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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

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

The information furnished in the accompanying Carséel Consolidated Financial Statements refle@djlistments (consisting of
normal recurring accruals) that are, in our opiniogcessary for a fair presentation of the afordimeed financial statements for the interim
period.

The aforementioned financial statements shoulcehd m conjunction with the notes to Consolidatetfcial Statements,
Management’s Discussion and Analysis of Financ@hdition and Results of Operations and Risk Fadtmisided herein and in our 2005
Annual Report on Form 10-K.
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Balance Sheets
(Unaudited and in thousands, except share anchpee amounts)

December 31
March 31,
2006 2005
Assets:

Real estate assets, at ct
Land $ 349,13 $ 344,55t
Buildings and tenant improvemet 2,543,64. 2,523,84i
Development in proces 60,67¢ 28,72%
Land held for developme! 146,212 152,31.
Furniture, fixtures and equipme 23,31( 22,467
3,122,97 3,071,911
Less— accumulated depreciatic (583,12) (564,82)
Net real estate asse 2,539,85: 2,507,08:
Real estate and other assets, net, held fo 7,37¢ 148,02¢
Cash and cash equivalel 24,14« 1,21z
Restricted cas 15,01¢ 16,22:
Accounts receivable, n 20,02: 24,20
Notes receivabl 8,71¢ 9,23
Accrued straigt-line rents receivable, n 63,97¢ 60,93¢
Investments in unconsolidated affilia 65,17¢ 69,24
Deferred financing and leasing costs, 60,60 59,487
Prepaid expenses and otl 13,40¢ 13,32¢
Total Assets $2,818,29.  $2,908,97:

Liabilities, Minority Interest and Stockholders’ Equity:

Mortgages and notes payal $1,450,25. $1,471,61i
Accounts payable, accrued expenses and otheritied 120,92: 127,45!
Financing obligation 34,28: 34,154
Total Liabilities 1,605,45. 1,633,22!
Minority interest 94,32¢ 94,13

Stockholder Equity:
Preferred stock, $.01 par value, 50,000,000 autbdrshares
8 5/8% Series A Cumulative Redeemable PreferredeSHhquidation preference $1,000 pe
share), 104,945 shares issued and outstandingrahN3a, 2006 and December 31, 2( 104,94! 104,94!
8% Series B Cumulative Redeemable Preferred Skiageglation preference $25 per share),
3,700,000 shares issued and outstanding at Mar,ch086 and 5,700,000 at December 31,

2005, respectivel 92,50( 142,50(
Common stock, $.01 par value, 200,000,000 authdshares; 54,141,838 shares issued and
outstanding at March 31, 2006 and 54,028,507 aeéer 31, 2005, respective 541 54C
Additional paic-in capital 1,417,78. 1,419,68
Distributions in excess of net earnir (495,22 (479,90)
Accumulated other comprehensive | (2,035 (2,219
Deferred compensatic — (3,936
Total Stockholder Equity 1,118,51 1,181,61!
Total Liabilities, Minority Interest and Stockhold’ Equity $2,818,29: $2,908,97i

See accompanying notes to condensed consolidaiucfal statements.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Income
(Unaudited and in thousands, except per share asjoun

Three Months Ended

March 31,
2006 2005
Rental and other revenues $104,24¢ $102,16¢
Operating expenses
Rental property and other expen 37,26: 35,00:
Depreciation and amortizatic 28,70¢ 29,64¢
Impairment of assets held for L — 2,57
General and administrati\ 8,692 8,35¢
Total operating expens 74,66 75,58(
Interest expense:
Contractua 23,91 25,39
Amortization of deferred financing cos 744 847
Financing obligation 942 1,64
25,59¢ 27,88¢
Other income/(expense):
Interest and other incon 1,98¢ 1,93
Loss on debt extinguishme — (27)
1,98¢ 1,91(
Income before disposition of property, minority interest and equity in earnings of unconsolidated affates 5,97¢ 60¢
Gains on disposition of property, r 4,31( 40%
Minority interest (614) 36¢
Equity in earnings of unconsolidated affilia 2,08: 2,641
Income from continuing operations 11,75¢ 4,02(
Discontinued operations:
Income from discontinued operations, net of miryoriteresi 634 2,992
Gains on sales and impairments of discontinuedatipgrs, net of minority interest, including a gain
from a related party transaction of $3,864 in 2 1,75¢ 14,14:
2,392 17,13¢
Net income 14,14¢ 21,15«
Dividends on preferred stot (4,729 (7,719
Excess of preferred stock redemption cost oveyirayivalue (1,809) —
Net income available for common stockholder $ 7,61¢ $ 13,44
Net income per common share—basic:
Income/(loss) from continuing operatia $ 01C $ (0.09
Income from discontinued operatic 0.04 0.32Z
Net income $ 014 $ 0.2t
Weighted average common shares outstar—basic 53,81 53,64
Net income per common share—diluted:
Income/(loss) from continuing operatic $ 01C $ (0.09
Income from discontinued operatia 0.04 0.32
Net income $ 014 $ 0.2t
Weighted average common shares outstar—diluted 60,58¢ 53,64+
Dividends declared per common sh $ 0428 § 042t

See accompanying notes to condensed consolidaiucfal statements.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders’ Equity
For the Three Months Ended March 31, 2006
(Unaudited and in thousands, except share amounts)

Accumulated  Distributions

Deferred
Number of  Common Additional Compen- Other in Excess of
Common Series A Series B Paid-In Compre- Net
Shares Stock Preferred Preferred Capital sation hensive Los: Earnings Total

Balance at December 31, 2C 54,028,50 $ 54C $104,94! $142,50( $1,419,68: $(3,93€) $ (2,212) $(479,90) $1,181,61
Reversal of unvested deferred

compensation as a result of

the adoption of SFAS

No. 123(R) — — — — (3,93¢) 3,93¢ — — —
Issuance of Common Stock, | 13,13¢ — — — 31C — — — 31C
Conversion of warrants to

shares 2,272 — — — — — — — —
Common Stock Dividenc — — — — — — — (22,947 (22,949
Preferred Stock Dividenc — — — — — — — (4,729 (4,729

Adjustment to minority interes
of unitholders in the

Operating Partnersh — — — — (921) — — — (921)
Issuance of restricted stock, | 97,92: — — — — — — — —
Redemption of Preferred Sto — — — (50,000 1,80¢ — — (1,807%) (50,000
Amortization of equity-based

compensatiol — 1 — — 844 — — — 84t
Other comprehensive incor — — — — — — 177 — 177
Net Income — — — — — — — 14,14¢ 14,14¢
Balance at March 31, 20( 54,141,83 $ 541 $104,94! $ 92,50( $1,417,78. $ — $ (2,03F) $(495,22) $1,118,51

See accompanying notes to condensed consolidaiucfal statements.
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited and in thousands)

Three Months Ended

March 31,
2006 2005
Operating activities:
Net income $ 14,14¢ $ 21,15«
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 28,75( 35,25¢
Amortization of lease incentive 162 234
Impairment of assets held for L — 2,572
Amortization of equit-based compensatic 84t 613
Amortization of deferred financing cos 744 847
Amortization of accumulated other comprehensive 177 17¢€
(Gains) and impairments on disposition of propenst (6,204 (16,127
Minority interest 81t 1,54¢
Equity in earnings of unconsolidated affilia (2,089 (2,647
Change in financing obligatiot 12¢ (30€)
Distributions of earnings to minority partner innsolidated affiliate (127) —
Distributions of earnings from unconsolidated &fis 2,35¢ 1,942
Changes in operating assets and liabili 45 (15,167)
Net cash provided by operating activit 39,75 30,10¢
Investing activities:
Additions to real estate assets and deferred lgasists (34,789 (33,92)
Proceeds from disposition of real estate as 158,67 54,22%
Distributions of capital from unconsolidated atities 1,371 964
Net repayments in notes receiva 513 1,59¢
Contributions to unconsolidated affiliat (200 —
Cash assumed upon consolidation of unconsoliddfitidta 64E —
Other investing activitie (629) 107
Net cash provided by investing activiti 125,69¢ 22,97¢
Financing activities:
Distributions paid on common stock and common (25,237) (25,449
Redemption of preferred sto (50,000 —
Dividends paid on preferred sto (4,729 (7,719
Net proceeds from the sale of common si 31C 2,19¢
Repurchase of common un (1,499 (989)
Borrowings on revolving credit facilit 92,00( 37,00(
Repayment of revolving credit facili (104,500 (27,000
Borrowings on mortgages and notes payi — 6,69¢
Repayment of mortgages and notes pay (48,829 (6,929
Additions to deferred financing cos (43) (52)
Net cash used in financing activiti (142,52() (22,225
Net increase in cash and cash equival 22,93: 30,86(
Cash and cash equivalents at beginning of the ¢ 1,212 24,48
Cash and cash equivalents at end of the pi $ 24,14: $ 55,34
Supplemental disclosure of cash flow information:
Cash paid for interest, net of amounts capital $ 21,31¢  $ 22,68

See accompanying notes to condensed consolidaiucial statements.
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HIGHWOODS PROPERTIES, INC.
Condensed Consolidated Statements of Cash Flows ef@tinued
(Unaudited and in thousands)

Supplemental disclosure of non-cash investing anéhfincing activities:

The following table summarizes the net assets aedidisposed subject to mortgage notes payabletwed non-cash transactions:

Assets:

Net real estate asse

Restricted cas

Accounts receivabl

Notes receivabl

Accrued straigt-line rents receivabl
Investments in unconsolidated affilia
Deferred leasing costs, r

Liabilities:
Mortgages and notes payal
Accounts payable, accrued expenses and otheiitied

Minority Interest and Stockholders’ Equity

See accompanying notes to condensed consolidaiucial statements.
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Three Months Ended

March 31,

2006 2005
$42,94¢  $(5,929)
(1,865 =

102 (369)
— 231
962 —
(2,066) -
287 —
$40,36¢  $(6,055)
39,96¢ 43
(1,652) 127
$38,31: $ 17C
$ 2,05¢  $(6,225)
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
March 31, 2006
(tabular dollar amounts in thousands, except per shre data)
(Unaudited)

1. D ESCRIPTION OF B USINESS ANDB ASIS OF P RESENTATION
Description of the Company

Highwoods Properties, Inc., together with its cdigsded subsidiaries (the “Company”), is a fullydgrated, self-administered and self-
managed equity real estate investment trust (“REifét operates in the southeastern and midwebheitaed States. As of March 31, 2006,
the Company’s wholly owned assets included: 348ervice office, industrial and retail propertie§;&artment units; 896 acres of
undeveloped land suitable for future developmeityhach 485 acres are considered core holdings;aanadditional 12 properties under
development.

The Company conducts substantially all of its atéis through, and substantially all of its intdsei® the properties are held directly or
indirectly by, Highwoods Realty Limited Partnersiiipe “Operating Partnership”). The Company issbke general partner of the Operating
Partnership. At March 31, 2006, the Company ownieaf ¢he preferred partnership interests (“Preddrinits”) and 90.9% of the common
partnership interests (“Common Units”) in the Opieiga Partnership. Limited partners (including cartafficers and directors of the
Company) own the remaining Common Units. Each Combioit is redeemable for the cash value of oneeshfithe Company’s common
stock, $.01 par value (the “Common Stock”), othat Company’s option, one share of Common Stockinguhe three months ended
March 31, 2006, the Company redeemed 49,147 Contsnds from limited partners for cash approximat#fg5 million. Therefore the
percentage of Common Units owned by the Compangased to 90.9% at March 31, 2006 from 90.8% aeBéer 31, 2005. Preferred
Units in the Operating Partnership were issuetiéoGompany in connection with the Company’s preféstock offerings in 1997 and 1998
(the “Preferred Stock”). The net proceeds raisethfeach of the Preferred Stock issuances wereilooted by the Company to the Operating
Partnership in exchange for the Preferred Unite fEBnms of each series of Preferred Units genepaltgllel the terms of the respective
Preferred Stock as to dividends, liquidation ardereption rights.

Basis of Presentation

The Condensed Consolidated Financial Statementedfompany are prepared in accordance with U.8efaly Accepted Accountir
Principles (“GAAP”). As more fully described in No®, as required by Statement of Financial Accogn8tandard No. 144, “Accounting for
the Impairment or Disposal of Long-Lived AssetsSKAS No. 144"), the Condensed Consolidated Bal&teeet at December 31, 2005 and
the Consolidated Statement of Income for the thmeaths ended March 31, 2005 were revised from ptesly reported amounts to reflect in
real estate and other assets held for sale anddordinued operations the assets and operatioriedse properties sold or held for sale in the
first quarter of 2006 which qualified for disconied operations.

The Condensed Consolidated Financial Statemeritsdimthe Operating Partnership, wholly owned subasis and those subsidiaries
in which the Company owns a majority voting inténgih the ability to control operations of the sidiaries and where no substantive
participating rights or substantive kick out rightsve been granted to the minority interest holdaraccordance with EITF Issue No. 04-5,
“Determining Whether a General Partner or the Garfeartners as a Group, Controls a Limited Partieisr Similar Entity When the
Limited Partners Have Certain Rights,” the Compeogsolidates partnerships, joint ventures and dichiiability companies when the
Company controls the major operating and finarpddicies of the entity through majority ownershipiw its capacity as general partner or
managing member. In addition, the Company consig#ithose entities, if any, where the Company éraal to be the primary beneficiary
a variable interest entity (as defined by FASB fiptetation No. 46 (revised December 2003) “Consdiah of Variable Interest
Entities” (“FIN 46(R)")). All significant intercomany transactions and accounts have been eliminated.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86thefinternal Revenue Code of
1986, as amended (the “Code”). As a REIT, the Camggenerally will not be subject to federal or steicome taxes on its net income that it
distributes to stockholders. Continued qualificatas a REIT depends on the Company’s ability tisfyathe dividend distribution tests, stock
ownership requirements and various other qualificatests prescribed in the Code. In June 1994Ctmapany formed a taxable REIT
subsidiary, as permitted under the Code, througlbiwih conducts certain business activities. Thealde REIT subsidiary is subject to federal
and state income taxes on its net taxable incordgtenCompany records provisions for such taxetheaextent required, based on its incc
recognized for financial statement purposes, irinlythe effects of temporary differences betweerhsncome and the amount recognizec
tax purposes.

The accompanying unaudited financial informationthie opinion of management, contains all adjustsméncluding only normal
recurring accruals) necessary for a fair presemtadf the Company’s financial position, resultopérations and cash flows. The Company
has condensed or omitted certain notes and otfenmiation from the interim financial statementsgmeted in this Quarterly Report on Form
10-Q. These financial statements should be readnjunction with the Company’s 2005 Annual Repartramrm 10-K.

The preparation of financial statements in accacdamith GAAP requires management to make estinsmtdsassumptions that affect
the amounts reported in the financial statemendsaaeompanying notes. Actual results could diffenf those estimates.

Minority Interest

Minority interest in the accompanying Condensedsotidated Financial Statements relates primariheoCommon Units in the
Operating Partnership and, beginning January 16 28Gescribed below, to the 50.0% interest irctmsolidated affiliate, Highwoods-
Markel Associates, LLC, which are owned by varimdividuals and entities other than the Companyofslarch 31, 2006, the minority
interest in the Operating Partnership consistegppfoximately 5.4 million Common Units. Minorityterest in the net income/(loss) of the
Operating Partnership is computed by applying teeghted average percentage of Common Units not dwwgehe Company during the
period (as a percent of the total number of outitgnCommon Units) to the Operating Partnershigsincome/(loss) after deducting
distributions on Preferred Units. The result is &heount of minority interest expense or income réed for the period. In addition, when a
Common Unitholder redeems a Common Unit for a shaf@eommon Stock or cash, the minority intereseuced and the Company’s share
in the Operating Partnership is increased. At titkaf each reporting period, the Company determiimesmount that represents the minority
unitholders’ share of the net assets (at book yaifithe Operating Partnership and compares thmuatto the minority interest balance that
resulted from transactions during the period inirgjuminority interest. The Company adjusts the mitganterest liability to the computed
share of net assets with an offsetting adjustmetita Company’s paid-in capital.

In addition, minority interest at March 31, 200&lm accompanying Condensed Consolidated Balaneet 8ftludes $2.3 million
related to the consolidation of Highwoods-Markebkésiates, LLC as a result of the Company’s adomifdal TF Issue No. 04-5, as described
below in section “Impact of Newly Adopted and Isduénancial Standards.”

Minority interest in net income is reflected in tBensolidated Statements of Income as follows:

Three Months Ended

March 31,
2006 2005
Amount shown as minority interest in continuing @imns $ (614 $ 36¢
Amount related to income from discontinued opereat (65) (339
Amount related to gain on sale of discontinued afiens (13€) (1,582
Total minority interest in net incon $ (815) $ (1549
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued
Impact of Newly Adopted and Issued Accounting Stanards

In December 2004, the FASB issued SFAS No. 153chBrge of Nonmonetary Assets, an amendment of ABiBi@h No. 29" (SFAS
No. 153). The amendment eliminates the use o*similar productive assets” concept to accountrfonmonetary exchanges at book value
with no gain being recognized and requires thatmametary exchanges be accounted for at fair vadeegnizing any gain or loss, if the
transactions meet a commercial-substance critamainfair value is determinable. The Statementfexéfe for nonmonetary exchanges
occurring in periods beginning after June 15, 2@0i therefore, was applied as of July 1, 2005.

In March 2005, the Financial Accounting Standardaf8 (“FASB”) issued FASB Interpretation No. 47 (\F47"), “Accounting for
Conditional Asset Retirement Obligations, an intetation of SFAS No. 143,” which clarifies thatiablility for the performance of asset
retirement activities should be recorded if thagation to perform such activities is unconditignahether or not the timing or method of
settlement of the obligation may be conditionabdture event. The Company implemented FIN 4 héfourth quarter of 2005, the
application of which did not have a material effentthe Company’s financial condition or result®pérations.

In May 2005, the FASB issued SFAS No. 154, “AccinmptChanges and Error Corrections” (SFAS No. 154 Statement replaces
Accounting Principles Board Opinion No. 20, “Accoimg Changes” (APB Opinion No. 20) and SFAS No:RBeporting Accounting Chang
in Interim Financial Statements” and changes thi@irements for the accounting for and reporting change in accounting principle. APB
Opinion No. 20 previously required that most voarmgtchanges in accounting principle be recognizethtluding in net income of the peri
of the change the cumulative effect of changintheonew accounting principle. This Statement rexguietrospective application to prior
periods’ financial statements of changes in acdongrgrinciple, unless it is impracticable to detereneither the period-specific effects or the
cumulative effect of the change. The Statemenffésve for any accounting changes and correctifresrors made on or after
January 1, 2006.

In July 2005, the FASB issued Staff Position (FSBP 78-9-1, “Interaction of AICPA Statement of Riosi 78-9 and EITF Issue
No. 0¢-5.” The EITF states that a general partner isypresd to control a limited partnership and shouldsotidate the limited partnership
unless the limited partners possess substantikedkitrights or the limited partners possess sulbsta participating rights. This FSP
eliminates the concept of “important rights” of S@8#9 and replaces it with the concepts of “kick-aghts” and “substantive participating
rights” as defined in Issue 04-5. This FSP is effecafter June 29, 2005 for general partnerslaiel partnerships formed and for existing
partnerships for which the partnership agreemeawetsradified. For general partners in all other parships, the guidance in this FSP is
effective no later than January 1, 2006. The Compansolidated one of its existing joint ventuddgjhwoods-Markel Associates, LLC
(“Markel”), upon the adoption of this FSP effectid@nuary 1, 2006; the Company has treated thigpasspective change of accounting
principle as permitted by EITF No. 04-5. As a résiiithis change, the Consolidated Balance Sheet karch 31, 2006 included
approximately $43.8 million of real estate asseds,0f accumulated depreciation, and other assgtspximately $39.1 million in mortgages
and notes payable and other liabilities, with th@aining effects to investments in unconsolidafélishes and to minority interest.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

The organizational documents of Markel contain giowns that require the entity be liquidated thiotige sale of its assets upon
reaching December 31, 2100, as specified in theemgent. As controlling partner, the Company hagstdigation to cause this property-
owning entity to distribute proceeds of liquidati@nthe minority interest partner in these pangiaivned properties only if the net proceeds
received by the entity from the sale of its assetgant a distribution based on the agreementct¢oralance with the disclosure provisions of
SFAS No. 150, “Accounting for Certain Financialthusnents with Characteristics of both LiabilitiesdaEquity (“SFAS No. 150”), the
Company estimates the value of minority interestrifiutions would have been approximately $12 omll(*Settlement Value”) had the entity
been liquidated as of March 31, 2006. This Settlgrivalue is based on estimated third party conaiitar realizable by the entity upon a
hypothetical disposition of the properties andasaf all other assets and liabilities. The amafrany actual distributions to the minority
interest holder in this entity is difficult to prietldue to many factors, including the inherentertainty of real estate sales. If the entity’s
underlying assets are worth less than the underhamilities, the Company has no obligation to iteamy consideration to the minority
interest holder in this entity.

Stock-Based Compensation

The Company'’s officers generally receive annuahtgraf stock options on March 1 of each year utiderAmended and Restated 1994
Stock Option Plan (the “Stock Option Plan”). Stagktions have also been granted to the Companyéstairs; currently, directors do not
receive annual stock option grants. As of March28D6, 9.0 million shares of Common Stock were aitled for issuance under the Stock
Option Plan. Stock options issued prior to 2005 vambly over four years and remain outstandimdLfbyears. Stock options issued in 2005
and 2006 continue to vest ratably over a four-yeaiod, but remain outstanding for seven years.Vethge of all options as of the date of
grant is calculated using the Black-Scholes oppidoing model. The exercise price per share foromgtissued in 2005 and 2006 was based
on the average of the daily closing prices for Camr8tock over the ten-day period preceding the diaggant. The exercise price per share
for options issued prior to 2005 was equal to fbsing price for Common Stock on the date immedjigteeceding the date of grant.

The Company elected to follow Accounting PrincipBesard (“APB”) Opinion No. 25, “Accounting for Stkdssued to Employeesdhc
related interpretations in accounting for its stopkions issued through December 31, 2002. Dur@p2the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation — Traasitand Disclosureyvhich provided methods of transition to the faitueabased methc
of accounting for stock-based employee compensafibis standard was effective for financial statateéssued for fiscal years beginning
after December 15, 2002. The Company elected theppctive method as defined by SFAS No. 148 faooptissued on or after
January 1, 2003. In December 2004, the FASB isSl%5 No. 123(R), “Share-Based Payment,” which esySFAS No. 123, “Accounting
for Stock-Based Compensation.” SFAS No. 123(R) ireglcompensation costs related to share-basedgraymansactions to be recognized
in the financial statements and forfeitures to &tineated at the grant date rather than as theyrotbe Company based its estimated
forfeiture rate on actual forfeitures that havewoed through March 31, 2006. The Company adopEaSSNo. 123(R) effective
January 1, 2006 using the modified-prospective otkth
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

Using the Black-Scholes options valuation moded, wieighted average fair values of options grantethd the three months ended
March 31, 2006 and 2005 were $3.98 and $1.92, ctisply, per option. The fair values of the optigranted in 2006 and 2005 were
estimated at the grant dates using the followingkted average assumptions:

Three Months
Ended March 31,

2006 2005
Risk free interest rate (. 4.6% 4.1(%
Common stock dividend yield (. 5.21% 6.45%
Expected volatility (3 18.8% 16.3(%
Average expected option life (yea 4.75(4) 6.C

(1) Represents interest rate on US Treasury Bonds gdlvinsame life as the estimated life of the Comy’s option awards

(2) The dividend yield is calculated utilizing tbvidends paid for the previous one-year period tiedCompany’s stock price on the date
of grant.

(3) Based on historical volatility of the Comp¢'s stock over a period relevant to the related stqtion grant
(4) The Company used the simplified method in accoreavith Staff Accounting Bulletin 107 to calculateetaverage expected option li

The following table summarizes information abowicktoptions outstanding at March 31, 2006, 2005200#:

Options Outstanding
Weighted Average

Number

of Shares Exercise Price (1
Balances at December 31, 2( 4,632,69. $ 24.5]
Options grante: 652,32! 26.2i
Options forfeitec — —
Options cancelle (1,000 29.6:
Options exercise (100,000 17.27
Balances at March 31, 20 5,184,01i 24.2%
Balances at December 31, 2( 5,153,64: 24.2:
Options grante: 241,15:; 32.3i
Options forfeitec — —
Options cancelle (32,057 25.9¢
Options exercise — —
Balances at March 31, 201 5,362,74. $ 24.5¢

(1) The exercise price for certain options was cedupursuant to dividend equivalent rights as nfidig described in Note 6 to the
Consolidated Financial Statements in the Com’s 2005 Annual Report on Form-K.

Cash received from options exercised under alkstption plans was $2.0 million for the three manéimded March 31, 2005. There
were no options exercised for the three monthseMiach 31, 2006. The total intrinsic value of ops exercised during the three months
ended March 31, 2005 was $1.0 million. The tottinsic value of options outstanding at March 310& was $49.1 million.

The Company has a policy of issuing new shareatisfg stock option exercises.

The portion of stock option expense recorded atckl&, 2006 related to unvested awards granted foridganuary 1, 2003 was
immaterial.

12
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

Stock Options Exercisable

Weighted Average Aggregate Intrinsic
Number of
Shares Exercise Price Value (in 000s)
March 31, 200! 3,735,80: $ 23.8( $ 37,13!
March 31, 200¢ 4,251,43! $ 23.9¢ $ 41,56¢

The following table summarizes information abowic&toptions outstanding and exercisable at Margi2GQ6.

Stock Options Outstanding Stock Options Exercisable
Weighted Weighted Weighted Weighted Average
Number Average Number Average
Outstanding Remaining Average Exercisable Remaining Exercise
Exercise
Exercise Price of Stock Options (in 000s) Life (years) Price (in 000s) Life (years) Price
$10.00 to $15.0 10t 3¢ $11.68 10= 3.¢ $11.6°
$15.01 to $20.0r 39 4C $18.3¢ 39 3.8 $18.3¢
$20.01 to $25.0r 2,58 43  $22.3( 2,46¢€ 4.5  $22.3¢
$25.01 to $30.0r 2,261 5.8 $26.9/ 1,51¢ 5.5 $26.9¢
$30.01 to $35.0 36¢& 5.1 $32.3¢ 123 15 $32.3¢

The following table illustrates the unaudited effen net income available to common shareholdetlseannings per share for the three
months ended March 31, 2005 if a fair value basethad had been applied to all outstanding and uegeshare options granted prior to
January 1, 2003:

Three Months

Ended
March 31, 200¢
Net income available for common stockhold- as reportes $ 13,44
Add: Stock option expense included in reportedimetme (1) 82(1)
Deduct: Total stock option expense determined ufadevalue recognition method for all
awards (1, (169)(1)

Pro forma net income/(loss) attributable to comrstmtkholder: 13,35¢

$

Basic net income per common sh- as reportel $ 0.2t
Basic net income/(loss) per common st- pro forma $ 0.2t
Diluted net income per common shi- as reportel $ 0.2t
Diluted net income/(loss) per common sh- pro forma $ 0.2t

(1) Amounts include the effect of dividend equivalaghts.

Restricted Stock Grants

The Company generally makes annual grants of tiasedb restricted stock under its Stock Option Riatstdirectors, officers and other
employees. Restricted stock issued prior to 200&igdly vests 50.0% three years from the date anfitgeind the remaining 50.0% five years
from date of grant. Shares of time-based restristedk that were issued in 2005 will vest one-tlincthe third anniversary, one-third on the
fourth anniversary and one-third on the fifth ammsary of the date of grant. Shares of tinased restricted stock that were issued in 200¢
vest 25% at the end of the first, second, third fandth anniversary dates, respectively. Shardasmaf-based restricted stock issued to
directors generally vest 25% at the end of the, famcond, third and fourth anniversary dates,aethgely. Shares of time-based restricted
stock are based on market value on date of grahaamortized to expense over the vesting periods.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

During 2005 and 2006, the Company also issued stodinestricted stock to officers under its Stogiti@n Plan that will vest if the
Company’s total shareholder return exceeds theageeiotal returns of a selected group of peer corepaver a three-year period. If the
Company’s total shareholder return does not exsaell average total returns, none of the total melased restricted stock will vest. The
2006 grants also contain a provision allowing fartial vesting if the annual return in any giverayexceeds 9%. The fair values of each
share of total return-based restricted stock agthat dates were determined by an outside comsutidbe approximately 75% of the market
value of a share of Common Stock as of the gratetsdd he total grant date fair value of these shaf¢otal-return based restricted stock is
being amortized to expense on a straight-line ntetwer the three-year period.

During 2005 and 2006, the Company also issued sludiigerformance-based restricted stock to officarder its Stock Option Plan that
will vest pursuant to company-wide performance-Hagéeria. The performance-based criteria are dasewvhether or not the Company
meets or exceeds four operating and financial gestiblished under its Strategic Management Plahdgnd of 2007 and 2008, respectiv
To the extent actual performance equals or excedshold performance goals, the portion of shafegrformance-based restricted stock
that vest can range from 50% to 100%. If actualguarance does not meet such threshold goals, niothe performance-based restricted
stock will vest. Such grants are being amortizeedoense during the period from grant date to Déeer@1, 2007 and 2008, respectively,
adjusting for the expected level of vesting thdt @dcur at those dates.

Up to 100% of additional total return-based restdcstock and up to 50% of additional performanasel restricted stock may be
issued at the end of the three-year periods ifeigterformance exceeds certain exceptional levigieidormance. Such additional shares, if
any, would be fully vested when issued. The Compaitlyalso accrue and record expense for such mnfdit shares during the three-year
periods to the extent issuance of the additionateshis expected based on current and projectadlgetrformance.

Dividends on shares of restricted stock that dovaet are accounted for as compensation expense.

The following table summarizes activity in the tamaonths ended March 31, 2006 and 2005 for all-bamed restricted stock grants:

Three Months Ended March 31,

2006 2005

Weighted Weighted

Average Average

Number Issuance Number Number

of Sharer Price of Shares of Shares

Restricted shares outstanding at Janus 268,40¢ $24.51 307,64t $24.0Z

Number of restricted shares awarded and is 58,53: 32.4( 46,93: 26.3¢

Number of restricted grants awarded, but sharegetdssuec 13,59( 32.6¢ 20,39¢ 26.3¢

Restricted shares vested (48,709 23.0¢ (37,38) 24.4¢
Restricted shares forfeitt (20,139 24 .47 — —

Restricted shares surrendered for payment of widlig taxes upon vestir (16,867) 21.2: (12,620 24.2¢

Restricted shares outstanding at Marct 264,82t $27.1¢ 32497 $24.4¢

(1) The total fair value of restricted shares thedted during the three months ended March 31, 28662005 was $1.6 million and $1.0
million, respectively
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)
1. D ESCRIPTION OF B USINESS ANDB AsIs oF P RESENTATION - Continued

The following table summarizes activity in the tammonths ended March 31, 2006 and 2005 for albpmidnce-based and markegse(
restricted stock grants:

Three Months Ended March 31,

2006 2005

Weighted Weighted

Average Average

Number Issuance Number Issuance
of Shares Price of Share: Price
Restricted shares outstanding at Janus 62,57¢  $23.5¢ — $ —

Number of restricted shares awarded and is 52,15¢ 29.4C 62,57¢ 23.5¢
Number of restricted grants awarded, but sharegetdssuec — — — —
Restricted shares vest — — — —
Restricted shares forfeitt (2,626) 23.5¢ — —
Restricted shares surrendered for payment of widlig taxes upon vestir — — — —

Restricted shares outstanding at Marct 112,10: $26.27 62,57¢ $ 23.5¢

During the three months ended March 31, 2006 a8 2be Company recognized approximately $845,0@0%613,000, respectively,
of stock-based compensation expense related tdok option plan, the restricted stock plans dwedrétirement plan. As of March 31, 2006
and 2005, there was $6.7 million and $7.1 milli@spectively, of total unrecognized stock-basedpemsation costs related to these plans,
which will be recognized over a weighted averageaiming contractual term of 2.9 years for both @esi

Effective for 2006, the Company adopted a retirenpéan applicable to all employees, including exaeuofficers, who, at the time of
retirement, have at least 30 years of continuoadifted service or are at least 55 years old anc: e least 10 years of continuous qualified
service. Subject to advance retirement notice ardwgion of a non-compete agreement with the Compaligible retirees would be entitled
to receive a pro rata amount of the annual bonusedaduring the year of retirement. Stock optiond tme-based restricted stock granted to
such eligible retiree during his or her employmsotild be non-forfeitable and become exercisablerlicg to the terms of their original
grants. Eligible retirees would also be entitledetoeive a pro rata amount of any performance-basddotal return-based restricted stock
originally granted to such eligible retiree durimg or her employment that subsequently vests #ifeeretirement date according to the terms
of their original grants. The benefits of this rethent plan apply only to restricted stock andlstmation grants beginning in 2006 and will be
phased in 25% on March 1, 2006 and 25% on eaclvensairy thereof. For employees eligible for thesedfits as of the date of grant after
March 1, 2006, 25% of their grants were fully exgeshat the grant date, which increased compensatipense by approximately $0.2
million in the first quarter of 2006. Grants mad@pto 2006 are unaffected.

2. | NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES

The Company has various joint ventures with uneelahvestors and has retained minority equity @gtsr ranging from 12.5% to 50.0%
in these joint ventures. The Company generally aetofor its unconsolidated joint ventures usirg éluity method of accounting. As a
result, the assets and liabilities of these joarttures for which the Company uses the equity nadetfi@ccounting are not included on the
Company’s consolidated balance sheet. The Compamgraly has three consolidated joint ventures HB® Harborview, LP is accounted
for as a financing arrangement pursuant to SFASGEpas described in Note 3 to the Consolidatedrgial Statements in the Company’s
2005 Annual Report on Form 10-K; The Vinings at\émsity Center, LLC is consolidated pursuant to BB{R) as described further below;
and Highwoods-Markel Associates, LLC is consolidateginning January 1, 2006 pursuant to EITF Ods&liscussed above.
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unconsolidated joint ventures for the three moetided March 31, 2006 and 2005 are as follows:

HIGHWOODS PROPERTIES, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

(tabular dollar amounts in thousands, except per shre data)

| NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES - Continued

Investments in unconsolidated affiliates as of M&3&, 2006 and combined summarized income statanfenthe Company’s

Ownership
Total Rentable

Unconsolidated Affiliate Location Square Feet (00C Interest
Board of Trade Investment Compa Kansas City, MC 16€ 49.(%
Dallas County Partners I, L Des Moines, 1A 641 50.(%
Dallas County Partners Il, L Des Moines, 1A 272 50.(%
Dallas County Partners Ill, L Des Moines, 1A 7 50.(%
Fountain Thret Des Moines, |A 71C 50.(%
RRHWoods, LLC Des Moines, 1A 76<(1) 50.(%
Kessinger/Hunter, LL( Kansas City, MC — 26.5%
4600 Madison Associates, LL Kansas City, MC 262 12.5%
Plaza Colonnade, LL! Kansas City, MC 28t 50.(%
Highwoods DLF 98/29, LI Atlanta, GA; Charlotte, NC

Greensboro, NC; Raleigh, N

Orlando, FL; Baltimore, ML 1,19¢ 22.8%
Highwoods DLF 97/26 DLF 99/32, L Atlanta, GA; Greensboro, N(

Orlando, FL 822 42.%
Highwoods KC Glenridge Office, L Atlanta, GA 18t 40.(%
Highwoods KC Glenridge Land, L Atlanta, GA — 40.(%
HIW-KC Orlando LLC Orlando, FL 1,27: 40.(%
Concourse Center Associates, L Greensboro, N( 11¢€ 50.(%
Weston Lakeside, LL( Raleigh, NC — 50.(%
Total 6,70¢2)

(1)
()

(1)
()

Includes 75 thousand square feet for an officedingl currently under developme
Total does not include consolidated joint ventucgaling 618 thousand square fe

Income Statements:
Revenues

Expenses:
Interest expense and loan cost amortize
Depreciation and amortizatic
Operating expenst
Total expense
Net income
The Company's share of:
Net income (2
Interest expense and loan cost amortize

Depreciation and amortization (real estate rele

For the Three Months
Ended March 31,

2006 2005(1)
$34,01¢  $34,64¢

8,32¢ 8,31¢

6,99¢ 7,251
14,23¢ 13,99!
29,56 29,55¢
$ 4,457 $ 5,091
$ 2,08: $ 2,641
$ 3,48( $ 3,46:
$ 267F $ 2,64:

Amounts for 2005 include Highwoods-Markel Asistes, LLC, which is now consolidated beginningukay 1, 2006, as described in

Note 1.

The Company’s share of net income is greatan tts weighted average ownership percentage ijoiheventures due to purchase

accounting and other related adjustme
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

2. | NVESTMENTS IN U NCONSOLIDATED AND O THER A FFILIATES - Continued

On December 22, 2004, the Company and Easlan meestGroup, Inc. (“Easlan”) formed The Vinings atitkrsity Center, LLC. The
Company contributed 7.8 acres of land at an aguped value of $1.6 million to the joint ventureDecember 2004 in return for a 50%
equity interest and Easlan contributed $1.1 milliorthe form of non-interest bearing promissoryesofor a 50% equity interest in the entity.
The Company is currently consolidating this joiehture under the provisions of FIN 46(R) becausaahahas no at-risk equity and the
Company absorbs the majority of the joint ventuexpected losses. Accordingly, the Company’s baateet at March 31, 2006 includes
$10.3 million of development in process and an $8illon construction note payable. For additioimdbrmation regarding our investments
unconsolidated and other affiliates, see NotetheédConsolidated Financial Statements in the Coip&905 Annual Report on Form 10-K.

3. F INANCING A RRANGEMENTS

For information regarding sale transactions thaevaecounted for as financing arrangements undegpephs 25 through 29 of SFAS
No. 66, see Note 5 herein and Note 3 to the Cafesieldl Financial Statements in the Comy's 2005 Annual Report on Form 10-K.

4. A SSeTD ISPOSITIONS
During the first quarter of 2006, the Company’oisitions consisted of the following:

Three Months

Ended
March 31, 200¢
Operating properties (square feet in thousa 1,99¢
Land held for development (acre 60.¢€
Gross sale proceeds on operating prope $ 153,90(
Gross sale proceeds on development $ 5,49(

In January 2006, the Company sold office and irrcalgiroperties in Atlanta, Georgia, Columbia, SoQarolina and Tampa, Florida in
a single transaction for gross proceeds of apprateiy $141 million. This transaction was classiféedheld for sale and an impairment los
$7.7 million was recorded in the fourth quarte605. The properties subject to this sale weresiflad as discontinued operations in the
fourth quarter of 2005.

In March 2006, the Company sold an office propertRaleigh, North Carolina for gross proceeds giragimately $12.9 million. A
gain of approximately $1.4 million was recordedhe first quarter of 2006. This property was clfisdias discontinued operations in the first
quarter of 2006.

Gains, losses and impairments on disposition gb@mies, net, from dispositions not classified @s@htinued operations, consisted of
the following:

Three Months
Ended March 31,

2006 2005
Gains on disposition of lar $3,04C  $15Z
Gains on disposition of depreciable proper 1,27( 25C

Total $4,31C  $40¢

The above gains on land and depreciable propeéntige first quarter 2006 and 2005 include minandemnation, deferred gain
recognition from prior sales and adjustments torpsale transactions.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(tabular dollar amounts in thousands, except per shre data)

4. A sseTtD isposiTions - Continued
Net gains on sale and impairments of discontinyestations, net of minority interest, consistedhef following:

Three Months Ended

March 31,
2006 2005
Gains on disposition of depreciable proper $1,89¢  $15,72¢
Allocable minority interes (13€) (1,582
Total $1,75¢  $14,14:

See Note 9 for information on discontinued opersiand impairment of long-lived assets.

5. M ORTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS
The Company’s consolidated mortgages and notesbfmgansisted of the following at March 31, 2006 &ecember 31, 2005:

December 31

March 31,
2006 2005
Secured mortgage loa $ 712,25. $ 721,11
Unsecured loan 738,00( 750,50(
Total $1,450,25. $1,471,61

As of March 31, 2006, the Company'’s outstandingtgames and notes payable were secured by reat eskdts with an aggregate
undepreciated book value of approximately $1.2dwill

Refinancings and Preferred Stock Redemptions in 2@0and 2006

During 2005 and the first quarter of 2006, the Camppaid off $196.2 million of outstanding loangcleding any normal debt
amortization, which included $176.2 million of seed debt with a weighted average interest rate@¥6and $20 million of unsecured
floating rate debt with an interest rate of 4.9%ellded in the $176.2 million was $89.8 millionflafating rate secured debt. The Company
incurred a $0.5 million loss on debt extinguishnsant2005 in connection with these loan pay-dovAmproximately $350 million of real
estate assets (based on undepreciated cost bas@hé unencumbered after paying off the securetd Tieb Company also used some of the
proceeds from its disposition activity to redeemAiigust 2005 and February 2006, all of the Comjzaoytstanding Series D Preferred
Shares and 3,200,000 of its outstanding SeriesRfed Shares, aggregating $180 million plus axtdividends. These reductions in
outstanding debt and preferred stock balances fwaded primarily from proceeds from property disgoss that closed in 2005 and 2006
described in Note 4. In connection with the redeompbf Preferred Stock, the excess of the redemptast over the net carrying amount of
the redeemed shares was recorded as a reductien itccome available for common shareholders. Thedections amounted to $4.3 million
and $1.8 million for the third quarter of 2005 dirdt quarter of 2006, respectively.

In February 2006, the Company obtained waivers fiteerlenders under its previous $250 million unseduevolving credit facility an
its previous bank term loan related to timely reéjpgrto the lenders of annual and quarterly finahstatements. The aforementioned
modifications did not change the economic termthefloans.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
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5. M oRTGAGES, N OTES P AYABLE AND F INANCING O BLIGATIONS - Continued

On May 1, 2006, the Company obtained a new $35omjlthree-year unsecured revolving credit fagifiom Bank of America, N.A.
The Company used $273 million of proceeds fromniiw revolving credit facility, together with avédile cash, to pay off the remaining
outstanding balance of $178 million under its poegi revolving credit facility and a $100 millionrdaterm loan, both of which have now
been terminated. Loss on debt extinguishments mfoagmately $0.5 million was recorded in secondrtpra2006. The Company and Bank of
America plan to syndicate the new revolving créaliility later in 2006.

The new revolving credit facility is initially scdaled to mature on May 1, 2009. The Company hasption to extend the maturity de
by one additional year assuming no default existk at any time prior to May 1, 2008, may requestéases in the borrowing availability
under the credit facility by up to an additionaD$Imillion. The increases in borrowing availabiléye subject to approval by the lender(s).
The interest rate has been reduced from LIBOR plisbasis points to LIBOR plus 80 basis points taedannual base facility fee has been
reduced from 25 basis points to 20 basis pointduly 2006, the Company obtained a waiver, whichndit change the economic terms of the
loan, related to the timing for filing its first gtter 2006 Form 10-Q.

As of the date of this filing, the Operating Parsigp has not yet satisfied the requirement unigeiridenture governing its outstanding
notes to file timely SEC reports, but expects tsd@s soon as practicable. Under the indentuseydtes may be accelerated if the trustee or
25% of the holders provide written notice of a déffand such default remains uncured after 60 déyise Operating Partnership failed to 1
its delinquent SEC reports prior to expirationted 60-day cure period after receipt of any suchulehotice, the lender under the Company’
revolving credit facility would also have the abjlto accelerate amounts outstanding under theviggpcredit facility. To date, neither the
trustee nor any holder has sent the Company arftydefault notice. The Operating Partnership isompliance with all other covenants un
the indenture and is current on all payments reguinereunder.

Financing Obligations
The Company'’s financing obligations consisted effihllowing at March 31, 2006 and December 31, 2005

March 31, December 31

2006 2005
SF-HIW Harborview, LP financing obligatio $15,11: $ 14,98
Tax increment financing obligation ( 19,17 19,17
Total $34,28: $ 34,15¢

(1) In connection with tax increment financing tamstruction of a public garage related to an efficilding constructed by the Company
in 2000, the Company is obligated to pay fixed sdexssessments over a 20-year period. The netirealue of these assessments,
discounted at 6.9% at the inception of the oblaatis shown as a financing obligation in the bedasheet. The Company also receives
special tax revenues and property tax rebates hwdrie intended, but not guaranteed, to provideduagay the special assessme
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6. R ELATED P ARTY T RANSACTIONS

As more fully described in Note 8 to the ConsokdbFinancial Statements in the Company’s 2005 AhReport on Form 10-K, the
Company purchased land in 2005 from GAPI, Inc.eiatity owned by an existing director, and also smdain buildings in 2005 to a
director, who later retired from the Board of Dis.

7. D ERIVATIVE F INANCIAL | NSTRUMENTS

The AOCL balance at March 31, 2006 and Decembe?@15 was $2.0 million and $2.2 million, respediyand consisted of deferred
gains and losses from past cash flow hedging ingtnis which are being recognized as interest expever the terms of the related debt (see
Note 8). The Company expects that the portion efctimulative loss recorded in AOCL at March 31,888sociated with these derivat
instruments, which will be recognized as interegtamse within the next 12 months, will be approxeha$0.7 million.

The land purchase agreement with GAPI, Inc. deedrib Note 8 to the Consolidated Financial Statémienthe Company’s 2005
Annual Report on Form 10-K included an embedded/dive feature due to the price for the land pBroeing determined by the fair value
of Common Units, which was accounted for in accoogawith SFAS No. 133.

8. O THER C OMPREHENSIVE | NCOME

Other comprehensive income represents net incouetipé changes in certain amounts deferred in adeted other comprehensive
income/(loss) related to hedging activities nokle@ed in the Consolidated Statements of Income. ddmponents of other comprehensive
income are as follows:

Three Months Ended

March 31,
2006 2005

Net income $14,14¢  $21,15¢
Other comprehensive incorr

Unrealized derivative losses on c-flow hedges — (37

Amortization of hedging gains and losses includedther comprehensive incor 177 17€

Total other comprehensive incor 177 13¢

Total comprehensive incon $14,32:  $21,29:
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9. D ISCONTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG-L IVED A SSETS

As part of its business strategy, the Companyfwith time to time selectively dispose of non-coreperties and use the net proceeds
for investments or other purposes. The table bskets forth the net operating results and net aagryalue of those assets classified as
discontinued operations. The assets classifiedsasmtinued operations comprise 6.6 million squieaet of office and industrial properties ¢
45 apartment units sold during 2005 and the fiustrter of 2006. These long-lived assets relatésjpodal activities that were initiated
subsequent to the effective date of SFAS No. 1dthai met certain stipulations prescribed by SRS 144. The operations of these assets
have been reclassified from the ongoing operatidnise Company to discontinued operations, andChvapany will not have any significant
continuing involvement in the operations after digposal transactions:

Three Months Ended

March 31,
2006 2005
Rental and other revenues $1,21% $15,48(
Operating expenses
Rental property and other expen 47¢ 6,29/
Depreciation and amortizatic 44 5,60¢
General and administratiy — 71
Total operating expens 522 11,97¢
Interest expense — 22€
Other income 9 46
Income before minority interest in the Operating Patnership and net gains on sale and impairment
of discontinued operations 69¢ 3,32¢
Minority interest in discontinued operatic (65) (339
Income from discontinued operations, net of minoriy interest in the Operating Partnership 634 2,992
Net gains on sale and impairment of discontinuestatons 1,89¢ 15,72¢
Minority interest in discontinued operatic (13€) (1,582
Net gains on sale and impairment of discontinued @pations, net of minority interest in the
Operating Partnership 1,75¢ 14,14
Total discontinued operations $2,392 $17,13¢

The net book value of property classified as ditiooied operations that was sold during 2005 anoligjin the quarter ended
March 31, 2006 aggregated approximately $444.5amill

Certain other assets were sold during 2005 thahdidneet the criteria of SFAS No. 144 to be cfassias discontinued operations due
to the Company’s ongoing management and/or leasngces on behalf of the new owners.

SFAS No. 144 also requires that a long-lived aslsessified as held for sale be measured at therloivie carrying value or fair value
less cost to sell. During the three months endertiMal, 2006 and 2005, there were no propertigbfoelsale which had a carrying value
that was greater than fair value less cost to gahefore, no impairment losses related to assddsor held for sale were recognized in the
Consolidated Statements of Income for the threethsoended March 31, 2006 and 2005.
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9. D IscoNTINUED O PERATIONS AND THE | MPAIRMENT OF L ONG -L IVED A ssSeTs- Continued

SFAS No. 144 also requires that if indicators op@inment exist, the carrying value of a long-livaes$et classified as held for use be
compared to the sum of its estimated undiscountead cash flows. If the carrying value is grediban the sum of its undiscounted future
cash flows, an impairment loss should be recogrfiaethe excess of the carrying amount of the asget its estimated fair value. One land
parcel had indicators of impairment where the dagyalue exceeded the sum of estimated undiscdduatare cash flows. Therefore, an
impairment loss of $2.6 million was recorded in thmrter ended March 31, 20060 indicators of impairment existed for assets d@skas
held for use for the quarter ended March 31, 2006.

The following table includes the major classesssfeds and liabilities of the properties classifischeld for sale as of March 31, 2006
and December 31, 2005:

March 31, December 31
2006 2005

Land $ — $ 25,25¢
Land held for developme! 7,371 10,05¢
Buildings and tenant improvemet — 141,53:
Development in proces — (28)
Accumulated depreciatic — (32,975
Net real estate asse 7,371 143,84:
Deferred leasing costs, r 1 2,07t
Accrued straight line rents receival — 2,08t
Prepaid expenses and otl 1 28
Total asset $ 7,37¢ $ 148,02
Tenant security deposits, deferred rents and adarosts (1 $ 4 $ 1,00¢
Mortgages payable (. $ — $ 1,87

(1) Included in accounts payable, accrued expensesthpnd liabilities.
(2) Included in mortgages and notes paya
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10. E ARNINGS P ER SHARE

The following table sets forth the computation aiz and diluted earnings per share:

Three Months Ended

Basic income/(loss) per share
Numerator:

Income from continuing operatiol
Preferred stock dividenc
Excess of preferred stock redemption costs oveyicarvalue
Income/(loss) from continuing operations attriblgatio common stockholde
Income from discontinued operatia
Net income attributable to common stockholc

Denominator:

Denominator for basic earnings/(loss) per sl- weighte-average share

Basic earnings per shal
Income/(loss) from continuing operatic
Income from discontinued operatic
Net income

Diluted income/(loss) per share
Numerator:

Income from continuing operatiol

Preferred stock dividenc

Excess of preferred stock redemption costs oveyicarvalue
Minority interest in the Operating Partners

Income/(loss) from continuing operations attriblgatio common stockholde

Income from discontinued operatic
Minority interest in discontinued operatic

Income (loss) from discontinued operatic
Net income attributable to common stockholc

Denominator:

1)

Denominator for basic earnings/(loss) per sl- weightec-average share
Add:

Employee stock optior

Common Units

Unvested restricted sto

Denominator for diluted earnings/(loss) per st— adjusted weighted average shares and assumed sioma

Diluted earnings per share (;
Income/(loss) from continuing operatic
Income from discontinued operatia

Net income

March 31,
2006 2005
$11,75¢  $ 4,02(
(4,729 (7,719
(1,802 —
5227 (3,699
2,392 17,13¢
$ 7,61¢ $13,44:
53,81 53,64«
$ 01C $ (0.07)
0.04 0.3z
$ 014 $ 0.2t
$11,75¢  $ 4,02(
(4,729 (7,719
(1,802 —
52% —
575 (3,699
2,39z 17,13¢
201 —
2,59: 17,13¢
$ 8,34  $13,44:
53,81: 53,64+
1,19¢ —
5,42: —
15E —
60,58¢ 53,64+
$ 01C $ (0.07)
0.04 0.32
$ 014 $ 0.2t

Pursuant to SFAS No. 128, income/(loss) fromticaing operations, after preferred dividends preferred stock redemption charge, is
the controlling number in determining whether psiEdBrcommon shares are dilutive or antidilutive cBase such potential common
shares would be antidilutive to loss from contimuaperations allocable to common shareholderstedilaarnings per share is the same
as basic earnings per share for the three monttededarch 31, 2005. Potential common shares indtmigk options, warrants, shares
issuable upon conversions of Common Units and uadagstricted shares, and would have amounteppmaimately 6.6 million
shares in the three months ended March 31, 20G&ddition, potential common shares that would Hzeen antidilutive due to the
option or warrant exercise price being less tharatierage stock price for the periods reported wppeoximately 1.0 million and

3.3 million shares at March 31, 2006 and 2005,aetyely.
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11. C oMMITMENTS AND C ONTINGENCIES

Concentration of Credit Risk

The Company maintains its cash and cash equivialeestments and its restricted cash at financitititions. The combined account
balances at each institution typically exceed FiDi€lirance coverage and, as a result, there is@entmtion of credit risk related to amounts
on deposit in excess of FDIC insurance coverage.

Land Leases

Certain properties in the Company’s wholly ownedfotio are subject to land leases expiring thro@gB2. Rental payments on these
leases are adjusted annually based on either tieiower price index (CPI) or on a pre-determine@dule. Land leases subject to increases
under a pre-determined schedule are accountedflardhe straight-line method.

For three properties, the Company has the optignutchase the leased land during the lease tetine afreater of 85.0% of appraised
value or approximately $30,000 per acre.

As of March 31, 2006, the Company’s payment obidges for future minimum payments on operating leggéhich include scheduled
fixed increases, but exclude increases based ojwiPé as follows:

Remainder of 200 $ 778
2007 1,011
2008 1,027
2009 1,067
2010 1,08¢
Thereaftel 35,78

$40,75(

Capital Expenditures

The Company incurs capital expenditures to leaaeesfo its customers, maintain the quality of ¥isting properties and build new
properties. Capital expenditures include tenantrawpments, building improvements, new building ctetipn costs and land infrastructure
costs. Tenant improvements are the costs requiredstomize space for the specific needs of fiestegation and second-generation
customers. Building improvements are recurring tedpbsts not related to a specific customer tontai existing buildings. New building
completion costs are expenses for the construofioew buildings. Land infrastructure costs areemges to prepare development land for
future development activity that is not specifigaklated to a single building. Excluding recurricepital expenditures for leasing costs and
tenant improvements and for normal building improeats, the Company’s expected future capital expees for started and/or committed
new development projects as of July 5, 2006 areceqpately $202 million, which includes several jeds started or committed after
December 31, 2005. A significant portion of thestife expenditures are currently subject to bindioigtractual arrangements.

Environmental Matters

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

Certain joint venture agreements with unaffiliapadties have buy/sell options that may be exerdigeeither the Company or its joint
venture partner to acquire the other partner' séstef certain conditions are met as set forttharespective joint venture agreement.

Guarantees and Other Obligations
The following is a tabular presentation and relatesgussion of various guarantees and other omigatas of March 31, 2006:

Amount
Recorded.
Date Guarantee
Entity or Transaction Type of Guarantee or Other Obligation Deferred Expires
Des Moines Joint Ventures (1),( Debt $ — Various througt
11/2015
RRHWoods, LLC (2),(7 Debt $ — 8/2006
Plaza Colonnade (2),( Indirect Debt (4. $ 51 12/2009
SF-HIW Harborview, LP (3),(5 Rent and tenant improvement $ — 9/2007
Eastshore (Capital One) (3),( Rent (4) $ 7,351 11/2007
Industrial (3),(10 Rent (4) $ 372 12/2006
Industrial Environmental (3),(10) Rent (4) $ 12t Until
Remediatel
Highwoods DLF 97/26 DLF 99/32, LP (2),(1 Rent (4) $ T79¢ 6/2008
RRHWoods, LLC and Dallas County Partners (2),! Indirect Debt (4, $ 104 6/2014
RRHWoods, LLC (2),(14 Indirect Debt (4 $ 63 11/2009
HIW-KC Orlando, LLC (3),(13 Rent (4) $ 491 4/2011
HIW-KC Orlando, LLC (3),(13 Leasing Cost $ 52¢ 12/2024

(1) Represents guarantees entered into prior tdaheary 1, 2003 effective date of FASB InterpretalNo. 45, “Guarantor’'s Accounting
and Disclosure Requirements for Guarantees, Inatultidirect Guarantees of Indebtedness of Oth&RN(45") for initial recognition
and measuremer

(2) Represents guarantees that fall under the ingmdgnition and measurement requirements of FIM

(3) Represents guarantees that are excluded frerfaithvalue accounting and disclosure provisiohnBIN 45 because the existence of such
guarantees prevents sale treatment and/or thenioogof profit from the sale transactic

(4) The maximum potential amount of future paymeligslosed for these guarantees assumes the Corppgisyhe maximum possible
liability under the guaranty with no offsets or uetions. If the space is leased, it assumes thgiegitenant defaults at March 31, 2006
and the space remains unleased through the remaihttee guaranty term. If the space is vacargsgumes the space remains vacant
through the expiration of the guaranty. Since @ssumed that no new tenant will occupy the sgaase commissions, if applicable, are
excluded.

(5) As more fully described in Note 3 to the Coidated Financial Statements in our 2005 Annual Repo Form 10-K, in 2002 the
Company granted its partner in SF-HIW HarborvieWw,d_put option and entered into a master leasaganaent for five years covering
vacant space in the building owned by the partrigrdihe Company also agreed to pay certain temaptdvement costs. The maximt
potential amount of future payments the Companydcba required to make related to the rent guaesnded tenant improvements was
$0.6 million as of March 31, 200
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HIGHWOODS PROPERTIES, INC.
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C oMMITMENTS AND C ONTINGENCIES - Continued

The Company has guaranteed certain loans inestion with the Des Moines joint ventures. The imaxn potential amount of future
payments the Company could be required to makeruhdegyuarantees was $19.4 million at March 3162@F this amount, $8.6
million arose from housing revenue bonds that negaiedit enhancements in addition to the reatestmrtgages. The bonds bear a
floating interest rate, which at March 31, 2006raged approximately 3.2%, and mature in 2015. Aapntee of $5.5 million will expir
upon an industrial building becoming 95% leased/loen the related loan matures. As of March 31, 200§ building was 87.0%
leased. The remaining $5.4 million in guaranteé&steeo loans on three office buildings that wer¢hie lease-up phase at the time the
loans were initiated. Each of the loans will matyeMay 2008. The average occupancy of the thrédibgs at March 31, 2006 was
90.0%. If the joint ventures are unable to repaydbtstanding balances under the loans, the Compitirye required, under the terms
of the agreements, to repay the outstanding batafecourse provisions exist to enable the Compangcover some or all of such
payments from the joint ventures’ assets and/opther partners. The joint ventures currently gateesufficient cash flow to cover the
debt service required by the loa

In connection with the RRHWoods, LLC joint verd, the Company renewed its guarantee of $6.2omilb a bank in July 2003; this
guarantee expires in August 2006 and may be renbwéte Company. The bank provides a letter ofitssturing industrial revenue
bonds, which mature in 2015. The Company wouldeogiired to perform under the guarantee shouldadiné yenture be unable to
repay the bonds. The Company has recourse prosigioorder to recover from the joint venture’s éssad the other partner for
amounts paid in excess of the Company’s proponteshare. The property collateralizing the bond0i3% leased and currently
generates sufficient cash flow to cover the debtise required by the bond financing. As a resudt/iability has been recorded in the
Compan’s Consolidated Balance She

On December 9, 2004, the Plaza Colonnade, loif yenture refinanced its construction loan vet$i50 million non-recourse
permanent loan, thereby releasing the Company firoformer guarantees of a construction loan agesgrand a construction
completion agreement, which arose from the fornmatifthe joint venture to construct an office buntgl The $50 million mortgage
bears a fixed interest rate of 5.7%, requires mpmttincipal and interest payments and maturesamudry 31, 2017. The Company and
its joint venture partner have signed a contingeaster lease limited to 30,772 square feet foryears. The Company’s maximum
exposure under this master lease was $1.6 miltidfaach 31, 2006. However, the current occupanegllef the building is sufficient

to cover all debt service requiremer

On March 30, 2004, the Industrial Development Autigaof the City of Kansas City, Missouri issued8$ million in non-recourse
bonds to finance public improvements made by tiv jeenture for the benefit of the Kansas City Miss Public Library. Since the
joint venture leases the land for the office buitgdfrom the library, the joint venture was oblighte build certain public improvements.
The net bond proceeds were $18.1 million and vellibed for project and debt service costs. Thé yainture has recorded this
obligation on its balance sheet. Cash proceeds fagrmcrement financing revenue generated by thigibg and its tenants are
expected to be sufficient in the future to payrbguired debt service on the bonds.

As more fully described in Note 3 to the Coidatled Financial Statements in our 2005 Annual RepoForm 10K, in connection witl
the sale of three office buildings to a third party2002 (the “Eastshore” transaction), the Compagneed to guarantee rent shortfalls
and re-tenanting costs for a five-year period mitifrom the date of sale (through November 200§ Company’s maximum exposure
to loss under these agreements as of March 31, 2868&7.4 million. These three buildings are cutydeased to a single tenant,
Capital One Services, Inc., a subsidiary of Cajita¢ Financial Services, Inc., under leases thaitexrom May 2006 to March 2010.
This transaction had been accounted for as a fingritansaction and was recorded as a completedrsalsaction in the third quarter
2005 when the maximum exposure to loss under tieseantees became less than the related deferiredygan will be recognized in
future periods as the maximum exposure under theagtees is reduce
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C oMMITMENTS AND C ONTINGENCIES - Continued

In December 2003, the Company sold 1.9 miliqnare feet of industrial property for $58.4 roifliin cash, a $5.0 million note
receivable that bears interest at 12.0% and arillion note receivable that bears interest at 8.0%&ddition, the Company agreed to
guarantee, over various contingency periods thragtember 2006, any rent shortfalls on 16.3% ofd¢imable square feet of the
industrial property, which is occupied by two tetsahe total gain as a result of the transactias $6.0 million. Because the terms of
the notes required only interest payments to beenbgdhe buyer until 2005, in accordance with SFS 66, the entire $6.0 million
gain was deferred and offset against the notevabks on the balance sheet and the cost recovetymh&as being used for this
transaction. On June 30, 2005, the Company agoeeubdify the note receivable to reduce the amouetldy $0.3 million. The
modified note balance and all accrued interestreagding $6.2 million, was paid in full on July2Q05. Because the maximum
exposure to loss from the rent guarantee at JUYQA5 was $0.8 million, that amount of gain waedefd and $4.3 million of the
deferred gain was recognized at that date. As atMa1, 2006, $0.4 million remains deferred, whiepresents the Company’s
contingent liability with respect to the guarantddditionally, as part of the sale, the Companyeadrto indemnify and hold the buyer
harmless with respect to environmental concernihemproperty of up to $0.1 million. As a result, B@nillion of the gain was deferred
at the time of sale and will remain deferred utitd environmental concerns are remedie

In the Highwoods DLF 97/26 DLF 99/32, LP jointure, a single tenant currently leases aneshtiilding under a lease scheduled to
expire on June 30, 2008. The tenant also leases spather buildings owned by the Company. In goofion with an overall
restructuring of the tenastleases with the Company and with this joint vemtthe Company agreed to certain changes to ése leitt
the joint venture in September 2003. The modifaatiincluded allowing the tenant to vacate the wesion January 1, 2006, reducing
the rent obligation by 50% and converting the “rietise to a “full service” lease with the tenaable for 50% of these costs at that
time. In turn, the Company agreed to compensatgtheventure for any economic losses incurred assult of these lease
modifications. As of March 31, 2006, the Compang tecorded approximately $0.8 million in other liies and $0.8 million as a
deferred charge in other assets on its Consolidadéghce Sheet to account for the lease guaradteever, should new tenants occi
the vacated space during the two and a half yeaagtee period, the Company’s liability under thargntee would diminish. The
Company’s maximum potential amount of future paytaevith regard to this guarantee as of March 30626 $1.1 million. No
recourse provisions exist to enable the Compamgdover any amounts paid to the joint venture uthisrlease guarantee arrangem

RRHWOODS, LLC and Dallas County Partners asmreloped a new office building in Des Moines, lo@a June 25, 2004, the joint
ventures financed both buildings with a $7.4 millten-year loan from a lender. As an inducementa@e the loan at a 6.3% long-term
rate, the Company and its partner agreed to mkestee the vacant space and each guaranteed $0c® milthe debt with limited
recourse. As leasing improves, the guarantee dhldigaunder the loan agreement diminish. As of Ma&t, 2006, no master lease
payments were necessary. The Company currentlyelcasded $0.1 million in other liabilities and $@rlllion as a deferred charge
included in other assets on its Condensed Consetiddalance Sheet with respect to this guarantee nfaximum potential amount of
future payments that the Company could be requoaedake based on the current leases in place idpmately $3.2 million as of
March 31, 2006. The likelihood of the Company pgyam its $0.8 million guarantee is remote sincejdivg venture currently satisfies
the minimum debt coverage ratio and should the Gomhave to pay its portion of the guarantee, tildoecover the $0.8 million fro
other joint venture asse'

In connection with the formation of HI\KE Orlando, LLC, the Company agreed to guarantaeteethe joint venture for 3,248 rental
square feet commencing in August 2004 and expinngpril 2011. Additionally, the Company agreedgigarantee the initial leasing
costs, originally estimated at $4.1 million, fopapximately 11% of the total square feet of thepgnty owned by the joint venture. The
Company has paid $0.1 million in the first quad&2006, $1.1 million in 2005 and $2.4 million iIB@ under this guarantee, and $0.5
million is estimated to remain under the guaramatedarch 31, 200¢
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11. C ommITMENTS AND C ONTINGENCIES - Continued

(14) In connection with the RRHWoods, LLC joint vere, the Company and its partner each guarant2@dndillion to a bank in August
2005, effective November 2005. This guarantee espim November 2009 and can be renewed, at thievjeiriure’s option, through
November 2011. The bank provides a letter of creeliuring industrial revenue bonds, which matutdamember 2015. The joil
venture’s industrial building secures the bonds Tompany would be required to perform under tregantee should the joint venture
be unable to repay the bonds. The Company hasnsprovisions to recover from the joint ventur@ssets. The property
collateralizing the bonds generates sufficient disia to cover the debt service required by thedfinancing. In addition to the direct
guarantee, the Company is committed to a mastse lfea 50% of the debt service should the cash fiom the property not be able to
pay the debt service of the bonds. As a resuhisfrhaster lease, the Company has recorded appatedin$60,000 in other liabilities
and as a deferred charge in other assets on itsoldated Balance Sheet at March 31, 2!

Litigation, Claims and Assessments

The Company is from time to time a party to a \gred legal proceedings, claims and assessmerdin@iin the ordinary course of its
business. The Company regularly assesses thetlegbdnd contingencies in connection with thesétensibased on the latest information
available. For those matters where it is probaidé the Company has incurred or will incur a lasg e loss or range of loss can be
reasonably estimated, reserves are recorded i@dhsolidated Financial Statements. In other inganicecause of the uncertainties related to
both the probable outcome and amount or rangessf bbreasonable estimate of liability, if any,restrbe made. Based on the current
expected outcome of such matters, none of theseedings, claims or assessments is expected tcahmaeterial adverse effect on the
Company’s business, financial condition or resafteperations.

In June 2006, the Company received (and expecective additional) assessments for state exoss @nd related interest amounting
to approximately $6.4 million, related to period®pto 2006. The Company believes that it is ndgject to such taxes and intends to
vigorously dispute the assessment. Based on adfmeunsel, the Company currently believes thateposure for such taxes is not
probable, and accordingly no provision for suctetais reflected in the Company’s financial stateisien

As previously disclosed, the SEDivision of Enforcement has issued a confideritichal order of investigation in connection witte
Company’s previous restatement of its financialitss Even though the Company is cooperating futlgannot provide any assurances that
the SEC’s Division of Enforcement will not take aagtion that would adversely affect the Company.
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12. SEGMENT | NFORMATION

The sole business of the Company is the acquisitiemelopment and operation of rental real estaipeasties. The Company operates
office, industrial and retail properties and apamitnunits. There are no material inter-segmentsaations.

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

All operations are within the United States andvlatch 31, 2006, no tenant of the Wholly Owned Rrtips comprised more than 6.9%
of the Company’s consolidated revenues. The folhgwable summarizes the rental income, net operaicome and assets for each
reportable segment for the three months ended MakcR006 and 2005:

Three Months Ended

March 31,
2006 2005

Rental and Other Revenues: (1

Office segmen $ 8586 $ 84,36¢

Industrial segmer 7,37¢ 7,35(C

Retail segmer 10,73¢ 10,18:

Apartment segmel 27% 267
Total Rental and Other Revent $ 104,24¢ $ 102,16t
Net Operating Income: (1)

Office segmen $ 53,86: $ 54,65¢

Industrial segmer 5,70¢ 5,46¢

Retail segmer 7,27¢ 6,94¢

Apartment segmel 14C 99
Total Net Operating Incorr 66,98¢ 67,16"
Reconciliation to income before disposition of proerty, minority interest and equity in earnings of

unconsolidated affiliates:

Depreciation and amortizatic (28,706) (29,649

Interest expens (25,599 (27,889

Impairment of assets held for L — (2,572)

General and administrative expel (8,692 (8,359

Interest and other incon 1,98¢ 1,93

Loss on debt extinguishme — (27)
Income before disposition of property, minorityargst and equity in earnings of unconsolidatediatffis $ 597 % 60¢

December 31

March 31,
2006 2005

Total Assets: (2)

Office segmen $2,168,79.  $2,245,59

Industrial segmer 207,70! 226,19¢

Retail segmer 256,99: 259,54

Apartment segmel 22,24, 21,12:

Corporate and othe 162,55! 156,51¢
Total Assets $2,818,29: $2,908,97:

(1) Net of discontinued operatior

(2) Real estate and other assets held for sale argittlin this table according to the segment t
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

You should read the following discussion and arialiysconjunction with the accompanying Condensed<dlidated Financial
Statements and related notes contained elsewhd#risiQuarterly Report.

D ISCLOSURE R EGARDING F ORWARD -L OOKING S TATEMENTS

Some of the information in this Quarterly Reportyneantain forward-looking statements. Such statémigelude, in particular,
statements about our plans, strategies and praspeder this section. You can identify forward-loakstatements by our use of forward-
looking terminology such as “may,” “will,” “expett;anticipate,” “estimate,” “continue” or other sifar words. Although we believe that our
plans, intentions and expectations reflected isuggested by such forward-looking statements asoreable, we cannot assure you that our
plans, intentions or expectations will be achiewdtien considering such forward-looking statemeyts, should keep in mind the following
important factors that could cause our actual tedaldiffer materially from those contained in dogyward-looking statement:

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

» the financial condition of our tenants could deisate;

e we may not be able to complete development, adgrisreinvestment, disposition or joint venturejpcts as quickly or on as
favorable terms as anticipate

e we may not be able to lease or release space yuickin as favorable terms as old lea
* increases in interest rates would increase oursiabtce costs

* we may not be able to meet our liquidity requiretaenr obtain capital on favorable terms to fundwarking capital needs and
growth initiatives or to repay or refinance outstismg debt upon maturity

» we could lose key executive officers; ¢
» our southeastern and midwestern markets may suffexpected declines in economic grov

This list of risks and uncertainties, however, @ imtended to be exhaustive. You should also revie other cautionary statements we
make in “Business — Risk Factors” set forth in 2005 Annual Report.

Given these uncertainties, you should not placaiemdliance on forward-looking statements. We utadterno obligation to publicly
release the results of any revisions to these fahl@oking statements to reflect any future evemtsircumstances or to reflect the occurrence
of unanticipated events.

O VERVIEW

We are a fully integrated, self-administered arlti senaged equity REIT that provides leasing, managgrdevelopment, constructi
and other customer-related services for our pragseand for third parties. As of March 31, 2006,avaned or had an interest in 417 in-
service office, industrial and retail propertiesgc@mpassing 35.0 million square feet, and 514 apnt units. As of that date, we also wholly
owned 896 acres of development land, of which 488saare considered core holdings. We are badedla@igh, North Carolina, and our
properties and development land are located inddpfGeorgia, lowa, Kansas, Maryland, Missouri, tNd@2arolina, South Carolina,
Tennessee and Virginia. Additional information atbasican be found on our website at www.highwoamta.dnformation on our website is
not part of this Quarterly Report.
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Results of Operations

While we own and operate a limited number of indaktretail and apartment properties, our opegatgsults depend heavily on
successfully leasing our office properties. Funtihane, since more than a majority of our office pntigs are located in Florida, Georgia and
North Carolina, economic growth in those statesnid will continue to be an important determinafeetor in predicting our future operatil
results. Accordingly, most of the analysis and cants below focus on our office properties.

The key components affecting our rental revenuesastrare dispositions, acquisitions, new developsnglaced in service, average
occupancy and rental rates. Average occupancy glinercreases during times of improving econonmavgth, as our ability to lease space
outpaces vacancies that occur upon the expiratibagisting leases. Average occupancy generalljirdescduring times of slower economic
growth, when new vacancies tend to outpace ouityalil lease space. Asset acquisitions, dispostanmd new developments placed in ser
directly impact our rental revenues and could impac average occupancy, depending upon the occypate of the properties that are
acquired, sold or placed in service. A further aadior of the predictability of future revenueshs expected lease expirations of our portfolio.
As a result, in addition to seeking to increaseamgrage occupancy by leasing current vacant spacalso must concentrate our leasing
efforts on renewing leases on expiring space. Wanathnot our rental revenue tracks average ocayparoportionally depends upon whet
rents under new leases signed are higher or Idveerthe rents under the previous leases.

Our expenses primarily consist of rental propexiyenses, depreciation and amortization, generabdninistrative expenses and
interest expense. Rental property expenses aresap@ssociated with our ownership and operatioentél properties and include variable
expenses, such as common area maintenance atidgjtdnd fixed expenses, such as property taxémaorance. Some of these variable
expenses may be lower when our average occupactiyete Fixed expenses remain constant regardiesseoage occupancy. Depreciation
and amortization is a non-cash expense associatiedh& ownership of real property and generallpais relatively consistent each year,
unless we buy or sell assets, since we deprediaitproperties on a straight-line basis over a fikied General and administrative expenses,
net of amounts capitalized, consist primarily ofragement and employee salaries and other persoosts| corporate overhead and long-
term incentive compensation. Interest expense dispapon the amount of our borrowings, the weiglategtage interest rates on our debt and
the amount of interest capitalized on developmeuriepts.

We record in “equity in earnings of unconsolidaédfiliates” our proportionate share of net incommdoss, adjusted for purchase
accounting effects, of our unconsolidated jointtuess.

Additionally, SFAS No. 144, “Accounting for the Impment or Disposal of Long-Lived Assets,” requitessto record net income
received from properties sold or held for sale thatlify as discontinued operations under SFASIMd. separately as “income from
discontinued operations.” As a result, we sepayaitlord revenues and expenses from these quaifyioperties. As also required by SFAS
No. 144, prior period results are reclassifiedetitect the operations for such properties in disicoied operations

Liquidity and Capital Resources

We incur capital expenditures to lease space t@astomers and to maintain the quality of our prigg to successfully compete
against other properties. Tenant improvementsheredsts required to customize the space for theifspneeds of the customer. Lease
commissions are costs incurred to find the custdorethe space. Lease incentives are costs paidaa behalf of tenants to induce them to
enter into leases and that do not relate to cugiomthe space for the tenant’s specific needddBlg improvements are recurring capital
costs not related to a customer to maintain thiglimgis. As leases expire, we either attempt ta tbke space to an existing customer or attract
a new customer to occupy the space. Generallypeiestrenewals require lower leasing capital expenes than reletting to new customers.
However, market conditions such as supply of aléglapace in the market, as well as demand foresplive not only customer rental rates
but also tenant improvement costs. Leasing capiipénditures are amortized over the term of theel@ad building improvements are
depreciated over the appropriate useful life ofabgets acquired. Both are included in depreciatimhamortization in results of operations.
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Because we are a REIT, we are required under trerdbtax laws to distribute at least 90% of oul Rt&xable income, excluding
capital gains, to our stockholders. We generallyrests received from customers and proceeds fabes sf non-core development land to
fund our operating expenses, recurring capital edjperes and stockholder dividends. To fund prgpadquisitions, development activity or
building renovations, we may sell other assetsraag incur debt from time to time. Our debt gengratinsists of mortgage debt, unsecured
debt securities and borrowings under our revolareglit facility.

Our revolving credit facility and the indenture goning our outstanding long-term unsecured dehirg@xs require us to satisfy various
operating and financial covenants and performaaties. As a result, to ensure that we do not weotlhé provisions of these debt instruments,
we may from time to time be limited in undertakirgytain activities that may otherwise be in thet b@srest of our stockholders, such as
repurchasing capital stock, acquiring additionak#s increasing the total amount of our debt aneiasing stockholder dividends. We review
our current and expected operating results, firdmandition and planned strategic actions on agomy basis for the purpose of monitoring
our continued compliance with these covenants atios: Any unwaived event of default could resalan acceleration of some or all of our
debt, severely restrict our ability to incur adalital debt to fund short- and long-term cash needssult in higher interest expense.

To generate additional capital to fund our growtHd ather strategic initiatives and to lessen thksriypically associated with owning
of the interests in a property, we may sell someusfproperties or contribute them to joint vensur&/hen we create a joint venture with a
strategic partner, we usually contribute one orerproperties that we own and/or vacant land tovdynformed entity in which we retain less
than a majority interest. In exchange for our equahinority interest in the joint venture, we geally receive cash from the partner and re
some or all of the management income relating égtioperties in the joint venture. The joint veatiiself will frequently borrow money on
its own behalf to finance the acquisition of, amdéwerage the return upon, the properties beingiiaed by the joint venture or to build or
acquire additional buildings. Such borrowings gadally on a non-recourse or limited recourse fiadie generally are not liable for the
debts of our joint ventures, except to the extémtuw equity investment, unless we have directlgrgnteed any of that debt. In most cases
and/or our strategic partners are required to gu@eacustomary exceptions to non-recourse liahilityon-recourse loans.

We have historically also sold additional Commoac&tor Preferred Stock or issued Common Units tmi fadditional growth or to
reduce our debt, but we have limited those effairtse 1998 because funds generated from our cap@gtling program in recent years have
provided sufficient funds to satisfy our liquidityeeds. In addition, we have recently used funds far capital recycling program to redeem
Common Units and Preferred Stock for cash.
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R ESULTS oF O PERATIONS

In accordance with SFAS No. 144 and as describ&tbie 9 to the Condensed Consolidated Financiaé®nts, we reclassified the
operations and/or gain/(loss) from disposal ofaiarproperties to discontinued operations for atigds presented if the operations and cash
flows have been or will be eliminated from our omgpoperations and we will not have any significemmtinuing involvement in the
operations after the disposal transaction and tbpesties were either sold during 2005 and thé djusirter of 2006 or were held for sale at
March 31, 2006. Accordingly, any properties soldimiy 2005 and the first quarter of 2006 that ditl meet certain conditions as stipulatec
SFAS No. 144 were not reclassified to discontinopérations.

The following table sets forth information regamgliour unaudited results of operations for the timeaths ended March 31, 2006 and
2005 (in millions):

Three Months

Ended March 31, % of
2006 2005 $ Change Change
Rental and other revenues $104.2  $1022 $ 2.C 2.(%
Operating expenses
Rental property and other expen 37.8 35.C 2.3 6.€
Depreciation and amortizatic 28.7 29.€ (0.9 (3.0
Impairment of assets held for L — 2.€ (2.6) (100.0
General and administrati 8.7 8.4 0.2 3.6
Total operating expens 4.0 75.€ (0.9 (1.2
Interest expense
Contractua 23.¢ 25.4 (1.5 (5.9
Amortization of deferred financing cos 0.8 0.8 — —
Financing obligation 0.8 1.7 (0.8 (47.9)
25.¢ 27.¢ (2.3 (8.2
Other income:
Interest and other incon 2.C 1.¢ 0.1 5.2
Loss on debt extinguishmer — — — —
2.C 1.¢ 0.1 5.2
Income before disposition of property, minority interest and equity in earnings of
unconsolidated affiliates 5.9 0.€ 5.3 883.c
Gains on disposition of property, r 4.3 0.4 3.6 975.(
Minority interest (0.6) 0.4 (2.0 (250.0
Equity in earnings of unconsolidated affilia 2.1 2.€ (0.5 (19.2)
Income from continuing operations 11.7 4.C 7.7 192t
Discontinued operation
Income from discontinued operations, net of miryoriteresi 0.€ 3.C (2.9 (80.0)
Net gains on sale and impairments of discontinyestations, net of minority
interest 1.8 14.1 (12.39) (87.2)
24 17.1 (14.9) (86.0
Net income 14.1 21.1 (7.0 (33.2)
Dividends on preferred shar (4.7) (7.7) 3.C 39.C
Excess of preferred stock redemption cost oveyayivalue (1.8 — (1.8)  (100.0
Net income available for common stockholders $ 7€ $13<4 3 (5.9 (43.9%

Rental and Other Revenues

The increase in rental and other revenues fromirmaing operations was primarily the result of higheerage occupancy in 2006 as
compared to 2005 and the contribution from develgmeperties placed in service in the later pa@@¥5. These increases were partly offset
by a decrease in lease termination fees from 20@9®6 and the disposition of certain properties thid not meet the criteria to be classified
as discontinued operations.
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Operating Expenses

Rental and other operating expenses from continopggations (real estate taxes, utilities, insueanepairs and maintenance and other
property-related expenses) increased $2.3 millicthé first quarter of 2006 compared to the firgier of 2005, primarily as a result of
general inflationary increases in certain operagirgenses, such as salaries, benefits, utilityscosd real estate taxes, and expenses of
developed properties placed in service in the sgbailf of 2005.

In the first quarter of 2005, an impairment los$a6 million was recognized in connection withates of land that did not meet the
criteria to be classified as held for sale, but 8éhoarrying value was greater than its fair value.

I nterest Expense

The decrease in contractual interest was primdrily to a decrease in average borrowings from $lliénkin the three months ended
March 31, 2005 to $1.4 billion in the three morghsled March 31, 2006, partially offset by an inseen weighted average interest rates on
outstanding debt from 6.6% in the three months émdarch 31, 2005 to 6.9% in the three months emdacth 31, 2006. In addition,
capitalized interest in 2006 was approximately $8iion higher compared to 2005 due to increasexketbpment activity and higher average
construction and development costs.

The decrease in interest from financing obligatimas a result of the completed sale of three glglin Richmond, Virginia (the
Eastshore transaction) in the third quarter of 280% the elimination of the related financing ohatign.

Gains on Disposition of Property; Minority I nterest; Equity in Earnings of Unconsolidated Affiliates

Net gains on dispositions of properties not classias discontinued operations were $4.3 milliothmthree months ended
March 31, 2006 compared to $0.4 million for theethmonths ended March 31, 2005. Gains are depeodehé specific assets sold, their
historical cost basis and other factors, and cay significantly from period to period.

Minority interest in the continuing operations eafPreferred Unit distributions, was $(0.6) milliohincome for the three months ended
March 31, 2006 and $0.4 million of income for these months ended March 31, 2005; the decreaspnmaarily due to a corresponding
decrease in the Operating Partnership’s loss fromtircuing operations, after Preferred Unit disttibos.

Equity in earnings from continuing operations otonsolidated affiliates decreased from 2005. HighaesMarkel Associates, LLC
joint venture contributed $0.2 million to earnirysring the first quarter of 2005; the accountingtfos joint venture changed from equ
method to consolidation effective January 1, 2@36described in Note 1 to the Consolidated Finh&t&ements.

Discontinued Operations

In accordance with SFAS No. 144, we classifiedimetme of $2.4 million and $17.1 million, net ofmority interest, as discontinued
operations for the three months ended March 316 20@ 2005, respectively. These amounts relatebtmélion square feet of office and
industrial property and 45 apartment units soldrdp2005 and the first quarter of 2006. These artimtlude net gains on the sale of these
properties of $1.8 million and $14.1 million, nétoinority interest, in the three months ended Ma8¢, 2006 and 2005, respectively.

Net Income

We recorded net income in the three months endedhviil, 2006 of $14.1 million, compared to $21.1liam in the three months
ended March 31, 2005, resulting from the varioesdies described above.

34



Table of Contents

Preferred Dividends

Preferred dividends decreased $3.0 million duedemptions of $130 million and $50 million in thertl quarter of 2005 and the first

quarter of 2006, respectively. The excess of rediemgost over carrying value of $1.8 million in@relates to the $50 million preferred
stock redemption in that quarter.

Net | ncome Available for Common Stockholders

We recorded net income available for common stolddrs in the three months ended March 31, 2006 @ #illion, compared to
$13.4 million in the three months ended March 32 this decrease is the net result of the varfiact®rs described above.
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L 1QuiDiITY AND C APITAL R ESOURCES

Statement of Cash Flows

As required by GAAP, we report and analyze our dbsirs based on operating activities, investingwvitiés and financing activities.
The following table sets forth the changes in astcflows in the first three months of 2006 as cairag to the first three months of 2005 (in
thousands):

Three Months Ended

March 31,
2006 2005 Change
Cash Provided By Operating Activiti $ 39,75¢ $30,10¢ $ 9,64¢
Cash Provided By Investing Activitit 125,69¢ 22,97¢ 102,72:
Cash Used In Financing Activitie (142,52() (22,225) (120,295
Total Cash Flow: $ 2293 $30,86( $ (7,929

In calculating cash flow from operating activiti€sAAP requires us to add depreciation and amoitizatvhich are non-cash expenses,
back to net income. As a result, we have histdsiggnerated a significant positive amount of casn operating activities. From period to
period, cash flow from operations depends primarggn changes in our net income, as discussed fulbre@bove under “Results of
Operations,” changes in receivables and payabkési@nadditions or decreases in our overall padfevhich affect the amount of
depreciation and amortization expense.

Cash provided by or used in investing activitiesegally relates to capitalized costs incurred éasing and major building
improvements and our acquisition, development,adigipn and joint venture activity. During periodfssignificant net acquisition and/or
development activity, our cash used in such inmgsdictivities will generally exceed cash providgdrivesting activities, which typically
consists of cash received upon the sale of praseaid distributions of capital from our joint wenmets.

Cash used in financing activities generally relatestockholder dividends, distributions on Comnuunits, incurrence and repayment of
debt and sales, repurchases or redemptions of Cartazk, Common Units and Preferred Stock. As dised previously, we use a
significant amount of our cash to fund stockholdi#idends and Common Unit distributions. Whethenot we incur significant new debt
during a period depends generally upon the netedfieour acquisition, disposition, development gidt venture activity. We use our
revolving credit facility for working capital purges, which means that during any given periodrdieioto minimize interest expense
associated with balances outstanding under outviegocredit facility, we will likely record signi€ant repayments and borrowings under our
revolving credit facility.

The increase of $9.6 million in cash provided bemeping activities in the first quarter of 2006 quamed to the first quarter of 2005 was
primarily the result of a $15.2 million increaserfr net changes in operating assets and liabifigesally offset by lower cash flows from net
income adjusted for changes in depreciation anasgaid impairments.

The increase of $102.7 million in cash providedriyesting activities in the first quarter of 200&nepared to the first quarter of 2005
was primarily a result of a $104.4 million increasgroceeds from dispositions of real estate aspatrtially offset by an a $0.9 million
increase in additions to real estate assets amdrddfleasing costs.

The increase of $120.3 million in cash used inrioiag activities in the first quarter of 2006 comgzato the first quarter of 2005 was
primarily the result of $50.0 million used to redepreferred stock in the first quarter of 2006e4$22.5 million reduction in the revolving
credit facility, and a $48.6 million reduction inaired mortgage debt.

In 2006, we continued our capital recycling progmafnselectively disposing of non-core propertiesider to use the net proceeds for
investments or other purposes. At March 31, 20@6had 34.4 acres of land classified as held far gatsuant to SFAS No. 144 with a
carrying value of $7.4 million.
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Capitalization
The following table sets forth our capitalizationaf March 31, 2006 and December 31, 2005 (in thods, except per share amounts):

December 31

March 31,
2006 2005
Mortgages and notes payable, at recorded book $1,450,25. $1,471,61
Financing obligation $ 34,28: $ 34,15¢
Preferred Stock, at liquidation val $ 197,44¢ $ 247,44
Common Stock and Common Units outstanc 59,54 59,47¢
Per share stock price at period ¢ $ 337 $ 28.4f
Market value of Common Stock and Common U 2,008,38! 1,692,17:
Total market capitalization with de $3,690,36.  $3,445,39.

Based on our total market capitalization of appreately $3.7 billion at March 31, 2006 (at the MaBdh 2006 per share stock price of
$33.73 and assuming the redemption for shares wfin@mn Stock of the approximate 5.4 million Commoritt/im the Operating Partnership
not owned by the Company), our mortgages and rpztgable represented approximately 39.3% of out hotaket capitalization.

Mortgages and notes payable at March 31, 2006 steasof $712 million of secured indebtedness witte@yhted average interest rate
of 6.9% and $738 million of unsecured indebtednéis a weighted average interest rate of 6.8%. Adarch 31, 2006, our outstanding
mortgages and notes payable were secured by tas essets with an aggregate undepreciated bdod ehapproximately $1.2 billion.

We do not intend to reserve funds to retire exigiacured or unsecured debt upon maturity. Forra emmplete discussion of our long-
term liquidity needs, see “Liquidity and Capitalderces - Current and Future Cash Needs.”

Contractual Obligations

See our 2005 Annual Report on Form 10-K for a tablting forth a summary of our known contractuaigations at
December 31, 2005.

Refinancings and Preferred Stock Redemptions in 2@0and First Quarter of 2006

During 2005 and the first quarter of 2006, we pEfdb196.2 million of outstanding loans, excludiagy normal debt amortization,
which included $176.2 million of secured debt watlveighted average interest rate of 6.9% and $A®mof unsecured floating rate debt
with an interest rate of 4.9%. Included in the $27&illion was $89.8 million of floating rate seedrdebt. Approximately $350 million of
real estate assets (based on undepreciated costlisame unencumbered after paying off the sdalebt. We also used some of the
proceeds from our disposition activity to redeemAugust 2005 and February 2006, all of our outditen Series D Preferred Shares and
3,200,000 of our outstanding Series B Preferredeshaggregating $180.0 million plus accrued divéte These reductions in outstanding
debt and Preferred Stock balances were funded plynfi]am proceeds from property dispositions thktsed in 2005 and 2006. In conneci
with the redemption of Preferred Stock, the exaétsbe redemption cost over the net carrying amofitihe redeemed shares was recorded a:
a reduction to net income available for common ehealders. These reductions amounted to $4.3 miflimh$1.8 million for the third quarter
of 2005 and first quarter of 2006, respectively.

Unsecured Indebtedness

On May 1, 2006, we obtained a new $350 millione#hyear unsecured revolving credit facility frormBaf America, N.A. We used
$273 million of proceeds from the new revolvingditdacility, together with available cash, to paf§ the remaining outstanding balance of
$178 million under our previous revolving creditifay and the $100 million bank term loan, bothvafich were terminated on May 1, 2006.
In connection with these payoffs, we wrote off ap@mately $0.5 million in unamortized deferred fivténg costs in the second quarter of
2006 as a
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loss on debt extinguishment. We and Bank of Ameplaa to syndicate the new revolving credit fagildater in 2006.

Our new revolving credit facility is initially scdeled to mature on May 1, 2009. We have an optaxtend the maturity date by one
additional year assuming no default exists andngttime prior to May 1, 2008, we may request iases in the borrowing availability under
the credit facility by up to an additional $100 lih. The increases in borrowing availability atdgect to approval by the lender(s).
Compared to the previous credit facility, the ietdrrate has been reduced from LIBOR plus 105 Ipaéids to LIBOR plus 80 basis points
and the annual base facility fee has been reduoed 25 basis points to 20 basis points. In July&20@ obtained a waiver, which did not
change the economic terms of the loan, relatedediming for filing our first quarter 2006 Form-ID.

Like our previous revolving credit facility, theweevolving credit facility requires us to complytkvcustomary operating covenants
and various financial and operating ratios. Wedwglithe required financial and operating ratiosennke new revolving credit facility are le
stringent and more appropriately reflect our curesrd future business prospects than the requirsnueler our previous revolving credit
facility. We currently are in compliance with theopisions of our new revolving credit facility fthe foreseeable future. However, depending
upon our future operating performance, propertyfarahcing transactions and general economic camdit we cannot assure you that no
circumstance will arise in the future that wouldder us unable to comply with any of these covemantesult in an increase in the borrov
costs under this facility.

If any of our lenders ever accelerated outstandety due to an event of default, we would not He bborrow any further amounts
under our revolving credit facility, which wouldatsely affect our ability to fund our operatiofsour debt cannot be paid, refinanced or
extended at maturity or upon acceleration, in @aftito our failure to repay our debt, we may noabk to make distributions to stockholders
at expected levels or at all. Furthermore, if agfjnancing is done at higher interest rates, thecimsed interest expense would adversely ¢
our cash flows and ability to make distributionstockholders. Any such refinancing could also isgtghter financial ratios and other
covenants that would restrict our ability to takéi@ns that would otherwise be in our stockholdéesst interest, such as funding new
development activity, making opportunistic acquosis, repurchasing our securities or paying diatidms.

In February 2006, we obtained waivers from the éeadinder our previous revolving credit facilitydaour previous bank term loan
related to timely reporting to the lenders of anraual quarterly financial statements. The aforemeaetd modifications did not change the
economic terms of the loans. In November 2005, meraled the $100 million bank term loan to exterdntfaturity date to July 17, 2006 and
reduce the spread over the LIBOR interest rate fi8Mbasis points to 100 basis points. These la@ns paid off in May 2006 in connection
with the closing of our new revolving credit fatjlias discussed above.

As of the date of this filing, the Operating Parsigp has not yet satisfied the requirement unigeiridenture governing its outstanding
notes to file timely SEC reports, but expects tesdas soon as practicable. Under the indentueeydtes may be accelerated if the trustee or
25% of the holders provide written notice of a dédtffand such default remains uncured after 60 déyise Operating Partnership failed to 1
its delinquent SEC reports prior to expirationtof 60-day cure period after receipt of any suchulehotice, the lender under our revolving
credit facility would also have the ability to atmate amounts outstanding under the revolvingitfadility. To date, neither the trustee nor
any holder has sent us any such default notice Offerating Partnership is in compliance with adllestcovenants under the indenture and is
current on all payments required thereunder.

Current and Future Cash Needs

Rental revenue, together with construction managémeaintenance, leasing and management feest [@iogipal source of funds to
meet our short-term liquidity requirements, whichmarily consist of operating expenses, debt senstockholder dividends, any guarantee
obligations and recurring capital expendituresadudition, we could incur tenant improvement cosid l@ase commissions related to any
releasing of vacant space.

We expect to fund our short-term liquidity need®tigh a combination of available working capitasie flows from operations and the
following:

» the selective disposition of n-core land and other asse
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» borrowings under our revolving credit facility (vehi has up to $49.5 million of availability as oh&u30, 2006, excluding the $100
million expansion option) and under our existin@ $8illion secured revolving construction loan @fiwhich was available at
June 30, 2006

» the sale or contribution of some of our Wholly Owrieroperties, development projects and developtaadtto strategic joint
ventures to be formed with unrelated investorschwould have the net effect of generating additiaapital through such sale or
contributions;

» the issuance of secured debt; :
» the issuance of new unsecured d

Our long-term liquidity needs generally include fhading of capital expenditures to lease spaamitacustomers, maintain the quality
of our existing properties and build new propert@apital expenditures include tenant improvemdnigding improvements, new building
completion costs and land infrastructure costsaneimprovements are the costs required to cus®apace for the specific needs of first-
generation and second-generation customers. Bgildiprovements are recurring capital costs notedlto a specific customer to maintain
existing buildings. New building completion costs axpenses for the construction of new buildihgsd infrastructure costs are expenses to
prepare development land for future developmentiicthat is not specifically related to a sinddeilding. Excluding recurring capital
expenditures for leasing costs and tenant impromesraend for normal building improvements, our expdduture capital expenditures for
started and/or committed new development projectsf duly 5, 2006 are approximately $202 millionsignificant portion of these future
expenditures are currently subject to binding cettral arrangements.

Additionally, $110 million of 7.0% unsecured notedl mature in December 2006 and approximately $6lion of 8.2% secured debt
will mature in February 2007. We expect to repay tlebt with proceeds from pending or future digpas activity and the issuance of
additional unsecured debt. We also have a signifipaol of unencumbered assets that could sergelkderal for additional secured debt.
Although we expect to repay or refinance all ofthitstanding debt on or prior to their respeatinagurity dates, no assurances can be given
that we will be able to do so on favorable termatoall.

Our long-term liquidity needs also include the fingdof development commitments, selective assatiaitipns and the retirement of
mortgage debt, amounts outstanding under our rengpbredit facility and long-term unsecured debdr @oal is to maintain a conservative
and flexible balance sheet. Accordingly, we expecheet our long-term liquidity needs through a boration of (1) the issuance by the
Operating Partnership of additional unsecured deburrities, (2) the issuance of additional equétyusities by the Company and the
Operating Partnership, (3) borrowings under otkeeus=d construction loans that we may enter intb(dpthe sources described above with
respect to our short-term liquidity. We expect & such sources to meet our long-term liquidityiremgnents either through direct payments
or repayments of borrowings under our revolvingliriacility. As mentioned above, we do not intédndeserve funds to retire existing
secured or unsecured indebtedness upon maturitiedd, we will seek to refinance such debt at ritgtar retire such debt through the
issuance of equity or debt securities or from pedsefrom sales of properties.

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

Stockholder Dividends

To maintain our qualification as a REIT, we mustdbute to stockholders at least 90% of our RENable income, excluding capital
gains. REIT taxable income, the calculation of ehE determined by the federal tax laws, does goaknet income under GAAP. We
generally expect to use our cash flow from opeggéictivities for dividends to stockholders andgayment of recurring capital expenditures.
Future dividends will be made at the discretiomwf Board of Directors. The following factors walffect our cash flows and, accordingly,
influence decisions of the Board of Directors reiag dividends:

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

» changes in rents attributable to renewal of exgskrases or replacement leas

» changes in occupancy rates at existing properntideaecution of leases for newly acquired or dgyedioproperties
» operating expenses and capital replacement newtdiscling tenant improvements and leasing costs

» sales of properties and r-core land

Off Balance Sheet Arrangements

We have several off balance sheet joint venturegaradlantee arrangements. The joint ventures wemeefb with unrelated investors to
generate additional capital to fund property adtjaiss, repay outstanding debt or fund other sgiataitiatives and to lessen the risks
typically associated with owning all of the intees a property. When we create a joint venturtd wistrategic partner, we usually contrik
one or more properties that we own to a newly fatmetity in which we retain less than a majoritiehest. In exchange for an equal or
minority interest in the joint venture, we geneyraktceive cash from the partner and frequenthimdtee management income relating to the
properties in the joint venture. For financial repw purposes, certain assets we sold have bemuated for as financing arrangements.

As of March 31, 2006, our unconsolidated joint weas had $764.4 million of total assets and $58famiof total liabilities as reflecte
in their financial statements. At March 31, 2006; weighted average equity interest based on thédssets of these unconsolidated joint
ventures was 40.2%. During the three months enda@tiv31, 2006, these unconsolidated joint venteaesed $4.5 million of total net
income of which our share, after appropriate puseteccounting and other adjustments, was $2.lomilkor additional information about
our unconsolidated joint venture activity, see Ndte the Condensed Consolidated Financial Statesmen

As of March 31, 2006, our unconsolidated joint weas had $543.2 million of outstanding mortgaget.d&l of this joint venture debt
non-recourse to us except (1) in the case of cumtpexceptions pertaining to such matters as mistitends, environmental conditions and
material misrepresentations and (2) those guaraiatee loans described in Note 11 to the Condenseddlidated Financial Statements. The
following table sets forth the scheduled maturitésur share of the outstanding debt of our unobdated joint ventures as of
March 31, 2006 (in thousands):

Remainder of 200 $ 4,054
2007 12,32¢
2008 12,48:
2009 14,36¢
2010 11,11¢
Thereaftel 173,97¢

$228,32°

For information regarding our off-balance sheetmgements as of December 31, 2005, see “Managesgistussion and Analysis of
Financial Condition and Results of Operations —RBxfance Sheet Arrangements” in our 2005 AnnualoRegn Form 10-K.
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Financing Arrangements

For information regarding sales transactions ttexrevaccounted for as financing arrangements atrbleee31, 2005, see
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations — Financing Rrafit-Sharing Arrangements” in
our 2005 Annual Report on Form 10-K.

Interest Rate Hedging Activities

To meet, in part, our long-term liquidity requiremi® we borrow funds at a combination of fixed aadable rates. Borrowings under
our revolving credit facility bear interest at \alrle rates. Our long-term debt, which consisteofised and unsecured long-term financings
and the issuance of unsecured debt securitiegaiypbears interest at fixed rates although sayaad bear interest at variable rates. In
addition, we have assumed fixed rate and variatidebt in connection with acquiring propertiesr Dterest rate risk management
objectives are to limit the impact of interest retenges on earnings and cash flows and to loweswarall borrowing costs. To achieve th
objectives, from time to time, we may enter inttenest rate hedge contracts such as collars, swaps,and treasury lock agreements in ordet
to mitigate our interest rate risk with respectamious debt instruments. We do not hold or iskasé derivative contracts for trading or
speculative purposes.

The interest rate on all of our variable rate delstdjusted at one and three month intervals, stibjesettlements under these interest
rate hedge contracts. We also enter into treasulydgreements from time to time in order to limit exposure to an increase in interest 1
with respect to future debt offerings. The interas¢ swap that matured on June 1, 2005 was netvehor extended. We currently have no
outstanding interest rate hedge contracts.

As further described under “Management’s Discussaioth Analysis of Financial Condition and Result©gpkrations—Related Party
Transactions” in our 2005 Annual Report on FormKl@ve had an embedded derivative as part of the pamchase arrangement with GAPI,
Inc. that expired in August 2005 upon closing @& fimal land parcel under the arrangement.

Related Party Transactions

As more fully described in Note 8 to the ConsokdbFinancial Statements in our 2005 Annual Repoffarm 10K, we purchased lar
in 2005 from GAPI, Inc., an entity owned by an &xig director, and also sold certain buildings @02 to a director, who later retired from
the Board of Directors.

C RITICAL A CCOUNTING P OLICIES

There were no changes to the critical accountidigips made by management in the three months ebidedh 31, 2006, except as set
forth in Note 1 to the Condensed Consolidated FirzuStatements in section “Impact of Newly Adopted! Issued Accounting Standards.”
For a detailed description of our critical accongtestimates, see “Management’s Discussion andy8isabf Financial Condition and Results
of Operations - Critical Accounting Estimates” iar®005 Annual Report on Form 10-K.

F unDsF Rom O PERATIONS

We believe that FFO and FFO per share are beneficcaanagement and investors and are importaitata's of the performance of
any equity REIT. Because FFO and FFO per sharalesilens exclude such factors as depreciation amattézation of real estate assets and
gains or losses from sales of operating real eatstets (which can vary among owners of identigsgts in similar conditions based on
historical cost accounting and useful life estirsgtéhey facilitate comparisons of operating perfance between periods and between other
REITs. Our management believes that historical aosbunting for real estate assets in accordanteGAAP implicitly assumes that the
value of real estate assets diminishes predictal®y time. Since real estate values have histdyiciaken or fallen with market conditions,
many industry investors and analysts have considiaee presentation of operating results for rei@tessompanies that use historical cost
accounting to be insufficient by itself. As a resmlanagement believes that the use of FFO andgerGhare, together with the required
GAAP presentations, provide a more complete undedstg of our performance relative to our competitnd a more informed and
appropriate basis on which to make decisions inkgleperating, financing and investing activities.
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FFO and FFO per share as disclosed by other RE&snot be comparable to our calculation of FFO BR® per share as described
below. You should also be aware that FFO and FRQIpere are non-GAAP financial measures and therefo not represent net income or
net income per share as defined by GAAP. Net incantenet income per share as defined by GAAP arenttst relevant measures in
determining our operating performance because FE-&O per share include adjustments that investagsdeem subjective, such as
adding back expenses such as depreciation andiaatiart. Furthermore, FFO per share does not dédpécamount that accrues directly to
the stockholders’ benefit. Accordingly, FFO and Fp& share should never be considered as alteesdtivnet income or net income per
share as indicators of our operating performance.

Our calculation of FFO, which we believe is coraistwith the calculation of FFO as defined by traidhal Association of Real Estate
Investment Trusts (“NAREIT”) and which appropriagteixcludes the cost of capital improvements aratedl capitalized interest, is as
follows:

* Netincome (loss) computed in accordance with GA
» Less dividends to holders of Preferred Stock assl éxcess of Preferred Stock redemption cost @reying value;
» Plus depreciation and amortization of assets uhjcgignificant to the real estate indust

e Less gains, or plus losses, from sales of depriec@ierating properties (but excluding impairmessks) and excluding items that
are classified as extraordinary items under GA

e Plus minority interest

» Plus or minus adjustments for unconsolidated pestiiles and joint ventures (to reflect funds froneigtions on the same basis);
and

* Plus or minus adjustments for depreciation and #mation and gains/(losses) on sales and minanirést related to discontinued
operations

Other REITs may not define FFO in accordance withdurrent NAREIT definition or may interpret therent NAREIT definition
differently than we do.
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FFO and FFO per share for the three months endedhVg., 2006 and 2005 are summarized in the foligwable ($ in thousands,

except per share amounts):

Funds from operations:
Net income
Dividends to preferred sharehold
Excess of preferred stock redemption charge oveyiog value
Net income applicable to common sharehol
Add/(Deduct):
Depreciation and amortization of real estate as
(Gains) on disposition of depreciable real estagset
Minority interest from the Operating Partnershiprinome/(loss) from operatiol
Unconsolidated affiliates
Depreciation and amortization of real estate as
Discontinued operation:
Depreciation and amortization of real estate a
Gain on sale
Minority interest from the Operating Partnershiprinome from discontinued
operations
Funds from operatior

Weighted average shares outstanding (:

(1) Includes assumed conversion of all potentiallytdikiCommon Stock equivalen
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Three Months Ended March 31,

2006 2005
Per Per
Amount Share Amount Share
$14,14¢ $ 21,15«
(4,729 (7,719
(1,809 —

7,61¢ $0.14  13,44: $0.2°

27,87C  0.4€  28,96.  0.4¢
(1,270  (0.02) (250 —
52— (368 —

2,67¢ 0.04 2,648 0.04

VY R — 560¢  0.0¢
(1,899 (0.09 (15,729 (0.26)
201  — 1916  —
$35,76¢ $0.5¢ $36,22¢ $0.6C
60,58¢ 60,21¢
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes “forward-looking statements”
and represents an estimate of possible changes walue or future earnings that would occur assgrhypothetical future movements in
interest rates. These disclosures are not prewiesitors of expected future effects, but only éadibrs of reasonably possible effects. As a
result, actual future results may differ materiditym those presented. See “Management’s Discussidrnalysis of Financial Condition
and Results of Operations — Liquidity and Capitab8urces” and the Notes to Condensed Consolidataddtal Statements for a description
of our accounting policies and other informatiotated to these financial instruments.

To meet in part our lonterm liquidity requirements, we borrow funds atoanbination of fixed and variable rates. Borrowinggler ou
revolving credit facility bear interest at variabédes. Our long-term debt, which consists of sed¢@nd unsecured long-term financings and
the issuance of unsecured debt securities, typibalhrs interest at fixed rates although some lbaas interest at variable rates. In addition,
we have assumed fixed rate and variable rate dedmrinection with acquiring properties. Our intérege risk management objectives are to
limit the impact of interest rate changes on ea®iand cash flows and to lower our overall borrgndnsts. To achieve these objectives, f
time to time we enter into interest rate hedgeremt$ such as collars, swaps, caps and treasuoatFeements in order to mitigate our
interest rate risk with respect to various debtrimaents. We do not hold or issue these derivatingracts for trading or speculative purpo
We had no interest rate hedge contracts in eftediaach 31, 2006.

As of March 31, 2006, we had approximately $1,16@an of fixed rate debt outstanding. The estinthsggregate fair market value of
this debt at March 31, 2006 was approximately $8 j2@lion. If interest rates increase by 100 basimts, the aggregate fair market value of
our fixed rate debt as of March 31, 2006 would dase by approximately $48.5 million. If interesesadecrease by 100 basis points, the
aggregate fair market value of our fixed rate debdf March 31, 2006 would increase by approxime&éP.3 million.

As of March 31, 2006, we had approximately $290iamlof variable rate debt outstanding. If the weed average interest rate on this
variable rate debt is 100 basis points higher weloduring the 12 months ended March 31, 2007jrdarest expense would be increased or
decreased approximately $2.9 million.
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ITEM 4. CONTROLS AND PROCEDURES

G ENERAL

The purpose of this section is to discuss the tifercess of our disclosure controls and procedanelsrecent changes in our internal
control over financial reporting. The statementthis section represent the conclusions of EdwakFditsch, our President and Chief
Executive Officer, and Terry L. Stevens, our Vigedtdent and Chief Financial Officer.

The CEO and CFO evaluations of our controls andguores include a review of the controls’ objectiaed design, the controls’
implementation by us and the effect of the contosighe information generated for use in this QarirtReport. We seek to identify data
errors, control problems or acts of fraud and aamthat appropriate corrective action, includingqass improvements, is undertaken. Our
controls and procedures are also evaluated ongoiranbasis by or through the following:

e activities undertaken and reports issued by empleye our internal audit departme

» quarterly sub-certifications by representativesfrappropriate business and accounting functiossipport the CEO and CFO'’s
evaluation of our controls and procedul

» other personnel in our finance and accounting drgdion;
 members of our internal disclosure committee;
 members of the audit committee of our Board of Elives.

Our management, including our CEO and CFO, do xyp¢e that our controls and procedures will prexadinérrors and all fraud. A
control system, no matter how well conceived anerafed, can provide only reasonable, not absas®jrance that the objectives of the
control system are met. Further, the design ofrotsind procedures must reflect the fact thaktlaee resource constraints, and the benefits
of controls must be considered relative to thegteoBecause of the inherent limitations in alltoorsystems, no evaluation of controls can
provide absolute assurance that all control isandsinstances of fraud, if any, have been dete@tegse inherent limitations include the
realities that judgments in decision-making carfisdty and that breakdowns can occur because iofiples error or mistake. Additionally,
controls can be circumvented by the individual aftsome persons, by collusion of two or more peppt by management override of the
control. The design of any system of controls &doased in part upon certain assumptions abodikisléhood of future events, and there can
be no assurance that any design will succeed iieol its stated goals under all potential futcoaditions.

C HANGES IN | NTERNAL C ONTROL O VER F INANCIAL R EPORTING

Our management is required to establish and maimggrnal control over financial reporting desidrie provide reasonable assurance
regarding the reliability of financial reportingathe preparation of financial statements for exdepurposes in accordance with GAAP. As
defined in Rule 13a-15(f) under the Exchange Attrmal control over financial reporting includesse policies and procedures that:

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

» provide reasonable assurance that transactione@reded as necessary to permit preparation afifiahstatements in accordance
with GAAP and that receipts and expenditures anegomade only in accordance with authorizationmmahagement and directors;
and

» provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, oselisposition of our assets
that could have a material effect on the finansiatements

In Item 9A of our 2005 Annual Report on Form 10ekiy management reported that the Company’s inteavarol over financial
reporting was not effective as of December 31, 2005to material weaknesses that existed
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as of such date in: (1) our real estate assetemset lincentive accounting processes, which indoutd affect the equity in earnings of
unconsolidated affiliates in our Consolidated FiriahStatements for those joint ventures for whighare primarily responsible for the
preparation of their financial statements; ando(®)journal entry approval and financial staten@ose processes.

As of the date of this filing, we have developed anplemented or are in the process of developirjimplementing remediation pla
for the material weaknesses described above. Titeedind staff resources involved to prepare our &pGrts limited our remediation efforts
during the first quarter of 2006. During the secquodrter of 2006, to remediate our material weakmegarding the use of and dependence
upon manually prepared spreadsheets in accumulatingonsolidating restatement adjustments recandeshnection with our historical
financial statements, we began to record in ouegdiedger all of the restatement adjustmentsaelto our amended 2003 Annual Report
and our 2004 Annual Report on Form 10-K (includimgoing effects of such adjustments to 2005 balgneéhich should reduce the
likelihood of errors in our future consolidateddircial statements by lessening our reliance upoh swanually prepared spreadsheets in the
financial statement close process. We expect tqptatmthe remainder of this project before Decen3de2006.

We are also undertaking the following overall aititag to improve our internal control over finarai@porting. First, we are developing
and implementing a Company-wide policy and proceslumanual for use by our divisional and accoundiadf, intended to reasonably assure
consistent and appropriate assessment and appticetiGAAP. The first phase of this longer-termjpod has focused on the preparation of
formal written policies and procedures with resgeciccounting for building and tenant improveme8tscond, we plan to provide training
for our accounting staff and employees in our ugsidivisional operating offices to educate our penel with respect to the accounting
adjustments that were made to the historical firdstatements in our 2004 Annual Report and inasnended 2003 Annual Report and to
the material weaknesses and other control defi@eno our internal control over financial repogithat existed as of December 31, 2005.
Third, we plan to implement improvements to ourf@l entry review and approval processes and taraecontrols over the recording and
deleting of journal entries in our general ledgestem which should reduce the likelihood of potargirors in future financial statements.
Fourth, we plan to implement revised approval pdoces over signing of construction contracts arahgle orders to provide reasonable
assurance that such matters are approved by maragatrappropriate levels in the Company. Fifth,angaged a search firm to assist us
with the process of hiring a Chief Accounting Oéfignew position).

We believe that there were no changes from thed&tien efforts described above, or otherwise, tiwaurred during the first quarter
2006 that materially affected, or are reasonaligtyi to materially affect, our internal control afsancial reporting.

Since we have not yet completed all of our plameedediation activities, no assurances can be ghatrthe material weaknesses that
existed in our internal control over financial refng at December 31, 2005 were sufficiently reratstl at March 31, 2006 or as of the da
this filing. Our management is working closely wille audit committee to monitor the ongoing remialieof these material weaknesses.

D 1scLOSURE C ONTROLS A ND P ROCEDURES

SEC rules also require us to maintain disclosurdgrots and procedures that are designed to ensaténformation required to be
disclosed in our annual and periodic reports fikéith the SEC is recorded, processed, summarizedepudted within the time periods
specified in the SEC'’s rules and forms. As defimeRule 13a-15(e) under the Exchange Act, disclsontrols and procedures include,
without limitation, controls and procedures desjt@ensure that information required to be dissiolsy us is accumulated and
communicated to our management, including our CBE®GFO, to allow timely decisions regarding reqdidésclosure. As described above,
since we have not yet completed all of our planmadediation activities, no assurances can be ghatrthe material weaknesses that existed
in our internal control over financial reporting@¢cember 31, 2005 were sufficiently remediatelllatch 31, 2006 or as of the date of this
filing. As a result, our CEO and CFO do not beli¢hat that our disclosure controls and procedure® effective at the end of the period
covered by this Quarterly Report.
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PART Il - OTHER INFORMATION

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

We issued 30,000 shares of Common Stock on Ja26ai3006 upon the exercise of 30,000 warrants toh@se our Common Stock at
a purchase price of $28.00 per share and 2,272sb&Common Stock on March 28, 2006 up on theangd of 50,000 warrants to purch
our Common Stock at a purchase price of $32.5@Imere. All of such shares were issued to accreditezstors in private transactions
pursuant to Section 4(2) of the Securities Act@33.

We issued 6,375 shares of restricted stock on Bep&) 2006 and 104,311 shares of restricted siadWarch 1, 2006. All of such
shares were issued to executive officers and diredh private transactions pursuant to Section d{2he Securities Act of 1933.

ITEM 6. EXHIBITS

Exhibit No. Description
31.1 Certification Pursuant to Section 302 of the Sael-Oxley Act
31.2 Certification Pursuant to Section 302 of the Saés-Oxley Act
32.1 Certification Pursuant to Section 906 of the Saés-Oxley Act
32.2 Certification Pursuant to Section 906 of the Saés-Oxley Act
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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.

H IGHWOODSP ROPERTIES, | NC.

By: / s/ EDWARD J. FRITSCH
Edward J. Fritsch
President and Chief Executive Officer

By: / s/ TERRYL. STEVENS
Terry L. Stevens
Vice President and Chief Financial Officer

(Principal Financial and Accounting Officer)

Date: July 19, 2006
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Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

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

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

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

4.  The Registrant’s other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the Registrant and we ha

(@) designed such disclosure controls and procedarecaused such disclosure controls and procedaoitee designed under
our supervision, to ensure that material informatielating to the Registrant, including its condated subsidiaries, is me
known to us by others within those entities, paittidy during the period in which this quarterlyuwet is being prepare:

(b)  designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

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

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

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

(@) all significant deficiencies and material weagses in the design or operation of internal cboirer financial reporting
which are reasonably likely to adversely affect Regyistrant’s ability to record, process, summaaizeé report financial
information; anc

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

Date: July 19, 200

/s/ EDWARD J. FRITSCH
Edward J. Fritscl
President and Chief Executive Offic




Exhibit 31.Z

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT

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

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

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

4.  The Registrant’s other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the Registrant and we ha

(@) designed such disclosure controls and procedarecaused such disclosure controls and procedaoitee designed under
our supervision, to ensure that material informatielating to the Registrant, including its condated subsidiaries, is me
known to us by others within those entities, paittidy during the period in which this quarterlyuwet is being prepare:

(b)  designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

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

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

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

(@) all significant deficiencies and material weagses in the design or operation of internal cboirer financial reporting
which are reasonably likely to adversely affect Regyistrant’s ability to record, process, summaaizeé report financial
information; anc

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

Date: July 19, 200

/s| TERRY L. S TEVENS
Terry L. Steven:
Vice President and Chief Financial Offic




Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfar period ended
March 31, 2006 as filed with the Securities andHaxge Commission on the date hereof (the “RepdrtBdward J. Fritsch, President and
Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@b of the Sarbanes-Oxley Act of
2002, that:

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

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

/s/ EbwaARD J. FRITSCH

Edward J. Fritscl

President and Chief Executive Offic
July 19, 200¢




Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT

In connection with the Quarterly Report of Highwederoperties, Inc. (the “Company”) on Form 10-Qtfar period ended
March 31, 2006 as filed with the Securities andHaxge Commission on the date hereof (the “RepdrtTerry L. Stevens, Vice President
and Chief Financial Officer of the Company, certifyrsuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of

2002, that:
1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

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

/s/ TERRY L. S TEVENS

Terry L. Steven:

Vice President and Chief Financial Offic
July 19, 200¢




