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PART I--FINANCIAL INFORMATION

Iltem 1. Financial Statements

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

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

The aforementioned financial statements shoulcehd m conjunction with the notes to consolidatadrfcial statements and Management's
Discussion and Analysis of Financial Condition &w®bults of Operations included herein and in o@028nnual Report on Form 10-K.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

March 31, December 31,

2001 2000
(Unaudited)
ASSETS
Real estate assets, at cost:
Land and improvements.............cccccceuveenee. .. $ 415301 $ 421,270
Buildings and tenant improvements................. ... 2,790,722 2,742,946

Development in process................
Land held for development............

110,425 87,622
148,374 145,598

Furniture, fixtures and equipment................. 11,736 11,433
3,476,558 3,408,869
Less--accumulated depreciation.................... ... (306,120) (280,610)
Net real estate assets..........ccccoecvveerennnns ... 3,170,438 3,128,259
Property held for sale...... 96,910 127,824

Cash and cash equivalents............c..ccceeeee .. 46,119 104,780
Restricted cash................... . 2,145 2,192
Accounts receivable, net..............ccccveeenn. 18,389 24,003
Advances to related parties.............cceeeenn. - 27,560
Notes receivable.........cccccceeeiiiiiiernnns 71,559 80,918
Accrued straight-line rents receivable............. 41,996 39,295
Investment in unconsolidated affiliates............ 78,777 78,423
Other assets:
Deferred leasing COStS...........ccccveeeriinnes ... 88,953 83,269
Deferred financing costs (See Note 4)............. 26,350 43,110
Prepaid expenses and other.............cc......... 11,161 11,878
126,464 138,257
Less--accumulated amortization.................... ... (48,605)  (49,909)
Other assets, Net.........ccccveevviveeeenns 77,859 88,348
Total ASSEtS......oovviiiiiiieiiiieieeeiee ... $3,604,192 $3,701,602

LIABILITIES AND STOCKHOLDERS' EQUITY

Mortgages and notes payable........................ ... $1,606,208 $1,587,019
Accounts payable, accrued expenses and other

liabilities........cccooveinieiiiece, ... 107,375 109,824
Total Liabilities.........ccccoceeeiiiiiinenne. .. 1,713,583 1,696,843
Minority interest.........ccccoevevveiiivinnennns ... 211,201 213,214
Stockholders' Equity:

Preferred stock, $.01 par value, 50,000,000 authori zed

shares;

8 5/8% Series A Cumulative Redeemable Preferred

Shares (liquidation preference $1,000 per share),

125,000 shares issued and outstanding at March 31 ,

2001 and December 31, 2000............ccvveennne ... 125,000 125,000
8% Series B Cumulative Redeemable Preferred Shares

(liquidation preference $25 per share),

6,900,000 shares issued and outstanding at March

31, 2001 and December 31, 2000................... ... 172,500 172,500
8% Series D Cumulative Redeemable Preferred Shares

(liquidation preference $250 per share),

400,000 shares issued and outstanding at March 31 ,

2001 and December 31, 2000............ccvvrennne ... 100,000 100,000
Common stock, $.01 par value, 200,000,000 authorize d

shares; 54,239,673 shares issued and outstanding a t

March 31, 2001 and 58,124,205 at December 31, 2000 542 581
Additional paid-in capital......................... ... 1,408,002 1,506,161
Distributions in excess of net earnings............ ... (111,972) (110,209)
Accumulated other comprehensive loss (See Note 4).. ... (10,598) -
Deferred compensation--restricted stock............ ... (4,066) (2,488)
Total Stockholders' Equity...............cccueee. ... 1,679,408 1,791,545
Total Liabilities and Stockholders' Equity......... ... $3,604,192 $3,701,602

See accompanying notes to consolidated financitéstents






HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME
(Unaudited and in thousands except per share asjount

Revenue:
Rental property.........cccoccvvveveeeinennenn.
Equity in earnings of unconsolidated affiliates..
Interest and other income........................

Total Revenue.........cccoccvveirinieeennnnen.
Operating expenses:
Rental property.........ccccovvieiiniiinnenne
Depreciation and amortization....................
Interest expense:
Contractual..........ccueeeeeriiiieeeeiiiieenn.
Amortization of deferred financing costs.......

General and administrative.............cc.c......
Income before gain on disposition of land and
depreciable assets, minority interest and
extraordinary item ..........ccccooveieeeene

Gain on disposition of land and depreciable asset

Income before minority interest and extraordina

Income before extraordinary item.................
Extraordinary item--loss on early extinguishment of

Net iNCOMEe.......cooviiiiiiiiiieeeeiieeee
Dividends on preferred stock.......................

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

Income before extraordinary item
Extraordinary item--loss on early extinguishment

Net iNCOMEe........ooocvvveiiiiiieeieeee
Weighted average shares outstanding--basic.......
Net income per common share--diluted:

Income before extraordinary item.................
Extraordinary item--loss on early extinguishment

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

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

See accompanying notes to consolidated financ#tsients.

Three Months
Ended
March 31,

$128,621 $136,574
. 833 943
7,813 3,642

........ 137,267 141,159

........ 36,909 39,461
........ 29,206 28,328

27,047
721

........ 38,774 41,432
debt.. (193) (195)
........ 38,581 41,237
........ (8,145) (8,145)

of
........ $ 054 $ 0.55
........ 56,393 60,406
........ $ 054 $ 0.55
of

........ 56,659 60,492

........ $ 0.57 $ 0.555




HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
For the Three Months Ended March 31, 2001
(Unaudited and in thousands except share amounts)

Accumulat ed
Number of Additional Other Distributions
Common Common Series A Seri es B Series D Paid-In  Deferred Comprehens ive in excess of
Shares Stock Preferred Pref erred Preferred Capital Compensation Loss Net Earnings
Balance at
December 31,
2000........... 58,124,205 $581 $125,000 $172 ,500 $100,000 $1,506,161 $(2,488) - $(110,209)
Issuance of
Common Stock... 11,178 - - - - 68 - - -
Common Stock
Dividends...... - - - - - - - - (32,199)
Preferred Stock
Dividends...... - - - - - - - - (8,145)
Issuance of
restricted
stock.......... 71,190 -- -- - - 1,779  (1,779) - -
Amortization of
deferred
compensation... - - -- -- -- -- 201 -- --
Repurchase of
Common Stock... (3,966,900) (39) - - -~ (100,006) - - -
Net Income...... - - - - - - - - 38,581
Reclassification
of derivative
instruments.... - - - - - - - (10,598 ) --
Total other
comprehensive

Balance at March
31, 2001....... 54,239,673 $542 $125,000 $172 ,500 $100,000 $1,408,002 $(4,066) $(10,598 ) $(111,972)

Other
Comprehensive
Total Loss

Balance at
December 31,
2000........... $1,791,545 -
Issuance of
Common Stock... 68 -
Common Stock
Dividends...... (32,199) -
Preferred Stock
Dividends...... (8,145) -
Issuance of
restricted

Amortization of

deferred

compensation... 201 -
Repurchase of

Common Stock... (100,045) -
Net Income...... 38,581 38,581
Reclassification

of derivative

instruments....  (10,598) (10,598)
Total other

comprehensive

Balance at March
31, 2001....... $1,679,408

See accompanying notes to consolidated financsisients.



HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited and in thousands)

Operating activities:
Net iNnCOMe.......ccevveiiiiieeieeee e
Adjustments to reconcile net income to net cash pro
operating activities:
Depreciation and amortization....................
Amortization of deferred compensation............
Minority interest........ccccceveeeeeienininnns
Equity in earnings of unconsolidated affiliates..
Loss on early extinguishment of debt...............
Gain on disposition of land and depreciable assets.
Transition adjustment upon adoption of FASB 133....
Loss on ineffective portion of derivative instrumen
Changes in operating assets and liabilities........

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

Investing activities:

Additions to real estate assets....................
Proceeds from disposition of real estate assets....
Payment from advances to subsidiaries..............
Distributions from unconsolidated affiliates.......
Investments in notes receivable

Other investing activitieS..............c..oeoue.

Net cash provided by /(used in) investing activ

Financing activities:

Distributions paid on common stock and common units
Dividends paid on preferred stock
Payment of prepayment penalties
Borrowings on mortgages and notes payable..........
Repayments on mortgages and notes payable..........
Borrowings on revolving loans......
Repayments on revolving loans
Net proceeds from the sale of common stock.........
Net change in deferred financing costs.............
Repurchase of common stock and units...............

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

Net decrease in cash and cash equivalents..........
Cash and cash equivalents at beginning of the perio

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

Supplemental disclosure of cash flow information:
Cash paid for interest...........cccceeveveeenne

See accompanying notes to consolidated financ#tsients.

Three Months
Ended March 31,

2001 2000

........ $ 38,581 $41,237
vided by

........ 29,871 29,049

........ 201 -
........ 5251 6,020
........ (833) (943)
........ 193 195
........ (7,071) (6,946)
........ 556 --
tS...... 466 -

........ (446) (9,507)

........ (59,310) (49,787)
........ 49,700 20,666
........ 27,560 1,237
........ 1,333 622

........ 8,684 (5,001)
........ (5,705) (1,046)

........ (36,506) (38,438)
........ (8,145) (8,145)
........ (193) (195)
........ 16,402 72,215
........ (33,733) (67,334)
........ 69,000 129,000
........ (47,000) (88,000)
........ 68 107
........ (738) (418)
........ (106,847) (35,301)

........ (58,661) (10,713)
d...... 104,780 34,496




HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued)
(Unaudited and in thousands)

Supplemental disclosure of non-cash investing arahting activities

The following table summarizes the net assets itried by the holders of Common Units in the OpegaPartnership and the net assets
acquired subject to mortgage notes payable.

Three Months Ended

March 31,
2001 2000
(Unaudited) (Unaudited)

Assets:

Notes receivable ..........cccoccevvevreereennen. .. $ 675
Cash and cash equivalents..........ccccccceeeenn.. 551
Rental property and equipment, net................. .. 19,881 $1,356
Liabilities:
Accounts payable, accrued expenses and other

liabilities.........oooiiiieiic, .. 22,520 -
Mortgages and notes payable..............ccceee.. .. 1,392

Net aSSets.......ccovevvveeiiieeeiiee e, ... $(2,805) $1,356

See accompanying notes to consolidated financ#tsients.



HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2001
(Unaudited)

1. BASIS OF PRESENTATION

The consolidated financial statements include to®ants of the Company and the Operating Partreesid their majority-controlled
affiliates. All significant intercompany balancesdaransactions have been eliminated in the catesteld financial statements.

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

The Company has elected and expects to contingeaiify as a REIT under Sections 856 through 86hefinternal Revenue Code of 1986,
as amended. Therefore, no provision has been noadecbme taxes related to REIT taxable incomeetalistributed to stockholders.

Minority interest in the Company represents Comrdoits owned by various individuals and entities aotithe Company in the Operating
Partnership, the entity that owns substantiallphthe Company's properties and through whichQbmpany, as the sole general partner,
conducts substantially all of its operations. Hexrs information is calculated using the weighteerage number of shares outstanding
(including common share equivalents). In additimimority interest includes equity of consolidatedlrestate partnerships which are owned
by various individuals and entities and not the @any.

Certain amounts in the March 31, 2000 financidksteents have been reclassified to conform to theeMal, 2001 presentation. These
reclassifications had no material effect on nebine or stockholders' equity as previously reported.

The accompanying financial information has not baedited, but in the opinion of management, allsitpents (consisting of normal
recurring accruals) necessary for a fair presentadf our financial position, results of operati@ml cash flows have been made. For further
information, refer to the financial statements antes thereto included in our 2000 Annual Reporform 10-K.

2. SEGMENT INFORMATION

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

Our chief operating decision maker ("CDM") assessebmeasures operating results based upon prdpeetynet operating income. The
operating results for the individual assets withéith property type have been aggregated sinceDMe&valuates operating results and
allocates resources on a property-by- propertyshaghin the various property types.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

The accounting policies of the segments are the senthose described in Note 1. Further, all ojpersiare within the United States and no
tenant comprises more than 10% of consolidatechiea® The following table summarizes the rentabine, net operating income and total
assets for each reportable segment for the threghmended March 31, 2001 and 2000.

Three Months Ended

March 31,
2001 2000

Rental Income:
Office segment.........cccceevveevieeccieeenen. ...$ 103,941 $ 110,510
Industrial segment..........ccceeeiiiiieerninnns .. 11,715 13,115
Retail segment.........cccooceeieiiiiieeennnnes .. 9,695 8,395
Apartment segment.........ccccccceveeeeeieiinnnnns 3,270 4,554

Total Rental Income..........ccccoeevieenne. .. $ 128,621 $ 136,574
Net Operating Income:
Office segment.........cccoceevveevieeccieeenen. ..$ 73,361 $ 77,396
Industrial segment..........ccccoeeviiieeeininnns .. 9976 10,851
Retail segment.........cccoooveeieiiiiieeennnnns ... 6,584 6,049
Apartment segment..........cccccceveeeeererinnnnns 1,791 2,817

Total Net Operating Income..................... .. 91,712 97,113
Reconciliation to income before minority interest a nd
extraordinary item:
Equity in income of unconsolidated affiliates...... 833 943
Gain on disposition assets.............ccceeeene .. 7,071 6,946
Interest and other income............c.ccceeene 7,813 3,642
Interest eXPenSse.......cccvvveeveveeeeeeenennnnnns ... (28,986) (27,768)
General and administrative expense................. .. (5,212) (5,096)
Depreciation and amortization...................... ... (29,206) (28,328)
Income before minority interest and extraordinary
IEEML. e ..$ 44,025 $ 47,452
Total Assets:
Office segment.........cccceevveevveeccieeenen. ... $2,700,177 $2,996,001
Industrial segment.. ... 337,605 438,389
Retail segment.........cccoooeiieiiiiinecnnnnes ... 243,538 272,664
Apartment segment..........cccccceveeeeeieiinnennns ... 86,761 115,387
Corporate and other............ccoooeveiivvinenns ... 236,111 198,910

Total ASSEtS....cueveieiieiieeiiieiiieee ... $3,604,192 $4,021,351

3. LEGAL CONTINGENCIES

On October 2, 1998, John Flake, a former stockmalti@.C. Nichols, filed a putative class actiowsait on behalf of himself and the other
former stockholders of J.C. Nichols in the Unitadt8s District Court for the District of Kansas xga J.C. Nichols, certain of its former
officers and directors and the Company. The compksserts claims against J.C. Nichols and ceni@ined directors and officers of J.C.
Nichols for breach of fiduciary duty to J.C. Nicha$tockholders, and to members of the J.C. NicGolmpany Employee Stock Owners
Trust, as well as claims under Section 14(a) ofSkeurities Exchange Act of 1934 Sections 11 arfd)1df the Securities Act of 1933
variously against J.C. Nichols, the named direcémd officers of J.C. Nichols and the Company. Bjeo dated June 18, 1999, the court
granted in part and denied in

10



HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

part our motion to dismiss, and the court thereaftetified the proposed class of plaintiffs widspect to the remaining claims. By order
dated August 28, 2000, the court granted in paitdemied in part defendants' summary judgment mobefendants sought reconsideration
of the court's ruling with respect to certain of gecurities claims as to which the court denie@t summary judgment motion, and by order
dated January 11, 2001, the court granted in pattreconsideration motion. On the eve of the tridhis matter, the parties settled all their
remaining claims. The parties have executed a [atipu of Settlement, which has been submittedhéocourt. The final settlement hearing is
scheduled for May 24, 2001. We do not believe #tdesnent will have a material adverse effect onlsiness, financial condition or results
of operations.

4. DERIVATIVE FINANCIAL INSTRUMENTS

On January 1, 2001, we adopted Financial Accouritagdards Board Statement (SFAS) No. 133/138,déating for Derivative
Instruments and Hedging Activities," as amendeds Btatement requires us to recognize all derieatisn the balance sheet at fair value.
Derivatives that are not hedges must be adjustértealue through income. If the derivative ihedge, depending on the nature of the
hedge, changes in the fair value of derivative$aither be offset against the change in fair valtithe hedged assets, liabilities or firm
commitments through earnings, or recognized in Audated Other Comprehensive Loss ("AOCL") until Hezlged item is recognized in
earnings. The ineffective portion of a derivativeisinge in fair value is recognized in earningsdnnection with the adoption of SFAS
133/138 in January 2001, we recorded a net transdtijustment of $555,962 of unrealized loss iarggt and other income and a net
transition adjustment of $125,000 in AOCL. Adoptimithe standard also resulted in our recognizib@j7$000 of derivative instrument
liabilities and a reclassification of approximat&j0.6 million of deferred financing costs from peashflow hedging relationships from other
assets to AOCL.

Our interest rate risk management objective isntd the impact of interest rate changes on easangd cashflows and to lower overall
borrowing costs. To achieve these objectives, werento interest rate hedge contracts such aarsplbwaps, caps and treasury lock
agreements in order to mitigate our interest rigtewith respect to various debt instruments. Wadbhold these derivatives for trading or
speculative purposes.

All of our derivatives are designated as cashfleddes (i.e., hedging the exposure of variabilitgxpected future cash flows that is
attributable to a particular risk) at March 31, 200he effective portion of the cumulative losstba derivative instruments was $10.6 million
at March 31, 2001 and is reported as a componehOd@iL in shareholders' equity and recognized irmimgs in the same period or periods
during which the hedged transaction affects eam(ag the underlying debt is paid down). We exfietthe portion of the cumulative loss
recorded in AOCL at March 31, 2001 associated thiéhderivative instruments which will be recognizeithin the next 12 months will be
approximately $1.5 million. The ineffective portiofiour derivatives' changes in fair value hasltedun a loss of $1.0 million and is
reported in interest and other income on the Caaestld Statements of Income at March 31, 2001.

Derivative liabilities totaling approximately $8688 related to our interest rate swap, cap andcalireements, with a notional amount of
$113.1 million, are recorded in other accounts pbeeaccrued expenses and other liabilities inGbesolidated Condensed Balance Sheets a
March 31, 2001. The fair value of our interest t@p, cap and collar agreements was ($860,788aath 31, 2001 and is based on
individual market values as calculated monthly gsirpublished forward curve for the floating pantind the agreed upon fixed rate for the
fixed portion of the interest rate swap, cap anthcagreements.
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Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith all of the financial statements appeartggwhere in the report and is based
primarily on the consolidated financial statemenftthe Company.

Results of Operations

Three Months Ended March 31, 2001. Revenues frotareperations decreased $8.0 million, or 5.9%mf$136.6 million for the three
months ended March 31, 2000 to $128.6 million firer tomparable period in 2001. The decrease is phynearesult of the disposition of and
contribution of 6.5 million square feet of whollwoed office, industrial and retail properties aifd apartment units, offset in part by the
acquisition of 741,000 square feet of wholly owndfite properties and the completion of 2.2 millisguare feet of development activity
during the last nine months of 2000 and the flisté months of 2001. Our in-service portfolio dasesl from 40.2 million square feet at
March 31, 2000 to 36.5 million square feet at Ma3&h2001. Same property revenues, which are thentes of the 455 in-service properties
and 1,608 apartment units owned on January 1, 200@ased 3.3% for the three months ended MarcB®11, compared to the same three
months in 2000.

During the three months ended March 31, 2001, &&4ds representing 1.1 million square feet of @ffiedustrial and retail space were
executed at an average rate per square foot whash/v®% higher than the average rate per squareifiahe expired leases.

Interest and other income increased $4.2 milliorl,16.7%, from $3.6 million for the three monthsled March 31, 2000 to $7.8 million for
the comparable period in 2001. The increase wasutrof an increase in interest income and théndypfee income partly offset by an
adjustment related to the adoption of FASB 133.

Rental operating expenses decreased $2.6 millidB.686, from $39.5 million for the three months eddvlarch 31, 2000 to $36.9 million for
the comparable period in 2001. The decrease isapifira result of the disposition of and contrilmutiof 6.5 million square feet of wholly
owned office, industrial and retail properties &7d apartment units, offset in part by the acquisibf 741,000 square feet of wholly owned
office properties and the completion of 2.2 millisquare feet of development activity during thé tase months of 2000 and the first three
months of 2001. Rental operating expenses as anage of related revenues was 28.7% and 28.9%hddhree months ended March 31,
2001 and 2000, respectively.

Depreciation and amortization for the three moethded March 31, 2001 and 2000 totaled $29.2 milioth $28.3 million, respectively. The
increase of $878,000, or 3.1%, is due to an iner@atenant improvements in 2000 and 2001. Intengsénse increased $1.2 million, or
4.3%, from $27.8 million for the three months endiéafch 31, 2000 to $29.0 million for the comparabégiod in 2001. The increase is
attributable to a decrease in capitalized intare2001 from 2000. Interest expense for the threathrs ended March 31, 2001 and 2000
included $665,000 million and $721,000 million,pestively, of amortization of deferred financingst®and the costs related to our interest
rate hedge contracts. General and administratipereses increased 0.2% from 3.6% of total revenuthéthree months ended March 31,
2000 to 3.8% for the comparable period in 2001.

Income before minority interest and extraordinagyn was $44.0 million and $47.5 million for thegbmonths ended March 31, 2001 and
2000, respectively. The Company's net income aibacso minority interest totaled $5.3 million an6l.® million for the three months ended
March 31, 2001 and 2000, respectively. The Compeaagrded $8.1 million in preferred stock divideridisthe three months ended March
2001 and 2000.
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Liquidity and Capital Resources

Statement of Cash Flows. For the three months ekfddh 31, 2001, the Company generated $66.8 milliccash flows from operating
activities and $22.3 million in investing activisi¢primarily as a result of dispositions of reah#s assets and repayments from subsidiaries,
partly offset by additions to real estate ass&is¢se combined cash flows of $89.1 million weredusering the quarter to partly fund
financing activities of $147.7 million, primarilyoasisting of the repurchase of Common Stock andr@emUnits and the payment of
distributions.

Capitalization. Our total indebtedness at March2®201 totaled $1.6 billion and was comprised of%62nillion of secured indebtedness v
a weighted average interest rate of 7.8% and $illi@nbof unsecured indebtedness with a weighteerage interest rate of 7.3%. Except as
stated below, all of the mortgage and notes payalttgtanding at March 31, 2001 were either fixad abligations or variable rate obligatic
covered by interest rate hedge contracts. Appraein&32.5 million of floating rate notes were molvered by interest rate hedge contracts
on March 31, 2001.

Based on the Company's total market capitalizasfdBB.5 billion at March 31, 2001 (at the March 2001 stock price of $24.65 and
assuming the redemption for shares of Common Sibtike 7.7 million Common Units of minority intetdn the Operating Partnership), the
Company's debt represented approximately 45.5% odtial market capitalization.

To meet in part our long-term liquidity requirem&nie borrow funds at a combination of fixed andalse rates. Borrowings under our
$300.0 million unsecured revolving loan (the "Rewmad) Loan") bear interest at variable rates. Oagleerm debt, which consists of lotgrm
financings and the issuance of debt securitiescajly bears interest at fixed rates. In additime, have assumed fixed rate and variable rate
debt in connection with acquiring properties. Querest rate risk management objective is to lihmétimpact of interest rate changes on
earnings and cash flows and to lower our overatidwaing costs. To achieve these objectives, franetto time we enter into interest rate
hedge contracts such as collars, swaps, capseagiity lock agreements in order to mitigate owrést rate risk with respect to various debt
instruments. We do not hold or issue these devigatontracts for trading or speculative purposes.

The following table sets forth information regamgliour interest rate hedge contracts as of Marct2@01:

Fair
Notional Maturity Fixed Market
Type of Hedge  Amount Date  Reference Ra te Rate Value
............. $19,671 06/10/02 1-Month LIBOR + 0.75% 6.95%  $(392,540)
... $80,000 10/15/01 1-Month LIBOR 5.60-6.25% $(468,248)

$13,434 06/15/01 1-Month LIBOR 7.75% --

The interest rate on our variable rate debt issidfliat one-month intervals, subject to settlememtier these contracts. Net
(receipts)/payments made to counterparties undereist rate hedge contracts were $(24,105) duhiadirtst quarter of 2001 and $7,545
during the first quarter of 2000 and were recordeddecreases)/increases to interest expense.

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

Current and Future Cash Needs. Historically, rereatnue has been the principal source of funggycoperating expenses, debt service,
stockholder distributions and capital expenditueas]uding nonrecurring
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capital expenditures. In addition, construction agement, maintenance, leasing and managementdeepltovided sources of cash flow.
We presently have no plans for major capital improents to the existing in-service properties, othen normal recurring building
improvements, tenant improvements and lease conungsd/Ne expect to meet our short-term liquiditguieements generally through
working capital and net cash provided by operagictivities along with the Revolving Loan.

Our short-term (within the next 12 months) liquyditeeds also include, among other things, the igndf approximately $80.0 million of our
existing development activity. We expect to fund slort-term liquidity needs through a combinatidn

. borrowings under our Revolving Loan (approximat248.0 million was available at March 31, 2001);
. the issuance of secured debt;
. the selective disposition of non-core assets; and

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

Our long-term liquidity needs generally include thading of existing and future development activtelective asset acquisitions and the
retirement of mortgage debt, amounts outstandimteuthe Revolving Loan and long-term unsecured.d&letremain committed to
maintaining a flexible and conservative capitalsture. Accordingly, we expect to meet our longrdiquidity needs through a combination
of (1) the issuance by the Operating Partnershaaddftional unsecured debt securities, (2) theaissa of additional equity securities by the
Company and the Operating Partnership as well)ah¢3sources described above with respect tolmnt-¢erm liquidity. We expect to use
such sources to meet our long-term liquidity regmients either through direct payments or repaymfenbrrowings under the Revolving
Loan. We do not intend to reserve funds to retvistang secured or unsecured indebtedness uporrityatastead, we will seek to refinance
such debt at maturity or retire such debt throunghissuance of equity or debt securities or tharienice of other debt.

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

Distributions to Stockholders. In order to quakify a REIT for Federal income tax purposes, the @omfs required to make distributions to
its stockholders of at least 95% of REIT taxablmoime. The Company expects to use its cash flow fparating activities for distributions
stockholders and for payment of recurring, noneéneental revenugenerating expenditures. The following factors waffect cash flows fror
operating activities and, accordingly, influence trecisions of the Board of Directors regardingrittistions: (1) debt service requirements
after taking into account the repayment and resiring of certain indebtedness; (2) scheduled mses in base rents of existing leases; (3)
changes in rents attributable to the renewal dfterg leases or replacement leases; (4) changeitpancy rates at existing properties and
procurement of leases for newly acquired or deedgmroperties; and (5) operating expenses andatapfilacement needs.

Recent Developments

Stock Repurchases. On April 25, 2001, we annoutitadve had essentially completed our previoushyanced 10.0 million share and unit
repurchase program pursuant to which we repurcha®enhillion shares of Common Stock and Common $Jaita weighted average price of
$24.18 per share/unit, for a total
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purchase price of $239.2 million. In addition, tbempany announced that its board of directors bHwazed the repurchase of up to an
additional 5 million shares of Common Stock and @amn Units. To date, we have not repurchased amgstoa units under our new
program.

Disposition Activity. During the three months endddrch 31, 2001, we sold approximately 76,000 feletaquare feet of office properties,
277 apartment units and 73.0 acres of developraertfior gross proceeds of $49.7 million. In additive currently have 182,000 rentable
square feet of wholly owned properties and 1,3 tapent units under contract for sale in varioasseactions totaling $120.0 million. These
transactions are subject to customary closing ¢immdi, including due diligence and documentatiom are expected to close at various times
throughout 2001. However we can provide no asserémat all or parts of these transactions will besummated.

As of May 14, 2001, we expect to use a portiorhefriet proceeds from our recent and pending disposictivity to reinvest in tax-deferred
exchange transactions under Section 1031 of tleenat Revenue Code. We expect to reinvest up td%hdlion of the net proceeds from
completed disposition activity and up to $112.0liomil of the net proceeds from pending dispositiotivity to acquire, in tax-deferred
exchange transactions, in-service properties, dpwatnt land and development projects located ia nwarkets and in sub-markets where we
have a strong presence. For an exchange to qfaitgx-deferred treatment under Section 1031 ntteproceeds from the sale of a property
must be held by an escrow agent until applied tdwlae purchase of real estate qualifying for gafedal. Given the competition for
properties meeting our investment criteria, thees lme some delay in reinvesting such proceedsyBatareinvesting such proceeds will
reduce our income from operations. In addition,ube of net proceeds from dispositions to fund igreent activity, either through direct
payments or repayment of borrowings under our RéwglLoan, will reduce our income from operatiomtilsuch development projects are
placed in service.

Possible Environmental Liabilities

In connection with owning or operating our propestiwe may be liable for certain costs due to ptessinvironmental liabilities. Under
various laws, ordinances and regulations, suche@&€bomprehensive Environmental Response Compensatib Liability Act, and common
law, an owner or operator of real estate is lidblte¢he costs to remove or remediate certain haaerdr toxic chemicals or substances on
the property. Owners or operators are also liatmeértain other costs, including governmentaldiaad injuries to persons and property.
Such laws often impose liability without regardatbether the owner or operator knew of, or was resite for, the presence of the hazar
or toxic chemicals or substances. The presencechf substances, or the failure to remediate sug$tances properly, may adversely affect
the owner's or operator's ability to sell or ramttsproperty or to borrow using such property dmtaral. Persons who arrange for the
disposal, treatment or transportation of hazaraouexic chemicals or substances may also be lihlthe same types of costs at a disposal,
treatment or storage facility, whether or not tbatson owns or operates that facility.

Certain environmental laws also impose liability feleasing asbestos- containing materials. Thirtigs may seek recovery from owners or
operators of real property for personal injuriesoatated with asbestos-containing materials. A remolb our properties have asbestos-
containing materials or material that we presumiget@sbestos-containing materials. In connectidh @ning and operating our properties,
we may be liable for such costs.

In addition, it is not unusual for property own&sencounter on-site contamination caused by o&fsdurces. The presence of hazardous or
toxic chemicals or substances at a site closeptoperty could require the property owner to pgséte in remediation activities or could
adversely affect the value of the property. Contetion from adjacent properties has migrated ohteast three of our properties; however,
based on current information, we do not believé émy significant remedial action is necessarhasé affected sites.
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As of the date hereof, we have obtained Phaseit@maental assessments (and, in certain instaRtese |l environmental assessments) on
substantially all of our in-service properties. $d@ssessments have not revealed, nor are we afivarg environmental liability at our
properties that we believe would materially advigraéfect our financial position, operations ordidity taken as a whole. This projection,
however, could be incorrect depending on certaitofa. For example, material environmental lialgiitmay have arisen after the assessn
were performed or our assessments may not haveleelvall environmental liabilities or may have uretimated the scope and severity of
environmental conditions observed. There may atdsortknown environmental liabilities at propertiesvhich we have not obtained a Phase
| environmental assessment or have not yet obtairfélgase 11 environmental assessment. In additierbase our assumptions regarding
environmental conditions, including groundwatemfland the existence and source of contaminatiomeadily available sampling data. We
cannot guarantee that such data is reliable icezlts. Moreover, we cannot provide any assuratg#sat future laws, ordinances or
regulations will not impose a material environméhigdbility or (2) that tenants, the condition afnid or operations in the vicinity of our
properties or unrelated third parties will not afféhe current environmental condition of our pnties.

Some tenants use or generate hazardous substartbesordinary course of their respective businedsetheir leases, we require these
tenants to comply with all applicable laws and ¢éarésponsible to us for any damages resulting thain use of the property. We are not
aware of any material environmental problems resmfrom tenants' use or generation of hazardousxt chemicals or substances. We
cannot provide any assurances, however, thatralhts will comply with the terms of their leaseg@main solvent. If tenants do not comply
or do not remain solvent, we may at some poinespansible for contamination caused by such tenants

Compliance with the Americans with Disabilities Act

Under the Americans with Disabilities Act (the "ADRall public accommodations and commercial faieii are required to meet certain
federal requirements related to access and useshlldd persons. These requirements became effantl992. Compliance with the ADA
requirements could require removal of access brarr@d noncompliance could result in impositiofiilnés by the U.S. government or an
award of damages to private litigants. Althoughbeéeve that our properties are substantially imptiance with these requirements, we may
incur additional costs to comply with the ADA. Adthgh we believe that such costs will not have eenwltadverse effect on us, if required
changes involve a greater expenditure than we mtlyranticipate, our results of operations, ligtydind capital resources could be materially
adversely affected.

Funds From Operations and Cash Available for Distrbutions

We consider funds from operations ("FFO") to beseful financial performance measure of the opegaterformance of an equity REIT
because, together with net income and cash flom®, provides investors with an additional basisval@ate the ability of a REIT to incur

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

FFO equals net income (computed in accordance®@AtAP) excluding gains (or losses) from debt redtrring and sales of depreciable
assets, plus depreciation and amortization, amd afjustments for unconsolidated partnershipga@ntventures. In March 1995, the
National Association of Real Estate Investment &¢$NAREIT") issued a clarification of the defiimih of FFO. This clarification provide
that amortization of deferred financing costs aadrdciation of non-real estate assets are no ldodger added
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back to net income in arriving at FFO. In Octob289, NAREIT issued an additional clarification efige as of January 1, 2000 stipulating
that FFO should include both recurring and non-néeg operating results. Consistent with this dlestion, non-recurring items that are not
defined as "extraordinary" under GAAP will be refied in the calculation of FFO. Gains and lossefthe sale of depreciable operating
property will continue to be excluded from the cddtion of FFO.

Cash available for distribution is defined as FlEGuced by nomevenue enhancing capital expenditures for buildimgrovements and tena
improvements and lease commissions related to dagameration space.

FFO and cash available for distribution for theethmonth period ended March 31, 2001 and 2000uanensirized in the following table (in
thousands):

Three Months

Ended
March 30,
2001 2000

Funds from operations:
Income before minority interest and extraordinary i tem...... $44,025 $47,452
Add/(Deduct):

Dividends to preferred stockholders............ ... (8,145) (8,145)

Transition adjustment upon adoption of FASB 133.. ... 556  --

Gain on disposition of land and depreciable asset Serrerens (7,071) (6,946)
Gain on disposition of land........cccccccceeeee.. L , -
Depreciation and amortization.........ccccc...... .. 29,206 28,328

Depreciation of unconsolidated affiliates........ . ... 1,992 878
Funds from operations..........cccccccevveeeee. L 61,589 61,567
Cash available for distribution:
Add/(Deduct):
Rental income from straight-line rents............ ... (3,102) (3,800)
Amortization of deferred financing costs......... ... 665 721

Non-incremental revenue generating capital
expenditures(1):

Building improvements paid........ccccccccce... L (1,073) (1,369)
Second generation tenant improvements paid..... ... (3,755) (4,782)
Second generation lease commissions paid....... ... (4,787) (3,131)
Cash available for distribution.............. ..~ ... $49,537 $49,206
Weighted average common shares/common units outstan ding--
basiC(2).ccoiiiiiiii e 64,094 69,256
Weighted average common shares/common units outstan ding--
diluted(2).ccveeiiieiieee e 64,359 69,341
Dividend payout ratios:
Funds from operationS.......ccccccceeeevevveeeeee L 59.6% 62.5%
Cash available for distribution........cc.ccc.... L 74.1% 78.2%

(1) Amounts represent cash expenditures.

(2) Assumes redemption of Common Units for shaf&Samnmon Stock. Minority interest Common Unit halslend the stockholders of the
Company share equally on a per share and per Corbmivibasis; therefore, the resultant per shamermétion is unaffected by the
conversion.

On April 25, 2001, the Company's Board of Directideslared a dividend for the first quarter endedd&81, 2001 of $0.57 per share ($2.28
on an annualized basis) payable on May 17, 2081ottkholders of record on May 4, 2001.
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Disclosure Regarding Forward-Looking Statements

Some of the information in this Quarterly ReportForm 10-Q may contain forward-looking stateme8tsch statements include, in
particular, statements about our plans, strategidsprospects under "Management's Discussion aaty#ias of Financial Condition and
Results of Operations." You can identify forwardhong statements by our use of forward-looking tewtogy such as "may," "will,"
"expect,” "anticipate," "estimate,"” "continue" dher similar words. Although we believe that ouar, intentions and expectations reflected
in or suggested by such forward-looking statemargseasonable, we cannot assure you that our, pté@stions or expectations will be
achieved. When considering such forward-lookingesteents, you should keep in mind the following impot factors that could cause our
actual results to differ materially from those @ned in any forward-looking statement:

. our markets could suffer unexpected increasegwelopment of office, industrial and retail prdjes;
. the financial condition of our tenants could dietate;
. the costs of our development projects could eXaer original estimates;

. we may not be able to complete development, aiopn, reinvestment, disposition or joint ventprejects as quickly or on as favorable
terms as anticipated,;

. we may not be able to lease or release spacklgoicon as favorable terms as old leases;

. we may have incorrectly assessed the environmeonalition of our properties;

. an unexpected increase in interest rates woglg@se our debt service costs;

. we may not be able to continue to meet our langitliquidity requirements on favorable terms;

. we could lose key executive officers; and

. our southeastern markets may suffer an unexpeletelthe in economic growth or increase in unemiplegt rates.

Given these uncertainties, we caution you notage@undue reliance on forward-looking statemenes uvertake no obligation to publicly
release the results of any revisions to these faa@king statements that may be made to reflegtfature events or circumstances or to
reflect the occurrence of unanticipated events.
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Property Information

The following table sets forth certain informatiaith respect to our wholly owned in-service andelepment properties (excluding
apartment units) as of March 31, 2001 and 2000:

Rentable Percent Leased/

March 31, 2001 Square Feet Pre-Leased
In-Service:
Office......... . 24,509,000 94%
Industrial.... . 10,358,000 95%
Retail(1)....cccovrmmieiiiiieie e . 1,645,000 94%
Total or Weighted Average...........cccccccouue. . 36,512,000 94%
Development:
Completed--Not Stabilized
OffiCe. i . 524,000 78%
Industrial.........cooeeiiiiieiiiiiieeee . 306,000 52%
Retail........ooovviiiiiie - -
Total or Weighted Average...........cccccccouuee. . 830,000 69%
In Process
OffiCe. i . 2,079,000 52%
Industrial.........cooeeeiiiieiiiiiecee . 122,000 -
Retail........oooiiiiiieiee . 20,000 34%

. 27,112,000
. 10,786,000
. 1,665,000

Rentable Percent Leased/

March 31, 2000 Square Feet Pre-Leased
In-Service:
Office......... . 27,517,000 94%
Industrial. . 11,153,000 93%
Retail........ooovviiiiiiie e . 1,543,000 95%
Total or Weighted Average...........ccccccceuuee . 40,213,000 94%
Development:
Completed--Not Stabilized
OffiCe. i . 1,745,000 69%
Industrial. . 297,000 60%
Retail........ooooviiiieiee . 180,000 94%
Total or Weighted Average...........c.cccccouue. . 2,222,000 70%
In Process
OffiCe. i . 1,101,000 78%
Industrial.........ccoeeeeiiiiieiiiiiecee . 284,000 57%
Retail........oooiiiiiieiee - -
Total or Weighted Average...........cccccuvveneee . 1,385,000 74%
Total:
OffiCe. . . 30,363,000
Industrial.... . 11,734,000
Retail........oooiiiiiieie . 1,723,000
Total or Weighted Average...........cccccuvveneee 43,820,000

(1) Excludes basement space
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As of March 31, 2001, we were developing 24 subuidiffice properties, 4 industrial properties anethil property totaling 3.1 million
rentable square feet of office and industrial spdbte following table summarizes these developrpenjects. In addition to the properties
described in this table, we are developing withjount venture partners seven additional propettgsling 859,000 rentable square feet. At
March 31, 2001, these seven development projectsahaggregate budgeted cost of $107.1 millionveerd 67.0% pre-leased.

In-Process
Rentable
Square Estimated Cost at Pre-Leasing Estimated Esti mated
Name Market Feet Cost  3/31/01 Percentage(1) Completion Stabil ization
($ in thousands)

Office:
Highwoods Preserve V. Tampa 185,00 0$27,633 $17,273  100% 3Q01 3 Qo1
Met Life Building at
Brookfield(2) Greenville 118,00 0 13,220 3,938 67% 3Q01 4 Q01
Romac Tampa 128,00 0 18,582 5,967 100% 4Q01 4 Qo1
Verizon Wireless(2)  Greenville 193,00 0 16,356 2,975 100% 1Q02 1 Q02
International Place 3 Memphis 214,00 0 34,272 5,462 100% 2Q02 2 Q02
Cool Springs Il Nashville 205,00 0 22,718 16,294 19% 2Q01 2 Q02
Centre Green Two(2)  Research Triangle 97,00 0 11,596 6,225 61% 2Q01 2 Q02
ParkWest One(2) Research Triangle 46,00 0 4,364 1,871 28% 2Q01 2 Q02
ParkWest Two(2) Research Triangle 48,00 0 4,544 1,998 100% 2Q01 2 Q02
Hickory Trace Nashville 52,00 0 5933 4,260 -- 3Q01 3 Q02
Centre Green Four(2) Research Triangle 100,00 0 11,764 4,418 - 3Q01 3 Q02
North Shore Commons A Richmond 115,00 0 13,084 9,003 58% 2Q01 3 Q02
Stony Point 111(2) Richmond 107,00 0 11,425 2,577 45% 2Q01 3 Q02
Shadow Creek 11(2) Memphis 81,00 0 8,750 1,877 - 4Q01 4 Q02
Highwoods Park at
Jefferson Village(2) Piedmont Triad 101,00 0 9839 1,159 - 4Q01 4 Q02
GlenLake 1(2) Research Triangle 158,00 0 19,089 3,011 -- 4Q01 4 Q02
Seven Springs 1(2) Nashville 131,00 0 15,556 3,739  -- 1Q02 1 Q03
In-Process Office Total
or Weighted Average 2,079,00 0 $248,725 $92,047 52%
Industrial:
Tradeport Place IV Atlanta 122,00 0% 4,447 $1,988  -- 3Q01 3 Q02
In-Process Industrial
Total or Weighted
Average 122,00 0% 4,447 $1,988 -
Retail:
Plaza Redevelopment
(Granada Shops) Kansas City 20,00 0% 4,680 $176 34% 4Q01 4 Qo1
In-Process Retail Total
or Weighted Average 20,00 0% 4680 3$176 34%
Total or Weighted
Average of all
In-Process Development

Projects 2,221,00 0 $257,852 $94,211 49%

(1) Letters of intent comprise 2% of the Total Peasing Percentage.
(2) We are developing these properties for a thandy and own an option to purchase each property.
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Completed--Not Stabilized

Rentabl
Square
Name Market Feet

Office:
Deerfield 111 Atlanta 54,0
Shadow Creek Memphis 80,0
380 Park Place Tampa 82,0
Highwoods Plaza Tampa 66,0
Situs Il Research Triangle 39,0
Maplewood Research Triangle 36,0
Highwoods Tower Il Research Triangle 167,0
Office Total or Weighted
Average 524,0
Industrial:
Holden Road Piedmont Triad 64,0
Tradeport Place Ill Atlanta 122,0

Enterprise Center | Piedmont Triad 120,0
Completed-Not Stabilized

Retail Total or

Weighted Average 306,0

Total or Weighted

Average of all

Completed-Not

Stabilized

Development Projects 830,0
Total or Weighted

Average of all

Development Projects 3,051,0

e
Estimated Cost at Pre-Leasing Estimated Es
Cost 3/31/01 Percentage(1) Completion Stab

($ in thousands)

00%$ 5276 $ 4,185 100% 4Q00
00 8,989 7,547 82% 4Q00
00 9,675 8,419 78% 1Q01
00 7,505 6,436 30% 4Q00
00 4,543 2,693 94% 1Q01
00 3,901 3,240 100% 1Q01
00 25,134 19,601 75% 1Q01

00 $ 65,023 $52,121 78%

00$ 2,014 $1,750 60% 1Q01
00 4,780 4,568 100% 4Q00
00 3,807 3,218 -- 4Q00

00 $10,601 $9,536 52%

00 $ 75,624 $ 61,657 69%

00 $333,476 $155,868 54%

(1) Letters of intent comprise 2% of the Total Peasing Percentage.
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Rentable
Square Estimated Pre-Leasi
Feet Cost Percentage

(in thousands)
Development Analysis

Summary by Estimated Stabilization Date:
Second Quarter 2001..........ccccvvvvveeeeennnn.
Third Quarter 2001.......
Fourth Quarter 2001..
First Quarter 2002........ .
Second Quarter 2002..........ccccvvvveeveennnn.
Third Quarter 2002.........c.ccevvvveveeeeeeennnn.
Fourth Quarter 2002..........cccceeevvvviinnnnns
First Quarter 2003.........ccoeveeeeevriiiinnns

Total or Weighted Average......................

Summary by Market:
Atlanta.........ccccceveeeeeiiiiiiien
Greenville..

Piedmont Triad....
Research Triangle...........cccoccviviiinennnns
Richmond..........ccoooviiiiiiiiiiiceeee.

Industrial.
Retail........ccvvviiiiiiiiiie,

(1) Letters of intent comprise 2% of the Total frasing percentage.
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..... 670,000 63,733 69%
..... 334,000 32,305 85%
..... 777,000 102,628 64%
..... 496,000 46,653 23%
..... 340,000 37,678 --
..... 131,000 15,556 --

..... 3,051,000 $333,476 54%

..... 298,000 $ 14,503 59%
..... 311,000 29,576 87%
..... 20,000 4,680 34%

..... 375,000 52,011 75%
..... 388,000 44,207 10%
..... 285,000 15,660 13%
..... 691,000 84,935 46%
..... 222,000 24,509 52%
..... 461,000 63,395 86%

..... 3,051,000 $333,476 54%

..... 720,000 $ 96,843 100%
..... 2,331,000 236,633 40%

..... 3,051,000 $333,476 54%

rage
table Average

uare Estimated Pre-Leasing
eet Cost Percentage(l)

(in thousands)

458 $13,073 57%
,000 3,762 37%
,000 4,680 34%

,207 $11,499 54%



The following table sets forth certain informatianout leasing activities at our wholly ownedsiervice properties (excluding apartment ur
for the three months ended March 31, 2001 and Dkeefil, September 30 and June 30, 2000.
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Office Leas
Three M
3/31/01  12/31/00
Net Effective Rents
Related to Re-Leased
Space:
Number of lease
transactions
(signed leases)........ 132
Rentable square footage
leased................. 941,419 1,187,466

Average per rentable
square foot over the

lease term:
Base rent............ $ 1773 $ 1751
Tenant improvements.. (1.13) (1.14)
Leasing commissions.. (0.57) (0.59)
Rent concessions..... (0.01) (0.03)
Effective rent....... 16.02 15.75
Expense stop(1)...... (2.96) (4.73)
Equivalent effective
netrent............ $ 13.06 $ 11.02
Average term in years... 5.3 4.6

Capital Expenditures
Related to Released

Space:

Tenant Improvements:
Total dollars
committed under

signed leases........ $ 7,103,609 $ 7,273,031
941,419 1,187,466

Rentable square feet..

Per rentable square
foot....ccevurennne $

755 % 6.12

Leasing Commissions:
Total dollars
committed under

signed leases........ $ 3,361,410 $2,873,345
941,419 1,187,466

Rentable square feet..

Per rentable square
foot......covennee. $

357 $ 242

Total:
Total dollars
committed under

signed leases........ $10,465,020 $10,146,377
941,419 1,187,466

Rentable square feet..

Per rentable square
L{0]0] AURPRURURIN $

1112 $ 854

Rental Rate Trends:
Average final rate
with expense pass
throughs............. $
Average first year

cashrentalrate....$ 16.04 $

Percentage increase... 6.6%

1505 $ 15.83

16.38

3.5%

(1) "Expense stop" represents operating expensee(glly including taxes,

which we will not be reimbursed by our tenants.
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ing Statistics
onths Ended

9/30/00 6/30/00 Average

174 221 182

1,056,239 990,663 1,043,947

$ 1523 ¢ 1843 $ 17.23
(1.21)  (1.39) (1.22)
(0.40) (0.57) (0.53)
(0.03) (0.05) (0.03)

1359  16.42  15.45
(4.03) (5.37) (4.27)

$ 956 % 11.05$ 11.17

4.9 4.6 4.8

$6,676,576 $5,510,054 $6,640,817
1,056,239 990,663 1,043,947

$ 6323% 5568% 6.36

$1,910,278 $2,392,441 $2,634,369
1,056,239 990,663 1,043,947

$ 1813% 241 % 252

$8,586,853 $7,902,495 $9,275,186
1,056,239 990,663 1,043,947

$ 813 % 798 % 888

$ 1430 $1659 $ 1544

$ 1496 $1758 $ 16.24

4.6% 6.0% 5.2%

utilities, routine buildi expense and common area maintenance



Industrial Leasing S
En

Net Effective Rents Related
to Re-Leased Space:
Number of lease transactions

(signed leases) 27 31
Rentable square footage
leased.......ccccceeuen. 190,663 355,947

Average per rentable square
foot over the lease term:

Base rent................. $ 588 % 529 %
Tenant improvements....... (0.20) (0.29)
Leasing commissions....... (0.09) (0.15)
Rent concessions.......... (0.00) (0.00)
Effective rent............ 559 4.85
Expense stop (2).......... (0.74) (0.30)
Equivalent effective net
(=10 ST $ 485 % 455 %
Average term in years....... 2.5 2.7

Capital Expenditures Related

to Re-leased Space:

Tenant Improvements:

Total dollars committed
under signed leases...... $91,304 $412,679 $
Rentable square feet...... 190,663 355,947

Leasing Commissions:
Total dollars committed
under signed leases...... $61,239 $145,117 $
Rentable square feet...... 190,663 355,947

Total:
Total dollars committed
under signed leases...... $152,542 $557,796 $
Rentable square feet...... 190,663 355,947

Rental Rate Trends:

Average final rate with

expense pass throughs...... $ 489 % 492 %
Average first year cash

rental rate................ $ 506 $ 523 8%

Percentage increase......... 3.4% 6.3%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buildiexpense and common area maintenance

which we will not be reimbursed by our tenants.
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tatistics Three Months
ded

31 46 34

349,079 362,521 314,553

454 $ 514 $ 521
(0.32) (0.28) (0.27)
(0.15) (0.12) (0.13)
(0.00) (0.01) (0.00)
407 473 481
(0.23) (0.48) (0.44)

384 % 425 % 4.37

3.6 4.2 3.3

510,520 $389,592 $351,023
349,079 362,521 314,553

146 $ 1.07 $ 1.12

167,772 $185,028 $139,789
349,079 362,521 314,553

0.48 $ 051 $ 0.44

678,292 $574,620 $490,813
349,079 362,521 314,553

194 % 159 $ 156

411 $ 444 $ 459

451 $ 472 $ 4.88

9.6% 6.4% 6.3%




Retail Leasing Statisti cs Three Months Ended

Net Effective Rents
Related to Re-Leased
Space:

Number of lease
transactions (signed

leases)........ccueeee 9 15 21 15 15
Rentable square footage
leased.........cccoeeue 38,618 35,057 53 ,217 37,036 40,982

Average per rentable
square foot over the

lease term:
Base rent............. $ 29.31 $ 24.07 $ 2 226 $ 21.84 $ 24.37
Tenant improvements... (1.86) (1.90) ( 1.26) (1.97) (1.75)
Leasing commissions... (0.29) (0.49) ( 0.58) (0.57) (0.48)
Rent concessions...... (0.22) (0.00) ( 0.03) (0.00) (0.06)
Effective rent........ 26.94 2168 2 0.39 19.30 22.08
Expense stop (1)...... 0.00 0.00 0.00 (0.12) (0.03)
Equivalent effective
netrent............. $ 2694 $ 21.68 $ 2 0.39 $ 19.18 $ 22.05
Average term in years..... 9.3 6.7 7.6 8.3 8.0

Capital Expenditures

Related to Re-leased

Space:

Tenant Improvements:

Total dollars committed
under signed
leases.........ccoe.... $729,480 $655,301 $600 , 136 $ 914,200 $724,779
Rentable square feet.... 38,618 35,057 53 217 37,036 40,982
Per rentable square
fOOt....ovveeriin. $ 1889 $ 1869 $ 1 128 $ 2468 $ 17.69

Leasing Commissions:
Total dollars committed

under signed leases...... $ 93,045 $66,986 $143 ,269 $ 175,122 $119,606
Rentable square feet.... 38,618 35,057 53 217 37,036 40,982
Per rentable square

[{o10] FHURURRRRR $ 241 % 191 % 269 $ 473 % 292
Total:

Total dollars committed

under signed

leases.......c.cc...... $822,525 $722,287 $743 ,406 $1,089,322 $844,385
Rentable square feet.... 38,618 35,057 53 ,217 37,036 40,982
Per rentable square

[{o10] FHUUURRRR $ 21.30 $ 20.60 $ 1 3.97 $ 29.41 $ 20.60

Rental Rate Trends:
Average final rate with

expense pass throughs.... $ 12.91 $ 1841 $ 1 3.85 $ 16.60 $ 15.44
Average first year cash

rental rate.............. $ 19.70 $ 2257 $ 1 9.40 $ 19.06 $ 20.18
Percentage increase....... 52.6% 22.6% 40.1% 14.8% 30.7%

(1) "Expense stop" represents operating expensee(glly including taxes, utilities, routine buildiexpense and common area maintenance
which we will not be reimbursed by our tenants.
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The following tables set forth scheduled leaseratipins at our wholly owned in-service propertiesc{uding apartment units) as of March
31, 2001, assuming no tenant exercises renewalrpti

Office Properties:

Percentage of Percent age of
Leased Square Annual Rents Average Annual Leased Rents
Year of Total Rentable Footage Under Rental Rate Per Repres ented
Lease Number Square Feet R epresented by Expiring Square Foot for by Exp iring
Expiration of Leases Expiring E xpiring Leases Leases(1l) Expirations(l) Leas es
(in thousands)
2,431,357 10.5% $40,152 $16.51 10. 3%
3,154,987 13.7% 52,079 16.51 13. 4%
3,542,989 15.3% 59,604 16.82 15. 3%
2,659,604 11.5% 46,824 17.61 12. 1%
3,100,350 13.4% 52,818 17.04 13. 6%
2,281,087 9.9% 37,545 16.46 9. 7%
1,070,034 4.6% 16,668 15.58 4 3%
1,269,730 5.5% 19,018 14.98 4. 9%
714,403 3.1% 11,431 16.00 2. 9%
1,501,620 6.5% 26,205 17.45 6 7%
45 1,382,964 6.0% 26,231 18.97 6 8%
2,840 23,109,125 100.0% $388,575 $16.81 100. 0%
Industrial Properties:
Percentage of Percent age of
Leased Square Annual Rents Average Annual Leased Rents
Year of Total Rentable Footage Under Rental Rate Per Repres ented
Lease Number Square Feet R epresented by Expiring Square Foot for by Exp iring
Expiration of Leases Expiring E xpiring Leases Leases(l) Expirations(1) Leas es
(in thousands)
110 1,450,864 14.5% $6,694 $4.61 14. 4%
111 1,774,868 17.8% 7,797 4.39 16. 7%
90 1,370,468 13.7% 6,875 5.02 14. 7%
62 2,136,315 21.5% 8,912 4.17 19. 1%
42 684,591 6.9% 3,995 5.84 8. 6%
17 503,707 5.0% 2,806 5.57 6 0%
13 1,081,566 10.8% 4,425 4.09 9. 5%
4 196,045 2.0% 1,306 6.66 2. 8%
6 268,813 2.7% 1,819 6.77 3 9%
4 182,746 1.8% 1,043 5.71 2 2%
..... 6 326,680 3.3% 969 2.97 2 1%
465 9,976,663 100.0% $46,641 $4.68 100. 0%

(1) Includes operating expense pass throughs ariddes the effect of future contractual rent insesa
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Retail Properties:

Percentage of Perce ntage of
Leased Square Average Annual Lease d Rents
Year of Total Rentable Footage  Annual Rents Rental Rate Per Repr esented
Lease Number Square Feet R epresented by Under Expiring Square Foot for by E xpiring
Expiration of Leases Expiring E xpiring Leases Leases(l) Expirations(1) Le ases
(in thousands)
2001....cccoiiiieen. 46 153,464 10.0% $2,830 $18.44 8.7%
2002. 33 69,975 4.5% 1,389 19.85 4.3%
2003. 44 108,530 7.1% 2,460 22.67 7.6%
2004. 35 213,016 13.8% 2,658 12.48 8.2%
2005.. 39 90,406 5.9% 2,543 28.13 7.8%
2006.. 23 80,907 5.3% 1,971 24.36 6.1%
2007.... .. 18 74,779 4.9% 1,492 19.95 4.6%
2008......cccvveenen. 16 108,901 7.1% 3,607 33.12 1 1.1%
2009......cccieieinen. 21 169,286 11.0% 3,184 18.81 9.8%
2010...cciiiiiieien. 17 94,138 6.1% 2,471 26.25 7.6%
2011 and thereafter..... 24 375,561 24.3% 7,801 20.77 2 4.2%
316 1,538,963 100.0% $ 32,406 $21.06 10 0.0%
Total:
Percentage of Perce ntage of
Leased Square Annual Rents Average Annual Lease d Rents
Year of Total Rentable Footage  Under Expiring Rental Rate Per Repr esented
Lease Number Square Feet R epresented by Leases(1l) Square Foot for by E Xpiring
Expiration of Leases Expiring E xpiring Leases (in thousands) Expirations(1) Le ases
755 4,035,685 11.7% $49,676 $12.31 1 0.6%
692 4,999,830 14.4% 61,265 12.25 1 3.1%
682 5,021,987 14.5% 68,939 13.73 1 4.7%
465 5,008,935 14.6% 58,394 11.66 1 2.5%
500 3,875,347 11.2% 59,356 15.32 1 2.7%
197 2,865,701 8.3% 42,322 14.77 9.1%
77 2,226,379 6.4% 22,585 10.14 4.8%
68 1,574,676 4.5% 23,931 15.20 5.1%
45 1,152,502 3.3% 16,434 14.26 3.5%
65 1,778,504 5.1% 29,719 16.71 6.4%
..... 75 2,085,205 6.0% 35,001 16.79 7.5%
3,621 34,624,751 100.0% $467,622 $13.51 10 0.0%

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

Inflation

Historically inflation has not had a significantpact on our operations because of the relativelyifdlation rate in our geographic areas of
operation. Most of the leases require the tenanpgy their pro rata share of increased incremap@tating expenses, including common
maintenance, real estate taxes and insurancebgherducing our exposure to increases in operapgnses resulting from inflation. In
addition, many of the leases are for terms of fleas seven years, which may enable us to repldstrexleases with new leases at a higher
base rent if rents on the existing leases are btdevmarket rate.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

The effects of potential changes in interest ratesdiscussed below. Our market risk discussioludes "forward-looking statements" and
represents an estimate of possible changes indhie or future earnings that would occur assurhyppthetical future movements in interest
rates. These disclosures are not precise indicaft@spected future losses, but only indicatoreeaonably possible losses. As a result, a
future results may differ materially from those ggeted. See "Management's Discussion and Analfy§imancial Condition and Results of
Operations--Liquidity and Capital Resources" fategcription of our accounting policies and othdéorimation related to these financial
instruments.

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

Certain Variable Rate Debt. As of March 31, 200&, €ompany had approximately $32.5 million of vialéarate debt outstanding that was
not protected by interest rate hedge contracthelfveighted average interest rate on this varigiedebt is 100 basis points higher or lower
during the 12 months ended March 31, 2002, ouraesteexpense would be increased or decreased ampaitely $325,000. In addition, as of
March 31, 2001, we had $22.0 million of additiomatiable rate debt outstanding that was protecyeginbinterest rate collar that effectively
keeps the interest rate within a range of 65 hamists. We do not believe that a 100 basis poitrteiase or decrease in interest rates would
materially affect our interest expense with respec¢his $22.0 million of debt.

Interest Rate Hedge Contracts. For a discussiamiointerest rate hedge contracts in effect at M&d;, 2001, see "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations--Liquidity and Capital Resources--Cdigiéion." If interest rates increase by
100 basis points, the aggregate fair market valileese interest rate hedge contracts as of Mat¢cR@1 would increase by approximately
$559,000. If interest rates decrease by 100 basigsy the aggregate fair market value of theser@st rate hedge contracts as of March 31,
2001 would decrease by approximately $648,000.

In addition, we are exposed to certain lossesaretrent of nonperformance by the counterpartiesuting hedge contracts. We expect the
counterparties, which are major financial institas, to perform fully under these contracts. Howgifehe counterparties were to default on
their obligations under the interest rate hedgédraots, we could be required to pay the full rate®ur debt, even if such rates were in excess
of the rates in the contracts.

PART II--OTHER INFORMATION
Item 1. Legal Proceedings

On October 2, 1998, John Flake, a former stockmalti@.C. Nichols, filed a putative class actiowsait on behalf of himself and the other
former stockholders of J.C. Nichols in the Unitadt8s District Court for the District of Kansas ixga J.C. Nichols, certain of its former
officers and directors and the Company. The compksserts claims against J.C. Nichols and ceni@ined directors and officers of J.C.
Nichols for breach of fiduciary duty to J.C. Nichastockholders, and to members of the J.C. NicdBolmpany Employee Stock Owners
Trust, as well as claims under Section 14(a) ofS&eurities Exchange Act of 1934 Sections 11 a®®)Laf the Securities Act of 1933
variously against J.C. Nichols, the named direcamd
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officers of J.C. Nichols and the company. By ordated June 18, 1999, the court granted in partlanged in part our motion to dismiss, and
the court thereafter certified the proposed cldgdaintiffs with respect to the remaining clainBy, order dated August 28, 2000, the court
granted in part and denied in part defendants' sanpmdgment motion. Defendants sought reconsiaeratf the court's ruling with respect
to certain of the securities claims as to whichabert denied their summary judgment motion, anatoler dated January 11, 2001, the court
granted in part that reconsideration motion. Onethe of the trial of this matter, the parties setthll their remaining claims. The parties have
executed a Stipulation of Settlement, which haslsedbmitted to the court. The final settlement imggis scheduled for May 24, 2001. We
not believe the settlement will have a materialeade effect on our business, financial conditionesults of operations.

Item 6. Exhibits and Reports on Form 8-K
(b) Reports on Form 8-K

On January 25, 2001, we filed a Current Report@mB8-K reporting under Item 5 that we had repuseldaadditional shares of Common
Stock and Common Units.

On April 27, 2001, we filed a Current Report onfRd-K reporting under Items 5 and 7 that we haémsally completed our previously
announced 10 million share and unit repurchaserano@nd that our board of directors had authorikedepurchase of up to an additional 5
million shares of Common Stock and Common Units.
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SIGNATURES

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

Highwoods Properties, Inc.

/s/ Ronald P. G bson
By:

Ronal d P. G bson
Presi dent and Chi ef Executive
O ficer

/sl Carman J. Liuzzo
By:

Carman J. Liuzzo
Chi ef Financial Oficer
(Principal Accounting Oficer)

Date: My 15, 2001
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