);

27. That no independent contractor providing mamaayg and operating functions for either the Compé#my Operating Partnership, the
Affiliated Partnerships, or the Affiliated Limitddability Companies or any of their properties lay ownership interest in the Company in
excess of 35%);

28. That at the close of each quarter of any taxabar that the Company has made or will make & REgction, at least 75% of the total
combined value of its assets, including its prapogte share of the assets of the Operating Palttipeithe Affiliated Partnerships, and
Affiliated Limited Liability Companies has or witlonsist of Real Estate Assets, cash and cash (ieolsding receivables), and government
securities;

29. That at the close of each quarter of any taxgbar that the Company has made or will make & REction not more than 25% of the
value of the Company's total assets (includingdtessets owned indirectly through the OperatingnBeship, the Affiliated Partnerships, or
Affiliated Limited Liability Companies) has been will be represented by securities (other than gavent securities) for purposes of this
calculation limited in respect of any one issueatcamount not greater in value than 5% of theevafithe total assets of the Company and to
not more than 10% of the outstanding voting selesribf such issuer;

30. That the Company's pro rata share of the v@ltiee securities of Highwoods Services has noteded 5% of the total value of the
Company's assets at the end of any calendar quidntae©9% of the voting stock of Highwoods Sersiceowned by Ronald P. Gibson and
Edward J. Fritsch; that the Company has no infomnd&rmal agreement with Highwoods Services ordtieer shareholders of Highwoods
Services regarding the voting of the Highwoods Bessstock; and that the stock owned by RonaldiBsda and Edward J. Fritsch is not
subject to any voting or purchase agreement tlie¢t@fely would deny such individuals of the economghts of such stock;

31. That the Company, the Operating PartnershipAffiliated Partnerships, and the Affiliated Limd Liability Companies have held and
hold all real property and all other assets foestment purposes and not as (i) stock in trad¢har @roperty of a kind which would properly
be includible in inventory if on hand at the clagahe taxable year, or (ii) property held primarfibr sale to customers in the ordinary course
of the trade or business of the Operating Partiemtthe Company;

32. That for each taxable year for which a REITceét® has been made the Company has distributednaunt equal to or exceeding the sum
of 95% of the
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Company's real estate investment trust taxableniecor such taxable year, determined without re§arthe deduction for dividends paid
and by excluding any net capital gain, and 95%nefaxcess of the net income from Foreclosure Pippeer the tax imposed on such
income, reduced by, any excess noncash income;

33. That, in each taxable year for which a REIT#® has been made, the dividends paid by the @agnpn the Company’'s common stock
were made pro rata, with no preference to any sbfaiiee common stock as compared with other suahesh

34. That for each taxable year for which a REITceéd® has been made the Company has (i) maintatoedt records that disclose actual
ownership of the Company's outstanding stock, apdithin 30 days of each taxable year end, denealnal written statement from
shareholders of record of five percent of morehef Company's stock for the purpose of disclosirigeh@wnership;

35. That the Company has at all times adopted aad a calendar year accounting period;

36. That other than (i) the direct ownership of skeck in Highwoods/Florida GP Corp., Highwoods Re&P Corp., Highwoods/Tennessee
Properties, Inc., Jackson Acquisition Corporatiélorida Transition Co. I, Garcia Property Manageménc., Westshore Square, Inc.,
Garcia, Meyers Co., Alemada Towers Development GompThe Bay Plaza Companies, Inc., Board of TReldevelopment Corporation,
Challenger, Inc., Guardian Management, Inc., Nislitlaza West, Inc., Ozark Mountain Village, Inoid #laza Land Company, and (ii) the
indirect ownership of stock in Highwoods Servicad &s direct and indirect subsidiaries, South&aeslty Options Corp., Atrium Acquisition
Corp., 5565 Sterrett Place, Inc., PSC Acquisitiamp©ration (which is owned through RC One LLC),d%kille Sportsman Club, Inc., First
Geary Corp, Board of Trade Investment Company, Raitd, Inc., Someday, Inc., J.C. Nichols Realty Qamy, and K.C. Condor, Inc., the
Company has owned no stock or other voting seeariti any corporation (including mutual funds)reg tlose of any quarter of any taxable
year ended on or before December 31, 1997, oeatltise of any quarter through the date hei

37. That other than (i) the direct ownership of skeck in Highwoods/Florida GP Corp., Highwoods Re@&P Corp., Highwoods/Tennessee
Properties, Inc., Alemada Towers Development Compahe Bay Plaza Companies, Inc., Board of Trad#geRelopment Corporation,
Challenger, Inc., Guardian Management, Inc., Nislitlaza West, Inc., Ozark Mountain Village, Inoid #laza Land Company, and (ii) the
indirect ownership of stock in Highwoods Serviced #s direct and indirect subsidiaries, South&astlty Options Corp., Atrium Acquisition
Corp., 5565 Sterrett Place, Inc., Pikesville Spoas Club, Inc. (which is owned through RC One LLE)st Geary Corp, Board of Trade
Investment Company, Kan-Build, Inc., Someday, 18¢C. Nichols Realty Company, and K.C. Condor,, Itile Company owns no stock or
other voting securities in any corporation (inchglimutual funds) as of the date hereof;
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38. That each of Highwoods/Florida GP Corp., Highd® Realty GP Corp., Highwoods/Tennessee Propglties Jackson Acquisition
Corporation, Florida Transition Co. Il, Garcia Peoly Management, Inc., Westshore Square, Inc.,igdveyers Co., Alemada Towers
Development Company, The Bay Plaza Companies, Board of Trade Redevelopment Corporation, Chabenigic., Guardian
Management, Inc., Nichols Plaza West, Inc., OzaduMain Village, Inc., and Plaza Land Company walsas been a Qualified REIT
Subsidiary at the close of each quarter duringetitere period of time in which the Company has heidwnership interest in such
corporation;

39. That the Company acquired J.C. Nichols Compamagcordance with the terms and conditions s¢hfiorthe Agreement and Plan of
Merger, dated December 22, 1997, by and among ohep@ny, Jackson Acquisition Corp., and J.C. Niclidspany, pursuant to which J.C.
Nichols Company was merged with and into Jacksoguisition Corp., a wholl-owned subsidiary of the Company, (the "Merger"at tht the
time of the Merger, J.C. Nichols Company did notéhany earnings and profits accumulated from a yésn it was taxable as a "C"
corporation; that as a result of the Merger, thenany was required to complete certain restrucjueivents to continue its REIT status and
that all such restructuring events were completedrdbefore September 30, 1998; that | have n@mretsbelieve that the acquisition of J.C.
Nichols Company or the ownership of any of the prtips acquired directly or indirectly thereby willuse the Company to fail to satisfy
of the matters set forth in this Certificate ofad to qualify as a REIT in the taxable year thalt end December 31, 1998;

40. That the Operating Partnership and the AféliePartnerships are the only partnerships in witiefCompany has held a direct or indirect
interest at the close of any quarter of any taxgbly ended on or before December 31, 1997, tieatlose of any quarter through of the date
hereof and each of these partnerships were formearnerships under the laws of the applicablest#éhat the Affiliated Limited Liability
Companies and RC One LLC, a Maryland limited ligpitompany that is owned 100% by Highwoods Sewjiege the only limited liability
companies in which the Company has held a diretdirect interest at the close of any quarterrof taxable year ended on or before
December 31, 1997, or at the close of any qudrteugh the date hereof, and each of these limidility companies were formed as limited
liability companies under the laws of the applieastiates and elected to be treated as partnefshifegleral income tax purposes; that all <
partnerships (including the Affiliated Limited Lidiy Companies and RC One

LLC) have made no election to be treated as a catipn or any other type of entity for federal ino® tax purposes; and that the Company
has received no notification formally or informaflpm the Service or any other person challendmegstatus of any of these entities as a
partnership for federal income tax purposes;

41. That the Operating Partnership and the AféiaPartnerships (excluding Highwoods/Florida HagiG P, L.P. and Highwoods/Tennes
Holdings GP, L.P.) are the only partnerships inclilthe Company holds a direct or indirect inteessof the date hereof; and that the
Affiliated Limited Liability Companies and RC Oné._C are the
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only limited liability companies in which the Compaholds a direct or indirect interest as of theedeereof;

42. That the Company is not a party to any stocksset purchase agreement, including any plan afener reorganization, that will cause
the Company to fail to satisfy any of the mattaisferth in this Certificate or to fail to qualifs a REIT in the taxable year that will end
December 31, 1998;

43. That the Company has filed timely income taxnes in each year of its existence and has ntitdec any information in such returns ¢
to fraud with an intent to evade taxes;

44, That the Company's ownership interests in ther&ting Partnership and its other directly orriedily held subsidiaries are held free and
clear of any security interest, mortgage, plediga, lencumbrance, claim or equity;

45. That the Company will undertake to advise ybany change in the representations made hereisoftong as the Registration Statement
referred to above remains in effect; and

46. That, in rendering an opinion in connectiorhwvifte Registration Statement, Alston & Bird is #eti to rely on the factual representations
set forth in previous Officer's Certificates to #hdent that such representations are not othemeftected herein; and that, in rendering future
opinions, Alston & Bird is entitled to rely on tli@ctual representations set forth in this Offic€é&stificate except to the extent that the facts
covered herein are otherwise reflected or alteyethé content of any future Officer's Certificates.

The foregoing Certification is provided to Alstoniird LLP in connection with rendering an opini@ygarding the qualification of the
Company as a REIT and may not be relied upon fgroéimer purpose or by any other party except asrafise provided herein. It is
understood that such opinion is limited to thedatmatters revealed pursuant hereto and otheriaatprovided to them and that to the
extent required, | have asked questions of theagpiate individuals to confirm the foregoing anssyeand to the best of my knowledge and
belief such answers are true, correct, and compleden no way are misleading.

Cctober 9, 1998 /sl MACK D. PRIDGEN, 111

MACK D. PRIDGEN, II1
Vi ce- Presi dent and General Counsel
H ghwoods Properties, Inc.
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CERTIFICATE

I, CARMAN J. LIUZZO, in my capacity as Vice-PresitteChief Financial Officer, and Treasurer of Higlods Properties, Inc. (the
"Company"), do hereby certify, to the best of mpwtedge and belief after making appropriate ingsitivith respect to all matters set forth
below, as follows:

1. That | am a Vice-President, Chief Financial &dfi and Treasurer of the Company;
2. That in such capacity, | have access to relemémtmation regarding each of the factual mattatsforth below;

3. That for purposes of this Certificate, "Registna Statement” means the Form S-3, File No. 333439as in the form filed on October 9,
1998, relating to the registration of 2,340,000reha@f the Company's common stock;

4. That the description of the Company, its prdpertand its method of operation contained in tegifration Statement is accurate and
complete in all material aspects with respect i® dpinion; and

5. That the Company will undertake to advise yoarof change in the representations made heresoftang as the Registration Statement
referred to above remains in effect.

The foregoing Certification is provided to Alstonird LLP in connection with rendering an opini@ygarding the qualification of the
Company as a real estate investment trust and otayenrelied upon for any other purpose or by ahgioparty. It is understood that such
opinion is limited to the factual matters revegbeadsuant hereto and other materials provided tm thied that to the extent required, | have
asked questions of the appropriate individualsotafion the foregoing answers, and to the best okmywledge and belief such answers are
true, correct, and complete and in no way are iaisiey.

Cct ober 9, 1998 /s/ Carman J. Liuzzo
CARMAN J. LI UZZO
Vi ce- Presi dent, Chief Financial
O ficer, and Treasurer
Hi ghwoods Properties, Inc.



CONSENT OF INDEPENDENT AUDITORS

We consent to the reference to our firm under #ion "Experts" in the Registration Statement (F&-3, No. 333-39247) and the related
Prospectus of Highwoods Properties, Inc. for thygsteation of 2,340,000 shares of its common st¥¢&.also consent to the incorporation by
reference therein of our reports (a) dated FebrB@ryi 998, with respect to the consolidated finalnsiatements and schedule of Highwoods
Properties, Inc. included in its Annual Report (Rdr0-K) for the year ended December 31, 1997 (aended on Form 10-K/A dated April

29, 1998 and May 19, 1998), (b) dated January 247 land January 25, 1997 with respect to the CosbGtatements of Revenues and
Certain Expenses of Century Center and Andersopepties, respectively, included in the Current Repo Form 8-K of Highwoods
Properties, Inc. dated January 9, 1997 (as amemu&drm 8-K/A on February 7, 1997, March 10, 198@ April 28, 1998), (c) dated
January 16, 1998, with respect to the CombinedB8tamnts of Revenues and Certain Expenses of SHadoperties and Riparius Properties
and the Statement of Revenues and Certain Expeh¥eémners Circle for the year ended December 396lincluded in the Current Report
on Form 8-K of Highwoods Properties, Inc. dated &mber 17, 1997, and (d) dated January 30, 1998resthect to the Combined Statement
of Revenues and Certain Expenses of Garcia Prepddi the year ended December 31, 1997 includ#teiCurrent Report on Form 8-K of
Highwoods Properties, Inc. dated February 4, 1888iled with the Securities and Exchange Comnaissi

/'s/ ERNST & YOUNG LLP

Ral ei gh, North Carolina
Cct ober 8, 1998



CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference is Bost-Effective Amendment No. 2 to Registraticat@hent on Form S-3 (File No. 333-
39247) of our reports dated September 12, 1998uoaudits of the combined statement of revenudsartain operating expenses of the
Associated Capital Properties Portfolio for theryeaded December 31, 1996, and the combined staterhgevenues and certain operating
expenses of the 1997 Pending Acquisitions for tar ynded December 31, 1996, which reports aredadlin the Form 8-K of Highwoods

Properties, Inc. dated August 27, 1997 (as ameadeskptember 23, 1997) and October 1, 1997. Wecalssent to the reference to our firm
under the caption "Experts."

/'s/ PRI CEWATERHOUSECOOPERS LLP

Menphi s, Tennessee
Cct ober 9, 1998



Consent of Independent Auditors

We consent to the incorporation by reference inRbgistration Statement Form S-3 (No. 333- 3924d)ralated Prospectus of Highwoods
Properties, Inc. of our report on the consoliddteancial statements of J. C. Nichols Company arub&liaries as of December 31, 1997 and
for each of the years in the three-year period #rated, which was dated March 6, 1998.

/sl KPMG PEAT MARW CK LLP
Cct ober 9, 1998
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