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Approximate date of commencement of proposed saleet public: From time to time after the effectdege of this registration statement.

If the only securities being registered on thisrka@re being offered pursuant to dividend or interesvestment plans, please check the
following box. [ ]

If any of the securities being registered on tlasnfrare to be offered on a delayed or continuossshmursuant to Rule 415 under the
Securities Act of 1933, other than securities @ffeonly in connection with dividend or interesirastment plans, check the following box.
[X]

If this Form is filed to register additional sedig@$ for an offering pursuant to Rule 462(b) unither Securities Act, please check the following
box and list the Securities Act registration staaatmumber of the earlier effective registratiatesnent for the same offering. [ ]

If this Form is a post-effective amendment filedquant to Rule 462(c) under the Securities Actckhie following box and list the
Securities Act registration statement number ofedier effective registration statement for theng offering. [ ]

If delivery of the prospectus is expected to be enguksuant to Rule 434, please check the followimg [ ]
Calculation of Registration Fee

Title of each class of Amount to be Proposed maximum Proposed m aximum Amount of
securities to be registered registered offering price per unit (1) aggregate offe ring price registration fee

Common Stock 1,198,746 $27.72 $33,229, 239 $9,803



(1) Computed pursuant to Rule 457(c) under the I8a1Act of 1933, as amended, solely for the psgof calculating the registration fee
on the basis of the average high and low pricekefegistrant's Common Stock reported on the Nevk Btock Exchange on September 29,
1998.

(2) Does not include 1,290,932 shares to be ragdteereby, which were the subject of the origfitialg and were used to calculate the
previously remitted fee of $10,793.

The registrant hereby amends this registratioristant on such date or dates as may be necessialajoits effective date until the registrant
shall file a further amendment which specificallgtes that this registration statement shall tHiezebecome effective in accordance with
Section 8(a) of the Securities Act of 1933 or uthtd registration statement shall become effeativeuch date as the Commission, acting
pursuant to said Section 8(a), may detern



SUBJECT TO COMPLETION
PRELIMINARY PROSPECTUSDATED SEPTEMBER 30, 1998

2,489,678 Shares
HIGHWOODS PROPERTIES, INC.
Common Stock

With this prospectus, we register for offer andedaf us 1,198,746 shares of common stock that weissae upon redemption of partnership
units in Highwoods Realty Limited Partnership. Witiis prospectus, we also register for offer arid by the selling stockholders named in
this prospectus 1,290,932 shares of common st@tkité may issue upon the redemption of partnenshiis in Highwoods Realty Limited
Partnership and upon the exercise of warrants!Saléng Stockholders" beginning on page 34. Tkgistration does not necessarily mean
that we will issue any of the shares or that thkngestockholders named in this prospectus wifeobr sell any of the shares. We will not
receive any proceeds from the sale of any of tbhaees. We will acquire additional partnershipsiimitHighwoods Realty Limited
Partnership in exchange for the issuance of angesha holders of partnership units pursuant t® phospectus. We have agreed to pay ce
expenses of registering the common stock undeffé¢lderal and state securities laws.

SEE "RISK FACTORS" BEGINNING ON PAGE 4 FOR A DISCBE®N OF CERTAIN FACTORS THAT YOU SHOULD CONSIDER
BEFORE YOU INVEST IN THE COMMON STOCK BEING SOLD UDER THIS PROSPECTUS.

Our common stock is listed on the New York Stockliange under the symbol "HIW." On September 29818 last reported sale price of
our common stock was $27 1/2 per share. To enbatene retain our status as a real estate investimest, no person may own more than
9.8% of our outstanding shares of common stocK) eattain exceptions.

The selling stockholders may offer and sell comrsimtk that they hold directly, or they may selbilgh agents or brokefealers on terms
be determined at the time of sale. If requiredwileprovide an accompanying prospectus suppleméitit the names of any agent or broker-
dealer, applicable commissions or discounts, agcérer required information with respect to anytigalar offer. See "Plan of Distribution"
beginning on page 36. The selling stockholdersrvesthe right to accept or reject, in whole or artpany proposed purchase of common
stock to be made directly or through agents.

The selling stockholders and any agents or brdkaters that participate with the selling stockkoddn the distribution of common stock n
be deemed to be "underwriters" under the Secuk@®f 1933. Any commission they receive and argfipon the resale of common stock
may be deemed to be underwriting commissions aodists under the Securities Act. See "Selling Stolders" beginning on page 34 for a
description of certain indemnification arrangemdsgsveen us and the selling stockholders.

THE SECURITIES AND EXCHANGE COMMISSION HAS NOT APRR/ED OR DISAPPROVED OF THESE SECURITIES, OR
DETERMINED IF THIS PROSPECTUS IS TRUTHFUL OR COMPLE. NOR HAS ANY STATE SECURITIES COMMISSION
APPROVED OR DISAPPROVED OF THESE SECURITIES, OR EHRMINED IF THIS PROSPECTUS IS TRUTHFUL OR
COMPLETE. IT IS ILLEGAL FOR ANY PERSON TO TELL YOWTHERWISE.

The date of this Prospectus is September , 1998.

The information in this prospectus is not complatd may be changed. These securities may not deisbl the registration statement filed
with the Securities and Exchange Commission iscaffe. This prospectus is not an offer to sell éhescurities in any state where the offer or
sale is not permittec



AVAILABLE INFORMATION

Highwoods Properties, Inc. (the "Company") is sabje the information requirements of the Secwsiixchange Act of 1934, as amended
(the "Exchange Act"), and in accordance therewids freports, proxy statements and other infornmatiith the Securities and Exchange
Commission (the "Commission"). Such information nbayinspected and copied, at prescribed ratelBegiublic reference facilities of the
Commission at 450 Fifth Street, N.W., WashingtorC 25049, Room 1024, and at the Commission's Nerk ¥egional office at Seven
World Trade Center, New York, New York 10048 anthat Commission's Chicago regional office at CiticGenter, 500 W. Madison Street,
Chicago, Illinois 60661. Such information, when italale, also may be accessed through the Commissétectronic data gathering, analysis
and retrieval system ("EDGAR") via electronic meansluding the Commission's home page on the metethttp://www.sec.gov). In
addition, the Company's common stock, $.01 parevpkr share ("Common Stock"), is listed on the Nerk Stock Exchange ("NYSE"),
and such material can also be inspected and capith@ offices of the NYSE, 20 Broad Street, Newkydlew York 10005.

The Company has filed with the Commission a regfigtn statement on Form S-3 (the "Registrationegtant") under the Securities Act of
1933, as amended (the "Securities Act"), with respethe Common Stock registered hereby. Thispaosis ("Prospectus”), which
constitutes a part of the Registration Statemesgsaot contain all of the information set forttthe Registration Statement and in the
exhibits and schedules thereto. For further infaiomawith respect to the Company and such Commook$teference is hereby made to s
Registration Statement, exhibits and schedules Rdwgstration Statement may be inspected withoatgehat, or copies obtained upon
payment of prescribed fees from, the Commissioninegional offices at the locations listed ahodry statements contained herein
concerning a provision of any document are not seardly complete, and, in each instance, referenoede to the copy of such document
filed as an exhibit to the Registration Statemerdgtberwise filed with the Commission. Each su@teshent is qualified in its entirety by st
reference.

INCORPORATION OF CERTAIN DOCUMENTSBY REFERENCE

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

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

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

d. The Company's current reports on Form 8-K, dasediary 9, 1997 (as amended on February 7, 198i¢hM.0, 1997 and April 28, 1998),
August 27, 1997 (as amended on September 23, 108iber 1, 1997, November 17, 1997, January 223, 1Pebruary 2, 1998, February 4,
1998, April 20, 1998, April 29, 1998, June 10, 1998ne 17, 1998, July 1, 1998 and July 3, 1998.

All documents filed by the Company with the Comnaagpursuant to Sections 13(a) and 13(c) of thehBrge Act and any definitive proxy
statements so filed pursuant to Section 14 of tteh&nge Act and any reports filed pursuant to $actb(d) of the Exchange Act after the
date of this Prospectus and prior to the termimatibthe offering of the Common Stock shall be deéno be incorporated by reference into
this Prospectus and to be a part hereof from tkee afdiling of such documents. Any statement corgd in a document incorporated by
reference herein shall be deemed to be modifieiperseded for the purposes of this Prospectiretextent that a statement contained
herein or in any other subsequently filed documdrith is incorporated by reference herein modifiesupersedes such earlier statement.
Any such statements modified or superseded shabhedeemed, except as so modified or supersenlednstitute a part of this Prospectus.
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The Company will furnish without charge upon writter oral request to each person to whom a coplyi®frospectus is delivered, includi
any beneficial owner, a copy of any or all of tleedments specifically incorporated herein by rafeeg(not including the exhibits to such
documents, unless such exhibits are specificatlgriporated by reference in such documents). Regjshsuld be made to: Highwoods
Properties, Inc., Investor Relations, 3100 Smolke@eurt, Suite 600, Raleigh, North Carolina 27604.

THE COMPANY

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

The Company is a self-administered and self-managgcestate investment trust ("REIT") that begperations through a predecessor in
1978. At July 31, 1998, the Company owned or hadvamership interest in 679 in-service office, inliad, retail and service center
properties encompassing approximately 46.8 miltemtable square feet and 18 multifamily communitvith 2,324 apartment units
(collectively, the "Properties™). At July 31, 199B¢ Properties were located in 22 markets in N@dlolina, Florida, Tennessee, Virginia,
Georgia, Maryland, Missouri, Kansas, lowa, Southoiaa and Alabama.

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

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

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

The Company is a Maryland corporation that wasripe@ted in 1994. The Company's executive officed@ated at 3100 Smoketree Co
Suite 600, Raleigh, North Carolina 27604, andaltsghone number is (919) 872-4924. The Companytaiamoffices in each of its primary
markets.



RISK FACTORS

We may discuss certain matters in this Prospectdgtee information incorporated by reference, idalg strategic initiatives, that constitute
forward-looking statements under the Securitiesakat the Securities Exchange Act. Forward-lookiagesnents may involve known and
unknown risks, uncertainties, and other factors ttin@y cause our actual results, performance, deaements to be materially different from
future results, performance, or achievements treafdrward-looking statements express or imply.dig¢elose important factors that could
cause our actual results, performance, or achienente differ materially from our expectations lvist Prospectus and in the information
incorporated by reference. We, therefore, qualifpfeour forward-looking statements by such fastor

BEFORE YOU INVEST IN OUR COMMON STOCK, YOU SHOULDBAWARE THAT THERE ARE VARIOUS RISKS, INCLUDING
THOSE DESCRIBED BELOW. YOU SHOULD CONSIDER CAREFUYL

THESE RISK FACTORS, TOGETHER WITH ALL OTHER INFORMAON INCLUDED IN THIS PROSPECTUS AND ANY
ATTACHED PROSPECTUS SUPPLEMENT, BEFORE YOU DECID& PURCHASE OUR COMMON STOCK.

TAX CONSEQUENCES OF REDEMPTION OF COMMON UNITS

The exercise by a Common Unit holder of the righteiquire redemption of his or her Common Unitd bél treated for tax purposes as a
taxable sale or exchange of the Common Units bytiaer. The holder will be treated as realizinggereds in an amount equal to the sum of
the cash (or the value of the Common Stock) redeiymn redemption, plus the amount of the redudtiaany Operating Partnership
liabilities allocable to the holder. It is possilthat the amount of gain recognized or even thédiahity resulting from such gain could

exceed the amount of cash or the value of CommaockShat the holder received upon redemption. Sedéral Income Tax Considerations -
- Tax Consequences of Redemption" beginning on Bagi addition, the Common Unit holder may notlbée to raise sufficient cash
through the sale of the Common Stock he or shewed¢o pay tax liabilities associated with theaegbtion of the Common Units because

a result of stock price fluctuations, the price liodder receives for the Common Stock may not ethealalue of his or her Common Units at
the time of redemption.

POTENTIAL CHANGE IN INVESTMENT UPON REDEMPTION OF COMMON UNITS

If a Common Unit holder exercises the right to iegjpedemption of his or her Common Units, the kolehay receive, at the Company's
option, cash or Common Stock in exchange for then@on Units. If the holder receives cash, he ongitleno longer have any interest in the
Company and will not benefit from any subsequeatdases in the Common Stock price and will notivecany subsequent distributions
from the Company (unless the holder owns or acqudalitional Common Stock or Common Units). If iedder receives Common Stock,
or she will become a stockholder in the Companyerathan a limited partner in the Operating Pasti@. See "Redemption of Common
Units -- Comparison of Common Units and Sharesah@on Stock" beginning on page 16.

OPERATING PERFORMANCE |ISDEPENDENT ON SOUTHEASTERN MARKETS

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



CONFLICTSOF INTEREST COULD RESULT IN DECISIONSNOT IN YOUR BEST INTEREST

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

POTENTIAL INABILITY TO ELIMINATE CONFLICTS OF INTERESTS. We have adopted certain policies to eliminat#licts of

interest. These policies include a bylaw provigiequiring all transactions in which executive offis or directors have a conflicting interes
be approved by a majority of the Company's independirectors or by a majority of the shares ofitedygtock that disinterested stockholders
hold. We can provide no assurance that our poligitde successful in eliminating the influencesaich conflicts. If our policies are not
successful, we may make decisions that fail tectfihe interests of all stockholders.

LIMITED ABILITY OF STOCKHOLDERSTO EFFECT A CHANGE IN CONTROL

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

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

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

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

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



ADVERSE IMPACT ON DISTRIBUTIONS OF FAILURE TO QUALIFY ASA REIT

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

of the Company as a REIT," beginning on page 21.

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

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

If we fail to qualify as a REIT, we would not béaaved a deduction for distributions to stockhold@rsomputing our taxable income and
would be subject to Federal income tax at regusgparate rates. We also could be subject to thefaédlternative minimum tax. Unless we
are entitled to relief under specific statutory\psmns, we could not elect to be taxed as a RBITfdur taxable years following the year
during which we were disqualified. Therefore, if lwee our REIT status, the funds available forritistion to you would be reduced
substantially for each of the years involved. Seederal Income Tax Considerations -- Failure toliyabeginning on 26.

FACTORSTHAT COULD CAUSE POOR OPERATING PERFORMANCE OF THE PROPERTIES

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

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

o local economies;

o local real estate conditions;

0 prospective tenants' perceptions of each propeatiractiveness;

o our ability to provide adequate management, reaanice, and insurance; and

o increased operating costs (including real estates and utilities).

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

POTENTIAL ADVERSE EFFECT OF COMPETITION ON OPERATBNPERFORMANCE. Numerous properties compete with our
properties in attracting tenants to lease spaa@eSu these competing properties are newer orrdettated than
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some of our properties. Significant office or inttizd property development in a particular arealddave a material effect on our ability to
lease space in our properties and on the rentharge.

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

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

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

ILLIQUIDITY OF REAL ESTATE. Equity real estate ingéments are relatively illiquid. Such illiquidityilvtend to limit our ability to vary

our portfolio promptly in response to changes iorexnic or other conditions. In addition, Federallgws limit our ability to sell properties
we hold for less than four years. This limitatioayraffect our ability to sell properties at a tithat would otherwise be in your best interests.
It may also affect our ability to sell propertieghwout adversely affecting our financial performanc

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

POTENTIAL PROBLEMSIN DEVELOPMENT, CONSTRUCTION AND ACQUISITION ACTIVITIES

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

o abandoning development opportunities;

0 a property's construction costs exceeding origisimates, possibly making the property unecosamhi
0 occupancy rates and rents at a newly completgobpty may be insufficient to make the propertyfipable;

o financing may not be available on favorable tetondevelop a property; and
o construction and lease-up may not be completeztbadule, resulting in increased debt servicerssgand construction costs.
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In addition, new development activities, regardiglsshether or not they are ultimately succesgfigdically require a substantial portion of
management's time and attention. Our developméivitaes may also be subject to risks relatingtte inability to obtain, or delays in
obtaining, all necessary zoning, land-use, buildowupancy, and other required governmental psramtl authorizations. These risks may
adversely affect our results of operations andtghid make distributions to you.

We also intend to continue to acquire office ardlistrial properties. Such acquisitions entail riglet investments will fail to perform in
accordance with our expectations, which could asklgraffect our operations and stockholder distidns. Estimates of the costs to bring an
acquired property up to market standards may pireaecurate. Furthermore, we are likely to be inedln negotiations (at various stages) to
acquire one or more properties or portfolios. Hogrewe cannot assure you that we will consummageoéithe proposed acquisitions.

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

POTENTIAL PROBLEMSASSOCIATED WITH NEW MARKETS

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

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

o lack of market knowledge and understanding cdlleconomies;

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

POTENTIAL ADVERSE EFFECT OF INCURRENCE OF DEBT

POTENTIAL INFLEXIBILITY OF DEBT FINANCING. Our busness is subject to risks normally associated watht inancing. Cash flow
could be insufficient to pay distributions at extgetlevels and meet required payments of princapdlinterest. We may not be able to
refinance existing indebtedness (which in virtuallycases requires substantial principal paymanitsaturity). Even if we can, the terms of
such refinancing might not be as favorable ase¢hmd of existing indebtedness. We may attemptise raroceeds from capital transactions,
such as new equity capital, to refinance, extengag principal payments due at maturity. If wenatrsuccessfully complete capital
transactions, our cash flow may be insufficienalinyears to repay all maturing debt. Additionalbyevailing interest rates or other factors at
the time of refinancing (such as the possible talae of lenders to make commercial real estates)amay result in higher interest rates. -
would increase our interest expense, which wouleestly affect cash flow and our ability to servitebt and make distributions to you.
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ADVERSE EFFECT OF POTENTIAL INCREASE IN MARKET INTREST RATES. We have incurred and expect in theréutol incur

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

POSSIBLE ENVIRONMENTAL LIABILITIES

Under various laws, ordinances, and regulationsh sis the Comprehensive Environmental Response @wwation and Liability Act, and
common law, an owner or operator of real estalialide for the costs to remove or remediate cettairardous or toxic chemicals or
substances on or in the property. Owners or operate also liable for certain other costs, inalgdjovernmental fines and injuries to
persons and property. Such laws often impose iipliithout regard to whether the owner or oper&mew of, or was responsible for, the
presence of the hazardous or toxic chemicals astanbes. The presence of such substances, oiiltire ta remediate such substances
properly, may adversely affect the owner's or ojpetability to sell or rent such property or trtow using such property as collateral.
Persons who arrange for the disposal, treatmemtaonsportation of hazardous or toxic chemicalsutrstances may also be liable for the s
types of costs at a disposal, treatment, or stdiagkity, whether or not that person owns or opesahat facility. Certain environmental laws
also impose liability for releasing asbestos-camitej materials. Third parties may seek recovernnfawners or operators of real property for
personal injuries associated with asbestos-conigimaterials. A number of our Properties contalrea®s-containing materials or material
that we presume to be asbestos-containing materiat®nnection with owning and operating our pmtips, 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. Conteation from adjacent properties has migrated ohteast three of our properties; however,
based on current information, we do not believé amy significant remedial action is necessarhasé affected sites.

As of the date of this Prospectus, we have obtditiease | environmental assessments on 99% of opeRies. These assessments have not
revealed, nor are we aware of, any environmerghllity that we believe would materially adversaf§ect our financial position, operations

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

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

USE OF PROCEEDS

This Prospectus relates to 1,198,746 shares of @an8tock (the "Issuance Shares") that may be issyd¢ide Company upon redemption of
outstanding Common Units. This Prospectus alste®l@ 1,290,932 shares of Common Stock (the "B&zdres") being offered and sold
for the accounts of certain selling stockholdeng (1Selling Stockholders™). See "Selling StockhaddeThe Company will not receive any
proceeds from the sale of the



Issuance Shares or the Resale Shares but willlpaypenses related to the registration thereo&é Thmpany will receive Common Units
upon issuance of the Issuance Shares.

DESCRIPTION OF CAPITAL STOCK OF THE COMPANY
GENERAL

The authorized capital stock of the Company coasis250,000,000 shares of capital stock, $.0vphare, of which 200,000,000 shares are
classified as Common Stock and 50,000,000 shaeedassified as preferred stock ("Preferred StocKig following description of the terms
and provisions of the shares of capital stock ef@mpany and certain other matters does not puigpbe complete and is subject to and
qualified in its entirety by reference to the apable provisions of Maryland law and the Compaaytgles of Incorporation and bylaws, as
amended.

COMMON STOCK

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

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

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

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

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

With respect to the payment of dividends and ansupbn liquidation, the Series A Preferred Shamek pari passu with any other equity
securities of the Company the terms of which prexltht such equity securities rank on a parity WithSeries A Preferred Shares and rank
senior to the Common Stock and any other equityréiées of the Company which by their terms rankigu to the Series A Preferred Shares.
Dividends on the Series A Preferred Shares are ladivel from the date of original issue and are jpégyguarterly on or about the last day of
February, May, August and November of each yeameenting May 31, 1997, at the rate of 8 5/8% oflidp@idation preference per annum
(equivalent to $86.25 per annum per share). Divddean the Series A Preferred Shares will accruehen®r not the Company has earnings,
whether or not there are funds legally availabtetiie payment of such dividends
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and whether or not such dividends are declared SEnes A Preferred Shares have a liquidation pgaée of $1,000 per share, plus an
amount equal to any accrued and unpaid dividends.

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

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

The Series A Preferred Shares are not convertitdxahangeable for any other property or securitfahe Company. The Series A Preferred
Shares are subject to certain restrictions on ostmigintended to preserve the Company's statufREd R for Federal income tax purposes.

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

With respect to the payment of dividends and ansupbn liquidation, the Series B Preferred Shask pari passu with the Series A
Preferred Shares and with any other equity seeardf the Company the terms of which provide thahsquity securities rank on a parity
with the Series B Preferred Shares and rank sémithe Common Stock and any other equity securitidke Company which by their terms
rank junior to the Series B Preferred Shares. @it on the Series B Preferred Shares are cuneufadm the date of original issue and are
payable quarterly on March 15, June 15, Septembanil December 15 of each year commencing Decebh®hdi997, at the rate of 8% of
$25 liquidation preference per annum (equivalei$i2®0 per annum per share). Dividends on the S&riereferred Shares will accrue
whether or not the Company has earnings, whetheowothere are funds legally available for the pagtof such dividends and whether or
not such dividends are declared. The Series B Reef&hares have a liquidation preference of $25Ipare, plus an amount equal to any
accrued and unpaid dividends.

The Series B Preferred Shares are not redeemabtad@September 25, 2002. On and after Septemhe2@?2, the Series B Preferred Shi
will be redeemable for cash at the option of thenfany, in whole or in part, at $25 per share, plusaccrued and unpaid dividends thereon
to the date fixed for redemption. The redemptidnep(other than the portion thereof consistingaifraed and unpaid dividends) is payable
solely out of the sale proceeds of other capitatlsbf the Company, which may include other sesfasreferred stock, and from no other
source.

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

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

SERIES D PREFERRED SHARES. The following descriptid the Company's 8% Series D Cumulative Redeenfatdferred Shares, par
value $.01 per share (the "Series D Preferred SHaie in all respects subject to and qualified in
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its entirety by reference to the applicable prauisi of the Company's Articles of Incorporationuiing the Articles Supplementary
applicable to the Series D Preferred Shares. Timep@ay is authorized to issue 400,000 Series D Regfé&Shares. As of the date hereof, the
Company has outstanding 4,000,000 Depository Sheaes of which represents 1/10 of a share of énee$SD Preferred Shares.

With respect to the payment of dividends and amsupbn liquidation, the Series D Preferred Shaagek pari passu with the Series A
Preferred Shares and Series B Preferred Sharesiindny other equity securities of the Companytérens of which provide that such
equity securities rank on a parity with the SebeBreferred Shares and rank senior to the Commmek 3ind any other equity securities of
Company which by their terms rank junior to thei& D Preferred Shares. Dividends on the SeriesefePed Shares are cumulative from
the date of original issue and are payable qugrterlor about the last day of January, April, Jutg October of each year commencing July
31, 1998, at the rate of 8% of the liquidation prefice per annum (equivalent to $20 per annumhgee or $2 per annum per Depository
Share). Dividends on the Series D Preferred Shaiteaccrue whether or not the Company has earniwgether or nor there are funds
legally available for the payment of such divideadsl whether or not such dividends are declared.Séries D Preferred Shares have a
liguidation preference of $250 per share (equivaie$25 per Depository Share), plus an amountlequeny accrued and unpaid dividends.

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

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

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

CLASSIFICATION OF BOARD OF DIRECTORS; REMOVAL OF DIRECTORS; OTHER PROVISIONs

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

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

These provisions may make it more difficult andaieonsuming to change majority control of the bazrdirectors of the Company and,
thus, may reduce the vulnerability of the Compamngrt unsolicited proposal for the takeover of tieen@any or the removal of incumbent
management. The Company's officers and directerard will be indemnified under Maryland law, theiéles of Incorporation of the
Company and the agreement of limited partnershth@fOperating Partnership (the "Operating Parhigr&greement") against certain
liabilities, including liabilities under the Sectigis Act. Insofar as indemnification for liabiliserising under the Securities Act may be
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permitted to directors, officers or persons cotitriglthe Company, the Company has been informeditithe opinion of the Securities and
Exchange Commission such indemnification is agginbtic policy as expressed in the Securities Ad s therefore unenforceable.

CERTAIN PROVISIONS AFFECTING CHANGE OF CONTROL

GENERAL. Pursuant to the Company's Articles of hpawation and the Maryland General Corporation I(thve "MGCL"), the Company
cannot merge into or consolidate with another c@fien or enter into a statutory share exchangestretion in which it is not the surviving
entity or sell all or substantially all of the assef the Company unless the board of directorpesda resolution declaring the proposed
transaction advisable and a majority of stockhadaantitled to vote thereon (voting together asglsiclass) approve the transaction. In
addition, the Operating Partnership Agreement reguthat any such merger or sale of all or subisignall of the assets of the Operating
Partnership be approved by a majority of the haldéiCommon Units (including Common Units ownedty Company).

MARYLAND BUSINESS COMBINATION AND CONTROL SHARE STAUTES. The MGCL establishes special requirementls wi
respect to business combinations between Marylarqbeations and interested stockholders unless ptiens are applicable. Among other
things, the law prohibits for a period of five yea merger and other specified or similar trangastbetween a company and an interested
stockholder and requires a super majority votestmh transactions after the end of the five-yeapgdeThe Company's Articles of
Incorporation contain a provision exempting the @amny from the requirements and provisions of theylad business combination statt
There can be no assurance that such provisiomuatilbe amended or repealed at any point in thedutu

The MGCL also provides that control shares of ayNéard corporation acquired in a control share agitjah have no voting rights except to
the extent approved by a vote of two-thirds ofibtes entitled to be cast on the matter, excludhmyes owned by the acquiror or by officers
or directors who are employees of the Company.cbimérol share acquisition statute does not appheres acquired in a merger,
consolidation or share exchange if the Companypiarty to the transaction, or to acquisitions apptoor exempted by the Articles of
Incorporation or bylaws of the Company. The Commbylaws contain a provision exempting from thetoal share acquisition statute any
and all acquisitions by any person of the Compastg'sk. There can be no assurance that such prowvisll not be amended or repealed, in
whole or in part, at any point in the future.

The Company's Articles of Incorporation (includithg provision exempting the Company from the Marglldusiness combination statute)
may not be amended without the affirmative votatdeast a majority of the shares of capital simaistanding and entitled to vote thereon
voting together as a single class, provided thaateprovisions of the Articles of Incorporatioragnnot be amended without the approval of
the holders of twdhirds of the shares of capital stock of the Conypautstanding and entitled to vote thereon votogether as a single cla
The Company's bylaws may be amended by the boatilesftors or a majority of the shares cast of tehgtock entitled to vote thereupon i
duly constituted meeting of stockholders.

If either of the foregoing exemptions in the Argislof Incorporation or bylaws is amended, the Margllbusiness combination statute or the
control share acquisition statute could have tfecebf discouraging offers to acquire the Compang of increasing the difficulty of
consummating any such offer.

OWNERSHIP LIMITATIONS AND RESTRICTIONS ON TRANSFER&or the Company to remain qualified as a REITeuride Code,

not more than 50% in value of its outstanding shafecapital stock may be owned, directly or indily by five or fewer individuals (define
in the Code to include certain entities) during It half of a taxable year, and such shares beubeneficially owned by 100 or more
persons during at least 335 days of a taxablegfeB2 months or during a proportionate part of artr taxable year. To ensure that the
Company remains a qualified REIT, the Articlesmédrporation provide that no holder (other tharspes approved by the directors at their
option and in their discretion) may own, or be dedrno own by virtue of the attribution provisiorfstioe Code, more than 9.8% (the
"Ownership Limit") of the issued and outstandingital stock of the Company. The board of directoesy waive
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the Ownership Limit if evidence satisfactory to tiward of directors and the Company's tax cousgalésented that the changes in owne
will not jeopardize the Company's status as a REIT.

If any stockholder purports to transfer shares pe@on and either the transfer would result inGbenpany failing to qualify as a REIT, or
stockholder knows that such transfer would causdrtinsferee to hold more than the Ownership Litié,purported transfer shall be null :
void, and the stockholder will be deemed not toehmansferred the shares. In addition, if any petsadds shares of capital stock in excess of
the Ownership Limit, such person will be deemetdlul the excess shares in trust for the Compariiynaii receive distributions with respect
to such shares and will not be entitled to votéhsiares. The person will be required to sell singres to the Company for the lesser of the
amount paid for the shares and the average clgsiog for the 10 trading days immediately precedimgredemption or to sell such shares at
the direction of the Company, in which case the gany will be reimbursed for its expenses in conpaatith the sale and will receive any
amount of such proceeds that exceeds the amoumipsuson paid for the shares. If the Company réqases such shares, it may pay for the
shares with Common Units. The foregoing restriction transferability and ownership will not apdiyhie board of directors and the
stockholders (by the affirmative vote of the hoklef two-thirds of the outstanding shares of cagiiack entitled to vote on the matter)
determine that it is no longer in the best intey@$tthe Company to continue to qualify as a REIT.

All certificates representing shares of capitatktoear a legend referring to the restrictions deed above.

Every beneficial owner of more than 5% (or suchdoywercentage as required by the Code or regusatimreunder) of the issued and
outstanding shares of capital stock must file dteminotice with the Company no later than Jan@argf each year, containing the name and
address of such beneficial owner, the number afeshaf Common Stock and/or Preferred Stock owneldeagtescription of how the shares
are held. In addition, each stockholder shall logiired upon demand to disclose to the Company itingrsuch information as the Company
may request in order to determine the effect ohsiockholder's direct, indirect and constructiwaership of such shares on the Company's
status as a REIT.

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

OPERATING PARTNERSHIP AGREEMENT. The Operating Rarship Agreement contains provisions relating fiméed partner's
redemption right in the event of certain changesouitrol of the Company and under certain circumsta allows for limited partners to
continue to hold Common Units in the Operating manghip following such a change of control, thereiaintaining the tax basis in their
Common Units. The covered changes of control (ea¢hrigger Event") are: (i) a merger involving tBempany in which the Company is
not the surviving entity; (ii) a merger involvingg Company in which the Company is the survivoraddubr part of the Company's shares are
converted into securities of another entity orrigét to receive cash; and

(iii) the transfer by the Company to another endityubstantially all of the assets or earning posfehe Company or the Operating
Partnership.

Upon occurrence of a Trigger Event, the rights bifnited partner to receive a share of the Comga@gmmon Stock (a "REIT Share") or
cash equal to the fair market value of a REIT Shigen redemption of a Common Unit is converted thioright to receive a share (a
"Replacement Share") or cash equal to the fair etarfdue thereof of the acquiror or a parent ofabguiror. If the acquiror does not have
publicly traded securities and a parent of the aogdoes, the publicly traded equity securitieshaf parent entity with the highest market
capitalization will be the Replacement Shareselther the acquiror nor any parent has publiclgedequity securities, the Replacement
Shares will be the equity securities of the entiith the highest market capitalization. The numtifdReplacement Shares to be received by a
limited partner (or to be used to calculate théngasyment due) upon a redemption of Common Unidl ble equal to the number of REIT
Shares issuable prior to the Trigger Event mu#gbloy (i) the number of Replacement Shares theshaltia single REIT Share would have
received as a result of the Trigger Event or, é Replacement Shares have not been publicly tfadeshe year,

(i) a fraction, the numerator of which is the Aage Trading Price (as defined in the Operatingneeship Agreement) of a REIT Share
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as of the Trigger Event and the denominator of tvigcthe Average Trading Price of a ReplacementeSas of the Trigger Event.

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

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

These provisions of the Operating Partnership Age# may only be waived or amended upon the comgdimited partners holding at lec
75% of the Common Units (excluding those held ley@ompany).

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

REGISTRAR AND TRANSFER AGENT

The Registrar and Transfer Agent for the CommormrlSénd all series of Preferred Stock is First Uriitational Bank, Charlotte, North
Carolina.

REDEMPTION OF UNITS
GENERAL

Each limited partner of the Operating Partnershify nsubject to certain limitations, require tha @perating Partnership redeem all or a
portion of such partner's Common Units beginning pear from the date of issuance by deliveringtacado the Operating Partnership. U
redemption, a limited partner will receive, at tition of the Company, as general partner of ther&jng Partnership, either (i) a number of
shares of Common Stock equal to the number of Camldrits redeemed or (ii) cash in an amount equelddket value of the number of
shares of Common Stock the partner would havevedgiursuant to (i) above. The market value of@Gbenmon Stock for this purpose will
be equal to the average of the closing tradingeprfcche Company's Common Stock for the 10 tradiags before the day on which the
redemption notice was received by the OperatingnBeship.

In lieu of the Operating Partnership redeeming Comtdnits, the Company, as general partner, inols discretion, has the right to assume
directly and satisfy the redemption right of thaited partner. The Company anticipates that it gadhyewill elect to assume directly and
satisfy any redemption right exercised by a limpedtner through the issuance of the shares of Gamitock, whereupon the Company will
acquire the Common Units being redeemed and wilbbe the owner of the Common Units. Such an adensby the Company will be
treated as a sale of the Common Units to the CoynfmarFederal income tax purposes. See "FederahhecTax Considerations -- Tax
Consequences of Redemption.” Upon redemption, ldmifled partner's right to receive distributionghviespect to the Common Units
redeemed will cease. However, the limited partriéirthhen have rights as a stockholder of the Conyfamm the time of his or her acquisiti
of Common Stock, including the payment of dividends
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A limited partner must notify the Company, as gahpartner of the Operating Partnership, of suainpés desire to require the Operating
Partnership to redeem Common Units by sending iaenot the form attached as an exhibit to the OjpayaPartnership Agreement, a copy of
which is available from the Company. A limited pent must request the redemption of at least 1,@@r@on Units (or all of the Common
Units held by such holder, if less). A redempti@mgrally will occur on the 10th business day atfternotice is delivered by the limited
partner, except that no redemption can occur itidevery of shares of Common Stock would be privbidbunder the provisions of the
Articles of Incorporation to protect the Comparyslification as a REIT.

For a summary discussion of certain Federal incameonsiderations relevant to the redemption ah@on Units, see "Federal Income Tax
Considerations -- Tax Consequences of Redemption."

COMPARISON OF OWNERSHIP OF COMMON UNITS AND SHARES OF COMMON STOCK

Generally, the nature of any investment in shafé&ommon Stock of the Company is substantially eajeint economically to an investment
in Common Units in the Operating Partnership. Adeolof a share of Common Stock receives the sastiehbdition that a holder of a
Common Unit receives, and stockholders and ComnmahHdlders generally share in the risks and rewafcdownership in the enterprise
being conducted by the Company (through the Opeydartnership). However, there are differencesdse ownership of Common Units
and ownership of Common Stock, some of which magnbterial to investors.

The information below highlights a number of thgrsficant differences between the Operating Pastriprand the Company relating to,
among other things, form of organization, permiitacestments, policies and restrictions, managersteatture, compensation and fees and
investor rights, and compares certain legal rigstsociated with the ownership of Common Units aoch@on Stock. These comparisons are
intended to assist limited partners of the Opegalartnership in understanding how their investmeéthbe changed if their Common Units
are redeemed for Common Stock. This discussioanmsigry in nature and does not constitute a comgistrission of these matters, and
holders of Common Units should carefully review baance of this Prospectus and the Registratiate®ent, including the exhibits thereto,
of which this Prospectus is a part for additiomaportant information about the Company.

FORM OF ORGANIZATION AND ASSETS OWNED. The Operajifartnership is organized as a North Carolinanpaship. Substantially
all of the Company's operations are conducted tiirabe Operating Partnership.

The Company is a Maryland corporation. The Compgaas/elected to be taxed as a REIT under the IntBemanue Code of 1986, as
amended (the "Code"), and intends to maintainutdification as a REIT. The Company's intereshim ©perating Partnership, which gives
the Company an indirect investment in the propeied other assets owned by the Operating Partperspresents substantially all of its
assets.

LENGTH OF INVESTMENT. The Operating Partnership bhastated termination date of December 31, 20#20@dh it may be terminated
earlier under certain circumstances. The Compasyahzerpetual term and intends to continue itsadjmers for an indefinite time period.

PURPOSE AND PERMITTED INVESTMENTS. The purposeltd Operating Partnership includes the conduct phaisiness that may be
lawfully conducted by a limited partnership formaater North Carolina law, except that the OperaBagnership Agreement requires the
business of the Operating Partnership to be corduntsuch a manner that will permit the Compangealassified as a REIT for Federal
income tax purposes. The Operating Partnership sulgject to the foregoing limitation, invest oreninto partnerships, joint ventures or
similar arrangements and may own interests in aingreentity.

Under its Articles of Incorporation, the Companyynesgage in any lawful activity permitted under Mand law. Under the Operating
Partnership Agreement, however, the Company mumtwet substantially all of its business and owrssaittially all of its assets through the
Operating Partnership and
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such bank accounts or similar instruments as azessary to carry out its responsibilities under@perating Partnership Agreement or its
organizational document.

ADDITIONAL EQUITY. The Operating Partnership is &otized to issue Common Units and other partneiisitgpests to the partners or to
other persons for such consideration and on sunistand conditions as the Company, in its solereli|m, may deem appropriate. In
addition, the Company may cause the Operating &attip to issue to the Company additional Commoitslém other partnership interests
different series or classes that may be senidrad®mmon Units in conjunction with the offeringsafcurities of the Company having
substantially similar rights, in which the proceddsreof are contributed to the Operating Partrrdfo limited partner has any preemptive,
preferential or similar rights with respect to addial capital contributions to the Operating Parghip or the issuance or sale of any interests
therein.

The board of directors of the Company may issuésidiscretion, additional equity securities catisag of Common Stock or Preferred Stc
provided, however, that the total number of sh&a®sed does not exceed the authorized number tésbécapital stock set forth in the
Company's Articles of Incorporation. As long as @erating Partnership is in existence, the proséada portion thereof) of all equity
capital raised by the Company will be contributedhte Operating Partnership in exchange for Combiaits or other interests in the
Operating Partnership, provided that the GenerdhPas contribution will be deemed to be an amauntal to the net proceeds of any such
offering plus any underwriter's discount or othepenses incurred in connection with such issuance.

BORROWING POLICIES. The Company as general pattasrfull power and authority to borrow money ondlebf the Operating
Partnership. The Company (as general partner)ugifirés board of directors, has adopted a poliey trrently limits total borrowing to 50%
of the total market capitalization of the Compang ¢he Operating Partnership, but this policy maybered at any time by the board of
directors. The foregoing reflects the Company'sgapolicy over time and is not intended to operata manner that inappropriately
restricts the Company's ability to raise additiaregbital, including additional debt, to implemetst planned growth, to pursue attractive
acquisition opportunities that may arise or to otlige act in a manner that the board of directefsebes to be in the best interests of the
Company and its stockholders. The board of dirscteith the assistance of management of the Compaay reevaluate from time to time
its debt and other capitalization policies in ligiithen current economic conditions, including tekative costs of debt and equity capital, the
market value of its properties, growth and acqisibpportunities, the market value of its equiggurities in relation to the Company's view
of the market value of its properties, and othetdes, and may modify its debt policy. Such modifion may include increasing or decrea:
its general ratio of debt to total market capitaiian or substituting another measuring standard.

The Company is not restricted under its governirsgruments from incurring borrowings.

OTHER INVESTMENT RESTRICTIONS. Other than restricts precluding investments by the Operating Pashigithat would adversely
affect the qualification of the Company as a REREre are no restrictions in the Operating Parhipr&greement on the Operating
Partnership's authority to enter into certain tagtisns, including, among others, making investsidending Operating Partnership funds, or
reinvesting the Operating Partnership's cash flodvreet sale or refinancing proceeds.

Neither the Company's Articles of Incorporation ierbylaws impose any restrictions upon the tygféavestments made by the Comp:
except that under the Articles of Incorporatiorg Hoard of directors is prohibited from taking awyion that would terminate the Company's
REIT status, unless a majority of the stockhold@te to terminate such REIT status.

MANAGEMENT CONTROL. All management powers over thesiness and affairs of the Operating Partnersiéiyested in the general
partner of the Operating Partnership, and no lidngartner of the Operating Partnership has any taparticipate in or exercise control or
management power over the business and affaiteeddperating Partnership. The general partner maperremoved by the limited partners
for any reason.
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The board of directors has exclusive control oliler@ompany's business and affairs subject onlydadstrictions in the Articles of
Incorporation, the bylaws and the Operating PastniprAgreement. The board of directors is clasgifito three classes of directors. At each
annual meeting of the stockholders, the succesddhe class of directors whose terms expire atrifeeting will be elected. The policies
adopted by the board of directors may be alteregliminated without advice of the stockholders. éingly, except for their vote in the
elections of directors, stockholders have no cowiver the ordinary business policy of the Company.

FIDUCIARY DUTIES. Under North Carolina law, the gaal partner of the Operating Partnership is actadla to the Operating Partnership
as a fiduciary and, consequently, is required &r@ge good faith in all of its dealings with resp partnership affairs. However, under the
Operating Partnership Agreement, the general paiknender no obligation to take into account dsedonsequences to any partner of any
action taken by it. The general partner will haediability to a limited partner as a result of digbilities or damages incurred or suffered by,
or benefits not derived by, a limited partner assault of any action or inaction of the generakpar so long as the general partner acted in
good faith.

Under Maryland law, the directors must perform ithgities in good faith, in a manner that they hai®o be in the best interests of the
Company and with the care an ordinarily prudens@emvould exercise under similar circumstancesdars of the Company who act in
such a manner generally will not be liable to tlempany for monetary damages arising from theivais.

MANAGEMENT LIABILITY AND INDEMNIFICATION. The Operating Partnership Agreement generally provides thatgeneral partner
will incur no liability to the Operating Partnerghor any limited partner for losses sustainedatilities incurred as a result of errors in
judgment or of any act or omission if the genegatmer acted in good faith. In addition, the gehpaatner is not responsible for a
misconduct or negligence on the part of its agprasided the general partner appointed such agegisod faith. The general partner may
consult with legal counsel, accountants, appraiseasiagement consultants, investment bankers &ed consultants and advisors. Any
action the general partner takes or omits to takeliance upon the opinion of such persons, asditers which the general partner reasor
believes to be within their professional or expempetence, shall be conclusively presumed to haea done or omitted in good faith anc
accordance with such opinion. The Operating PashiprAgreement also provides for indemnificatiorited general partner, the directors and
officers of the general partner, and such othesqres as the general partner may from time to tieséigthate, against any and all losses, cl:
damages, liabilities, expenses, judgments, firetlesents and other amounts arising from any dradaéms, demands, actions, suits or
proceedings that relate to the operations of ther&mg Partnership in which such person may belvwed, or is threatened to be involved, to
the fullest extent permitted under North Caroliaa.l

As permitted by Maryland law, the Articles of Inporation include a provision limiting the liabiligf the Company's directors and officer:
the corporation and its stockholders for money dggsasubject to specified restrictions. The lawsdoat, however, permit the liability of
directors and officers to the corporation or itsckholders to be limited to the extent that

(i) it is proved that the person actually receiaedmproper benefit or profit in money, propertyservices or (ii) a judgment or other final
adjudication is entered in a proceeding basedfordang that the person's action, or failure to, as the result of active and deliberate
dishonesty and was material to the cause of aefifudicated in the proceeding. This charter provigioes not limit or eliminate the rights of
the Company or any stockholder to seek non-monegdisf such as an injunction or rescission ingkient of a breach of a director's duty of
care. Insofar as indemnification for liabilitiessing under the Securities Act may be permitteditectors, officers or persons controlling the
Company pursuant to the foregoing provisions, thenfany has been informed that in the opinion ofSbeurities and Exchange
Commission such indemnification is against pubbtiqy as expressed in the Securities Act and iszfloee unenforceable.

ANTI-TAKEOVER PROVISIONS. Except in limited circurtemces, the general partner of the Operating Rattipehas exclusive
management power over the business and affaiteedDperating Partnership. The general partner maperremoved by the limited partners
with or without cause. Under the Operating Partmerégreement the general partner may, in its d@eretion, prevent a limited partner
from transferring his interest or any rights asvated
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partner except in certain limited circumstances ganeral partner may exercise this right of apgirttvdeter, delay or hamper attempts by
persons to acquire an interest in the OperatinthBeship.

The Articles of Incorporation and bylaws of the Gmany and the Operating Partnership Agreement goataumber of provisions that may
have the effect of delaying or discouraging an licised proposal for the acquisition of the Compamythe removal of incumbent
management. See "Risk Factors -- Limited Abilitysdbckholders to Effect a Change in Control" an@s&viption of Capital Stock of the
Company -- Classification of Board of Directors;nReval of Directors; Other Provisions" and " -- @émtProvisions Affecting Change of
Control.”

VOTING RIGHTS. Under the Operating Partnership Aggnent, the limited partners generally do not haaténg rights relating to the
operation and management of the Operating Partipetsimited partners do have the right to vote entain amendments to the Operating
Partnership Agreement. The ownership of Commondioes not entitle the holder thereof to vote onraatter to be voted upon by the
stockholders of the Company.

Stockholders of the Company have the right to woteamong other things, a merger or sale of alutastantially all of the assets of the
Company, amendments to the Articles of Incorporaté@rtain amendments to the bylaws and dissolatidghe Company. The Company is
managed and controlled by a board of directorsisting of three classes having staggered terméfiaEoEach class is to be elected by the
stockholders at annual meetings of the Companysi#dres of Common Stock have one vote, and theléstof Incorporation permit the
board of directors to classify and issue Prefe8textk in one or more series having voting powercWimay differ from that of the Common
Stock.

AMENDMENT OF THE OPERATING PARTNERSHIP AGREEMENT ORHE ARTICLES OF INCORPORATION. Amendments to the
Operating Partnership Agreement may be proposdlléebgeneral partner or by any limited partnersingld0 percent or more of the
partnership interests. Approval of such an amendmeeuires the vote of the general partner andhthders of a majority of the Common
Units, including those Common Units held by theagrahpartner. Certain amendments may be approJelty $xy the general partner, such as,
among other things, amendments that would addetoltfigations of the general partner, reflect ttmiasion, substitution, termination or
withdrawal of partners, or satisfy any legal regmients. Certain amendments that affect the fundingghts of a limited partner must be
approved by each affected limited partner.

The Company's Articles of Incorporation may noabeended without the affirmative vote of at leastaority of the shares of capital stock
outstanding and entitled to vote thereon votingtbgr as a single class, provided that certainigiams of the Articles of Incorporation may
not be amended without the approval of the holdéta/o-thirds of the shares of capital stock of @@mpany outstanding and entitled to vote
thereon voting together as a single class, antidugirovided that any amendment of the Articlemobrporation adversely and materially
affecting the outstanding Series A Preferred StS8ekjes B Preferred Stock or Series D PreferredkStquires the approval of the holders of
two-thirds of the outstanding shares of such afféceries. The Company's bylaws may be amendduetlyoiard of directors or a majority of
the shares cast of capital stock entitled to Vieéegupon at a duly constituted meeting of stockérsid

VOTE REQUIRED TO DISSOLVE THE OPERATING PARTNERSHOGR THE COMPANY. Under North Carolina law, the Ogtémg
Partnership may be dissolved, other than in acomelavith the terms of the Operating Partnershipeagrent, only upon the unanimous vote
of the limited partners.

Under Maryland law, the Company may be dissolvei)he affirmative vote of a majority of the emgtiboard of directors declaring such
dissolution to be advisable and directing thatgreposed dissolution be submitted for consideradioan annual or special meeting of
stockholders, and (ii) upon proper notice, stockeohpproval by the affirmative vote of the holdefs majority of the total number of sha
outstanding and entitled to vote thereon voting amgle class.

VOTE REQUIRED TO SELL ASSETS OR MERGE. Under thee@ting Partnership Agreement, the sale, excharayesfer or other
disposition of all or substantially all of the Op#ing Partnership's assets or the merger or
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consolidation of the Operating Partnership requinesconsent of the general partner and holdeasnodjority of the outstanding Common
Units (including Common Units held by the generattper).

Under the MGCL, a corporation generally cannot selistantially all of its assets or merge withdwat approval of the holders of tvtbirds of
the shares entitled to vote on the matter unlédssser percentage is set forth in the corporatidraster. The Company's Articles of
Incorporation contain such a provision and provithes such actions may be taken if approved by janityof the shares outstanding and
entitled to vote thereon. The MGCL establishes ispeequirements with respect to "business comimnat between Maryland corporations
and "interested stockholders" unless exemptionsgpéicable. Among other things, the law prohilbiisa period of five years a merger and
other specified or similar transactions betweenrgaration and an interested stockholder and regursuper majority vote for such
transactions after the end of the five-year peridte Company's Articles of Incorporation contajpravision exempting the Company from
the requirements and provisions of the Marylandri®ss combination statute. There can be no assithatsuch charter provisions will not
be amended at any point in the future.

COMPENSATION, FEES AND DISTRIBUTIONS. The generalrmer does not receive any compensation for iiscas as general partner
of the Operating Partnership. As a partner in therating Partnership, however, the general pahasithe same right to allocations and
distributions as other partners of the Operatingri@éaship. In addition, the Operating Partnerskimburses the general partner for
substantially all expenses incurred relating todhgoing operation of the Company and any offedhgartnership interests in the Operating
Partnership or capital stock of the Company.

The directors and officers of the Company recetmpensation for their services.

LIABILITY OF INVESTORS. Under the Operating Partship Agreement and applicable North Carolina ldw, ltability of the limited
partners for the Operating Partnership's debtalfigations is generally limited to the amountledit investment in the Operating
Partnership.

Under Maryland law, stockholders are not person&llyle for the debts or obligations of the Company

NATURE OF INVESTMENT. The Common Units constitutguéy interests entitling each limited partner tpra rata share of ca:
distributions made to the limited partners of thge@ting Partnership. The Operating Partnershipmgédly intends to retain and reinvest
proceeds of the sale of property or excess refingrmroceeds in its business.

The shares of Common Stock constitute equity ister@ the Company. The Company is entitled toiveciés pro rata share of distributions
made by the Operating Partnership with respedted@ommon Units, and each stockholder will be kedtito his pro rata share of any
dividends or distributions paid with respect to @@mmon Stock. The dividends payable to the stdddns are not fixed in amount and are
only paid if, when and as declared by the BoarDioéctors. In order to qualify as a REIT, the Companust distribute 95% of its taxable
income (excluding capital gains), and any taxabt®me (including capital gains) not distributedl @ subject to corporate income tax.

POTENTIAL DILUTION OF RIGHTS. The general partndrtbe Operating Partnership is authorized, indlg sliscretion and without
limited partner approval, to cause the Operatingneeship to issue additional limited partnersimteiests and other equity securities for any
partnership purpose at any time to the limitedrmag or to other persons on terms establishedebgeheral partner.

The board of directors of the Company may issuésidiscretion, additional shares of Common Staa#t has the authority to issue from the
authorized capital stock a variety of other eqaggurities of the Company, with such powers, pesiees and rights as the board of directors
may designate at the time. The issuance of additistmares of either Common Stock or other simitpiity securities may result in the
dilution of the interests of the stockholders.
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LIQUIDITY. The limited partners generally may trdesall or a portion of their interests in the Ogiténg Partnership to a transferee, subject
to the one-year lock-up provisions and certaintttions imposed by Federal and state securities. |bw transferee, however, will be
admitted to the Operating Partnership as a substitnited partner having the rights of a limitearimer without the consent of the Company
as the general partner and satisfaction of cediier conditions, including an agreement to be ddmunthe terms and conditions of the
Operating Partnership Agreement.

Upon the effectiveness of the Registration Statémewhich this Prospectus is a part, the Issu&@itares, upon issuance (except when is
to an investor who is an affiliate of the Companyvbo otherwise may be deemed to be an underwréadg the Resale Shares, upon resa
the Selling Stockholders, will be freely transfdeafis registered securities under the SecuritiesThe Common Stock is listed on the NY.
The breadth and strength of this market will depamdong other things, upon the number of shareganding, the Company's financial
results and prospects, the general interest i€tdmpany's and other real estate investments anddhmpany's dividend yield compared to
that of other debt and equity securities.

FEDERAL INCOME TAX CONSIDERATIONS

The following summary of certain Federal income ¢arsiderations to the Company is based on culants for general purposes only, and
is not tax advice. The summary addresses the rabEertdleral income tax considerations relating éo@ompany's REIT status, as well as
material Federal income tax considerations relaintpe Operating Partnership and the Companytkistdders. The Federal income tax
treatment of any investor in shares of Common Stallkvary depending upon such investor's particgiguation.

EACH INVESTOR IS ADVISED TO CONSULT HIS OR HER OWRNAX ADVISOR REGARDING THE TAX CONSEQUENCES TO
HIM OR HER OF THE PURCHASE, OWNERSHIP AND SALE OHARES OF COMMON STOCK, INCLUDING THE FEDERAL,
STATE, LOCAL, FOREIGN AND OTHER TAX CONSEQUENCES (BUCH PURCHASE, OWNERSHIP AND SALE AND OF
POTENTIAL CHANGES IN APPLICABLE TAX LAWS.

TAXATION OF THE COMPANY ASA REIT

Commencing with its taxable year ended Decembel 394, the Company has elected to be taxed ad asteée investment trust under
Sections 856 through 860 of the Code. The Compaligues that, commencing with its taxable year dridecember 31, 1994, it has been
organized and has operated in such a manner amlilydor taxation as a REIT under the Code, drel@ompany intends to continue to
operate in such a manner, but no assurance camdretbat it has operated or will operate in a neargo as to qualify or remain qualified.

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



Alston & Bird LLP has acted as tax counsel to tleenpany in connection with the offering of the sisam& Common Stock and the Compa
election to be taxed as a REIT. Alston & Bird LLs$oif the opinion that the Company has been orgdrire has operated in conformity with
the requirements for qualification and taxatiorad®EIT under the Code for its taxable years endeteBber 31, 1994 through 1997, and that
the Company will be in a position to continue italification and taxation as a REIT within the défon of Section 856(a) of the Code for
the taxable year that will end December 31, 1998uming completion of certain restructuring evends were necessary as a result of its
acquisition of J.C. Nichols Company and that werbdé completed by September 30, 1998. This opiisibased on factual representations of
the Company concerning its business operationstsuptioperties and Alston & Bird LLP has not indegently verified these facts. In
addition, the Company's status as a REIT at ang taring 1998 is dependent, among other things; tipe Company meeting the
requirements of Section 856 through 860 of the Gbhdsughout the year and for the year as a whateoAdingly, because the Company's
satisfaction of such requirements will depend upbare events, including the restructuring evettits,precise terms and conditions of
proposed transactions, the final determinationpafrational results and the effect of certain priovis contained in the
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President's Budget Proposal for the Fiscal Yea®18Bthe Company's REIT status, no assurance cgivée that the Company will satisfy
the requirements to be a REIT during the taxabée tleat will end December 31, 1998.

FEDERAL INCOME TAXATION OF THE COMPANY

If the Company qualifies for taxation as a REITgeénerally will not be subject to Federal corpoiat®me tax on that portion of its ordinary
income or capital gain that is currently distritiite stockholders. The REIT provisions of the Cgdaerally allow a REIT to deduct
distributions paid to its stockholders, substahtialiminating the Federal "double taxation" onréags (once at the corporate level when
earned and once again at the stockholder level whstributed) that usually results from investmenta corporation. Nevertheless, the
Company will be subject to Federal income tax #lsvis. First, the Company will be taxed at regudarporate rates on its undistributed R
taxable income, including undistributed net capisihs. Second, under certain circumstances, thep@oy may be subject to the "alternative
minimum tax" as a consequence of its items of t@tgpence. Third, if the Company has net incommftbe sale or other disposition of
"foreclosure property” that is held primarily fale to customers in the ordinary course of businesgher non-qualifying income from
foreclosure property, it will be subject to taxla highest corporate rate on such income. Foiiitthe Company has net income from
prohibited transactions (which are, in generaltaiersales or other dispositions of property othan foreclosure property held primarily for
sale to customers in the ordinary course of busj)nesich income will be subject to a 100% tax.hEiftthe Company should fail to satisfy
either of the 75% or 95% gross income tests (dsedibelow) but has nonetheless maintained itsfopadion as a REIT because certain other
requirements have been met, it will be subject 10@% tax on the net income attributable to thaigmeof the amount by which the Company
fails either the 75% or 95% test, multiplied byraction intended to reflect the Company's profitghiSixth, if the Company fails to

distribute during each year at least the sum @85 of its ordinary income for such year, (ii) 9%%its capital gain net income for such ys
and (iii) any undistributed taxable income fromopnperiods, the Company will be subject to a 4% sxtax on the excess of such required
distribution over the amounts actually distribut8dventh, if the Company should acquire any asset & C corporation (i.e., a corporation
generally subject to full corporate-level tax) inaryover-basis transaction and the Company sulestly recognizes gain on the disposition
of such asset during the 10-year period (the "Reitiog Period") beginning on the date on which élsset was acquired by the Company,
then, to the extent of the excess of (a) the fairket value of the asset as of the beginning o&fiicable Recognition Period over (b) the
Company's adjusted basis in such asset as of thertreg of such Recognition Period (the "Built-l@i@"), such gain will be subject to tax at
the highest regular corporate rate, pursuant tdginies issued by the Internal Revenue ServiceS"Jighe "Built-In Gain Rules").

REQUIREMENTSFOR QUALIFICATION

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

ORGANIZATIONAL REQUIREMENTS. The Code defines a REAs a corporation, trust or association: (i) teahanaged by one or more
trustees or directors,

(i) the beneficial ownership of which is evidendedtransferable shares or by transferable ceatéig of beneficial interest, (iii) that would
taxable as a domestic corporation but for the REefuirements, (iv) that is neither a financial ington nor an insurance company subject to
certain provisions of the Code, (v) the benefioihership of which is held by 100 or more persons,

(vi) during the last half of each taxable year, matre than 50% in value of the outstanding stockiuth is owned, directly or indirectly,
through the application of certain attribution gylby five or fewer individuals (as defined in fBede to include certain entities), (vii) files an
election to be taxed as a REIT on its return fahgaxable year, and (viii) satisfies the 95% aB&hincome tests and the 75%, 25%, 10%,
and 5% asset tests, as described below. The Couies that conditions (i) through (iv), inclusivaust be met during the entire taxable year
and that condition (v) must be met during at 183& days of a taxable year of 12 months or duripgpaortionate part of a taxable year of
less than 12 months. For purposes of conditionc@ftain pension funds and other tax-exempt estitie treated as persons. For purposes of
condition (vi), the beneficiaries of a pension orfjt-sharing trust under section 401(a) of the €ade treated as REIT stockholders. In
addition, the Articles of Incorporation currenttyclude certain restrictions regarding transfet®fdommon Stock, which restrictions are
intended (among other things) to assist the Compangntinuing to satisfy conditions (v) and (vhave.
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In the case of a REIT that is a partner in a pastrip, Treasury Regulations provide that the REIT lve deemed to own its proportionate
share of the assets of the partnership and willdened to be entitled to the income of the partigittributable to such share. In addition,
the character of the assets and gross income giattieership retain the same character in the hafidfee REIT for purposes of Section 85¢
the Code, including satisfying the gross incomistasd asset tests. Thus, the Company's propatishare of the assets, liabilities, and
items of income of the Operating Partnership (idtig the Operating Partnership's share of the sidgatilities, and items of income with
respect to any partnership in which it holds aariest) will be treated as assets, liabilities @aaohs of income of the Company for purposes of
applying the requirements described herein.

INCOME TESTS. In order to maintain qualification@a&EIT, the Company annually must satisfy two giasome requirements. First, at
least 75% of the Company's gross income (exclugigs income from prohibited transactions) for eaglable year must be derived directly
or indirectly from investments relating to real pesty, including investments in other REITs or ngages on real property (including "rents
from real property" and, in certain circumstangetgrest). Second, at least 95% of the Compangssgncome (excluding gross income from
prohibited transactions) for each taxable year rhaslerived from such real property investmentsddinds, interest, and gain from the sale
or disposition of stock or securities (or from ammbination of the foregoing). In addition, for &dote years ended on or before December 31,
1997, short-term gain from the sale or other digjposof stock or securities, gain from prohibitednsactions and gain on the sale or other
disposition of real property held for less thanrfgears (apart from involuntary conversions anésalf foreclosure property) must represent
less than 30% of the Company's gross income (iimadugiross income from prohibited transactions). Thepayer Relief Act of 1997, enac
August 5, 1997 ("Taxpayer Relief Act"), repeals 286 gross income test for taxable years beginafteg August 5, 1997. Accordingly, the
30% gross income test will not apply to the Compleginning with its taxable year that will end Dexteer 31, 1998.

Rents received by the Company will qualify as "seindbm real property" in satisfying the gross in@raquirements for a REIT described
above only if several conditions are met. First, @imount of rent must not be based in whole oai gn the income or profits of any person
but can be based on a fixed percentage of grosfpte®r gross sales. Second, "rents from realgrtgpexcludes any amount received
directly or indirectly from any tenant if the Comma or an owner of 10% of more of the Company,dliyeor constructively, owns 10% or
more of such tenant taking into consideration {hliaable attribution rules (a "Related Party Tdharf hird, rent attributable to personal
property is excluded from "rents from real prop&eycept where such personal property is leasedmmection with a lease of real property
and the rent attributable to such personal propetigss than or equal to 15% of the total renéinexd under the lease. Finally, amounts that
are attributable to services furnished or rend@rennection with the rental of real property, Wier or not separately stated, will not
constitute "rents from real property" unless sugtvises are customarily provided in the geographé@. Customary services that are not
provided to a particular tenant (e.g., furnishimgthand light, the cleaning of public entrances, the collection of trash) can be provided
directly by the Company. Where, on the other handh services are provided primarily for the coneece of the tenants and are provide
such tenants, such services must be provided Iyd@pendent contractor. In the event that an indeéget contractor provides such services,
the Company must adequately compensate the indepeoontractor, the Company must not derive angrirefrom the independent
contractor, and neither the independent contrawiocertain of its shareholders may, directly aliriactly, own more than 35% of the
Company, taking into consideration the applicabl@ership rules. Pursuant to the Taxpayer Reliefakhat beginning with the Company's
taxable year that will end December 31, 1998, tbm@any's rental income will not cease to qualifyrasts from real property” merely
because the Company performs a de minimis amountgeErmissible services to the tenants. For purposéhe preceding sentence, (i) the
amount of income received from such impermissibl@ises cannot exceed one percent of all amoun&ved or accrued during such tax:
year, directly or indirectly, by the Company wi#hspect to such property and (ii) the amount treasegceived by the Company for si
impermissible services cannot be less than 15Gpenf the direct cost of the Company in furnishimgendering such services.

The Company does not currently charge and doeantmipate charging rent that is based in wholm grart on the income or profits of any
person. The Company also does not anticipate adifiéving rent attributable to personal properysied in connection with real property that
exceeds 15% of the total rents or receiving remhfRelated Party Tenants.
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The Operating Partnership does provide certaincEswith respect to the Properties. The Compaligyes that the services with respect to
the Properties that are and will be provided diyeste usually or customarily rendered in connettigth the rental of space for occupancy
only and are not otherwise rendered to particélaants and, therefore, that the provision of sechiges will not cause rents received with
respect to the Properties to fail to qualify agsdrom real property. Services with respect toRheperties that the Company believes may
be provided by the Company or the Operating Pastgdirectly without jeopardizing the qualificatief rent as "rents from real property"
are and will be performed by independent contractor

The Operating Partnership and the Company recee®ih consideration of the performance of propadpagement and brokerage and
leasing services with respect to certain Propenti@owned entirely by the Operating PartnershiymhSees will not qualify under the 75% or
the 95% gross income test. The Operating Partneedbd may receive certain other types of inconth veispect to the properties it owns that
will not qualify for either of these tests. In atioin, dividends on the Operating Partnership'skstoddighwoods Services will not qualify
under the 75% gross income test. The Company lealjdowever, that the aggregate amount of suchafeesther non-qualifying income in
any taxable year will not cause the Company to ed¢ke limits on non-qualifying income under eittier 75% or the 95% gross income test.

If the Company fails to satisfy one or both of #%6 or 95% gross income tests for any taxable yearay nevertheless qualify as a REIT
that year if it is eligible for relief under a cairi provision of the Code. This relief provisiomgeally will be available if (i) the Company's
failure to meet these tests was due to reasonabkeand not due to willful neglect, (i) the Compattaches a schedule of the nature and
amount of each item of income to its Federal inctaxereturn and (iii) the inclusion of any incorré@formation on such schedule is not due
to fraud with intent to evade tax. It is not possilhowever, to state whether in all circumstaribesCompany would be entitled to the benefit
of this relief provision. For example, if the Comgéfails to satisfy the gross income tests becaosequalifying income that the Company
intentionally incurs exceeds the limits on suclome, the IRS could conclude that the Company'ariailo satisfy the tests was not due to
reasonable cause. As discussed above in " -- Hddetsne Taxation of the Company," even if thisekprovision applies, a 100% tax would
be imposed with respect to the portion of the Camfsataxable income that fails the 75% or 95% giossme test.

ASSET TESTS. At the close of each quarter of itsltée year, the Company also must satisfy fous tedating to the nature and
diversification of its assets. First, at least 76Pthe value of the Company's total assets mustfpesented by real estate assets, cash an
items (including receivables), and government séear Second, no more than 25% of the value ofXbmpany's total assets may be
represented by securities other than those in3b& &set class. Third, not more than 5% of theevafithe Company's assets may consist of
securities of any one issuer (other than thosergiesuincludible in the 75% asset test). Fourtht, more than 10% of the outstanding voting
securities of any one issuer may be held by the gamy (other than those securities includible int6& asset test).

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

The Operating Partnership owns 100% of the nongattock and 1% of the voting stock of Highwoodsviders, and by virtue of its
ownership of Common Units, the Company will be ¢desed to own its pro rata share of such stock."$ke Company." Neither the
Company nor the Operating Partnership, howevel,omih more than 1% of the voting securities of Higlnds Services. In addition, the
Company and its senior management do not beliestglle Company's pro rata share of the value ofélearities of Highwoods Services
exceeds 5% of the total value of the Company'ssstke Company's belief is based in part upoaritdysis of the estimated value of the
securities of Highwoods Services owned by the GpeydPartnership relative to the estimated valuthefother assets owned by the
Operating Partnership. No independent appraisdld®&bbtained to support this conclusion, and éds& Bird LLP, in rendering its opinion
as to the qualification and taxation of the Compasy REIT, is relying on the
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conclusions of the Company and its senior manageaseto the value of the securities of Highwoodw/iBes. There can be no assurance,
however, that the IRS might not contend that tHaevaf such securities held by the Company (thrahghOperating Partnership) exceeds the
5% value limitation.

After initially meeting the asset tests at the elo any quarter, the Company will not lose itsustaas a REIT for failure to satisfy the asset
tests at the end of a later quarter solely by rea$@hanges in asset values. If the failure tsBathe asset tests results from an acquisition of
securities or other property during a quarter fdilere can be cured by disposition of sufficieohragualifying assets within 30 days after the
close of that quarter. The Company intends to raairadequate records of the value of its assetagare compliance with the asset tests and
to take such other actions within 30 days afterctbee of any quarter as may be required to cuysmancompliance.

ANNUAL DISTRIBUTION REQUIREMENTS

In order to be taxed as a REIT, the Company isiredio make distributions (other than capital gdistributions) to its stockholders in an
amount at least equal to (a) the sum of (i) 95%efCompany's "REIT taxable income" (computed witlregard to the dividends-paid
deduction and the Company's capital gain) an®@%i%o of the net income, if any, from foreclosuregany in excess of the special tax on
income from foreclosure property, minus

(b) the sum of certain items of non-cash incomehSlistributions must be paid in the taxable yeawhich they relate. Dividends paid in the
subsequent year, however, will be treated as d jpaihe prior year for purposes of such prior }&85% distribution requirement if one of
following two sets of criteria are satisfied: (ietdividends were declared in October, NovembeDemember, the dividends were payable to
stockholders of record on a specified date in sugfonth, and the dividends were actually paid dudimnuary of the subsequent year; or (ii)
the dividends were declared before the Companyyifiles its Federal income tax return for suchrydhe dividends were distributed in the
twelve month period following the close of the pry@ar and not later than the first regular dividg@ayment after such declaration, and the
Company elected on its Federal income tax returthi® prior year to have a specified amount ofshlesequent dividend treated as if paid in
the prior year. Even if the Company satisfies thredoing distribution requirements, the Company el subject to tax thereon at regular
capital gains or ordinary corporate tax rates #oektent that it does not distribute all of its oapital gain or "REIT taxable income" as
adjusted. Furthermore, if the Company should adistribute during each calendar year at leasstine of (a) 85% of its ordinary income for
that year, (b) 95% of its capital gain net incomethat year, and (c) any undistributed taxableiine from prior periods, the Company would
be subject to a 4% excise tax on the excess ofraaghred distribution over the amounts actualbtributed. In addition, during its
Recognition Period, if the Company disposes of @sset subject to the Built-In Gain Rules, the Camgpaill be required, pursuant to
guidance issued by the IRS, to distribute at 188%t of the Built-In Gain (after tax), if any, regoged on the disposition of the asset.

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

It is expected that the Company's REIT taxablenmeavill be less than its cash flow due to the allose of depreciation and other non-cash
charges in computing REIT taxable income. Accorljinthe Company anticipates that it generally Walve sufficient cash or liquid assets to
enable it to satisfy the 95% distribution requireindt is possible, however, that the Company, ftone to time, may not have sufficient c:
or other liquid assets to meet the 95% distribut@guirement or to distribute such greater amoamhay be necessary to avoid income and
excise taxation. In such event, the Company mayifinecessary to arrange for borrowings or, ifgilge, pay taxable stock dividends in
order to meet the distribution requirement.

In the event that the Company is subject to ansaaijant to its REIT taxable income (as defined iati®a 860(d)(2) of the Code) resulting
from an adverse determination by either a finalrtdacision, a closing agreement between the Coyngad the IRS under Section 7121 of
the Code, or an agreement as to tax liability betwide Company and an IRS district director, then@any may be able to rectify any
resulting failure to meet the 95% annual distribatiequirement by paying "deficiency dividends'stockholders that relate to the adjusted
year but that are paid in a subsequent year. Tlifgjaa a deficiency dividend, the distribution mibe made within 90 days of |

25



adverse determination and the Company also musfyseértain other procedural requirements. If skeutory requirements of Section 86(
the Code are satisfied, a deduction is allowedifyr deficiency dividend subsequently paid by thenany to offset an increase in the
Company's REIT taxable income resulting from theeaske determination. The Company, however, wiltdgguired to pay statutory interest
on the amount of any deduction taken for deficiedi®ydends to compensate for the deferral of thxditebility.

FAILURE TO QUALIFY

If the Company fails to qualify for taxation as &IR in any taxable year and the relief provisionsndt apply, the Company will be subjec
tax (including any applicable alternative minimua)ton its taxable income at regular corporatestddéstributions to stockholders in any
year in which the Company fails to qualify will no¢ deductible by the Company nor will they be regfito be made. In such event, to
extent of positive current and accumulated earnamgkprofits, all distributions to stockholdersvaié dividends, taxable as ordinary income,
except that, subject to certain limitations of @®de, corporate distributees may be eligible ferdividends-received deduction. Unless the
Company is entitled to relief under specific statutprovisions, the Company also will be disquetififrom taxation as a REIT for the four
taxable years following the year during which dfigdition was lost. It is not possible to state wieetin all circumstances the Company wc
be entitled to such statutory relief. For examjlhe Company fails to satisfy the gross inconstgdecause non-qualifying income that the
Company intentionally incurs exceeds the limit antsincome, the IRS could conclude that the Comigdailure to satisfy the tests was not
due to reasonable cause.

TAXATION OF U.S. STOCKHOLDERS

As used herein, the term "U.S. Stockholder" meamsl@er of Common Stock that (for Federal incomeparposes) (a) is a citizen or resic
of the United States, (b) is a corporation or panthip (including an entity treated as a corporatippartnership for United States Federal
income tax purposes) created or organized in oewutie laws of the United States or of any politezdbdivision thereof, (c) is an estate, the
income of which is subject to Federal income tatategardless of its source or (d) is any truatéburt within the United States is able to
exercise primary supervision over the administratibthe trust, and one or more United States psreave the authority to control all
substantial decisions of the trust. For any taxgbke for which the Company qualifies for taxatama REIT, amounts distributed to taxable
U.S. Stockholders will be taxed as discussed below.

DISTRIBUTIONS GENERALLY. Distributions to U.S. Stkholders, other than capital gain dividends diseddselow, will constitute
dividends up to the amount of the Company's pasitiwrent and accumulated earnings and profitstarttiat extent, will be taxable to the
U.S. Stockholders as ordinary income. These digiohs are not eligible for the dividends-receidgdiuction for corporations. To the extent
that the Company makes a distribution in excests gfositive current and accumulated earnings aafitg, the distribution will be treated
first as a tax-free return of capital, reducing tdwe basis in the U.S. Stockholder's Common StanH,then the distribution in excess of such
basis will be taxable as gain realized from the sélits Common Stock. Dividends declared by thenGany in October, November, or
December of any year payable to a U.S. Stockhaflexcord on a specified date in any such month bkareated as both paid by the
Company and received by the stockholders on Dece8ibef the year, provided that the dividends ateally paid by the Company during
January of the following calendar year. U.S. Staddters are not allowed to include on their own Fabimcome tax returns any tax losses of
the Company.

The Company will be treated as having sufficiemhesys and profits to treat as a dividend any itigtion by the Company up to the amount
required to be distributed in order to avoid impiosi of the 4% excise tax discussed in "-- Federedme Taxation of the Company" above.

CAPITAL GAIN DISTRIBUTIONS. Distributions to U.S.t8ckholders that are properly designated by the @y as capital gain
distributions will be treated as long-term capgains (to the extent they do not exceed the Compaayual net capital gain) for the taxable
year without regard to the period for which the Us®ckholder has held his or her stock. Howeverparate stockholders may be require:
treat up to 20% of certain capital gain dividend®adinary income. Capital gain dividends are tligilde for the dividends-received
deduction for corporations.
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Pursuant to the Taxpayer Relief Act and beginniith the Company's taxable year that will end Decein8d, 1998, the Company may elect
to retain and pay income tax on net Idegm capital gain that it received during the taal If such election is made, (i) the U.S. Stodttas
will include in their income their proportionatessk of the undistributed long-term capital gainsl@esignated by the Company; (ii) the U.S.
Stockholders will be deemed to have paid their prigpnate share of the tax, which would be creditedefunded to such stockholders, and
(iii) the basis of the U.S. Stockholders' shardslve increased by the amount of the undistriblbeg-term capital gains (less the amount of
capital gains tax paid by the Company) includeduoh stockholders' long-term capital gains.

As a result of the changes made to the capital ga@s by the Taxpayer Relief Act (See "-- Cerfaispositions of Shares"), the IRS issued
Notice 97-64 outlining (i) when a REIT may designate itsidends as either a 20% rate gain distribution, raecaptured section 1250 gain
distribution (taxed at 25% as noted in "Certainddstion of Shares"), or a 28% rate gain distrilmutand (ii) how to calculate the amount of
such distributions, which may be subject to certiferral or bifurcation adjustments. When a RE¢Fignates a distribution as a capital gain
dividend, which is attributable to a taxable yeadiag after May 7, 1997, for purposes of the anwisttibution requirement, the REIT also
may designate such dividend as a 20% rate gairldisbon, as unrecaptured section 1250 gain distidin, or a 28% rate gain distribution.
Where no such designation is provided, the divideitidbe treated as a 28% rate gain distributione3e additional designations by the REIT
are effective only to the extent that they do nateed certain limitations. For example, the maxinamount of each distribution that can be
classified as either a 20% rate gain distributeanunrecaptured section 1250 gain distributiora 28% rate gain distribution must be
calculated in accordance with the Code and theNBtge.

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

CERTAIN DISPOSITIONS OF SHARES. In general, U.Scholders will realize capital gain or loss on tligposition of Common Stock
equal to the difference between (i) the amountashcand the fair market value of any property rembon such disposition, and (ii) such
stockholders' adjusted basis in such Common Stardses incurred on the sale or exchange of Comntaok $eld for less than six months
(after applying certain holding period rules) vii# deemed long-term capital loss to the extenhgfcapital gain dividends received by the
selling U.S. Stockholder from those shares. Assalt®f the Taxpayer Relief Act and the Internal&=ue Service Restructuring and Reform
Act of 1998 ("IRS Restructuring Act"), the maximuate of tax on net capital gains on individualasts, and estates from the sale or
exchange of assets held for more than one yedrdesreduced to 20%, and such maximum rate isdiurdduced to 18% for assets acquired
after December 31, 2000, and held for more thamyizars. For 15% percent bracket taxpayers, thénmuax rate on net capital gains is
reduced to 10%, and such maximum rate is furthdiraed to 8% for assets sold after December 31,,20@Dheld for more than five years.
The maximum rate for net capital gains attributdbléhe sale of depreciable real property helchiore than one year is 25% to the extent of
the deductions for depreciation with respect thquoperty. Long-term capital gain allocated to \S8ckholders by the Company will be
subject to the 25% rate to the extent that the daés not exceed depreciation on real propertylspltie Company. The taxation of capital
gains of corporations was not changed by the TapRglief Act or the IRS Restructuring Act or tiRS Restructuring Act.

TREATMENT OF TAX-EXEMPT STOCKHOLDERS. Distributiorfsom the Company to a tax-exempt employee pertsicat or other
domestic tax-exempt stockholder generally will comstitute "unrelated business taxable income" TUBunless the stockholder has
borrowed to acquire or carry its Common Stock. @iedl trusts that hold more than 10% (by valuejhaf shares of pension-held REITs may
be required to treat a certain percentage of stREI&'s distributions as UBTI. This requirementhaipply only if (i) the REIT would not
qualify as such for Federal income tax purposedduthe application of a "look-through" exceptitmthe five or fewer requirement
applicable to shares held by qualified trusts difdhe REIT is "predominantly held" by qualifiedusts. A REIT is predominantly held if
either

(i) at least one qualified trust holds more thabo2®y value of the REIT interests or (ii) one or mgualified trusts, each owning more than
10% by value of the REIT interests, hold in theraggte more than 50% of the REIT
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interests. The percentage of any REIT dividendéctas UBTI is equal to the ratio of (a) the UB@treed by the REIT (treating the REIT as
if it were a qualified trust and therefore subjectax on UBTI) to (b) the total gross income (lesstain associated expenses) of the REIT. In
the event that this ratio is less than 5% for aggrythen the qualified trust will not be treatschaving received UBTI as a result of the REIT
dividend. For these purposes, a qualified truahistrust described in Section 401(a) of the Cadkexempt from tax under Section 501(a) of
the Code. The restrictions on ownership of CommioielSin the Articles of Incorporation generally xprevent application of the provisions
treating a portion of REIT distributions as UBTItax-exempt entities purchasing Common Stock, ateseraiver of the restrictions by the
board of directors.

SPECIAL TAX CONSIDERATIONS FOR NON-U.S. STOCKHOLDERS

The rules governing United States income taxatfamoo-resident alien individuals, foreign corpooats, foreign partnerships, and foreign
trusts and estates (collectively, "Non-U.S. Stodt#trs") are complex, and the following discussi®imiended only as a summary of these
rules. This discussion is based on current lawckvig subject to change, and assumes that the Ggnopelifies for taxation as a REIT.
Prospective Non-U.S. Stockholders should constuh thieir own tax advisors to determine the impddtederal, state, local, and foreign
income tax laws on an investment in the Compargfyding any reporting requirements.

In general, Non-U.S. Stockholders will be subjectdgular United States federal income tax witlpeesto their investment in the Company,
if the income from such investment is "effectivegnnected" with the Non-U.S. Stockholder's conadi@ trade or business in the United
States. A corporate Non-U.S. Stockholder that k@seincome that is (or is treated as) effectivelyreected with a U.S. trade or business also
may be subject to the branch profits tax underi®@e@84 of the Code, which is imposed in additiomegular United States federal income
tax generally at the rate of 30%, subject to rednainder a tax treaty, if applicable. Certain ifiegtion requirements must be met in ordel
effectively connected income to be exempt from hatding. The following discussion will apply to N@hS. Stockholders whose income
from their investments in the Company is not se@ffely connected (except to the extent that tiRPFA rules discussed below treat such
income as effectively connected income).

A distribution by the Company that is not attrithleato gain from the sale or exchange by the Compé@a United States real property
interest and that is not designated by the Compargy capital gain distribution will be treated a®edinary income dividend to the extent 1

it is made out of current or accumulated earnimgs@ofits of the Company. Generally, any ordinagome dividend will be subject to a
Federal income tax equal to 30% of the gross amaiutiite dividend, withheld by the Company, unldss tax is reduced by an applicable tax
treaty. Such a distribution in excess of the Comisamarnings and profits will be treated first astairn of capital that will reduce a Non-U.S.
Stockholder's basis in its Common Stock (but ntdeero) and then as gain from the dispositioswath shares, the tax treatment of which
is described under the rules discussed below wipect to dispositions of Common Stock.

Distributions by the Company that are attributablgain from the sale or exchange of a United Stedal property interest will be taxed to a
Non-U.S. Stockholder under the Foreign InvestmentaalfProperty Tax Act of 1980 ("FIRPTA"). Under FIR®, such distributions are
taxed to a Non-U.S. Stockholder as if the distiimg were gains "effectively connected” with a @diStates trade or business. Accordingly,
a Non-U.S. Stockholder will be taxed at the noroadital gain rates applicable to a U.S. Stockholgebject to any applicable alternative
minimum tax and a special alternative minimum tathie case of nonresident alien individuals). Sdistributions also may be subject to a
30% branch profits tax when made to a foreign cafian that is not entitled to an exemption or @tibranch profits tax rate under an
income tax treaty.

Although tax treaties may reduce the Company'shwittfing obligations, the Company generally willfreguired to withhold from
distributions to Non-U.S. Stockholders, and remitite IRS, (i) 35% of designated capital gain divids (or, if greater, 35% of the amount of
any distributions that could be designated as abgéin dividends) and (ii) 30% of ordinary dividenpaid out of earnings and profits, unless
reduced by an applicable tax treaty. In additibthé Company designates prior distributions astabgain dividends, subsequent
distributions, up to the amount of such prior dlsitions that were designated as capital gaingldiwis, will be treated as capital gain
dividends for purposes of withholding. In addititiie Company may be required to withhold 10% offifigtions in

28



excess of the Company's current and accumulatethgarand profits. If the amount of tax withheldthg Company with respect to a
distribution to a Non-U.S. Stockholder exceedsstioekholder's United States tax liability with respto such distribution, the Non-U.S.
Stockholder may file for a refund of such excessnfthe IRS.

Unless the Common Stock constitutes a "United Stegal property interest" within the meaning of PIR\, a sale of Common Stock by a
Non-U.S. Stockholder generally will not be subjecFderal income taxation. The Common Stock will cmitstitute a United States real
property interest if the Company is a "domesticatiytrolled REIT." A domestically-controlled REI$ & REIT in which at all times during a
specified testing period less than 50% in valuiso$hares is held directly or indirectly by NonSUStockholders. It currently is anticipated
that the Company will be a domestically-controlREIT and, therefore, that the sale of Common Staitlknot be subject to taxation under
FIRPTA. However, because the Common Stock will bieliply traded, no assurance can be given thaCtirapany will be a domestically-
controlled REIT. If the Company were not a domedlyccontrolled REIT, a Non-U.S. Stockholder's safl€€ommon Stock would be subject
to tax under FIRPTA as a sale of a United Statalspperty interest unless the Common Stock wezgularly traded" on an established
securities market (such as the NYSE) on which then@on Stock will be listed and the selling stocklemlowned no more than 5% of the
Common Stock throughout the applicable testingggkerif the gain on the sale of Common Stock welgesi to taxation under FIRPTA, the
Non-U.S. Stockholder would be subject to the samdrnreat as a U.S. Stockholder with respect to the (mibject to applicable alternative
minimum tax and a special alternative minimum takhie case of nonresident alien individuals). Nttatanding the foregoing, capital gains
not subject to FIRPTA will be taxable to a Non-USockholder if the Non-U.S. Stockholder is a neident alien individual who is present
in the United States for 183 days or more durirggtétxable year and certain other conditions applwhich case the nonresident alien
individual will be subject to a 30% tax on his @riJ.S. source capital gains.

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

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

INFORMATION REPORTING REQUIREMENTSAND BACKUP WITHHOLDING TAX

Under certain circumstances, U.S. Stockholders lmeagubject to backup withholding at a rate of 31%payments made with respect to, or
cash proceeds of a sale or exchange of, Commok.RBackup withholding will apply only if

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

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

U.S. Stockholders should consult their own tax said regarding their qualifications for exemptioonfi backup withholding and the
procedure for obtaining such an exemption. Backitphelding is not an additional tax. Rather, theoaimt of any backup withholding with
respect to a payment to a U.S. Stockholder withllved as a credit against the U.S. Stockholdémised States Federal income tax liability
and may entitle the U.S. Stockholder to a refumdyiped that the required information is furnishedhe IRS.
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Additional issues may arise pertaining to inforratreporting and backup withholding for Non-U.Soc&holders. For example, on October
7, 1997, the Treasury Department issued new régofafthe "New Regulations") that make certain rficdiions to the withholding, backup
withholding, and information reporting rules. Onda 27, 1998, the Treasury Department and the &R&sed notice 98-16, which
announced that the effective date of the New Réiguisiwill be extended to apply generally to paytsenade to foreign persons after
December 31, 1999. Non-U.S. Stockholders shouldwbtheir tax advisors with regard to U.S. infotioa reporting and backup
withholding.

TAX ASPECTS OF THE OPERATING PARTNERSHIP

GENERAL. Substantially all of the Company's investits are held through the Operating Partnershigeireral, partnerships are "pass-
through” entities which are not subject to Federedme tax. Rather, partners are allocated thepgntionate shares of the items of income,
gain, loss, deduction, and credit of a partnersdnil, are potentially subject to tax thereon, withregard to whether the partners receive a
distribution from the partnership. The Company s in its income its proportionate share of tregoing Operating Partnership items for
purposes of the various REIT income tests anderctmputation of its REIT taxable income. Moreover purposes of the REIT asset tests,
the Company includes its proportionate share aftagseld by the Operating Partnership.

TAX ALLOCATIONS WITH RESPECT TO THE PROPERTIES. Buant to Section 704(c) of the Code, income, dags, and deduction
attributable to appreciated or depreciated prop@ugh as the Properties) that is contributedgartnership in exchange for an interest in the
partnership, must be allocated in a manner sudhthbacontributing partner is charged with, or dasdrom the unrealized gain or unrealized
loss, respectively, associated with the properthatime of the contribution. The amount of suanealized gain or unrealized loss is
generally equal to the difference between therfairket value of contributed property at the timeaftribution and the adjusted tax basis of
such property at the time of contribution (a "Bobdkx Difference™). Such allocations are solely fedEral income tax purposes and do not
affect the book capital accounts or other econamiegal arrangements among the partners. The GpgiRartnership was formed by way of
contributions of appreciated property (including #roperties). Consequently, the Operating Patiipesggreement requires such allocations
to be made in a manner consistent with Sectioncj@f(the Code.

In general, the partners who have contributed peship interests in the Properties to the Operdiagnership (the "Contributing Partners™)
will be allocated lower amounts of depreciation ulgbns for tax purposes than such deductions whelfl determined on a pro rata basis
addition, in the event of the disposition of anytlté contributed assets (including the Propertiesl) have a Book-Tax Difference, all taxable
income attributable to such Book-Tax Differenceeyaily will be allocated to the Contributing Parsieand the Company generally will be
allocated only its share of capital gains attriblgao appreciation, if any, occurring after thesthg of the acquisition of such properties. This
will tend to eliminate the Book-Tax Difference ouhe life of the Operating Partnership. Howevee, special allocation rules of Section 704
(c) of the Code do not always entirely eliminate Book-Tax Difference on an annual basis or wipeet to a specific taxable transaction
such as a sale. Thus, the carryover basis of thigilosoted assets in the hands of the OperatingnBastip will cause the Company to be
allocated lower depreciation and other deductiospossibly amounts of taxable income in the ewéatsale of such contributed assets in
excess of the economic or book income allocatéta® a result of such sale. This may cause thepaognto recognize taxable income in
excess of cash proceeds, which might adverselgtafie Company's ability to comply with the REIBiibution requirements. See "--
Annual Distribution Requirements."

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

With respect to any property purchased by the Qipgr&@artnership, such property initially will hasgiax basis equal to its fair market value
and
Section 704(c) of the Code will not apply.

BASIS IN OPERATING PARTNERSHIP INTEREST. The Companadjusted tax basis in its interest in the OjrggePartnership generally
() will be equal to the amount of cash and thasabany other property contributed to the OpagfPartnership by the Company, (ii) will be
increased by (a) its allocable share of the Opmgd®iartnership's income and (b) its allocable sbhiedebtedness of the Operating
Partnership and (iii) will be reduced, but not relrero, by the Company's allocable share of (adesuffered by the Operating Partnership,
(b) the amount of cash distributed to the Company, (c) constructive distributions resulting fromeduction in the Company's share of
indebtedness of the Operating Partnership.

If the allocation of the Company's distributive shaf the Operating Partnership's loss exceedadhested tax basis of the Company's
partnership interest in the Operating Partnerghiprecognition of such excess loss will be detetnatil such time and to the extent that the
Company has an adjusted tax basis in its partreistarest. To the extent that the Operating Peshig's distributions, or any decrease in the
Company's share of the indebtedness of the Opgrtrnnership (such decreases being considereshaltsiribution to the partners) exceed
the Company's adjusted tax basis, such exces#difins (including such constructive distributipesnstitute taxable income to the
Company. Such taxable income normally will be chmazed as a capital gain if the Company's intarethe Operating Partnership has been
held for longer than one year, subject to reduagdates described above (See "-- Taxation of Bt&kholders -- Capital Gain
Distributions"). Under current law, capital gaimsdaordinary income of corporations generally axethat the same marginal rates.

SALE OF THE PROPERTIES. The Company's share of gahzed by the Operating Partnership on the cladey property held by the
Operating Partnership as inventory or other propeetd primarily for sale to customers in the oadincourse of the Operating Partnership's
trade or business will be treated as income frqoroaibited transaction that is subject to a 100¥aftg tax. See "-- Requirements for
Qualification -- Income Tests." Such prohibitedhsaction income also may have an adverse effect tiigoCompany's ability to satisfy the
income tests for qualification as a REIT. Undeisérg law, whether property is held as inventorpomarily for sale to customers in the
ordinary course of the Operating Partnership'st@dousiness is a question of fact that dependsl dine facts and circumstances with res

to the particular transaction. The Operating Pastrip intends to hold the Properties for investnveith a view to long-term appreciation, to
engage in the business of acquiring, developingimgy and operating the Properties (and other ptigs¢ and to make such occasional sales
of the Properties, including peripheral land, asamsistent with the Operating Partnership's itmwvest objectives.

TAX CONSEQUENCES OF REDEMPTION

The following discussion summarizes certain Fede@me tax considerations that may be relevaatlimited partner who exercises his or
her right to require the redemption of his or hentnon Units.

TAX TREATMENT OF REDEMPTION OF COMMON UNITS. If drhited partner exercises his or her right to regjtiire redemption of
Common Units, the Operating Partnership Agreemamtiges that the redemption will be treated by@wnpany, the Operating Partnership
and the redeeming limited partner, for tax purppass sale of Common Units. Such sale will be/fiaikable to the redeeming limited
partner. Such limited partner generally will beatel as realizing for tax purposes an amount gquhe sum of either the cash or the valu
the Common Stock received plus the amount of argr&img Partnership liabilities allocable to thdegemed Common Units at the time of
the redemption. The determination of the amourngaif or loss is discussed more fully below.

If the Company elects not to issue shares of Com@&took in exchange for a limited partner's Commaiitd) and the Operating Partnership
or the Company redeems such Common Units for aasfféct the redemption, the tax consequences wmeilas described in the previous
paragraph. However, if the Operating Partnershdgeens less than all of a limited partner's Commbitsithe limited partner would not be
permitted to recognize any loss
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occurring on the transaction and would recognixalife gain only to the extent that the cash, glesaimount of any Operating Partnership
liabilities allocable to the redeemed Common Uretsseeded the limited partner's adjusted basi af auch limited partner's Common Un
immediately before the redemption. The methodolaggd by the Operating Partnership to allocatéaitslities to its partners will likely rest
in a varying amount of such liabilities being alited to different partners. Under that methodolegyich is based on principals set forth in
Treasury Regulations, it is possible that partmérs hold an identical number of Common Units atecalted different amounts of liabilities
of the Operating Partnership for Federal incomeptarposes.

TAX TREATMENT OF DISPOSITION OF COMMON UNITS BY LINTED PARTNER GENERALLY. If a Common Unit is redeechin ¢
manner that is treated as a sale of the Common it limited partner otherwise disposes of a Comtdnit, the determination of gain or
loss from the sale or other disposition will bedzhsn the difference between the amount consideaized for tax purposes and the tax t
in such Common Unit. See "-- Basis of Common Unisliow. Upon the sale of a Common Unit, the "amaaatized" will be measured by
the sum of the cash or fair market value of Comi@tmtk received plus the reduction in the amourangf Operating Partnership liabilities
allocable to the Common Unit holder. To the extbat the amount of cash or property received gleséduction in the allocable share of
Operating Partnership liabilities exceeds the Bahipartner's basis in his or her interest in ther@jng Partnership, such limited partner will
recognize gain. It is possible that the amountaif gecognized or even the tax liability resultingm such gain could exceed the amount of
cash or the value of Common Stock received upoh digposition.

Except as described below, any gain recognized apsaie or other disposition of Common Units wédltbeated as gain attributable to the

or disposition of a capital asset. To the exteotydwver, that the amount realized upon the saleGdramon Unit attributable to a limited
partner's share of "unrealized receivables” ofQperating Partnership (as defined in Section 75h®fCode) exceeds the basis attributable to
those assets, such excess will be treated as oydinmme. Unrealized receivables include, to tktemt not previously included in Operating
Partnership income, any rights to payment for sexvrendered or to be rendered. Unrealized redewalso include amounts that would be
subject to recapture as ordinary income if the @y Partnership had sold its assets at theinfaiket value at the time of the transfer of a
Common Unit.

BASIS OF COMMON UNITS. In general, a limited pantweho was deemed at the time of the transactiavhich he or she received
Common Units to have received his or her Commondurpon liquidation of a partnership had an initéed basis in the Common Units
("Initial Basis") equal to his or her basis in thertnership interest at the time of such liquidatidimilarly, in general, a limited partner whc
the time of the transaction in which he or sheikegECommon Units contributed a partnership inteireexchange for his or her Common
Units had an Initial Basis in the Common Units ddadis or her basis in the contributed partngrshierest. A limited partner's Initial Basis
in his or her Common Units generally is increasgdipsuch limited partner's share of Operatingtfanship taxable and tax-exempt income
and (ii) increases in such partner's share ofithdities of the Operating Partnership (includiagy increase in his or her share of liabilities
occurring in connection with the transaction in gthhe or she received Common Units). Generallyh @actner's basis in his or her Common
Units is decreased (but not below zero) by (aphiser share of Operating Partnership distributi¢imsdecreases in his or her share of
liabilities of the Operating Partnership (includiagy decrease in his or her share of liabilitiethefOperating Partnership occurring in
connection with the transaction in which he or gdeeived Common Units), (c) his or her share ofdssof the Operating Partnership and (d)
his or her share of non-deductible expenditureb®Operating Partnership that are not chargealtagital account.

POTENTIAL APPLICATION OF THE DISGUISED SALE REGULAIDNS TO A REDEMPTION OF COMMON UNITS. There is aki
that a redemption of Common Units issued in a &etien in whereby a limited partner received Comrooiits may cause the original
transfer of property to the Operating Partnershipxchange for Common Units in connection with stnighsaction to be treated as a
"disguised sale" of property. Section 707 of thel€and the Treasury Regulations thereunder (thegiiised Sale Regulations") generally
provide that, unless one of the prescribed excegpti® applicable, a partner's contribution of prop a partnership and a simultaneous or
subsequent transfer of money or other consideréitmiuding the assumption of or taking subjecatiability) from the partnership to the
partner will be presumed to be a sale, in whol gart, of such property by the partner to thdrgship. Further, the Disguised
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Sale Regulations provide generally that, in theeabs of an applicable exception, if money or otwrsideration is transferred by a
partnership to a partner within two years of themp's contribution of property, the transactians presumed to be a sale of the contributed
property unless the facts and circumstances cleatbblish that the transfers do not constitut@le §he Disguised Sale Regulations also
provide that if two years have passed betweenréimsfier of money or other consideration and théritartion of property, the transactions
will be presumed not to be a sale unless the faudscircumstances clearly establish that the temssfonstitute a sale.

Accordingly, if a Common Unit is redeemed, the I&iIld contend that the Disguised Sale Regulatippsyebecause the limited partner will
thus receive cash or shares of Common Stock subsetpuhis previous contribution of property to Dperating Partnership. In that event,
the IRS could contend that any of the transactigmsreby limited partners received Common Units Whitay be redeemed for shares of
Common Stock which may be sold hereby were taxable disguised sale under the Disguised Sale RemdaAny gain recognized thereby
may be eligible for installment reporting under 8@t 453 of the Code, subject to certain limitaton

OTHER TAX CONSIDERATIONS

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

As described above, the value of the securitidsigfiwoods Services held by the Company cannot ekbée of the value of the Company's
assets at a time when a Common Unit holder in ther&@ing Partnership exercises his or her redempigint (or the Company otherwise is
considered to acquire additional securities of Mighds Services). See "-- Federal Income Taxatidgh@fCompany." This limitation may
restrict the ability of Highwoods Services to ingse the size of its business unless the valueeaigkets of the Company is increasing at a
commensurate rate.

STATE AND LOCAL TAX

The Company and its stockholders may be subjestiate and local tax in various states and localifiecluding those in which it or they
transact business, own property, or reside. Théréatment of the Company and the stockholderach gurisdictions may differ from the
Federal income tax treatment described above. Qoesdly, prospective stockholders should conseif thwn tax advisors regarding the
effect of state and local tax laws on an investnretie Common Stock of the Company.

PROPOSED LEGISLATION

Under current law, the Company cannot own more fl@ of the outstanding voting securities (othentthose securities includible in the
75% asset test) of any one issuer and qualifyaboation as a REIT. See "--Requirements for Qualifon -- Asset Tests". For example, the
Operating Partnership owns 100% of the nonvotingksand 1% of the voting stock of Highwoods Sersj@nd by virtue of its ownership of
Common Units, the Company is considered to owpritsrata share of such stock. Neither the Companyhe Operating Partnership,
however, own more than 1% of the voting securibieldighwoods Services and the 10% test is satisfied

The Company conducts its third-party fee-basedices\(i.e., leasing, property management, reateediavelopment, construction and other
miscellaneous services) through Highwoods Servitles.President's Budget Proposal for Fiscal Ye80X%Budget Proposal”) includes a
provision to restrict these types of activities docted by REITs under current law by expandingotivaership limitation from no more than
10% of the voting securities of an issuer to noartban 10% of the vote or value of all classesefissuer's stock. The Company, therefore,
could not own stock (either directly or indirecthyough the Operating Partnership) possessing thare10% of the vote or value of all
classes of any issuer's stock.
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The Budget Proposal would be effective only witbpect to stock directly or indirectly acquired bg iCompany on or after the date of first
committee action. To the extent that the Compastgsk ownership in Highwoods Services is grandfaithéy virtue of this effective date,
that grandfathered status will terminate if Highwle@ervices engages in a trade or business fbatat engaged in on the date of first
committee action or acquires substantial new assets after that date. Such restriction, if endcteould adversely affect the ability to
expand the business of Highwoods Services. The &URigpposal, however, will not become effectivaluagislation is duly passed by
Congress and signed by the President. Consequinglyiot possible to determine at this time la#él tamifications that would result from
legislation based on the Budget Proposal.

SELLING STOCKHOLDERS

The Resale Shares offered by this Prospectus maffdred from time to time by the Selling Stockhedslnamed below. The Resale Shares
comprise (i) 1,180,932 shares (the "Redemptione&ianf Common Stock which may be issued by the @& to the extent that holders of
up to 1,180,932 Common Units exercise their rigltedeem such Common Units and the Company eleststisfy such redemption right
through the issuance of Common Stock; and (ii) @0 shares (the "Warrant Shares") of Common Stesikable upon the exercise of up to
110,000 warrants (the "Warrants"). The Redemptioar& and Warrant Shares are collectively refaoéatrein as the "Resale Shares." Such
Common Units and Warrants were issued to the $eBitockholders as partial consideration for thaie ®f property to the Operating
Partnership.

The Company has agreed to indemnify the Sellingi®tolders against certain civil liabilities, inciagd liabilities under the Securities Act, or
to contribute to payments the Selling Stockholaeay be required to make in respect thereof. Insdandemnification of the Selling
Stockholders for liabilities arising under the Sétes Act may be permitted pursuant to such ageses) the Company has been informed
that, in the opinion of the Commission, such indéirettion is against public policy as expressethi@a Securities Act and is, therefore,
unenforceable.

Because the Selling Stockholders may offer alloone of the Resale Shares, and because there agatbuno agreements, arrangements or
understandings with respect to the sale of anh®Resale Shares that will be held by the Selliogk®iolders after completion of the
offering, no estimate can be given as to the poacamount of the Resale Shares that will be helthe Selling Stockholders after complet
of the offering.

The Selling Stockholders and any broker or dealerthrough whom any of the Resale Shares aremsaldbe deemed to be underwriters
within the meaning of the Securities Act with reste the Resale Shares offered hereby, and ariigsprealized by the Selling Stockholders
or such brokers or dealers may be deemed to bewritleg commissions. Brokers' commissions and eiesadiscounts, taxes and other
selling expenses to be borne by the Selling Stddins are not expected to exceed normal sellingrsgs for sales. The registration of the
offering of the Resale Shares by the Selling Stolddrs under the Securities Act shall not be deeamealdmission by the Selling
Stockholders or the Company that the Selling Stolddrs are underwriters for purposes of the Saearict of any of the Resale Shares
offered by this Prospectus.

The Resale Shares offered by this Prospectus majfdred from time to time by the Selling Stockheaislnamed below. The following table
provides the name of each Selling Stockholder kachimber of shares of Common Stock beneficiallpexnvand offered hereby by each
Selling Stockholders. The number of shares of ComBtock provided in the following table includes thumber of shares that may be
acquired by each Selling Stockholder upon redempifaCommon Units or upon exercise of Warrants.

The Resale Shares offered by this Prospectus maffdred from time to time by the Selling Stockherslnamed below:
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NUMBER OF

SHARES P ERCENT NUMBER OF
BENEFICIALLY OF SHARES SHARES OFFERED
NAME OF SELLING STOCKHOLDER (1) OWNED 2) HEREBY (3)
4501 Alexander Associates 144,392 * 8,155
8-H Partnership 20,833 * 20,833
Ariel Associates, LLC 32,424 * 7,583
James W. Ayers 280,044 * 38,866
Gary T. Baker 95,877 * 95,877
Linda Barry 31,971 * 31,971
P. Michael Caruso 11,507 * 11,507
Charpat Properties 82,936 * 82,936
Charter Properties, Inc. 24,556 * 24,556
Cypress Westshore, Inc. 83,947 * 83,947
Arthur S. DeMoss Foundation 53,259 * 53,259
Steuart A. Evans 14,902 * 14,902
Mike Fann 29,851 * 29,851
James K. Flannery, Jr. 30,000 * 30,000(5)
Gene Anderson Family

Partnership, L.P.(4) 359,779 * 56,664
GT Investment Corporation 10,658 * 10,658
Thomas A. Hunter, llI 4,965 * 4,965
The Innsbrook Corporation 62,949 * 62,949
Innsbrook North Associates 6,172 * 6,172
Neal S. Johnston 5,385 * 5,385
Kollman Properties Corp. 119,716 * 119,716
LPK Investments, LLC 32,424 * 7,583
Mary Sue McCarthy 10,000 * 10,000(5)
Michael J. McCarthy 40,000 * 40,000(5)
Stephen D. McCarthy 10,000 * 10,000(5)
William J. McCarthy 10,000 * 10,000(5)
Newman Enterprises 12,366 * 12,366
Dennis L. Olive 4,122 * 4,122
Alan Petroff 5,358 * 5,358
William E. Salter 10,724 * 10,724
Chris B. Schoen 31,971 * 31,971
Gerry E. Shannon 2,061 * 2,061
Mark C. Smith 39,522 * 39,522
Stony Point Limited Partnership
Il 104,228 * 104,228
Stephen F. Thornton 10,677 * 10,677
Triad Properties Holdings --

Georgia, LLC 145,258 * 145,258
Glenn Weathers 5,344 * 5,344
Wendy's of North Alabama, Inc. 21,161 * 21,161
William A. White, Jr. 9,805 * 9,805
Robert A. Wilkins 10,000 * 10,000(5)
TOTAL 1,290,932
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(*) Less than 1%.

(1) A "Selling Shareholder" shall also include g@yson or entity that receives Resale Shares (om@m Units or Warrants redeemable or
exercisable for Resale Shares) as a result didi) pro rata distribution by an entity to its eguiolders, (ii) a gift, or (iii) a pledge. Any
Selling Shareholder who is not specifically nanmethie foregoing table will be named in a supplentethe Prospectus if such a supplement
is required by the rules and regulations of theuiges and Exchange Commission at the time sudim§&hareholder offers any Resale
Shares.

(2) Assumes that all Common Units or Warrants Ibgithe Selling Stockholder are redeemed or exatdizeshares of Common Stock even
if not currently redeemable. The total number afrsls outstanding used in calculating the percerdagemes that none of the Common Units
or Warrants held by other persons are redeemeddprmon Stock.

(3) Unless otherwise indicated, number of sharesvatrepresents Redemption Shares that may be isguoedredemption of outstanding
Common Units.

(4) Gene Anderson, the general partner of therge8itockholder, is a director and executive offethe Company.

(5) Number of shares shown represents Warrant Shiaaé may be issued upon exercise of outstandiagants.

PLAN OF DISTRIBUTION

The sale or distribution of all or any portion bétResale Shares may be effected from time tohiyrtbe Selling Stockholders directly,
indirectly through brokers or dealers or in a digttion by one or more underwriters on a firm cortmant or best efforts basis, in the over-
the-counter market, on any national securities exchamg&hich such Resale Shares are listed or tradgulivately negotiated transactions
otherwise, at market prices prevailing at the tofieale, at prices related to such prevailing migpkiees or at negotiated prices. The
Company will not receive any of the proceeds fromdale of the Resale Shares.

The methods by which the Resale Shares may besaldtributed include, without limitation, (i) bd& trades (which may involve crosses) in
which the broker or dealer so engaged will attetosiell the Resale Shares as agent but may positidmesell a portion of the block as
principal to facilitate the transaction, (ii) puedes by a broker or dealer as principal and régaseich broker or dealer for its account
pursuant to this Prospectus, (iii) exchange distiims and/or secondary distributions in accordamitie the rules of the national securities
exchange on which the Resale Shares are listadyjf(iv) ordinary brokerage transactions and atisns in which the broker solicits
purchasers, (v) privately negotiated transactiGrsdistributions to the equity holders of SelliStpckholders that are entities,

(vii) gifts, and (viii) pledges.

The Company will pay all expenses in connectiorwlie registration of the offering of the Resalargk by the Selling Stockholders. The
Selling Stockholders will pay for any brokerageuoderwriting commissions and taxes of any kindl(idmg, without limitation, transfer
taxes) with respect to any disposition, sale ordfer of the Resale Shares.

Resale Shares not sold pursuant to this Registr&tiatement may be subject to certain restrictiovtier the Securities Act and could be sold,
if at all, only pursuant to Rule 144 or anotherrapéon from the registration requirements of thel8ities Act. In general, under Rule 144, a
person (or persons whose Resale Shares are aggtegduo has satisfied a one-year holding period, magler certain circumstances, sell
within any three-month period a number of Resaler&hwhich does not exceed the greater of onemestéhe Company's outstanding
Common Stock or the average weekly reported tradihgme of the Company's Common Stock during the éalendar weeks prior to such
sale. Rule 144 also permits, under certain circantss, the sale of Resale Shares by a person wibb as affiliate of the Company and who
has satisfied a two-year holding period without saalpme limitation.

Therefore, both during and after the effectiveradsbe Registration Statement, sales of ResaleeShaay be made by the Selling
Stockholders pursuant to Rule 144.
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EXPERTS

The consolidated financial statements and scheaafutighwoods Properties, Inc., incorporated hetsimeference from the Company's
annual report (Form 10-K) for the year ended Deaam3ii, 1997 (as amended on FormKi®-filed on April 29, 1998 and May 19, 1998),
statement of revenues and certain expenses ofa3areperties for the year ended December 31, I8®rporated herein by reference from
the Company's current report on Form 8-K dated kraalyr4, 1998, the statements of revenues and eerxpienses of Shelton Properties,
Riparius Properties and Winners Circle for the ysraded December 31, 1996 incorporated herein leyaete from the Company's current
report on Form 8-K dated November 17, 1997, andittamcial statements with respect to Anderson Extigs, Inc. and the financial
statements with respect to Century Center Grouprpurated herein by reference from the Companyi®ntireport on Form 8-K dated
January 9, 1997 (as amended on Forms 8-K/A fileBebruary 7, 1997, March 10, 1997 and April 28,8)98ave been audited by Ernst &
Young LLP, independent auditors, as set forth @irtheports thereon included therein and incorpatéterein by reference. Such financial
statements are incorporated herein by referencaiance upon such reports given upon the authofiguch firm as experts in accounting
auditing.

The combined statement of revenue and certain tipgraxpenses of the Associated Capital PropeRatfolio for the year ended December
31, 1996, and the combined statement of revenueentain operating expenses of the 1997 Pendingiditipns for the year ended
December 31, 1996, incorporated by reference hé&mim the Company's current reports on Form 8-kedatugust 27, 1997 (as amended on
Form 8-K/A filed September 23, 1997) and dated ®etd, 1997, have been so incorporated in reliapoa the reports of
PricewaterhouseCoopers LLP, independent accoungiwen on the authority of said firm as experta@acounting and auditing.

LEGAL MATTERS

Certain legal matters have been passed upon f&dhgpany by Alston & Bird LLP, Raleigh, North Card@. In addition, Alston & Bird LLP
has rendered its opinion with respect to certaiteFa income tax matters relating to the Company.
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PART 11
INFORMATION NOT REQUIRED IN PROSPECTUS

ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION

The following table sets forth estimates of theiuas expenses to be paid by Highwoods Properties(the "Company") in connection with
the registration of the offering of the Issuancargb and Resale Shares.

Securities and Exchange Commission Registration Fee ... 20,596

Fees and Expenses of Counsel...........ccoeeeeeeeee. s 15,000

Miscellan@ous ........cccocveevvvieieiiiiees e, 4,207
TOTAL. oot e $39,803

ITEM 15. INDEMNIFICATION OF DIRECTORSAND OFFICERS

The Company's officers and directors are and wilifdemnified against certain liabilities in accande with the MGCL, the Articles of
Incorporation and bylaws of the Company and ther@pey Partnership Agreement. The Articles of Ipmoation require the Company to
indemnify its directors and officers to the fullestent permitted from time to time by the MGCL.€eTMGCL permits a corporation to
indemnify its directors and officers, among othagginst judgments, penalties, fines, settlemerms@asonable expenses actually incurre
them in connection with any proceeding to whichythray be made a party by reason of their servitedse or other capacities unless it is
established that the act or omission of the direat@fficer was material to the matter giving risghe proceeding and was committed in bad
faith or was the result of active and deliberaghdnesty, or the director or officer actually reeei an improper personal benefit in money,
property or services, or in the case of any crifimaceeding, the director or officer had reasoealsiuse to believe that the act or omission
was unlawful.

The Operating Partnership Agreement also providemtiemnification of the Company and its officarsl directors to the same extent
indemnification is provided to officers and direast@f the Company in its Articles of Incorporatiand limits the liability of the Company al
its officers and directors to the Operating Paghgr and its partners to the same extent liabdlftgfficers and directors of the Company to
Company and its stockholders is limited under tbenany's Articles of Incorporation.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to dines;tofficers or persons controlling the
Company pursuant to the foregoing provisions, thenfany has been informed that in the opinion ofSkeurities and Exchange
Commission such indemnification is against pubbtiqy as expressed in the Securities Act and isefoee unenforceable.

ITEM 16. EXHIBITS

Exhibit No. Description

2.1 (1) Master Agreement of Merger and Acquisit ion by and among the
Company, the Operating Partnership, Eak in & Smith, Inc. and the
partnerships and limited liability comp anies listed therein dated
April 1, 1996

2.2 (2) Stock Purchase Agreement among AP CRTI Holdings, L.P., AEW
Partners, L.P., Thomas J. Crocker, Barb ara F. Crocker, Richard S.
Ackerman and Robert E. Onisko and the C ompany and Cedar Acquisition
Corporation, dated April 29, 1996

2.3 (2) Agreement and Plan of Merger by and amo ng the Company, Crocker
Realty Trust, Inc. and Cedar Acquisitio n Corporation, dated as of
April 29, 1996

2.4 (3) Contribution and Exchange Agreement by and among Century Center
group, the Operating Partnership and th e Company, dated December
31, 1996
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* Previously filed.

2.5 (3) Master Agreement of Merger and Acquisit
Company, the Operating Partnership, And
Anderson, and the partnerships and limi
listed therein, dated January 31, 1997

2.6 (4) Amended and Master Agreement of Merger
January 9, 1995 by and among Highwoods
Forsyth Partners Holdings, Inc., Forsyt
John L. Turner, William T. Wilson I,

Leister and the partnerships and corpor

2.7 (5) Master Agreement of Merger and Acquisit
Company, the Operating Partnership, Ass
Inc. and its shareholders dated August

2.8 (6) Agreement and Plan of Merger by and amo
Acquisition Corp. and J.C. Nichols Comp

2.9 (7) Amendment No. 1 to Agreement and Plan o
Company, Jackson Acquisition Corp. and
April 23, 1998

4.1 (8) Amended and Restated Articles of Incorp

(9) Rights Agreement, dated as of October 6
and First Union National Bank

4.3 (6) Purchase Agreement between the Company,
Bank of Switzerland, London Branch, dat

4.4 (6) Forward Stock Purchase Agreement betwee
Bank of Switzerland, London Branch, dat

4.5 (10) Form of certificate representing shares

5 Form of opinion of Alston & Bird LLP re

8 Form of opinion of Alston & Bird LLP re

23.1 Consent of Alston & Bird LLP (included

23.2* Consent of Ernst & Young LLP

23.3* Consent of PricewaterhouseCoopers LLP

24* Power of Attorney (included on the sign

ion by and among the
erson Properties, Inc., Gene
ted liability companies

and Acquisition dated
Realty Limited Partnership,
h Partners Brokerage, Inc.,
John E. Reece I, H. Jack
ations listed therein

ion by and among the
ociated Capital Properties,
27,1997

ng the Company, Jackson
any dated December 22, 1997
f Merger by and among the
J.C. Nichols Company dated

oration of the Company 4.2
, 1997, between the Company

UBS Limited and Union
ed as of August 28, 1997
n the Company and Union
ed as of August 28, 1997
of Common Stock

legality

tax matters

as part of Exhibits 5 and 8)

ature page hereof)

(1) Filed as part of the Company's Current Reporfform 8-K dated April 1, 1996 and incorporatedeheby reference.

(2) Filed as part of the Company's Current Reporfform 8-K dated April 29, 1996 and incorporateteireby reference.

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

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

(6) Filed as part of the Company's Annual ReporForm 10-K for the year ended December 31, 1997mecatporated herein by reference.
(7) Filed as part of Registration Statement No.-833871 with the Securities and Exchange Commisai@hincorporated herein by reference.
(8) Filed as part of the Company's Current Reporftorm 8-K dated September 25, 1997 and amendedtioles supplementary filed as part
of the Company's Current Report on Forr 8ated October 4, 1997 and articles supplemetiifed/as part of the Company's Current Re|
on Form 8-K dated April 20, 1998, each of whiclnisorporated herein by reference.

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

(10) Filed as part of Registration Statement Ne78852 with the Securities and Exchange Commisai@hincorporated herein by reference.
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ITEM 17. UNDERTAKINGS

(a) The undersigned registrant hereby undertakes:

(1) To file, during any period in which offers alaes are being made, a post-effective amendmehistoegistration statement:
() To include any prospectus required by Sectioa)(3) of the Securities Act;

(i) To reflect in the prospectus any facts or dsarising after the effective date of the regtstrastatement (or the most recent post-effective
amendment thereof) which, individually or in thegeggate, represent a fundamental change in themiation set forth in the registration
statement. Notwithstanding the foregoing, any iaseeor decrease in volume of securities offeretthéitotal dollar value of securities offered
would not exceed that which was registered) andd@wation from the low or high end of the estintateaximum offering range may be
reflected in the form of prospectus filed with tiemmission pursuant to Rule 424(b) if, in the aggte, the changes in volume and price
represent no more than a 20% change in the maxiaggregate offering price set forth in the "Caldolabf Registration Fee" table in the
effective registration statement; and

(iii) To include any material information with resgt to the plan of distribution not previously désed in the registration statement or any
material change to such information in the regigtrastatement.

Provided, however, that the undertakings set forfbaragraphs (a)(1)

() and (a)(2)(ii) do not apply if the informatigrquired to be included in a post-effective amemurbg those paragraphs is contained in
periodic reports filed with or furnished to the Gmimsion by the registrant pursuant to Section 1Seamtion 15(d) of the Securities Exchange
Act of 1934 that are incorporated by referencenis tegistration statement.

(2) That, for the purpose of determining any lispiinder the Securities Act of 1933, each such-ptfective amendment shall be deemed to
be a new registration statement relating to thersies offered therein, and the offering of suebgities at that time shall be deemed to be
the initial bona fide offering thereof.

(3) To remove from registration by means of a pditetive amendment any of the securities beingsteged which remain unsold at the
termination of the offering.

(b) The undersigned registrant hereby undertalas fibr purposes of determining any liability undlee Securities Act of 1933, each filing of
the registrant's annual report pursuant to Sedi8fa) or Section 15(d) of the Securities Exchangeof 1934 (and, where applicable, each
filing of an employee benefit plan's annual reontsuant to Section 15(d) of the Securities Exchahet of 1934) that is incorporated by
reference in the registration statement shall lsendel to be a new registration statement relatigesecurities offered therein, and the
offering of such securities at that time shall kemed to be the initial bona fide offering thereof.

(c) Insofar as indemnification for liability arigirunder the Securities Act may be permitted toatines, officers and controlling persons of the
registrant pursuant to the foregoing provisionscdbed under Item 15 above, or otherwise, the tesgis has been advised that in the opinion
of the Commission such indemnification is againgiliz policy as expressed in the Securities Actiantherefore, unenforceable. In the e
that a claim for indemnification against such liigis (other than the payment by the registrargxgfenses incurred or paid by a director,
officer or controlling person of the registrantlie successful defense of any action, suit or giog) is asserted by such director, officer or
controlling person in connection with the secusitieing registered, the registrant will, unlesthmopinion of its counsel the matter has been
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question whethgetsindemnification by it is against public
policy as expressed in the Securities Act andhlalgoverned by the final adjudication of such issue
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&033, the registrant certifies that it has readde grounds to believe that it meets all of
the requirements for filing on Form S-3 and hayaalused this Amendment No. 1 to Registration State¢ 333-61913 to be signed on its
behalf by the undersigned, thereunto duly authdrizethe City of Raleigh, State of North Carolioa, September 30, 1998

HIGHWOODS PROPERTIES, INC.

By: [/s/ Carman J. Liuzzo

Carman J. Liuzzo
Vi ce President, Chief Financial Oficer
and Treasurer

Pursuant to the requirements of the SecuritiesoAtB33, this Amendment No. 1 to Registration Steet 333-61913 has been signed by the
following persons in the capacities and on the gfatizated:

Name Titl e Date
* Chairman of the Bo ard of Directors September 30, 1998
O. Temple Sloan, Jr.
President, Chief E xecutive September 30, 1998
* Officer and Direct or

Ronald P. Gibson

Chief Investment O fficer and Vice September 30, 1998
* Chairman of the Bo ard of Directors
John L. Turner
* Senior Vice Presid ent and Director September 30, 1998

Gene H. Anderson

* Senior Vice Presid ent and Director September 30, 1998
John W. Eakin
* Senior Vice Presid ent and Director September 30, 1998

James R. Heistand
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* Director

Thomas W. Adler

* Director

Kay Nichols Callison

* Director

William E. Graham, Jr.

* Director

L. Glenn Orr, Jr.

* Director

Willard H. Smith Jr.

* Director

Stephen Timko

* Director

William T. Wilson IlI
Vice President, Ch
Officer (Principal
Officer and Princi
/sl Carman J. Liuzzo Officer) and Treas

Carman J. Liuzzo

* By: /s/ Carman J. Liuzzo

Carman J. Liuzzo (Attorney-In-Fact)
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EXHIBIT INDEX

Exhibit No. Description

2.1 (1) Master Agreement of Merger and Acquisit ion by and among the
Company, the Operating Partnership, Eak in & Smith, Inc. and the
partnerships and limited liability comp anies listed therein dated
April 1, 1996

2.2 (2) Stock Purchase Agreement among AP CRTI Holdings, L.P., AEW
Partners, L.P., Thomas J. Crocker, Barb ara F. Crocker, Richard S.
Ackerman and Robert E. Onisko and the C ompany and Cedar Acquisition
Corporation, dated April 29, 1996

2.3 (2) Agreement and Plan of Merger by and amo ng the Company, Crocker
Realty Trust, Inc. and Cedar Acquisitio n Corporation, dated as of
April 29, 1996

2.4 (3) Contribution and Exchange Agreement by and among Century Center
group, the Operating Partnership and th e Company, dated December
31, 1996

2.5 (3) Master Agreement of Merger and Acquisit ion by and among the
Company, the Operating Partnership, And erson Properties, Inc., Gene
Anderson, and the partnerships and limi ted liability companies
listed therein, dated January 31, 1997

2.6 (4) Amended and Master Agreement of Merger and Acquisition dated
January 9, 1995 by and among Highwoods Realty Limited Partnership,
Forsyth Partners Holdings, Inc., Forsyt h Partners Brokerage, Inc.,
John L. Turner, William T. Wilson I, John E. Reece II, H. Jack
Leister and the partnerships and corpor ations listed therein

2.7 (5) Master Agreement of Merger and Acquisit ion by and among the
Company, the Operating Partnership, Ass ociated Capital Properties,
Inc. and its shareholders dated August 27,1997

2.8 (6) Agreement and Plan of Merger by and amo ng the Company, Jackson
Acquisition Corp. and J.C. Nichols Comp any dated December 22, 1997

2.9 (7) Amendment No. 1 to Agreement and Plan o f Merger by and among the
Company, Jackson Acquisition Corp. and J.C. Nichols Company dated
April 23, 1998

4.1 (8) Amended and Restated Articles of Incorp oration of the Company 4.2

(9) Rights Agreement, dated as of October 6 , 1997, between the Company
and First Union National Bank

4.3 (6) Purchase Agreement between the Company, UBS Limited and Union
Bank of Switzerland, London Branch, dat ed as of August 28, 1997

4.4 (6) Forward Stock Purchase Agreement betwee n the Company and Union
Bank of Switzerland, London Branch, dat ed as of August 28, 1997

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

5 Form of opinion of Alston & Bird LLP re legality

8 Form of opinion of Alston & Bird LLP re tax matters

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

23.2* Consent of Ernst & Young LLP
23.3* Consent of PricewaterhouseCoopers LLP
24* Power of Attorney (included on the sign ature page hereof)

* Previously filed.

(1) Filed as part of the Company's Current Repoifform 8-K dated April 1, 1996 and incorporateceheby reference.

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

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

(4) Filed as part of Registration Statement No88364 with the Securities and Exchange Commissiaiirzcorporated herein by reference.
(5) Filed as part of the Company's Current Reporfform &K dated August 27, 1997 and incorporated hereirefgrence



(6) Filed as part of the Company's Annual ReporForm 10-K for the year ended December 31, 1997imecatporated herein by reference.
(7) Filed as part of Registration Statement No.-38871 with the Securities and Exchange Commisai@hincorporated herein by reference.
(8) Filed as part of the Company's Current Repoifform 8-K dated September 25, 1997 and amendedioles supplementary filed as part
of the Company's Current Report on Forr{ 8ated October 4, 1997 and articles supplemeiiiled/as part of the Company's Current Re|
on Form 8-K dated April 20, 1998, each of whiclmisorporated herein by reference.

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

(10) Filed as part of Registration Statement N«-76952 with the Securities and Exchange Commissiohirgcorporated herein by referen



EXHIBIT 5
ALSTON&BIRD LLP

3605 Glenwood Avenue
P.O. Drawer 31107
Raleigh, North Carolina 27622-1107

919-420-2200
Fax: 919-881-3175

, 1998

Highwoods Properties, Inc.
3100 Smoketree Court, Suite 600
Raleigh, North Carolina 27604

Ladies and Gentlemen:

This opinion is furnished in connection with thgisgration pursuant to the Securities Act of 1988amended (the "Securities Act"), of
2,489,678 shares (the "Shares") of common stockyadae $.01 per share, of Highwoods Properties, BnMaryland corporation (the
"Company").

We have reviewed such documents and considerednsaithrs of law and fact as we, in our professiguddgment, have deemed appropriate
to render the opinions contained herein. Where awe ltonsidered it appropriate, as to certain faetsave relied, without investigation or
analysis of any underlying data contained thengimn certificates of officers or other approprigpresentatives of the Company.

Based upon and subject to the foregoing and thkdulimitations and qualifications hereinafter eegsed, we are of the opinion that wher
Shares have been sold in accordance with the tefrthe Prospectus, the Shares will be legally idsfidly paid and non-assessable shares.

The foregoing assumes that all requisite stepshwillaken to comply with the requirements of theusiies Act and applicable requirements
of state laws regulating the offer and sale of gtes.

Our opinions expressed herein are as of the dasmhend we undertake no obligation to advise gloany changes in applicable law or any
other matters that may come to our attention #fieidate hereof that may affect our opinions exggeéderein.

One Atlantic Center 1211 East Morehead S treet 601 Pennsylvania Avenue, N.W.
1201 West Peachtree Street P.O. Drawer 3400 9 North Building, Suite 250
Atlanta, GA 30309-3424 Charlotte, NC 28234- 4009 Washington, DC 20004-2601
404-881-7000 704-331-6000 202-508-3300

Fax: 404-881-4777 Fax: 704-334-201 4 Fax: 202-508-3333



Highwoods Properties, Inc.
, 19¢

Page 2

We hereby consent to the filing of this opinioraasExhibit to the Registration Statement and tauses of our name under the caption "Legal
Matters" in the Prospectus.

Very truly yours,

By:




EXHIBIT 8
ALSTON&BIRD LLP

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

404-881-7000
Fax: 404-881-4777
www.alston.com

, 1998

Highwoods Properties, Inc.
3100 Smoketree Court, Suite 600
Raleigh, North Carolina 27604

Re: Registration Statement on Form S-3 Relatir®j489,678 Shares of Common Stock of Highwoods Rtiege Inc.
Ladies and Gentlemen:

In connection with the registration statement om#&-3, File No. 333-61913, as in the form filed_on , 1998, relating to the
registration of 2,489,678 shares of common stocKigyhwoods Properties, Inc. (the "Company"), youéheequested our opinion concerning
certain of the federal income tax consequencdsa@bmpany of its election to be taxed as a r¢atesvestment trust ("REIT") under
Sections 856 through 860 of the Internal Revenude@d 1986, as amended (the "Code").

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

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

We are opining herein as to the effect on the sultjansaction only of the federal income tax lafthe United States and we express no
opinion with respect to the applicability thereto the effect thereon, of other federal laws, twed of any other jurisdiction, the laws of any
state or as to any matters of municipal law orawes of any other local agencies within any state.

1211 East Morehead Street 3605 Glenwood Avenue 601 Pennsylvania Avenue, N.W.
P. O. Drawer 34009 P. O. Drawer 31107 North Building, Suite 250
Charlotte, NC 28234-4009  Raleigh, NC 27622-110 7 Washington, DC 20004-2601
704-331-6000 919-420-2200 202-508-3300

Fax: 704-334-2014 Fax: 919-881-3175 Fax: 202-508-3333



Highwoods Properties, Inc.
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Page 2

Based solely on the facts in the Registration &tate and the facts in the Officers' Certificates,ane of the opinion that the Company has
been organized and has operated in conformity thiglrequirements for qualification and taxatiorm@EIT under the Code for its taxable
years ended December 31, 1994 through 1997, ahthth&ompany is in a position to continue its dication and taxation as a REIT with
the definition of Section 856(a) of the Code far thxable year that will end December 31, 1998hWaspect to 1998, we note that the
Company's status as a REIT at any time during gaahis dependent, among other things, upon thep@oynmeeting the requirements of
Sections 856 through 860 of the Code throughouy#ae and for the year as a whole. Accordingly albse the Company's satisfaction of ¢
requirements will depend upon future events, inclgdhe precise terms and conditions of proposaustictions, the final determination of
operational results, and the effect of certain jgons contained in the President's Budget Prodosdhe Fiscal Year 1999 on the Company's
REIT status, it is not possible to assure thatGbmpany will satisfy the requirements to be a Ré#ilifing the taxable year that will end
December 31, 1998.

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

This opinion is based on various statutory provisjaegulations promulgated thereunder and inteapoas thereof by the Internal Revenue
Service and the courts having jurisdiction overhsmnatters, all of which are subject to change eipihespectively or retroactively. Also, any
variation or difference in the facts from thosefeeth in the Registration Statement or the Offic&ertificates may affect the opinions stated
herein.
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This opinion is limited to the specific matters eoed hereby and should not be interpreted to irtifgly the undersigned has offered its
opinion on any other matter. We hereby consertiediting of this opinion as an exhibit to the Regation Statement and to the use of our
name under the caption "Legal Matters" in the Regfion Statement.

Very truly yours,

By:

End of Filing
Pmmdﬂp}‘:lﬁiﬂi[j -
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