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PART I -- FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

We refer to (1) Highwoods Properties, Inc. as erfipany,” (2) Highwoods Realty Limited Partnersipthe "Operating Partnership,” (3)
the Company's common stock as "Common Stock" anthédOperating Partnership's common partnershégrésts as "Common Units."

The information furnished in the accompanying be¢asheets, statements of income, statements dhstiolers' equity and statements of ¢
flows reflect all adjustments (consisting of normadurring accruals) that are, in our opinion, 1ssegy for a fair presentation of the
aforementioned financial statements for the intgrariod.

The aforementioned financial statements shoulcehd m conjunction with the notes to consolidatadrfcial statements and Management's
Discussion and Analysis of Financial Condition &w®bults of Operations included herein and our 1298ual Report on Form 10-K.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED BALANCE SHEETS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE AMOUNTYS)

ASSETS

Real estate assets, at cost:

Land and improvements ...........cccccceeiuneen.
Buildings and tenant improvements ................
Development in process .............c......
Land held for development ..............ccceeeee
Furniture, fixtures and equipment ................

Less -- accumulated depreciation .................

Net real estate assets .........c.ccceveeeenenene
Property held for sale .........
Cash and cash equivalents
Restricted cash ........ccccccoviiiiiiiienen.
Accounts receivable ............ccocoiiiiinns
Advances to related parties
Notes receivable ..........ccccccveveviiinenne
Accrued straight line rents receivable ............
Investment in unconsolidated affiliates ...........
Other assets:

Deferred leasing COStS ...........ccccvvvvvivenes
Deferred financing COStS .........cccccoevvieen.
Prepaid expenses and other .......................

Less -- accumulated amortization .................

LIABILITIES AND STOCKHOLDERS' EQUITY
Mortgages and Notes payable ...........ccc.........
Accounts payable, accrued expenses and other liabil

Total liabilities .........ccccocvvveeininennn.
Minority interest .......cccccceeeeeveiiiiiinnnnns
Stockholders' equity:
Preferred stock, $.01 par value, 50,000,000 authori
8 5/8% Series A Cumulative Redeemable Preferred Sh
(liquidation preference $1,000 per share), 125,000
and outstanding at June 30, 1999 and December 31
8% Series B Cumulative Redeemable Preferred Shares
(liquidation preference $25 per share), 6,900,000
outstanding at June 30, 1999 and December 31, 19
8% Series D Cumulative Redeemable Preferred Shares
(liquidation preference $250 per share), 400,000 s
outstanding at June 30, 1999 and December 31, 19
Common stock, $.01 par value, authorized 200,000,00
shares issued and outstanding at June 30, 1999 and
issued and outstanding at December 31, 1998 ......
Additional paid-in capital ...........cccccceennee
Distributions in excess of net earnings ...........

Total stockholders' equity ...........ccccuveeeen.

JUNE 30,
1999

DECEMBER 3

(UNAUDITED)

$ 483,969 $ 559,
2,875,956 3,186,
173,077 189,
152,143 150,
7,183 7,
3,692,328 4,093,
.................... (197,494) (169,
.................... 3,494,834 3,924,
202,698 131,
104,004 31,
11,969 24,
23,050 27,
14,251 10,
51,803 40,
29,527 27,
.................... 33,463 21,
.................... 54,006 45,
.................... 42,903 38,
.................... 16,155 15,
113,064 99,
.................... (28,802) (23,
84,262 76,
$4,049,861 $4,314,
$1,779,870 $2,008,
100,374 130,
.................... 1,880,244 2,139,
.................... 241,951 279,
zed shares;
ares
shares issued
,1998 ............. 125,000 125,
shares issued and
98 i 172,500 172,
hares issued and
98 i, 100,000 100,
0 shares; 61,696,481
59,865,259 shares
617
1,589,620 1,546,
(60,071) (48,
.................... 1,927,666 1,895,
$4,049,861 $4,314,
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS EXCEPT PER SHARE AMOUNTS)

REVENUE:

Rental property ......ccccceeevveeeiiieeeinns

Equity in earnings of unconsolidated affiliates ..
Interest and other income ..............cc.......

OPERATING EXPENSES:
Rental property .......ccoceveevvieeriieennnns
Depreciation and amortization
Interest expense:
Contractual .........ccoeevreiiieieenene
Amortization of deferred financing costs .......

General and administrative .............ccccuv...

Income before gain on disposition of assets, net
of income tax provision, minority interest and
extraordinary item ...........cccceeeeivveenns

Gain on disposition of assets, net of income tax
PrOVISION ..ooovvvviiiiiiieiiie e

Income before minority interest and
extraordinary item .. .
MINORITY INTEREST ...ooeviiiiircieeienecniens

Income before extraordinary item .................
EXTRAORDINARY ITEM -- LOSS ON EARLY
EXTINGUISHMENT OF DEBT ......ccccoceiiiiiiiiinnens

Net inCoOME ......oovvveiiieiiiceeeee e
Dividends on preferred shares .....................

Net income available for common shareholders .....
NET INCOME/(LOSS) PER COMMON SHARE -- BASIC:
Income before extraordinary item .................
Extraordinary item -- loss on early

extinguishment of debt ...........cccccoeeen.
Net inCoOME ......oovvveiriiciiciieeeee

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

NET INCOME/(LOSS) PER COMMON SHARE -- DILUTED:

Income before extraordinary item .................

Extraordinary item loss on early extinguishment
of debt ..oovveiiiiiii

Net inCcome .......ccoeevveveiiieiieee e,

Weighted average shares outstanding -- diluted ...

Distributions declared per common share ..........

THREE MONTHS ENDED SIX
JUNE 30,
1999 1998 1999

(UNAUDITED)

(UNAUDITED)  (UNAUDIT

....... $142,079  $113,079  $288,8
....... 490 - 6
....... 5,273 2,562 10,5
147,842 115,641 300,0
....... 43,761 35,827 89,1
....... 27,705 20,340 55,8
....... 29,717 17,221 61,5
....... 734 616 1,5
30,451 17,837 63,0
....... 6,212 4,386 12,0
....... 39,713 37,251 80,0
....... 1,524 - 2,0
....... 41,237 37,251 82,0
....... (4,879) (6,266) (10,7
....... 36,358 30,985 71,3
....... (777) - 7
....... 35,581 30,985 70,6
....... (8,145) (7,656) (16,2
....... $27,436  $23329  $ 54,3
....... $ 046 $ 045 $ O
....... (0.01) - (.
....... $ 045 $ 045 $ O
....... 61,529 52,359 60,9
....... $ 046 $ 044 $ O
....... (0.01) - (.
....... $ 045 $ 044 $ O
....... 61,722 52,751 60,9
....... $ 054 $ 051 $ 1
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MONTHS ENDED
JUNE 30,

ED) (UNAUDITED)

00 $213,410

60 4,719
47 218129
06 65555
61 37,501
59 34,383
12 1,232
71 35615
05 8,170
04 71,288
93 -

97 71,288
05)  (11,874)
92 50414
77) (46)
15 50,368
90)  (13,801)
25§ 45567
90 $ 0.90
01) -

89 $ 0.90
0 so714
9 $ 089
01) -

89 $ 089
54 51221
08 $ 102




HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 1999 (UNAUDITED)

(DOLLARS IN THOUSANDS)

NUMBER OF
COMMON COMMON SERIESA SERIESB
SHARES STOCK PREFERRED PREFERRED
Balance at December 31, 1998 ......... 59,865,259 $599 $125,000 $172,500
Issuance of Common Stock ............. 821,595 8

Common Stock Dividends
Preferred Stock Dividends
Net Income ........ccceeeeiieiieennns

Shares issued upon redemption

of Common Units ........ccccceeeen... 1,256,051 12
Forward Equity Swap

Settlement (see Note 8) .............

Retirement of Common Stock

(see Note 8) .....ceeevvvveinnnnnns (246,424 ) 2)
Balance at June 30, 1999 ............. 61,696,481 $617 $125,000 $172,500
RETAINED
EARNINGS
ADDITIONAL (DISTRIBUTIONS
SERIES D PAID-IN IN EXCESS OF
PREFERRED CAPITAL NET EARNINGS) TOTAL
Balance at December 31, 1998 ......... $100,000 $1,546,592  $(48,692) $1,895,999
Issuance of Common Stock ............. 15,256 15,264

Common Stock Dividends
Preferred Stock Dividends

(65,554)  (65,554)
(16,290)  (16,290)

Net Income .......ccccceevviiinnnne 70,615 70,615
Shares issued upon redemption

of Common UNits .........ccccceenes 40,555 40,567
Forward Equity Swap

Settlement (see Note 8) ............. (12,783) (12,783)
Retirement of Common Stock

(see Note 8) .....coeevvvveinennnns (150) (152)

Balance at June 30, 1999 ............. $100,000 $1,589,620 $(60,071) $1,927,666

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:

Net iNCOME ......oocvvveiiiiiieeee e

Adjustments to reconcile net income to net cash pro
operating activities:
Depreciation and amortization
Minority interest .........cccccovvieeeniinns
Loss on early extinguishment of debt ............
Gain on disposition of assets, net of income tax
Changes in operating assets and liabilities .....

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

INVESTING ACTIVITIES:

Additions to real estate assets ...................

Cash paid in exchange for partnership net assets ..
Proceeds from disposition of assets ...............
Repayment of advances from subsidiaries and related
Other ....cooiiiiieieee e

Net cash provided by/(used in) investing activit

FINANCING ACTIVITIES:

Distributions paid on common stock and common units

Dividends paid on preferred stock .................

Payments of prepayment penalties ..

Borrowings on mortgages and notes payable .........

Repayment of mortgages and notes payable ..........

Borrowings on revolving loans

Payments on revolving loans ......................

Net proceeds from the sale of common stock ........

Net proceeds from the sale of 8% Series D Cumulativ
SNAreS ...ovveiiiiieee e

Net change in deferred financing costs ............

Net cash (used in)/provided by financing activit

Net increase/(decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of the perio

Cash and cash equivalents at end of the period ....

(IN THOUSANDS)

SIX MONTHS ENDED
JUNE 30,

(UNAUDITED)  (UNAUDITE

...................... $ 70,615 $ 59,36

vided by
55,861 37,50
10,705 11,87
77 4
(2,093) -
(40,336) 1,65

...................... (245,342) (647,14
(847) (20,60

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest ...........ccccccevvveeen.

. 502,737 -
parties ............. (3,831) (2,34
...................... (21,666) (8,44
€S e, 231,051 (678,52
(76,147) (62,15
(16,290) (13,80
(777) (4
4,385 521,94
(22,700) (118,12
210,500 535,00
(362,500) (582,50
14,002 193,76
e Redeemable Preferred
- 96,84
(4,494) (5,95
[T (254,021) 564,96
72,559 (3,11
31,445 10,14
...................... $ 104,004 $ 7,03
...................... $ 78,057 $ 36,27

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.

7

oo b

=

naoa'okRL'w©o'onN



HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND F INANCING ACTIVITIES

The following summarizes (i) the net assets contg by the holders of Common Units in the OpegaBartnership, (ii) the change in net
assets contributed as a result of the reorganizafiour ownership in the Des Moines Properties (dete 6) and (iii) the net assets acquired
subject to mortgage notes payable.

SIX MONTHS ENDED

JUNE 30,
1999 1998
(U NAUDITED) (UNAUDITED)

ASSETS:
Rental property and equipment, net .......... $ (25,879) $93,979
LIABILITIES:
Mortgages and notes payable assumed ......... $ (52,165) $73,821

Net assets ....cccooeeevieeiiieciennn $ 26,286 $20,158

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 1999
(UNAUDITED)

1. BASIS OF PRESENTATION

The consolidated financial statements include tu®ants of the Company and the Operating Partreesid its majority controlled affiliates.
All significant intercompany balances and trangattihave been eliminated in the consolidated filmhstatements.

The extraordinary loss represents the write-ofbah origination fees and prepayment penalties paithe early extinguishment of debt, net
of the minority interest.

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued Statement No. 133, ACCOUNTINGRDERIVATIVE
INSTRUMENTS AND HEDGING ACTIVITIES, which is requid to be adopted in fiscal years beginning aftaeJib, 1999. In June 1999,
FASB issued Statement No. 137, ACCOUNTING FOR DERTWE INSTRUMENTS AND HEDGING ACTIVITIES -- DEFERRA OF
THE FASB STATEMENT NO. 133, which stipulates thgué&ed adoption date to be all fiscal years begigrfter June 15, 2000. Statement
No. 133 requires us to recognize all derivativeshenbalance sheet at fair value. Derivatives @éinathot hedges must be adjusted to fair v
through income. If the derivative is a hedge, dejpemon the nature of the hedge, changes in thedhie of derivatives will either be offset
against the change in fair value of the hedgedsdsabilities or firm commitments through earnsngr recognized in other comprehensive
income until the hedged item is recognized in ea®i The ineffective portion of a derivative's opaim fair value will be immediately
recognized in earnings. The fair market value ef@ompany's derivatives is discussed in Item 2.

The "Year 2000" issue is a general term used toritesthe various problems that may result fromitheroper processing of dates and
calculations involving years by many computers digttout the world as the Year 2000 is approachedeached. We have reviewed the
impact of Year 2000 issues and do not expect Y@a0 Zssues to be material to our business, opestar financial condition. The Year 2(
issue is discussed more fully in "Management's ismn and Analysis of Financial Condition and Resaf Operations.”

Minority interest in the Company represents Comrdoits owned by various individuals and entities aotithe Company in the Operating
Partnership, the entity that owns substantiallphthe Company's properties and through whichGbmpany, as the sole general partner,
conducts substantially all of its operations. Fere information is calculated using the weighteerage number of shares outstanding
(including common share equivalents). In additimimority interest includes equity of consolidatedlrestate partnerships which are owned
by various individuals and entities and not the @any. The Company acquired greater than 50% ahtkeest in certain real estate
partnerships as part of its acquisition of J.C hdls.

2. INCOME TAXES

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of 1986,
as amended. Therefore, no provision has been noadecbme taxes related to REIT taxable incomeetalistributed to shareholders.
However, a provision has been made resultant frenportion of REIT taxable income related to thengm disposition of assets that will not
be distributed to shareholders.

3. SEGMENT INFORMATION

Our sole business is the acquisition, developmedtogeration of rental real estate properties. YWarate office, industrial and retail
properties and apartment units. There are no raatater-segment transactions.

Our chief operating decision maker ("CDM") assessebmeasures operating results based upon prdpeeiynet operating income. The
operating results for the individual assets withéith property type have been aggregated sinceDMe&valuates operating results and
allocates resources on a property-by-property heisisn the various property types.
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The accounting policies of the segments are the senthose described in Note 1. Further, all ojpersiare within the United States and no
tenant comprises more than 10% of consolidatechiea® The following table summarizes the rentabine, net operating income and total
assets for each reportable segment for the thisiaimonths ended June 30, 1999 and 1998.

THREE MONTHS SIX MONTHS
ENDED JUNE 30, ENDED JUNE 30,
1999 1998 1999 1998
(IN THOUSANDS) (IN THOUSANDS)
RENTAL INCOME:
Office segment .....cccccevvvvvvviiiiciiee . $ 117,045 $ 103,002 $ 239,660 $ 194,398
Industrial segment 12,783 10,077 25,006 19,012
Retail segment ......... 8,156 -- 15,940 -
Apartment Segment ..........cceevvveeiiiiiinnnns 4,095 -- 8,194
$ 142,079 $ 113,079 $ 288,800 $ 213,410
NET OPERATING INCOME:
Office segment .....ccccevvvvvviiiiicciies. e, $ 79,740 $ 68878 $ 163,487 $ 132,097
Industrial segment 10,645 8,374 20,846 15,758
Retail segment ......... 5,561 -- 10,704 -
Apartment SegmMeNt ..........oceevevveerinennens 2,372 - 4,657
98,318 77,252 199,694 147,855
RECONCILIATION TO INCOME BEFORE MINORITY INTEREST A ND
EXTRAORDINARY ITEM:
Equity in income of unconsolidated affiliates ..... 490 -- 687
Gain on disposition of assets, net of income tax pr 1,524 - 2,093 --
Interest and other income .........cccceeeeeee... 5,273 2,562 10,560 4,719
INterest eXPense ........ccceevveeereeeneeennns (30,451) (17,837) (63,071) (35,615)
General and administrative expenses ............... (6,212) (4,386) (12,005) (8,170)
Depreciation and amortization ..................... (27,705) (20,340 (55,861) (37,501)
Income before minority interest and extraordinary i tem ............. $ 41,237 $ 37,251 % 82,097 $ 71,288
TOTAL ASSETS:
Office segment .....cccccovvvvvvviiiicciiees e, $2,950,888 $3,084,351 $ 2,950,888 $3,084,351
Industrial segment 454,023 310,534 454,023 310,534
Retail segment ......... 250,534 - 250,534 -
Apartment Segment ...........ccceeveeviieiiinnnns 119,868 -- 119,868 --
Corporate and other ...........c.cceevrevennenne. 274,548 74,039 274,548 74,039
Total ASSEtS ..o $4,049,861 $3,468,924 $ 4,049,861 $3,468,924

4. JOINT VENTURE ACTIVITY

On March 15, 1999, we closed a transaction witha®th-Deutschland-USA Dreilander Beteiligung Obj&ktF 98/29-Walker Fink-KG
("DLF"), pursuant to which we sold or contributesttain office properties valued at approximatel4&illion to a newly created limited
partnership (the "Joint Venture"). DLF contributgghroximately $55 million for a 77.19% interestlie Joint Venture, and the Joint Venture
borrowed approximately $71 million from third-patgnders. We retained the remaining 22.81% inténetbte Joint Venture, received net
cash proceeds of approximately $124 million andlagesole and exclusive manager and leasing adéme doint Venture's properties, for
which we receive customary management fees ansh¢gasmmissions. We used the cash proceeds receithd transaction to fund existi
development activity either through direct paymeantsepayment of borrowings under the Revolvingri.oa

5. LEGAL CONTINGENCIES

On October 2, 1998, John Flake, a former stockinatid.C. Nichols Company, filed a putative clasgam lawsuit on behalf of himself and
the other former stockholders of J.C. Nichols ia thited States District Court for the Districtkdinsas against J.C. Nichols, certain of its
former officers and directors and the Company. ddraplaint alleges, among other things, that in eatinn with the merger of J.C. Nichols
and the Company, (1) J.C. Nichols and the namestidirs and officers of J.C. Nichols breached tfiéirciary duties to J.C. Nichols'
stockholders, (2) J.C. Nichols and the named dirsand officers of J.C. Nichols breached theiudidry duties to members of the J.C.
Nichols Company Employee Stock Ownership Trusta(Bjlefendants participated in the disseminatiba proxy statement containi
materially false and misleading statements and sionis of
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material facts in violation of Section 14(a) of thechange Act of 1934 and

(4) the Company filed a registration statement hilh SEC containing materially false and misleaditagements and omissions of material
facts in violation of Sections 11 and 12(2) of 8erurities Act of 1933. The plaintiffs seek equigatelief and monetary damages. We believe
that the defendants have meritorious defensetpl#intiffs' allegations. We intend to vigorouslgfend this litigation. By order dated June
18, 1999, the court granted in part and deniedaith gur motions to dismiss. The plaintiff has filednotion seeking certification of the
proposed class of plaintiffs. All defendants witlpmse that motion, which remains pending. Discoveithis matter is proceeding. Due to the
inherent uncertainties of the litigation process,awve not able to predict the outcome of thisdiiign. If this litigation is not resolved in our
favor, it could have a material adverse effect onlwsiness, financial condition and results ofrapens.

In addition, we are a party to a variety of legalqeedings arising in the ordinary course of owgitess. We believe that we are adequately
covered by insurance and indemnification agreemémtsordingly, none of such proceedings are expkiidhave a material adverse affec
our business, financial condition and results arafions.

6. DES MOINES PARTNERSHIPS

In connection with our merger with J.C. Nicholslily 1998, we succeeded to the interests of J.€hd¥8 in a strategic alliance with R&R
Investors, Ltd. pursuant to which R&R Investors ages and leases certain co-venture propertieelbaathe Des Moines area. As a result
of the merger, we acquired an ownership intere5086 or more in a series of nine co-ventures wigRRnvestors. Certain of these
properties were previously included in our consatkdi financial statements. On June 2, 1999, weedgrith R&R Investors to reorganize
respective ownership interests in the Des Moinepgnties such that each would own a 50% interetsteproperties in the Des Moines area.
Accordingly, we have adopted the equity methodogsbanting for our investment in each of the Desisiproperties as a result of such
reorganization. The impact of the reorganizatiors wamaterial to the consolidated financial statetmefithe Company.

7. DISPOSITION ACTIVITY

On June 7, 1999, we sold approximately 3.3 millientable square feet of non-core office and indeigtroperties and 49 acres of
development land in the South Florida area for gmreceeds of approximately $323.0 million. In &ddi, during the six months ended June
30, 1999, we sold approximately 1.6 million rentabtjuare feet of non-core office and industriappries in the Baltimore area and certain
other non-core office and industrial propertiesdorss proceeds of $108.9 million. We recordedin, gieet of income tax provision, of $2.1
million related to these dispositions. Non-coraaafand industrial properties generally includegkrbuildings or business parks that do not
fit our long-term strategy.

In addition, we have entered into various agreemensell approximately 2.8 million rentable squfret of non-core office and industrial
properties for gross proceeds of $220.0 millionedéhtransactions are subject to customary closinditons, including due diligence and
documentation, and are expected to close durinththetand fourth quarters of 1999. However, we peovide no assurance that all or parts
of these transactions will be consummated.

8. EQUITY SETTLEMENT

On June 9, 1999, the Company settled on it's Aup@@t forward equity transaction with UBS, AG, LondBranch ("UBS") through a
combination of cash and shares of Common Stockofmection with the settlement, 246,424 shareB@flompany's common stock were
returned and retired.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following should be read in conjunction withaflthe financial statements appearing elsewhetbe report and is based primarily on the
consolidated financial statements of the Company.
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RESULTS OF OPERATIONS

THREE MONTHS ENDED JUNE 30, 1999. Revenues frontakoperations increased $29.0 million, or 25.66dmnf $113.1 million for the
three months ended June 30, 1998 to $142.1 miitipthe comparable period in 1999. The increageimarily a result of the acquisition of
4.2 million square feet of majority owned officadustrial and retail properties and 2,326 apartmaits, and the completion of 1.6 million
square feet of development activity during the astmonths of 1998 and the first six months of4,98ightly offset by the disposition and
removal of 6.6 million square feet of majority ovdneffice, industrial and retail properties and 4p&rtment units (including the removal of
certain properties from our consolidated finanstatements as a result of the reorganization ob#gsMoines Partnerships). Our in-service
portfolio decreased from 40.7 million square faetume 30, 1998 to 39.9 million square feet at Bhel 999. Same property revenues, which
are the revenues of the 490 in-service propertiesed on April 1, 1998, increased 3.1% for the thremths ended June 30, 1999, compared
to the same three months of 1998.

During the three months ended June 30, 1999, 2&2terepresenting 2.1 million square feet of offivdustrial and retail space commenced
at an average rate per square foot which was 6igbehthan the average rate per square foot oaxpieed leases.

Interest and other income increased $2.7 milliorl,d8.8%, from $2.6 million for the three monthsled June 30, 1998 to $5.3 million for
comparable period in 1999. The increase was atreShigher cash balances in 1999 and additioradrime generated from management fees,
development fees and leasing commissions. The Coympenerated $274,000 in auxiliary income (vendingd parking) as a result of
acquiring multifamily communities in the merger lwit.C. Nichols.

Rental operating expenses increased $8.0 millinB23%, from $35.8 million for the three monthsled June 30, 1998 to $43.8 million for
the comparable period in 1999. The increase isgiiyna result of the acquisition of 4.2 millionisare feet of majority owned office,
industrial and retail properties and 2,326 apartroeits, and the completion of 1.6 million squazetfof development activity during the last
six months of 1998 and the first six months of 1,99@htly offset by the disposition and removalkod million square feet of majority owned
office, industrial and retail properties and 41&@ment units (including the removal of certaingedies from our consolidated financial
statements as a result of the reorganization ob#®Moines Partnerships). Rental operating expeais@ percentage of related revenues
decreased from 31.7% for the three months endesl 301998 to 30.8% for the comparable period §919

Depreciation and amortization for the three morthded June 30, 1999 and 1998 was $27.7 milliors20dB million, respectively. The
increase of $7.4 million, or 36.5%, is due to acréase in depreciable assets over the prior yei@relst expense increased $12.7 million, or
71.3%, from $17.8 million for the three months eshdane 30, 1998 to $30.5 million for the compargidegod in 1999. The increase is
attributable to the increase in the outstanding ftaithe entire quarter. Interest expense forttinee months ended June 30, 1999 and 1998
included $734,000 and $616,000, respectively, afréimation of deferred financing costs and the gosltated to our interest rate hedge
contracts. General and administrative expensesased from 3.9% of rental revenue for the threethsoended June 30, 1998 to 4.4% for
comparable period in 1999.

Net income before minority interest and extraordiritem equaled $41.2 million and $37.3 million tbe three months ended June 30, 1
and 1998, respectively. The Company's net incooeatkd to minority interest totaled $4.8 millionda$6.3 million for the three months
ended June 30, 1999 and 1998, respectively. Thep@oyrecorded $8.1 million and $7.7 million in meéd stock dividends for the three
months ended June 30, 1999 and 1998, respectively.

SIX MONTHS ENDED JUNE 30, 1999. Revenues from reafeerations increased $75.4 million, or 35.3%nfr$213.4 million for the six
months ended June 30, 1998 to $288.8 million ferdbmparable period in 1999. The increase is pifynaresult of the acquisition of 4.2
million square feet of majority owned office, indiial and retail properties and 2,326 apartmentsyaind the completion of 1.6 million
square feet of development activity during the astmonths of 1998 and the first six months of4,98ightly offset by the disposition and
removal of 6.6 million square feet of majority ovdneffice, industrial and retail properties and 4p&rtment units (including the removal of
certain properties from our consolidated finanstatements as a result of the reorganization ob#gsMoines Partnership). Our in-service
portfolio decreased from 40.7 million square
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feet at June 30, 1998 to 39.9 million square feduae 30, 1999. Same property revenues, whicthareevenues of the 440 in-service
properties owned on January 1, 1998, increased ®P%e six months ended June 30, 1999, comparétetsame six months of 1998.

During the six months ended June 30, 1999, 75®te@presenting 4.4 million square feet of offindustrial and retail space commenced at
an average rate per square foot which was 5.7%ehitplan the average rate per square foot on theceigases.

Interest and other income increased $5.9 millior,25.5%, from $4.7 million for the six months eddirine 30, 1998 to $10.6 million for the
comparable period in 1999. The increase was atreShigher cash balances in 1999, and additiamadiine generated from management f
development fees and leasing commissions. The Coyrgenerated $587,000 in auxiliary income (vending parking) as a result of
acquiring multifamily communities in the merger lwit.C. Nichols.

Rental operating expenses increased $23.5 mitinB5.8%, from $65.6 million for the six months eddJune 30, 1998 to $89.1 million for
the comparable period in 1999. The increase isgiiyna result of the acquisition of 4.2 millionisaye feet of majority owned office,
industrial and retail properties and 2,326 apartrneits, and the completion of 1.6 million squagetfof development activity during the last
six months of 1998 and the first six months of 1,29@htly offset by the disposition and removalkod million square feet of majority owned
office, industrial and retail properties and 41&mament units (including the removal of certaingedies from our consolidated financial
statements as a result of the reorganization ob#seMoines Partnerships). Rental operating expeasa percentage of related revenues
increased from 30.7% for the six months ended 30n&998 to 30.9% for the comparable period in 1999

Depreciation and amortization for the six monthdezhJune 30, 1999 and 1998 was $55.9 million ardb®Billion, respectively. The

increase of $18.4 million, or 49.1%, is due to meréase in depreciable assets over the prior yr@arest expense increased $27.5 million, or
77.2%, from $35.6 million for the six months enderhe 30, 1998 to $63.1 million for the comparakdgqa in 1999. The increase is
attributable to the increase in the outstanding tetthe entire six months. Interest expenselierdix months ended June 30, 1999 and 1998
included $1,512,000 and $1,232,000, respectivélgnmrtization of deferred financing costs anddbsts related to our interest rate hedge
contracts. General and administrative expensesased from 3.8% of rental revenue for the six moetided June 30, 1998 to 4.2% for the
comparable period in 1999.

Net income before minority interest and extraordjritem equaled $82.1 million and $71.3 million tbe six months ended June 30, 1
and 1998, respectively. The Company's net incoloeatked to minority interest totaled $10.7 milliand $11.9 million for the six months
ended June 30, 1999 and 1998, respectively. Thep@oyrecorded $16.3 million and $13.8 million irferred stock dividends for the six
months ended June 30, 1999 and 1998, respectively.

LIQUIDITY AND CAPITAL RESOURCES

STATEMENT OF CASH FLOWS. For the six months endedel30, 1999, cash provided by operating activitireased by $14.9 million,
or 13.5%, to $95.5 million, as compared to $110iHion for the same period in 1998. The decreagwiimarily due to the payment of real
estate taxes due in the first quarter of 1999 bfigehe increase in net income resulting from praperty acquisitions in 1998 and 1999. C
provided by investing activities was $231.0 millimn the first six months of 1999, as compared@@&5 used in investing activities for the
same period in 1998. The increase is primarily tdue disposition of certain properties and thelide in acquisition activity during the first
six months of 1999, as compared to the same perit898. Cash used in financing activities was $2%dillion for the first six months of
1999, as compared to $565.0 provided by investitigiies for the same period in 1998. The decréaggimarily due to the decrease in the
borrowings on mortgages, notes payable and revploians as well as a decrease in common and pdfstock offerings in the first six
months of 1999, as compared to the same periof98.1Payments of distributions increased by $14liomto $76.2 million for the first six
months of 1999, from $62.2 million for the sameipain 1998. The increase is due to the greaterbeuraf shares outstanding and a 6.0%
increase in the distribution rate. Preferred swigidend payments were $16.3 million for the fest months of 1999, as compared to $13.8
million for the same period in 1998. The increasdue to the issuance of 8% Series D Cumulative®edble Preferred Shares in the first
quarter of 1998.
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CAPITALIZATION. The Company's total indebtednesslahe 30, 1999 totaled $1.8 billion and was coregrizf $552 million of secured
indebtedness with a weighted average interesofate8% and $1.2 billion of unsecured indebtedneis a weighted average interest rate of
7.0%. Except as stated below, all of the mortgagkretes payable outstanding at June 30, 1999 eitver fixed rate obligations or variable
rate obligations covered by interest rate hedgéraots. A portion of our $600 million unsecuredalng loan (the "Revolving Loan") and
approximately $43.7 million of floating rate nofesyable assumed upon consummation of the mergerdvit Nichols were not covered by
interest rate hedge contracts on June 30, 1999.

Based on the Company's total market capitalizaifds¥.1 billion at June 30, 1999 (at the June 3®9lstock price of $27.44 and assuming
the redemption for shares of Common Stock of tBendillion Common Units of minority interest in ti@perating Partnership), the
Company's debt represented approximately 43% ¢dtiés market capitalization.

To meet in part our long-term liquidity requirem&nte borrow funds at a combination of fixed andalde rates. Borrowings under our
Revolving Loan bear interest at variable rates. [Ong-term debt, which consists of long-term finiaigs and the issuance of debt securities,
typically bears interest at fixed rates. In additive have assumed fixed rate and variable rateideonnection with acquiring properties.
Our interest rate risk management objective igntdt the impact of interest rate changes on easangd cash flows and to lower our overall
borrowing costs. To achieve these objectives, ftiome to time we enter into interest rate hedge rems$ such as collars, swaps, caps and
treasury lock agreements in order to mitigate oterest rate risk with respect to various debtimsents. We do not hold or issue these
derivative contracts for trading or speculativepuses.

The following table sets forth information regagliour interest rate hedge contracts as of Jun2%3®;

NOTIONAL MATURITY FIXED FAIR MARKET

TYPE OF HEDGE AMOUNT DATE REFERE NCE RATE RATE VALUE
(DOLLARS IN THOUSAND S)

Treasury Lock  $100,000 10/1/99 10-Yea r Treasury 5.725% $ 486
Treasury Lock 100,000 7/1/99 10-Yea r Treasury 5.674 782
Swap 100,000  10/1/99 3-Mont h LIBOR 4.970 281
Swap 20,828  6/10/02 1-Mont h LIBOR +0.75% 7.700 (945)
Collar 80,000 10/15/01 1-Mont h LIBOR 5.40 - 6.25 175

We enter into swaps, collars and caps to limitexygosure to an increase in variable interest rptaticularly with respect to amounts
outstanding under our Revolving Loan. The interat on all of our variable rate debt is adjusteonz and three-month intervals, subject to
settlements under these contracts. We also entetr@asury lock agreements from time to time igheoito limit our exposure to an increase in
interest rates with respect to future debt offesing

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartiegeie interest rate hedge contracts. We
expect the counterparties, which are major findriegitutions, to perform fully under these comtisa However, if the counterparties were to
default on their obligations under the interest i@dge contracts, we could be required to pajutheates on our debt, even if such rates\
in excess of the rates in the contracts.

CURRENT AND FUTURE CASH NEEDS. Historically, rent@venue has been the principal source of fung&yooperating expenses, debt
service, stockholder distributions and capital exjieires, excluding nonrecurring capital expeneisuin addition, construction management,
maintenance, leasing and management fees havelpdosources of cash flow. We presently have nosdtanmajor capital improvements to
the existing in-service properties, other than radmacurring building improvements, tenant improesns and lease commissions. We expect
to meet our short-term liquidity requirements gafigrthrough working capital and net cash provitdgcoperating activities along with the
Revolving Loan.

Our short-term (within the next 12 months) liquyditeeds also include, among other things, the igndf approximately $210 million of our
existing development activity. We expect to fund sliort-term liquidity needs through a combinatidn
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o additional borrowings under our Revolving Loapg@ximately $318.5 million was available as of d@0, 1999);
o the issuance of secured debt;
o the selective disposition of non-core assets; and

o the sale or contribution of some of our whollyrma properties to strategic joint ventures to lwenéml with selected partners interested in
investing with us, which will have the net effe¢tgenerating additional capital through such saleamtributions.

Our long-term liquidity needs generally include fhading of existing and future development activtelective asset acquisitions and the
retirement of mortgage debt, amounts outstandintguthe Revolving Loan and long-term unsecured.d&ktremain committed to
maintaining a flexible and conservative capitalisture. Accordingly, we expect to meet our longrtdéiquidity needs through a combination
of (1) the issuance by the Operating Partnershaaddftional unsecured debt securities, (2) theaissa of additional equity securities by the
Company and the Operating Partnership as well)ahé3sources described above with respect tolmrt-serm liquidity. We expect to use
such sources to meet our long-term liquidity regjuients either through direct payments or repaymimbrrowings under the Revolving
Loan. We do not intend to reserve funds to retkisting secured or unsecured indebtedness uporrityatastead, we will seek to refinance
such debt at maturity or retire such debt throdmghissuance of equity or debt securities.

We anticipate that our available cash and cashvabgiits and cash flows from operating activitiegether with cash available from
borrowings and other sources, will be adequatedetraur capital and liquidity needs in both thershad long term. However, if these
sources of funds are insufficient or unavailatie, Company's ability to make the expected distidimstto stockholders discussed below and
satisfy other cash requirements may be adverstdytat!.

DISTRIBUTIONS TO STOCKHOLDERS. In order to quali#s a REIT for Federal income tax purposes, the @omjs required to make
distributions to its stockholders of at least 95PRE&IT taxable income. The Company expects to tsseash flow from operating activities
distributions to stockholders and for payment elreing, non-incremental revenue-generating expgareli. The following factors will affect
cash flows from operating activities and, accortlinmfluence the decisions of the Board of Diresteegarding distributions: (1) debt service
requirements after taking into account the repayraed restructuring of certain indebtedness; (Bedaled increases in base rents of existing
leases; (3) changes in rents attributable to thewal of existing leases or replacement leasessh@)ges in occupancy rates at existing
properties and procurement of leases for newly iaedwr developed properties; and (5) operatingeagps and capital replacement needs.

RECENT DEVELOPMENTS

On June 7, 1999, we sold approximately 3.3 millentable square feet of non-core office and inéeigtroperties and 49 acres of
development land in the South Florida area for gmreceeds of approximately $323.0 million. In &ddi, during the six months ended June
30, 1999, we sold approximately 1.6 million rentabtjuare feet of non-core office and industriappries in the Baltimore area and certain
other non-core office and industrial propertiesgarss proceeds of approximately $108.9 millione Gompany recorded a gain, net of
income tax provision, of $2.1 million related t@#e dispositions. Non-core office and industrialgrties generally include single buildings
or business parks that do not fit our long-termatsiyy.

In addition, we have entered into various agreemensell approximately 2.8 million rentable squiret of non-core office and industrial
properties for gross proceeds of $220.0 millionedéhtransactions are subject to customary closinditons, including due diligence and
documentation, and are expected to close durinthtletand fourth quarters of 1999. However, we paovide no assurance that all or parts
of these transactions will be consummated.

We intend to use the net proceeds from our recahpanding disposition activity to reinvest in @eferred exchange transactions under
Section 1031 of the Internal Revenue Code andrid &xisting development activity, either throughedt payments or repayment of
borrowings under our Revolving Loan. We expectiovest up to $72 million of the net proceeds frewent disposition activity and up to
$123 million of the net proceeds from pending dipon activity to acquire in tax-deferred exchamgmsactions in-service properties,
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development land and development projects locatediie markets and in sub-markets where we hatrergspresence. For an exchange to
qualify for tax-deferred treatment under SectioB1L,Ghe net proceeds from the sale of a propertst imel held by an escrow agent until
applied toward the purchase of real estate quatif§or gain deferral. Given the competition for peaties meeting our investment criteria,
there may be some delay in reinvesting such pracdaelays in reinvesting such proceeds will reduweincome from operations. In
addition, the use of net proceeds from disposittorfsind development activity, either through dirpayments or repayment of borrowings
under our Revolving Loan, will reduce our incomenfroperations until such development projects &eegl in service.

YEAR 2000

BACKGROUND. The Year 2000 compliance issue referthe inability of computer systems and computémswe to correctly process any
date after 1999. The date change to the new millemmay be a problem because some computer hargmdrsoftware was designed to use
only two digits to represent a year. As a resalins systems may interpret 1/1/00 to be the yead.180addition, some systems may not
recognize that the Year 2000 is a leap year. Bathlpms could result in system failure or miscadtiohs, which may cause disruptions of
operations.

The Year 2000 issue, if not corrected, could rasuthe failure of the information technology ("T8ystems that we use in our business
operations, such as computer programs relatedfmeply management, leasing, financial reportingplesree benefits, asset management and
energy management. In addition, computerized systmd microprocessors are embedded in a varigiyodicts used in our operations and
properties, such as HVAC controls, lights, powearagators, elevators, life safety systems, phondssaaurity systems.

APPROACH AND STATUS. Our Year 2000 compliance effare divided into two areas -- "operations lewslt] "property level."
Operations level includes those information techgglsystems used in our corporate and divisiorcedfito perform real estate, accounting
and human resources functions. Property level dedithe non-information technology systems at mdividual properties. Year 2000
remediation plan at both the operations and prgpevels has three phases:

0 assessment (inventory and testing of computees\s,
o renovation (repairing or replacing non-compligygtems) and
o validation (testing of repaired or replaced syste

Our Information Technology Department is overse@ngoperations level compliance program. With eg$po our operations level IT
software, we have completed all three phases o¥ear 2000 remediation plan. As part of a standatédin of our technology infrastructure

in 1998, computer software that was not Year 2@fifiiant was upgraded or replaced. These softwmageades were off-thshelf Year 200
compliant packages. Additionally, we successfuppgraded and tested a Year 2000 compliant versi@uio€orporate accounting and
property management software in December 1998. W#hect to our operations level IT hardware, weslempleted the assessment phase
of our remediation plan and are 95% complete (imseof labor) with the renovation and validatiorapés of the plan. We expect to complete
the renovation and validation phases with resgeout operations level hardware by end of the thurdrter of 1999.

Our Chief Operating Officer is overseeing our pmbp&evel compliance program. We have completediowentory of all of our properties'
non-information technology systems. As part ofithentory process, we requested appropriate veradatsnanufacturers to certify that their
products are Year 2000 compliant. We are approxm@&0% complete (in terms of labor) with the reatien and validation phases of our
remediation plan at the property level. We expeaddamplete both phases in the third quarter of 1999

With respect to Year 2000 issues relating to ostamer base, we have not sought representatiomsdun tenants with respect to their Year
2000 readiness because no one tenant represer@shmor3% of our annualized rental revenue. Wispeet to suppliers and vendors, our
material purchases are generally from those in etitiye fields where others will be able to meey ahour needs unmet by suppliers or
vendors with Year 2000 difficulties. (Although wave no reason to expect a significant interruptibuatility services for our properties, we
have not received (nor sought) written assuranwes @tility providers that Year 2000 issues wiltmause an interruption in service.)
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COSTS. To date, the costs directly associated evithYear 2000 efforts have not been material, aaéstimate our future costs to be
immaterial as well.

RISKS ASSOCIATED WITH THE YEAR 2000 ISSUE. We dotrexpect Year 2000 failures to have a material estveffect on our results
of operations or liquidity because:

o we do not rely on a small number of tenants feigaificant portion of our rental revenue;

0 we stand ready to switch vendors or supplierssehtear 2000 failures adversely affect their prégloc services; and
0 our remediation plan is expected to be complate o the Year 2000.

As a result, we do not expect to develop a contingglan for Year 2000 failures.

Our assessment of the likely impact of Year 2080es on us, which is a forwalabking statement, depends on numerous factors, asithe
continued provision of utility services, and we smexposed to the risk of Year 2000 failures. ‘SeeDisclosure Regarding Forward-
Looking Statements."

Our disclosures and announcements concerning car 230 programs are intended to constitute "Y880Readiness Disclosures” as
defined in the recently-enacted Year 2000 Infororatind Readiness Disclosure Act. The Act providieked protection from liability for
certain public and private statements concerningrdity's Year 2000 readiness and the Year 200finess of its products and services. The
Act also potentially provides added protection frigability for certain types of Year 2000 disclosarmade after January 1, 1996, and before
the date of enactment of the Act.

POSSIBLE ENVIRONMENTAL LIABILITIES

In connection with owning or operating our propestiwe may be liable for certain costs due to ptessinvironmental liabilities. Under
various laws, ordinances and regulations, suche€bmprehensive Environmental Response CompensatibLiability Act, and common
law, an owner or operator of real estate is lidbighe costs to remove or remediate certain hazerdr toxic chemicals or substances on
the property. Owners or operators are also liatmeértain other costs, including governmentaldiaad injuries to persons and property.
Such laws often impose liability without regardatbether the owner or operator knew of, or was rasitde for, the presence of the hazar¢
or toxic chemicals or substances. The presenceatf substances, or the failure to remediate sugstances properly, may adversely affect
the owner's or operator's ability to sell or ranttsproperty or to borrow using such property diataral. Persons who arrange for the
disposal, treatment or transportation of hazaraouexic chemicals or substances may also be lihlthe same types of costs at a disposal,
treatment or storage facility, whether or not fb@tson owns or operates that facility.

Certain environmental laws also i impose Ilablllty |feleasmg asbestos-containing materials. Thirtlgsamay seek recovery from owners or
operators of real property for personal injuriesoagated with asbestos- containing materials. Almemof our properties have asbestos-
containing materials or material that we presurrimetasbestos containing materials. In connectioh @wning and operating our properties,
we may be liable for such costs.

Y
CoY

In addition, it is not unusual for property own&rEencounter on-site contamination caused by téfsources. The presence of hazardous or
toxic chemicals or substances at a site closeptoperty could require the property owner to pgstite in remediation activities or could
adversely affect the value of the property. Contetion 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.

As of the date hereof, we have obtained Phaseit@maental assessments (and, in certain instaRtese |l environmental assessments) on
substantially all of our in-service properties. $d@ssessments have not revealed, nor are we afivany environmental liability at our
properties that we believe would materially advigraéfect our financial position, operations ordidity taken as a whole. This projection,
however, could be incorrect depending on certaitofa. For example, material environmental lialgiitmay have arisen after the assessn
were performed or our assessments may not haveleevell environmental liabilities or may have uregimated the scope and severity of
environmental conditions observed. There may a¢sortknown environmental liabilities at propertiesivhich we have not obtained a Phase
| environmental assessment or
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have not yet obtained a Phase Il environmentakassent. In addition, we base our assumptions regpesvironmental conditions,

including groundwater flow and the existence anat@® of contamination, on readily available samplilata. We cannot guarantee that such
data is reliable in all cases. Moreover, we camnotide any assurances (1) that future laws, oraiea or regulations will not impose a
material environmental liability or (2) that tenanthe condition of land or operations in the \itgiof our properties or unrelated third parties
will not affect the current environmental conditiohour properties.

Some tenants use or generate hazardous substartbesordinary 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 resyfrom tenants' use or generation of hazardouexic chemicals or substances. We
cannot provide any assurances, however, thatralhts will comply with the terms of their leaseg@main solvent. If tenants do not comply
or do not remain solvent, we may at some poinespansible for contamination caused by such tenants

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In June 1998, the Financial Accounting Standardsr@¢'FASB") issued Statement No. 133, ACCOUNTINGRDERIVATIVE
INSTRUMENTS AND HEDGING ACTIVITIES, which is requid to be adopted in fiscal years beginning aftaeJib, 1999. In June 1999,
FASB issued Statement No. 137, ACCOUNTING FOR DERTWE INSTRUMENTS AND HEDGING ACTIVITIES -- DEFERRA OF
THE FASB STATEMENT NO. 133, which stipulates thgué&ed adoption date to be all fiscal years begigrfter June 15, 2000. Statement
No. 133 requires us to recognize all derivativeshenbalance sheet at fair value. Derivatives éinathot hedges must be adjusted to fair v
through income. If the derivative is a hedge, dejpemon the nature of the hedge, changes in thedhiie of derivatives will either be offset
against the change in fair value of the hedgedsdsabilities or firm commitments through earnsngr recognized in other comprehensive
income until the hedged item is recognized in ea®i The ineffective portion of a derivative's opaim fair value will be immediately
recognized in earnings. The fair market value ef@@mpany's derivatives is discussed in Item 2.

COMPLIANCE WITH THE AMERICANS WITH DISABILITIES ACT

Under the Americans with Disabilities Act (the "AD}all public accommodations and commercial faieiti are required to meet certain
federal requirements related to access and usesalldd persons. These requirements became e#entil992. Compliance with the ADA
requirements could require removal of access brarr@d noncompliance could result in impositiofiinés by the U.S. government or an
award of damages to private litigants. Althoughbeéeve that our properties are substantially imptiance with these requirements, we may
incur additional costs to comply with the ADA. Adthgh we believe that such costs will not have aenwltadverse effect on us, if required
changes involve a greater expenditure than we tlyranticipate, our results of operations, ligtydind capital resources could be materially
adversely affected.

FUNDS FROM OPERATIONS AND CASH AVAILABLE FOR DISTRI BUTIONS

We consider funds from operations ("FFO") to beseful financial performance measure of the opegaterformance of an equity REIT
because, together with net income and cash flo, frovides investors with an additional basisvialeate the ability of a REIT to incur

and service debt and to fund acquisitions and athpital expenditures. FFO does not representigetrie or cash flows from operating,
investing or financing activities as defined by @eally Accepted Accounting Principles ("GAAP")slhould not be considered as an
alternative to net income as an indicator of owerating performance or to cash flows as a meaduiguidity. FFO does not measure
whether cash flow is sufficient to fund all casleds, including principal amortization, capital impements and distributions to stockholders.
Further, FFO as disclosed by other REITs may natdneparable to our calculation of FFO, as descriimdw. FFO and cash available for
distributions should not be considered as altevaatio net income as an indication of our perforceaor to cash flows as a measure of
liquidity.

FFO means net income (computed in accordance witkrglly accepted accounting principles) excludjams (or losses) from debt
restructuring and sales of property, plus depriegiaand amortization, and after adjustments foromsolidated partnerships and joint
ventures. In March 1995, the National AssociatibReal Estate Investment Trusts ("NAREIT") issuedaaification of the definition of FF(
The clarification provides that amortization of éeéd financing costs and depreciation of non-estdte assets are no longer to be added
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back to net income in arriving at FFO. Cash avédldbr distribution is defined as funds from op@&as reduced by non-revenue enhancing
capital expenditures for building improvements gmhnt improvements and lease commissions relatselcond generation space.

FFO and cash available for distribution for theethand six month periods ended June 30, 1999 #®ld® summarized in the following
table (in thousands):

THREE MONTHS ENDED SI X MONTHS ENDED
JUNE 30, JUNE 30
1999 1998 199 9 1998
FUNDS FROM OPERATIONS:
Income before minority interest and extraordinary i tem ......... $41,237 $37,251 $ 82, 097 $ 71,288
Add (deduct):
Dividends to preferred shareholders .............. ... (8,145) (7,656) (16, 290) (13,801)
Severance costs and other division closing expense S i 1,233 - 1, 233 -
Gain on disposition of assets, net of income tax
PrOVISION ...oovvvvieiiiiie et (1,524) - 2, 093) -
Depreciation and amortization 27,705 20,340 55, 861 37,501
Depreciation on unconsolidated affiliates ........ 745 - 1, 222
FUNDS FROM OPERATIONS BEFORE MINORITY INTEREST . ............. 61,251 49,935 122, 030 94,988
CASH AVAILABLE FOR DISTRIBUTION:
Add (deduct):
Rental income from straight-line rents .......... ... (3,524) (2,976) 7, 509) (6,092)
Amortization of deferred financing costs ........ . ... 734 616 1, 512 1,232

Non-incremental revenue generating capital
expenditures (1):

Building improvements paid ..................... (1,678) (4, 475) (2,697)
Second generation tenant improvements paid ..... (4,868) (10, 121) (7,304)
Second generation lease commissions paid ....... (1,785) 7, 613) (3,511)
CASH AVAILABLE FOR DISTRIBUTION ............... $39,244 $ 93, 824 $ 76,616
Weighted average common shares/common units
outstanding -- basiC (2) ....coocevvvvvvevice . 70,445 63,126 70, 329 61,370
Weighted average common shares/common units
outstanding -- diluted (2) ....ccoovevcvveeeeeee 70,468 63,518 70, 360 61,877
DIVIDEND PAYOUT RATIO -- DILUTED:
Funds from operations ........cccccceevvceeeeeees e 62.1% 64.9% 6 2.3% 66.4%
Cash available for distribution ........cccoccooe. . L 80.4% 82.5% 8 1.0% 82.4%

(1) Amounts represent cash expenditures.

(2) Assumes redemption of Common Units for shafé&oonmon Stock. Minority interest Common Unit haislend the stockholders of the
Company share equally on a per share and per Cormibtvasis; therefore, the resultant per sharerinétion is unaffected by the
conversion.

On July 26, 1999, the Company's Board of Directtzclared a dividend of $.555 per share ($2.22 canawuialized basis) payable on August
18, 1999 to stockholders of record on August 59199

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

Some of the information in this Quarterly ReportForm 10-Q may contain forward-looking stateme8isch statements include, in
particular, statements about our plans, strategidsgprospects under "Management's Discussion aaty#is of Financial Condition and
Results of Operations." You can identify forwardhong statements by our use of forward-looking tetogy such as "may," "will,"
"expect,” "anticipate,” "estimate," "continue" dher similar words. Although we believe that ousnd, intentions and expectations reflected
in or suggested by such forward-looking statemargseasonable, we cannot assure you that our, pféestions or expectations will be
achieved. When considering such forward-lookingesteents, you should keep in mind
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the following important factors that could cause actual results to differ materially from thosentained in any forward-looking statement:
o our markets could suffer unexpected increasdswelopment of office, industrial and retail prapes;

o the financial condition of our tenants could detate;

o the costs of our development projects could ekoee original estimates;

0 we may not be able to complete development, attigui, disposition or joint venture projects asoffly or on as favorable terms as
anticipated;

0 we may not be able to lease or release spacklyjoicon as favorable terms as old leases;

0 we may have incorrectly assessed the environineaaition of our properties;

0 an unexpected increase in interest rates woalgase our debt service costs;

0 we may not be able to continue to meet our l@mgriquidity requirements on favorable terms;

o we could lose key executive officers; and

o our southeastern markets may suffer an unexpédeiglithe in economic growth or increase in unempplegt rates.

Given these uncertainties, we caution you not é&@elundue reliance on forward-looking statements.uvertake no obligation to publicly
release the results of any revisions to these fahl@king statements that may be made to reflegtfature events or circumstances or to
reflect the occurrence of unanticipated events.
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PROPERTY INFORMATION

The following table sets forth certain informatieith respect to our majority owned in-service aeg@lopment properties (excluding
apartment units) as of June 30, 1999 and 1998:

RENTABLE NU MBER OF PERCENT LEASED/
JUNE 30, 1999 SQUARE FEET PRO PERTIES PRE-LEASED
IN-SERVICE:
Office .......... ... 26,666,000 397 94%
Industrial .. 11,497,000 193 90%
Retail ......cccovvveeen. 1,790,000 19 91%
Total ..coovvvieeens 39,953,000 609 93%
DEVELOPMENT:
COMPLETED -- NOT STABILIZED
Office ...ccovveeeennen. 1,951,000 18 78%
Industrial ................ 476,000 4 78%
Retail ......ccevvveeen. 119,000 1 97%
Total ..coovvvieeens 2,546,000 23 79%
IN PROCESS
Office ..ovvvveeeennnn. 3,065,000 24 69%
Industrial ................ 472,000 4 17%
Retail .........cccuvee.. 81,000 1 53%
Total ..ooovviveeeis 3,618,000 29 61%
TOTAL
Office 31,682,000 439
Industrial 12,445,000 201
Retail 1,990,000 21
Total ..coovviieeeeins 46,117,000 661
JUNE 30, 1998
IN-SERVICE:
Office ..ovvvvveeeennen. 28,850,000 382 94%
Industrial .. 11,863,000 148 94%
Retail .........cccuveee. - -- -
Total ..ooovvviveeiis 40,713,000 530 94%
DEVELOPMENT:
COMPLETED -- NOT STABILIZED
(01101 U N/A N/A N/A
Industrial ................ N/A N/A N/A
Retail .........ccouveee. N/A N/A N/A
Total ..ooovvviveeiis N/A N/A N/A
IN PROCESS
Office ...ccovveeeennnn. 3,261,000 27 44%
Industrial .. 705,000 5 43%
Retail ......ccevvveeen. - - -
Total ..ooovviieeeenns 3,966,000 32 44%
TOTAL:
Office .......... .. 32,111,000 409
Industrial .. 12,568,000 153
Retail .......ccccceveees -- --
Total ..o, 44,679,000 562
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The following table sets forth certain informatiwaith respect to our properties under developmeiaf dsine 30, 1999 (dollars in thousands):

RENT ABLE
SQU ARE ESTIMATED COST AT PRE-LEASING E STIMATED ESTIMATED
NAME LOCATION FE ET COST 6/30/99 PERCENTAGE (1) CO MPLETION STABILIZATION (2)
IN-PROCESS
OFFICE:
C N A Maitland IlI Orlando 78 ,000 $ 9,885 $ 7,731 100% 3Q99 3Q99
Capital One Bldg 2 Richmond 44 ,000 5,359 5,240 100% 3Q99 3Q99
Highwoods Center Il @

Tradeport Atlanta 53 ,000 4,825 2,527 56% 3Q99 4Q99
Capital One Bldg 3 Richmond 126 ,000 15,046 10,267 100% 4Q99 4Q99
Eastshore | Richmond 68 ,000 7,535 457 100% 4Q99 4Q99
Lakepoint II Tampa 225 ,000 34,106 16,153 52% 4Q99 4Q99
Deerfield | Atlanta 72 ,000 6,994 2,312 62% 3Q99 1Q00
Deerfield II Atlanta 45 ,000 4,382 3,120 - 3Q99 1Q00
Westwood South Nashville 125 ,000 13,530 9,582 90% 3Q99 1Q00
3737 Glenwood Ave. Research Triangle 107 ,000 16,700 11,096 80% 3Q99 1Q00
Eastshore IlI Richmond 80 ,000 8,580 452 100% 1Q00 1Q00
Intermedia Building 1 Tampa 200 ,000 27,040 5,219 100% 1Q00 1Q00
Intermedia Building 2 Tampa 30 ,000 4,056 439 100% 1Q00 1Q00
Intermedia Building 3 Tampa 170 ,000 22,984 5,754 100% 1Q00 1Q00
Belfort Park C1 Jacksonville 54 ,000 4,830 2,196 -- 3Q99 2Q00
Belfort Park C2 Jacksonville 31 ,000 2,730 2,241 -- 3Q99 2Q00
Caterpillar Financial

Center Nashville 313 ,000 54,000 22,400 79% 1Q00 2Q00
4101 Research Commons Research Triangle 73 ,000 9,311 6,052 35% 3Q99 2Q00
Peachtree Corner Atlanta 109 ,000 9,238 3,869 33% 3Q99 3Q00
Intermedia Building 4 Tampa 200 ,000 29,219 1,909 100% 3Q00 3Q00
Mallard Creek V Charlotte 118 ,000 12,262 7,575 - 4Q99 4Q00
Valencia Place Kansas City 241 ,000 34,020 21,400 47% 1Q00 4Q00
Intermedia Building 5 Tampa 200 ,000 29,219 1,473 100% 3Q01 3Q01
Capital Plaza Orlando 303 ,000 53,000 27,554 30% 1Q00 4Q01
In-Process Office Total

or Weighted Average 3,065 ,000 $418,851 $177,018 69%

INDUSTRIAL:
Newpoint Il Atlanta 131 ,000 5,167 4,141 43% 3Q99 2Q00
Air Park South

Warehouse Il Piedmont Triad 120 ,000 3,626 668 - 4Q99 2Q00
Air Park South

Warehouse IV Piedmont Triad 86 ,000 2,750 1,754 28% 4Q99 3Q00
Bluegrass Valley | Atlanta 135 ,000 5,664 71 - 2Q00 4Q00
In-Process Industrial

Total or Weighted

Average 472 ,000 $17,207 $ 6,634 17%

RETAIL:
Valencia Place Kansas City 81 ,000 14,362 7,193 53% 1Q00 4Q00
In-Process Retail
Total or Weighted
Average 81 ,000 $14,362 $ 7,193 53%
Total or Weighted

Average of all

In-Process

Development Projects 3,618 ,000 $450,420 $190,845 61%

(1) Includes the effect of letters of intent.

(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic
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RENT ABLE

SQU ARE ESTIMATED COSTAT PRE-LEASING E STIMATED ESTIMATED
NAME LOCATION FE ET COST  6/30/99 PERCENTAGE (1) CO MPLETION STABILIZATION (2)

COMPLETED -- NOT STABILIZED
OFFICE:
Patewood VI Greenville 107 ,000 $11,400 $12,223 96% 3Q98 3Q99
Lakeview Ridge IlI Nashville 131 ,000 13,100 9,883 88% 2Q99 3Q99
Highwoods Centre Research Triangle 76 ,000 8,300 8,627 100% 4Q98 3Q99
Overlook Research Triangle 97 ,000 10,500 10,162 100% 4Q98 3Q99
Red Oak Research Triangle 65 ,000 6,000 5,978 90% 4Q98 3Q99
Situs Il Research Triangle 59 ,000 6,300 6,648 94% 3Q98 3Q99
Interstate Corporate

Center Tampa 342 ,000 19,100 17,856 99% 1Q99 3Q99
Ridgefield Il Asheville 57 ,000 5,500 5,185 53% 3Q98 4Q99
10 Glenlakes Atlanta 254 ,000 35,100 29,735 82% 1Q99 4Q99
Parkway Plaza 11 Charlotte 32 ,000 2,600 2,354 66% 1Q99 4Q99
Highwoods Centre Hampton Roads 103 ,000 9,925 8,501 66% 4Q98 4Q99
Southwind Building D Memphis 64 ,000 6,800 5,017 85% 2Q99 4Q99
Cool Springs | Nashville 153 ,000 16,800 15,552 66% 3Q98 4Q99
Stony Point Il Richmond 136 ,000 13,881 10,554 58% 2Q99 4Q99
Parkway Plaza 12 Charlotte 22 ,000 1,800 1,445 67% 1Q99 1Q00
Parkway Plaza 14 Charlotte 90 ,000 7,690 5,569 58% 2Q99 1Q00
Lakefront Plaza | Hampton Roads 77 ,000 7,477 6,502 32% 2Q99 1Q00

Concourse Center One  Piedmont Triad 86 ,000 8,400 6,708 32% 2Q99 1Q00

Completed -- Not
Stabilized Office Total

or Weighted Average 1,951 ,000 $190,673 $168,49 78%
INDUSTRIAL:
Tradeport 1 Atlanta 87 ,000 $ 3,100 $ 2,989 82% 3Q98 3Q99
Tradeport 2 Atlanta 87 ,000 3,100 3,146 86% 3Q98 3Q99
Air Park South

Warehouse Il Piedmont Triad 136 ,000 4,200 3,293 100% 4Q98 3Q99
HIW Distribution Center Richmond 166 ,000 5,764 5,663 53% 1Q99 4Q99

Completed -- Not
Stabilized Industrial
Total or Weighted

Average 476 ,000 $16,164 $15,091 78%
RETAIL:
Seville Square Kansas City 119 ,000 $32,100 $30,190 97% 2Q99 1Q00

Completed -- Not

Stabilized Retail Total

or Weighted Average 119 ,000 $32,100 $ 30,190 97%
Total or Weighted

Average of all

Completed -- Not

Stabilized

Development Projects 2,546 ,000 $238,937 $213,780 79%

Total or Weighted
Average of all
Development Projects 6,164 ,000 $689,357 $404,625 69%

(1) Includes the effect of letters of intent.

(2) We generally consider a development projettetatabilized upon the earlier of the first datehsproject is at least 95% occupied or one
year from the date of completic
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REN

DEVELOPMENT ANALYSIS -

SUMMARY BY ESTIMATED STABILIZATION DATE:

Third Quarter 1999 ........cccccee.....
Fourth Quarter 1999 ....................
First Quarter 2000 ....... .

Second Quarter 2000 .
Third Quarter 2000 .....
Fourth Quarter 2000 ...
Third Quarter 2001 .....
Fourth Quarter 2001 ....................

Held for Sale .........cccoccveennnns

6,16

SUMMARY BY MARKET:
Asheville ... 5
Atlanta ... 97
Charlotte .. 26
Greenville .... 10
Jacksonville .... 8
Kansas City .... . 44
Memphis ..., 6
Nashville ........ccccccoviiieeinnne 72
Orlando .......occovevveeiiiiieiinns 38
Piedmont Triad ..... 42
Research Triangle ... a7
Richmond .... . 62
Tampa ............ 1,02
Held for Sale ........ccccocieeenns 52
Total or Weighted Average ............. 6,16
Build-to-Suit ........ccevvnveeiinnnnns 1,19
Multi-tenant ..........ccccceevneee. 4,44
Held for Sale .........ccccevcveeenne 52
Total or Weighted Average . 6,16
PER PROPERTY TYPE:

Office Weighted Average................. 11
Industrial Weighted Average ............ 11
Retail Weighted Average ................ 10
Held for Sale Weighted Average ......... 17
Total Weighted Average ... 11

(1) Includes the effect of letters of intent.
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TABLE
UARE ESTIMATED PRE-LEASING
EET COSTS PERCENTAGE (1)

(DOLLARS IN THOUSANDS)

7,000 $ 81,244 94%

4,000 147,957 69%
6,000 154,256 81%
2,000 79,664 46%
5,000 41,207 66%
5,000 66,308 27%
0,000 29,219 100%
3,000 53,000 30%
2,000 36,502 83%

4,000 $ 689,357 69%

7,000 $ 5,500 53%

3,000 77,570 54%
2,000 24,352 34%
7,000 11,400 96%
5,000 7,560 --
1,000 80,482 62%
4,000 6,800 85%
2,000 97,430 80%
1,000 62,885 44%
8,000 18,976 44%
7,000 57,111 83%
0,000 56,165 78%
5,000 146,624 89%
2,000 36,502 83%

4,000 $ 689,357 69%

6,000 $ 158,923  100%
6,000 493,932 59%
2,000 36,502 83%

4,000 $ 689,357 69%

ABLE
ARE ESTIMATED PRE-LEASING
ET COSTS PERCENTAGE (1)

(DOLLARS IN THOUSANDS)

5,231 $ 14,693 71%

8,500 4,171  48%
0,000 23,231  79%
4,000 12,167 83%

8,538 $ 13,257 69%




The following tables set forth certain informatiainout our leasing activities at our majority-ownedervice properties (excluding apartment
units) for the three months ended June 30 and M2tchi999 and December 31 and September 30 1998.

OFFICE LEASING STATISTICS
THREE MONTHS ENDED

6/30/9 9 3/31/99 12/31/98 9/30/9 8 AVERAGE

NET EFFECTIVE RENTS RELATED TO

RE-LEASED SPACE:

Number of lease transactions (signed

leases) 2 90 276 308 326 300
Rentable square footage leased 1,326,8 38 1,406,170 1,291,297 1,645, 913 1,417,555
Average per rentable square foot over

the lease term:

Base rent $ 15. 60 $ 14.84 $ 16.54 $ 16 .18 $ 15.79
Tenant improvements (0. 84) (0.84) (0.85) (0 71) (0.81)
Leasing commissions (0. 38) (0.42) (0.38) (0 A42) (0.40)
Rent concessions (o. 03) (0.01) (0.03) (0 .02) (0.02)
Effective rent 14. 35 13.57 15.28 15 .03 14.56
Expense stop (1) (4. 21) (3.55) (3.96) (4 .45) (4.04)
Equivalent effective net rent $ 10. 14 $ 10.02 $ 11.32 $ 10 .58 $ 10.52
Average term in years 4 5 4 5 5

CAPITAL EXPENDITURES RELATED TO
RE-LEASED SPACE:

Tenant Improvements:

Total dollars committed under signed

leases $5,073,1 53 $6,848,279 $4,886,517 $ 6,754, 100 $5,890,512
Rentable square feet 1,326,8 38 1,406,170 1,291,297 1,645, 913 1,417,555
Per rentable square foot $ 3. 82 $ 487 $ 3.78 $ 4 .10 $ 4.16

Leasing Commissions:
Total dollars committed under signed

leases $2,230,9 15 $3,047,978 $2,005,094 $ 3,694, 473 $2,744,615
Rentable square feet 1,326,8 38 1,406,170 1,291,297 1,645, 913 1,417,555
Per rentable square foot $ 1 68 $ 217 $ 155 $ 2 .24 $ 194
Total:
Total dollars committed under signed
leases $7,304,0 68 $9,896,257 $6,891,611 $10,448, 573 $8,635,127
Rentable square feet 1,326,8 38 1,406,170 1,291,297 1,645, 913 1,417,555
Per rentable square foot $ 5. 50 $ 7.04 $ 534 $ 6 .35 $ 6.09

RENTAL RATE TRENDS:
Average final rate with expense pass

throughs $ 15. 20 $ 14.28 $ 13.57 $ 14 .51 $ 14.39
Average first year cash rental rate $ 15. 61 $ 15.01 $ 14.47 $ 15 43 $ 15.13
Percentage increase 2. 70% 5.11% 6.63% 6 .34%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintaing
which we will not be reimbursed by our tenants.
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INDUSTRIAL LEASING STATISTICS
THREE MONTHS ENDED

6/30/99 3/31/99 12/31/98 9/30/98 AVERAGE
NET EFFECTIVE RENTS RELATED TO RE-LEASED
SPACE:
Number of lease transactions (signed leases) 63 72 44 56 59
Rentable square footage leased 589,835 837,616 582,758 314,549 581,190
Average per rentable square foot over the
lease term:
Base rent $ 5.55 $ 5.12 $ 471 $ 6.59 $ 5.49
Tenant improvements (0.37) (0.22) (0.20) (0.23) (0.26)
Leasing commissions (0.22) (0.10) (0.09) (0.09) (0.13)
Rent concessions 0.00 0.00 0.00 0.00 0.00
Effective rent 4.96 4.80 4.42 6.27 5.11
Expense stop (1) (0.28) (0.28) (0.25) (0.44) (0.31)
Equivalent effective net rent $ 4.68 $ 452 $ 4.17 $ 5.83 $ 4.80
Average term in years 4 4 3 4 4
CAPITAL EXPENDITURES RELATED TO RE-LEASED
SPACE:
TENANT IMPROVEMENTS:
Total dollars committed under signed leases $1,064,618 $ 821,654 $712,108 $ 248,359 $711,685
Rentable square feet 589,835 837,616 582,758 314,549 581,190
Per rentable square foot $ 1.80 $ 098 $ 122 $ 0.79 $ 122
LEASING COMMISSIONS:
Total dollars committed under signed leases $ 527,815 $ 315,101 $173,017 $ 99,574 $278,877
Rentable square feet 589,835 837,616 582,758 314,549 581,190
Per rentable square foot $ 0.89 $ 0.38 $ 0.30 $ 0.32 $ 0.48
TOTAL:
Total dollars committed under signed leases $1,592,433 $1,136,755 $885,125 $ 347,933 $990,561
Rentable square feet 589,835 837,616 582,758 314,549 581,190
Per rentable square foot $ 270 $ 1.36 $ 152 $ 111 $ 1.70
RENTAL RATE TRENDS:
Average final rate with expense pass throughs $ 517 $ 491 $ 4.62 $ 5.40 $ 5.03
Average first year cash rental rate $ 5.62 $ 4091 $ 4.72 $ 5.54 $ 5.20
Percentage increase 8.70% 0.00% 2.16% 2.59% 3.38%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintain
which we will not be reimbursed by our tenants.
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RETAIL LEASING STATISTICS
THREE MONTHS ENDED

6/30/99 3/31/99 12/31/98 9/ 30/98 AVERAGE
NET EFFECTIVE RENTS RELATED TO RE-LEASED
SPACE:
Number of lease transactions (signed leases) 29 25 15 11 20
Rentable square footage leased 159,484 62,638 29,706 3 7,258 72,272
Average per rentable square foot over the
lease term:
Base rent $ 14.48 $ 15.37 $ 16.34 $ 13.59 $ 1495
Tenant improvements (1.46) (0.45) (1.66) (0.14) (0.93)
Leasing commissions (0.39) (0.39) (0.76) (0.44) (0.50)
Rent concessions 0.00 0.00 0.00 0.00 0.00
Effective rent 12.63 14.53 13.92 1 3.01 13.52
Expense stop (1) 0.00 (0.27) (2.79) ( 0.09) (0.54)
Equivalent effective net rent $ 12.63 $14.26 $12.13 $1 2.92 $ 12.98
Average term in years 6 6 5 6 6
CAPITAL EXPENDITURES RELATED TO RE-LEASED
SPACE:
TENANT IMPROVEMENTS:
Total dollars committed under signed leases $2,784,277 $248,531 $319,620 $2 1,000 $ 843,357
Rentable square feet 159,484 62,638 29,706 3 7,258 72,272
Per rentable square foot $ 17.46 $ 3.97 $ 10.76 $ 0.56 $ 11.67
LEASING COMMISSIONS:
Total dollars committed under signed leases $ 393,991 $153,872 $123,047 $9 9,268 $ 192,544
Rentable square feet 159,484 62,638 29,706 3 7,258 72,272
Per rentable square foot $ 247 $ 2.46 $ 4.14 $ 2.66 $ 266
TOTAL:
Total dollars committed under signed leases $3,178,268 $402,403 $442,667 $12 0,268 $1,035,901
Rentable square feet 159,484 62,638 29,706 3 7,258 72,272
Per rentable square foot $ 19.93 $ 6.42 $ 14.90 $ 3.23 $ 14.33
RENTAL RATE TRENDS:
Average final rate with expense pass throughs $ 991 $ 10.92 $ 1591 $ 8.55 $ 11.32
Average first year cash rental rate $ 14.20 $ 16.22 $ 18.16 $ 10.53 $ 14.78
Percentage increase 43.29% 48.53% 14.14% 23.16% 30.51%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buidi expense and common area maintainz
which we will not be reimbursed by our tenants.
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The following tables set forth scheduled lease ratipins for executed leases at our majority-owmeskirvice properties (excluding apartment
units) as of June 30, 1999 assuming no tenant isesreenewal options.

OFFICE PROPERTIES:

AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE EXPIRING PER SQUA RE REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES  (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 589 2,009,187 7.7% $ 31,033 $ 15.45 7.6%
2000 753 3,410,864 13.1% 54,052 15.85 13.3%
2001 700 4,015,449 15.5% 64,456 16.05 15.8%
2002 637 3,928,971 15.1% 62,292 15.85 15.3%
2003 500 3,857,956 14.9% 62,079 16.09 15.2%
2004 260 2,573,684 9.9% 40,959 15.91 10.0%
2005 88 1,305,799 5.0% 19,881 15.23 4.9%
2006 51 1,394,041 5.4% 21,553 15.46 5.3%
2007 29 761,892 2.9% 12,278 16.12 3.0%
2008 50 1,572,359 6.1% 21,975 13.98 5.4%
2009 and thereafter 42 1,136,541 4.4% 17,220 15.15 4.2%
3,699 25,966,743 100.0% $407,778 $ 15.70 100.0%
INDUSTRIAL PROPERTIES:
AVERAGE
ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF ANNUAL RENTS  RENTAL RAT E LEASED RENTS
RENTABLE LE ASED SQUARE FOOTAGE UNDER EXPIRING PER SQUAR E REPRESENTED
YEAR OF LEASE  NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FOR BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES (IN THOUSANDS) EXPIRATIONS 1) LEASES
Remainder of 1999 157 1,230,655 12.2% $ 6,146 $4.99 12.3%
2000 178 2,121,760 21.0% 10,700 5.04 21.3%
2001 156 1,916,091 18.9% 9,075 4.74 18.1%
2002 112 1,380,531 13.6% 6,635 4.81 13.3%
2003 57 773,676 7.6% 4,276 5.53 8.6%
2004 42 1,653,829 16.4% 6,526 3.95 13.1%
2005 12 191,086 1.9% 1,224 6.41 2.4%
2006 6 312,099 3.1% 1,500 4.81 3.0%
2007 2 39,125 0.4% 488 12.47 1.0%
2008 6 247,737 2.4% 1,981 8.00 4.0%
2009 and thereafter 5 247,876 2.5% 1,447 5.84 2.9%
733 10,114,465 100.0% $49,998 $4.94 100.0%

(1) Includes operating expense pass throughs ariddss the effect of future contractual rent insesa
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RETAIL PROPERTIES:

AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE EXPIRING PER SQUA RE REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 55 192,916 9.2% $ 2,004 $ 10.39 7.3%
2000 74 273,325 13.0% 3,159 11.56 11.5%
2001 60 233,221 11.2% 3,292 14.12 12.0%
2002 48 185,497 8.8% 2,425 13.07 8.8%
2003 49 217,203 10.3% 3,334 15.35 12.1%
2004 23 196,052 9.3% 1,618 8.25 5.9%
2005 13 57,731 2.8% 1,090 18.88 4.0%
2006 15 120,367 5.7% 1,352 11.23 4.9%
2007 9 67,092 3.2% 985 14.68 3.6%
2008 14 107,352 5.1% 2,365 22.03 8.6%
2009 and thereafter 26 447,832 21.4% 5,866 13.10 21.3%
386 2,098,588 100.0% $27,490 $ 13.10 100.0%
TOTAL:
AVERAGE
ANNUAL RENTS ANNUAL PERCENTAGE OF
TOTAL PERCENTAGE OF UNDER RENTAL RA TE LEASED RENTS
YEAR OF RENTABLE L EASED SQUARE FOOTAGE  EXPIRING PER SQUA RE  REPRESENTED
LEASE NUMBER OF SQUARE FEET REPRESENTED BY LEASES (1) FOOT FO R BY EXPIRING
EXPIRATION LEASES EXPIRING EXPIRING LEASES  (IN THOUSANDS) EXPIRATIONS (1) LEASES
Remainder of 1999 801 3,432,758 9.0% $ 39,183 $ 11.41 8.1%
2000 1,005 5,805,949 15.2% 67,911 11.70 14.0%
2001 916 6,164,761 16.1% 76,823 12.46 15.8%
2002 797 5,494,999 14.4% 71,352 12.98 14.7%
2003 606 4,848,835 12.7% 69,689 14.37 14.4%
2004 325 4,423,565 11.6% 49,103 11.10 10.1%
2005 113 1,554,616 4.1% 22,195 14.28 4.6%
2006 72 1,826,507 4.8% 24,405 13.36 5.0%
2007 40 868,109 2.3% 13,751 15.84 2.8%
2008 70 1,927,448 5.0% 26,321 13.66 5.4%
2009 and thereafter 73 1,832,249 4.8% 24,533 13.39 5.1%
4,818 38,179,796 100.0% $485,266 $ 12.71 100.0%

(1) Includes operating expenses pass throughsxahades the effect of future contractual rent iRses.

INFLATION

Historically inflation has not had a significantpact on our operations because of the relativelyifdlation rate in our geographic areas of
operation. Most of the leases require the tenanpay their pro rata share of increased incremep@tating expenses, including common
maintenance, real estate taxes and insurancebthezducing our exposure to increases in operatipgnses resulting from inflation. In
addition, many of the leases are for terms of fleas seven years, which may enable us to repldstrexleases with new leases at a higher

base rent if rents on the existing leases are btevmarket rate.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

THE EFFECTS OF POTENTIAL CHANGES IN INTEREST RATEERE DISCUSSED BELOW. OUR MARKET RISK DISCUSSION
INCLUDES "FORWARD-LOOKING STATEMENTS" AND REPRESENT AN ESTIMATE OF POSSIBLE CHANGES IN FAIR VALUE
OR FUTURE EARNINGS THAT WOULD OCCUR ASSUMING HYPOTHTICAL FUTURE MOVEMENTS IN INTEREST RATES.
THESE DISCLOSURES ARE NOT PRECISE INDICATORS OF EEATED FUTURE LOSSES, BUT ONLY INDICATORS OF
REASONABLY POSSIBLE LOSSES. AS A RESULT, ACTUAL FURE RESULTS MAY DIFFER MATERIALLY FROM THOSE
PRESENTED. SEE "MANAGEMENT'S DISCUSSION AND ANALYSIOF RESULTS OF OPERATIONS -- LIQUIDITY AND
CAPITAL RESOURCES" FOR A DESCRIPTION OF OUR ACCOUNIG POLICIES AND OTHER INFORMATION RELATED TO
THESE FINANCIAL INSTRUMENTS.

To meet in part our long-term liquidity requiremgntve borrow funds at a combination of fixed andalde rates. Borrowings under the
Revolving Loan bear interest at variable rates. [Ong-term debt, which consists of long-term finiaigs and the issuance of debt securities,
typically bears interest at fixed rates. In additiwe have assumed fixed rate and variable rateideonnection with acquiring properties.
Our interest rate risk management objective igntd the impact of interest rate changes on easangd cash flows and to lower our overall
borrowing costs. To achieve these objectives, ftiom to time we enter into interest rate hedge rems$ such as collars, swaps, caps and
treasury lock agreements in order to mitigate oterest rate risk with respect to various debtimsents. We do not hold or issue these
derivative contracts for trading or speculativepuses.

CERTAIN VARIABLE RATE DEBT. As of June 30, 1999,diCompany had approximately $136.2 million of vialeéarate debt outstanding
that was not protected by interest rate hedge actstrif the weighted average interest rate onvidnimble rate debt is 100 basis points higher
or lower during the 12 months ended June 30, 20@0interest expense would be increased or deaegg®oximately $1.4 million. In
addition, as of June 30, 1999, we had $80 millibadulitional variable rate debt outstanding thas weotected by an interest rate collar that
effectively keeps the interest rate within a ran§85 basis points. We do not believe that a 1&ishaoint increase or decrease in interest
rates would materially affect our interest expengh respect to this $80 million of debt.

INTEREST RATE HEDGE CONTRACTS. For a discussioroof interest rate hedge contracts in effect at Bnd.999, see "Management's
Discussion and Analysis of Financial Condition &webults of Operations -- Liquidity and Capital Reses -- CAPITALIZATION." If

interest rates increase by 100 basis points, theeggte fair market value of these interest ratigbeontracts as of June 30, 1999 would
increase by approximately $16.4 million. If interestes decrease by 100 basis points, the aggrigatearket value of these interest rate
hedge contracts as of June 30, 1999 would declgaapproximately $18.0 million.

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartiegeting hedge contracts. We expect the
counterparties, which are major financial institas, to perform fully under these contracts. Howglfehe counterparties were to default on
their obligations under the interest rate hedgédraots, we could be required to pay the full rate®ur debt, even if such rates were in excess
of the rates in the contracts.
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PART Il -- OTHER INFORMATION
Item 1. Legal Proceedings

On October 2, 1998, John Flake, a former stockinatid.C. Nichols, filed a putative class actiowsait on behalf of himself and the other
former stockholders of J.C. Nichols in the Unitadt8s District Court for the District of Kansas mgaJ.C. Nichols, certain of its former
officers and directors and the Company. The comphlleges, among other things, that in conneatiith the merger of J.C. Nichols and the
Company, (1) J.C. Nichols and the named directodsadficers of J.C. Nichols breached their fidugiduties to J.C. Nichols' stockholders,
J.C. Nichols and the named directors and officéts@. Nichols breached their fiduciary duties tembers of the J.C. Nichols Company
Employee Stock Ownership Trust, (3) all defendgatsicipated in the dissemination of a proxy staetrtontaining materially false and
misleading statements and omissions of materi#d facviolation of

Section 14(a) of the Exchange Act of 1934 andl{éd)@ompany filed a registration statement withSE€ containing materially false and
misleading statements and omissions of materi#d facviolation of Sections 11 and 12(2) of the B#ies Act of 1933. The plaintiffs seek
equitable relief and monetary damages. We belieaethe defendants have meritorious defenses tolaiffs' allegations. We intend to
vigorously defend this litigation. By order dataché 18, 1999, the court granted in part and denigdrt our motions to dismiss. The plain
has filed a motion seeking certification of thegweed class of plaintiffs. All defendants will ogeahat motion, which remains pending.
Discovery in this matter is proceeding. Due toitifeerent uncertainties of the litigation process,ave not able to predict the outcome of this
litigation. If this litigation is not resolved inuo favor, it could have a material adverse effecbar business, financial condition and results of
operations.

Item 2. Changes in Securities and Use of Proceeds

(c) During the three months ended June 30, 198@9Ctmpany issued an aggregate of 13,514 sharesnofm@n Stock to holders of Common
Units in connection with the merger of Eakin & Similnc. into the Company on April 1, 1996. The gisavere issued to three principals of
Eakin & Smith, pursuant to an exemption from thgisgation requirements of the Securities Act 083.9Each of the three principals is an
accredited investor. We exercised reasonable oassure that the principals were not purchasiaglhiares with a view to their distribution.

Item 3. Defaults Upon Senior Securities -- NA
Item 4. Submission of Matters to a Vote of Securityolders

On June 2, 1999, the Company held its Annual MgatfrStockholders. The final vote of the mattemssented for a vote at such meeting was
as follows:

MATTER FOR AGAINST BROKER NON-VOTE ABSTA IN
(A) Election of Directors
Thomas W. Adler ........ccococeveevnunnnnn. 49 436,674 -- 198,86 8
Kay Nichols Collison .............c.coue. 49 436,774 -- 198,76 8
William E. Graham, Jr. ........ccccoc..... 49 436,774 - 198,76 8
Willard H. Smith Jr. .........cccooeee 49 436,774 - 198,76 8
(B) Ratify appointment of Ernst & Young LLP as
independent auditors ............cccc....... 49 , 175,764 2,947 -- 456,83 1

Iltem 5. Other Information -- NA
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits
EXHIBIT NO. DESCRIPTION
10.1 (1) Purchase and Sale Agreement dat ed March 22, 1999, by and among Highwoods/Florida
Holdings, L.P. and America's Ca pital Partners, LLC, as amended by First Amendment to
Purchase and Sale Agreement dat ed April 21, 1999
10.2 (1) Purchase and Sale Agreement dat ed March 22, 1999, by and among Highwoods/Florida
Holdings, L.P. and America's Ca pital Partners, LLC, as amended by First Amendment to
Purchase and Sale Agreement dat ed April 21, 1999
27 Financial Data Schedule

(1) Filed as part of the Company's Quarterly ReporEorm 10-Q for the quarter ended March 31, 1®89incorporated herein by reference.

(b) Reports on Form 8-K -- None
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SIGNATURES

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

HIGHWOODS PROPERTIES, INC.

I RONALD P. G BSON

RONALD P. G BSON
PRESI DENT AND CHI EF EXECUTI VE OFFI CER

/sl CARMVAN J. LI UZZO

CARMAN J. LI UZZO
CHI EF FI NANCI AL OFFI CER
(PRI NCI PAL ACCOUNTI NG OFFI CER)

Date: August 16, 1999
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ARTICLE 5
MULTIPLIER: 100C

PERIOD TYPE 3 MOS 6 MOS
FISCAL YEAR END DEC 31 199 DEC 31 199
PERIOD START APR 01 199 JAN 01 199
PERIOD END JUN 30 199 JUN 30 199
CASH 115,97: 115,97:
SECURITIES 0 0
RECEIVABLES 91,19¢ 91,19¢
ALLOWANCES 2,091 2,091
INVENTORY 0 0
CURRENT ASSET¢ 169,42 169,42¢
PP&E 3,692,32! 3,692,32!
DEPRECIATION 197,49 197,49:
TOTAL ASSETS 4,049,86: 4,049,86:
CURRENT LIABILITIES 100,37- 100,37-
BONDS 1,779,87 1,779,87
PREFERRED MANDATORY 0 0
PREFERREL 397,50( 397,50(
COMMON 0 0
OTHER SE 1,771,501 1,771,50!
TOTAL LIABILITY AND EQUITY 4,049,86. 4,049,86.
SALES 142,07¢ 288,80(
TOTAL REVENUES 147,84. 300,04
CGS 43,76 89,10¢
TOTAL COSTS 71,46¢ 144,96°
OTHER EXPENSE! 6,212 12,00¢
LOSS PROVISION 0 0
INTEREST EXPENSE 30,45 63,07:
INCOME PRETAX 36,35¢ 71,39:
INCOME TAX 0 0
INCOME CONTINUING 36,35¢ 71,39:
DISCONTINUED 0 0
EXTRAORDINARY (777, (777
CHANGES 0 0
NET INCOME 27,43¢ 54,32t
EPS BASIC 0.4t 0.8¢
EPS DILUTED 0.4t 0.8¢
End of Filing
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